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Abstract 
 
     This thesis examines and compares the investment regulations of three types of pension schemes in 

the UK pension system, and their broader outcomes for the protection of scheme members. It 

advances our understanding of the expansion and continuation of financialization in the area of 

pensions, and the role of investment regulation in this process. It conceptualizes pension 

financialization process as being at the intersection of contradictory institutional rationales: return-

maximization and social protection; and investigates regulatory and pension scheme responses to this 

tension. The regulatory framework of the state, occupational defined-benefit, and workplace personal 

defined-contribution is assessed, and juxtaposed against critical case study sites - the national 

insurance scheme; the universities superannuation scheme; and group personal pensions offered by 

six leading providers in the UK pension market -, before comparing them. The findings are based on 

detailed documentary analysis of 117 regulatory, internal, and media documents, and a few informant 

elite interviews.   

     I argue that while the ongoing expansion and continuation of pension financialization process 

includes a recurring dominance of return-maximization, it is primarily sustained by the subordination 

of employees to the restructuring of social protection in the investment of their contributions. This is 

institutionally and ideologically supported by the investment regulations of private pension schemes, 

at the pension scheme (meso) level, making occupational defined-benefit and workplace personal 

defined-contribution pension schemes similar with regard to their ends. On the other hand, respective 

regulations for the state pension scheme ensure social protection at the expense of return-

maximization, thus limiting financialization.  

     Conceptually, the study contributes to studies of the financialization of welfare state, through 

identifying the range of meanings of social protection that facilitate and maintain extended forms of 

financialization. The study also offers an empirically detailed understanding of how a specific set of 

investment regulations tied to the interplay of pension scheme actors and their decisions in different 

(state-private) pension schemes, allows financialization and a particular form of protection therein. It 

thus highlights the benefits of a meso-level, cross-sectoral comparative analysis of financialization 

within a multi-pillar (state-private) pension system. Implications are drawn for the practice of 

regulation for social protection purposes, and for the link between social policy and financial 

regulation.  
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Chapter 1 Introduction  

1.1 Introduction 
 
     The British pension system was one of the first European pension systems to implement pension 

privatisation, which resulted in less generous state pensions and a predominance of funded private 

pensions, increasingly reliant on financial markets. Up until 2012, private pensions provision did not 

have any compulsory character, consistent with the basic tenets of liberalism, such as individual 

responsibility and freedom of choice. It was only occupational defined-benefit (DB) plans, which, 

despite being formally private, entailed some kind of paternalism within the market. The 

implementation of two major pension policies in 2012 changed the UK pension system in this regard. 

The first, automatic enrolment onto a private plan, included a quasi-mandatory nature of private 

provision. The second, a single-tier state pension, abolished the earnings-related level of retirement 

income obtained from the state pension scheme. Berry (2016, p.3) argues that these “pensions reforms 

are exemplars of the financialization of UK pensions provision”. In fact, private pensions have 

become the only hope for seeking a secure and adequate income in retirement, given that the basic 

state pension can only provide a safety net for escaping poverty in old-age. Such retirement income 

leads to people’s greater reliance on the financial markets as well as on financial market logic, namely 

searching for higher possible returns on the investment of pension contributions, what is termed the 

‘return-maximisation’ rationale.  

     The 2008 financial crash uncovered the precariousness that financial markets and financial market 

investments pose to individuals. In October 2008, the UK occupational pension funds lost $300 

billion, on average of 20% of the value of their assets, which was one of the greatest losses recorded 

in OECD countries (OECD, 2009). In the same period, workplace personal pensions also lost 20% of 

the value of their assets. Most people affected by the 2008 crash were those approaching retirement, 

especially those relying on defined-contribution (DC) plans, rather than those already retired. The 

former could decide either to retire with lower retirement income, or delay retirement for at least 

another three to four years. In the period after the economic turbulence, the dominant narrative of the 

return-maximisation logic does not appear to have been questioned (Jessop, 2012) and by extension, 

its explicit link to retirement income has lacked critique. Instead, the other side of the coin has been 

mainly highlighted, that is, the consideration of financial risk involved and in some cases, the 

lowering of overall financial risk. In the latter case, employees have to accept lower, if not uncertain, 

income in retirement, along with the insecurities of the financial markets. The main point thus 

concerns the social risks that employees have to face despite their hard-pressed saving for retirement. 

The years following the 2008 crisis, therefore, uncovered more intensely than before a core structural 

tension between two contradictory rationales that arise under any pension scheme: return-

maximisation and social protection.   
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     In the mid-1980s, financial market liberalisation, including deregulation, was an imperative reform 

for expanding these markets and actors and thus, their extensive deployment in the UK’s pensions 

provision. But, paradoxically, market liberalisation has also brought a wide range of regulatory 

policies and independent regulatory agencies, aiming to protect pension scheme members, through 

confronting the tension between return-maximisation and social protection. The constraints arise from 

the fact that self-coordination of actors, such as employers, financial actors, trustees, trade unions, 

independent member-representatives, and scheme members, is not able to prevent abuses or moral 

hazards of profit-maximisation regarding the contributions of scheme members. Hence, regulations 

have been introduced to regulate the administration and investment operations of pension schemes, 

and the behaviour of those actors involved. At the same time, the making of legal rules to regulate the 

behaviour of pension scheme actors takes place while considering how the tension between the social 

protection and return-maximisation is situated in a pension scheme.  

     This thesis is an enquiry into the financialization of pensions provision, one that explores the 

tension between the return-maximisation and social protection logics arising from pension schemes’ 

investment decisions. By investigating pension financialization in this way, this work explains its 

continual expansion and intensification, whilst a fundamental tension remains therein. In addition, the 

thesis brings regulation into the analysis of financialization, whereby as regulatory policies may show 

how to balance the abovementioned tension in their attempts to protect scheme members. In doing so, 

regulation can reinforce or limit pension financialization.  

     For a general definition of the financialization process used in this study, a combination of 

definitions is drawn upon and this will be discussed in detail in the Literature Review chapter 

(Chapter 2). Financialization is broadly understood here as the process of the increasing influence of 

financial markets and finance domain in the whole economy, the corporation, the government and the 

household, at various levels, which can be materialised through particular ideological perspectives or 

rationales. 

     Before turning to the overarching aims of this research, it is useful to expand on the key tension 

that is of concern, by defining social protection and the financial logic of return-maximisation, as well 

as explaining the reasons why, for the study, the focus is on the financialization of pensions provision.  

1.2 Background to the research  

Social protection vs.  Return-maximisation rationales 

  
     Despite social protection and return-maximisation being central to the provision and in particular, 

to the financing of pensions through the investment of contributions, the examination of these two 

rationales together remains underexplored in the existing literature. In the social/pension policy 
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literature, ‘privatisation’ and ‘marketisation’ are the most common processes explored. Their central 

meaning provides a useful way through which tensions in pension provision can be observed and 

comprehended.  

     Specifically, “privatization is the process of shifting responsibility in old-age income support to 

private actors, whereas marketization is the process of increasing market mechanisms in the allocation 

of resources” (Ebbinghaus, 2015, p. 57). In the case of ‘privatisation’, the central antithesis constitutes 

the organisation of social protection in old-age through the use of private actors, including 

commercial providers. While regarding ‘marketisation’, the main tension lies in the organisation of 

social protection through markets, including both commercial providers and financial markets.  

     However, the idea here is that both processes are not able to capture the organisation of social 

protection through the increasing involvement of financial markets and the dominant logic in the 

allocation of resources or the tension that arises from doing so. This is important because all pension 

schemes regardless their particular institutional settings, are established to provide protection to their 

members. But at the same time, they also need to decide how to ‘use’ or ‘invest’ contributions to fund 

pensions, which can be through financial markets and financial market logic; which may not always 

be consistent with guaranteed, long-term, social protection for the members.  

     The understanding of social protection in this research involves drawing on a broad definition of 

social protection in the wider literature. Specifically, social protection is defined as government 

policies that are aimed at providing security to individuals and households against risks, hazards and 

deprivation, independently of market norms and outcomes (Théret, 2002; Rein and Rainwater, 1986; 

Bachelet and Office, 2012). Social protection is, thus, associated with policies for protecting the lives 

of people against social risks created by capitalist societies.  

     Social risks are understood with regard to individuals’ inability to provide for themselves due to 

lack of participation in the labour market (e.g. disabled people, mothers), or due to interruptions of 

individuals’ employment trajectories, such as unemployment, illness and old-age. Pensions are, thus, 

purposed with addressing the risks of old-age poverty and deterioration in living standards, due to 

ceasing employment on the grounds of old-age. Economic security, in the sense of secure and 

adequate retirement income plays central role in pension provision. Furthermore, social risks are not 

only related to the activities of individuals, but also their relationships with other social groups and 

institutions (Sorsa, 2011). Hence, social risks can be also understood as “events that change the 

relationships between or the social positions of different societal actors, structures and practices” 

(ibid, p.16). In fact, pension institutions or schemes include such social risks. For instance, these can 

include state and private pension cuts due to fiscal pressures or due to employer’s different priorities. 

In turn, pension schemes can address social risks through the regulating and framing of their 
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decisions, the outcomes of which being directly linked to the alleviation of old-age poverty and 

deteriorating living standards in retirement.  

     Conventionally, social protection is associated with the side of welfare that includes programmes 

organised and delivered by the state in order to offer support against harmful market outcomes. 

However, social protection also implies the side of welfare state that includes regulation of state and 

non-state actors, institutions and decisions therein, economic security outside and inside markets, 

along with “balancing market norms and welfare norms” (Leisering, 2011, p.3). Such regulation may 

promote protection through preventing or controlling for market outcomes. For this research, an 

examination of social protection, as carried through the ‘protectiveness’ of regulation of pension 

schemes, is undertaken.  

     On the other hand, the involvement of financial markets in pensions provision puts forward a 

structural financial rationale for practices (e.g. investment strategies). This financial rationale is 

defined in this research as a return-maximisation one. This is drawn upon the key objective of the 

actors who decide to access the financial market in the first place; which is to maximise the return on 

their investment, in exchange of channelling funds and providing liquidity to the financial market. 

Return-maximisation mainly rests in the search for higher short-term returns, rather than a long-term 

compensation aligned with the long-term nature of pension commitments. In fact, pension funds have 

been blamed for their short-termism to get maximum possible return, while negatively affecting 

financial market stability and investee companies’ long-term value (Kay, 2012). For instance, pension 

funds, as shareholders who adopt short-time horizons, tend to focus on the share price in the short run, 

that is, on the immediate profitability of investee companies. As a result, a fall in stock price will most 

likely trigger the withdrawing of funds from these companies. In doing so, it limits companies’ ability 

to develop long-term value projects, or to maintain their occupational scheme open to younger 

employees, as a liability that passes to shareholders. Furthermore, short-term increasing returns have 

been seen to be acquired through fluctuations of short-term share prices. This influences companies in 

focusing their management strategies on increasing short-term earnings. Moreover, pressure for short-

term earnings can be further exacerbated by the increasing trading undertaken by institutional 

investors, including pension funds, which has been evident over the last two decades (ibid). High-

frequency trading of equities as well as of other financial instruments (e.g. bonds, credit) intended to 

increase returns in the short-term, have also been accused of causing financial market instability, and 

spill-over effects from the latter for the economy and society.  

     However, return-maximisation not only has the potential of reaping great profits, for there is also 

uncertainty/risk with respect to the ultimate profits obtained. This uncertainty/risk is understood as 

something that has to be accepted though, because of the participation in financial markets and the 

aim of getting higher returns. In other words, financial risk-taking is an inherent characteristic of 
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financial market investment and is analogous to the expected increase in returns. As such, pension 

schemes that are subjected to the financial logic of return-maximisation have to deal with the 

respective financial risk.  

     Therefore, the social protection and return-maximisation rationales form a basic tension in the 

allocation of pension schemes’ resources. Some authors, when highlighting this tension, have referred 

to social protection and financial speculation as two contradictory institutional rationales (Montagne, 

2007; 2016). Specifically, in the current study, this tension is seen to arise from a financial logic 

defined by return-maximisation, which requires the acceptance of risk-taking against expectations of 

future returns. In this way, regardless the degree of speculation, return-maximisation logic coexists 

with uncertain outcomes in retirement, which in turn, may amplify social risks, for instance lack of 

payment of a predefined pension. 

  

Why study the financialization of pensions provision? 

  
     Why study the financialization of pensions? The pension system is one of the most important parts 

of welfare states, not only in terms of welfare spending, but also in terms of how it is seen by people, 

namely, as the most valuable welfare cash benefit (Ellipse, 2017). This is the reason why to highlight 

its potential pitfalls is equally important: pension system crises can deteriorate social cohesion among 

all members of society, by means of poverty, inequality, and work without right to social security.  

     A system of pensions provision usually combines two ideological bases, as retirement income can 

be delivered by both the state and the market. The multi-pillar nature of most of today’s pension 

systems includes a mix of state and private pension provision. Pension systems can represent the 

entire system of protection in old-age, as they are shaped by both state and private provision, pension 

schemes/institutions, and actors within a country, rather than by a single form of provision. A multi-

pillar pension (or state-private) system will often constitute the involvement of financial markets. It, 

thus, constitutes a key area of welfare provision through which employees are directly linked to 

financial markets and their broader social outcomes. From the perspective of an interdependence 

between pensions provision and the financial markets, which appears to be uninterrupted by financial 

turbulence and the latest pension reforms, financialization of pensions provision remains an important 

challenge of welfare provision and welfare state.   

     The interrelationship between pensions provision and financial markets has brought pensions into 

focus in financialization studies. Particular attention has been drawn to occupational pension funds as 

carriers of financialization. Regarding which, most of these studies have highlighted the contribution 

of occupational pension funds to the development of financial markets and to the financial expansion 

in the economic processes, as well as to the ascendancy of shareholder value. Despite the 
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consideration of pension funds as central aspects of the financialization process, these studies have 

captured the side of the process relating to the economy or corporation, and not that pertaining to the 

welfare state, from where these pension funds originate. As such, they have been unable to address 

concerns or issues regarding the financialization process of pensions per se, as a crucial part of the 

welfare state.  

     In recent years, however, there has been a growing recognition of the increasing link between the 

expansion of financial markets and social policies to welfare provision. This link demands better 

understanding through studying the financialization of the welfare state, where the latter may occur by 

means of social policies and the rise of finance in areas of provision. For this research, the aim is to 

examine these concerns with regard to the area of pensions, given their importance as highlighted 

above, by focusing on the financialization process of pensions provision. The literature review chapter 

(Chapter 2) further elaborates upon this.  

1.3 Research aims and questions 
 
      This research is aimed at advancing our understanding of the expansion and continuation of the 

financialization of pensions process at the meso-level, and the role of (state) investment regulations in 

shaping this process; in the light of the tension between the social protection and return-maximisation 

in the investment decisions made to fund retirement income. Specifically, in the thesis, the investment 

regulations for different types of pension schemes are analysed and compared, with their implications 

for the forms of financialization of pensions provision at the meso-level. From this perspective, this 

research thus contributes specifically to the literature on the financialization of pensions, and more 

broadly to the growing literature on the financialization of the welfare state.    

     In the wider literature, the financialization of pensions has been seen to occur as the increasing 

reliance on financial markets, through enforcing national pension policies, such as pension 

privatisation, or the funding element of pension financing (macro-level). In other studies, the pension 

financialization process has been considered as taking place owing to the conversion of working 

people’s identity into an investor one, through these national pension policies (micro-level). Less 

attention has been devoted to pension financialization at the pension scheme level or meso-level, 

where it is seen as a dominant rationale. The financialization of pensions is considered here to entail a 

kaleidoscopic picture in terms of how the former is facilitated, intensified, and sustained, within 

pension scheme’s rationales and actors’ relations, in the context of pension regulations as part of the 

the broader welfare state. In order to offer such a variegated, but unified account, on pension 

financialization, this research is situated at the meso-level of analysis, focusing on regulations of 

investment decisions and actual pension scheme decisions.  
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     In addition, the aim is to add to the few existing meso-level studies on pension financialization, by 

expanding upon their most common unit of analysis, that is occupational DB pension funds, to include 

the three main types of pension schemes in a well-established multi-pillar (or state-private) pension 

system. These consist of the state and private pension schemes, including both occupational DB and 

workplace contract-based DC pension schemes. An examination of these different schemes along with 

their different regulations, and their comparison, should thus take account of the diversity within 

financialization, and so sharpen understanding of it.    

     Most authors conceptualise financialization in terms of the dominance and penetration of financial 

market logic. However, as will be explained in Chapter 2, for this study a more nuanced conceptual 

lens to problematise and then conceptualize the financialization process is adopted, with the purpose 

of better comprehension of the core tension described above. Specifically, the pension financialization 

process is thus conceptualised as being at the intersection of contradictory institutional rationales: 

return-maximisation and social protection rationales.  

     In order to address the overarching aims of this research, I developed three research questions, 

which are based on particular conceptual, empirical, and analytical considerations. These are 

grounded on: 

 the above conceptualisation of the financialization process as the interaction of the return-

maximisation and social protection rationales, found in cultural political economy claims 

about multiple logics;  

 interpretive-analytic considerations associated with the underpinning meanings of these 

rationales and of regulation;  

 both analytical and empirical considerations of the analysis of social policy, also as analysis 

of financial/investment regulation;  

 consideration regarding analysis of regulation from a sociological perspective, including an 

actor-centred approach to it (governance concept), and the effects as well as the broader 

outcomes of regulation (economic sociology of law, governance analytical framework with 

sociological underpinnings).  

 

     The research questions are thus formulated as follows:  

 Research Question 1: How is the UK regulatory framework intended to govern the 

contradictory institutional rationales of social protection and finance (i.e. return-

maximisation) underlying the investment decision-making process for three different types of 

pension schemes? 
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 Research Question 2: How is the tension between the social protection and return-

maximisation rationales understood by the key actors of a particular pension scheme, while 

operating within the regulatory framework and at the same time, participating in the 

investment decision-making process?  

 Research Question 3: What is the influence of regulation on the investment decision-making 

process, and its variations across the three types of pension schemes? 

 

1.4 Main Argument, Structure of the Thesis and Contribution 
 
     The thesis is organised into two main parts. Part I highlights the literature gap, and sets outs the 

conceptual framework, the UK context, the analytical framework and the methodology (Chapters 2, 3, 

4). Part II is based on the three case studies and their respective sites, to present, compare and discuss 

the findings (Chapters 5, 6, 7, 8, 9).  

     Chapter 2 surveys the literature on financialization and that regarding pensions, in order to 

position the thesis in the context of the broader financialization of the welfare state literature as well 

as highlighting the gap in knowledge this research is aimed at addressing. There is discussion of the 

macro and micro level of analysis through which pension financialization takes place, in terms of 

increasing reliance on the financial market (macro) or as an imposition of investor identity (micro), 

along with the relational factors that facilitate this. The latter often refer to national pension policies, 

such as privatisation, the funded element of pension financing and/or the shift from defined-benefit to 

defined-contribution benefits. It is then contended that there is the need for an understanding of 

pension financialization at the meso-level, namely as a dominant rationale, and that emphasis should 

be placed on another set of important relational factors, such as smaller-scale pension regulations and 

decisions made within the pension schemes that facilitate this financialization. Finally, the chapter 

lays out the conceptual approach towards financialization used to deconstruct the tension-ridden 

relationship of social protection and return-maximisation.  

     Chapter 3 explains the significance of the United Kingdom to the analysis of the financialization 

of pensions, by drawing upon the Varieties of Capitalism, liberal growth model, and liberal welfare 

state regime literatures as well as by briefly historicising the UK multi-pillar (state-private) pension 

system. The chapter also clarifies the significance of the three cases studies used for the analysis of 

pension financialization, by describing their features, issues, and actors. These cases are the state 

pension scheme, occupational DB pension scheme and workplace contract-based/personal DC 

pension scheme, with their respective sites being a national insurance scheme, the universities 

superannuation scheme (USS), and six leading workplace personal schemes, often called ‘group 

personal pensions’.  
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     Chapter 4 discusses the analytical framework and methodology of the research. The analytical 

considerations and framework start from an understanding of financialization at the meso-level as an 

emerging rationale, inseparable from state interventions. On this basis, the underlining considerations 

mentioned above are taken into account, with appropriate concepts, an analytical framework and an 

approach to address them being selected. These comprise a definition of ‘regulation’, which conceives 

‘regulation’ as a dynamic process of ends and means supporting a particular rationale for investment 

decision-making; the use of the ‘governance’ concept to reach an actor-centred understanding of 

regulation; and an analytical framework to capture the influence of regulation and its wider 

implications for financialization, with the ultimate aim being the protection of scheme members. In 

addition, an inductive interpretive approach is used to seek ‘meanings’ for these rationales, as they are 

emerged from ‘meanings’ of regulations and scheme’s decisions. The interpretive approach, then, in 

combination with the cross-sectoral comparative design and the selection of the three cases studies as 

well as their critical sites; all provide an empirical range of useful benchmarks to understand better the 

forms and limits of as well as the diversity within the financialization process. The chapter then 

moves on to discuss the research methods, sampling strategy, data collection and analysis 

particularities.  

     Chapter 5 presents the findings from the analysis of the regulatory framework for investment 

decisions in each type of pension scheme. There is identification of a particular regulatory rationale 

implied for each case to govern the contradictory rationales of social protection and return-

maximisation, which thus addresses the first research question. These rationales are called (a) the 

logic of ‘cost-effective protection’, regarding the state pension scheme; (b) the logic of ‘reasonable 

profit’ in relation to the occupational DB pension schemes; and (c) the logic of ‘minimum quality of 

exchange’, regarding the private workplace DC personal pension schemes. Each regulatory rationale 

emerges from a set of institutional ends (i.e. the primary purposes of the pension scheme under 

regulation and the interests of the beneficiaries protected), and means (i.e. the nature of responsibility 

assigned to pension scheme actors, who act on behalf of scheme beneficiaries, standard of conduct or 

other steering mechanisms, and information disclosure). In addition, each of them embodies certain 

assumptions about the contradictory relationship. In the case of the state pension scheme, state 

interventions assume such a relationship as irreconcilable, while in the case of private pension 

schemes, both occupational and workplace personal ones, this is assumed as being something that can 

be mediated through enabling specific regulatory means (e.g. fiduciary duty, information disclosure).   

     Chapters 6, 7, 8 present the findings from the analysis of the three case study sites, thereby 

responding to the second research question. Each chapter is focused on deconstructing the rationale of 

investment decisions towards social protection and return-maximisation tension, as it is shaped by the 

state or non-state actors involved in the national insurance scheme, universities superannuation 

scheme, and workplace personal scheme, respectively. This highlights how core-influence pension 
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scheme actors deal with the tension for the protection of scheme members, while performing their 

roles and the rules. Regarding which, the following for each pension scheme are found (a) the 

components used to characterise and deliver social protection through the investment of national 

insurance reserves lead them to exclude any profit-maximisation motive and financial market type of 

investment; (b) the protection for the beneficiaries of the USS is tightly linked to return-maximisation 

from financial market type of investment, strengthened by the employer’s future attitude towards 

contribution levels; (c) the protection of scheme members under workplace pensions, as consumer 

protection, is aimed at rationalising retirement as financial investment product based on the return-

maximisation logic.  

     Chapter 9 juxtaposes the above findings for each case study for comparative purposes, thus 

addressing the third research question. In doing so, the chapter addresses the overarching aims of the 

thesis, and develops the main argument in line with these aims. First, the rationale and features of the 

regulatory frameworks and the rationales of decision-making by the leading actors are brought 

together to show the influence of regulation on decision-making and on the protection achieved. This 

is followed by comparison of the three types of pension schemes to explain the manifestations of 

pension financialization process as well as the roles played by regulation in the expansion and 

continuation of this  process. Regarding which, the following is argued: 

(a) The pension financialization process includes a recurring dominance of return-maximisation, but 

this is not ‘natural’. Rather, it is sustained by the restructuring of protection to which employees are 

subordinated, and this enables the mediation of the core tension relating to the investment of their 

contributions. 

(b) The ongoing expansion and continuation of pension financialization is institutionally and 

ideologically supported by the regulatory rationales and interventions found in private pension 

schemes, at the pension scheme (meso) level.  

     Despite the different regulatory means used to mediate tensions for occupational defined-benefit 

and workplace personal defined-contribution pension schemes, they have become more similar with 

regards to their ends, and thus, are sustaining pension financialization. On the other hand, respective 

regulation for the state pension scheme ensures social protection at the expense of return-

maximisation, thereby limiting financialization. 

     Chapter 10 outlines contributions from this research, highlights implications for future research, 

and concludes with some limitations and reflections on the work as a whole. In short, the 

contributions from the findings are the following:  
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 Conceptual: a novel conceptual approach to the understanding of the pension financialization 

process, which offers a more complete account of how social policy (as investment 

regulations) and financialization play out, provides specifications of meanings of social 

protection under financialization, and introduces a different parameter regarding the linkages 

between regulation for social protection purposes and the financial market and its logic. 

 

 Empirical: a cross-sectoral comparative meso-level analysis including the effects and 

broader outcomes of regulation, which captures the crucial and changing roles played by 

regulation in shaping financialization as well as tracing the evolution of a multi-pillar pension 

system.  

 

 Analytical: a social-oriented and comparative account of the role of regulation in shaping the 

rationales of decision-making, interests of the actors involved, and tension between social 

protection and return-maximisation.  
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Chapter 2 Literature review and gap 
 

2.1 Introduction  
 
     This chapter introduces the literature of financialization, covering several aspects, but mostly the 

focus is on the field of pensions provision. First, the case is put forward for adopting a meso-level 

approach to financialization of pensions provision research (or pension financialization), where it is 

argued that the main scholarship has been on the macro and micro level and hence, the meso-level of 

the pension financialization process has been neglected. In addition, it is contended that there is a 

need to problematise and conceptualise the financialization process in a novel and more nuanced way, 

that is, as a process at the intersection between the rationales for social protection and finance.  

     The chapter develops as follows. In the first section, I provide an overview of the financialization 

literature is provided. Different definitions and uses of the term of financialization are presented in 

order to obtain a general definition of the term to guide this research. Moreover, broader debates of 

financialization relating to welfare provision and more specifically, to pensions provision, are 

reviewed in order to contextualise this research as falling within the financialization of pensions 

provision. Next, the literature on the financialization process of pensions provision, based on the 

macro- and micro-understandings of the process, as have been developed in a number of different 

fields in social sciences, is discussed. Drawing on their main limitations, a meso-level approach for 

understanding the occurrence of pension financialization is proposed. In the fourth section, the focus 

is on the conceptualisation of the pension financialization process. The chapter ends with 

consideration of the research gap and formulation of the research questions.   

2.2 Financialization and Pensions provision 
   
     There has been an explosion in the size of the financial sector and financial sector employment in 

the past 30 years in the Anglo-American world as well as throughout most of Europe. New financial 

instruments have flourished. Both the volume of financial transactions and profit through financial 

channels, as opposed to non-financial ones, has increased, along with profit primarily through the 

securitisation of an unprecedented range of assets. A proliferation of financial actors in land, housing, 

agriculture and food provisioning has been documented (e.g. Clapp and Isakson, 2018). Households 

and individuals’ access to financial products, which also appeals to the advancement of their financial 

literacy, have become important for full citizenship as well as changed the understanding of rights 

(Kear, 2012). While at the same time, financial markets and financial instability have been central to 

people’s everyday practices. All these empirical developments are increasingly being described as 

aspects of ‘financialization’. The purpose of this section is briefly to explore the various definitions 

and uses of the financialization term in the literature, along with the broader debates regarding the 
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term that are associated with pensions provision. The aim is to outline the boundaries of 

financialization as well as those of financialization and pensions provision, and contextualize this 

research as falling within the financialization of pensions provision.   

2.2.1 What is financialization? 

 
     It would be helpful to consider, first, an everyday understanding of ‘what is finance’, as this 

constitutes a unifying theme across the various concerns regarding financialization process. Finance, 

as “the management of money”, is a very common definition found on the Internet. Another common 

but less succinct definition, is that finance is “the procurement (to get, obtain) of funds and effective 

(properly planned) utilisation of funds. It also deals with profits that adequately compensate for the 

cost and risks borne by the business”. According to ‘A Dictionary of Banking and Finance’, (Law, 

2014) finance is “the practice of manipulating and managing money”. In the academic literature, 

finance “is used to describe the management of money and other assets by households, business and 

governments” (Van der Zwan, 2014, p. 1) or “can be considered as the management of funds one 

owns outright, raised funds (e.g. through shares), and borrowed funds (e.g. loans) for personal, 

corporate or public goals” (Aalbers, 2017, p. 1). In short, general understanding of finance is the 

practice of management of money or any liquid asset, including raising, using and borrowing funds.  

 

     In a broad sense, financialization can be considered as the process of the increasing influence of 

finance in the whole economy, corporations, governments, and households. The next paragraphs 

briefly sketch different definitions and uses of the financialization term in the literature to show the 

various ways scholars seek to understand the concept.   

     The term financialization has been used more frequently since 2005, whilst it first appeared in the 

1990s, mainly through the work of Kevin Philipps and Giovanni Arrighi. Since then, there has been a 

wide range of broader or narrower definitions and uses, across different disciplines of social sciences, 

highlighting its significance, such as sociology, the political sciences, geography and heterodox 

economics. The conceptual stretch of the term has allowed scholars to explore financialization in 

empirical terms, through different levels of analysis, time-periods and spaces (Aalbers, 2015; 

Christophers, 2015). It was primarily largely investigated in the United States and then, in the United 

Kingdom, yet recently there have been more studies outside of Anglo-American contexts (Aalbers, 

2015). Despite it being central to the concept of financialization to interrogate its process of 

transformation, or more specifically the ‘shift’ or ‘turn’ to finance (Krippner, 2005), such a task has 

been undertaken through focusing on diverse aspects or a combination of these across studies, for 

example, structures, processes, subjectivities, representations or discourses, and/or consequences. In 

addition, the concept has been seen as a social process that needs to be explained through, for 

example, analysing its forms, dimensions, manifestations, effects, and limits. Differently, it can be 
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seen as the phenomenon that enables contextualisation of a set of repetitive observations or a 

particular time period.   

     A general very popular definition in the literature comes from Gerald Epstein, and then there is one 

by Ronald Dore.  For Epstein (2006, p. 3) financialization means: 

 
“the increasing role of financial motives, financial markets, financial actors and financial institutions 

in the operation of the domestic and international economies”.  

 
     Respectively, Dore (2010, pp. 116-117) refers to financialization as:  

 
“the increasing dominance of the finance industry in the sum total of economic activity, of financial 

controllers in the management of corporations, of financial assets among total assets, of marketed 

securities and particular of equities, among financial assets, of the stock market as a market for 

corporate control in determining corporate strategies, and of fluctuations in the stock market as a 

determinant of business cycles”.    

 
     Both definitions stress the increasingly dominant role of the finance industry as the understanding 

of financialization process. While Epstein’s attempt seems to capture the different social forces to 

finance, that is, ‘motives’, ‘actors’, ‘markets’, and ‘institutions’, as aspects of the financialization 

phenomenon in modern economies, Dore’s definition expands on the conceptual entities in which the 

financialization process takes place, for instance, in the shape of ‘economic activity’, management of 

‘corporations’ and types of ‘financial systems’.  

     Another set of definitions of the term that is narrower describes financialization through particular 

conceptual entities, such as the corporation and forms of accumulation in the economy. For example, 

Krippner (2005, p. 174) defines it as “a pattern of accumulation in which profits accrue primarily 

through financial channels rather than through trade and commonly production”. Whereas, a great 

deal of the literature about the corporate sector refers to ‘maximising shareholder value’ as a mode of 

governance, and as the central rhetoric of financialization (Lazonick and O'Sullivan, 2000). Moreover, 

in the case of organisations without shareholders, such as universities, the term financialization is also 

used and defined as “a fundamental transformation of the ‘logic’ of an organization” (Engelen et al., 

2014, p. 1184).  

     Definitions of the term have also been employed beyond the financialization of the economy or the 

financialization of a corporation to cover other aspects of social life. For instance, one strand of  the 

financialization literature has investigated the rise of finance in everyday life, such as the 

‘financialized’ operations of households relating to saving, investing and consuming/borrowing as 

well as the identities formed within the latter (Langley, 2007). Specifically, sociologist Randy Martin 
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(2002, p. 3) argues that finance “the management of money’s ebbs and flows is not simply in service 

of accessible wealth, but presents itself as a merger of business and life cycles, as a means for the 

acquisition of the self”.  That is, as households are supposed to “manage a balance sheet as well as 

current income and expenditure” (Erturk et al., 2008, p. 554) and to develop subjectivities, such as 

employee-investor, property-investor, and credit-card consumer; financialization is then an 

‘acquisition of the self’, that permeates through a person’s life.    

     In addition to this, more recently, the concept of financialization has been deployed to analyse the 

influence of finance in the operations of the state itself (Lagna, 2016) as well as its in promoting the 

rise of finance in different sectors (Davis and Walsh, 2016). For example, Aalbers (2015, p. 214) 

defines financialization as “the increasing dominance of financial actors, markets, practices, 

measurements and narratives, at various scales, resulting in a structural transformation of economies, 

firms (including financial institutions), states and households”. This definition is a broad and 

extensive one, which entails a wide range of social forces to finance, such as ‘actors’, ‘markets’, 

‘narratives’, whilst also combining different concerns within the financialization process, concerning 

the economy, business, everyday life as well as the state.  

     The general definition of the financialization process used in this study involves drawing on the 

definition provided by Aalbers (2015) in combination with the others outlined above, tailored for the 

purposes of the research. That is, financialization is understood here as the process of the increasing 

influence of financial markets and finance domain in the whole economy, the corporation, the 

government and the household, at various levels, which can be materialised through particular 

ideological perspectives or rationales.  

2.2.2 Empirical contents of financialization on pensions provision 

     As revealed by the above discussion, financialization connects with a wide range of concerns in 

economic and social life regarding the economy, corporations, households and governments, which 

constitute different strands of the financialization literature (Van der Zwan, 2014). The topics of 

discussion around these concerns reveal a central role of pensions provision within the broader 

financialization process. Pensions have been seen either as the driver or as the bearer of 

financialization. Based on this cause or effect principle, this part continues to set the boundaries 

outlining some of the key empirical contents of the financialization literature on pensions provision. 

These show that pensions provision is situated at the centre of financialization debates and in turn, the 

financialization process is also central to pensions provision in modern welfare states.  

     A central topic of discussion in the financialization literature is the expansion of financial markets 

and private forms of saving and investing. For example, pension schemes are considered drivers of 

financialization as their assets have been heavily channelled into financial markets and have endorsed 
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‘new’ financial instruments, such as hedge funds (Minns, 2001; McDonough et al., 2010). Another 

important issue is the changing patterns of ownership concertation that have advanced 

financialization. The long-run shift from individual households to institutional investors and the 

increasing foreign ownership have changed the patterns of ownership. Davis (2008), in his discussion 

about a distinctive form of ‘ownership re-concertation’ and corporate governance as a form of 

financialization, argues for the increase of institutional investors, and in particular mutual funds, 

becoming large corporate owners, mostly because of the change in pension financing. By extension, 

the growth of pension assets and institutional ownership has been accompanied by new financial 

actors, such as hedge funds, or private equity, who entered the chain of ownership, thus creating an 

extended and indirect chain of ownership (Gospel et al., 2014).  

     A second important topic is the interdependency between the ‘maximising shareholder value’ 

principle of corporate governance and occupational pension schemes. On the one hand, changes in 

corporate governance towards shareholder-oriented performance have been promoted by the 

investment decisions of occupational pension funds. This has taken place through takeovers, 

downsizing, and interventions concerning the increase of shareholder wealth (Orhangazi, 2008; Clark, 

2000; Baker and Fung, 2001). On the other hand, the effects of the shareholder value motive have also 

become visible to pension schemes and their members. For instance, takeovers have often led to 

occupational pension schemes closure. Strictly financial criteria for evaluating corporate performance 

have been favourable to the closure of defined-benefit pension schemes, with their replacement by 

occupational or personal defined-contribution schemes, not only in order to control and reduce labour 

costs, but also pay a potentially larger dividend to shareholders (Hacker, 2004; Cutler and Waine, 

2001).  

     Third, the impact of the increasing role of finance in everyday practices and identities has been 

primarily encouraged by state pension cuts and mandatory private pensions provision, and 

subsequently, by mortgages, credit cards and loans. Individuals are, therefore, required to develop 

‘financialized’ identities and become financially literate in order to meet their basic needs, such as 

income in old-age, housing and basic consumption through financial markets (Langley, 2009).   

     The fourth more recent debate is about unveiling the complicity of the welfare state and financial 

markets, by considering a different role of the welfare state within the broader financialization 

process, not the one understood though decommodification in welfare state research (van der Zwan, 

2014); but a role of welfare state that involves a financialized nature (Dowling, 2016). For example, a 

special issue in Politics and Society by Schelkle (2012) explores how ‘social policies create, correct 

and compensate financial markets’ for credit, mortgages, as well as pensions. It considers three forms 

of relationship between social policy and financial markets: the traditional ‘compensating’ role of 

social policy against market outcomes, the ‘market-creating’ role of social policy, and the ‘market-
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correcting’ role of social policy (ibid). Regarding pensions, the first can be seen through a guaranteed 

pension income regardless of market outcomes; the second through pension reforms, such as pension 

privatisation, which created the conditions for the channelling of huge capital flows from monthly 

pension contributions into the financial markets; and the last can be seen through social policies that 

may correct or respond to financial markets, that is, interventions suggested even after creating 

financial markets and individuals’ reliance upon them.  

2.2.3 Exploring the financialization of pensions provision 

 
     According to the above discussion, it appears there are pension-related concerns connected to the 

term of financialization, and the need to explore the role of pensions provision in its analyses. Yet, 

little attention has been paid to the analysis of financialization of pensions provision in itself. Existing 

studies have mainly been aimed at demonstrating that pension assets as institutional investors drive 

financialization process through contributing to the growth of financial markets, financial actors and 

shareholder-oriented corporate governance. Or differently, studies discuss the effects of the process in 

everyday practices of saving and investing through illustrating welfare provision areas such as 

pensions, or housing.  

 

     In contrast, this research is mainly concerned with exploring the financialization process of 

pensions provision, rather than the latter’s contribution to the financialization of the economy, 

corporation or household. That is, the interest regarding this research falls within more recent debates 

in the financialization literature associated with welfare provision and the role of the welfare state. 

Specifically, in this research, welfare provision and the role of the welfare state translate into pensions 

provision and the role of state regulatory policy-making. However, in order to explore pensions 

provision and the role of regulatory policy-making further, there is a need to turn to literature that 

focuses on the analysis of the financialization of pensions provision at different levels and from 

different disciplines. The majority of these studies have related to the US or the UK context.  

2.3 Approaches to the financialization of pensions provision 
 
     This section surveys the literature on the financialization process in pensions provision based on 

macro, micro and meso-level approaches, thereby identifying the research gap that this thesis aims to 

address. The implicit question used here to review related literature is how is pension financialization 

understood to happen at the macro, micro and meso level. These have been considered regarding a 

range of social science disciplines, such as sociology and social policy, political sciences, and 

geography studies. While the interest for this research is to probe pension financialization from the 

perspective of social policy, and by extension, the links between social policy and financialization 

process, there is a need to turn to other disciplines. This is because these studies discuss important 
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facets of the pension financialization process and also, because the literature on this matter by social 

policy scholars is quite limited (see also literature review by Fine, 2012; Berry, 2016).      

2.3.1 Macro-understandings of pension financialization 

 
     The first approach to pension financialization process refers to debates in the literature about the 

reliance of individuals on financial markets for income in retirement, and their exposure to financial 

market risks. Macro-approaches for the study of pension financialization thus comprise an explicit 

link between major pension policies and reforms and financialization, in the sense of the pension 

policies creating the conditions for the financialization of pensions to take place. Reforms, such as 

pension privatisation, the shift from defined-benefit (DB) to defined-contribution (DC) pensions, state 

pension retrenchment and automatic enrolment in private pensions, create a growing reliance of 

individuals on the financial markets for retirement income, a greater and individualised exposure to 

financial market risks, and thus, an increasing role for these markets in pensions provision (Berry, 

2016; Cutler and Waine, 2001; Naczyk and Palier, 2014; Whiteside and Clark, 2005; Etxezaretta and 

Festic, 2009). These developments typify pension financialization of the general structures of pension 

provision, or differently put, at the macro-level.  

     The privatisation of pensions has been acknowledged by scholars studying pension reforms as well 

as financialization, as one of the most prevalent reform initiatives for the reliance of workers on 

financial markets for retirement income and the expansion of financial markets. This privatisation 

involves a “partial or complete replacement of a public pension system with a privately managed 

pension system” (Madrid, 2003, p. 4) and the shift from Pay-As-You-Go (PAYG) financing of 

pensions to a funded one (Orenstein, 2011; Hyde, 2012), also known as the ‘capitalisation’ of pension 

contributions. In the first case, an increasing part of retirement income should come from private 

sector provision, and only a basic part from state provision. In the second case, pensions will be 

financed by accumulated pension contributions and income from their investment in financial 

markets, rather than from current contributions of workers transferred to pay the pensions of current 

retirees.  

     The drivers of pension privatisation reform connect with the financialization of pensions in two 

important ways (for similar arguments see Whiteside and Clark, 2005). On the one hand, demographic 

issues and fiscal constraints are thought to be effectively addressed by policy-makers through ‘welfare 

retrenchment’ (Starke, 2006). Specifically, cuts in state pension together with an expanding role of 

privately-sponsored and funded pensions provided by the employer, have become common measures 

on the pension reform agenda of all countries in order to address the challenges of social security 

programmes due to aging and restrained public budgets. As Orenstein (2010, p.29) highlights, 

“without demographic aging and the fiscal difficulties aging imposes on social security-type systems, 

pension privatization would be unlikely if not unimaginable”.  
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     On the other hand, local and international policy-makers endorse the implementation of funded 

private pensions through channelling pension contributions into financial markets, neglecting other 

alternative uses of pension capital. For instance, the World Bank (Merrien, 2001) along with other 

international organisations (Béland and Orenstein, 2012) as well as the European Union (Etxezaretta 

and Festic, 2009) have implicitly or explicitly endorsed the use and role of financial markets in funded 

private provision. A first line of argument for the endorsement of financial markets is that capital 

markets lead to higher rates of return for pension assets than those for pension assets under PAYG 

financing (cf. Minns, 2001). Another line of argument refers to the importance of pensions for 

economic growth, which has been linked with the development of financial markets. Specifically, the 

shift from PAYG to funded pensions where pension contributions are invested into financial markets, 

can secure systematic increasing capital flows to financial markets, and therefore, contribute to their 

expansion. Naczyk and Palier (2014) show that pension privatisation reform was seen by financial 

actors in the UK, Germany and France, as a way to expand financial markets in other areas, such as 

retirement income provision. Similarly, Etxezarreta and Festic (2009) argue that the real drivers 

behind pension privatisation reform for policy-makers relate to the “expansion and integration of 

financial markets”, and hence, the need for steadily increasing funds channelled to these markets.  

     Accordingly, in the first instance, funded private pensions and the investment of the accumulated 

pension contributions into financial markets are taken to offer a solution to demographic issues and 

fiscal constraints. In the second instance, these measures target the expansion of financial markets. 

Pension privatisation measures thus make private funded pensions the means to retirement income 

and they also imply financial markets as the means to this income (Jepsen, 2011). Hence, workers will 

have to increasingly rely on funded pensions provided by the private sector as well as on the financial 

markets for the investment of their pension contributions. It is for these reasons that pension 

privatisation reform is suggested in the literature as providing a fertile ground for the rise of finance in 

pension provision.   

     A second pension reform associated with pension financialization is the spread of defined-

contribution benefit arrangement in occupational pensions. The period after the mid-1990s until today 

is one in which occupational defined-benefit pensions have increasingly been replaced by defined-

contribution ones. This trend first started in the United States (Burtless, 2012), mainly in the form of 

employer-sponsored individual pension accounts, called 401(k) plans, and then, in the United 

Kingdom (Ross and Wills, 2002), through workplace trust-based or contract-based DC schemes. At 

present, the shift from DB to DC schemes is part of a global trend among developed national pension 

systems. This conversion involves greater risks for individuals since the employer is required to pay 

only the minimum level of contributions, rather than that which would secure a specific amount of 

benefit. Individuals’ reliance on financial markets through funded pensions entails their exposure to 
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financial markets risks which is greater and has an individualised nature under the DC pension 

arrangement.  

     According to Cutler and Waine (2001), such a trajectory of occupational pensions is associated 

with the financialization of corporate governance, in particular, the ascendancy of shareholder value 

maximisation over other objectives. Based on the latter, social policy-making through employers has 

tended to be much more about the transfer of risks to employees. The greater allocation of risk to 

employees is seen by the authors (ibid) as a dominant feature of the financialization process.  

     The pursuit of shareholder value has been mainly materialised by large employers through the 

avoidance or reduction of costs, and by extension, it has been mimicked by smaller companies 

(Bridgen and Meyer, 2005). The spread of shareholder value has very often put forward for the 

conversion of DB schemes into DC pensions schemes (ibid). The conversion of DB pension plans into 

DC ones being embraced by employers and rather unintentionally, by the state, is constitutive of the 

financialization of pensions. This is because it results in greater exposure of employees to financial 

market risks in order to obtain a retirement income.  

     Finally, in the context of the UK, a second wave of pension reforms under the 2010 to 2015 

coalition government typifies the financialization of that nation’s pension provision. These reforms 

included the creation of a single-tier pension and the introduction of automatic enrolment in private 

pensions provision. Berry (2016, p.3) argues that the most recent “pension reforms are exemplars of 

the financialization of UK pensions provision”. The single-tier state pension provides only one basic 

pension regardless of employment earnings. As a result, supplementary retirement income partly to 

replace employment earnings can now only come from private funded pensions and financial market 

investment. The single-tier pension in combination with automatic enrolment has thus created an 

explicit mandatory dependence of individuals on private provision as well as on the financial markets. 

This dependence on the market is being deepened through the expansion of DC pension plans in the 

UK (ibid). 

     Overall, this part has described the most recent macro pension reforms along with major long-

standing ones that have created the conditions conducive to the financialization of pensions provision 

at the macro level. Financialization of pensions provision at the macro-level actually takes place 

through establishing and advancing the role of the financial markets in pensions provision in 

conjunction with the greater reliance of employees on financial markets for income in retirement, and 

thereby their exposure to financial market risks.  
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2.3.2 Micro-understandings of pension financialization  

 
     The second major approach to the financialization of pension provision derives from micro-

understandings of the latter that are concerned with the creation of agency towards ‘retirement-

investor’ identity as well as the development of behaviour towards individual responsibility, risk-

seeking and choice. This literature extends the analysis from the structural arrangements underpinning 

the rise of financial markets in pension provision, to individual behaviour and subjectivities shaped to 

be compliant with the rules of financial markets. The main objectives of this literature are not to 

examine how key pension policies and reforms create the conditions for the pension financialization 

process in terms of the alignment of pension provision structures with the financial markets. Instead, 

they are aimed at explaining how pension policies and financial services marketing campaigns - 

encouraged by those policies - create the conditions for the pension financialization process as the 

formation of a certain individual behaviour and identity: one conforming with, and linked to financial 

markets (Langley and Leaver, 2012; Langley, 2009; Ring, 2010; Finlayson, 2009; Belfrage, 2008; 

Harmes, 2001; Jacobs and Teles, 2007). A unified account of this literature can be said to rely on the 

pension policies driving the rise of finance in the behaviour and identity of workers. These policies 

mainly include financial literacy and education initiatives, automatic enrolment onto private pension 

schemes and default investment choices. Through these policies, financialized individual behaviour 

appears to be uncovered as individual responsibility, risk-bearing, choice, and a subject-identity, that 

falls into an investor identity.  

     The central concern raised by this literature is that the financialization of pensions is about the 

function of finance as changing individual behaviour and identity, not just making arrangements for 

providing retirement income. First, pension policies, and more specifically, financial education and 

literacy, are seen to reinforce financialized behaviour and investor identity, which it is believed that it 

should be developed by individuals in order to have income in retirement. Such behaviour is 

summarised here as one of taking responsibility for retirement income, that is, saving for retirement as 

well as investing pension savings, and making the best possible (rational) choices related to saving, 

investing and the risks implied. Second, the most recent pension policies in the UK, such as automatic 

enrolment and the default fund choices, are taken in the literature to place emphasis not only on 

promoting financialized behaviour and identity, but also, on changing or ‘correcting’ behavioural 

flaws, which prevent individuals from developing such attitudes and from forming investor identity.   

     According to this last point, financialized behaviour in the context of pensions can be said to 

primarily rest on saving behaviour through which the individual comes to be viewed as a ‘responsible 

saver citizen’ (Ring, 2010, p. 542). As Ring (ibid) argues, individual behaviour has been an important 

target of UK pension policies in order to push individuals into saving for retirement and making the 

‘correct’ choices that could provide a retirement income for them. More specifically, the author 
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quotes a series of Green Papers on pensions by the Department for Work and Pensions (2002), 

labelled under “activation, education, and information” terms, through which individual behaviour is 

expected to be shaped towards taking personal responsibility to save for retirement.  

     Within these measures, financial education (along with the provision of information) is one of the 

key means by which pension saving behaviour and the conceptualisation of the self as responsible 

saver can be activated. This is through enhancing the knowledge and understanding needed by 

individuals to save on a private pension scheme, and make the right decisions, for instance, about how 

much they should contribute (Choi, 2015), and whether and what annuity they should purchase 

(Agnew et al., 2008; Lowe, 2014).  

     In addition to pension provision seen as personal responsibility for saving, a more specific imprint 

of financialized behaviour is produced from the endorsement of investing these savings into financial 

markets. In particular, individuals are required to take responsibility not only for saving in order to 

secure their own retirement, but also for investing and making the ‘right’ investment decisions. 

According to Langley (2007, p. 70), investment “appears as technology of the self under neoliberal 

programs of government..call[ing] up responsible investor subjects who embrace financial market risk 

and reward”. Hence, financial market investing habits are required along with saving ones, through 

which the individual comes to be viewed as a responsible saver as well as a responsible investor.  

     Financial education and literacy initiatives are, again, the tool of policy to enable pension 

investment behaviour and the subject-formation of the investor in the Anglo-American context (ibid). 

Since the mid-1990s, government initiatives, such as ‘Getting Personal With Finance’, which included 

one-day courses on investment and educational booklets, were intended to enhance financial 

knowledge and awareness (Harmes, 2001). During the 2000s, the ‘Informed Choice programme’ 

(DWP, 2006) continued to advance  people’s understanding of pension products and choices about 

investment and risk. Moreover, to date, financial literacy and education have been key concerns of the 

Financial Conduct Authority (FCA, 2017). Furthermore, the financial services industry has included 

in its marketing strategies the sponsoring as well as launching of financial educational campaigns in 

order to increase public understanding of investment products, including pensions and the operation 

of financial markets (Williams, 2007).   

     In sum, financial education and literacy initiatives are intended to shape the behaviour of 

individuals towards “wealth and assets, savings and investments for the long term”, and to “constitute 

persons as savers and investors” (Finlayson, 2009, pp. 403-411), in their effort to be ‘responsible’ and 

provide income in retirement. It has been argued for these reasons that financial literacy and education 

“strengthen the processes and practices of financialization” (Zokaityte, 2017, p. 74). This is through 

the formation of a certain kind of individual behaviour and identity aligned with finance, rather than 

only through the increasing role of finance in the provision of pensions.   



Chapter 2 Literature review and gap 
 

35 
 

     A second set of pension polices and measures, labelled the ‘behavioural turn’, was introduced to 

respond to limitations of this approach. Over the past decade, policy discussions have considered that 

the observed limitations in instigating certain attitudes of responsible savers and investors, are rooted 

in flaws in individual behaviour. The ways in which individuals make choices about saving and 

investing for their retirement income are not always rational, utility-maximising ones, but rather are 

marred because of social and emotional influences. Hence, behavioural factors need to be considered 

in order to make more successful policies that would change behaviour regarding the provision of 

retirement income. Additional measures needed that go beyond tax-incentives, provision of 

information, and financial literacy and education. This development of policy-making is informed by 

behavioural economics and emerges from a libertarian paternalism framework, which advocates 

nudge-policies (and as a result, restriction of choices) in order to improve people’s welfare (Thaler 

and Sunstein, 2008).  

     The set of measures that followed included automatic enrolment onto private pensions, target-date 

investment strategies as well as default investment choices, in the light of the predominance of DC 

plans in the British pension landscape (Clark and Knox-Hayes, 2009). Automatic enrolment of 

workers onto a private pension scheme was aimed at changing behaviour from inertia and myopia, to 

taking personal responsibility and risk for saving and investing, but the option to opt out was 

available.  The majority of new entrants to private pension provision has been through participation in 

DC individual plans provided by insurance companies. Measures like target date and default fund 

choices try to engage scheme members into making the ‘correct’ investment choices, especially given 

that these choices are being the most important aspect for securing their own retirement under a DC 

arrangement.  

     According to Langley and Leaver (2012), the interventions are intended to complete the making of 

the ‘retirement investor’ subject, with individualisation of responsibility and risk-seeking attitudes. 

These developments in pension policy recognise that issues in pensions provision, for example, the 

pensions gap, low coverage, and lack of engagement, lie on the subject, rather than on structural 

issues, and thus, completing the ‘retirement investor’ subject and behaviour offers a solution to these 

issues. In this way, such interventions add up to pension financialization process at the individual 

level by encouraging a certain kind of behaviour and subject-formation, while weakening alternative 

ones to the provision of retirement income.       

2.3.3 Towards a meso-analysis of the pension financialization process 

 
     The final part of this section discusses the gap in the pension financialization literature. The 

suggestion is to draw attention to another important, but relatively neglected approach to the 

financialization process of pensions provision, regarding the manifestations of the process that take 

place at the meso-level. The meso approach is taken as capturing aspects of the process that macro 
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and micro approaches have not managed to, and thus, allowing for further elaboration of the pension 

financialization process. The subsection also highlights the elements that are synthesised in the use of 

the meso-level approach in the particular research.  

     Focusing on the allocation or investment decisions, rather than on the financing of pensions, is also 

supported by the fact that the former is a key enabler of pension financialization.  Engelen et al. 

(Engelen et al., 2014, p. 1075) state that “there is always ‘something’ that serves as the Trojan horse 

for financialization”. In the literature, the main carrier of pension financialization has been considered 

the funded pensions (‘capitalisation’), through which increasing dependency on the financial markets 

and exposure to their risks have taken place. Yet, in addition to the pension capital that is pooled 

through funding, it is also invested, with significant implications for the salience of financial markets 

on pension provision (Estevez-Abe, 2001; Clark, 2000). Capital accumulated by pension contributions 

creates a systematic liquid capital ready to be channelled into the financial markets (Erturk et al., 

2008), with the ways in which this capital is allocated being crucial for the rise of the finance domain 

and its implications for pensions provision ( Langley, 2006; Minns, 2001; Blackburn, 2006). For 

example, some of the few studies on the latter have been concerned with whether investment of 

pension schemes’ assets is a patient or an impatient type of investment, in order to show that 

financialization of pensions is not just the inescapable outcome of the introduction of funded 

pensions, but that of preferences associated with investment decisions (McCarthy et al., 2016); or that 

financial market investment (over productive investment) and financial market criteria, like the 

maximisation of financial, returns are presented as the only alternative to using pension capital for 

providing retirement income (Langley, 2007; Minns, 2001; Blackburn, 2006).  

     Pension schemes have the task to provide retirement income, but retirement income requires that 

pension schemes have to make allocation or investment decisions over their assets. The ways 

decisions are made in pension schemes, and the outcomes these decisions produce can also shape the 

pension financialization process. A focus on investment decisions requires a meso-level approach, 

given that pension scheme levels are mostly critical in seeing how investment decisions over pension 

resources are shaped. Consequently, pension schemes can be said to describe another level where 

pension financialization occurs. 

     Pension scheme levels (meso) allow for identifying the boundaries of financial rationale, as they 

emerge from the investment decisions regarding these schemes towards providing pension benefits 

and as these boundaries are influenced by the regulatory rationales and interventions for securing 

pension provision. That is, understanding of pension financialization lies not only in the increasing 

reliance of provision on the financial markets, but also in establishing the boundaries of the financial 

rationale, as much as the non-financial ones. This supplements micro approaches, which mainly argue 

for fostering a particular identity towards financialization, without explaining how the regulations of 
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pension schemes and underpinning rationales, make individuals conform to this identity. Pension 

schemes’ investment decisions play an important role in carrying pension financialization, both 

through increasing individuals’ reliance on financial markets and vulnerability to the ups and downs 

of financial markets, but also through imposing prevalent financial market logic. Bryan and Rafferty 

(2014) argue that the use of financial markets in social policy domains leads to the subordination of 

the social policy to financial markets, and their logic. Similarly, the use of financial markets for the 

provision of retirement income can be said to subordinate pension schemes to the logic of financial 

markets. This observation can advance understanding of the process beyond the growing magnitude 

of financial markets (macro). Martin (2002, p. 9) writes that “understanding financialization entails 

more than tracking new disequalities and distributions: it entails probing new logics by which strange 

customs are made to feel normal”. Furthermore, the broader financialization literature refers to the 

financialization process as an ongoing one in which particular ways of thinking or rationales, such as 

maximising shareholder value, or maximising financial profits or returns “become leading 

institutional and organization design criteria” (Froud et al., 2000, p. 103) in non-financial institutions, 

such as non-financial firms, law firms, as well as social welfare institutions, including pension 

schemes. Therefore, the penetration of financial rationales in pension schemes is something that ought 

to be explained, rather than assumed, just because we know the growing reliance of pension schemes 

on financial markets (macro). In this respect, meso-level financialization allows for explanation of the 

level of penetration of financial rationales guiding investment decisions, as these decisions and the 

reasons underpinning them occur in pension schemes.   

     As already mentioned in section 2.2, in the research on the financialization process as well as that 

of welfare state and pensions provision, the role of the state is inseparable from the process. In the 

macro-approaches, the ‘state’ is translated into considering national pension policies and reforms, 

such as single-tier state pension, and automatic enrolment, while in the micro-approaches, it is 

explored through focusing on national policies in the creation of agency. As a result, the respective 

literature fails to provide the details and a fuller picture on the features of the state related to the 

meso/sectoral policies, that is, regulatory policies on the key activity of pension schemes (investment 

decisions), which can equally affect the financialization of pensions. For example, national reforms 

fostering funded pension schemes, may not be fully congruent with the financialization of pension 

schemes, without considering the meso-level regulatory policies. Drawing on the work of Leisering 

(2011), Mabbett (2009), and Majone (1993, 2005), these regulatory policies are considered in this 

research as social/pension policies, even if they are intended to regulate an economic activity of 

pension schemes relating to the investment of pension resources.  

     Two main arguments in the few studies that could be classified as meso-level pension 

financialization research from a social policy perspective (rather than, for example, from an 

economics or finance perspective), show the important role played by meso/sectoral regulations. First, 
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Dixon and Sorsa (2009) argue that ‘small’ reforms can lead to ‘paradigmatic changes’ in the role of 

finance in pension institutions. In particular, changes in pension schemes’ funding rules, or 

replacement of investment restrictions with ‘prudent person standard’ have introduced as well as 

deepened pensions provision dependency on the financial markets, in Finnish and German pension 

schemes, respectively. Moreover, the authors (ibid, p. 348) contend that this outcome was achieved 

through different ways, that is, through different reforms which “serve different purposes... and in 

general manifest completely different interpretations in different contexts”. In addition, Montagne’s 

(2007) article, -with which this study is more associated with, despite our different analytico-

empirical concerns and case studies-, argues that the origins of the prominence of finance in the 

American occupational trust-based DB pension funds derived from the historical transformation of 

trust regulation (e.g. fiduciary duty) and investment regulation (e.g., standard of prudence) imposed 

on funds in the name of protection. In a similar way, McCarthy analyses the historical development of 

the American occupational pension schemes and concludes that changes in their regulatory 

framework can explain the shift of pension scheme investment into the financial markets (McCarthy, 

2017; 2014). In McCarthy, Sorsa, and van der Zwan’s article (2016), they instead take 

solvency/funding rules - rather than investment regulation - for occupational DB schemes in the US, 

Netherlands, and Finland, as factors influencing the type of investment strategies, and by extension, 

the financialization of pension schemes. The second broad argument draws more directly from social 

policy/pension research literature in which regulations support financialization in pension provision to 

different degrees. Ebbinghaus and Wib (2010) show that increasing reliance on financial markets and 

distribution of financial market risks to individuals have been established at variant occupational 

pension schemes in Europe, according to the regulations enforced on the latter, mainly in terms of 

investment restrictions and rules.  

     All of these studies have demonstrated the significant role of meso pension scheme regulations in 

affecting the financialization process of pensions provision. They explain how regulations, and their 

different interpretations by non-state actors, facilitate or constrain the process of pension 

financialization. Hence, the emphasis of the present research on pension scheme regulations, 

specifically focusing on the UK context, on which the literature has remained quite limited with 

respect to the particular concerns, despite that nation being a prominent example of financialization.  

     Moreover, in the aforementioned studies concerns have been expressed regarding diversity in the 

pension financialization process at the meso-level, either in terms of looking at the evolution of 

pension scheme regulations and financial logic across time, or through making comparisons of these 

two aspects across different countries. Notably, they have all shared a common unit of analysis, a 

focus on occupational -mainly DB- pension schemes.  
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     In contrast, it is suggested here that expanding the unit of analysis from occupational schemes to 

the main types of pension schemes of an entire system, that is between the state and private pension 

schemes including both occupational and workplace contract-based ones, should provide further 

insights into the diversity of the process. An examination of the differing schemes’ investment 

regulations and boundaries of financial rationale (as well as against other non-financial rationales that 

will be discussed next), along with comparisons, should sharpen our understanding of the 

financialization process. This can be addressed in terms of identifying the similarities or differences 

across different institutional settings within one single national pension system (Ch. 3 elaborates upon 

these institutional settings and on the UK pension system within the country’s broader socioeconomic 

context).         

2.4 Problematising the financialization of pensions provision as 

problematising the interplay of social protection and finance rationales  
 
     As already mentioned, studies on financialization (2.2) acknowledge a high degree of diversity 

among the examined objects of analysis (e.g. economy, corporation, welfare state) and the 

perspectives of the different research disciplines. However, despite this heterogeneity, there has been 

an adherence to the use of a conceptual ‘lens’ in analysing the process of financialization. In order to 

do so, most studies have focused on the dominance of financial markets and actors, or financial 

rationale to conceptualise this process. Instead, for this study a more nuanced conceptual lens to 

problematise and then conceptualise the pension financialization process is adopted, with the purpose 

of understanding the key tension that motivates it. Pension financialization is thus conceptualised here 

as a process of interactions between recognised contradictory institutional rationales of financial logic 

and social protection (Montagne, 2016) guiding investment decisions, in particular, between return-

maximisation and social protection. Thus it is under such interactions which will allow financial logic 

of return-maximisation to prevail.  

     In the literature, the finance domain is often described as a powerful, separate and independent 

social entity penetrating other non-financial areas, thus subordinating them to financial considerations. 

Similarly, the financialization process entails a powerful way of thinking associated with the modern 

domain of finance, which is imposed by means of accumulation including savings and investment, in 

corporate governance, in accounting and management practices and so on (Krippner, 2011; Engelen, 

208; Orhangazi, 2008). A common explanation for the powerful reach of finance into other non-

financial areas pertains to a powerful and separate logic with its own norms and elements. This 

financial logic can override other rationales, mainly because of entailing a ‘self-fulfilling’ prophecy, 

that is, “finance becomes the driving force of its own expansion” (Krippner, 2011). The concept of 

financialization has thus been increasingly used “suggesting that empirical anomalies – ‘finance upon 

feeding itself’ instead of mediating functionally between households (savings) and firms 
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(investments)… that lay at the roots of this conceptual innovation have been structural than 

ephemeral” (Engelen, 2008, p. 113). Moreover, the domination of realms outside financial sector by 

finance lies in its own capacity to possess a ‘self-fulfilling logic’ (De Goede, 2005; MacKenzie, 

2004).  

     Conceptualising financialization in this manner places the emphasis on finance in itself and its 

expansion over other areas. It hardly grasps interactions with the other areas that demonstrates to 

penetrate and dominate, carrying serious implications for the social organisation of these areas and the 

people involved.  As a result, hardly anything is known about any resistance or active acceptance 

from domains and rationales outside finance, the effects inside non-financial ones, and how in turn,  

this “reciprocal influence” may shape the form and scope of financial logic (Montagne, 2016, p. 159). 

British political economy scholars have highlighted similar limitations in the concept of 

financialization, writing that “financialization requires, but does not impose a new logic…makes and 

remakes the world in complex ways” (Froud et al., 2007, p. 343). It should be thus understood that it 

“brings a proliferation of actors, contradictory agendas, and multiple logics that initiate and sustain 

the remaking of capitalism” (ibid).  

     Drawing on the understanding of financialization developed by British cultural political economy 

scholars (Froud et al., 2007), financial logic cannot be taken as a priori powerful, separate, and 

independent social force that is imposed on other aspects of social life. That is, it should not be 

viewed as an economic logic that inevitably colonises and smooths any contradiction inherent in 

investment decisions within the context of pension provision in exchange for labour. Rather, the 

financial rationale is grasped here more as a ‘construct’ (Montgomerie, 2006) for action, in the sense 

that it is defined and redefined in interaction with other social forces, such as social protection. These 

authors’ work suggests looking more closely at the penetration of finance in pensions provision as 

being between the contradictory logics of finance and social protection, with different actors involved 

within different institutional arrangements.  

     The choice of the particular conceptual approach allows to employ a social policy perspective, 

while examining the dominance of financial rationale over an economic activity like investment. On 

the one hand, from the perspective of social policy regarding pension research, where social 

protection is extensively discussed and examined, financialization, or the relevant terms used to refer 

to it (such as financial capitalism) usually pertain to the growing use of financial markets and 

financial investment, accompanied by instabilities and anomalies, to the detriment of social protection 

(cf. Hyde et al., 2012). Social protection is hardly something to be examined in the workings of 

pension investment decision-making process, and in its interaction with finance. On the other hand, 

analyses of economics and management of pensions, which are concerned with investment 

management and governance, often entail perceptions about financial investing as a ‘natural’ money-
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based exchange for profit-seeking, considered as constituting the most efficient method to provide 

protection (Ambachtsheer, 1994; Davis, 1995). As a result, financialization is not conceptualised as 

just occurring (Christophers, 2017). Moreover, its manifestations a priori exclude a deterioration of 

protection, as finance- or money-based exchange in itself is assumed to provide this.   

     By extension, this conceptual choice allows for the identification of pension schemes as both 

powerful financial institutions and institutions with the role of social welfare provision, including 

retirement income, intergenerational equity, as well as further social and environmental protection 

(Woods and Urwin, 2010). Pension schemes assets/capital have been recognised as relationships 

between labour and capital, and financial capital (Clark, 2000). As a result, pension investment, 

despite it often being considered nowadays a pure economic activity organised by financial market 

principles, responds to both social welfare provision and modern asset management. This in turn 

implies, that there can also be non-financial principles behind organising pension investment. In 

particular, according to Montage (2016, p. 162), pension schemes “seem to be located at the 

crossroads of two distinct institutional logics, social protection and financial speculation..interacting 

in everyday transactions as well as in investment governance”. 

     Overall, conceptualising the pension financialization process, as outlined above, significantly 

contributes to understanding this tension-ridden and complex process. As in the case of the 

financialization of pensions, the rationale for social protection in providing retirement income 

represents the distinctive characteristic that defines the character of such financialization. 

Accordingly, their characteristics and interaction are interrogated as the points for analysis in this 

research. Further, as discussed in the Introduction chapter, the analysis departs from a general 

understanding of these rationales. Recall from Chapter 1, the financial rationale draws on financial 

markets and the finance domain, which are governed by a rationale for maximising the potential of 

returns on investment through taking risks. Conversely, social protection derives from the set-up of 

the welfare state more or less outside the norms and practices of the market, towards the maintenance 

and enhancement of the social fabric, governed by a rationale for guaranteeing income to individuals 

facing risks in both the economic and social dimensions.   

2.5 Conclusion: Research gap and research questions 
 
    This chapter has presented the literature context for the study, identified a gap in the existing 

literature on the financialization process of pensions provision, and has offered a distinct way of 

conceptualising this process. There is a need for a level of analysis that not only explains how the 

reorganisation of pensions provision is increasingly bound up with financial markets (macro), or the 

creation of a financialised agency (micro). As the discussion in this chapter has shown, it is necessary 

to adopt a different approach to the financialization of pensions provision, one which puts pension 
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scheme levels of analysis (meso) at the centre in order to examine investment decisions. In fact, 

pension schemes levels are critical in how pension resources are invested as well as constituting one 

of the key enablers of the financialization process. In doing so, this approach allows for identification 

of the boundaries of the underlying scheme rationales, which are in turn reinforced by the use of 

regulatory rationales in order to steer decisions for the provision of pensions. Advancing and 

challenging current understanding of pension financialization lies in sorting out the rationales 

underpinning investment decisions of pension schemes. Moreover, exploring the influence of 

investment regulations on pension schemes concerns considering investment decisions as social 

policy and political issues one (rather than just an economic) as well  as viewing these meso/scheme 

investment regulatory policies as social policies (rather than just financial market ones). Such an 

exploration can also bridge social policy, and the rise and penetration of financial logic. In doing so, it 

sheds light on existing aspects of the social policy and financial markets relationship. To this end, the 

focus will be on the concepts of social protection and the financial logic of return maximisation, the 

nature of their relationship, and in which ways they interact to produce certain outcomes, which shape 

the financialization process. By taking this approach, a greater emphasis will be placed on the 

importance of comparing these rationales across different types of pension schemes (i.e. from state to 

private ones), that is, for different institutional settings within a single national context. This is in 

order to identify where they differ, why these differences occur, and what role the institutional 

settings and the wider context have in explaining such differences.  

 

     Three research questions have been formulated in order to take into account these concerns and 

achieve the overall purposes of this research, as set out below.  

 

Research Question 1 (RQ1): How is the UK regulatory framework intended to govern the 

contradictory institutional rationales of social protection and finance (i.e. return maximisation) 

underlying the investment decision-making process in three different types of pension schemes? 

     Addressing the first research question involves investigating the regulatory framework within 

which a particular type of a pension scheme operates in the United Kingdom, especially regarding its 

investment process. This is because, as above explained the main focus of this research is on the role 

of meso-level regulations in pension financialization process. In addition, dealing with this question 

requires consideration of the emerging rationale behind regulation (and the rules under this) provided 

for investment decision-making, whilst also probing the contradictory relationship between the social 

protection rationale and that of return maximisation. This question is addressed first to allow for the 

examination of the regulatory framework for the main types of pension schemes, and subsequently, to 

investigate their influence on the decision-making processes of these schemes.  
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Research Question 2 (RQ2): How is the tension between the social protection and return-

maximisation rationales understood by the key actors of a particular pension scheme, while 

operating within the regulatory framework, and at the same time, participating in the 

investment decision-making process?    

     Given the focus on the meso-level implies the pension scheme level, the second research question 

relates to what pension schemes do. It is posed to examine how the tension is understood by the key 

actors who have specific roles in pension schemes and thus, then frames decision-making process. 

Addressing this question leads to uncovering rationale of decision-making in pension schemes, more 

specifically, distinct elements characterising such rationale as they are ascribed to decisions to provide 

pensions for scheme members.  

 

Research Question 3 (RQ3): What is the influence of regulation on the investment decision-

making process, and its variations across the three types of pension schemes? 

    In tackling the third research question, the aim is to identify any variations across different types of 

pension schemes. First, the evidence to trace any distinct manifestations of the financialization 

process across these schemes is examined. Moreover, this inquiry can be used to evaluate the 

influence/effects of the regulation on decision-making process as well as the wider outcomes of 

regulation on pensions financialization, the form of social protection achieved, and their variations.   
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Chapter 3 Financialization and Pension schemes in the UK context 
   

3.1 Introduction 
 
     This chapter provides an overview of the UK socioeconomic context, landmark reforms and main 

features of that nation’s pension landscape. This will demonstrate the appropriateness of exploring 

financialization as well as pensions provision in the United Kingdom. Moreover, it will shed light on 

the context and features of the three pension scheme types that will be examined in this research. 

Drawing on the Varieties of Capitalism (VoC) concept, ‘liberal growth model’, and liberal welfare 

state regime literatures, section 3.2 situates financialization as one process of crucial importance for 

the UK economy and thus, further justifies focusing on the UK when choosing to explore this. It also 

discusses path-dependencies of the welfare regime and pension system, which have been a fertile 

ground for the spreading of financialization to other areas of economic and social life, such as 

pensions provision. Then, pension reforms literature along with relevant legislative acts and statistical 

information serve to unpack the development and architecture of the liberal UK pension system, in 

section 3.3. This will shed some light on the development as well as on the current mix of public-

private pension provision. How the latter has been influenced by central demographic and fiscal 

concerns or claims since the post-war era, and what overarching objectives it is intended to pursue 

will be examined. Following the identification of the distinctive structure of the UK pension system, 

the next section (Section 3.4) examines the three types of pension schemes organised and 

interconnected under that system, which comprise the focus of this research. Specifically, it considers 

their role in pensions provision in the UK and provides a broad mapping of the key players involved 

in pension schemes, whilst also explaining the institutional environment and actors to which 

regulatory policies apply.  

3.2 Financialization and the UK pension system in regimes literature  
 
     The wider socio-economic context of the UK can be designated through Hall and Soskice’s 

varieties of capitalism approach (VoC), a respective growth model, and Esping-Andersen's (1990) 

welfare regime typology. These model effects would appear to create path-dependencies in which the 

phenomenon of financialization plays a crucial role in the UK economy and it economic growth. In 

addition, their complementarities with a liberal regime of welfare, and by extension, a system of 

pensions provision, have long established the significance of expanding private provision and pension 

savings into the financial markets.  

 

     The VoC approach (Hall and Soskice, 2001) distinguishes between two ways of organising 

capitalist economies. The first type refers to coordinated market economies (CME) that include 

countries such as Germany, the Netherlands, Norway, Sweden, Belgium, Denmark, Finland and 
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Austria. The second, pertains to liberal market economies (LME) including the USA, Australia, 

Ireland as well as the UK (ibid). The UK case is often described as a liberal market economy or a 

free-market one, in which the coordination of economic activities is primarily based on hierarchies 

and market mechanisms (ibid: p. 8). Moreover, the classification of the UK as a liberal economy 

refers to one that supports the exchange of goods and services within competitive market 

arrangements (e.g. price competition) and control based on the conditions of demand and supply (e.g. 

price mechanism).  

 

     Distinct varieties of market capitalism have also been connected with the rapid growth of the 

financial services sector, as found in exemplars of LMEs, like the United States and the United 

Kingdom (Kalinowski, 2012). Indeed, some argue for a direct relationship of LMEs with the 

financialization process, in the sense that countries like the UK have turned from Fordist capitalism to 

finance-led capitalism, as opposed to CME countries like Germany continue to rely on manufacturing 

exports (Kalinowski, 2012). This development is exemplified by ‘institutional complementarity’ 

within these national political economies, according to Hall and Soskice (2001). Specifically, the 

“greater reliance on market modes of coordination” (ibid: p. 18) found in a LME, is closely linked to 

the rapid advancement of the stock market, one of its central coordination mechanisms. The UK is 

indeed a case where following rapid growth in the financial services sector, which started in 1980s, a 

highly developed stock market emerged. Stock market capitalisation to GDP as an indicator is one 

common example to illustrate this point, showing that there were dramatic increases in the size of the 

UK stock market: in 1981, stock market capitalisation for the UK was 20% of GDP, which grew to 

162% of GDP in 2000 and 112% of GDP in 2012. Such capitalisation for an exemplar CME, like 

Germany, has also increased since the 1980s, but remains low (38% in 2012) compared to the UK and 

other LMEs (World Bank, 2017). Engelen and Konings (2010) further support this by providing 

additional indicators on the growth and importance of the financial market showing stronger trends 

towards financialization in the UK’s LME.  

     In addition, Hay (2013) has focused attention on an explicit link between the British liberal, 

demand-led economy, in which economic growth depends on domestic demand (Iversen and Soskice, 

2010), and financialization. Hay (2013) contends that the path of financialization has been followed to 

face changes in economy like low growth rates and economic globalisation. He has identified how the 

‘Anglo-liberal’ model of growth of the UK has underpinned the turn to finance in order to address 

“the question of how to deliver economic growth in the context of post-industrial capitalism” (Barnes, 

2016, p. 531). As Berry (2015, p. 513) points out, “clearly, the growth of the financial sector was 

integral to this model”. Two important elements that constitute Anglo-liberal growth include both 

debt-fuelled household consumption and household saving. Another element in support of the 

financialization of the UK LME is the financial liberalisation agenda pursued during the Thatcher 
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years (in particular, the Financial Services Act 1986, see Table 2). This reform was to preserve the 

competitive advantage of an LME over CMEs, being associated with market deregulation, and 

allowing for free flows of capital along with accumulated pension savings. So, in sum, the above 

shows a long-established important role of financialization for the UK, and hence, the strong 

justification for exploring the process in the context of that nation.  

     Hall and Soskice’s classification between two ideal types, CME and LME, would appear to deliver 

a neat match regarding the role of the welfare state system in these market economies and the social 

policies that have emerged from this (Ebbinghaus and Manow, 2001). According to the popular 

Esping-Andersen typology (1990), national welfare states are categorised into different regimes. 

Specifically, the different welfare state regimes can be distinguished based on the roles of the state, 

the market and the family in welfare provision to the people of a country (ibid).  

     The UK welfare state has been characterised as one of the most liberal welfare regimes in Europe 

(ibid). This is because it is based on means-tested and other targeted programmes (rather than 

universal ones) to address particular basic needs, modest universal transfers, and the primacy of the 

market in providing welfare benefits. In 2016, the UK spent 21.5% of GDP on public benefits, close 

to the OECD average of 21%, while private social expenditure was 6% of GDP, far above the OECD 

average 2.7%, mainly directed towards private pension provision (OECD, 2016). The increase in 

public spending from 17.7% of GDP to 21.5% in 2016 (ibid) has not reversed the government’s long-

standing preference for welfare retrenchment. Increasing private expenditure mirrors the extensive 

support for private welfare provision, especially regarding private pensions. 

     The UK pensions provision system has been formed in line with the liberal perceptions for welfare, 

which pertain to a system that comprises of state provision and extended private provision for 

retirement income. As of 2017, 44% of retirement income was derived from the national insurance 

scheme, i.e. from state provision, whilst 30% came from private pensions (OECD, 2017). However, 

the target has remained since 1998 to reach 60% of retirement income from private provision by 2050 

(Department of Social Security, 1998).  

     The insistence on the expansion of private pensions over the last four decades has created one of 

highest levels of these assets in Europe. The last financial crisis does not seem to have dramatically 

changed the growth of private pension assets, as in 2016 they accounted for 108.20% of GDP, as 

Table 1 shows. In the case of the UK, these assets are channelled into financial markets through 

various types of funds (institutional investors) and controlled by financial intermediaries. These 

features are what contribute to the growth and deepening of the financial sector and markets (Engelen 

and Konings, 2010), thus revealing how financialization is closely linked with the growth of private 

pension assets. With regards to the focus of this study, this link emphasises the significance and 

relevance of the UK system of pensions provision to the financialization process.   
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Table 1 Total private pension assets in selected OECD countries in 2016 

 

3.3 Architecture of the UK pension system  
 
     This section examine in more detail how the UK pension system has been developed through a 

series of landmark reforms with Table 2 listing all those discussed here. In doing so, it highlights the 

distinctive characteristics under which the three pension schemes selected for investigating the 

pension financialization process are organised and interrelated.  

3.3.1 A standard multi-pillar approach  

 
     A standard multiple pillar approach to pension income provision, as was initially disseminated by 

the World Bank (1994), draws on a mix of different providers for an income that maintains standards 

of living in retirement. According to Goodin and Rein (2001, p. 769) “pillars describe who pays for, 

and who provides the benefits…market, state and community/family”. In the pension field, the first 

pillar refers to the state as the main provider of retirement income, financed by tax revenues. The 

second pertains to the market, either to the employer as the provider of retirement income, in which 

contributions are paid out by employer and employee, or to a financial institution, such as an 

insurance company, offering pension plans to which both parties contribute as well. The third pillar 

refers to the individual as the benefactor as well as provider of retirement income based on his or her 

voluntary choice of a private pension plan as provided by a financial institution.  

 

     In addition to this, these pillars denote particular respective tiers of retirement income. According 

to Ebbinghaus (2011), tiers raise the question: “What function does a pension serve in old age income 

security?”. Regarding which, the first pillar indicates a first tier of retirement income, which is a basic 

Country Total Assets 2016 Assets/GDP ratio 

 (USD billion) (local currency)

Netherlands 1,296 168.30%

Switzerland 817 123.30%

United Kingdom 2,868 108.20%

Finland 199 83.20%

Ireland 130 42.20%

Germany 415 11.90%

Italy 153 8.20%

France 146 5.90%

Spain 39 3.10%

Source: Will is Towers Watson (2017) Global Pension Assets Study
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flat-rate pension, whilst the second, pertains to a second tier which is an earnings-related pension 

close to salary income, when the individual was economically active (dependent on the amount 

contributed and earning levels, which is why it is called earnings-related pension) and the third pillar 

indicates a third tier of income, with the aim of topping-up the previous ones. In short, in a standard 

multi-pillar approach, the pillar division (i.e. state/privately-managed pension) is followed by an 

associated hierarchical tier of retirement income division (flat-rate/earnings-related).  

 

     Moreover, pension financing is differentiated between the first and the next pillars and the income 

tiers, with the pay-as-you-go (PAYG) method leading the first pillar versus fully-funded financing of 

pensions used for the other two. For the former method, current pension contributions are paid out 

from the active population in order to meet today’s pension payments for inactive one (retirees). In 

contrast, with the funding method, an individual’s lifetime contributions are accumulated and invested 

in order to meet that person’s future pension payments.  

 

     The shift towards multi-pillar pension provision has been increasingly accompanied by shift from 

defined-benefit (DB) pensions (i.e. a specific amount of pension is promised, based on average or 

final salary) to defined-contribution (DC) ones (i.e. pension is the sum of contributions and returns 

from investment, minus charges). The latter case means that employees under such a scheme bear all 

of the risks, as opposed to these being shared between the state and/or employer, for instance, in the 

form of investment risk, management risk, insolvency risk and so on.  

3.3.2 The UK three-pillar pension system 

 
     The United Kingdom has been a pioneer in the establishment of a multi-pillar architecture for 

pension provision in Europe. Since the late 1980s, the UK system has been split into three pillars 

reflecting distinct pension policy objectives. The current architecture of the system has emerged from 

a set of reforms carried out since its establishment. Equally, these reforms have led and continue to 

reinforce the long tradition of low state pensions and an expanded privately-oriented second pillar 

(Bridgen and Meyer, 2007), along with an established voluntary third pillar for those who can afford 

to buy a personal pension product and join special tax treatment for their savings.  

     The system’s architecture consists of a universal, flat-rate, state-run pension first pillar; a quasi-

mandatory privately-run second pillar; and a voluntary supplementary privately-run third pillar 

(Table 3). The first pillar is actually the national insurance scheme, namely, the first pension scheme 

examined for this study. Until April 2016, it offered a flat-rate benefit and separately, an earnings-

related supplementary pension. The former part was the Basic State Pension (BSP), which dates back 

to 1946, when a flat-rate state pension was introduced (National Insurance Act 1946), and which after 

the first transitional years, would be financed by National Insurance Contributions (NICs) paid by 
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employees, self-employed and employers, rather than general taxation. This was based on Beveridge’s 

report supporting the principle of contribution in exchange for social security provision.  The second 

part, that is, earnings-related pension provided by the state, this has become the most turbulent 

element of the first pillar, adding to the high complexity of the UK pension system (Pemberton et al., 

2006).  

    Briefly, the first earnings-related state pension scheme, Graduated Retirement Benefit (GRB), was 

introduced in 1961 (National Insurance Act 1959), as a separate and additional element to the BSP, 

but it failed to provide the necessary incentives for expanding coverage, specifically, it offered non-

generous and non-indexed benefits. In 1975, a more generous effort to complement the basic state 

pension, especially for those who did not have access to a workplace private pension (Emmerson, 

2003) came into effect by Labour, called the State Earnings-Related Pension Scheme (SERPS) (Social 

Security Act 1975, c. 14). However, in the years that followed. SERPS became less generous (Social 

Security Act 1986, c. 50) on the grounds, as claimed by Conservatives, that it was turning out to be an 

major fiscal burden for next generations in light of changing demographics. Accordingly, they 

favoured and encouraged the possibility of contracting out of SERPS to join either an occupational or 

a personal pension plan. In fact, in the late 1980s, the latter became notorious in the personal pension 

mis-selling scandal, where people were misadvised with respect to opting out from SERPS and paying 

contributions to a personal pension plan. In 2002, SERPS was replaced by the mandatory State 

Second Pension (S2P) for new members  (Child Support Pensions and Social Security Act 2000, c. 

19), in order to cover low earners, but not the self-employed.  

     After decades of debate and reform on incorporating an earnings-related element into the state 

pension scheme, since 2016 the state appears to have withdrawn from providing income-replacement 

in old-age; and instead, has been focusing on a basic state pension. Under the Pensions Act 2014,  the 

first pillar moved towards a single-tier pension (STP), which is meant to  

“combine the basic state pension (BSP)with the state second pension (S2P) to create a new ‘single-

tier’ pension, which would be set at a level high enough to ensure that anyone with full entitlement 

would not qualify for the means-tested pension credit guarantee” (Crawford et al., 2013, p. 4). Thus, 

given that expected retirement income by the state would be low, the possibility for earnings-related 

retirement income has explicitly been shifted to the second pillar and private pension provision. 
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Table 2 Overview of landmark pension reforms and other - relevant to pensions - reforms in 

the United Kingdom, 1946-2016  

State / Private 

provision 

Year Act Reform details 

State pensions  1948 National Insurance Act 1946 Introduction of basic state pension and of 

universal contributory principle, despite it 

being based on a pay-as-you-go system.   

 

State pensions 1961 National Insurance Act 1959 Introduction of earnings-related state 

pension: Graduated Retirement Benefit 

(1961-1975). 

 

State pensions 1978 Social Security Act 1975 Introduction of the State-Earnings Related 

Pension Scheme (1978-2002).  

 

State pensions, 

private pensions 

 

1988 Social Security Act 1986 

 

Changes in SERPS.  

Transfer to Approved Personal Pension. 

Private pensions, 

pension investment 

1988 Financial Services Act 1986 

 

Scope of self-regulation increase. 

Oversight of derivatives abolished.  

Private pensions, 

pension investment 

2001 Financial Services and 

Markets Act 2000 

Super-regulator, the Financial Services 

Authority (FSA) established (2001-2013).  

Self-Regulating Organisations (SRO) and 

Securities and Investment Boards (SIB) 

merged into the FSA.  

Financial Services Compensation Scheme 

(FSCS) set up.  

 

Private pensions 2001 Welfare Reform and Pensions 

Act 1999 

 

Introduction of stakeholder pensions.  

State Pensions 2002 Child Support, Pensions and 

Social Security Act 2000 

 

Introduction of the State Second Pension 

(2002-2016). 

 

Private pensions 2005 Pensions Act 2004 Occupational Pensions Regulatory Authority 

(OPRA) replaced by The Pensions Regulator 

(TPR).  
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Private pensions 2012 Pensions Act 2008 Shift from voluntary to a quasi-

mandatory/auto-enrolment private pension. 

 

Private pensions, 

pension investment 

2013 Financial Services Act 2012 FSA replaced by the Financial Conduct 

Authority (FCA), Prudential Regulation 

Authority (PRA), and Financial Policy 

Committee (FPC).  

State & private 

pensions 

2016 Pensions Act 2014 Basic state pension and state second pension 

incorporated into a single-tier, flat-rate state 

pension. 

 

Source: researcher’s timeline based on http://www.legislation.gov.uk/ and secondary literature on pension 

reforms 

 

     As such, the second pillar consisting of privately-led provision, has become the norm for earnings-

related pensions (excluding the case of public sector plans). Private pension schemes are granted as 

the only route into an adequate pension that would maintain a decent standard of living in retirement. 

These schemes can mostly take the form of an occupational trust-based DB scheme, occupational 

trust-based DC schemes, or workplace DC contract-based/personal schemes, for example, group 

personal pensions (Table 3). All these schemes are linked to employment and therefore, the employer 

is required to contribute on regular basis. In the case of occupational plans, it is the employer who 

organises these plans as fringe benefits (employer-sponsored), while in the case of workplace DC 

personal plans, that entity only chooses a personal scheme provided by insurance companies, banks or 

relevant financial institutions, and makes a regular contribution.   

     Occupational plans pre-existed the establishment of an entire system of pension income provision 

in the UK, but only for a few privileged professions (Hannah, 1986). These started to expand further 

in the 1950s, particularly being encouraged by the Conservatives (Waine, 1995). Furthermore, the 

erosion of income replacement rates under SERPS due to relevant reforms (Social Security Act 1986, 

c. 50), in combination with the subsequent replacement of SERPS by S2P, enabled greater 

participation in occupational pensions (Waine, 1995). However, this shift, as can be seen from the 

present trends in occupation provision, was never accompanied by measures that would establish the 

expansion of occupational schemes through DB schemes nor through occupational DC ones. 

     At the same time, personal pension schemes were also endorsed with the above reforms, mostly 

through the introduction of a legal framework for personal pension plans early on by the 1986 Act. 

The intention was to establish personal private plans as an alternative form of retirement income 

provision offered to employers, self-employed and individuals (Waine, 2006). In 2001, a landmark 

reform for the expansion of personal pensions, the Stakeholder Pension (Welfare Reform and 

http://www.legislation.gov.uk/
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Pensions Act, c. 30), under the Labour government this time, further encouraged this particular 

trajectory of pensions provision. The Stakeholder Pension is a personal DC scheme with additional 

requirements than those in personal plans, for instance, a charges cap and minimum contributions, 

especially for low-to-middle-income earners. In this way, the use of DC plans for income security in 

retirement has legitimated, despite there being no predetermined benefit levels under the provision. 

Last, from 2012 onwards, there has been a revival of personal plans as part of a greater expansion of 

private pension provision in the earnings-related second pillar. Employees’ enrolment on a private 

plan became mandatory for employers, and only employees can opt out; also known as ‘automatic 

enrolment’ (Pensions Act 2008, c. 30). 

     The third pillar comprises voluntary personal pensions, which are not sponsored by the employer. 

This pillar is aimed at providing supplementary retirement income for those who can afford to make 

their own regular payments to it. These plans may benefit from the broad legal framework of personal 

pensions, but there are no special requirements, as for those applied to stakeholder pensions and 

personal pensions for auto-enrolment. 

     Behind each pillar of the UK system are particular major pension policy objectives for the 

retirement income provision to individuals. Quite similar to the ideal multi-pillarisation of old-age 

welfare suggested by the World Bank (1994) in terms of primary objectives, these objectives are: 

poverty alleviation or put differently, protection against risks of poverty in old-age, under the first 

pillar; and pension adequacy or more precisely, maintaining a similar living standard in retirement 

through accumulating regular contributions, and through financial inclusion, i.e. access to a pension 

scheme and thus, financial market and services, under the quasi-mandatory second pillar; and by 

extension, a voluntary third pillar (Table 3). However, there is an important difference with the 

pension system structure proposed by the World Bank, which is the occupational DB scheme. 

Occupational DB schemes constitute an intermediate type of provision between state pre-determined 

pension benefit and private defined-contribution pension.  

     This combination of pillars and objectives reveals how the state scheme is to deliver only a basic, 

flat-rate, non-means tested pension, while private pensions are the way to maintaining a preretirement 

standard of living and enabling financial inclusion. As explained in a DWP report (2013, p. 18), 

regarding the latest major reforms, “with the introduction of automatic enrolment, it is an appropriate 

time for Government to withdraw from the role of providing an earnings-related pension, and return 

to a single flat-rate state pension that keeps people out of poverty and provides a firm foundation for 

saving…[thus] return to the simplicity of Beveridge’s model for the state pension”.  

      The broader justifications for these major objectives of the pension system rely on fiscal 

sustainability and intergenerational equity in front of increasing longevity (ibid). Such explanations 

are not really new, for they were also used in a similar way to undermine the expansion of SERPS 
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(Waine, 2006). Increasing life expectancy was and remains to be seen, as increasing the costs of 

welfare provision. Through pursuing these objectives of the system, costs (i.e. increasing taxation) are 

thus “shared fairly between the generations” (DWP, 2013, p. 13) and the elderly population would not 

become a burden to the welfare state and public finances. Furthermore, they emphasise the need for 

independent welfare provision, where individuals are required to take personal responsibility for their 

own welfare in retirement through private plans. This is actually a continuation of the New Labour 

Third Way approach (Giddens, 2001) applied to pensions as well as to other welfare areas, arguing for 

citizens to take on and deal with their own risks, rather than relying on the state to do so (Ring, 2005). 

3.4 Different UK pension schemes 
 
     The above has shown the historical development of the UK pension system, whilst also revealing 

the established existing routes for accessing retirement income through the two sectors, public and 

private sectors, and within these through three main types of state and private pension schemes for all 

working people. It is respectively through these schemes that financialization may take place. 

Accordingly, this research is focused on both state and private schemes subject to employment, rather 

than merely private personal schemes. The selection of cases will also be further discussed in Chapter 

4. This section thus discusses the role of the three pension scheme types in the provision of retirement 

income in the UK, and presents their key institutional features as well as players involved in 

delivering pensions.  

3.4.1 National Insurance Scheme 

 
     The National Insurance scheme constitutes the main source of basic protection against poverty in 

old-age in the UK. The ‘Financial Lives’ survey (FCA, 2017) estimated that 31% of 13,000 UK adults 

has no private pension plan, and thus, will have to depend only on the state pension for income in 

retirement. This means that about 15.8 million UK adults do not save for retirement through any 

private plan (ibid), and thus, average wage-earners will have to rely on retirement income of 22.1% of 

their salary, whilst those on low wage-earners will receive a retirement income of 44.3% of their 

salary (OECD, 2017). Furthermore, the state pension “is the main source of income for half (49%) of 

retirees aged 65 and over and for over half (56%) of retirees aged 85 and over” (FCA, 2017, p. 95). 

 

     The full basic flat-rate pension is available to all wage-earners and self-employed. It is currently 

£155.95 per week, for those who have a complete record of national insurance contributions, namely 

35 qualifying years of national insurance contributions and have reached the retirement age (The 

Social Security Benefits Up-rating Order 2016, S.I.). The introduction of the flat-rate pension will 

improve the traditionally low income replacement provided by the old state pension (Pemberton et al., 

2006), increasing this by 25% to 30% state pension. Yet, this improvement would not be immediate, 



Chapter 3 Financialization and Pension schemes in the UK context 
 

54 
 

but it would take place after many years and as long as increases are maintained in line with the ‘triple 

lock’ (i.e. uprating of state pension either based on inflation, 2.5%, or earnings growth). 

 

     The national insurance scheme is based on direct contributions (NICs), rather than on general 

taxation. Individuals are required to pay national insurance (NI) contributions for a set number of 

years, on which the level of their pension benefits depends. The principle of contribution refers to that 

of ‘insurance’ of employees in exchange for the contributions paid and employment record. It is not 

based on social provision solely in accordance to the needs of individuals that is financed through 

taxation, as charity of the state. But state pensions have been financed by contributions paid.  

 

     The introduction of the universal national insurance scheme in 1948 was based on compulsory as 

well as strictly contributory funding, being influenced by the Beveridge report on ‘Social Insurance 

and Allied Services’. The contributory arrangement continues to exist until today, but over the last 

few decades, the principle of entitlement based on contribution has been eroded (Hills, 2004), mainly 

because of the prominent role of means-testing and declining contribution rates.  

 

     While the contributory arrangement has been kept, as already mentioned above the system operates 

on a PAYG basis, rather than on a fully funded one. The PAYG method is what has primarily given a 

distributory design to the state pension scheme, i.e. distributing pension income from the young to old 

population, as opposed to funding where monies are accumulated individually for future retirement 

income. In the UK, it is only state pensions that are financed on a PAYG basis. State pension 

provision has been challenged mainly regarding PAYG financing owing to the aging population issue. 

Specifically, the state pension will have to be less generous or national insurance contribution rates 

will have to be increased. 
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Table 3 Characteristics of the three types of pension schemes in the UK pension system 

The UK Pension System 

Pillars 
1. State pension  

(mandatory) 

2. Occupational or workplace 

(quasi-mandatory) 

3. Personal pension 

            (voluntary) 

Income-tiers  flat-rate pension 

poverty alleviation 

earnings-related pension 

maintenance of living standard in retirement 

financial inclusion 

top-up pension 

supplementary  

Pension 

schemes 

National 

Insurance scheme 

Occupational  

trust-based schemes 

Workplace 

personal/contract based 

schemes 

Personal/contract-

based schemes 

Benefit 

structure 

DB  DB or DC DC DC 

Financing PAYG, reserves  Funded 

 

Funded Funded 

 

Active 

membership*  

All employees  Private sector: 7.7 million  

( 1.3m DB & 6.4m DC) 

 

4.17 million 4.97 million 

Value £** £25bn 

(balance on fund) 

DB: £1.8 trillion  

DC: £200 billion  

 

£210 billion £285 billion 

 

Sources: (*) (ONS, 2015); (The Pensions Regulator, 2016); (Revenue and Customs, 2016); (**) (Debt Management Office, 

2016); (The Investment Association, 2017).  

3.4.2 Occupational trust-based DB pension schemes  

 
     A long tradition of low replacement rates of pre-retirement earnings offered by state provision, has 

increased the role of private pension provision. Through the latter, individuals can supplement income 

from the state pension and thus, maintain their desired standard of living during retirement. 

Occupational defined-benefit (DB) schemes have been one of the most common forms of accessing 

supplementary pension income. In the immediate post-war years, the expansion of occupational DB 

trust-based schemes significantly contributed to the development of UK private pensions 

(Commission, 2004). As already mentioned above, at the end of 2016 UK pension assets were 
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estimated to be 108.20% of GDP, thus being one of the largest pension markets in Europe and even 

worldwide, of which, 1.8 trillion (65%) is from occupational DB pension assets (Table 3). 

     From the perspective of employees, these plans offer pensions through pooling pension assets and 

collective risk-sharing among employees and with the employer, which can give least costly and risky 

as well as more generous pensions (see for example Bridgen and Meyer, 2005). Contributions made 

by both the employer and employee are considered as deferred wages, whereby in exchange for 

contributions paid through deductions in their salary, employees acquire pension rights on the pension 

scheme. This includes legal entitlement to pension income as well as employees’ ownership rights to 

the asset sums involved in the scheme. Regarding which Schuller (1986) argues for a dual role of 

occupational schemes’ beneficiaries, as current and future recipients of pension benefits and thus, 

‘consumers’, but also as ‘collective owners’ of assets involved.  

     The introduction of automatic enrolment onto a private plan has improved the low coverage rates 

of private provision in the UK. Active members in occupational trust-based schemes had significantly 

increased to 6.4 million in 2016 from 2.8 million in 2013 (ONS, 2016). However, this increase 

entirely refers to occupational DC schemes, whose active members increased from 1.2 million in 2013 

to 6.4 million in 2016, while occupational DB schemes’ active members were reduced from 1.6 to 1.3 

million over this period (ibid). 

     Moreover, since 1995 occupational defined-benefit plans have dramatically declined. Just in the 

last ten years, active membership has dropped by 50%, and the percentage of new members joining a 

DB scheme decreased from 35% in 2006 to 13% in 2016 (DWP, 2017). Furthermore, the majority of 

remaining open DB schemes have been converted from final salary pension to average earnings 

pensions for their active members, if they have not been closed for new entrants. Current scenarios 

contend the eclipse of remaining final salary pensions within the next decade.  

3.4.3 Workplace DC contract-based pension schemes  

 
     Employers who do not offer an occupational pension scheme, either collective DB or DC ones 

under trust, can offer DC contract-based/personal pension schemes provided by a financial institution 

and set up by contract. Over the years, the matter of supplementary pension coverage for maintaining 

living standards addressed by participation in a DC contract-based plan has become less 

straightforward. Automatic enrolment reform has managed to further expand and reinvigorate 

participation through DC personal pensions. This is mainly due to employers (medium or small-size 

ones) have chosen personal pensions offered by a financial institution, as the workplace pension 

scheme provided to their employees.   
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    As mentioned above, the introduction of the DC personal pension in 1988 was a key reform aimed 

at establishing such schemes as the main vehicle for retirement income (see Table 2). While on the 

surface this appeared to be successful, “the underlying situation was less healthy and problems 

quickly began to emerge” (Waine, 2006, p. 326). For instance, some individuals had been wrongly 

advised to contract out from SERPS and enrol themselves onto a private personal plan. But it was also 

problems associated with personal pensions which are still present, that is, costs and charges 

absorbing the value of pension, as well as “whether an adequate income in old-age could be 

guaranteed by such individual speculative investments” (Confederation of British Industry 1985 in 

Waine, 2006:236).  

     Moreover, stakeholder pensions that were introduced in 2001 was another major reform, a less 

effective one, aimed at expanding the use of DC contract-based schemes for supplementary retirement 

income provision among low and middle-income earners or self-employed. Employers with five or 

more employees were required to facilitate access to a stakeholder scheme and pay contributions to 

the members who joined it. According to the DWP (in Mann, 2006), in 2003, there were 1.6 million 

stakeholder pensions acquired and 350,000 employers designated a stakeholder scheme to employees. 

However, 82% of stakeholder schemes had no members and employers contributing to these schemes 

accounted only for just 13% of the total (ibid). In addition to no contributions being made by the vast 

majority of employers, Ring (2005) argues that low-membership was due to loss of trust in the 

financial services sector as a result of mis-selling scandal of 1990 that led to opting out from SERPS 

as well as the stock-market downturn of 2001, after which, government-led marketing initiatives in 

favour of stakeholder pensions ceased (Mann, 2006).  

     Finally, the latest automatic enrolment onto a private pension plan, with contributions paid into it 

being mandatory for all employers, has brought a significant increase in the traditionally low 

supplementary pension coverage in the UK. There has been an overall increase in workplace pension 

membership to 35% from 25% in 2015 (ONS, 2016), especially in firms with 1 to 99 employees. This 

has been primarily driven by an increase in occupational defined contribution pension schemes in the 

private sector, master trusts as well as workplace defined contribution contract-based schemes. For 

example, occupational DC pension schemes’ active members rose from 3.9 million in 2015 to 6.4 

million in 2016. Master trust DC schemes, such as the NEST (National Employment Savings Trust), 

had 1.6 million new members join in 2016, with total membership reaching 4.5 million (ibid).  

     There has also been an increase in workplace DC contract-based personal pensions, widely offered 

by small and medium employers, because they considered such schemes far more affordable to offer 

than occupational ones. Regarding which, according to the ‘Defined Contribution Market 

Intelligence’ survey conducted by the asset-management research firm Spence Johnson in 2013 (in 

OFT, 2013), workplace DC contract-based pension schemes were estimated being worth in the region 
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of £93 billion. Further, the Investment Association, a trade body that represents UK investment 

managers, estimated that the assets in these scheme had reached £210 billion in 2016 (Table 3). 

     The most common examples of workplace contract-based schemes include: group personal 

pensions (GPPs); group self-invested personal pensions (GSIPPs); and group stakeholder pensions 

(GSHPs). The term ‘group’ means several employees are enrolled and pay contributions into the same 

personal pension scheme offered by an insurance company or other financial institution, organised as 

a group. All employees are enrolled onto the same group pension scheme, which has a contract 

between each employee and the pension provider, rather than a collective one among all employees of 

the firm. Contributions made to these schemes are accumulated individually rather than collectively, 

and given their DC benefit arrangement, retirement income is based on the individual’s total amount 

of contributions along with investment returns. Hence, ‘group’ private pension schemes do not 

indicate any change in the individual contract between the employee and the private provider.  

     In addition, ‘group’ private plans are important for private pension providers. In fact, “many 

insurance providers are even reluctant to take on new business except where a critical mass of 

employees will pay sufficiently high premiums and where staff turnover is low. Some small 

employers with a low-paid or itinerant workforce have in the past found it hard to find a provider at 

all” (Jones, 2013, np). To highlight this point further, one of the main pension providers in the UK, 

Aviva, increased its revenues by 15% from group personal pension schemes by targeting larger 

employers, thereby increasing the size of the collections of contracts with employees (Lokhandwala, 

2012b). Similarly, another main pension provider, Legal & Standard increased group personal pension 

sales by 189% due to large employers designating a GPP for employees along with automatic 

enrolment (Lokhandwala, 2012a). 

     In sum, workplace personal schemes have been expanded and reinvigorated through automatic 

enrolment reform. However, it is too early to say whether the expansion of workplace contract-based 

pension schemes will be successful. First, DC contract-based schemes can define only the 

contributions made, which are much lower than those required in DB schemes. More specifically, up 

until April 2018, the employer and employee had to make 2% minimum contribution in total (The 

Pensions Regulator, 2017), as opposed to 15% to over 20% contribution rates found in defined-benefit 

schemes. From April 2019 onwards, the minimum contribution will have risen to 8%, with 3% being 

the employer’s contribution and 5% the employee’s (ibid). Hence, the issue here may be again one of 

workplace pension schemes without members, on the basis that low and middle-income earners will 

choose to contract out because of the higher level of contributions. Second, another problem can be 

associated with issues inherent in the DC contract-based pension schemes, and whether existing and 

more recently introduced regulatory policies would manage to solve them (this will be discussed in 

detail in the empirical chapters 5 and 8).  
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3.4.4 Pension scheme actors 

 
     Each type of pension scheme described above is actually shaped by particular institutional features, 

for instance, state- or privately-run schemes, pay-as-you-go or funded financing and define-benefit or 

defined-contribution benefit structure. Another important institutional characteristic of each type 

pertains to the groups of actors involved in the pension schemes, their relationship and how they are 

organised mainly in terms of accessing investment decisions. Broadly, there is a common structure of 

key pension scheme actors underlining the specific relationships among them.  

     In all types of pension provision, the institutions involved invariably have the following actors, as 

illustrated in Figure 1: 

 pension provider, who sets up a pension scheme; 

 manager, who manages the assets of a pension scheme;  

 scheme member or beneficiary, who claims benefits and losses from the management of the 

pension scheme assets as well as that of the pension assets.   

 

 

     In the state pension scheme the ‘provider’ is the state, while moving to private provision, it is the 

employer who can set up an occupational pension scheme, or an insurance provider, who offers a 

workplace contract-based pension scheme. In all cases, the pension provider sets up the scheme in 

order to provide retirement income to its beneficiaries.  

 

     However, the provider does not manage the scheme alone nor do the beneficiaries for whom it has 

been set up. Instead, the provider delegates the operations of the scheme, including the management 

of its assets to a third party. That is, control over investment decisions is passed to this actor, titled the 

‘manager’. Under the different schemes, the ‘manager’ becomes an executive agency of Treasury 

(national insurance scheme), a trustee (occupational trust-based scheme) and by extension, investment 

manager, or an insurance company (workplace personal scheme) and by extension, an investment 

  

Figure 1  Organisation of actors involved in a pension scheme   

      

  
  
  

  

Pension   

Provider   

Manager   

Scheme    
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manager. The reasons behind and significance of delegation and relationships among the three key 

actors emerging as a result of this delegation, are different for each pension scheme, and this will be 

further explored in subsequent chapters.  

 

     Last, the scheme beneficiary or scheme member relies on the delegated state-agency, trustee, 

insurance provider and/or investment manager, with the foremost having little or no control over the 

decisions about the management of the pension scheme. The beneficiary can only claim ownership in 

terms of claiming benefits in the form of retirement income, while at the same time bearing the 

consequences of these decisions, that can result in losses in retirement income as well as impacting 

negatively on the broader welfare of the employees. The influence of all these actors involved, 

including the scheme beneficiary/member will be scrutinised in ‘real-life’ situations that will be 

presented in the following empirical chapters 6, 7, and 8.  

3.5 Conclusion 
 
     This chapter has provided an overview and discussion of the UK wider economic context, the 

historical development and current architecture of the UK pension system, and the role of both state 

and private pension scheme provision. In doing so, the significance of financialization for the UK 

economy and welfare state has been revealed and hence, the appropriateness of exploring this process 

in the field of pensions provision. That is, the UK pension system is a good starting point to 

understand the process of pension financialization. Moreover, the most salient types of pension 

schemes in the public and private sectors for delivering income in retirement have been described in 

terms their distinctive, yet interconnected, trajectory and features. In sum, this scrutiny of these three 

pension scheme types allow for comprehensive understanding of the differences between the public 

and the private sectors as well as across these different types, thereby elucidating the diverse ways in 

which they engage in the financialization process.   
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Chapter 4 Analytical framework and methodology 
 

4.1 Introduction  
 
     This chapter presents how this research has been aimed at reaching a deeper understanding of the 

pension financialization process at the meso-level, and of the broader outcomes of investment 

regulation in shaping the process. Specifically, it discusses the main analytical considerations relating 

to ‘financialization’ and ‘investment regulations’, the analytical framework, the comparative research 

design, as well as the methods utilised in this research. Section 4.2 outlines the main assumptions and 

parameters of the study beyond the levels of analysis. These required the selection of a detailed 

definition of the term ‘regulation’, along with the use of the ‘governance’ concept and the analytical 

framework devised to conduct this research. Furthermore, the main reasons for choosing to adopt an 

inductive, interpretive approach are outlined. The chapter continues with an explanation as to why the 

conducting of a cross-sectoral comparative design was best suited to exploring financialization, in 

section 4.3. The selection of document analysis as the primary method, along with key informant 

interviews as supplementary one, a detailed list of the data sources, reflections on access, and the 

stages of analysis are discussed in section 4.4. Finally, section 4.5 concludes the chapter.  

4.2 Regulation, governance and the analytical framework 
  

4.2.1 Assumptions and parameters of the study  

 
     Before discussing the employment of the ‘governance’ concept and the governance analytical 

framework for undertaking the analysis of regulations in this research, the meso-level of analysis, as 

opposed to the macro and micro levels, needs to be defined, Moreover, the assumptions and 

parameters prior to choosing this particular concept and the analytical framework are considered. The 

understanding the pension financialization process is going to be located on the meso-level in 

accordance with the research gap identified in the Literature review chapter. Any level of analysis, 

macro, meso, or micro, can be defined as a combination of two features: the level of detail and areas 

of focus. Specifically:  

 The macro-level of analysis allows the researcher to work on the highest level of detail, a 

more abstract and general level, where the focus is on large-scale social processes or 

structures. For example, the state as a whole, or in the case of this research, it could be the 

pension system as a whole, linked to a social phenomenon like financialization.  

 On the other hand, the micro-level of analysis consists of the most detailed view or the 

maximum possible limit of detail. This is because it involves focusing, for instance, on 
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individual processes and most precisely, individual interactions, individual behaviour, status 

and so on, that are linked to a social phenomenon.  

 While the meso-level of analysis allows the researcher to get a more detailed view than that at 

the macro-level. This is through creating layers of “intermediated entities” between the macro 

and micro, for example, between the state and the individual (Coleman in Abrutyn, 2016 p. 

50), or between the pension system and individual behaviour. These “intermediate entities” 

can be an organisation, a particular institution or a community, and the layers are created 

within these meso-entities.  

 

     The meso-level approach taken in this research has the purpose of achieving a more detailed 

understanding of the process of financialization by focusing on pension schemes. Pension schemes 

stand between the entire pension system and the employee or scheme member, where decisions can be 

made, and which are crucial for strengthening or limiting financialization.  

     Moreover, I operationalize the ‘detailed understanding’ of financialization that is to be obtained by 

this research, as the understanding of the diversity and dynamics of financialization process within a 

national context (the UK one). For instance, its different forms and limits emerged from different 

pension schemes, and are shaped by dynamic effects of investment regulations in each pension 

scheme. These dynamic effects may come from regulatory structures and constraints, the constellation 

of actors involved in the decision-making process and contradictory rationales between social 

protection and return maximisation underpinning the decision-making process.  

     Yet, the ‘level’ is not enough to secure their observation and thus, to reach deeper understanding of 

the diversity and dynamics of the process. This requires a complex research design that is comparative 

(as will be discussed in section 4.3 that follows), and takes into account specific assumptions and 

parameters that could reveal more details. These assumptions and parameters are interconnected and 

can be summarised as: 1) the consideration of both the normative and operation domains of 

regulations, 2) the consideration of actors and actor constellations; and 3) the analysis of the 

influence/effects of regulation and its broader social outcomes. These parameters are discussed below.  

     Firstly, the process of financialization is explained through the analysis of state regulations or 

regulatory policies directed at a pension scheme’s investment decision-making. The analysis of 

pension scheme investment regulations can be broadly located on institutional analysis as well as 

policy analysis. Pension schemes as institutions are defined “as being formal and informal rules, 

regulations, norms, and understandings that constrain and enable behaviour” (Morgan et al. 2010, p. 

2). Equally, pension and investment law and regulations are also institutions. However, such analysis 

is not meant to be limited to either legal explanations of the formal aspect of regulations, or to 

technocratic explanations of pension schemes for which regulations are not something to be 
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explained; as is often seen in the wider literature of ‘pension fund governance’ in social sciences. 

Instead, the aim is to provide ‘social’ explanations. Hence, the main objective of the analysis here is 

to bring regulation and pension schemes together through understanding institutions as representing 

the “interactions of structures and processes for governing” (Peters in Bevir 2010, p. 81). That is, in 

the case of this research, regulations represent the structures and set the framework for shaping a 

pension scheme’s decision-making process. In doing so, the analysis of regulations will involve not 

only the normative aspect of the regulatory structures, but also, the operation of these structures on 

pension schemes’ decisions, and thus, the explanation of these decisions, as well.  

     Secondly, in addition, the analysis of regulations requires identifying the social groups of actors 

and actor constellation involved in the decisions of a pension scheme to adhere to the notion of 

systematic ‘social’ explanations. That is, identifying the actors in a pension scheme has a fundamental 

role in exploring the operation of rules, and in comparative analysis. Specifically, the regulations exist 

and operate, when actors make sense of, interpret, comply, or change them. According to Bourdieu’s 

view on the interdependency of structure and agency regarding rules (Bourdieu 1990, p. 87), “a 

rule…can only be applied through the action of the agents who are responsible for…who can work to 

its execution or, on the contrary, to its transgression, but it does not exist otherwise”. This seems to be 

also compatible with various approaches in institutional analysis that recognise ‘structure-agency’ 

interdependency, such as ‘actor-centred institutionalism’ (Scharpf, 2018), and ‘sociological 

institutionalism’ (DiMaggio and Powell, 2012). Moreover, social groups of actors, including their 

roles and interests, are changing across different institutional settings (i.e. pension schemes) and thus, 

their coordination towards decision-making and regulations. According to Jackson (2010), different 

groups of actors as well as their arrangement in different settings imply changes in the organisation of 

various aspects of social life. For instance, comparative institutional analysis on the spread of 

‘shareholder value’ in the US corporate governance found that dispersion was based on the 

perceptions and control of upper managers (Dobbin in Jackson, 2010).     

     Third, this study’s empirical inquiry is underpinned by assumptions that fall into the ‘economic 

sociology of law’ tradition (Swedberg, 2003; Ashiagbor et al., 2013). The particular field within 

sociology highlights the influence of regulation on orienting human behaviour or decisions towards 

specific rules, and the implications for regulatory action and society (Swedberg, 2003). On this basis, 

an analytical framework is required that is capable of revealing the effects and broader socio-political 

outcomes. That is, a framework that takes into account regulation as structures, decision-making 

process through which actors apply and interpret the rules and most importantly, the implications of 

their interrelationship for the role of regulation as well as for the broader societal and political 

outcomes.   
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4.2.2 Regulation and governance concepts  

 
     The above concerns require an extended definition of the concept of ‘regulation’ that will provide 

greater clarity in the analysis. Moreover, it is also important that the concept of ‘regulation’ is further 

laid out through the concept of ‘governance’. The definition of regulation used in this research is in 

accordance with that of Black (2002, p. 22), who defines it as:  

“The sustained and focused attempt to alter behaviour of others according to defined standards and 

purposes with the intention of producing a broadly identified outcome, which may involve 

mechanisms of standard-setting, information-gathering, and behaviour modification”.  

     What is more useful in her definition is that it is detailed enough to clarify what regulation as a 

process may consist of. That is, it captures how regulation defines a set of interconnected purposes 

and standards as well as measures that seek to meet them. In other words, it defines ends and means, 

which support specific implicit rationales and produce specific outcomes. In this sense, it helps to 

collect and analyse data in accordance with those characteristics. Specifically, the first research 

question (presented below), incorporates these features for interrogating the ‘regulatory framework’.   

     However, despite the above advantages, one significant limitation of using the concept of 

regulation, is that even though it refers to a process of orchestrating ends and means towards specific 

outcomes, it does so “without a subject” (Jessop, 1995, p. 329). As such, the term of regulation does 

not take into account the actors to which these ends and means apply.  

     To address this limitation, it is suggested here to set the use of the ‘regulation’ term further through 

the concept of governance in order for it to become actor-oriented. The concept of governance is 

defined as focusing on the “coordination problems of subjects” (Jessop, 1995, p. 329). Governance is 

process-oriented towards action as well as coordination of action among agents. According to Jessop 

(1995, p. 330) , the setting of the term regulation term extended to the governance concept is possible 

through an “abstract-concrete hierarchy”, whereby it stands “as an abstract concept and regulation as 

its concretization in the economic domain”. In this sense, the term of regulation can be used in the 

way of considering actors and actor constellation in different institutional arrangements. This is 

through ensuring that the second research question (put forward in the following subsection) focuses 

on the involving actors and their coordination towards the decision-making process.  

4.2.3 ‘Governance analysis’ as the analytical framework 

 
     The use of the above definition of ‘regulation’ and the ‘governance’ concept is aimed at 

establishing process-based as well as actors-centred views of pension scheme regulations, pension 

schemes themselves, and the actors involved. However, such an endeavour could prove challenging. 

One potential error would be to view both institutions and actors only from top to bottom. This could 
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result in losing sight of what outcomes the influence of regulation produces for the process of 

financialization, and for the protection obtained. Furthermore, by omitting to trace social outcomes 

back to their respective regulation, it will not be possible to advance the current understanding of the 

role of regulation in the process. In order to address such challenges, an analytical framework is 

required for this research that incorporates social outcomes. This analytical framework pertains to a 

‘governance analysis’ framework (Carmel, 2017).  

     A ‘governance analysis’ framework, through a “social conceptualization of governing…seeks to 

explain the functioning and the implications of governing” (Carmel, 2017, p. 38, 46). This can be 

done through a close examination of “the mobile, dynamic and recursive relationship between 

structures, actors and processes – the three key dimensions of governing practices” (ibid). The 

‘governance analysis’ thus invites the researcher to provide explanations of the wider implications, as 

the product of the interactions of structures-processes-actors.   

     In the case of this research, the framework is applied to the analysis of regulation, through the use 

of the three dimensions of governance, structures-processes-actors and their interrelationships. In 

particular, these elements have been substantiated for the purposes of this research in: structures as 

regulatory conditions (or regulatory framework) of each pension scheme, which aim to steer its 

investment decision-making process, as conducted by a specific constellation of pension scheme 

actors, who are concurrently dealing with these regulation conditions. These high-order 

concepts/analytical categories are based on inductive empirical inquiry throughout the data collection 

and analysis (further discussed in section 4.4). In order to examine their relationship and avoiding 

describing their characteristics separately, as suggested by the analytical framework, the focus is, 

firstly, is on the analytical relationship between the regulatory conditions/framework (structures), and 

the investment decision-process (process) undertaken by pension scheme actors (actors). Then, this 

shifts to investigation of the analytical relationship between actors and regulatory conditions. The first 

analytical relationship (structures-process) enables us to explore the regulatory conditions, and how 

they are practised by observing the decision-making in a real-life pension scheme. Subsequently, the 

second analytical relationship (actors-structures) enables to identify specific effects and wider 

implications of regulations.  

     The above dimensions and their interrelationships can be used in the articulation of research 

questions. The interactions of structures-process-actors enable the investigation of regulatory policies, 

and the institutions where they are practised, but they also share analytical concerns within 

institutional and policy analysis. Table 4 summarises the analytical concerns of the ‘governance 

analysis’ framework corresponding to the research questions.  
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Table 4 Relating the research questions with the analytical concerns of the ‘governance analysis’ 

framework 

Research question GA framework 

 

RQ1. How is the UK regulatory framework 

intended to govern the contradictory 

institutional rationales of social protection and 

finance (return-maximisation) underlying the 

investment decision-making process in three 

different types of pension schemes? 

‘structures’ as regulatory framework/ 

conditions; 

‘what is to be governed’, and 

‘how is it to be done’.  

 

RQ2. How is the tension between the social 

protection and return-maximisation rationales 

understood by the key actors of a particular 

pension scheme, while operating within the 

regulatory framework, and at the same time 

participating in the investment decision-making 

process?    

‘process’ as investment decision-making 

process; 

‘actors’ as pension scheme actors;  

‘how is it to be done’ in practice.  

 

RQ3. What is the influence of regulation on the 

investment decision-making process, and its 

variations across the three types of pension 

schemes? 

 

‘actors-structures’ as influence of regulation, 

and then wider implications.  

 

4.2.4 Interpretive research approach 

  
     In addition to the above parameters, an empirical analysis is needed that will be able to reveal the 

meanings of concepts, policies and the practising of these within specific institutional settings for 

exploring and explaining financialization. That is, an analysis is required here that will treat the “data 

as evidence of the meanings embedded in [and directing] actions”. Such an approach falls into an 

interpretive and inductive one. To investigate pension financialization and the role of regulation, the 

analysis is indeed centred on an inductive and interpretive understanding. A brief overview of 

inductive interpretive research follows and then, how and why it will be undertaken in this study is 

discussed.  

     In adopting an interpretive approach for the research, this is underpinned by specific ontological 

and epistemological considerations. One of the main ontological assumptions of the interpretive 
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approach is that the understanding of social world draws on possible interpretations. It is based on 

‘idealist’ claims to knowledge (Blaikie, 2010, p. 17), where social reality is socially-constructed rather 

than just sense-experienced and therefore, the study of social reality requires interpretation. Concepts 

play a significant role in the study of social reality as such, especially, for their meanings where reside 

people’s own interpretations (ibid). Moreover, “social phenomena and their meanings are continually 

being accomplished by social actors” (Bryman, 2012, p. 23), and do not exist outside of the sense-

making of actors. Then, epistemological considerations of interpretive research about “what makes 

knowledge” (Greener, 2011, p. 186) rely on what kind of shared meanings and sense-making can be 

acquired through interpretation.  

     On this basis, an interpretive approach to explanations and occurrences of a social phenomenon 

and to the concepts reinforcing it, perceives that their underlying meanings shared by the actors 

involved drive the configuration, maintenance and transformation of that phenomenon. Similarly, an 

interpretive approach to policy analysis, is one that focuses on the “meanings of policies”, and on the 

processes by which those meanings are communicated to and are read “by various audiences” 

(Yanow, 2000, p. 14). In order to reach these meanings, interpretive research has to employ “symbolic 

artifacts, which are language, objects and acts, and their influence within the policy space” (ibid, 

p.14).  

     Moreover, interpretive research is mostly compatible with an inductive reasoning of inquiry.  

Inductive reasoning is a way of social inquiry that starts from the data, rather than from applying a 

predetermined theory to them (Blaikie, 2010). This is because inductive inquiry is not aimed at testing 

a predefined set of variables, but rather, allowing for the categories of sense-making and meanings to 

emerge from the investigation of a concrete situation. From the observation and analysis of the data, 

inductive reasoning can reveal the emerging characteristics to explain what a concept or a 

contemporary phenomenon does, and/or how and why it occurs. In reference to generalisations that 

can be drawn from those explanations, they, “with further testing can become law-like propositions to 

be used to explain aspects of social life” (ibid, p. 100).  

     In the case of this research, inductive interpretive research will be employed in order to uncover 

the meanings of the phenomenon of financialization and of its dominant rationales. These stem from 

the meanings embedded and assigned to regulatory policies. Specifically, as mentioned in the 

Literature review chapter, financialization is conceptualised here by broadly drawing on cultural 

political economy. Such conceptualisation considers financialization as a kind of rationale of its own, 

emerging from multiple rationales involved in the social space and time in which it appears. In order 

for the logic of financialization to dominate over other logics, I take the view that it should acquire 

and maintain not only its performative (e.g. a return is needed to receive a pension), but also its 

ideological power (e.g. maximising returns is the most effective way to receive a pension). This can 
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be through actors deciding to adopt particular norms of reasoning for action and justification of 

action. Their embodied meanings can shape certain ways of viewing concepts, such as social 

protection and return-maximisation rationales and thereby, types of acting facilitating and maintaining 

financialization. Thus, the meanings of the rationales employed and their boundaries in specific 

institutional settings are important to advance current understanding of financialization. Equally, any 

variations across meanings can inform financialization.    

     Yet, the underlining meanings of the rationales are not taken as results or aspects of the 

psychology of the actors examined in this research (Risjord, 2014). Structures, herein regulations, and 

processes, decision-making process within institutions are seen as being prior to individuals (ibid). 

The rules directing action and their use all through decision-making are understood as carriers of 

meanings in this research. As such, meanings and boundaries of the social protection and return 

maximisation rationales are composed by the meanings embedded in the regulatory policies and 

investment decision-making process. So, the use of inductive interpretive research here will proceed 

by considering these propositions and assumptions.  

4.3 Comparative research design: cross-sectoral, case-oriented 

comparative analysis  
 
     The comparative design of this study is based on the main aims of achieving a deeper 

understanding of the process of financialization at the meso-level, and of the role of investment 

regulations in the process. Specifically, in order to achieve these objectives, a cross-sectoral 

comparison of different cases, referring to different types of pension schemes is adopted, and there is 

careful selection of these three cases as well as of their respective real-life pension schemes. These are 

further discussed in the following subsections.  

4.3.1 Why cross-sectoral, case-oriented comparative analysis 

  
     The choice of cross-sectoral comparison instead of a cross-national several-country comparison 

has been made, because of the former’s advantages in terms of meeting this study’s objectives. 

Specifically, cross-sectoral comparison can ensure in-depth and nuanced insights for addressing the 

study’s objectives, as opposed to the more general understanding that can be obtained from cross-

national comparisons. In addition, it enables the use of the main two premises of case-oriented 

research about making understandable complex and diverse cases and treating cases as wholes. 

Finally, it can provide extensive comparisons within and across cases, thereby justifying the use of a 

small size sample in the study.  

     Both cross-national and cross-sectoral comparative research provide comprehensive insights about 

the phenomenon at hand (Hantrais, 2009). This research was initially designed as a cross-national 

comparison between the pension systems of the UK and Norway. Subsequently, it changed to a cross-
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sectoral comparison. The main difficulties of examining and comparing two national pension systems 

as cases through looking at three different subcases in each, were that observations may not be 

meaningful in both national contexts, and there may be also less control for a meso-level analysis. For 

instance, pension schemes to the Norwegian and the UK multi-pillar pension system are quite 

different. Within these schemes, there are also significant differences regarding the regulators, 

regulatory policies, pension scheme actors, and so on. Cross-national comparison thus appeared to 

have fewer chances of providing explanations for their differences in the process of pension 

financialization. It would seem reasonable to conclude that the cases are different, because they have 

different pension schemes, regulations, rationales and they belong to different welfare regimes. 

Another possibility would have been to focus on one policy, one aspect of pension schemes, or to 

restrict subcases to one single type of pension scheme. But by so doing, the scope and magnitude of 

the comparative design would have to change, too. That is, comparative should move towards macro- 

or higher-level descriptions, rather than meso-level explanations of the financialization process. In a 

different case, comparative could show meso-level mechanisms of financialization for one pension 

scheme type across various pension systems, missing to grasp the uneven nature of pension 

financialization process at the meso-level within the entire pension system.  

     Choosing cross-sectoral comparison within a single national context and pension system instead, 

was due to the above considerations. That is, cross-sectoral comparative research was deemed to be 

more suitable for the purposes of this study. The focus on a single multi-pillar pension system allows 

to explain further the already identified macro-level variables of pension financialization (discussed in 

the Literature review chapter), such as reliance on financial markets, exposure to financial market 

risks as well as individualisation of these risks, in terms of when and how they occur in different 

institutional settings. This is because the different settings can be considered in a single pension 

system comparison.  

     Moreover, cross-sectoral comparative design allows to increase the observations at the meso-level, 

in order to see how processes carried by investment regulations and their outcomes facilitate and 

reproduce financialization process. In this way, the researcher can identify differences and similarities 

at the meso-level that will explain in detail the role of regulations in shaping the process (e.g. from the 

specific set of regulatory policies and their underlining rationales, to the groups of actors using the 

rules and making decisions, and then to their implications for provision and for scheme members; or 

trade unions/member-nominated trustees who may actively accept a financialized form of pension 

provision and the reasons for this). The “scaling down” (Snyder, 2001, p. 93) of comparison from 

national cases to sectoral cases allowed for meeting these requirements. That is why cross-sectoral 

comparison appeared to be a more appropriate choice than that of cross-national comparison for the 

current study. 
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     Cross-sectoral comparison is also useful for the case-oriented orientation of this research. ‘Case-

oriented’ means that the focus is on the specificities and context of the case, not on the number of 

variables (Ragin, 1991, p. 20). Case-oriented research offers an effective way of studying the pension 

financialization process at the meso-level in which there exist many differences in terms of regulatory 

structures, actor constellation, decision-making process, and complex combinations among them. It 

also involves treating cases as “meaningful wholes” (ibid), where the combinations of regulatory 

structures and decision-making along with involving actors will show the effects of these structures 

on the financialization process in each case. That is, comparisons across cases will not be based on 

some factors or elements within them, but rather, on each case as whole.  

     The increasing observations and within-case comparisons as well as combinations that can be 

undertaken in a cross-sectoral comparison allow for making use of the advantages of the case-oriented 

design. That is, it enables exploration of the specificities of each case, the “different casually relevant 

conditions [that can be combined] in a variety of ways to produce a given outcome…and complex 

configurations of events and structures” (Ragin, 2004, p. 125). Furthermore, it allows for conducting 

comparison across whole cases, that is, sectors/schemes can be easily dealt in this way, whereas for 

entire pension systems this would be problematic.  

     Finally, cross-case comparison justifies the small sample of three cases in this research. If the main 

objectives of the cross-sectoral comparison are to identify unseen and complex relationships and 

qualities, as well as explicable factors for any differences or similarities within a pension system, then 

a small sample is justified. The small-n sample, herein three types of pension schemes as cases, 

significantly contributes to an intensive analysis within each case (Ebbinghaus, 2005). For instance, in 

order to achieve an in-depth understanding of the process, familiarity with the data through focusing 

only on the exploration of three cases can facilitate the analysis required for this endeavour. 

Moreover, a small sample allows for drawing multiple comparisons within the case, and across the 

cases to address the key objectives of the research. It is important to establish not only what, but also 

how, the phenomenon occurs and why it does not occur in all cases; all these are significant for the 

realisation of this research’s aims.   

4.3.2 Justification for multi-case selection 

  
     The selection of cases to analyse and compare is one of most important steps of case-oriented 

small-n comparative research, as it is critical to the understanding of the social phenomenon under 

study as well to the development of an effective comparative strategy (Yin, 2004). The selection of 

cases in this research is based on methodological criteria, while the selection of case study sites is 

governed by practical ones (Stake, 2000). The set of criteria used for case selection are aimed at the 

typicality and diversity of data in terms of the whole system of pensions provision. The set of criteria 
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used for site selection are aimed at considering their practical significance in terms of elucidating the 

three selected cases.  

     The methodological criteria associated with the selection of cases, which are types of pension 

schemes are: 

a) typical institutional settings of every type of pension scheme in a pension system;  

b) as many possible differences within these institutional characteristics.  

 

     The selected cases/pension schemes are commonly described by the most typical or representative 

settings of any type of pension scheme in a multi-pillar pension system. Then, different types of 

pension schemes can be recognised according to their differences with respect to the ‘form’ of these 

typical institutional settings. In this way, all types of pension schemes selected have a common setting 

which is typical to every pension scheme and to the architecture of a pension system (e.g. all have a 

benefit structure). But at the same time, diversity among them should be ensured (e.g. defined-benefit 

scheme and defined-contribution scheme) in order to examine the process of financialization in 

different situations.  

      Accordingly, the selection of cases/types of pension schemes is based on the four most typical 

criteria defining a type of scheme: 

 sector within which pension provision is oriented and managed: state-oriented or privately-

oriented;  

 system of financing: pay-as-you-go or funding;   

 benefit structure: defined-benefit or defined-contribution;  

 access: employment-based or personal access. 

 

     Certainly, there exist additional criteria that can help to refine the type of a pension scheme 

selected. For instance, employment sectors, such as manufacturing, public administration sector, 

higher education; pension scheme coverage; amount of contributions paid; collective power, such as 

trade-unions or multi-employer, could all be included. However, they have not been considered here, 

because they are too specific to allow for the required diversity in the selection of the types of pension 

schemes.  

     So, according to the above four typical criteria and diversity requirements, the types of pension 

schemes selected are the following:  

1) State-oriented pension scheme:  

 oriented and managed by state actors; 
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 financed on a pay-as-you-go basis; 

 provides predetermined amount of retirement benefit, i.e. defined-benefit (DB);  

 access based national insurance contributions paid by both employer and employee.  

 

2) Occupational trust-based DB pension scheme:  

 oriented and managed by non-state actors; 

 financed on a funded basis; 

 provides predetermined amount of retirement benefit, i.e. defined-benefit (DB); 

 access based on additional contributions paid by both employer and employee.  

 

3) Workplace contract-based/personal DC pension scheme: 

 oriented and managed by non-state actors; 

 financed on a funded basis; 

 no predetermined amount of retirement benefit, i.e. defined-contribution (DC); 

 access based on additional contributions paid by both employer and employee.  

 

     The above types of pension schemes exhibit their common characteristics, in terms of benefit, 

access, financing and sector. As they are diverse enough in terms of benefit structure, system of 

financing, state v. private actors and/or trust-based v. contract-based arrangement of private actors, 

each can be considered a variant in the pension financialization process. They can serve as 

benchmarks in this work regarding each particular type of scheme.  

     In order to investigate the financialization process and the influence of regulations, case study sites 

or real-life pension schemes are needed. The choice of case study site requires a critical selection 

(Gerring, 2009), according to certain characteristics, which include the following: 

 appropriate matching with the chosen types of pension scheme, in order subsequently to 

examine the influence of the regulatory framework of each case on a ‘real-life’ pension 

scheme and thus, address the third research question. 

 appropriate size, as the selected pension schemes held large amount of assets and with many 

employees. This criterion was aimed at getting insights into the practices of pension schemes 

that are significant for the provision of retirement income and for many people’s lives.  

 

     In the case of the occupational trust-based DB pension scheme, additional characteristics have 

been considered to inform the case study site selection. These characteristics include: currently open 

to new entrants; sponsored by more than one employer, where the effect of an insolvent one can be 

absorbed by the others; relatively stable sector in the UK. Considering these in addition to size and 
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equivalent institutional settings allows for selecting an occupational DB scheme with fewer 

constraints than other such schemes have. Accordingly, the chosen occupational scheme is one that 

can be considered as superior to the others. It can thus potentially establish and ensure more effective 

governance measures to protect scheme members than other such schemes.  

 

According to the above criteria, the pension schemes chosen are: 

1) National Insurance scheme: as the only pension scheme under state type of pension 

provision, it covers the whole working population in the UK, and its reserves accounted 

for about £25 billion in 2016 (more details have also been presented in Chapter 3).   

2) Universities Superannuation Scheme (USS): as one of the largest occupational DB 

schemes in the UK, in the higher education sector, with 190,546 active members, £60 

billion in assets, and over 350 employers (see also Chapter 7).  

3) Group personal pensions by six leading pension providers: as one of the most 

common schemes in workplace contract-based provision, it covers a large number of 

employees enrolled in these schemes provided by insurance companies with the largest 

market share in the UK (see also Chapter 8).   

 

In sum, the three types of pension schemes (state pension scheme, occupational DB, and workplace 

contract-based/personal DC) and their respective sites (national insurance fund, USS, group personal 

pension of the largest providers) have been chosen to investigate pension financialization at the meso-

level. The aim is to identify the rationales underpinning the regulations and decision-making leading 

to the distinct form of financialization for each type of scheme.  

4.4 Data collection and analysis 
  
     This section discusses the research methods, sampling strategy, access to data, sources of data, and 

stages of analysis used in this study.  

4.4.1 Methods 

 
     The overarching purposes of the thesis, an in-depth understanding of pension financialization and 

the role of investment regulations, is to be pursued inductively from extensive observations of each 

case and comparisons being made. In order to do so, qualitative research methods are necessary. 

Qualitative methods are research techniques that seek details of a social situation and its meanings, 

and thus, provide an in-depth understanding of that situation (Greener, 2011). The primary method 

used here to access data is document analysis method, and a supplementary method, key informant 

interviews to enrich and cross-validate the document analysis, were carried out where possible. 
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Document analysis 

 
     Document analysis utilises documents as its data source. That is, it focuses on written evidence,  

communication, and documentation, as opposed to evidence based on speech and interviews (Prior, 

2011, p. ix). It is used as the primary method of data collection for this research, and not as 

preparation for another data collection method, such as qualitative interviews. Documents provide a 

plethora as well as high quality of information (Bowen, 2009), in terms of containing literal and 

interpretive meanings. This allowed me to address the research questions in line with an inductive, 

interpretive approach, and to apply the analytical framework to the data. By extension, such 

endeavour was best suited to conceptualising pension financialization as a rationale, and how this can 

be facilitated by the broader outcomes of regulations.  

     Document analysis provided a large amount of data on the topics and the time-period informing 

this research. Information about the regulations applied to each type of pension scheme, investment 

strategies, roles of actors, and how they have been evolved in post-crisis period etc., could be 

accessed. By acquiring such information, I was able to address the first research question relating to 

regulatory framework of the three types of pension schemes. Specifically, this was through finding all 

available material regarding regulatory purposes, intended outcomes, standards of behaviour etc, and 

then validating this data in order to eliminate any mistakes and data collection-bias. In a similar way, I 

was able to address the second research question pertaining to the decision-making conducted by the 

actors in each pension scheme. This was through finding the set of actors influencing this process, 

their official roles/responsibilities, investment principles, investment strategies, ways of 

communicating and reporting past investment performance etc.  

     In addition to the large amount of information acquired with the document analysis method, it can 

provide ‘literal’ and ‘interpretive’ meanings that may be found in their contents. Scott (1990, p. 28) 

highlighted “the ultimate purpose of examining documents…is to arrive at an understanding of the 

meaning and significance of what the document contains. This problem of meaning arises at two 

levels, the literal and interpretive”. Seeking the literal and interpretive meanings of documents, rather 

than taking them at face-value, helped me to capture comprehensive answers to the research 

questions. 

     To access the literal meaning, I was interested in the content of documents as words (or language), 

expressing and communicating the actions of agents. One type of document taken here (all documents 

used will be discussed in detail later) is one of the most fundamental parts of government intervention, 

namely the policy document. Through understanding policy documents, it is possible to understand 

actions or interventions of government (i.e. state regulations). Furthermore, the rationales behind 

these interventions can be identified, at least those which “become formal or official to the extent that 

they are documented” (Freeman and Maybin, 2011, p. 155). For instance, the introduction or 
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existence of regulatory instruments relevant to investment, the reasons justifying them and emphasis 

given by the regulators can all be brought to light. Equally, documents published by pension schemes 

contain information that frames the investment decisions of actors (Espeland, 1993). Furthermore, the 

assembly of these documents can provide further explanations and validations of regulatory and 

scheme actions identified during the data collection and analysis.  

     The content of the documents was also regarded in the research as a medium of action, that is, 

content is taken to display an action, which can lead to uncovering the nature of a phenomenon. An 

example to illustrate this: concrete investment restrictions not only describe the list of authorised 

financial instruments, for they are also able to limit the range of decisions pension scheme actors can 

take, and potentially their roles and influence. Subsequently, they can also shape the occurrence of 

financialization. Using document analysis method in this way, I was able to collect data that would 

later enable me to apply the analytical framework, such as that on all state regulations and additional 

elaborating documents aiming to steer and constrain pension investment.  

     In addition to the ‘literal’ meaning, documents may portray ‘interpretive’ meanings. Seeking the 

latter in the documents enabled me to grasp the tacit rationales employed beyond the explicit ones that 

were often stated in the documents (Scott, 1990). This was through an interpretive understanding of 

any explicit rationales, definitions and interpretations of ends-means by state actors mentioned in the 

documents. To recall from the literature review chapter, these rationales are crucial for 

conceptualising the process of pension financialization. Freeman and Maybin (2011) argue that policy 

documents are “inscribed knowledge..,conceived as essential artifacts of public policies”. By 

conceiving a policy document as an artifact, the authors imply that one can not only reveal action, but 

also norms and forms of rationales. Regarding the documents containing information about the 

investment decisions of pension schemes, they were also analysed for their interpretive meanings. 

Moreover, pension scheme documents were collected to identity the implicit rationales employed by 

actors in the decision-making process. This was again through an interpretive understanding of the 

roles of actors, of the strategies they agree upon, of the information they disclosed and so on, in the 

pension scheme under study.  

Qualitative interviews 

 
     Qualitative interviews were also used in this study in order to triangulate my findings from the 

interpretation of documents. This was through the evidence obtained from conducting qualitative 

interviews with experts employed in the pension schemes under examination, and who had first-hand 

knowledge and understanding about a particular scheme. More specifically, the interviews added to 

my iterative process in analysing data as they allowed me to cross-verify some important findings 

from the interpretation of documents. A few examples to support this are: a) civil servants’ 

understanding of ‘appropriate’ investment in the national insurance scheme was similar to what I had 
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found in oral evidence given before a Treasury committee in 2007; b) verification of the fiduciary 

duty being narrowly justified through the financial interests of scheme beneficiaries; and c) 

verification of the position of Independent Governance Committee members, who are positioned to 

balance providers’ interests, their re-appointment, and representation of members’ interests.  

     The interview guide used was an outline of open-ended questions in a particular order: main 

objectives of the scheme and ways of achieving them, views on the most important regulations; 

influence on the investment strategy; and perception of their role in the pension scheme and in the 

protection of scheme members. The information was descriptive in many places. Better probing skills 

of the researcher and a future follow-up interview might have provided more in-depth information. 

However, the fact that they were telephone interviews did not appear to be less advantageous than 

face-to-face ones, as often stated in the wider social research methods literature. That is, they were 

effective in terms of building a rapport quickly, reducing participant anxiety, and guaranteeing 

privacy, thus delivering high quality data. Initial interviews conducted in Norway, despite being face-

to-face ones, also generated more descriptive information than in-depth insights. Finally, anonymity 

and confidentiality were also guaranteed to interviewees prior to the scheduled interview, in order to 

address ethical considerations.  

4.4.2 Sampling strategy, data access, and data sources 

 
 This subsection continues with data collection, discussing the sampling strategy, access to data, brief 

reflection on this access and the sources of data.  

Purposive sampling 

 
     Purposive sample is the form of sampling strategy employed in this research. It is a non-probability 

method based on the judgement and knowledge of the researcher on how to collect data (Ritchie et al., 

2014). Initially, a number of documents were selected, broadly covering state regulations on pensions 

and pension investment, pension schemes’ information about composition of actors, investment 

strategies, and other general information. In total, I collected 200 to 300 documents, but I finally used 

117 for the analysis and the development of the empirical chapters. The reasons for initially focusing 

on this vast quantity of data was to ascertain the availability of information, and familiarise myself 

with regulations and pension scheme information, before deciding what was most relevant and 

appropriate for addressing the research questions.  

A similar strategy was applied to select potential interview participants, which was achieved mainly 

through relevant websites that disclose people’s names and their role/title, where I located policy 

makers/regulators or professionals in the pension schemes under study.     
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Access to data and a few reflections 

 
     Gaining access to the documents was a relatively easy activity, because they were publicly 

available and therefore, could be easily obtained. There was also the availability for Freedom of 

Information (FOI) requests. In order to start accessing the data, a list of keywords was used based on 

the reading of wider pension research literature, especially green and white papers for UK pensions, 

including those on the state pension, DB pensions, auto-enrolment reform as well as publications from 

the Department for Work and Pensions, the Pensions Commission, and the Law Commission, and  

documentation explaining the selection of different types of pension schemes. The following are 

examples of documents used. 

(i) Regulation-related: ‘law relating to social security’; ‘social security’; ‘pension 

legislation’; ‘pension acts’; ‘pension regulators’;  ‘pension promise’; ‘trusteeship’.  

(ii) Pension scheme-related: ‘Treasury – national insurance’, ‘HMRC – national insurance’, 

DB pension schemes, ‘national insurance fund’, ‘national insurance investment account’,  

‘ group personal pension schemes’,  ‘group stakeholder pensions’, ‘USS governance’, 

‘pension providers/insurance companies’.  

Subsequently, as data collection was developed, this list was enriched with more keywords in line 

with a manual data inventory I was keeping.  

     In contrast, it was more difficult to gain access for interviews due to a low response rate. A ‘cold 

call email’ approach was used to contact potential participants for interviewing. I chose this approach 

because it allowed for introducing myself and explain the purpose of the email, the reasons for 

contacting the particular participant or organisation, the nature of my research as well as guarantees of 

the anonymity, confidentiality and use of information only for research purposes. However, one of the 

major problems with this approach is that there is high probability interview invitations will be 

rejected. Email communication is quite impersonal, especially if it is initiated by an unknown PhD 

student. Regarding this, in relation to political or professional elite interviewing, access has been 

confirmed as one of the major challenges (Drew, 2014). The fact is that elites “have busy schedules”, 

as (ibid, p.78) and concerns about disclosing sensitive information, especially to someone who they 

do not know, all of which put up barriers to access.  

     I tried to address these limitations to the best possible extent by using networking in addition to 

‘cold call emails’, when it was feasible. It proved partly successful, more specifically, one out of two 

participants who were accessed through networks, accepted being interviewed. On reflection, the 

initial structure and wording of the invitation emails represented information overload and some too 

direct words/phrases perhaps alienated some of the invited participants, which would explain the poor 

take up. Massey and Walford (1999) propose to soften the content and structure of the text through 
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using somewhat a marketing-oriented strategy when seeking to gain access for research. Indeed, 

changes made to the later interview invitations appeared to work better.  

Data sources 

  
     For this research, five main sources used for data collection, which are the following:  

1) legislation and regulation documents, along with other government documents;  

2) pension scheme documents; 

3) online finance and pension magazine/newspaper articles; 

4) other secondary literature as documentary data; 

5) key informant interviews.  

      

     The first data source includes both ‘hard law’ and ‘soft law’ in order to distinguish formal rules in 

mandatory and non-mandatory cases. The documents collected were intended to cover all aspects 

regulating a pension scheme, not only formal mandatory rules. The term ‘hard law’ is commonly used 

in international law to describe formal rules that have legal binding force (Abbott and Snidal, 2000). 

In this study, the term is taken to describe the domestic regulatory system for state and private pension 

schemes, comprising purposes, outcomes, and/or standards of conduct enforced by law to a pension 

scheme. In turn, ‘soft law’ describes formal rules that have less or no legal binding force (ibid), for 

example, guidance and recommendations. Moreover, government documents were gathered including 

various reports published by committees, commissions, and ministries, from which evidence about 

both regulation and broader public pension policy was obtained and used for the empirical chapters as 

well as for the supporting contextual material presented in Ch.3.  

     The second source of document collection includes those published by the three pension schemes 

to seek insights regarding actors and the decision-making process. These documents provided 

evidence about investment strategy, principles, policies and procedures, and annual reports.  

     The third source of document refers to online magazines and newspapers relating to pensions and 

finance. These were useful for examining the various views on the pension schemes and helped to 

either confirm information drawn from other sources or shed light on the pension scheme’s decision-

making process. The fourth source of data included, for example, reports published by the Pensions 

and Lifetime Savings Association, and this was used for similar purposes. Table 5 below illustrates 

the types and number of documents used in the analysis.   

     The last data source refers to the three key informant interviews conducted, specifically one 

interview for each scheme. The roles of these participants in the pension schemes were:  
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1) senior officer in the Debt Management Office, who has first-hand knowledge about the 

national insurance fund and public debt and cash management;  

2) University and College Union (UCU) administrative staff member, who has extensive 

experience relating to matters about the Universities Superannuation Scheme (USS) 

management, including both administration and investment;  

3) senior member of the Independency Governance Committee (IGC), who oversees a large 

number of workplace pension contracts with insurance companies, and was appointed by the 

private pension provider.   

 

 

Table 5 Types and numbers of documents used 

Type of document Number  

Legislation 15 

Broader regulation documents 12 

Commissioned reports 3 

Government reports 19 

Pension schemes’ annual reports 19 

Pension schemes’ notices/descriptions 14 

Pension schemes’ statements, governance 

frameworks, booklets, guides 
23 

Pension, finance newspapers and magazines 6 

International policy, associations, research 

organisations etc. 
6 

TOTAL 117 

 

 

4.4.3 Data analysis 

  
     The process of data analysis was an iterative thematic one. The iterative process included multiple 

rounds of questioning data within each case study and its site in order to generate suitable codes (e.g. 

‘best interests’, ‘purpose of the scheme, ‘duty/responsibility’). Moreover, it required numerous checks 

of the emerging codes across the sources in order to confirm that they remained consistent and at the 

same time, captured the meanings of and explanations for the return-maximisation and social 

protection rationales. Constant comparisons of the data were made in order to find commonalities in 

codes and then themes across the cases studies and sites. During the writing up of the empirical 
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chapters, I made references back to the original sources in order to ensure that the selection of codes 

and themes reflected the data.   

     The analysis was formed of three stages. Figure 2 maps these and their outcomes, along with the 

structure of the empirical chapters.  

1st stage comprised creating an empirical table based on the ‘governance analysis’ framework. This 

table was used as a way to make sense of and code the data against ‘items’ of governance. An ‘item’ 

of governance could be the actors, and then anything that coordinated the decision-making among 

these actors towards providing retirement income at different levels (system, pillar, scheme level). For 

example, the item could be related to internal rules, principles, norms, procedures, power dynamics as 

well as regulatory rules and instruments. However, an ‘item’ of governance could not pertain to an 

actor’s idiosyncrasies, including issues such as greediness, personal experiences and individual 

autonomy in day-to-day decision making. Table 6 provides a summary of the empirical table.  

Table 6 Applying a ‘governance analysis’ framework in the analysis  

 

Domain                               Raw data                                           Level of analysis 
 
 
                                                                                                                     
 
                                                                                                                                                     System level 
 
 
 

 
 
 
 
Formal  

 
 
                                                                                                                     
 
 
                                                                                                                          Pillar level 

 
 

 
 
 

 
                                                                                                                                              
 

Operational 
                                                                                                                                                
 
 
 
 

                                                                                                                                                    Scheme  level 

 

Pension system’s objectives (e.g. poverty 
alleviation, pension adequacy, gender equity, 
increase private pension saving); Pension system 
architecture (e.g. pension schemes, coverage, 
access, pension mix, legitimizing benefit as what 
type of pension right). 

 

 Regulatory framework:  

Regulation of organizational type of pension 

schemes (e.g. state/workplace/personal, and 

public/occupational/single-employer/individual); 

Policies about administration; Investment 

regulations; Funding requirements; Statutory 

requirements for disclosure; Financial Services 

regulation;  Statement of Principles, Standards, 

Codes of Practice, and other guidance; 

Compliance requirements; Ministries and 

Regulatory bodies, their responsibilities, and any 

policy partnerships.  

Pension scheme’s organizational and 

operational framework:  

Size of schemes (number of active members, and 
funds under management); Investment strategy 
including responsible investment; Statement of 
investment principles and/or code of conduct; 
Form of information disclosed (e.g. annual 
reports, audit statements, remuneration policy); 
Outsourced investment management; Groups 
involved in pension schemes (e.g. central and 
peripheral actors, board composition, 
committees) and their responsibilities.  
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2nd stage was aimed at confirming the constituent parts of governance in order to examine the role of 

investment regulations in the financialization process. That is, it explored the ‘structures’, ‘processes’, 

and ‘actors’ in the empirical table above and in the light of the first two research questions. It resulted 

in three concepts identified as high-level categories: 1) regulatory conditions as structures, 2) 

investment decision-making process as process, and 3) pension scheme actors as the actors. Building 

on this stage, the ‘items’ in the empirical table established for stage 1 were categorised under each of 

these high-level categories.  

3rd stage involved refining of data under each of these categories, in order to achieve the following 

objectives: fully address the research questions; enable comparisons across different cases; ensure the 

analysis will convey meanings for the social protection and return-maximisation rationales and their 

interaction as manifestations of financialization; and to allow for the development of the empirical 

chapters.  Regarding the regulatory conditions, themes identified are drawn from a more detailed 

definition of ‘regulation’ provided by Black (2002, p. 170). This can be said to imply an ends-means 

approach to examine regulations in an inclusive and detailed manner. Thus, themes as elements of the 

analysis of regulatory conditions are defined as: a) purpose of a pension scheme and interests of 

scheme members (ends), and b) the notion of responsibility and mechanisms or standard-settings 

(means) aimed at constraining and coordinating decision-making. The empirical chapter 5 is 

structured based on these themes. Regarding a pension scheme’s decision-making process and actors, 

themes emerged from identifying the most common dynamics that intervened in the decision-making 

process among all the pension schemes. The groups of pension scheme actors and their interests 

influencing decision-making were also identified. The empirical chapters 6, 7, 8 are structured based 

on these themes (see Figure 2).  
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Figure 2 Third stage of analysis and summary of the empirical chapters 

 

4.5 Conclusion 
 
     This chapter has set out the analytical and methodological choices made for this research and 

justifications that underpin them. Pension scheme investment regulations, pension scheme investment 

decision-making, the actors, and the influence of pension scheme investment regulations on the 

tension between the social protection and return-maximisation rationales (i.e. on pension 

financialization process) are the objects of analysis in this study. In order to examine these objects of 

analysis, a detailed definition of ‘regulation’, the concept of ‘governance’, and a ‘governance 

analysis’ analytical framework are provided. Furthermore, in seeking the norms of the rationales 

constituting financialization and meanings of regulation an interpretive approach to the data analysis 

is undertaken. Cross-sectoral comparative research was designed for an in-depth exploration of 

pension financialization in the UK. The selection of cases at the meso/pension scheme level of 

analysis includes three distinct types of pension schemes in the UK pension system, with real-life 

examples being investigated for each type. Document analysis is used to collect data along with a few 

informant interviews.   

     In the light of this discussion, the following chapters will present the findings of this study, 

identifying three regulatory rationales between social protection and finance produced for each of the 

three types of pension scheme (Chapter 5). There is discussion on their use in the investment decision-

making process carried out by key actors for each real-life pension scheme (Ch. 6, 7 8), and then the 

influence of regulations on decision-making and the social broader outcomes is probed (Ch.9).     

Empirical 
chapters 

Chapter 5

Regulatory framework

(all types of pension schemes) 

ENDS 

(purposes, intended 
outcomes, interests of 

employees/ scheme 
members)

MEANS 

(notion of responsbility,  
regulatory instruments, 
mechanisms, standards 
of behaviour etc) 

Chapter 6: National Insurance scheme

Chapter 7: Universities Superannuatin 
Scheme

Chapter 8: Workplace contract-based 
pensions schemes

PROCESS

(orientation, 
conceptualization, 

motives, 
technologies/tools)

ACTORS

(Social  groups, roles, and 
interests)
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Chapter 5 The UK Regulatory Framework: three institutional logics 
  

5.1. Introduction 
  
     This chapter discusses how the regulatory framework is intended to govern tensions between the 

logic of social protection and that of finance (i.e. return maximisation). This is the first significant step 

to address the overarching aims of this research, given that the key elements of the regulatory 

framework can mediate social protection and financial rationales towards supporting (or not) pension 

financialization. More specifically, the chapter addresses the first research question, as outlined in the 

Literature Review chapter (Chapter 2): “How is the UK regulatory framework intended to govern the 

contradictory institutional rationales of social protection and finance (return maximisation) 

underlying the investment decision-making process in three different types of pension schemes?”. It is 

argued that the interplay of both logics is, indeed, promoted through regulating the pension schemes. 

It is also contended that for mediating their diverse and competing nature, three distinct institutional 

rationales are produced by the regulatory framework: a) the logic of cost-effective protection 

regarding the state pension scheme; b) the logic of ‘reasonable’ profit regarding the private 

occupational DB pension schemes; and c) the logic of ‘minimum quality’ of exchange regarding the 

private workplace DC personal pension schemes. Each of them embodies certain assumptions about 

the relationship between social protection and maximisation of financial returns rationales. In the case 

of the state pension provision, such a relationship is assumed to be irreconcilable, while when moving 

on private pension provision, this is taken to be resolved by setting proper rules.  

     The chapter thus focuses on the examination of the regulatory conditions, that is, formal mandatory 

legal rules as well as non-mandatory rules for pension schemes, and their underlining regulatory 

rationale. This is achieved by drawing on 42 legal and policy documents, which are available publicly 

or under freedom of information (i.e. 15 documents used for the national insurance scheme; 13 

utilised the for occupational trust-based DB pension schemes; and 14 documents for the private 

contract-based DC pension schemes). The underlining regulatory rationale of each pension scheme is 

identified by exploring the ends the regulators set (i.e. what the regulators define as the goals of 

regulation, what they attempt to do); the means of delivering such ends (i.e. how they think they will 

best achieve these goals); along with their meanings. All of these combine to frame a certain rationale 

assumed to orient and effect investment decisions in the pension schemes. The use of ends and means 

understanding for the analysis of regulatory conditions in this research, as already mentioned in the 

Methodology chapter (Ch.4), is based on the general assumption that the ends are very important 

elements of any regulatory framework and by extension, the means. This also relies upon the detailed 

definition of regulation provided by Black (2002), in which ends and means are incorporated. By 

drawing on her definition, ends and means are identified through the following themes that are present 
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in all the regulatory frameworks and thus, can be utilised to explore and compare them across the 

focal pension schemes. These themes include: primary purpose(s) of the pension scheme under 

regulation and the definition of the interests of beneficiaries protected by the regulations (ends); and 

the nature of the responsibility assigned to the pension scheme actors, who act on behalf of the 

scheme beneficiaries, standard of conduct or other steering mechanisms, and information disclosure 

(means).  

     The chapter is divided into four sections. The next three sections (5.2, 5.3, and 5.4) discuss the 

regulatory structures as configurations of ends and means for each pension scheme, and their 

underlying rationale. Then, Section 5.5 concludes the chapter. 

5.2 National Insurance Scheme: the logic of cost-effective protection 
  
    The national insurance scheme is pay-as-you-go (PAYG), financed the amount of reserves 

accumulated from the difference between contributions and benefit payments. These national 

insurance scheme reserves are transferred from the HMRC to the public debt management agency, as 

the executive agency of Treasury, in order to be managed by regulations provided by that body1. 

Thus, in this section, the inside-government regulatory framework is explained as a combination of 

ends and means for the management of the national insurance scheme reserves, carried out by the 

Debt Management Office (DMO). That is, the key elements of the particular policy framework feature 

the ‘logic of a cost-effective protection’ to deal with the tensions between the social protection 

rationale and financial rationale of returns maximisation in the management of the public pension 

reserves. This finding qualifies the benchmarking expected to be acquired through comparisons 

among pension schemes, as noted in the Methodology chapter (Chapter 4). That is, it is an important 

step to starting to identify the particular type of pension provision as one benchmark of the pension 

financialization process. 

5.2.1 Protecting the interests of beneficiaries, as benefit claimants and taxpayers, and 

securing state-guaranteed pensions 

   
     The starting point for exploring regulation on the reserves of the national insurance scheme can 

considered according to two key ends: first, what is the main goal or purpose of the scheme that the 

regulator seeks to realise, and second, the definition of the interests of the beneficiaries that the 

regulator aims to protect. As already noted, in the case of the reserves of the national insurance 

                                                           
1 According to the National Loans Act 1968, c.13, the Treasury “shall establish an account, to be known as the 

Debt Management Account”. One of the major objectives of this account is to use government surpluses “to the 

best advantages”. The Debt Management Account is actually operated by the public debt management agency, 

which is known as Debt Management Office (DMO) and the surplus from the national insurance fund is 

transferred to this account.  
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scheme, the regulator is one ministry, Treasury and for matters relating to state pensions other than 

the use of reserves, the regulator is also the Department for Work and Pensions (DWP).  

      The first primary goal of regulation is ensuring that there are “sufficient funds to even out 

fluctuations over time in the movement of contributions and benefits and to provide a source of 

finance to meet exceptional demands, for example in times of high unemployment”2. National 

insurance scheme reserves should primarily secure the payment of retirement benefits and thus, 

provide state-guaranteed pensions, when there are fluctuations in the levels of income inflows or 

outflows. In order to do so, regulations imply striving to preserve these reserves. Their transfer to a 

different account (known as the ‘National Insurance Fund Investment Account’) in order to be 

invested by the responsible agency3, will in turn, produce a small amount of income from their 

investment. In particular, the latter will “enable the NIFIA to earn a rate of interest very closely 

correlated with prevailing short-term sterling interest rates”4, which have been at historically low 

levels for the past eight years. As such, investing does not appear to be perceived as an activity of 

maximising profit, but rather, one of getting regular income.  

     The memorandum of understanding between the HMRC and the Commissioners for the Reduction 

of the National Debt (CRND)5 transfers the surplus to the CRND, and validates this agreement and 

the charges for the statutory services provided by the CRND. The MoU does not add on or change the 

main goal of securing these funds seen above.   

     The second goal is more directly associated with the government’s budget strategy than the 

pension scheme. More specifically, it is related to government’s cash management objectives, which 

include the use of national insurance scheme reserves. This relates to the “use of cash surplus..to best 

advantage”6, which means to minimise the costs of holding cash, and to reduce government 

expenditure as well as, potentially, its borrowing needs. Then, agents who are making strategic 

decisions for delivering such a goal - which in the case of the state pension scheme is the CRND -, the 

activities of which are actually performed by the DMO are given discretion to make these decisions 

within the boundaries of the “best achieving cost-minimisation objective”7. In addition, it is 

highlighted that the particular goal is “in accordance with the government’s ethos for cash 

                                                           
2 UK Debt Management Office, 2016a. National Insurance Fund Investment Account. Available at: 

http://www.dmo.gov.uk/index.aspx?page=CRND/CRND_Portfolio/NIFIA; (accessed 16 December 2016). 
3 According to section 161(3) of the Social Security Administration Act 1992, “HM Revenue and Customs 

(HMRC) transfers money to the Investment Account on days when it has a net inflow of cash and draws from 

the Investment Account on days when payments exceed receipts”.  
4 UK Debt Management Office, 2016a. National Insurance Fund Investment Account 2015-2016. London: Debt 

Management Office. p. 5.  
5 Revenue & Customs, H.M., 2016. Memorandum of Understanding between HMRC and CRND. unpublished. 
6 Treasury, H.M., 2016. Debt and reserves management report 2015-16. London: HM Stationery Office. p. 31; 

Treasury, H.M., 2014. Debt and reserves management report 2013-14. London: HM Stationery Office; 

Treasury, H.M., 2006. Debt and reserves management report 2005-06. London: HM Stationery Office. 
7 Ibid, p. 31.  
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management as a cost-minimising, rather than profit-maximising, activity”8. Decisions, as well as 

risks that underlie these and the whole strategy of ‘modern’ government cash management, including 

the national insurance scheme cash surplus, should thus be in line with reducing costs, rather than 

maximising profit.  

 

     In short, the main goals of regulation regarding the allocation of national insurance scheme 

reserves should be intended to safeguard funds for the payment of state-guaranteed pensions, while at 

the same time, contributing to reductions in government costs and expenditure by taking into account 

risks involved in this, and remaining “within the risk appetite approved by Ministers”9. However, 

these goals exclude any demands on the national insurance fund by its beneficiaries relating to 

different criteria over its use (e.g. increasing the level of retirement benefit), other than that of earning 

low levels of income and optimising reserves for the central government. Indeed, other demands have 

actually been characterised as unsustainable for public finances in the long-run. The answer to a 

Parliamentary Question about the use of any surplus to increase state pension in 2009, was that the 

“government considers the short-term use of the surplus on the national insurance fund in this way to 

be unsustainable in the long term”10. In addition, green and white papers about state pension reform 

by the Department for Work and Pensions emphasise that the increase in ageing population along with 

a lower number of workers will put at risk the fiscal sustainability of the state-run scheme and 

consequently, public finances11.  

     Moreover, a less elaborated upon reason behind excluding other uses of scheme’s reserves, could 

be associated with the increasing dependence of governments on financial markets because of 

searching for funds on financial markets (i.e. borrowing). As a result of this, they have come to rely 

upon the ‘confidence’ of bond-rating agencies and investors, which is ‘measured’ by their “ability to 

resist populist demands” (Centeno and Cohen, 2012, p. 326). As Centeno and Cohen  point out (2012, 

p. 326), governments’ “resistance to populist demands increasingly became the most prized 

characteristic of a responsible (and thus investable grade) state”. Accordingly, an institutionalised low 

state pension strategy, in the light of fiscal sustainability involving cost-attainment objectives, 

presents this resistance as a public policy position, which embraces the ‘rules’ of financial markets, 

and not just the rights of citizens to old-age income security.  

                                                           
8 Ibid., p. 31. 
9 Treasury, H.M., 2006. Debt and reserves management report 2005-06. London: HM Stationery Office.  
10 HC Deb 10, February 2009. Column 1849W. 

https://publications.parliament.uk/pa/cm200809/cmhansrd/cm090210/text/90210w0015.htm  
11 Department for Work and Pensions, 2013. The Single-Tier Pension: A Simple Foundation for Saving (Cm 

8528). London: HM Stationery Office. 

https://publications.parliament.uk/pa/cm200809/cmhansrd/cm090210/text/90210w0015.htm
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     Turning now to the defined interests of beneficiaries under the state-run scheme, these appear to be 

those of claimants entitled to a state-guaranteed income in retirement as well as those of taxpayers 

entitled to value for money from government cash management and by extension, expenditure.  

     The relevant legislation to the administration of the social security system12 specifies two measures 

relating to the protection of the particular interests of beneficiaries. First, state-run pension scheme is 

financed by national insurance contributions and hence, those who have paid contributions throughout 

their working life, are entitled, from these contributions, to claim retirement benefit from the scheme 

in retirement. This understanding of retirement benefit as contributory benefit is also that found in the 

perceptions of British people about the national insurance scheme. According to a study conducted by 

the Department of Social Security in 1998, participants stated “in their responses they were strongly 

committed to the contributory principle, believing that “contributors had a ‘right’ to insurance 

benefits, because the act of contributing legitimated claims for benefit” (Seely, 2015, p. 17). Second, 

contributions under the national insurance scheme are separate from general taxation revenues, and 

held separately in the national insurance fund, which finances only contributory benefits, mainly 

pensions, and not government spending on defence, education etc.  

     However, the contributory principle does not necessarily imply that there can be public input into 

the ways to use and spend these resources or regarding their investment. This has been justified on the 

basis of the PAYG financing used for the state pension scheme13, which is defined by current 

contributors as covering current pensioners across generations, rather than accumulating individual 

contributions to cover that person’s own pension. As a result, the beneficiaries of a PAYG state 

scheme are entitled to claim retirement benefits, but not to exert direct control over the management 

of scheme and of its surplus, as owners of the scheme. Instead, such control is actually taken into 

consideration more broadly through the management of public money towards protecting the 

economic interests of taxpayers. Minimising the costs of government offers value for money to all 

taxpayers, including all the employees who participate in the state pension scheme. In particular, the 

non-legally binding policy framework set by the Treasury for the DMO, which manages pension 

scheme reserves, and in which the organisation, goals and responsibilities of its operations are 

defined, requires that the latter delivers “ever improving value for money for the taxpayer and the 

public”14 in making decisions about the investment of national insurance reserves. 

     In sum, the goals of regulation indicate the relationship between the state and the beneficiary-

citizen only to the extent of protecting the latter against pensioner extreme poverty. That is, the state is 

accountable to that person with regards to providing and guaranteeing basic income in retirement, as a 

                                                           
12 Social Security Contributions (Transfer of Functions etc) Act 1999, c.2. Available at: 

http://www.legislation.gov.uk/ukpga/1999/2/contents; Social Security Administration Act 1992, c. 5.  
13  HC Deb 16, December 2013. Column WA39. 
14 UK Debt Management Office, 2005. Executive Agency Framework Document. 

http://www.legislation.gov.uk/ukpga/1999/2/contents
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social security right. Beyond that, this relationship is converted into a more economised (than 

socialised), calculative one, between the state and the individual taxpayer. As a result, the state will 

try and protect the individual taxpayer from further funding of the provision of public goods and 

services, which overrides the community’s obligations to the individual.    

5.2.2 The ‘outcome-linked’ scope of operational responsibility 

  
     In the light of these ends, a major mechanism that is geared towards making agents follow the rules 

and steering their action towards specific ends, is the nature of the responsibility assigned them. The 

implementation of regulation is likely to realise the desired outcomes by the enforcement of 

mandatory restriction (which will be discussed in the next subsection) as well as by “encouraging 

voluntary compliance through persuasion” of the regulated agents (Lodge and Wegrich, 2012, p. 81). 

This persuasion can draw from the responsibility assigned to the people being regulated, and the 

nature of this responsibility. In the case of the state pension scheme, this concerns the operational 

responsibility of the civil servants in the public debt management office to act in line with the goals 

described above. As such, individuals rather than being blind compliers of the rules when they make 

decisions, in principle, they may retain their (legal or quasi-legal) responsibility for using their 

discretion and making decisions. Moreover, the nature of that responsibility has implications for how 

the agents protect the defined interests of beneficiaries. 

     The notion of responsibility is set out in the non-legally binding policy framework for regulating 

DMO activities15. It draws on the delegation - from Treasury Ministers to the Chief Executive of the 

DMO - of the “operational decisions on debt and cash management and the day-to-day management 

of the DMO”16. That is, agents are assigned with operational responsibility, which refers to the 

operational duty to achieve specific goals set by the Ministry of Finance, and not, for example, the 

duty to be accountable to the beneficiaries or to the public. The latter is more a part of the general 

responsibility of civil servants. More specifically, the “Chief Executive of debt management is 

responsible to the Chancellor and accountable to Parliament for the DMO's performance and 

operations”17. Moreover, there is also the duty “to work to high standards of probity; and the need for 

the public sector to work in harmony with parliament”18. In short, operational responsibility means 

that DMO agents are responsible for the realisation of the ministry’s goals, i.e. cost minimising 

obligations19, which should be fulfilled through their strategic and day-to-day decisions, and these are 

included in their job descriptions. Operational responsibility is less about directly promoting the 

                                                           
15 UK Debt Management Office, 2005. Executive Agency Framework Document. 
16 Ibid. 
17 UK Debt Management Office, 2016b. UK Debt Management Office. Available at: 

http://dmo.gov.uk/index.aspx?page=About/About_DMO; (accessed 16 December 2016). 
18 Treasury, H.M., 2013. Managing Public Money. London: HM Stationery Office. 
19 Treasury, H.M., 2015. Managing Public Money. London: HM Stationery Office 
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interests of beneficiaries and public in their decisions. Instead, this can only be promoted through the 

achievement of particular results.  

     Actors’ responsibility is thus limited to economically-oriented goals, specifically, cost 

minimisation. This also assumes to separate debt management agency from political decision-making, 

with the particular type of decision-making being regarded as an ineffective and inefficient approach 

to public budgeting. A publication by the International Monetary Fund on ‘Coordinating public debt 

and Monetary management’ in which independent public management agencies and modern 

approaches to public debt management are proposed, highlights that “the strengthening of the role of 

market principles..has been accompanied by a process of making the authorities of debt management 

operations more independent from political decision making” (Sundararajan et al., 1997, p. 62). For 

example, such market principles could include reduction of corporate tax and property tax as well as 

counter-measures for their effects, such as borrowing and cost-minimisation. According to Streeck 

(2014), corporate tax cuts led to increases in government borrowing, and “as it was less feasible to 

lower public spending to a corresponding level, governments began to borrow on an increasing scale 

to accommodate demands for benefits and services”, along with trying to minimise their costs. Given 

these trends, the DMO can have exclusively operational responsibility for clearly defined goals as 

being appropriate to make decisions about cash management and investment of government funds.  

5.2.3 The role of investment restrictions and reporting 

  
     Another two important mechanisms as means of producing the aforementioned ends are the 

‘standard-setting’ component of a regulatory framework, and information-gathering. Both are 

recognised as key ‘control’ mechanisms to guide behaviour in order to ensure expected outcomes 

(Black, 2002). Standards are “commands stating what is prohibited, and what is expected…intended 

to change behaviour” (Lodge and Wegrich, 2012, p. 47). In the case of the state-run pension scheme, 

standards are actually concrete restrictions on financial instruments in the use of the public fund. In 

addition, disclosure of information requirements is an important complementary tool to enforce 

compliance with these standards (i.e. investment restrictions) and with expected policy outcomes. 

These are further discussed below.  

     The use of the national insurance scheme reserves is restricted for a specific range of financial 

instruments set by the Treasury. Paragraphs 1, 2, 3, 8, and 9 and 9A of Part II of Schedule 1 to the 

Trustee Investments Act 196120 specify that it can be invested only in “narrower-range investments”, 

and not “wider-range investments”. Narrow range investments consist of British sovereign bonds 

(also known as “gilts”), fixed-income securities issued by public authorities in the United Kingdom 

                                                           
20 Trustee Investments Act 1961, c. 62. (regnal. 9 and 10 Eliz 2). London: HM Stationery Office. 
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and loans to them. In short, it includes financial instruments that are deemed as stable and safe, as 

they are not traded on the financial markets.  

     Concrete restrictions on decisions are less open to interpretation by the actors subject to them. This 

is because they actually provide a precise and complete list of investment instruments whose 

characteristics cannot be changed by different interpretations. Alternatively, an action that deviates 

from this list is not possible or even desirable by actors themselves. Through the non-authorisation of 

a range of investment instruments, riskier decisions that could lead to unexpected and unintended 

outcomes are minimised. In turn, this allows for promoting the objective of the preservation of 

scheme reserves in the decision-making delegated to the DMO.  

     In addition to the standard-setting mechanism, information-based control ones also enable 

orientation towards the realisation of goals and work against malpractice by the agents involved. As 

Yeung (2005) suggests, this can broadly take two forms, where the first is based on information 

disclosure in order to regulate behaviour directly and the second is in regards to such disclosure in 

order to encourage informed decisions. In simple terms, the former largely relies on a command and 

control way for the implementation of rules, whilst the latter draws on a market-based way of doing 

so (Yeung, 2005). In the case of the national insurance scheme, the information disclosure control 

mechanism is one of a command and control approach. This is intended to regulate the allocation 

process of public money by mandatory reporting that will eventually constrain inappropriate 

behaviour, as opposed to allowing market forces (or competition) to do so.  

      More specifically, information disclosure requirements include reporting for financial statements, 

being presented to parliament as well as being made available to public. This is through relevant 

legislation21, which requires agents of the public debt management agency “to present to Parliament 

annually an account of the securities in which money in the National Insurance Fund is for the time 

being invested”, based on a structure directed by and agreed with the Treasury. The form of 

information included in these reports can be summarised into three main parts: a. financial position, 

meaning the fund’s income accrued from interest, cash flows and changes in the balance of the fund; 

b. functions of key actors in the DMO and committees, which outlines what they do; and c. 

investment strategy and a brief statement on the realisation of the investment objectives (e.g. UK Debt 

Management Office, 2016; 2015; 2014; 2012).  

     An important implication of the particular information setting is that reporting is actually on the 

main results of the investment decision-making process. For instance, reports should disclose whether 

the capital position was protected and there were sufficient funds for meeting the needs of the national 

insurance fund. This way of disclosing information appears to ensure that information disclosure is 

                                                           
21 Social Security Administration Act 1992, c.5, Section 161(4) . Available at: 

https://www.legislation.gov.uk/ukpga/1992/5  

https://www.legislation.gov.uk/ukpga/1992/5
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closely linked to the ends of regulating described above, in particular, securing the payment of 

benefits by preserving national insurance scheme reserves, while at the same time protecting the 

interest of beneficiaries as benefit claimants by guaranteeing retirement income. Moreover, 

concentrating the delegation of decisions to the public fund management function from the Treasury 

and aligned interests between the two, allow for more concentrated reporting towards a few unifying 

principles throughout the decision-making chain. All of which could be made to sustain reporting on 

the outcomes of the decisional process.  

     To summarise, this section has presented the major ends and means combination used to regulate 

the allocation of national insurance scheme reserves by the public debt management agency. Based on 

the particular ends and means identified from analysing a set of legal and policy documents, it is 

proposed here that regulatory structures generate a rationale of ‘cost-effective protection’ to mediate 

tensions between social protection and return maximisation. This entails a way of reasoning, which 

underpins securing the payment of state-guaranteed retirement benefits and therefore, safeguards 

scheme reserves, while at the same time, these cash resources are subject to fiscal discipline, in 

particular, the minimisation of the costs of government expenditure. The means used to produce these 

ends are quite linearly connected. By setting specific restrictions and reporting on the outcomes of 

decisions regarding the scheme’s capital position (means), the intention is to orient decisions towards 

safeguarding reserves for the payment of benefits in a cost-attainment manner for the government. 

The ‘cost-effective protection’ rationale promoted by these rules fosters a specific view of the nature 

of the socio-finance protection relationship, which cannot but remain ‘antagonistic’. The boundaries 

of managing the cash resources of the scheme are taken not to exist within the lines of profit 

maximising (and thus, return maximising), but rather, within cost minimising ones. This view 

articulated through ‘cost-effective protection’ regulatory rationale in this research shows how 

decisional process should be directed between the social protection and financial logics. In this way, it 

also helps to start tracing the forms of the state’s backing for the pension financialization process, and 

key benchmarks that guide this.   

5.3 Occupational trust-based pension schemes: the logic of ‘reasonable’ 

profit 
 
      The second type of private provision examined for this research is the trust-based occupational 

defined-benefit pension schemes and this section explores the regulatory framework for these 

schemes. This is developed by a different regulator and is much more complex, compared to that of 

the state pension scheme, in the light of the development of occupational pension schemes and the 

pensions industry as well as financial liberalization. The legal framework is argued here as being 

structured around the ‘best financial interests’ of the beneficiaries and securing the pursuit of good 

outcomes as ends. Whilst the fiduciary nature of responsibility for the actors who are directly 
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involved in the investment decision-making process, that is, the trustees and investment managers (as 

the ‘manager’ of the scheme seen in Ch.3, Figure 2), ‘standard investment criteria’ along information 

disclosure requirements as the means of achieving these ends. It is then contended that the 

understanding of these ends and means reveals a rationale of ‘reasonable profit’ to guide investment 

decisions towards the tensions of social protection and return maximisation in occupational DB 

pension schemes.  

     Before turning to a more detailed discussion of this regulatory rationale, it is helpful to present 

briefly the regulator against the range of activities in an occupational pension scheme that are to be 

regulated, and its major objectives. As discussed in Ch.3, workplace pensions in the UK consist of 

occupational trust-based DB as well as DC pension schemes, and contract-based, yet employer-

sponsored, DC schemes. The occupational trust-based schemes (both DB and DC) are regulated by 

The Pensions Regulator (TPR), which is a “public body sponsored by the Department for Work and 

Pensions (DWP)”22. The main activities of a pension scheme under regulation are those concerning 

contributions, for instance, minimum obligatory contribution rates and payments; the level of 

retirement benefits (e.g. inflation-index linked pensions) and the form of payment (e.g. annuity or 

lump-sum); funding levels; and the investment of the scheme’s assets. The Pensions Regulator 

focuses on matters about contributions and benefits, funding levels as well as the duties of actors in 

the investment process, especially trustees and investment managers to whom investment decisions 

are delegated. These people are also subject to financial services regulations, and thus, monitoring by 

the Financial Conduct Authority (FCA). However, focusing on the role of the TPR is more helpful for 

understanding the regulatory framework of the occupational trust-based DB schemes. Accordingly, 

the key objectives of the Pensions Regulator23 (see also Table 7) are:  

 “to protect the benefits of members of occupational pension schemes, being managed in the 

best interests of beneficiaries”, for example, it may include to improve standards of 

trusteeship and/or provide detailed guidance and training; 

 “to reduce the risk of situations arising which may lead to compensation being payable from 

the Pension Protection Fund (PPF)”; for example, this objective could refer to interventions in 

underfunded pension schemes;  

 “in relation to defined benefit (DB) scheme funding only, to minimise any adverse impact on 

the sustainable growth of an employer”; 

 “to maximise employer compliance with employer duties and the employment”, which 

mainly includes employer’s compliance with automatic enrolment obligations.  

                                                           
22 The Pensions Regulator, 2016. About us. Available at: http://www.thepensionsregulator.gov.uk/about-

us.aspx, (Accessed 2 July 2018). 
23 Pensions Act 2004, c. 35. Available at: http://www.legislation.gov.uk/ukpga/2004/35/contents; The Pensions 

Regulator, 2016. Corporate Plan 2016-2019. Brighton: The Pensions Regulator.  

http://www.legislation.gov.uk/ukpga/2004/35/contents
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5.3.1 Protecting the ‘best financial interests’ of scheme beneficiaries and pursuing good 

outcomes for them 

 
     An occupational trust-based pension scheme is one of the assets which are separated from the 

employer by being transferred to and managed by a board of trustees. The trustees are responsible for 

running the scheme, including administration and investment in the ‘best interests’ of the scheme 

beneficiaries. Moreover, as seen above, a primary objective of the Pensions Regulator is to protect the 

‘best interests’ of these beneficiaries. In order to explain what is defined as ‘best interests’ - if any -, 

and the main purpose of the scheme, as the ends of regulation, legal documents and commissioned 

reports regulating investment decisions of the trustees are explored.  

Table 7 Objectives of UK’s regulators for private pension provision 

 

The Pensions Regulator  

(occupational trust-based pension schemes) 

 

Financial Conduct Authority  

(workplace and personal contract-based DC pension 

schemes) 

 

Pensions Act 2004    Financial Services Act 2012 

Objectives Objectives 

• “to protect the benefits of members of 

occupational pension schemes, being managed in the 

best interests of beneficiaries”, for example, it may 

include to improve standards of trusteeship, provide 

detailed guidance and training.  

• “to reduce the risk of situations arising 

which may lead to compensation being payable from 

the Pension Protection Fund (PPF)”; for example, 

this objective may refer to interventions in 

underfunded pension schemes.  

• “in relation to defined benefit (DB) scheme 

funding only, to minimise any adverse impact on the 

sustainable growth of an employer”. 

• “to maximise employer compliance with 

employer duties and the employment”, which mainly 

include employer’s compliance with automatic 

enrolment obligations. 

• “protect consumers – we secure an appropriate 

degree of protection for consumers”. 

• “protect financial markets – we protect and 

enhance the integrity of the UK financial system”. 

• “promote competition – we promote effective 

competition in the interests of consumers”. 

 

Consumer protection objectives 

 

• “the differing degrees of risk involved in 

different kinds of investment or other transaction”. 

• “the differing degrees of experience and 

expertise that different consumers may have”. 

• “the needs that consumers may have for the 

timely provision of information and advice that is 

accurate and fit for purpose”.  

• “the general principle that consumers should 

take responsibility for their decisions” 

• “the general principle that those providing 

regulated financial services should be expected to 

provide consumers with a level of care that is appropriate 

having regard to the degree of risk involved in relation to 

the investment or other transaction and the capabilities of 

the consumers in question”.  

• “the differing expectations that consumers may 

have in relation to different kinds of investment or other 

transaction”. 

• “any information which the consumer financial 

education body has provided to the FCA in the exercise 

of the consumer financial education function”. 
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     The investment decisions of trustees are regulated through the combination of trust law, pensions 

and pension investment legislation. The term ‘best interests’, indeed, appears in the two important acts 

for occupational trust-based private schemes, that is, the Pensions Act 199524 and Pensions Act 

200425, and in the trust law, the Trustee Act 200026. These legal acts demonstrate that the ‘best 

interests’ of scheme beneficiaries are part of the law and thus, a statutory obligation of actors involved 

in investment of the assets of the scheme. Despite ‘best interests’ being mentioned in the legislation, 

they are not defined.  

     A fourth piece of legislation, the Occupational Pension Schemes Investment Regulations27, 

outlines the investment powers of trustees and offers more specific directions for the exercise of a 

trustee’s investment powers, with these also extended being to the delegated investment manager. 

More specifically, investment powers must be used in order to invest the assets of a scheme “in the 

best interests of members and beneficiaries, and in the case of a potential conflict of interest, in the 

sole interest of members and beneficiaries”28. Hence, the trustee is assigned with a single, universal 

role, that of protecting the interests of beneficiaries. Along with the trustee, the investment manager 

who has been delegated to make investment decisions must also conduct them based on the best 

interests of beneficiaries. Therefore, this is one of the most crucial provisions to assume protection of 

beneficiaries provided by the trustee, and subsequently, by the investment manager, in a private 

pension scheme. However, these regulations fail to provide any precise definition of the notion of 

‘best interests’, which will specify the translation of ‘best interests’ from law into the practice of the 

trustee, and investment manager, respectively. 

     The ambiguity of this key term regarding the protection of beneficiaries, could entail at least two 

different scenarios of interpretation for both regulators and pension scheme actors. One interpretation 

is that ‘best interests’ are considered as strictly the financial-oriented interests of beneficiaries. This 

may refer to short-term financial gain, that is, ‘best interests’ rely on maximising short-term financial 

returns from the investment of pension contributions, and is mostly beneficial for the current 

recipients of pension; or long-term financial gain, that is, ‘best interests’ rely on maximising returns 

over the long run, and can benefit both present and future beneficiaries’ financial interests. The 

consideration of long-term financial gain is aimed at considering as intergenerational equity, which is 

required from the trustee boards in accordance with the Pensions Act 200429.  

                                                           
24 Pensions Act 1995, c. 26. Available at: http://www.legislation.gov.uk/ukpga/1995/26.  
25 Pensions Act 2004, c. 35. Available at: http://www.legislation.gov.uk/ukpga/2004/35/contents  
26 Trustee Act 2000, c. 29. Available at: http://www.legislation.gov.uk/ukpga/2000/29/contents.  
27 The Occupational Pension Schemes (Investment) Regulations 2005, No. 3378. Available at: 

http://www.legislation.gov.uk/uksi/2005/3378,  (4(1)).  
28 Ibid.  
29 Pensions Act 2004, c. 35. Available at: http://www.legislation.gov.uk/ukpga/2004/35/contents.  

http://www.legislation.gov.uk/ukpga/1995/26
http://www.legislation.gov.uk/ukpga/2004/35/contents
http://www.legislation.gov.uk/ukpga/2000/29/contents
http://www.legislation.gov.uk/uksi/2005/3378
http://www.legislation.gov.uk/ukpga/2004/35/contents


Chapter 5 The UK Regulatory Framework: three institutional logics 
 

95 
 

     On the other hand, a second interpretation of ‘best interests’ can emanate from considerations of 

both financial and non-financial interests, which are intended to serve more broadly the well-being of 

the beneficiaries. The consideration of non-financial factors in pension investment capital has been 

developed over the past two decades mainly by pension fund activists. However, it has been and is 

currently used to entail many and different things. For example, it may be limited to the use of 

environmental, social and governance (ESG) criteria to screen negatively potential investee 

companies. Or alternatively, it may involve considering a broader range of interests of beneficiaries, 

as employees and/or citizens. For instance, engagement with the investee companies and the 

exercising of voting rights (known as ‘pension fund stewardship’); investment in the local economy, 

improving quality of life at present or in the future through social housing, and environmental impact 

(known as responsible or social investment); or the consideration of ethical issues in the investment 

strategy (known as ethical investment).  

     Whilst these developments are acknowledged as considerations that could be taken in pension 

investment by the regulators, there is no provision to incorporate - directly or not - non-financial 

factors in the ‘best interests’ of beneficiaries. The Law Commission’s 201430 report suggests that 

trustees may decide to take into consideration non-financial factors in their investment strategy. But as 

long as such actions will not be at the ‘significant financial detriment’ for the monetary value of the 

scheme.   

     The objectives of exercising investment powers given to trustees and then, investment managers, 

as additional ends of regulation, not only sheds some light on the meaning of these ends, but also, on 

the understanding of ‘best interests’. The Occupational Pension Schemes Investment Regulations31 

require that discretion given to investment “must be exercised in a manner calculated to ensure the 

security, quality, liquidity, and profitability of the portfolio as a whole”. As such, the objectives of 

investing must be based on generating profit on pension investment (profitable), allocating pension 

capital in more liquid and thus, short-term financial instruments (liquidity) as well as there being 

quality assets (quality), in order to maintain a ‘secure’ portfolio. This requirement appears to confine 

the investment strategy towards the financial logic of short-term return maximisation, and to 

undermine alternative considerations in the allocation of pension assets. Moreover, it determines ‘best 

interests’ as short-term financial interests of the scheme beneficiaries as future recipients of pension 

benefits, rather than as a combination of financial and non-financial interests of scheme beneficiaries, 

considered as benefit recipients but also employees and owners of pension resources.   

                                                           
30 Law Commission, 2014. Fiduciary duties of investment intermediaries. No. 350. 
31 The Occupational Pension Schemes (Investment) Regulations 2005, No. 3378. Available at: 

http://www.legislation.gov.uk/uksi/2005/3378.  

http://www.legislation.gov.uk/uksi/2005/3378
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     In addition, a Law Commission’s report32 suggests that the meaning of the phrase ‘best interests’ 

can be found in the ultimate purpose of a pension scheme, which indicates that the best interests are 

the ‘best financial interests’. In particular, the report states that “in the case of a pension scheme, the 

simple answer is that the purpose is to provide pensions”33. This purpose is then further elucidated by, 

“the primary purpose of the investment power given to pension trustees is to secure the best realistic 

return over the long-term, given the need to control for risks”34.  

     To summarise, the precise definition of the ‘best interests’ of beneficiaries is not explicitly stated 

in the relevant legislation. However, the objectives of investment and the purpose of the scheme 

would appear to define ‘best interests’ as ‘best financial interests’ of the scheme beneficiaries. 

Furthermore, the purpose of the pension scheme is to provide pensions and is further operationalised 

as the pursuit of maximising financial returns, according to the Law Commission’s report. The 

Pensions Regulator equally requires that the trustee boards try to and achieve this purpose, and more 

broadly, “to be committed to the pursuit of good outcomes for workplace savers”35. Hence, the 

important ends of regulating an occupational trust-based scheme, are to protect the ‘best financial 

interests’ of the scheme beneficiaries, and securing the pursuit of good outcomes by pension scheme 

actors.  

5.3.2 The limited scope of fiduciary responsibility  

 
     The protection of the ‘best interests’ of the scheme beneficiaries is drawn from the legal settlement 

of trusteeship. The trust arrangement involves a fiduciary relationship between the trustee and the 

beneficiary, in the sense that the fiduciary (trustee) is bound to act in the best interests of the 

beneficiary; however, this is in a way that the former thinks is the best for the beneficiary. The trustee 

may retain from his/her fiduciary responsibility for protecting the ‘best interests’ of beneficiaries, 

when making decisions over investment. However, fiduciary duty along with the duty of care are 

reduced and frame the wider investment powers of the trustees within the boundaries of the 

professional bodies relating to investment management and thus, most likely within the strict 

financial-oriented motivations and financial interests of the beneficiaries.  

     The roots of the concept of trusteeship go back to the 14th century in England. During times of 

war, property (mainly land) would be transferred from the owner to a trusted person (feoffee, trustee), 

who would use the property for the benefit of the former's wife and family (Edwards and Stockwell, 

2007). Under this settlement, the trustee would be the legal owner of the property and the 

                                                           
32 Law Commission, 2012. Consultation paper. Fiduciary duties of investment intermediaries. Law 

Commission, No 215. 
33 Ibid. para. 10.25 
34 Law Commission, 2014. Fiduciary duties of investment intermediaries. No. 350. para. 5.56.  
35 The Pensions Regulator, 2016. Code of conduct for board members. Available at: 

http://www.thepensionsregulator.gov.uk/docs/board-code-conduct.pdf  

http://www.thepensionsregulator.gov.uk/docs/board-code-conduct.pdf
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beneficiaries would be the equitable owners of it, meaning they would have an ‘equitable interest’ 

over the property. This arrangement drew upon equity law and was deemed as a remedy to the 

malfunctions of common law (ibid). In a similar way, the assets of a trust-based pension scheme are 

transferred to the trustee, and make him/her the legal owner of the pension assets. The employee-

beneficiaries of the scheme, who contribute to it, possess the right to claim benefit from the use of the 

scheme’s assets, but do not have direct control over them. This means that the employer who 

contributes and settles the scheme remains separate from the pension assets, as these are transferred to 

the trustees, so that no ‘abuse’ of assets takes place.  

     The relationship between the trustee(s) and scheme beneficiaries is a non-representative one in the 

interests of the latter. This means that it is the trustee who decides what the best interests of 

beneficiaries are. Precisely, Pitkin (1967, p. 130) clarifies that the trustee “must act for the latter’s 

benefit, but the property is in the trustee’s own name, when he administers it, he is not acting in 

someone else’s name. He does not take orders from or consult with the beneficiary”. Thus, the 

‘equitable benefit/interest’ of the beneficiary is one defined by the trustee in accord with his/her 

understanding of ‘best interests’ that will promote the welfare of the beneficiary. In some cases, the 

trustee may link equitable interest with exclusively financial benefits, because of the contributions 

paid by the beneficiary. Alternatively the trustee may link equitable interest with the broader benefits 

of the beneficiary, in accord with the latter’s choices for the pursuit of his/her own welfare.  

     The legal ownership that is transferred to the trustee implies that entity has responsibility for the 

decisions made in a scheme, in particular, regarding fiduciary responsibility to the members of the 

scheme. The trust law36 clarifies fiduciary responsibility of the trustee, as the fundamental duty of the 

trusted person to “perform in the best interests of another”. More specifically, it pertains to “the duty 

to act in the best interests of the present and future beneficiaries and to avoid any conflict between 

their duties as trustees and their personal interests” (ibid).  

     Fiduciary responsibility is further clarified in terms of the duty of the trustee to be loyal to the 

trust-beneficiaries. The duty of loyalty involves four more detailed obligations which instantiate that 

duty and by extension, the fiduciary duty37. These obligations are: the ‘no conflict rule’, which is that 

fiduciaries must not permit any conflicts of interest between their interests and those of the 

beneficiaries; the ‘no profit rule’, meaning trustees must not make a profit to the detriment of 

beneficiaries; the ‘undivided loyalty rule’, whereby trustees must not permit any conflicts of interest 

between different groups of beneficiaries within their duty; and lastly, there is the ‘duty of 

                                                           
36 Trustee Investments Act 2000, c. 29. Available at: https://www.legislation.gov.uk/ukpga/2000/29/contents; 

Trustee Investments Act 1961, c. 62. (regnal. 9 and 10 Eliz 2). London: HM Stationery Office; Trustee 

Investments Act 1925, c. 19. (regnal. 15 and 16 Geo 5). London: HM Stationery Office. 
37 Law Commission, 1992. Consultation paper. Fiduciary duties and Regulatory rules. Law Commission, No 

124. 

https://www.legislation.gov.uk/ukpga/2000/29/contents
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confidentiality’, meaning trustees must make use of information to the beneficiaries’ advantage, not 

for themselves. In short, fiduciary responsibility reflects the motivation or the purpose behind an 

action, which must be underlined and justified on the basis of why the power was granted in the first 

place, that is, to protect the best interests of the scheme beneficiaries.   

     In order to exercise fully fiduciary responsibility, trusteeship gives wide powers of investment.  

The Pensions Act 199538 makes this provision by stating that “the trustees of a trust scheme have, 

subject to any restriction imposed by the scheme, the same power to make an investment of any kind 

as if they were absolutely entitled to the assets of the scheme”. Thus, trustees are fully entitled to 

make any investment decision in order to fulfil the fiduciary duties. However, they can make 

investment decisions that are harmful to the interests of beneficiaries, for instance speculative and 

hazardous investments.  

     The duty of care in the Pensions Act 199539, which refers to the “duty to take care and exercise 

skill in relation to an investment function”, is one of the most important legal obligations in addition 

to the fiduciary duty, which can constraint investment powers. As a matter of the duty of care, pension 

trustees are required to delegate their investment powers to professional authorised investment 

managers, and to take professional advice on investment decisions from investment consultants40. The 

duty of care is then transferred along with the delegation of investment functions to the investment 

managers. In the case of the latter, the duty of care will not only signify “a duty to take care to avoid 

injury or loss”, but also “to act with reasonable care and skill”. According to Blake (2006, p. 216), 

“reasonable care and skill” is a higher standard to measure the behaviour than that of the “ordinary 

prudent man of business”, and it applies to specialised investment managers as well as the higher-

skilled trustees of a scheme. The added meaning for extending the exercise of care of an ‘ordinary 

prudent man of business’ to ‘reasonable care’ is that duty of care not only requires acting with caution 

and dealing with risk incurred41, but also, to act in attentive and competent ways42. This careful and 

competent behaviour is mainly associated with professional competence, knowledge and expertise on 

pension administration and investment management, rather than general competence and care in the 

ways protecting the interests of beneficiaries.    

     Fiduciary duty, together with the duty of care, is intended to constrain the investment powers of 

pension trustees and by extension, the delegated actors. Fiduciary responsibility signifies the purpose 

and motivation underlining an investment decision, while duty of care pertains to the capacity for 

making decisions, in terms of attention and competence. Whilst the combination of these obligations 

                                                           
38 Pensions Act 1995, c. 26. Available at: http://www.legislation.gov.uk/ukpga/1995/26. (Section 34(1)).  
39 Ibid. (Section 33(1)).  
40 Ibid.  
41 Law Commission, 2012. Consultation paper. Fiduciary duties of investment intermediaries. Law 

Commission, No 215. para. 6.55, 6.56.  
42 Ibid.  
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can be taken to guard beneficiaries against the wide investment powers of trustees, they can, 

nevertheless, limit the scope of fiduciary obligations and segregate the fiduciaries.    

     Controlling investment powers through ‘reasonable care and skill’, involves professional 

knowledge and skills, which, it has been argued, has led to the professionalisation of trustees 

(Montagne, 2007) along with the already professionalised investment managers and most of the 

independent trustees sitting on trustee boards. Indeed, a discussion paper entitled ‘21st Century 

Trusteeship and Governance’ issued by the Pensions Regulator43 in 2016 suggests that one measure to 

improve the standards of governance is to require particular professional qualifications from trustees. 

The proposers of this draw on advantages like knowledge and impartiality44; however, there are also 

disadvantages of moving towards trustee professionalisation. In particular, decisions may be taken 

only in accord with principles and practices of specific professional bodies and thus, extensively rely 

upon a specific group of actors. Moreover, the role of the trustee and that of investment manager 

becomes more or less identical, which reduces fiduciary responsibility to what can be offered by 

specific professional fields, and hence, the advantage of impartiality as a result of utilising expertise 

knowledge might be regarded as ambivalent. Further, a reduced scope of fiduciary duty might limit 

the motivations of pension scheme actors (trustees and investment managers) to define ‘best interests’ 

other than in relation to the maximisation of financial returns.  

     In addition, fiduciary duty is segregated across a variety of actors and so too, the responsibility of 

these actors for producing particular outcomes. For instance, investment decisions are delegated to 

multiple investment managers. Thus, the investment decision-making process is divided into smaller 

and smaller tasks with multiple actors. Trustees are mainly responsible for the selection of investment 

managers dependent on ensuring their capacity to exercise ‘reasonable care and skill’ in carrying out 

decisions. They are not liable for that person’s decisions and any harm or loss caused by him/her. As 

Montagne (2007, p. 30) argues “the number of potential fiduciaries limits their responsibility to a 

particular activity. Their reconfiguration can be qualified as functional segmentation: each player is 

responsible for the task that is attributed to him and only”. In such a case, there is uncertainty with 

respect to who is responsible throughout the whole investment chain when things go wrong.  

5.3.3 The role of ‘standard investment criteria’ and ‘Statement of Investment Principles’ 

as standards of conduct 

 
     The exercise of fiduciary responsibility throughout the investment decision-making process is 

subject to two primary standards of conduct. The first, is ‘standard investment criteria’ consisting of 

‘suitability’ of investment and ‘diversification’ of investments into a wide range of financial products, 

                                                           
43 The Pensions Regulator, 2016. 21st Century Trusteeship and Governance. Available at: 

http://www.thepensionsregulator.gov.uk/docs/board-code-conduct.pdf.      
44 Ibid.  

http://www.thepensionsregulator.gov.uk/docs/board-code-conduct.pdf
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whilst the second pertains to the amount and type of disclosed information required by the Statement 

of Investment Principles. This subsection shows what these mechanisms are, and how they are meant 

to achieve particular ends.  

          The standard for ‘suitable’ and ‘diversified’ investments that was introduced by the Trustee Act 

200045, replaced investment restrictions in accord with ‘narrower-range’ and ‘wider-range’ investment 

options, as was required by the Trustee Investment Act 196146. Under the 2000 Act, there are no more 

restrictions on specific investment instruments chosen and authorised by trustees. This ‘traditional 

approach’ of restricting investment options to narrower-range and wider-range investments has been 

replaced by a ‘modern’ approach of restricting investment options derived from the principles of 

modern finance theory (Thomas and Hudson, 2010). Through this approach, the allocation of 

occupational pension assets is based on searching for financial returns, while embracing any financial 

risks incurred, and diversifying through selecting a wide range of financial instruments, i.e. the basic 

principles of modern finance discipline. Such criteria, unlike those seen in the state pension scheme, 

are not compatible with concrete legal restrictions on investment decisions. 

     The first of the ‘standard investment criteria’ steering investment decisions is the ‘suitability’ of 

the investment the trustee and investment manager are required to take into account. It is briefly 

defined in the relevant legislation as “the suitability to the trust of investments of the same kind as any 

particular investment proposed to be made or retained and of that particular investment as an 

investment of that kind”47. This more specifically means to choose investments the risks of which are 

‘suitable’ or appropriate for the particular type of pension scheme. However, this understanding is not 

intended to direct agents to avoid risks all together. On the contrary, there can be ‘reasonable’ risk-

taking by agents in order to achieve profitable investments, as opposed to hazardous and unsuitable 

risks. Risk-taking is deemed as necessary or inevitable to any investment strategy of occupational 

pension schemes. Only in the case of loss from unreasonable, hazardous risks, will this make an 

investment ‘unsuitable’, and will possibly breach the fiduciary duty. That is, this will not be the case 

for ‘reasonable’ risks undertaken in the search for profitable, liquid investments. 

     The second of the ‘standard investment criteria’ is the ‘diversification’ of investment decisions48. 

Trustees and investment managers are required to have regard for “the need for diversification of 

investments of the trust, in so far as is appropriate to the circumstances of the trust”49. The concept of 

diversification is suggested by modern finance theory, in particular, what is often referred as ‘modern 

portfolio theory’ being associated with the need for spreading investment-related risks of an 

                                                           
45 Trustee Investments Act 2000, c. 29. Available at: https://www.legislation.gov.uk/ukpga/2000/29/contents. 
46 Trustee Investments Act 1961, c. 62. (regnal. 9 and 10 Eliz 2). London: HM Stationery Office. 
47 Trustee Investments Act 2000, c. 29. Available at: https://www.legislation.gov.uk/ukpga/2000/29/contents. 
48 Ibid.  
49 Ibid.  
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investment portfolio, by investing in different financial instruments and markets. In this way, risk 

exposure of the whole portfolio is primarily considered to be balanced and possibly mitigated. The 

risks from individual investment options and decisions thus become less important under these rules, 

in contrast to the investment restriction rule, which sets constraints for individual investment options 

and decisions. As Langley (2004) points out, the Trustee Act 2000 entails a move towards increased 

risk-taking, which is justified by the strategy as well as discourse of risk diversification in regulation. 

In turn, risk-taking is reasoned as an action to ensure profitable investment decisions. Based on this 

relationship, pension legislation tends to integrate the basic principles of finance theory, that is, 

encouraging return maximisation (even speculative), risk taking and optimisation behaviour, within its 

rules. Then, ‘standard investment criteria’ can be said to bolster a financial logic of return 

maximisation through their underlining emphasis on suitable and diversified risk-taking in order to 

search for maximising profits on investment, which is at the core of finance theory and less in terms 

of restrictive investment to secure the capital of a pension scheme.  

     According to these rules, avoiding speculative and harmful behaviour relies mostly on the 

fiduciary duty and ‘reasonable care and skill’ discussed above (Law Commission, 2012). That is, the 

trustee and investment manager are obliged to think and act in a ‘reasonable’ manner in terms of 

investment choices, without what is profitable, speculative, or harmful being defined. These matters 

seem to be left open to interpretation throughout the actual practices of the trustees and their 

delegate’s investment managers. For instance, whether trustees refer to short-term investment 

performance, long-term investments, local or international investments, or whether they link value-

added not only to financial returns but also to wider social and economic benefits for the scheme 

beneficiaries.  

     Another mechanism reinforcing an expected behaviour towards the realisation of specific 

outcomes and the protection of the interests of beneficiaries is the disclosure of information regarding 

the investment of pension scheme assets. In the occupational pension schemes, this consists of legal 

provisions for designing and publishing what is called as the ‘Statement of Investment Principles’ 

(SIP), for instance, the principles under which investment decisions are made; the funding level of the 

scheme; and performance-related reports. In this way, it is considered that pension schemes’ actors 

will be enforced to act towards the desired outcomes. Section 35 of the Pensions Act 1995 as well as 

the Occupational Pension Schemes (Investment) Regulations 2005) 50 requires trustees to publish a 

‘statement of investment principles’ (SIP) every three years. The SIP must include the investment 

policy of the scheme, with reference to “choosing investments; the kinds of investments to be held, 

and the balance between different kinds of investments; risk, including how risk is to be measured and 

                                                           
50 Pensions Act 1995, c. 26. Available at: http://www.legislation.gov.uk/ukpga/1995/26. (Section 35); The 

Occupational Pension Schemes (Investment) Regulations 2005, No. 3378. Available at: 

http://www.legislation.gov.uk/uksi/2005/3378. 

http://www.legislation.gov.uk/ukpga/1995/26
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managed, and the expected return on investments; realising investments”51. The main objective of the 

SIP is to disclose the strategic investment decisions made by trustees, upon which subsequent day-to-

day investment decisions undertaken by the delegates (i.e. investment managers) follow. In short, the 

SIP provides an overview of how the trustee board decides to invest the assets of the pension scheme, 

in order to safeguard the ‘best interests’ of the beneficiaries and to ensure specific ends.  

     Moreover, the statement of investment principles may also include the scheme’s policy on “the 

extent to which social, environmental or ethical considerations are taken into account in the selection, 

retention and realisation of investments; and the exercise of the rights (including voting rights) 

attaching to investments”52. Thus, even if there is no statutory obligation for considering extra-

financial factors in investment decisions and stewardship activities to investee-companies, pension 

schemes are invited to disclose whether and how they consider those elements and activities in their 

investment policy.  

     However, the regulations do not define what and how the flow of information obtained in the SIP 

and performance reports, will ensure what outcomes. For instance, it can be implemented through 

using broad descriptions of the investment policy of the scheme, rather than through giving an 

evaluation of the investment strategy chosen against expected outcomes; presenting any reasons 

behind strategic investment decisions. Hence, information about malfunctions of investment policy 

against the interests of beneficiaries will not necessarily be circulated. Moreover, information that 

must be included in the SIP, can be more suitable in terms of understanding among professional 

pension scheme actors in the investment chain than for the beneficiaries, as there are no guidelines on 

the language used. That already used in the rules tends to disclose information with extensive 

reference to finance and investment chain terms and justifications.  

     In sum, this section has presented the major ends and means combination used to regulate the 

investment decisions of occupational pension assets. Based on those identified through analysing a set 

of legal and policy documents, it is suggested here that regulatory structures appear to foster a 

rationale of ‘reasonable profit’ to mediate tensions between social protection and return maximisation. 

This entails a different way of reasoning than that described in the state pension scheme. The ends of 

regulating occupational pension assets mostly refer to pursuing good outcomes for beneficiaries, 

rather than guaranteeing their achievement. They tend to emphasise the importance of maximising 

financial returns in order to provide retirement benefits, as the ultimate purpose of occupational DB 

pension schemes, and as the ‘good’ outcome and purpose of pension regulation, respectively. Hence, 

an important element of the regulatory rationale is about financial return/profit maximisation; even 

                                                           
51  The Pensions Regulator, nd. Trustee guidance. Available at: 

http://www.thepensionsregulator.gov.uk/guidance/guidance-for-trustees.aspx.  
52 Ibid.  

http://www.thepensionsregulator.gov.uk/guidance/guidance-for-trustees.aspx
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though there are studies arguing that the rate of financial returns is not necessarily the indicator of 

providing pensions and protecting the best interests of scheme beneficiaries (Minns, 2001, p. 73).  

     The means used to produce these ends appear to allow rather than guarantee the realisation of 

‘good outcomes’. In particular, fiduciary duty and by extension, duty of ‘reasonable care and skill’, 

are primarily framed in the financial logic of return maximisation. So too, are the technical skills and 

competences, with the latter being prescribed by finance and pension finance related professions. 

Following Montagne’s (2007) argument for fiduciary duty in the United States under ERISA, a 

limited scope of fiduciary duty within strictly defined financial interests as well as finance-led 

knowledge and expertise suggests that the use of particular means in the investment decision-making 

process are guaranteed, rather than the results of the process. In addition, ‘standard investment 

criteria’ (e.g. instead of investment restrictions) are prescribed by the same financial logic that is to be 

exercised in making ‘suitable’ and ‘diversified’, that is, reasonable, investment choices. In a similar 

way, information disclosure ensures the use of means that may or may not achieve the desired 

outcomes.  

     In this way, the ‘reasonable profit’ rationale promoted by the regulatory framework fosters a 

specific view on the social protection and return maximisation relationship. This regards one that can 

reconcile the two through enforcing specific protectionist structures, such as fiduciary duty and broad 

investment criteria, in seeking to maximise financial returns. In addition, this particular regulatory 

rationale has thus allowed for tracing the change in the regulatory structures applied to occupational 

pension provision, and understanding the forms of state’s backing for the pension financialization 

process.    

5.4 Workplace contract-based personal scheme: the logic of ‘minimum 

quality’ of exchange 
 
     The third type of pension provision in the UK consists of workplace private contract-based pension 

schemes, also known as ‘group personal pensions’, or automatic personal pension schemes. As 

already mentioned in Chapter 3, these pension schemes have been increasingly used since 2012 due to 

the obligation of employers automatically to enrol their employees onto a pension scheme53. These 

schemes provide defined-contribution pensions under which there is no promise of a defined amount 

of benefit being provided in retirement54. Instead, retirement income depends on the amount of 

contributions and the performance of their investment. Moreover, workplace contract-based schemes, 

as their title indicates, are arranged under an individual legal contract between the employee and 

pension provider, such as an insurance company. Whilst the employer selects the scheme and 

                                                           
53 Pensions Act 2008, c.30. Available at: https://www.legislation.gov.uk/ukpga/2008/30/contents.  
54 Defined contribution scheme is defined as “no pensions promise in relation to any of the retirement benefits” 

scheme. Pension Schemes Act 2015, c. 8. Available at: https://www.legislation.gov.uk/ukpga/2015/8/contents.  

https://www.legislation.gov.uk/ukpga/2008/30/contents
https://www.legislation.gov.uk/ukpga/2015/8/contents
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consequently, it might seem like an occupational pension scheme run by that entity, it does not have 

any involvement thereafter. Thus, in addition to members’ exposure to investment and other risks, 

they may be also subject to a contractual arrangement with unfair terms. Given, then, the weak 

position of the members in such circumstances (e.g. lack of risk-sharing, contract terms written by the 

pension provider, lack of knowledge and lack of information), the regulation has an even more crucial 

role for the protection of the members of these schemes than for those of other scheme types. 

According to the OFT’s study on DC pension schemes (2013), the issues that put members in this 

weak position must be addressed, and workplace contract-based pensions must offer similar 

protection to that offered by trust-based schemes. This section looks at the regulation framework of 

workplace private personal schemes through the ends and means used in this.  

     Private personal pension schemes are considered as a regulated investment market product 

provided by a commercial provider, such as an insurance company, and bought by the employee, in 

expectation of future financial earnings and/or maximising the monetary value of the individual 

pension pot. Accordingly, financial returns and risk-taking, along with the return maximisation logic 

are inherent characteristics of these schemes. In turn, this arrangement, including defined-contribution 

retirement income and contract terms set by the provider, excludes guaranteed income and fiduciary 

responsibility prescribed as social protection against the unexpected. Pension regulation is still aimed 

at protecting the scheme members, but this can only take place in the realm of the market exchange 

between private pension provider and employee. By considering the specific ends and means 

formulating the regulatory framework for these schemes, I argue for a rationale of ‘minimum quality 

of exchange’ to guide investment decisions towards balancing protection and return maximisation 

rationales.  

     Before turning to a more detailed discussion of this rationale, it is helpful to explain briefly the 

main regulators of workplace DC personal pension schemes and their major objectives. Public policy 

and regulations for workplace DC schemes involve the Treasury and the DWP, the Pensions 

Regulator (non-departmental public bodies), and independent regulatory bodies, that is, the Financial 

Conduct Authority, and the Prudential Regulatory Authority. A number of review reports by the 

National Audit Office55, Office of Fair Trading56, Work and Pensions Committee57 have raised 

concerns about multiple regulators playing a role in the regulatory framework of contract-based DC 

schemes. The regulatory gaps this may create in terms of achieving specific objectives and 

                                                           
55 National Audit Office, 2012. Regulating defined contribution pension schemes. London: The Stationery 

Office. 
56 Office of Fair Trading, 2013. Defined contribution workplace pension market study. London: Office of Fair 

Trading. 
57 Department for Work and Pensions, 2014. Triennial Review of Pensions Bodies Stage 1: Options for delivery. 

London: HM Stationery Office. 
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accountability regarding these, have been addressed not by establishing one sole regulatory body, but 

instead, by allocating responsibilities along with coordination and cooperation between departments58.  

     In this context, the Department for Work and Pensions (DWP) continues to frame the regulation of 

private pensions, including workplace DC personal pensions, with the Financial Conduct Authority 

working closely with the DWP and undertaking to introduce, monitor, and evaluate the majority of 

measures applied to these schemes, in terms of their administration and investment59. While the role 

played by the Pensions Regulator in workplace contract-based DC schemes, is limited to compliance 

with the obligation of employers for automatic enrolment, and the ‘protection’ of the contributions in 

terms of improving unpaid contributions practices by the employers as well as imposing fines where 

these are not paid by them. The key role of the FCA is on the basis that the latter, as an independent 

public body funded by the companies it regulates, is the expert “conduct regulator for financial 

services firms and financial markets in the UK”60. All types of personal pension schemes (e.g. 

workplace DC pensions/group personal schemes, stakeholder pensions, non-workplace personal 

pensions) are considered as regulated financial/investment products61 in the pension legislation, 

provided by financial services firms (e.g. insurance companies, investment management services 

firms or individuals) and traded on the financial markets. On the other hand, the Prudent Regulatory 

Authority is responsible for the “prudential regulation and supervision of insurers and investment 

firms”62 in terms of their total operations and not just the provision of pension products, which are not 

regulated by the FCA. So, focusing on the FCA, its key objectives63 (see also Figure 4) are:  

 “protect consumers – we secure an appropriate degree of protection for consumers”; 

 “protect financial markets – we protect and enhance the integrity of the UK financial system”; 

 “promote competition – we promote effective competition in the interests of consumers”. 

      

     In respect of pensions, the objective of protecting consumers is mainly relevant, and primarily 

entails that the FCA is intended to ensure consumers are treated fairly by financial services firms, 

herein private pension providers, and their interests are also regarded through the notion that “firms 

have their customers at the heart of how they do business, give them appropriate products and 

services, and put their protection above the firms’ own profits or income”64.  

                                                           
58 Thurley, D., 2014. Regulation of work-based DC pension schemes. SN 06986. House of Commons Library. 
59 Financial Services Act, c. 21. Available at: https://www.legislation.gov.uk/ukpga/2012/21/contents.  
60 Financial Conduct Authority, 2016. About the FCA. Available at: https://www.fca.org.uk/about/the-fca.  
61 Thurley, D., 2014. Regulation of work-based DC pension schemes. SN 06986. House of Commons Library. 
62 Ibid.  
63 Financial Conduct Authority, 2016. About the FCA. Available at: https://www.fca.org.uk/about/the-fca. 
64 Financial Conduct Authority, 2016. Protecting consumers. Available at: 

https://www.fca.org.uk/about/protecting-consumers, 

https://www.legislation.gov.uk/ukpga/2012/21/contents
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5.4.1 Protecting the best individual financial interests of scheme members as investors 

and consumers and improving outcomes for pension schemes 

 
     Similar to the previous section, the regulatory framework is investigated by looking at the direct or 

implied definitions of the interests of the scheme members as well as the key purposes of the schemes 

that the rules are intended to protect. The ‘client's/scheme member’s best interests rule’65 is a major 

principle that informs pension policy measures and guidelines for the conduct on the administration 

and investment of workplace DC contract-based pension schemes. The FCA Handbook explains 

‘client’s best interests rules’ primarily in terms of “a firm must act honestly, fairly and professionally 

in accordance with the best interests of its client”66. This applies to financial services organisations, 

like insurers and banks, that provide contract-based DC pension schemes. Thus, private pension 

providers are assigned to act in line with the best interests of the members of their schemes.  

     The interests of the workplace contract-based scheme members are not explicitly defined in the 

relevant legislation, with these being more clearly expressed through how this type of pension scheme 

type is viewed and the objectives behind a series of measures introduced in 2014 for workplace 

contract-based DC schemes. First, as already mentioned, this particular form of provision is 

considered as being a regulated financial product, where two parties enter an agreement to exchange 

the payment of premiums or contributions for receiving the latter as retirement income in the future 

and for the administration and investment services provided in doing so. Thus, the best interests of 

scheme members stem from those as a retirement consumer, investor, and benefit recipient, rather 

than as an employee and retirement benefit claimant. Regarding which, Langley (2009) argues that 

under this type of pension provision, employees are cast as individual investors. These interests are, 

therefore, exclusively financial ones of an individual investor and retirement income recipient in 

terms of expecting and increasing investment returns and thus obtaining the capital to receive 

retirement income. They are also financial interests of a consumer in terms of getting good value for 

money.  

     However, the study of the Office for Fair Trading in 201367 found that ‘equal exchange’ assumed 

between the provider and the individual that will essentially protect the financial interests of the 

scheme members cannot be facilitated through competition alone. First, this is because the quality of 

information provision is problematic in a complex financial product, which a contract-based DC 

scheme is68. Second, the employer rather than the employee selects the pension provider, which may 

not be in the best interests of the employees in terms of value for money69. In this sense, the member 

                                                           
65 Financial Conduct Authority, nd. FCA Handbook. Available at: https://www.handbook.fca.org.uk/handbook; 

COBS 2.1.  
66 Ibid., COBS 2.1.1R.   
67 Office of Fair Trading, 2013. Defined contribution workplace pension market study.  
68 Office of Fair Trading, 2013. Defined contribution workplace pension market study.  
69 Ibid.  

https://www.handbook.fca.org.uk/handbook
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is in a weaker position and therefore, less equal in the exchange relationship with the commercial 

provider.  

     In response to these issues, the most recent measures introduced by the DWP and summarised as 

‘minimum quality standards’ for workplace contract-based DC schemes, include charges, quality of 

information provision, administration, governance and investment, appear to safeguard the definition 

of individual financial interests described above70. They are intended to do so by focusing on value for 

money, information provision about contributions and investment as well as investment decisions, 

especially those made closer to the retirement date. A few examples regarding the objectives of these 

measures – which will be discussed in more detail in the next section - are illustrative. For instance, 

applying a cap on some types of charges, such as annual management costs in order to offer good 

value for money, because of competition being unable to bring down high charges in pension 

schemes. In addition, improving quality of information provision to scheme members, through for 

instance explaining costs, amount of benefit and investment information, is also considered as a key 

measure to improve value for the money invested. Moreover, keeping accurate records regarding 

contributions will ensure standard administration of individual retirement pots. However, the 

improvement of information provision will not have a full effect, because the majority of scheme 

members will be unable to comprehend and thus, scrutinise that provided. Hence, in the absence of be 

able to assess scheme information, better governance can be facilitated through establishing an 

independent governing body, known as an independent governance committee independently of the 

pension provider, which will assess scheme information against ‘ongoing value for money’, and 

report any concerns to the scheme members. Similarly, lack of reviewing investment strategy can 

expose scheme members to high-risk investment decisions, which could ‘decimate’ their pension pot 

when they approach retirement (OFT, 2013). Consequently, the introduction of default investment 

strategies is anticipated to lead to the avoidance of excessively risky ones.  

          In the case of a member’s preoccupation with non-financial concerns over investment decisions, 

there are neither law barriers nor mandatory requirements for these schemes. Thus, scheme members 

are free to choose a pension provider and investment funds in which non-financial concerns are taken 

into consideration. Yet, when it comes to automatic enrolment schemes, it would be the employer 

who is responsible of deciding which ones to choose, and thus, whether there is willingness to 

consider responsible or ethical investment options. Moreover, it would be the provider who has the 

discretion of deciding whether an automatic enrolment workplace contract-based DC scheme 

incorporates non-financial considerations (e.g. ESG factors), socially responsible investing etc. As a 

result, automatic enrolment pension schemes do not offer the active choice of employees in 

                                                           
70 Department for Work and Pensions, 2014. Better workplace pensions: Further measures for savers (CM 

6841). London: HM Stationery Office.  
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investment decisions, something which has been promoted as one of the most important advantages of 

private contract-based DC schemes, for example, with the introduction of stakeholder pensions.  

     The objectives of the most recent measures discussed above actually serve the overarching purpose 

of interventions: “to improve the outcomes for DC pension savers”71. They are understood to do so as 

they are aimed “to ensure all workplace DC schemes are of good quality, offer value for money and 

are capable of delivering good outcomes”72. The improvement of DC scheme outcomes as what 

ultimately pension regulation aims to succeed in, does not mean the achievement of particular 

outcomes, such as guaranteeing the payment of the promised amount of pensions or the preservation 

of accrued pensions contributions.  

     In designing statutory requirements for this particular type of pension, it is instead acknowledged 

that the outcomes depend on different elements and how they will be shaped in the long term, in other 

words, the outcomes from workplace DC schemes are actually unknown. Indeed, in the call for 

evidence to ‘discuss’ the agenda of quality standards in workplace defined contribution pension 

schemes73 coming into force, it stresses that “it may not be clear how good an outcome a scheme will 

deliver for members”. Moreover, outcomes depend on “a number of factors: contributions made to it, 

the charges applied, investment returns and decisions made”74, which cannot all be constrained or 

predicted in advance. Hence, the intent of the regulation is to ensure that the administration and 

investment of these schemes entail some particular features that will eventually improve (and not 

guarantee) outcomes from these schemes, that is, features which ‘are capable of delivering good 

outcomes”75. The only guaranteed outcomes promised by the regulatory framework are those that will 

warrant the establishment of a set of standard quality features in all workplace contract-based DC 

schemes. As the DWP76 explains, “we therefore want to ensure that every defined contribution 

scheme used for workplace saving delivers some essential features…we recognise that there is a role 

for legislative minimum standards in guaranteeing a certain level of quality without affecting the 

diversity in the market”, that is, without downplaying the role of competition in ‘controlling’ this 

specific style of pension provision. 

                                                           
71 Thurley, D., 2014. Regulation of work-based DC pension schemes. SN 06986. House of Commons Library; 

Department for Work and Pensions, 2014. Better workplace pensions: Further measures for savers (CM 6841). 

London: HM Stationery Office.  
72 Thurley, D., 2014. Regulation of work-based DC pension schemes. SN 06986. House of Commons Library. 

p.1.  
73 Department for Work and Pensions, 2013. Quality standards in workplace defined contribution pension 

schemes: call for evidence. London: HM Stationery Office. 
74 Thurley, D., 2014. Regulation of work-based DC pension schemes. SN 06986. House of Commons Library. 
75 Department for Work and Pensions, 2014. Better workplace pensions: Further measures for savers (CM 

6841). London: HM Stationery Office, p. 5.  
76 Department for Work and Pensions, 2013. Quality standards in workplace defined contribution pension 

schemes: call for evidence. London: HM Stationery Office. 
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5.4.2 From fiduciary to contractual responsibility for the interests of scheme members 

  
     The scope of responsibility for delivering these outcomes and promoting the best financial interests 

of the scheme members is one primarily defined in the contractual relationship between the pension 

provider and the employee (as contract-based schemes are set under contract). It is not based on the 

fiduciary relationship to act in the best interests of scheme members due to the weak position of the 

latter. Thus, the scope of contractual responsibility primarily depends on the provider and the terms 

set in the contract. Then, secondarily, the general principle, that of ‘best interests duty’, as a part of 

conduct of business rules imposed by the FCA77, brings members’ best interests to the fore and in this 

way, create the possibility of linking the contract terms written by the provider (that is, contractual 

responsibility) with the best interests of the members. In addition, given that contractual responsibility 

is nevertheless considered limited to ensure the targeted protections discussed in 5.5.1, an independent 

body appointed by the provider has been recently introduced to cover persisting challenges to 

contractual responsibility.  

     The primary duty of contract-based pension providers is to perform the tasks specified in the 

contract and agreed with the employee, rather than to act in the best interests of the members. 

Generally speaking, these tasks can include: a formula for calculating the amount of income in 

retirement that a member can receive, which determines the total amount of contributions paid, plus 

the income earned on the investment of contributions, minus the different types of charging applied to 

contract-based pensions; a general description of investment funds offered to the members or default 

investment funds chosen for them; and information about charges, risks, portability in ways that the 

provider decides. How these are formulated in detail depends on the provider, who is responsible of 

writing the contract terms. Thus, the financial interests of the members that are protected are those 

that will fall within the tasks indicated in the contract. As Tamar Frankel (2010) argues, the shift from 

fiduciary responsibility to contractual terms denotes transaction as what matters first and in particular, 

the terms on the transaction agreed upon, rather than putting the interests of the members first. In this 

sense, protections are primarily framed by what Frankel refers to as ‘sell-buy’ transactions (ibid). This 

provides the basis for unfairness of contract for members and constitutes one of the key issues of 

contract-based DC pensions, which the regulatory framework is intended to respond to. The two 

involving parties do not have equal access to information and equal knowledge, because as already 

noted above, the provider decides what tasks and details to include in a contract, while members can 

either accept these or not, but they cannot change them. The Unfair Terms in Consumer Contracts 

Regulations 199978 legislation is taken by regulators to protect consumers, herein scheme members, 

against ‘significantly unbalanced’ contractual terms. For example, contractual terms should be 

                                                           
77 Financial Conduct Authority, nd. FCA Handbook. Available at: https://www.handbook.fca.org.uk/handbook, 

COBS 2.1.1R.  
78 The Unfair Terms in Consumer Contracts Regulations 1999, c. 2083. Available at: 

https://www.legislation.gov.uk/uksi/1999/2083/contents/made.  
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disclosed at the point of sale and charges should be transparent and prominent. Yet, it does not include 

direct interventions in prices/charges, or imposing specific qualities of the contract.   

     Moreover, the provider can design as well as close investment funds as well as make investment 

decisions to his/her own advantage at the expense of the members’ interests. The provider is 

considered as the owner of the contributions or premiums paid, and not as one managing pension 

contributions and their investment. As a result of this, specific FCA duties, such as ‘suitability’79 of 

investment for members through which interest could be protected, do not apply to the contract-based 

pension schemes (Law Commission, 2014, para. 8.29). Moreover, the provider controls the range and 

features of investment funds as well as taking the investment decisions for each fund. Both in the case 

of investment funds under auto-enrolment schemes, wherein a member cannot choose which of these 

funds to invest and in the case of non automatic enrolment schemes, wherein a member can choose to 

invest, it is the provider who makes the investment decisions based on his/her own objectives. These 

may not necessarily be beneficial for members in the long term, they are not conferred any rights with 

respect to investment decisions.   

     The most important FCA rule aiming to introduce in some way fiduciary duty to the contractual 

responsibility in order to address these issues, is the ‘best interests duty’ regarding conduct of 

business. It requires contract-based pension providers to “act honestly, fairly and professionally in 

accordance with the best interests of its client”80. Accordingly, the provider should take in 

consideration the best interests of members, so too the trustees, who should act in the best interests of 

their members. However, even if the provider does so, the latter is not obliged to put members’ 

interests over their own benefit, that is, to put them first, as it is in the case of trustees who have a 

fiduciary duty to the scheme beneficiaries (regardless of whether this duty can be affected and then 

changed by the need for specialisation and professionalisation of trust). Following Frankel’s (2010, 

p.71) example, if a fiduciary responsibility or an aspect of it is transferred to the contract between the 

provider and a member, the former “must conform to the terms of the contract”. Moreover the, ‘best 

interests duty’ will conform to the terms of the contract and between the interests of the two parties. 

 
     On the one hand, contract terms (e.g. hidden charges, high charges, risks involved etc) and lack of 

incentive to promote members’ interests, especially beyond the point of sale, and on the other hand, 

lack of members’ engagement with their pension scheme, are two important challenges81 that should 

be further dealt through an independent governance body who will have overall responsibility of 

                                                           
79 Financial Conduct Authority, nd. FCA Handbook. Available at: https://www.handbook.fca.org.uk/handbook, 

COBS 9.2.1R. 
80 Financial Conduct Authority, nd. FCA Handbook. Available at: https://www.handbook.fca.org.uk/handbook, 
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81 Office of Fair Trading, 2013. Defined contribution workplace pension market study. 
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contract-based pension schemes. More specifically, the OFT82 highlights how providers “do not have 

a recognised equivalent of the trustee board that is ultimately accountable for representing the needs 

of scheme members”. In the light of these insights, the DWP83 has noted that “without any body with 

this overall responsibility…it is not clear whether and how conflicts of interest are identified and 

addressed and who is ensuring that decisions are taken in the interest of members of the scheme”. 

However, since April 2015, contract-based pension providers have been required to appoint an 

‘independent governance committee’ (IGC)84. The FCA has, thus, incorporated the establishment of 

an IGC required by pension providers into the rules for the conduct of their business85, which should 

follow minimum requirements in their terms of reference86. In particular, IGCs are required to 

‘represent the needs of scheme members’, with reference to assessing ongoing value for money for 

scheme members. This is through assessing (1) “whether default investment strategies are designed in 

the interests of members and regularly reviewed; (2) whether core scheme financial transactions are 

processed promptly and accurately; (3) the levels of charges borne by relevant policyholders; and the 

direct and indirect costs incurred as a result of managing and investing, and activities in connection 

with the managing and investing of, the pension savings of relevant policyholders, including 

transaction costs”87. Thus, the independent governance body must protect the individual financial 

interests of members as consumers and investors in terms of value of money and overall investment 

strategy, thereby, hopefully, improving the outcomes for contract-based DC pension schemes (ends of 

regulation).  

 

5.4.3 The role of minimum quality requirements as protective and ‘empowering’ 

measures  

  
     Given there are no contractual restrictions for the provider and for an independent governance 

body, specific quality requirements have also been set to follow the adoption of auto-enrolment for a 

private pension. These include introducing a charge cap, standardising the basic information 

disclosed, and designing default investment strategies in the interests of members. These measures 

would provide more concrete operational guidelines for protecting the interests of members and 

improving outcomes, through facilitating pension scheme quality. In this way, the rules would direct 

the investment process towards guaranteeing a minimum quality of the process. By extension, they 

                                                           
82 Office of Fair Trading, 2013. Defined contribution workplace pension market study. London: Office of Fair 

Trading, para 7.33.  
83 Department for Work and Pensions, Quality standards in workplace defined contribution 

pension schemes: Call for evidence (July 2013) para 25 
84 Better workplace pensions: Further measures for savers (2014) Cm 8840, p 10 
85 Financial Conduct Authority, nd. FCA Handbook. Available at: https://www.handbook.fca.org.uk/handbook, 

COBS 19.5.12 IGC.   
86 Financial Conduct Authority, nd. FCA Handbook. Available at: https://www.handbook.fca.org.uk/handbook, 

COBS 19.5.5R.  
87 Ibid. 

https://www.handbook.fca.org.uk/handbook
https://www.handbook.fca.org.uk/handbook
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would eventually ensure the means of improving outcomes and protecting members’ interests (ends), 

but not of guaranteeing outcomes in workplace contract-based DC schemes.   

     First, in attempting to protect members as consumers from high and unfair charges that could 

significantly reduce retirement income, automatic enrolment legislation88 places a cap on the fees 

charged for the administration of contributions and investments, also known as the ‘annual 

management charge’. Providers can charge up to 0.75 per cent of funds under management. The 

charge cap is thus aimed at providing quality against overcharges in order to improve good value for 

money of a DC scheme.  

     This legislation only references one type of charge regarding these pension schemes, while others 

have remained untouched. For instance, transaction costs incurred in making investment decisions can 

significantly lead to poor value for money, as well as other hidden charges. According to the FCA’s 

latest analysis89 on charges in DC schemes, there are “38 different types of charges and 291 

combinations of charges” among providers in the UK pensions industry. Hence, whilst the annual 

management charge cap is important for scheme members as it mitigates overcharging relating to the 

administration of pension scheme assets, there are, nevertheless, other types of charges that can put 

members at risk of being overcharged by the provider. So, the charge cap measure can only minimally 

protect members from overcharging and its effect in retirement income. Charging thus continues to 

offer a significant leeway to pension providers in operating one of their most profitable features, that 

is, pension scheme charges.  

     A second measure similarly attempts to protect members, but in this case for those investors who 

are reluctant to engage with and then make investment decisions, through default investment 

strategies designed in the interests of members. While contract-based DC schemes offer the 

opportunity to individuals to make their own investment choices as opposed to trust-based schemes, 

most of the workplace DC schemes (i.e. group personal pensions) offer a default investment strategy. 

This comprises ready, simplified investment options, in line with life-cycle principles or age, which 

do not demand that individuals make investment decisions, once they have been enrolled onto a 

scheme. Drawing on the default investment option, another quality requirement proposed by the DWP 

and expected by the FCA under the Pensions Act 200890, seeks to ensure certain parameters in the 

design of default investment strategies by providers. It requires that “default investment strategies 

must be designed in the interests of members, with a clear statement of aims, objective and structure 

                                                           
88 Pensions Act 2008, c.30, introduced after DWP consultation paper on minimum measures; 13. The 

Occupational Pension Schemes (Charges and Governance) (Amendment) Regulations 2015, No. 889. Available 

at: https://www.legislation.gov.uk/uksi/2015/889/regulation/2/made.  
89 Financial Conduct Authority, 2014. Defined contribution workplace pensions: The audit of charges and 

benefits in legacy schemes. Available at: https://www.fca.org.uk/publication/research/defined-contribution-

workplace-pensions-ipb.pdf, p. 4. 
90 Department for Work and Pensions, 2014. Better workplace pensions: Further measures for savers (CM 

6841); Financial Conduct Authority, nd. FCA Handbook; Pensions Act 2008, c.30.  

https://www.legislation.gov.uk/uksi/2015/889/regulation/2/made
https://www.fca.org.uk/publication/research/defined-contribution-workplace-pensions-ipb.pdf
https://www.fca.org.uk/publication/research/defined-contribution-workplace-pensions-ipb.pdf
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and how these are appropriate for their membership…providers should be able to demonstrate they 

have considered the needs of members when designing default strategies; managed conflicts of 

interest in the selection of funds in their default investment strategy; monitored the performance of 

their investment funds against appropriate objectives”91.  

     In this way, scheme members are protected by relying on investment strategy and decisions made 

by the providers, at least those who provide a default investment strategy, as it is not a statutory 

requirement. Whilst DC pension schemes can offer extended freedom of investment choice to their 

members, most of members are reluctant to make their own decisions and review their investment 

funds. As a result, they may end up bearing the consequences of dormant and unsuitable investment 

strategies. Regarding this, Benartzi and Thaler (2002, p. 16) argue that investment choice offered to 

scheme members is of less value than that assumed by mainstream economic theory; specifically, they 

(ibid) argue that “investor autonomy is not worth much”. Based on this statement of behavioural 

economics, the provision of default investment strategies can be more worthwhile for scheme 

members. When these default strategies are subject to a clear design in the interests of the members, 

and not only those of the provider, this offers additional protection to those of the former who opt for 

the latter’s default investment options. However, this particular measure also offers leeway to 

providers in terms of their second most profitable feature, namely, the investment of premiums and 

profits, which takes place through investment funds included in the default investment strategies.  

     The abovementioned interventions are associated with state-led ones aimed at interfering in the 

market (e.g. market prices/fees; investment profits), thereby protecting scheme members as both 

consumers and investors, whereas the third quality requirement is more related to market-led 

interventions. In particular, there is the provision of information to ensure the engagement and 

empowerment of individuals as active investors and consumers who take responsibility for their own 

retirement. Disclosure information is linked with achieving market efficiency by overcoming 

information asymmetry problems and ensuring an even distribution between the two parties in order 

for the latter to be able to make active, ‘good’ decisions (MacNeil, 2012). So, such disclosure 

obligations are traditionally mandatory for the providers of contract-based DC pension schemes. 

According to the FCA’s rules handbook92 “a provider must provide appropriate information in a 

comprehensible form to a client: the firm and its services; designated investments and proposed 

investment strategies; including appropriate guidance on and warnings of the risks associated with 

investments in those designated investments or in respect of particular investment strategies; and costs 

and associated charges”, before being enrolled onto a contract-based DC pension scheme.  

                                                           
91 Department for Work and Pensions, 2014. Better workplace pensions: Further measures for savers (CM 

6841), p. 22.   
92 Financial Conduct Authority, nd. FCA Handbook. Available at: https://www.handbook.fca.org.uk/handbook, 

COBS 2.2R, COBS 2.2.1R.  

https://www.handbook.fca.org.uk/handbook
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     In addition to this, the post-crisis and auto-enrolment regulatory framework has further emphasised 

the importance of information provision through introducing basic requirements on what must be 

disclosed after joining the pension scheme. The framing of information to ensure that members can 

access that which they need in order to understand and manage their pensions comprises information 

about retirement benefit and options, but also about investment, including investment strategies, risks 

involved in this and costs93. Under the conduct of business rule relating to information, a pension 

provider “must provide a client with a general description of the nature and risks of designated 

investments, taking into account, in particular, the client's categorisation as a retail client or a 

professional client”94. This general description must, for example, include “the risks associated with 

that type of designated investment including an explanation of leverage and its effects and the risk of 

losing the entire investment” and “the volatility of the price of designated investments and any 

limitations on the available market for such investments”95. Thus, contract-based DC pension 

providers have a statutory obligation to provide basic information to individuals before joining the 

pension scheme as well as standard information about the scheme and investment after joining it.  

     In sum, this section has presented the function of ends and means utilised to regulate workplace 

contract-based DC pension schemes provided by commercial pension providers, such as insurance 

companies. By identifying these in a set of legal and policy documents, regulatory framework utilises 

‘minimum quality of exchange’ rationale to mediate tensions between the social protection and return 

maximisation rationales. This particular rationale emphasises the means to regulate private DC 

schemes, whilst not setting the realisation of certain outcomes, as they are unknown under these 

schemes, but more generally, trying to improve outcomes regarding members’ interests as investors 

and consumers. That is, the ends of the regulatory framework refer to improving the ‘unknown’ 

outcomes for DC scheme members, which fall into delivering financial returns and value for money. 

However, an ‘unequal’ exchange relationship between provider and members will not ensure the 

provider’s actions will provide improved outcomes for such scheme members. Hence, additional 

measures on contractual responsibility of the provider, including ‘best interests duty’ and independent 

governance committee, alongside three main quality requirements, namely, annual management 

charge cap, design of default investment strategy and standard information disclosure, are the means 

intended to do so, thereby optimising outcomes. 

     In this way, ‘minimum quality of exchange’ rationale promoted by the regulatory framework 

highlights a specific view on the social protection and return maximisation relationship. This is one 

that can combine the two institutional logics through applying consumer protection requirements, as 

                                                           
93 The Occupational and Personal Pension Schemes (Disclosure of Information) Regulations 2013, No. 2374. 

Available at: https://www.legislation.gov.uk/uksi/2013/2734/contents. 
94 Financial Conduct Authority, nd. FCA Handbook. Available at: https://www.handbook.fca.org.uk/handbook, 

COBS 14.3.2R.  
95 Ibid.  
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opposed to social protection ones, along with seeking to maximise financial returns to obtain 

retirement income. In addition, this particular regulatory rationale has thus allowed for tracing the 

regulatory structures applied to this type of workplace private pension provision and understanding 

another form of the state’s backing for the pension financialization process.    

5.5 Conclusion  
 
     This chapter has sought to interrogate the tension-ridden relationship between the social protection 

and maximisation of financial returns rationales governing investment in the three types of pension 

schemes that constitute the UK pension system. In doing so, it has demonstrated the presence of both 

protection and financial rationales utilised by the regulation of pension schemes thereby uncovering a 

complex and variable picture of pension schemes’ regulation. It has been argued that regulatory 

interventions, through the resulting sets of measures and their interpretations, can be understood to 

protect the beneficiaries’ retirement income provision regarding investment. While at the same time, 

they recognise the role of financial rationale of return maximisation and hence, the need for dealing 

with the tensions arising from combining the two. In addition, a particular rationale of governing 

pension schemes’ investment in each type of provision has been identified, which serves to manage 

tensions in three different ways, namely: the logic of cost-effective protection, the logic of reasonable 

profit, and the logic of minimum quality of exchange, respectively, for those schemes covered in this 

chapter. 

     These logics mediate the tension between the social protection and return-maximisation through 

reasoning on particular ends and means. It has been shown how the regulatory framework for the state 

pension scheme exhibits an overall rationale of cost-effective protection. This rationale specifies the 

guarantee of benefits in a cost-effective way as being the primary goal, using concrete investment 

restrictions, operational objectives and public reporting requirements. Whilst in the case of the 

occupational schemes’ regulatory framework, an overall rationale of reasonable profit has been 

identified. This logic specifies the pursuit of good outcomes for employees/beneficiaries as being the 

ultimate goal, using protectionist structures, such as fiduciary duty and broad investment criteria as 

defined by finance/pension fund industry professionals. Table 8 summarises the combinations of ends 

and means and their underpinning rationales that have been distinguished in this chapter.      Each of 

these regulatory rationales assumes a certain relationship between social protection and return 

maximisation: in the case of state pension provision, such a relationship has been identified as being 

irreconcilable to a great extent, whilst when moving on private pension provision, this has been taken 

as one that can be reconciled. The chapter’s analysis has shown how these unresolved contradictions 

or reconciliations occur through respective, mutual adjustment of understandings of the protection and 

financial rationales. These are adopted by regulators to institutionalise a certain way of controlling the 

decisions for each type of pension provision. Accordingly, each of these diverse ways of state 
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intervention can facilitate and legitimate (or not) the dominance of the return maximisation principle 

for organising the investment of pension schemes’ assets and as such, drive forward the 

financialization process in pension provision.  

     The particular sets of regulations and underlying institutional rationales are put forward to control 

investment behaviour, most notably, decisions about the investment of pension schemes’ assets. In 

turn, pension scheme actors are expected to apply a particular rationale, complying with its 

operational rules. In the next chapters (Ch. 6, 7 and 8), the determination of the social protection and 

return maximisation rationales relationship throughout the decision-making process carried out by key 

pension scheme actors involved in the process is investigated.  

 

  

    Table 8 Summary of regulatory interventions and their underpinning rationale       

  State pension scheme   Occupational   trust - based   

DB pension scheme   

Workplace contract - based  

DC pension scheme   

Regulatory rationale   ‘Cost - effective  

protection’ rationale   

‘Reasonable profit’    

rationale   

‘Minimum quality of  

exchange’ rationale    

Regulation  

ends/o bjectives   

   provision   of  

guaranteed benefit   

   taxpayer’s  

ownership; value  

for money  in the  

organization of  

public expenditure   

  

   pursuing good  

outcomes for scheme’s  

beneficiaries in the  

long term   

  

   improve ‘unknown’  

outcomes for DC  

schemes   

   ensure quality  standards  

in the relationship of  

exchange   

Regulatory  

means/mechanisms   

   operational  

responsibility  

mandated by the  

state   

   investment  

restrictions   

   annual public  

reporting  

requirements   

   fiduciary responsibility  

enforced by trust law   

   reasonable care & skill  

stan dard   

   standard investment  

criteria: diversification  

and suitability   

   information  disclosure  

requirements     

   contractual  

responsibility enforced  

by contract law   

   best interests duty   

   annual management  

charges cap    

   default strategy design   

   information disclosure  

requirements   
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Chapter 6 Investment decisions in a state pension scheme: National 

insurance scheme 

6.1 Introduction 
 
     The previous chapter has shown the interplay between the contradictory rationales of social 

protection and finance in the regulation of the investment decision-making process. Whereas the 

current chapter focuses on the decision-making process as it is framed by the key actors involved in 

the actual operation of a pension scheme. This allows for unfolding the meaning of the rationale 

underlying investment decision-making within a given actor constellation, and thereby the influence 

of regulation. Pension scheme decisions are shaped by the actors involving and their internal rules, not 

just by government ones that they must show they comply with. The chapter also relates to the second 

research question (RQ2) outlined in the Literature Review chapter (Ch.2): ‘How is the tension 

between the social protection and return-maximisation rationales understood by key actors of a 

particular pension scheme, while operating within the regulatory framework, and at the same time, 

participating in the investment decision-making process?’. Regarding which, it is argued that the 

understanding of social protection in the case of the national insurance scheme limits the financial 

rationale down to specific characteristics that are opposed to return maximisation and financial market 

risks. The reserves of the national insurance scheme may not be directed just towards its own 

purposes. They are actually aimed at contributing to fiscal policy through cost-minimisation. 

However, the protection of scheme beneficiaries prevails in the investment decision-making process 

under this scheme. 

     The argument is set out as follows. The first section (section 6.2) provides a brief background to 

the national insurance scheme and a short overview of the key actors involved in the decision-making 

process. The second and third parts explore the characteristics exhibiting the social protection 

rationale (section 6.3) as well as those pertaining to the financial logic of return maximisation (section 

6.4). These objectives are achieved by drawing on 14 documents of different types, mainly reports 

and written statements about the national insurance scheme and about its reserve account as well as 

information acquired from relevant UK government websites. The final part (section 6.5) concludes 

by summarising the argument in the light of the identified logic of ‘cost-effective protection. 

6.2 Background to the national insurance scheme 

  
     The most extensive pension scheme in the UK is the state pension scheme (called the national 

insurance scheme). All employees are covered by the scheme and many heavily rely on their state 

pension for income in retirement (as discussed in more detail in Chapter 3). The scheme is financed 

by contributions paid by the employer and employee rather than by tax revenues. Only under specific 

circumstances, does it receive extra funding from the Treasury (Social Security Act, 1993). The 
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amount of benefits is not in proportion with the record of contributions though. For, it is calculated in 

line with the current amount of pension obligations in annual budgets, rather than on an actuarial basis 

(Bozio et al., 2010, p.8). The scheme is a pay-as-you-go (PAYG) contributory pension scheme, and 

not a contributory funded one for setting-up reasons rather than for financial sustainability ones. The 

introduction of a PAYG contributory pension instead of a funded contributory one allowed for 

providing pensions immediately to those who had not paid in contributions, in particular, to those 

“already older individuals who had suffered through the Great Depression and contributed to the war 

effort” (ibid). The PAYG arrangement of the scheme means that each year, on average, 94% of its 

assets are used to cover pension liabilities96, with it also having a reserve fund created by any surplus. 

It is more specifically stated that “the National Insurance Fund (NIF) is intended to be the 'current 

account' of the National Insurance Scheme, holding sufficient funds to even out fluctuations over time 

in the movement of contributions and benefits and to provide a source of finance to meet exceptional 

demands, for example in times of high unemployment or a sickness epidemic”97.  

     The reserve fund of the national insurance scheme is the largest government fund managed by the 

debt management office (DMO). The fund has been intentionally maintained within specific limits. 

The Treasury has traditionally supported to avoid putting aside a large pot in order to finance future 

pensions (Peden, 2000). The main belief for managing government revenues and any surplus is 

mainly about reducing debt, while at the same time demanding that more generous state pensions 

must be avoided on the grounds of fiscal constraints (ibid). For a number of years up until 2009, there 

was an increase in the reserve fund, but this decreased from £53,046 million to £48,457 million in 

2010, to £43,164 million in 2011, £38,594 million in 2012 and then, down to £20,900 million in 

201598. Two reasons have been put forward as to why this decrease occurred, first, “the increase in 

benefit payments and a reduction in national insurance contributions”, for instance due to differences 

in contributions among groups and longevity; and second, “interest earned on the NIF balance also 

decreased significantly due to the historically low interest rates”99 in the immediate aftermath of the 

2008/09 global financial crisis.  

     According to the broad mapping of pension scheme actors discussed in Chapter 3, in the case of 

the UK state scheme, the actor constellation is relatively simpler than that in private pension schemes.    

As a conventional case of state pensions provision, the scheme is organized, regulated and when 

needed partly financed by the state. The relationship between the state as provider and the agency to 

                                                           
96 Revenue & Customs, H.M., 2016. National Insurance Fund Account 2015-16 (HC 691). Worthing: HM 

Stationery Office. 
97 Debt Management Office, 2017. National Insurance Fund Investment Account. Available at:  

https://www.dmo.gov.uk/responsibilities/public-sector-funds-crnd/investment-accounts/national-insurance-fund-

investment-account/ (accessed 7 May 2017). 
98 Revenue & Customs, H.M., 2015. National Insurance Fund Account 2014-15 (HC 485). Worthing: HM 

Stationery Office, p.3.  
99 Ibid. 
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which delegated authority is granted as manager of the reserves of the scheme, is considered to be the 

most important in the decision-making. The use of government funds, including the national insurance 

fund reserves, is delegated to the Debt Management Office (DMO), as an executive agency of the 

Treasury, to DMO’s civil servants100, in order to undertake day to day decisions in line with specific 

strategic objectives. The establishment of the DMO in 1997 was the result of macroeconomic 

restructuring, which led to the separation of monetary and fiscal policy. The Treasury continued to 

control fiscal policy, and in this context, debt management would be carried out by the DMO (rather 

than by the Bank of England). The changes in the financial markets, such as “financial sectors 

deregulation, capital flows liberalisation and market internationalisation”, have made public debt 

management and spending more complex, whilst debt management has also become an important part 

of the financial markets (Delduque, 2000). In view of these developments, the DMO was established 

as a separate government unit for cash and debt management operations, including national insurance 

fund reserves. The areas of professional expertise of DMO civil servants fall into finance and business 

backgrounds, including financial market analysts, fund management, risk management, and dealing, 

but with lower salaries than the average ones found in the financial services sector101. Moreover, as 

abovementioned, the institutional position of this government body is as an executive agency inside 

the Treasury and whilst thus not being a totally independent unit, it still enjoys a high degree of 

autonomy. A “greater degree of operational autonomy will enable debt managers to do their job in 

accordance with market principles” (Badurina and Svaljek, 2012, p. 77), and not being affected by 

political demands. How they have been using their discretion to manage the fund and why, are 

discussed in the next two sections.   

6.3 Social protection: guaranteeing pensions benefits, avoiding hazards   

     This section explores the form and meaning of the social protection rationale underlying the 

investment decision-making process, which is shaped by the two key actors involved in this process in 

the case of the state pension scheme. This involves looking at the dynamics of decision-making 

process actors claim to intervene in and have influence over. In particular, the decision-orientation 

and the conceptualisation of investment management are taken as two significant dynamics of the 

decision-making process. That is, within the given regulatory structure, actors in line with their roles 

develop their own sense of directing decisions and coordinate themselves towards it, which may be 

focused only on the interests of the scheme’s beneficiaries of the scheme (autonomous decision-

making process) or it may include their interests, too. Subsequently, this directedness is taken to 

                                                           
100 Oral Evidence taken before the Treasury Sub-committee Debt Management Office Annual Report and 

Accounts (Wednesday 25 April 2012), HC 420, available at: 

https://publications.parliament.uk/pa/cm201213/cmselect/cmtreasy/420/120425.htm; (accessed 2 July May 

2018).  
101 UK Debt Management Office, 2016. Organogram of Staff Roles & Salaries. Available at: 

https://data.gov.uk/dataset/6558f43f-1fb8-436f-8922-3217ec6937d4/organogram-of-staff-roles-salaries; 

(accessed 2 July May 2018).  
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include a particular conceptualisation of investment management that would accommodate the 

former.  

6.3.1 Decision-orientation towards guaranteed pensions benefits and fiscal objectives  

 
     As the national insurance scheme is the creation of a conventional welfare state, the state 

undertakes the provision and the financing of state pension, having full control over the environment 

these rely on. According to the role of the state as ‘provider state’ (Leisering, 2011), the focus of 

investing the scheme’s surplus has been on ensuring the provision of guaranteed pension benefit, 

while reducing the impact of guaranteed provision on fiscal stability.  

     In the UK, state pension provision has been extensively linked with social objectives like 

alleviation of old-age poverty and universal coverage of a minimum level of welfare in old-age (as 

already discussed in Ch.3). The particular social objectives, especially the fact that the scheme sets 

out to provide guaranteed benefits, are meant to preserve pension rights without these being 

constrained by affordability limits. In turn, the financing of guaranteed pensions provision is based on 

mandatory contributions and is organised by the state. The latter may include smooth financing of the 

scheme through extra payments from tax-revenues or borrowing, increasing contribution rates, or 

reducing the level or real value of benefits (e.g. ceasing guarantees for the pensions ‘triple lock’). 

Moreover, financing is related to the use of the assets of the scheme, which can be directed for the 

needs of the scheme or for other than its originally intended purposes.   

     The use of national insurance scheme reserves is primarily directed as a result of this role of the 

state as ‘provider state’ controlling provision and financing by imposing specific preferred outcomes 

on these. The decision-orientation thus rests on ensuring guaranteed benefits in the short-term, while 

at the same time, promoting fiscal policy objectives. To the extent the scheme has been established to 

prevent and alleviate old-age poverty through guaranteeing a basic level of welfare in retirement, the 

use of reserves shall primarily serve this objective. This allows for preservation of the funds available 

to guarantee the provision of benefits and thus, avoid cutting the costs of guaranteed benefits or 

preventing contribution increases, regarding both of which there is a strong political interest.  

     However, at the same time these reserves are subject to fiscal policy objectives, too. They can be 

used to promote fiscal policy through controlling any direct or indirect impact of guarantee benefits 

on the government budget. More specifically, reserves can be used to reduce “the amount of 

borrowing that the DMO undertakes” through being deposited into a “pooled account of cash”102 held 

by that body, or better control over spending and the deficit. Moreover, given that surplus is put aside 

                                                           
102  Oral Evidence taken before the Treasury Sub-committee Debt Management Office Report and Accounts for 

2005-06 (Wednesday 10 April 2007), HC 190, available at: 

https://publications.parliament.uk/pa/cm200607/cmselect/cmtreasy/uc190-i/uc19002.htm; (accessed 2 July May 

2018).  
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separately from tax revenues to compensate for fluctuations in the balance between benefit payments 

and contribution receipts, their investment should not generate additional borrowing, if it results in 

losses.  

6.3.2 An ‘appropriate’ conceptualisation of investment management 

    
     The prime consideration of the provision of guaranteed benefits goes together with a particular 

conceptualisation of investment management held by DMO actors. Investment management becomes 

a part of managing the government’s cash resources between political actors, specifically the Treasury 

and civil servants in the debt management office. This cash management is structured through an 

understanding of investment related to insurance, in particular, the creation of a bank account in order 

to accommodate guaranteed benefits and a regular income. Moreover, the particular conceptualisation 

allows for optimising cash management for the government.  

     The investment strategy designed by DMO is aimed at assuring that there will be no loss of 

reserves in the decision-making process. The surplus is transferred to a short-term pooled account of 

cash, referred to as the Debt Management Account Deposit Facility, provided by the DMO103. It is a 

fixed-term deposit based on the principle of capital preservation against a regular income as 

compensation, which is currently a little above zero, as it is linked to the official Bank of England 

interest rate104. For the DMO actors who are making these strategic decisions and by extension, 

‘filling in their details’, this strategy is considered to comply with concrete investment restrictions 

(seen in Chapter 5), whilst also constituting an appropriate strategy for the reserves of the national 

insurance scheme and for its effects on the government budget. During oral evidence given by the 

DMO and an interview with a DMO agent, it became apparent that any other alternative approach that 

would include investing national insurance reserves “..more liberally...in something like equities or 

whatever”, would be “inappropriate” for the DMO to follow and/propose such an approach105. Such 

choices could jeopardise the “security and safety” required and therefore the payment of pensions106. 

In short, the particular strategy is taken to be in line with avoiding outcomes that would be against the 

security of benefits ad capital, and in this way being suitable to the guarantee orientation throughout 

investment decision-making process.    

                                                           
103 UK Debt Management Office, 2009. Debt Management Account Deposit Facility – Operational Notice. 

London: Debt Management Office. 
104 UK Debt Management Office, 2018. Debt Management Account Deposit Facility (DMADF). Available at: 

https://www.dmo.gov.uk/responsibilities/money-markets/debt-management-account-deposit-facility-dmadf/; 

(accessed 2 July May 2018). 
105 Interviewee; Oral Evidence taken before the Treasury Sub-committee Debt Management Office Report and 

Accounts for 2005-06 (Wednesday 10 April 2007), HC 190, available at: 

https://publications.parliament.uk/pa/cm200607/cmselect/cmtreasy/uc190-i/uc19002.htm; (accessed 2 July May 

2018). 
106 Interviewee  
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     However, the provision of guaranteed benefits has not been taken to prevent and optimise larger or 

smaller reserves for government. In line with one of the key objectives set for the operation of the 

DMO, the surplus of the scheme held by the latter can be used for internal government borrowing or 

providing support towards public expenditure on a daily basis. For example, it is used to finance 

education-related expenditure or defence-related expenditure107. In this way, it delivers immediate 

benefits for the government’s budget in that it ensures that reserves match (some of) expenses, and 

that borrowing needs and deficit are controlled.  

 

To summarise this section, the understandings of social protection by the main actors involved in the 

investment decision-making process are associated with the provision of guaranteed pension benefit, 

and with the preservation of national insurance scheme reserves (see Table 9). These characteristics 

depicting the social protection rationale in this state pension scheme have emerged from more 

practical orientation of decision-making process given by the ‘provider state’ and subsequently, from 

the conceptualisation of investment management as developed by the DMO actors as being 

‘appropriate’ for managing the national insurance scheme reserves (see Table 11).  

6.4 A distinctive form of financial rationale  
     The above components exhibiting the social protection rationale lead to limiting the financial 

rationale within savings costs and excluding financial market risks. This formation can be revealed 

through looking at the primary motivation and decision-making approaches, which are taken in this 

chapter as the next two dynamics through which DMO agents intervene and influence the decisions-

making process. First, a general primary motivation is provided by these agents in undertaking this 

process. Second, the techniques or tools employed to guide decision-making, apart from methods of 

processing financial information, constitute “building blocks of understanding” (Quinn, 2017, p. 57), 

herein the investment decision-making process. Their selection adds particular elements in the 

decision-making process and the financial rationale underlining it.  

     The general motivation to influence the investment decisions is based on the prospect of cost 

minimisation potential and the use of national insurance reserves only for this purpose. The rules, in 

the form of strategic objectives for the DMO, as discussed in Chapter 5, already delineate the cost-

                                                           
107 Ibid  

Table 9 Components of social protection rationale throughout investment decision-

making process in the national insurance scheme 

 ensure state’s ability to provide guaranteed pension benefits in the short-term.  

 preservation of reserves.  
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reduction motive for any investment strategy, highlighting that it should include “cost-minimising 

rather than profit-maximising activity” (Treasury, 2013, p.35; 2006). In addition, when considering 

the implementable strategy, this can be seen to be motivated by minimising costs. An example of this 

is the change in the investment strategy, where non-marketable government securities were 

transferred to a deposit account seen above, “designed to…lead to lower administration costs” both 

for the scheme and for the DMO108. Thus, the surplus of the scheme is made subject to cost-related 

considerations, and it is focused only on monitoring and forecasting receipts and payment obligations. 

Another example is the pooling of all government cash resources into the DMO’s deposit account, 

and “on any daily basis …lend the surplus to the markets or ...borrow the deficit in ...trying to ...keep 

an even amount depositing to the Bank of England every evening”109, which are practices for 

modernising in the sense of economising the costs of cash resources.  

     Such approaches, often referred to as ‘active’ cash management, are aimed at modernising public 

debt and cash management110, apart from being centred on cost-reduction motive and they also 

involve understanding ‘risk’ in a particular way. In the case of the UK state pension scheme, financial 

market risks are seen as something to be avoided rather than as an incentive, with the only ‘market’ 

risk relating to the interest rate111.  

     In the recent literature on state financialization, modernising debt management is argued as 

mimicking private financial actors, who are making investment decisions to seek to increase returns, 

while taking the risks involved. Fastenrath et al. (2016) argue that under financialized public debt 

management, approaches used by debt managers in managing cost-risk trade-offs equate with those of 

private investment managers when managing return-risk trade-offs. The introduction of modern 

decision-making tools does extend a more financialised or economised view to managing public 

money. For instance, actors view cash resources from different sectors of government, for example 

tax revenues, national insurance scheme and other government funds, as an investment portfolio, 

which is subject to cost minimisation, as a whole. Hence, the specific purposes behind each of these 

can be overlooked for the sake of total cost-minimisation. Yet, these decision-making approaches 

avoid any exposure to market risks, and as regards to other types of risks inherent in using these 

                                                           
108 UK Debt Management Office, 2011. National Insurance Fund Investment Account 2010-2011. London: Debt 

Management Office., p. 3.  
109 Interviewee  
110 Currie, E., Dethier, J.J. and Togo, E., 2003. Institutional arrangements for public debt management. The 

World Bank.  
111 UK Debt Management Office, 2016. National Insurance Fund Investment Account 2015-2016. London: Debt 

Management Office; UK Debt Management Office, 2015. National Insurance Fund Investment Account 2014-

2015. London: Debt Management Office; UK Debt Management Office, 2014. National Insurance Fund 

Investment Account 2013-2014. London: Debt Management Office. 
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resources (given the context, these are mainly operational risks112), these approaches are only intended 

to manage and minimise these risks.  

     In sum, as Table 10 summarises the understandings of financial rationale by the main actors 

participating in the investment decision-making process, which are mainly associated with saving 

costs, while excluding financial market risks, and managing uncertainty through monitoring inherent 

risks in the process. The motivation and decision-making tools underpinning the decision-making 

process have elevated the particular components to the centre of a financial logic of investing the 

reserves of the national insurance scheme.  

Table 10 Components of financial rationale throughout investment decision-

making process  in the national insurance scheme 

 saving costs 

 managing and reducing risk-taking involved  

 excluding financial market risks 

 

6.5 Conclusion: Limits to return-maximisation 
 
     The national insurance scheme examined in this chapter is a conventional case of state pension 

provision, where state actors have full control of provision and financing, including the use of the 

scheme’s reserves. Table 11 summarises the influence of key actors on the process of decision-

making through determining a set of institutional dynamics of the process. Thus, the investment 

decision-making process is driven by the purposes of the scheme itself, that is, the provision of 

guaranteed benefits as well as other purposes relating to minimising costs for the government, which 

could undermine any efforts to expand state provision. The Work and Pensions Committee in its 

Fourth report in 2005-06 pointed out that “government is borrowing from the current NI funds surplus 

to finance expenditure for purposes unconnected with the fund…by using the money in this way, the 

Treasury has consistently undermined the case for using surplus to improve state pensions”113.  

     Drawing on the above, the logic of investment decision-making process entails supporting the 

guarantee of pension provision by preserving the reserves of the scheme, and at the same time saving 

costs by using them to finance day-to-day expenditure. These components, characterising the social 

protection and financial rationale, serve to provide a distinct relationship between the two. It is argued 

that this particular understanding of social protection leads to constraint characteristics that are 

aligned to the financial logic in managing the reserve fund. The protection of scheme beneficiaries 

                                                           
112 UK Debt Management Office, 2016. National Insurance Fund Investment Account 2015-2016. London: Debt 

Management Office. 
113 Work and Pensions Committee, 2006. Fourth Report of Session 2005–06 (HC 1068-II). London: HM 

Stationery Office. p. 140.  
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prevails over the consideration that the increase of the monetary value of reserves will obtain 

guaranteed benefits. As such, there is a strong financial rationale for managing the reserves of the 

national insurance scheme, but it opposes return maximisation and excludes financial market risks as 

a more sufficient way to provide guaranteed benefits.   

 

Table 11 Content of investment decision-making process dynamics/modalities for the national 

insurance scheme. 

PENSION SCHEME ACTORS 

 provider executive agency 

Orientation of investment 

decisions 

ensuring guaranteed benefits in the short-term while promoting 

fiscal policy objectives 

Conceptualisation of 

investment management 

 managing of cash resources 

between political actors and 

civil servants  

Motivation  cost-minimization incentives 

Selection of decision-making 

approaches/tools 

 modernized approach to 

managing public money, e.g. 

‘active’ cash management 

 

 As seen above, the relationship crystallised in the management of national insurance scheme reserves 

is driven by a given interconnected set of dynamics through which the key actors intervene in the 

investment decision-making process. However, an adjustment in one of these, for instance, decision-

orientation by a different actor constellation, will respectively affect the rest, and the whole logic 

framing the process. The next chapter will turn to examining where these changes happen in 

managing the assets of an occupational DB pension scheme.  
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Chapter 7 Investment decisions in an occupational DB trust-based 

pension scheme – the Universities Superannuation Scheme  

7.1 Introduction 

  
    This chapter examines the rationale of the investment decision-making process in the largest 

occupational trust-based DB pension scheme in the UK, the Universities Superannuation Scheme 

(USS, and hereafter the ‘Scheme’). This endeavour is also intended to address the second research 

question (RQ2) put forward in the Literature Review chapter (Ch.2). The rationale behind the 

investment process in this type of pension provision is ascribed to the key actors managing the 

Scheme, and their roles and degree of influence on this process; while they are trying to be consistent 

with the regulatory rationale of ‘reasonable logic’ and its underpinning guidelines (seen in Chapter 5). 

As already explained in the previous chapter, it is important to investigate the influence of regulatory 

interventions and their rationale, as pension schemes’ decisions are shaped by the actors involved and 

their internal rules, not just by government rules that they must show they comply with. In doing so, it 

is argued that in this case the particular understanding of social protection has led to the increasing 

security of pension promise being tightly linked to the logic of return maximisation, which is 

heightened by the employer’s future attitude towards contributions. This occurs to the extent that they 

overlap each other in the sense that there would be attrition of protection and the function of the 

occupational open DB scheme, without using the logic of return maximisation regarding the assets of 

this scheme.  

     This argument is developed in three main sections. The first section provides a brief background to 

the USS and an overview of the key actors involved in the decision-making process. The second and 

third parts explore the characteristics exhibiting the social protection rationale (section 8.3) as well as 

those exhibiting the financial logic of return maximisation (section 8.4). This achieved by drawing on 

20 documents of different types, in particular pension scheme reports, pension scheme written 

statements, the pension scheme website, and online international finance magazine articles. The final 

part (section 8.5) concludes by summarising the argument in the light of the reconciling regulatory 

logic of ‘reasonable profit’. 

7.2 Background to the Scheme and key actors involved 
 
     Occupational defined-benefit (DB) schemes had been the most common type of accessing 

supplementary retirement income, which significantly contributed to the development of British 

private pension provision, especially after 1945 until 2000 (Pensions Commission, 2004). These 

schemes have been available for some of the sectors in the now private domain, for instance 

telecommunications, banks, airways, coal, railways, and those ones at the boundary of the public and 

private domain, such as the higher education sector (see also Table 12). The Universities 
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Superannuation Scheme (USS) is one of the three schemes operating in the higher education sector 

(the other two are the Teachers’ Pensions Scheme and the Local Government Pension Scheme LGPS) 

and is the largest “UK private pension scheme”114 (see also Table 12). The Scheme was established in 

1974 to replace the ‘money-purchase’ (or defined-contribution) scheme, known as the Federated 

Superannuation System for Universities and to offer final salary pensions (Logan, 1985). This change 

was driven by the efforts of an elite profession to protect its own pension rights, mainly against the 

disadvantages of a money purchase arrangement and access conditioned on the outcome medical 

examination (ibid). Until now, the DB arrangement of the Scheme is still open to existing and new 

participants. While as Table 12 shows, half of the next largest occupational schemes in the UK have 

ceased either the enrolment of new entrants in DB pensions (soft freeze), or future accruals to such 

pensions of all participants (hard freeze).  

     The USS was established as a ‘multi-employer’ scheme, being currently backed by over 350 

employers (universities), rather than one. Regarding membership of the Scheme, as of April 2016, 

there were 396,278 members in total, of which almost half of them were active members (190,546), 

while the other half comprised 139,313 early leavers, and 66,419 pensioner members115. These 

proportions indicate an ‘immature’ scheme, in the sense that half of its members were active, and 

therefore, they were regularly paying into the scheme. Furthermore, as regards longevity, which can 

be a genuine problem for funded schemes, too, because a longer life span requires a larger amount of 

money to pay a predetermined benefit. The retirement age for the Scheme has been increased from 60 

to 65, and “it will increase in line with increases to state pension ages for men and women”116, that is, 

it will increase to 68 between 2027 and 2039.  

     In the past decade, a set of significant changes has taken place affecting the promise of paying the 

predetermined amount of retirement benefit for scheme beneficiaries (or future retirees). Almost every 

valuation of the Scheme undertaken led to a change in pension promise. These changes have been 

justified in tackling the estimated deficit (i.e. the Scheme’s liabilities exceeded its assets) in each 

valuation. The valuation process is carried out every three years in order to see whether the assets and 

liabilities of the Scheme meet the statutory funding objective, and set contribution rates for fully 

funded liabilities, while also considering the strength of the employers at present and over the next 30 

years.  

     An important change was the move from final-salary calculation of benefits to a career-average 

one for those who joined the Scheme after 2011 and subsequently, the ending of acquiring new 

                                                           
114 Universities Superannuation Scheme, 2018. The Universities Superannuation Scheme tax strategy. June 2018 

v.1, p.1.   
115 Universities Superannuation Scheme, 2017. Reports and Accounts: for the year ended 31 March 2017, p. 19.   
116 Universities Superannuation Scheme, 2018. Retirement March 2018 v2.2. Available at: 

https://www.uss.co.uk/members/members-home/retiring, np.  

https://www.uss.co.uk/members/members-home/retiring
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entitlements to final salary benefits. As a result, there is now a smaller retirement benefit, especially 

for the younger members within the USS, and for those promoted later. After revisions to valuation in 

2016, another key alteration was to limit the defined-benefit entitlement up to an annual threshold of 

£57, 216 for 2018/19117. Therefore, those earning more than £57,216 in 2018/19 will make additional 

contributions in the defined-contribution (DC) section of the Scheme, which will top-up defined-

benefit pensions118. All this shows that the effectiveness of DB benefit obligations (or, future pension 

scheme liabilities), as the key element of social protection in this type of pension provision, can be 

affected by the outcome of the valuation process, that is, the funding results and their impact on future 

liabilities. The rationale behind the investment process constitutes one of the most essential 

components of valuation results and funding levels. Thus, its formation becomes a significant factor 

as will become more apparent in the following sections.   

     Recall the mapping of the main actors involved from Chapter 3, a group of higher education sector 

employers (mostly pre-1992 universities) is the provider of the scheme in the sense of setting up 

(settlor) and of being liable to pay out the amount of benefits specified in advance to employees. The 

creation of the occupational scheme originated by mutual interest between employers and employees, 

establishing cooperation for long-term matters while avoiding conflict between the two parties 

(Hannah, 1986). In addition, because of the mutual nature of the Scheme, assets as well as liabilities 

are pooled together and they are not attributed to each individual employer. Liabilities are 

consequently shared among 350 employers. That is, this multi-employer occupational scheme 

includes redistribution among employers to allow for covering a loss of the overall covenant. 

                                                           
117 Universities Superannuation Scheme, nd. The USS Investment Builder. Available at: 

https://www.uss.co.uk/members/members-home/the-uss-scheme/uss-investment-builder.  
118 Ibid   

https://www.uss.co.uk/members/members-home/the-uss-scheme/uss-investment-builder
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Table 12 Trust-based DB pension scheme assets under management in the UK 

  

Pension scheme 

DB plan freeze/ 

termination 

Assets 

(€ million) 

1 Universities Superannuation Scheme Ltd.   68,457 

2 Lloyds Banking Group  Y 67,486 

3 BT Pension Scheme  Y 62,803 

4 Electricity Supply Pension Scheme   48,346 

5 Royal Bank of Scotland Group   41,689 

6 HSBC Bank (UK) Ltd.  Y 38,866 

7 Barclays Bank plc  Y 36,429 

8 British Airways plc  Y 31,641 

9 Railways Pension Trustee Company Ltd.  31,057 

10 BP plc (DB freeze) Y 29,404 

11 Coal Pension Trustees Ltd.  28,128 

12 BAE Systems plc (DB freeze) Y 27,440 

13 National Grid plc  24,514 

14 Co-operative Group Ltd. (DB freeze) Y 24,411 

15 Shell UK (DB freeze) Y 20,341 

Source: author’s compilation from Sutcliffe (2016) and Investment and Pensions Europe (2016).  

 

 

          On the other hand, the Scheme and its assets are managed by a group of trustees for the best 

interests of beneficiaries, as already seen in Ch.5. From the early days of the USS settlement, trust 

was proposed in the form of an independent company to administer the scheme, given the existence of 

many employers (Logan, 1985). While at the same time the trust arrangement would not be “in 

complete isolation from the machinery by which pay and fringe benefits were negotiated” (ibid: 70). 

It was thus set up as a private limited company, the activities of which are overseen by the board of 

trustees. The board consists of four trustees, representatives of and appointed by the Universities UK 

(UUK), or differently, employers; three trustees, representatives of and appointed by the University 

and College Union (UCU) or differently employees; and five independent trustees appointed by the 

board, with an occupational background in pension industry professions or more generally, financial 

services industry119. This board composition can detach by at least two-thirds the investment decisions 

over Scheme’s assets from UCU and beneficiaries. Any inputs by UCU that are aimed at promoting 

                                                           
119  Universities Superannuation Scheme, 2018. The Board. Available at: https://www.uss.co.uk/how-uss-is-

run/your-trustee/people/the-board.pdf.  

https://www.uss.co.uk/how-uss-is-run/your-trustee/people/the-board.pdf
https://www.uss.co.uk/how-uss-is-run/your-trustee/people/the-board.pdf
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the ‘best interests’ of beneficiaries can thus be shared more difficulty than those inputs by the rest of 

the board.  

     Finally, the Scheme benefits from its size by having as the investment manager a wholly-owned 

company, called USS Investment Management Ltd. The main advantages are use of expertise and 

complex investment techniques to invest the assets of the Scheme in a wide variety of asset classes. 

While at the same time, internal management costs three times lower than the costs associated with an 

external investment manager (OFT, 2013). Furthermore, it involves better monitoring as well as 

greater control over investment decisions and aligns opposing commercial motives between the 

trustees and managers. In short, the above constitute the three main actors in the USS, participating 

and influencing investment decisions. How they are doing so and why, are discussed in the next two 

sections.   

7.3 The function of social protection 
  
     This section explores the form and meaning of the social protection rationale underlying the 

investment decision-making process shaped by the actors involved. First, the orientation of the 

investment process is examined and subsequently, the conceptualisation of investment management is 

scrutinised. These are taken as the key dynamics of investment decision-making process, through 

which actors claim to participate in the process and set overarching internal rules regarding it, by 

giving them certain content depending on their role and interests therein. In doing so, they reveal 

specific components that define the rationale of social protection behind managing the assets of the 

Scheme. 

7.3.1 The role of the employer 

  
     Before considering the significant influence of the employer on the investment process, it is 

helpful to understand the nature of that entity’s role in occupational DB schemes, specifically, in the 

USS. The USS arrangements would appear to imply that the employer has to put investment at the 

heart of securing future benefits. The employer covenant, which is its “legal obligation and financial 

ability to support” (The Pensions Regulator, nd) the Scheme now and in the future when the employer 

sets up a DB scheme, entails its control over closing the Scheme and over contribution rates on the 

grounds of promoting a sustainable employer.  

     As a funded pension scheme, there are two main sources for the employer to meet its 

commitments, without reducing future promised benefits: contributions paid by the employer as a 

deferred wage, in combination with returns from investing the assets of the Scheme (capital return and 

income return). This means that the employer bears the risk of funding future DB obligations and the 

risk of investment of assets that may negatively affect their value, in order to keep future pension 
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promises. According to “Proposed Changes to USS – Myths, Misconceptions and Misunderstandings” 

published by the Employers Pension Forum, the Scheme can only be financed on a funded basis, 

because moving to an unfunded solution (like that used in an equivalent scheme like the Teachers' 

Pension Scheme) “would require an overall contribution level of 43.9% which would be unaffordable 

for employers and employees”120. Although there is also evidence against this perspective from the 

actuaries First Actuarial, who found (by using different methods) that “projected income and 

expenditure for 40 years show that payments to pensioners are covered by contributions paid in 

without touching the assets”121.  

     In turn, the employer is able to affect the contribution rates. It first consists of setting up an upper 

limit to any increase in contributions that is considered affordable and non-damaging for its own 

financial health. This means that holding future DB benefits and investment decisions are both subject 

to the adequacy of affordable contribution rates. In the case of the USS, right now, 18% is claimed as 

representing the limit of what is an affordable rate for all the employers contributing to the Scheme122 

and hence, the actual contribution rate should not exceed this limit, as the Scheme will not be deemed 

affordable any more. In 2016, this was explicitly included in the Statement of Investment 

Principles123, in which the specific limit of contribution rate became one of the key objectives 

governing the investment decisions in the Scheme. The last Statement of Investment Principles124 

explains that “over a three year period, there should be a high probability that the employer 

contribution rate will not exceed 18% of salaries and there should be a very high probability that the 

employer contribution rate will not exceed 21% of salaries”.  

     Setting anything above 18% as an unaffordable contribution rate is generally based on claims 

about the uncertainty in the HE sector along with Brexit-related uncertainty, and their potential impact 

on the sustainability of higher education institutions (HEIs). More specifically, the employers argue 

that “the HE sector continues to face considerable uncertainty and financial insecurity; sustainability 

remains pivotal as HEIs make on-going adjustments to working within the new funding 

regimes…contributions above 18% were unaffordable as this could impact on other investments in 

staff, student facilities and research”125. Although the settlor and employer of the USS is pre-1992 

                                                           
120 Employers Pensions Forum for Higher Education, 2014. Proposed Changes to USS – Myths, Misconceptions 

and Misunderstandings. 11 November 2014. Available at: https://www.employerspensionsforum.co.uk/epf-

news/briefings-uss-myths-misconceptions-misunderstandings, p. 6.  
121 UCU, 2018. What is wrong with USS? . Available at: https://www.ucl.ac.uk/ucu/pdfs/ucl-ucu-pension-

factsheet.pdf, p.1.   
122 Universities Superannuation Scheme, 2015. Schedule of Contributions. Available at: 

https://www.uss.co.uk/how-uss-is-run/running-uss/funding-uss/schedule-of-contributions.pdf.     
123 Universities Superannuation Scheme, 2016. Statement of Investment Principles. Liverpool: Universities 

Superannuation Scheme 
124 Ibid., p. 8. 
125 Employers Pensions Forum for Higher Education, 2014. Proposed Changes to USS – Myths, Misconceptions 

and Misunderstandings. 11 November 2014. Available at: https://www.employerspensionsforum.co.uk/epf-

news/briefings-uss-myths-misconceptions-misunderstandings, p. 5.  

https://www.uss.co.uk/how-uss-is-run/running-uss/funding-uss/schedule-of-contributions.pdf
https://www.employerspensionsforum.co.uk/epf-news/briefings-uss-myths-misconceptions-misunderstandings
https://www.employerspensionsforum.co.uk/epf-news/briefings-uss-myths-misconceptions-misunderstandings
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universities including the 70 UK largest universities, “pre-92 universities are doing well and can 

afford to pay more than 18% in to the USS” is argued by the employer as one of the most common 

myths about the USS126, for the reasons mentioned above.  

     Aside from the employers’ insistence on affordable DB scheme and sustainability, even for 

universities with surpluses in their balance sheets, there are also broader explanations associated with 

the consequences of the changing HE sector for DB pension schemes. For long time, it has been 

known that the closure of many DB pension schemes is caused by companies avoiding exposure to 

costs and risks associated with the running of such schemes, which is assumed to be against business 

growth and shareholders’ financial interests (Department for Work and Pensions, 2017). For example, 

a common argument is that cash used for meeting DB obligations will deliver poor shareholder value 

in the long run as well as slow investment and growth (Bodie et al., 2007). As Bridgen and Meyer 

(2005, p. 780) note, this ‘knowledge’ surrounding the closure of DB schemes in the UK, it has been 

identified as best-practice in different sectors. The HE sector is not closely tied to the shareholder 

value maximisation model. Yet, attracting outside investors in order to meet increasing borrowing 

needs by some universities will be in conflict with the costs and risks associated with the running of 

the Scheme. This is because investors look at the financial position of the companies, in particular 

their liabilities, under which DB obligations are falling (Bridgen and Meyer, 2018).  

     In addition to an upper limit increase of contributions, the employer can reduce contribution rates, 

have a ‘contribution holiday’, postpone additional contributions that may be needed and thus, keep 

contributions stable. The temptation is the reduction of contributions by the employer, or at least 

maintaining stable ones. A contribution-reduction can take place within good or bad conditions of the 

HE sector, and without any certainty of whether it will take place in the future. Contributions 

increased from 14% to 16% in October 2009127, and then from 16% to 18% in April 2016128. But as 

the Statement of Investment Principles states “in the longer term the stability of the contribution rate 

should be increased. Over the period for which there is good visibility of the covenant (estimated to 

be 20 years) there should be no increase in USS’s reliance on the covenant of the sector and, where 

opportunities arise, the reliance on the covenant should be reduced if possible”129. Furthermore, past 

experiences have shown this temptation to reduce or maintain stable contributions. Contributions were 

reduced to 14% in 1996, without affecting the level of benefits though, due to surplus in the Scheme, 

and from then until 2009, they remained stable at this figure. It could be said that these choices have 

                                                           
126 Ibid, p.2  
127 The first report after the 2008 crisis shows no surplus in the Scheme, in particular, the funding level fell from 

103 to 73 (Universities Superannuation Scheme, 2009. Members’ Annual Report 2008/09. Liverpool: 

Universities Superannuation Scheme).  
128 Universities Superannuation Scheme, 2015. Schedule of Contributions. Available at: 

https://www.uss.co.uk/how-uss-is-run/running-uss/funding-uss/schedule-of-contributions.pdf.    
129 Universities Superannuation Scheme, 2016. Statement of Investment Principles. Liverpool: Universities 

Superannuation Scheme, p.8.   

https://www.uss.co.uk/how-uss-is-run/running-uss/funding-uss/schedule-of-contributions.pdf
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reduced the value of the total assets of the Scheme and thus, contributed to the current estimated 

deficit or to less surplus for it today.  

     The role of employer not only relates to meeting its pension commitments and securing pension 

benefits, for it is also about its power to close the Scheme and/or affect contributions, which can in 

turn erode pension commitments on the grounds of insufficient funds. In relation to contribution rates, 

the employer’s preferences are for the reduction of contributions, which can be much more easier 

defended when the Scheme is overfunded, or alternatively, for keeping contributions within an 

affordable limit, even when the Scheme is underfunded. These preferences reveal the conflicts of 

interests between employer and employee regarding fringe benefits, like pensions, even if the Scheme 

has been voluntarily settled by employer to retain its employees and maintain lower wages.  

     These conflicts of interest can respectively put pressure on investing Scheme’s assets. In fact, 

conflicts are transferred and expected to be resolved within the Scheme’s assets investment. As a 

result of the employer’s inability to undertake fully the funding risks in order for current and most 

importantly, future pension promises to be kept, the investment process is viewed favourably when 

seeking a solution to financing the scheme. For, returns from investment can be used to cover the cost 

of future pension liabilities, without having to consider increasing contribution rates, or reducing 

benefits.     

7.3.2 Shared decision-orientation between employers and trustees to improve the 

security of pensions 

 
     If there can be any resolution of conflicts of interests between employers and employees through 

investment of scheme’s assets, first and foremost, this seems to take place through the ‘translation’ of 

the fiduciary duty by the trustees in the strategic investment decision-making. In particular, the duty is 

operationalised through decisions oriented on generating sufficient funds to pay benefits, while 

keeping reduced contributions. Keeping reduced contributions implies the employer exercises an 

indirect, but dominant, influence on the investment of the Scheme’s assets (see Table 13). Although 

the constitution of the Scheme is associated with independent management by trustees, in which 

trustees legally own the Scheme’s assets, and as such those actors have a significant influence on 

investing these assets; but not the dominant one.  

     In the case of the USS, the role of the trustee board is that it “provides leadership through…a 

decision-making structure which enables strategic…direction to be established, objectives, and targets 

to be set, and risk to be assessed and managed”130. Carrying out their role includes specified 

                                                           
130 Universities Superannuation Scheme, 2015. USS Governance Framework. Liverpool: Universities 

Superannuation Scheme, p. 7.   
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responsibilities, set objectives to be met, and investment aims through which their fiduciary duty is 

operationalised within the investment decision-making process.  

     On the one hand, the purpose of the trustee board shows that fiduciary duty is primarily translated 

into the security of future promised benefits for both current and future beneficiaries. For example, in 

the Governance Framework131 of the USS, it is stated that the purpose of the board is “directing and 

controlling the scheme and its administration to ensure that superannuation benefits are paid to all 

beneficiaries in line with agreed timescales”. The objective of the trustee, however, specifies that the 

security of pension payments can be delivered and improved through ensuring that sufficient funding 

is available now and in the future. The Statement of Investment Principles report132 specifically notes 

that “the trustee is responsible for the stewardship of the scheme’s assets; its main objective is to 

ensure sufficiency of those assets in order to pay benefits as they fall due”. Equally, it is one of the 

main responsibilities of the trustee that “the USS is adequately funded”133.    

     On the other hand, another main responsibility of trustee is that “the Scheme continues to meet the 

needs of the UK HE sector”, which means that the employers’ needs should also be considered in 

orienting decisions in terms of maintaining and ideally reducing the contribution rates paid. This is 

further illustrated through expanding the objective of the trustee to ensure sufficient funds so that 

“there should be no increase in USS’s reliance on the covenant of the sector and, where opportunities 

arise, the reliance on the covenant should be reduced if possible”134. Furthermore, it is also clarified in 

more practical investment aims, which focus on “risk‐adjusted returns after costs…to generate 

sufficient real returns to meet the scheme’s liabilities with an affordable contribution rate”135.  

                                                           
131 Ibid, p. 7, italics added; Universities Superannuation Scheme, 2014. USS Governance Framework. 

Liverpool: Universities Superannuation Scheme; Universities Superannuation Scheme, 2012. USS Governance 

Framework. Liverpool: Universities Superannuation Scheme.  
132 Universities Superannuation Scheme, 2016. Statement of Investment Principles, p. 8.  
133 Universities Superannuation Scheme, 2015. USS Governance Framework, p. 7.  
134 Universities Superannuation Scheme, 2016. Statement of Investment Principles, p. 8. 
135 Universities Superannuation Scheme, 2013. Statement of Investment Principles. Liverpool: Universities 

Superannuation Scheme, p. 12.  
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Table 13 Content of investment decision-making process dynamics/modalities for occupational 

DB contract-based pension schemes, ordered by key actors’ influence  

PENSION SCHEME ACTORS 

 Scheme 

beneficiary 

Trustee board / Internal investment 

manager 

Employer  

Orientation of 

investment decisions  
 

d
is

ta
n
t 

in
fl

u
en

ce
  

generating sufficient funds, while 

keeping contributions down.  

managing investments in financial 

markets between trustees and 

investment managers. 

 

short-term to medium-term profit 

incentives. 

 

active asset allocation - ‘reference 

portfolio’, and diversification.   

 

d
o
m

in
an

t 
in

fl
u
en

ce
 

 

Conceptualisation of 

investment 

management 

Motivation 

Selection of 

investment decision 

approaches/tools 

 

  

     The ‘translation’ of fiduciary duty in generating sufficient funds, while keeping contributions 

down, shows ‘social protection dualism’ within the directing decisions. In this case, dualism refers to,  

trustees’ aim of orienting decisions towards generating a sufficient level of funds in order to apply 

their duty in the interests of beneficiaries; but also in the sense of trustees’ aim of maintaining and 

reducing contributions in order to respond to the needs or interests of employers. The most obvious 

reason for this ‘dual’ protection is to improve the security of pension benefit payments by promoting 

the employer’s solvency. In this way, the particular translation of duty is defended on the grounds that 

the ultimate goal is to increase the possibility of securing pension benefits. However, the investment 

decision-making process cannot be accordingly impartial, as it is driven by resolving the conflicts 

between employer and employee. 

7.3.3 Conceptualisation of investment management to increase the value of the Scheme’s 

assets 

 
     There is a particular conceptualisation of investment management that is appropriate to act in the 

interests of both parties: managing investment in the financial markets between trustees and 

managers, with the aim increasing the monetary value of the Scheme’s assets (Table 13). Conceiving 

of investment as maximising the monetary value from the assets is the only way of ensuring sufficient 

funds, while reducing contribution requirements, without reducing benefits or closing the scheme. An 
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advanced financial market can offer profitable investments for increasing the value of the Scheme’s 

assets through easily circulating them in a wide range of financial instruments, and taking advantage 

of the opportunities given by advanced financial markets. Return maximisation, as a result of 

investing in the financial markets for growth in the Scheme’s assets, becomes the strategic goal to 

achieve within the investment decision-making process (this will be further discussed in section 7.4 

below).  

     In 2017, there has been an increase in market value of the Scheme’s investment of £8.5bn. “This 

increase in value was mainly driven by a £5.2bn increase in the value of equities at 31 March 2017 

compared to 2016”136. Although 2017 was the first year with the lowest share in equities (41%)137, 

compared to a proportion of equities between 60% and 80% in previous years. Over the last 10 years 

(2008-2017), the Scheme has managed to grow its assets, as Figure 3 shows, with the exception of 

2009, at the time of the 2008-09 global financial crisis, where there were losses mainly driven by a 

37% fall in equities138. Prior to the year 2008, 80% of the assets were allocated to equities in order to 

increase their monetary value substantially. Indeed, there were surpluses in the USS until 2009 that 

helped to maintain the payment of benefits as well as a stable contribution level at 14% since 1996, as 

aforementioned. While a progressive reduction of equity investments in the post-crisis period, despite 

continuing “to maximize returns and reduce risk within the risk budget agreed with sponsoring 

employers”139, has slowed the growth of the Scheme’s assets against its liabilities. It is especially 

within the Scheme being an open DB scheme (than a closed one) constrained by employer’s 

contributions as well as inflation and longevity for financial market investment seeking for returns is 

required to improve the security of pensions.    

 

                                                           
136 Universities Superannuation Scheme, 2017. Reports and Accounts: for the year ended 31 March 2017, p.15. 
137 Universities Superannuation Scheme, 2018. Performance of the USS Retirement Income Builder or Defined 

Benefit (DB) fund. Available at: https://www.uss.co.uk/how-uss-invests/the-fund/performance, (accessed 2 May 

2018).  
138 Universities Superannuation Scheme, 2009. Members’ Annual Report 2008/09.  
139 Universities Superannuation Scheme, 2018. Performance of the USS Retirement Income Builder or Defined 

Benefit (DB) fund.  
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Figure 3 Growth in USS assets, 2008-2017 

 

 

Source: Universities Superannuation Scheme, 2018. Performance of the USS Retirement Income Builder or 

Defined Benefit (DB) fund, Available at: https://www.uss.co.uk/how-uss-invests/the-fund/performance 

(accessed 2nd May 2018).  

 

 

7.3.4 The defined scope of social and/or responsible investment 

  
     The investment decision-making process can also privilege other criteria for their broader social, 

economic and environmental value, and not just for their financial value. As regards the fiduciary 

duty, the lack of a precise legal definition of it allows the trustees alongside the managers to take into 

account the interests of the beneficiaries that are not exclusively defined as financial ones. Such 

considerations are linked to investments, which have the common characteristic of taking into account 

non-financial criteria, for example, ethical, social, environmental and/or economic, to help investment 

performance, or to provide positive outcomes for the welfare of beneficiaries with lower returns or in 

some cases, similar. These approaches to investing pertain to ‘socially responsible investment’ or 

‘responsible investment’, where environmental, social and corporate governance criteria are 

incorporated into investment decisions to get long-term high returns; ‘ethical investment’ means the 

consideration of ethical criteria in investment decisions, even if they will lead to lower financial 

returns; and ‘social investment’ is where it is made to fund projects that will benefit the beneficiaries 

of the pension scheme as well as offer financial returns, like community investing, social housing or 

support to start-up projects aiming to address social issues.   

     In the case of the USS, the Scheme primarily focuses on ‘responsible investment’ (RI) approach 

implemented in the investment decision-making process. This includes the integration of 
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environmental, social and corporate governance factors chosen by the responsible investment team of 

the Scheme in agreement with the trustees, also known as the ESG approach. More specifically, these 

factors comprise:  

“corporate governance; succession planning; intellectual capital management; executive 

remuneration; human rights; health and safety; human capital practices; innovation; research 

and development (R&D); customer satisfaction; supply chain management; climate change; 

consumer and public health; reputational risk; transparency and disclosure; environmental 

performance management; the social impacts of corporate activity; stakeholder relations; 

bribery and corruption risk management; cyber security”140. 

 

This list shows that what constitutes ESG factors is entirely subjective. That is, the selection of these 

non-financial factors depends on the priorities and predispositions of investment managers and by 

extension, their approval by the trustees.  

     It appears that both the trustees and managers agree that the selection of ESG criteria ultimately 

draws on expecting them “to both protect and enhance the value of the fund in the long-term”141, 

“with the ultimate aim of providing secure pensions for our members”142. Accordingly, these criteria 

are selected and used when they are believed to have a positive effect on financial returns and growth 

in the value of assets, especially in the long term. Indeed, it is also clarified in the RI approach that 

this considers “all long-term risks to the performance of investments, including material 

environmental, ethical, social and corporate governance (ESG) factors where these have a financial 

bearing…but also, about finding opportunities for better long-term returns”143. Hence, the ESG 

criteria used in the Scheme generally include non-financial considerations that relate to bringing 

investment returns over a long-term time horizon, or alternatively, to avoiding long-term financial 

risks rooted in non-financial factors. As such, investment performance or financial returns drive any 

initiatives aimed at benefiting the Scheme’s beneficiaries. 

     The literature on responsible investing underlines this tendency. Regarding which, Richardson 

(2009) finds that it is very common in the development of responsible investment strategies to be 

driven by financial considerations, with environmental, social, corporate governance, and ethical 

issues being subordinate to these, when investing. Equally, Sparkes (2001, p. 201) highlights the 

salience of financial motivators when choosing responsible investment options. 

                                                           
140 Universities Superannuation Scheme, 2017. Responsible Investment Approach. Available at: 

https://www.uss.co.uk/how-uss-invests/responsible-investment/approach.pdf.  
141 Universities Superannuation Scheme, 2016. Statement of Investment Principles, p.6, italics added.  
142 Universities Superannuation Scheme, 2017. Responsible Investment Approach.  
143 Ibid., italics added.  

https://www.uss.co.uk/how-uss-invests/responsible-investment/approach.pdf
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          In addition to the ESG criteria, other practices regarding responsible investing within the 

Scheme are engaging with the investee companies, and exercising voting rights as shareholders. The 

non-commercial nature of the Scheme’s sponsors favours exercising voting rights, such as voting 

against the board of directors, or against company policies (Sutcliffe, 2016 p. 156). In addition, 

internal investment management helps to promote voting rights and engagement, as this involves less 

complex actors’ relationships than those that exist for external investment among trustees, investment 

managers, consultants and actuaries (Tilba and McNulty, 2013). However, there is no unanimity144 

among trustees regarding the areas exercising voting rights and engagement. For example, the use of 

the vote and engagement on governance matters is often associated with remuneration packages, 

rather than “spinning the living wage” in investee-companies. Furthermore, some trustees “are totally 

against any form of disinvestment”145, which refers to an investment being withdrawn or liquidated, 

because of specific activities or policies of investee company, even in the case it may be a more 

effective way to promote  responsible investment.  

     In sum, extra financial initiatives in investment decisions are taking place within the limits of 

generating sufficient funds and growth of the monetary value of Scheme’s assets, and based on the 

application of fiduciary duty to prioritise investment performance. As such, alternative initiatives that 

combine investment returns can be easily excluded from the use of occupational pension funds, in 

view of the need to ensure sufficient funds from financial market investments.  

     To summarise this section, the main characteristics depicting a social protection rationale in an 

occupational DB scheme have emerged from the role of employers, and trustees alongside investment 

managers affecting the investment decision-making process, particularly through decision-orientation 

and conceptualisation of the investment. Improving the security of current and future retirement 

benefits through increasing the monetary value of the Scheme’s assets, is deemed as constituting the 

logic of social protection provided in the Scheme (see Table 14). Given that the employer has 

significant influence over it, from the investment process to the closure of the scheme in exchange for 

retaining responsibility for the payment of pensions. Regarding the investment process, this control is 

through the existence of upper limits of the employer’s contributions along with the limits to the 

funding risk borne by the employer and consequently, this affects the investment process. 

Furthermore, the trustees’ focus is on investment activity to resolve conflicts between the employer 

and employees, thus creating an important role for investment managers in directing investment 

decisions. Conversely, the employer’s demands for a lower level of risks involved in investing in 

addition to lower contributions, thus denying to bear both funding risk and investment risk, results in 

a logic of investment process which might be less finance-driven, but also distant from a logic of 

protection for ‘all’ beneficiaries of an ongoing open funded DB scheme. Furthermore, the particular 

                                                           
144 Interviewee   
145 Ibid  
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characteristics of protection seen above are used to deprive the Scheme of initiatives that will promote 

a broader protection of beneficiaries from owning its assets (along with the employer). Investment 

becomes the only means of generating sufficient funds to pay pensions now and most importantly, in 

the future. So, a selection of non-financial factors constitutes additional criteria of investment process, 

but this selection is primarily based on the externalities these criteria offer to investment performance, 

and not necessarily to the welfare of beneficiaries. 

Table 14  Components of social protection rationale throughout investment decision-

making process in an occupational DB scheme 

 improve the possibility of guaranteed current and future pension benefits. 

 increase the value of the scheme’s assets. 

 take into consideration non-financial factors subject to their impact on investment 

performance.  

 
 

 

7.4 The preoccupation with market finance 
 
     The particular understanding of social protection seen above leads to an increasing role for the 

financial logic of return maximisation in managing pension assets and by extension, for financial 

actors and their practices regarding investment decisions. This particular financial rationale is 

embedded in the market finance domain, which focuses on the “markets where financial assets can be 

transacted”, and whose main purpose is “to maximize the value of capital at a given level of risk” 

(Dembinski, 2009, p. 60-61). Hence, this is similar with the one used in this research as the key 

rationale to the financialization process of pensions provision, as discussed in the Literature Review 

chapter (Ch.2). This section scrutinises the elements characterising the financial logic underpinning 

the Scheme’s investment decisions. In the previous section, the first two main modalities of the 

investment decision-making process were examined, whilst here the next two through which key 

players intervene in this process are investigated. These are the general primary motivation behind 

developing investment strategies in the sense of a common ultimate criterion of decisions, and 

subsequently to techniques of managing these investment decisions.  

7.4.1 Primary motivation 

 
     The ‘translation’ of fiduciary duty into investment objectives, allocation of assets, and investment 

performance assessment, all show that both the trustees and delegated investment managers favour a 

prospect of medium-term profit motivating investment decisions. That is, assets held in the Scheme 
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are invested for a return expanded over a medium-term horizon, underlining the major characteristic 

of the financial logic relating to return maximisation.   

     First, the ‘translation’ of fiduciary duty into increasing the value of the assets in order to be 

sufficient to pay pensions for current retirees as well as next generations of retirees, while keeping 

employers’ contributions down, reveals the particular primary motivation shared among all the 

fiduciaries. This substantiates the central objective for the selection of investments, that of generating 

returns or profit, partly in order to hold sufficient funds, but most importantly, to offset the cost of 

holding sufficient funds to secure benefits in the future without any future modification in employers’ 

contribution, or without reducing pension benefits. In particular, in the light of the Scheme’s recent 

valuation updates, up until March 2017,  the annual report146 stresses the importance of investment 

returns to the level of deficit, and thereby, for the self-sufficiency of the Scheme. In particular, it 

states that “the higher the future investment returns, the greater the future value of the assets, and the 

lower the gap between assets and future pension payments will be. The actual investment returns 

achieved of £18.2bn have been higher than those originally expected at £7.2bn, and this has decreased 

the deficit by around £11.0bn over this period”.  

     Furthermore, investment returns drive the selection of investments, which is based on return 

targets and overall risk tolerance targets, as set by the trustees with the advice of the investment 

managers147. Broadly, the investment strategy is aimed at seeking greater returns than a liability-

matching one would provide148. It is taken to be expressed in adopting a ‘DB reference portfolio’149, 

which is used to set a benchmark for the investment managers to outperform. The ‘reference 

portfolio’ is “a theoretical portfolio which broadly defines the appropriate asset allocation required to 

generate the scheme’s target investment return within its risk tolerance. It does not define the actual 

assets the investment manager should invest in; it is simply a hypothetical portfolio which is expected 

to deliver the appropriate risk and return”150. The actual allocation of assets at the end of March 

2017151 was: 42.8% equities (12% UK equities, 30.8% non-UK equities), 30.2% fixed-income (12.3% 

nominal bonds, 9.9% liability-hedging gilts, 8% credit), 23.2% private markets (e.g. 5.2% property), 

1.1% derivatives and 3.7% other unconventional assets, and 2% cash. Asset allocation has changed 

over the past eight years, more specifically, selection of equities has decreased “from over 70% at the 

                                                           
146  Universities Superannuation Scheme, 2017. Reports and Accounts: for the year ended 31 March 2017. p. 14.  
147 Universities Superannuation Scheme, 2016. Statement of Investment Principles, p. 9; Universities 

Superannuation Scheme, 2010. Statement of Investment Principles. Liverpool: Universities Superannuation 

Scheme. 
148 Ibid.   
149 Universities Superannuation Scheme, 2016. Statement of Investment Principles, p. 5. 
150 Universities Superannuation Scheme, 2016. Statement of Investment Principles, p.9.  
151 Universities Superannuation Scheme, 2017. Reports and Accounts: for the year ended 31 March 2017. p. 45.  
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end of 2009 to 50% at the end of 2013”152, and in 2017 to 42%. Yet, current asset allocation is still 

motivated by the prospect of profit/returns and in line with the objective of investment relating to a 

self-sufficient scheme.  

     Second, the evaluation of investment performance appears to testify to not only profit-related 

motives behind investment decisions, but also and more importantly their time horizon. Investment 

performance assessment is necessary for trustees to assess investment managers (e.g. outperform or 

not portfolio benchmarks) as well as to determine the time horizon in practice. In the case of the USS, 

investment assessment tends to endorse an overall medium-term time horizon to attain return 

maximisation. The investment strategy and team are evaluated, as a whole, over a five year period and 

not just on an annual basis, as this could generate low to nil long-term investment gains. The annual 

report discloses that “the return objective of the implemented portfolio is to outperform the reference 

portfolio by 0.55% or more per year on an annualised basis over rolling five-year periods to 31 

March, net of applicable costs”153. This shows investment gains attained per year and over a five-year 

period.  

     The in-house investment manager in the Scheme enables to evaluate investment objectives against 

medium as well as long-term prospects, because a better system of control can be developed in a 

scheme with an internal investment team than in one with an outsourced investment management. 

This is feasible due to fewer commercial motivations than those found in outsourced in the manner of 

“delivering the investment requirements of the scheme”154. Moreover, better control is also endorsed 

through attempts to design a remuneration scheme to encourage a longer term approach, which is 

intended to link compensation with the rolling five-year period of performance155. While 30 percent of 

assets invested by external managers in the Scheme, such as Credit Suisse, Investec, Pictet, Royal 

London Asset Management and Legal & General Assurance156, may not necessarily conform with a 

medium-term to long-term horizon of investment decisions. The main idea behind using external 

managers is often to exploit specialisation in exchange for better returns, while at the same time 

keeping short-term mandates (Montagne, 2009). Similarly, the use of external managers in the 

Scheme is to make use of their “capabilities in a…timely manner”157.  

                                                           
152 Universities Superannuation Scheme, 2014. Reports and Accounts: for the year ended 31 March 2014. 

Liverpool: Universities Superannuation Scheme, p. 20.  
153 Universities Superannuation Scheme, 2017. Reports and Accounts: for the year ended 31 March 2017, p. 44. 
154 Universities Superannuation Scheme, 2015. Reports and Accounts: for the year ended 31 March 2015. 

Liverpool: Universities Superannuation Scheme., p. 31.  
155 Ibid., p. 23.  
156 Ibid., Universities Superannuation Scheme, 2016. Reports and Accounts: for the year ended 31 March 2016; 

Universities Superannuation Scheme, 2014. Reports and Accounts: for the year ended 31 March 2014.    
157 Universities Superannuation Scheme, 2015. Reports and Accounts: for the year ended 31 March 2015. 

Liverpool: Universities Superannuation Scheme, p. 31.  
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7.4.2 Use of techniques to control risks  

 
     The possibility of greater returns to pay future promised benefits characterising market finance or 

the financial logic of return maximisation entails risk-taking, to the extent that risk and return 

objectives cannot be separated in constructing investment decisions. The actors involved set return 

targets in association with risk targets. Actors are thus ‘embracing’ risk, because the latter is tied up 

with potential greater returns. As Baker and Simon (2010, p. 2) ascribe to the meaning of risk in 

various forms of insurance, like that of old-age insurance, “if risk is something to be embraced, it 

cannot only be about harm or danger”, for it can be about potential greater rewards. Turning to the 

fourth and the last dynamic of the investment process, that is the set of techniques and procedures 

used to make decisions about the selection of investments, risks are not only embraced through these 

calculative technologies, but also taken as being something that can be controlled. Modern portfolio 

theory, through portfolio diversification, is one of the most influential finance theories relating to 

investment management practices that has been in use since the 1950s. The aforementioned 

calculative technologies, portfolio diversification being one of them, are selected by trustees and 

managers to deal with risk as well as control risk, mainly in terms of reducing it. They have become 

key devices used to exercise a reasonable care standard and to comply with a standard investment 

criteria requirement consisting of diversification.  

     Overall, such interventions bring the element of controlling and mitigating risk to the financial 

logic of return maximisation. The central feature of modern portfolio theory is that return 

maximisation investments are not always unreasonably risky. A portfolio can be structured with 

return expectations from making risky investments, which can be combined in order to reduce their 

risk, as whole. The premise of MPT that risk can be reduced, is through investment portfolio 

‘diversification’. Diversification implies that the expected value will be realised with the lowest level 

of risk through a selection of a mix of assets.  

     In the case of the USS, the ‘reference portfolio’, which expresses its investment strategy, and 

draws on modern portfolio theory, “is a theoretical portfolio which broadly defines the appropriate 

asset allocation required to generate the scheme’s target investment return within its risk tolerance”158. 

One of the main beliefs of the USS trustees is that “asset allocation and the timing of material changes 

are the most important drivers of the fund’s financial outcomes. The asset allocation process balances 

diversified risks against the expected additional returns for these risks”159. The purpose of 

diversification in the Scheme is to “limit and diversify investment risk to maintain reasonably stable 

contribution rates”160, while maximising return. It is explained how “the internal manager aims to 

                                                           
158 Universities Superannuation Scheme, 2016. Statement of Investment Principles, p. 9.  
159 Ibid., p.22.  
160 Universities Superannuation Scheme, 2013. Statement of Investment Principles, p.12.  
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diversify the asset allocation exposures geographically, by asset class and across active management 

strategies”161. 

     However, since 2015, diversification has come also to mean diversification out of equities and into 

other types of investments in order to maintain stable employer contribution rates in the future. More 

specifically, the 2015 annual report states that diversification also includes to “gradually increase the 

allocation to risk-reducing assets (such as government bonds and index-linked gilts) and other risk-

hedging instruments, recognising the desire of the employers to minimise the likelihood and 

magnitude of an increase in the scheme contribution rate”162.  

     The use of the reasonable care standard appears to rest on managing the risks involved, through 

conforming to common investment management practices. One of these is a ‘reference portfolio’, 

assumed as being a ‘reasonable’ process among the common ones used to decide the allocation of 

assets. In addition, diversification is another widely deployed investment practice to exercise the duty 

of reasonable care in structuring asset allocation, whilst at the same time, being explicitly required by 

the ‘standard investment criteria’, as seen in Ch.5. The more recent approach to asset allocation also 

involves drawing on another commonly used practice of DB schemes, as suggested by some pension 

consultants. This is to increase holdings in bonds to match with liabilities, following what is 

considered as being a common practice among DB schemes at present, and transferring to alternative 

assets, for instance private equity, property163. As a result, the use of reasonable care standards seems 

to mean different things depending on how trustees alongside investment managers want to define the 

purpose of asset allocation, as long as it draws on a common practice. For instance, it means to 

maximise investment returns at a given level of risk, or reducing the level of risk and thus, the 

expected return, even if the latter would be inappropriate for the Scheme’s liabilities. All these 

examples of applying a reasonable care standard in the Scheme can be taken to respect the specific 

standard, because they are justified in commonly used practices in the pension industry today.  

                                                           
161 Universities Superannuation Scheme, 2016. Statement of Investment Principles, p. 11.  
162 Universities Superannuation Scheme, 2015. Reports and Accounts: for the year ended 31 March 2015, p. 40. 
163 Ibid.; McGrath, J., 2017. The Story of the USS Pension Fiasco. Institutional Investor. September 20, 2017. 

Available at: https://www.institutionalinvestor.com/article/b15130txdnv7l0/the-story-of-the-uss-pension-fiasco, 

(accessed 2 May 2018).  
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Table 15 Components of financial rationale throughout investment decision-making 

process in an occupational DB scheme  

 maximizing investment return in the medium-term.  

 outperformance objectives. 

 controlling and mitigating overall risk-taking.  

 

 

     To summarise the section, the prospect of medium-term profit motives, and the use of financial 

practices associated with portfolio theory and the method of diversification, substantiate a financial 

rationale based on the maximum remuneration of pension capital, whilst controlling and mitigating 

the risks involved. Table 15 summarises these characteristics representing this financial rationale in 

investment decisions for occupational DB pension schemes. The ‘translation’ of fiduciary duty into 

the scheme’s investment objectives and allocation of assets, along with investment performance 

assessment, all favour the prospect of medium-term profit motivating the investment decisions. 

Furthermore, a set of techniques that are confined into the theory and practices of finance, are used to 

exercise reasonable care standard, claiming that it controls and reduces risk-taken to a certain level in 

order to maximise returns up. The above discussion has shown the link between return maximisation 

and risk-taking in the financial rationale employed in the Scheme, and how important this has become 

for the protection of current and future beneficiaries in analogy with the withdrawal of the employer 

from its commitments.  

7.5 Conclusion: Return-maximisation as social protection  
  
          The occupational type of pensions provision is based on an agreement between the employer 

and employee, given the retreat of state from directly providing a universal system of adequate 

retirement income, which nevertheless promise in advance an amount of pension benefit in exchange 

of lower wage, similar to the structure of state benefit. Equally, these arrangements entail different 

involvement of the actors as well as the formation of the dynamics of the decisional process. The 

setting-up of the Scheme by a group of the largest employers in the UK Higher Education sector goes 

along with the protection of predetermined pension benefits by the employer, both of which 

emphasise the dominant role of the employer in the Scheme. The employer’s influence is on the 

administration as well as on the investment decision-making process, which goes above that of the 

trustees and investment managers, despite the fact that the latter two have an important role too.  

     As a result of this way of actors’ involvement, the investment decision-making process cannot be 

impartial in the sense of being solely in the interests of the beneficiaries, for it has to take into account 
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the interests of the employer. It is more about mediating the conflicts of interests between the 

employer and the employee, rather than acting exclusively in the sole interests of the beneficiaries. As 

seen above, decision-orientation is by means of generating sufficient funds to pay pensions, while 

keeping contributions down and advanced financial market investment managed between the trustees 

and managers in order to reduce the costs of pensions payments now and in the future.   

     Based on this scenario being used to manage the assets of the Scheme, the logic of the investment 

decision-making process entails increasing the security of pensions for all beneficiaries by increasing 

the monetary value of the its assets. While at the same, this increase isolates other interests of the 

beneficiaries that could be simultaneously promoted, as these might jeopardise the Scheme’s capital 

growth. In turn, return maximisation rationale is inevitably one which will serve the particular form of 

protection. Yet, the search for high investment returns involves greater exposure to financial 

market/investment risks, which have long been taken that they could be managed through common 

and endorsed by the regulations (reasonable care standard) practices, such as diversification and 

active asset allocation.   

     These characteristics serve to create a particular relationship between the social protection and 

return maximisation rationales in the USS and by extension, occupational trust-based DB schemes. It 

has been argued that this form of understanding of social protection has tightly linked the increasing 

security of the pension promise to the logic of return maximisation and the investment risks involved; 

which is heightened by the employer’s future attitude towards contributions. Once commitments 

cannot be fully assumed, return maximisation and thus, the risks involved, can be seen to be rooted in 

maintaining an open DB scheme. In that case, measures to reduce the level of investment risk, will 

affect the value of scheme’s assets, and it will not be without consequences especially for future 

benefits of beneficiaries, as assets would be insufficient to meet future liabilities. This direction of the 

investment decision-making process also appears to go against the steering efforts underpinned by the 

regulatory logic of ‘reasonable profit’ (discussed in Ch.5) to protect the best financial interests of the 

beneficiaries.  
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Chapter 8 Investment decisions in six workplace contract-based DC 

pension schemes  

8.1. Introduction 

  
     Like chapters 6 and 7, this chapter examines the rationale of the investment decision-making 

process, but in this case, that of workplace contract-based DC pension schemes. The rationale of the 

investment process in workplace contract DC pensions is taken as being ascribed by the key actors 

intervening in this process in line with their roles and influence, while they are trying to be consistent 

with the regulatory rationale of ‘minimum quality of exchange’ (seen in Chapter 5). Similar to the 

previous two chapters, in this one, the aim is to tackle the second research question. As already 

mentioned in those chapters, it is important to probe the influence of regulatory interventions and their 

underlying rationale, as pension schemes’ decisions are managed by the actors involved and their 

internal rules as well as by the regulatory framework schemes they must show they comply with. In 

doing so, it is argued that given the components characterising social protection and financial 

rationales under the type of workplace pensions provision, a protection rationale becomes a means of 

rationalising and forging the consent of individuals in the primacy of return maximisation rationale 

and practices. 

     The argument is developed in three parts. The first (section 8.2), describes the six largest providers 

of workplace contract-based DC pension schemes that are the focus of this analysis chapter. 

Moreover, there is a brief overview of the main groups of agents involved in decisions and their key 

features. The second and third parts identify the specific components constructing the social 

protection rationale (section 8.3) as well as those assembling the financial logic of return 

maximisation (section 8.4). These are achieved by drawing on 39 documents of different types, 

including pension providers’ communication material and websites, public reports, online newspaper 

articles and pension industry research reports. The final part (section 8.5) concludes by summarising 

the argument, in the light of reconciling the regulatory logic of ‘minimum quality of exchange’.  

8.2 Workplace DC contract-based pensions and the key actors involved: an 

overview 
 
     As discussed in Chapter 3, the introduction of DC personal pensions in 1988 was a key reform that 

established non-occupational (i.e., not being set up by the employer) private pension provision as 

another vehicle for offering supplementary income and maintaining standards of living in retirement. 

Moreover, automatic enrolment reform, passed in 2012, reinvigorated the use of DC personal pension 

schemes for provision arranged due to employment (i.e. workplace pensions) and hence, their 

expansion. Workplace DC contract-based pension schemes are selected and sponsored by the 

employer, but set up with a pension provider other than the employer, which is often an insurance 
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company. An insurance company as the private pension provider, fully undertakes the administration 

and investment in these schemes. Hence, private pension providers have a leading role in this type of 

scheme, as will become clear in the following sections.  

     The six largest providers of workplace DC pensions in the UK are: Standard Life, Legal & 

General, Aviva, Prudential, Aegon, and Royal London (OFT, 2013; IRN, 2015), which this chapter 

focuses upon. They control an important proportion of market share, thus covering a considerable 

number of people seeking income in retirement. In turn, insurance companies along with pension 

funds hold a large amount of the financial wealth of UK households that is channelled into the UK 

financial market and those abroad (Trusted Sources, 2011). Providers offer to employers workplace 

DC contract-based pensions for complying with auto-enrolment, mainly in the form of ‘group 

personal pensions’ (GPPs) and/or ‘group stakeholder pensions’ (GSHPs). More precisely, providers 

have reported that the majority of their sales have included GPPs in recent years, “representing almost 

80 percent of schemes sold…[and] there has been a trend away from GSHPs towards GPPs”164. 

Hence, despite GSHPs being helped with the expansion of DC personal pensions in 2001, group 

personal pensions came to account for 68 percent of workplace DC contract-based pensions sold by 

2012, as compared to 31 percent for group stakeholder pensions165.  

     Employers of different size firms tend to choose either DC contract-based pension schemes, in 

particular, GPPs or DC trust-based pension schemes, which are administered by insurers, or DC 

master-trust pension schemes, like the National Employment Savings Trust (NEST). During the 

period from 2014 to 2017, 38 percent of employers with 30 or more staff, selected DC contract-based 

pensions schemes for their employees, whilst 14 percent of employers with fewer than 30 staff, and 7 

percent of employers with one to four staff also took up these schemes166. The majority of the rest of 

pension schemes selected are master-trusts and insurer-administered DC trust-based pension schemes. 

It has become increasingly less common for employers to choose to set up and enrol their employees 

on their own pension scheme. Accordingly, the influence of the employers on the management of the 

scheme becomes limited, for example in their choice of contract-based pensions, as will be seen in 

section 8.3.  

     Investment management of the scheme is carried out by the provider alongside internal investment 

managers that most of the UK’s major pension providers have. Insurers have to turn to internal 

investment management operations not just because it is less costly than third-party ones, but also, in 

                                                           
164 Wood, A., Wintersgill, D., and Baker, N., 2012. Pension landscape and charging: Quantitative and 

qualitative research with employers and pension providers. A report of research carried out by the Policy 

Research Institute on behalf of the Department for Work and Pensions. Research Report No 804. London: HM 

Stationery Office, p.7. 
165 Ibid 
166 Ibid  
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order to improve the investment performance of all their insurance funds, including those allocated for 

workplace pensions167. 

          In terms of visualising the key actors involved in any pension scheme (see figure 2 in chapter 

3), they comprise the provider - in this case insurance company -, manager - in this case insurance 

company alongside investment manager -, and the pension scheme member. The segment of eligible 

employees who rely on workplace DC pensions entails neither the very affluent employees nor the 

very poorest ones. The former are more likely to be already covered by an occupational trust-based 

pension scheme, which the latter unlikely to meet the eligibility for automatic enrolment (i.e. if annual 

earnings are below £10,000). Hence, workplace DC contract-based pensions appear to target low to 

medium income earners. Precisely, they include membership from employees with annual earnings 

between ‘less than £20k’ to ‘less than £30k’168. In contrast, members of trust-based pension schemes 

tend to have a “slightly higher average salary than contract-based scheme members”, which is 

£32,000 per year or above169.  

     As already mentioned, in the case of contract-based DC pensions, scheme members do not rely on 

a defined amount of income prior to retirement, but rather, on the number of contributions paid and 

investment performance when they approach retirement date. This has been considered the major 

challenge for contract DC pension members in the pension research literature, as it is directly 

associated with the shift to greater individual responsibility for retirement income (Gilbert, 2002; 

Hyde and Dixon, 2010), and with the individualisation of social as well as financial risks (Hacker, 

2004; Orenstein 2011). The defined-contribution arrangement makes the investment process 

increasingly significant for the final amount of retirement income received, in terms of whether this 

will deliver a decent income for scheme members. Moreover, given the contractual agreement 

between the provider and member, the latter is taken to be potentially able to exercise control over the 

investment process, as opposed to the passive position of a trust-based scheme member. The member 

is actually the one authorised to intervene in the investment choices made by the provider or even 

change that entity, rather than the trustee (as discussed in Ch.7).  

8.3 Towards self-protection and consumer protection for workplace DC 

contract-based pension scheme 
  
     Having provided a brief overview of the core features of the key actors involved in this type of 

pension provision, this section explores the form and meaning of the social protection rationale 

                                                           
167 Flood, C., 2017. Big insurers prefer fund management: Regulation and low interest rates force large 

companies to look elsewhere for profit. April 17, 2016. Financial Times. Available at: 

https://www.ft.com/content/874afd38-f728-11e5-96db-fc683b5e52db.  
168 Wood, A., Wintersgill, D., and Baker, N., 2012. Pension landscape and charging: Quantitative and 

qualitative research with employers and pension providers, p. 25.  
169 Ibid.  

https://www.ft.com/content/874afd38-f728-11e5-96db-fc683b5e52db
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underlying the investment decision process shaped by these actors. First, the orientation of the 

investment process is examined and then, the conceptualisation of investment management is 

considered. These pertain to key dynamics of investment decision-making process, through which 

actors claim to participate in the process and set overarching internal rules on this process, by giving 

them certain content dependent on their role. In so doing, specific components are revealed that define 

the rationale of protection behind the decision-making.  

8.3.1 The limited role of the employer in orienting the investment decision-making 

process 

 
     Under workplace DC contract-based pension schemes, employers decide to withdraw from their 

share of responsibility for providing pensions, at the price of losing the control over the investment 

process of pension assets. By choosing a contract pension scheme, the employer is no longer 

responsible for securing the payment of pension benefits when they fall due, as would be promised in 

the case of occupational DB pensions. Thus, the key responsibility of the employer regarding pension 

provision becomes selecting and enrolling employees onto a qualifying private pension scheme as 

well as paying at least the minimum required amount of contributions into it. When selecting a 

pension scheme among different providers, employers tend to focus on bearing low costs, primarily 

for themselves rather than for scheme members and they will be less likely to have any influence on 

investment decisions towards the protection of scheme members. 

     According to a survey of employers conducted by the Department for Work and Pensions in 

2012170, the majority of small and medium employers, when selecting contract pensions, tend to 

prefer schemes with low costs and simple administration for the employer, rather than the investment 

options proposed by the provider, even if this may neglect features that will benefit and protect 

scheme members. Moreover, employers may decide to select a scheme without consulting advisers 

about assessing schemes against the protection of employees throughout the investment process, in 

order to avoid the cost of advice. In turn, if the selection of the scheme by the employer is not so 

advantageous to the employee, the latter has less ‘choice’ than what is often assumed under a 

contractual agreement. For example, opting out of the scheme or moving their past contributions to 

another investment strategy (if available by the provider), could certainly be financially 

disadvantageous to the employee. 

     Only in the case of big employers, for example, Heineken UK (private beverages company, above 

2,000 employees) or the General Medical Council (public independent organisation/health regulator), 

can the employer have some access to and influence on the investment decision-making process. This 
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is because they voluntarily set up an independent committee171 that is aimed at bargaining, influencing 

and reviewing this process as carried out by the selected provider. Hence, they can have an impact on 

the orientation of investment process through monitoring investment performance (i.e. return on 

investment) expected by the provider and against scheme’s ‘lifestyle choices’ between annuity or 

lump sum172, rather than through imposing investment choices in the first place.  

8.3.2 The leading role of the private pension provider in orienting the investment 

process 

 
      On the other hand, contract-based DC pension schemes put the role of private pension providers, 

in particular, insurance companies, at the centre of attention. Insurance companies are one major type 

of financial institution that offers this type of pension scheme the market, such that employers can 

comply with their auto-enrolment duties, given employers’ move away both from DB pensions and 

settling an occupational pension scheme. As already mentioned, insurers fully undertake to set up and 

run the pension scheme, which includes marketing the scheme to employers and employees, setting 

the terms of the contract between the provider and the employee, keeping records of the contributions 

received and investing pension contributions, among other things. As such, the orientation of 

investment the decision-making process is wholly driven by the provider, alongside the investment 

manager, who undertakes to materialise this orientation. The view of decision-making orientation by 

the provider is based on the nature of contract-based DC provision, together with its role as a 

commercial provider. That is, private contract DC pensions are considered as individual investment 

funds rather than guaranteed pension benefits.  

     Hence, the role of providers is essentially to offer a range of investment funds in the hope of 

generating returns for scheme members, while at the same time, designing and managing these 

investment funds in order to grow profits for themselves. For this reason, investment decisions can 

only be oriented towards getting greater returns, which is in contrast to ensuring sufficient funds to 

meet pension obligations leading investment decisions in occupational DB pension schemes (as seen 

in Ch.7).  

     The particular arrangement of private pension provision is recognised as an investment vehicle by 

the provider alongside its legal recognition as a regulated ‘specified investment’. Under this type of 

pension scheme, there are no specific outcomes in the terms of the provider’s commitment and 

members' entitlement to a specified amount of retirement income. Moreover, there are no specific 

outcomes in terms of securing a certain retirement income for scheme members. Therefore, in the 

                                                           
171 Aviva Group Personal Pension Scheme Management Committee, 2014. Aviva Group Personal Pension 

Scheme Governance 2013-2014 for General Medical Council; Smith, I. 2012. Case Studies: Heineken targets 

speed with contract scheme. Pensions Expert. 25 October 2012.  
172 General Medical Council, 2015. Report of the Performance and Resources Board 2015/Aviva Group 

Personal Pension Scheme Management Committee. 
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absence of guaranteed pensions in the market, the focus is on investment and in particular, on 

potentially rewarding investment that generates good returns. This is the only ‘guarantee’ that can be 

provided in workplace contract-based DC pension schemes.  

     Indeed, contract pensions are communicated as long-term investment vehicles, rather than 

insurance against social risks. By ‘long-term’, this refers to members continuing to invest their 

contributions up until a minimum age of 55, and not necessarily to a long-term view on investment. 

One of the principal scheme guides sent to newly enrolled scheme members by all providers, also 

known as the ‘key features of group personal pension plan’ document, includes the two most 

important things scheme members should consider: first, ‘how much will the monthly contributions 

be?’; and second, ‘where will my money be invested?’173. They show to the members that the 

‘scheme’ helps them or gives them the chance to save for retirement and provides them with 

retirement benefits as long as they save, invest their savings, and do not opt out from the workplace 

scheme. By ‘investing’, the members must understand that “money doesn’t go into a savings account 

of some sort”174, but rather, is invested into investment funds aimed at ‘growth’, that is, increasing 

financial returns, alongside exposure to risk, for otherwise, their contributions may not keep up with 

inflation. They are advised that “...being too cautious can also put your investment at risk, for example 

it may not grow enough to keep up with inflation, so getting the balance right is key to meeting your 

own objectives”175. Therefore, the provider (through the scheme guides) asserts that investment is one 

form of using pension contributions, which brings greater rewards than others, whilst also 

acknowledging that greater exposure to risks is involved in this, in order to provide retirement benefit. 

Simply put, investment returns are important for the level and duration of retirement income paid by 

the provider, and as a result, risk tolerance following the particular orientation of decisions.    

     The role of the provider is thus to offer a range of investment funds through which members will 

choose to invest their contributions in the hope of getting increasing returns, whilst at the same time, 

these are insurance funds that are designed and managed to grow profit for the insurers themselves. 

Insurance companies manage large investment portfolios and engage extensively in investment 

activity to cover their liabilities176 as well as making profits from investing the pension contributions 

they hold and other types of premiums. In particular, in the light of regulatory changes and low 

                                                           
173 Aegon, 2015. Welcome to your pension; Legal and General, 2017. Member’s Booklet; Prudential, 2017. Key 

Features of the Prudential Group Personal Pension Plan; Royal London, 2017. Key Features of the retirement 

solutions Group Personal Pension plan; Standard Life, 2017. Group Personal Pension: Key Features. Aviva, 

2017. Your company pension scheme: An essential guide for employees. 
174 Aviva, 2017. Your company pension scheme: An essential guide for employees. np. 
175 For instance, it is stated that “being too cautious can also put your investment at risk, for example it may not  

grow enough to keep up with inflation, so getting the balance right is key to meeting your own objectives” 

(Prudential, 2017. Fund Guide Nortel Networks UK Ltd: Prudential Group Personal Pension Plan, p.5). 
176 ONS, 2018. MQ5: Investment by insurance companies, pension funds and trusts: October to December 2017. 

Available  at: 

https://www.ons.gov.uk/economy/investmentspensionsandtrusts/bulletins/mq5investmentbyinsurancecompanies

pensionfundsandtrusts/octobertodecember2017 (accessed 2 July 2018). 
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interest rates in recent years, insurers are trying to exploit further their investment management 

operations in order to grow profits. This includes large UK insurers, such as Aviva and Standard 

Life177. Thus, decision-making orientation towards generating and improving financial returns 

becomes evident.  

     The way these funds work for pension schemes further elucidates the particular orientation, and the 

participation of members to one of profitable operations of the insurers in order to get returns and 

obtain retirement income. Over the last two decades, contract DC pensions have mostly offered 

investment in ‘unit-linked’ funds (similar to mutual funds). The FCA’s report on ‘governance of unit-

linked funds’178 states that £900 billion is allocated to unit-linked funds, of which 85 per cent are 

pension scheme assets. Pension contributions are invested in these funds by the insurer, in exchange 

for units being allocated and owned by the members (that is why the use of term ‘unit). Yet, it is the 

insurers who have the ownership of the assets of these funds. Thus, they set investment policies in 

terms of types of investment, that is, equities, bonds, property, cash in the UK or outside the UK, but 

also in terms of expected returns and risk/return calculations, all of which rest upon the provider and 

the delegated investment manager. In the case of good-performing funds, there will be a respective 

increase in the value of units, and members will get a share from the profitable asset management 

operations of the insurer. Hence, members heavily depend on the high profitability of the providers’ 

asset management operations. Another example that illustrates the reliance of the individual on one of 

the profit-making activities of the insurers, is that latter are also free to decide whether to close one of 

these funds in their interests first. The main criteria are whether an investment fund is no longer cost-

effective for the provider, or it does not achieve its objectives179, despite their claiming that they will 

consider the interests of scheme members, as well. Regarding which, from 1986 to 2015, there were 

14,429 funds offered for individual personal pensions and 1,681 funds for group personal pensions in 

the UK (Zalewska, 2017). In the 1990s, 30 IPPs and 12 GPPs ceased their operation, whilst in the 

2000s, figures were 155 for IPPs and 42 GPPs, and since 2010, 171 IPPs and 44 GPPs have closed 

down (ibid).  

     In sum, decision-orientation, one of the main parts of the investment process, as Table 16 

illustrates, is wholly driven by the pension providers towards increasing investment rewards. This 

must be respectively accepted by the scheme members, if the latter want to obtain a decent amount of 

retirement income in line with a higher life expectancy. Their active participation in the investment 

process is only up to choosing one or more ‘unit-linked’ funds, and not influencing investment 

                                                           
177 Flood, C., 2017. Big insurers prefer fund management: Regulation and low interest rates force large 

companies to look elsewhere for profit. April 17, 2016. Financial Times. Available at: 

https://www.ft.com/content/874afd38-f728-11e5-96db-fc683b5e52db.    
178 Financial Conduct Authority, 2013. The governance of unit-linked funds. TR13/8. London. Financial 

Conduct Authority, p. 3.  
179 Aegon, 2015. Welcome to your pension. 
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decisions, from which they will get a share of the profits from the asset management activity of the 

insurance company. Moreover, the employer ceases to have any significant influence on investment 

process.  

     This gives rise to the tendency towards ‘investment’ and away from ‘insurance’ in the decision-

making process, something which has also been documented in the ‘financialization’ and ‘risk’ 

literature (see for example, Langley, 2009; O’Malley, 2004). That is, contract DC pensions are 

oriented through the prospect of maximising rewards, alongside taking the risks involved in this 

endeavour, thereby moving away from a strategy of guaranteed benefits and risk avoidance. The 

individual employees who join the scheme have to accept the specific orientation through holding 

units in one or more funds managed by the provider. Accordingly, the decision-orientation constructs 

the rationale of decision-making towards protection under contract DC pensions as one that promotes 

self-protection. That is, protection in old-age income is a private issue, where individuals seek to 

achieve potential increasing financial returns, whilst embracing risks, in order to cope with inflation 

and build a big enough pension pot for their retirement (see also Table 17).  

8.3.3. Conceptualisation of investment management for individual savings 

 
     As seen above, the pension provider leads investment decision-making towards maximising 

financial returns. This can be materialised by a particular conceptualisation of investment 

management for the contributions paid to the provider, as another important dynamic for intervening 

in investment process. In particular, the pension provider, the leading actor in investment decision-

making, conceives the investment management of pension contributions as managing the investment 

of individual savings in the financial markets, between the pension provider as well as manager, and 

the individual (see Table 16). The latter considers pension contributions as personal savings are 

equated with investment in the financial markets. Such conceptualisation continues to define the logic 

of decision-making towards protection of an individual member as self-protection that can be 

achieved through searching for high returns.  

      Employers’ recall of responsibility allows for a different perception of pension contributions paid 

into workplace contract-based DC pension schemes. Under this arrangement, contributions paid by 

both the employer and employee are regarded as individual savings accounts, and not as deferred 

wage, as in the case of occupational pension schemes. On providers’ websites, promotional material 

and advertising, ‘pension savings’, ‘save for retirement in a pension’, ‘saving into your pension pot’ 

are common terms used to describe contributions paid into workplace DC pensions. In addition, the 

employer’s contributions paid into the scheme is also framed as ‘easy and free savings’, instead of the 

‘deferred wages’ that are often mentioned in occupational pension schemes. ‘Easy and free savings’ in 

the sense of giving way to free extra pay from the employer that can be easily transferred to a 

workplace personal pension scheme on a regular basis, if the employee decides not to opt out from it.   
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     The implication is that the first part of self-protection is to save as much as possible for retirement, 

while remaining a member of a workplace personal pension. The membership entails employer 

contributions and the purchase of a workplace scheme as a saving vehicle for the employees, rather 

than any entitlement to pension benefits. This construct is contrary to that associated with pension 

contributions taken as deferred wages, where they are deferred for entitlement to a secure 

predetermined amount of benefit.  

     Furthermore, savings are identified as investing. Across providers’ guides and websites about 

contract-based pensions, it is stated that for a comfortable retirement, individual employees should 

aim for potentially better investment performance or higher investment returns, because this could 

increase the amount available for taking a lump sum or retirement benefit. For example, schemes are 

presented as “a tax efficient way for you to invest for your retirement”180, “investing in personal 

pensions is a tax-efficient way of saving for your retirement”181, or it provides a “low-cost and tax-

efficient way to save towards your future [and]… investing your pension savings in…one or more 

investment funds”182. As such, saving for retirement practically means to invest for retirement. 

Langley (2009, p.52) underlies this tendency in private personal pensions by stating that savings are 

not supposed to take any other form other than one that is to be invested, to the extent that “the terms 

‘savings’ and ‘investment’ continue to be used interchangeably in popular parlance”.  

     Moreover, the interchangeable meaning of pension savings and investment is associated with 

financial market investment that is, investing in a wide range of financial assets, such as domestic and 

international equities, government and corporate bonds, and alternative assets (e.g. hedge funds, 

derivatives). Regarding which, in 2016 UK DC default funds invested 70.9 percent of their assets in 

equities, more specifically, 25.3 percent were allocated to UK equities, 41.4 percent to global equities 

and 4.2 percent to emerging markets equities; 15.5 percent of assets was fixed income; and 12.5 

percent was alternative assets183. The financial markets have been endorsed as the best mechanism for 

individuals to realise self-protection in retirement, because they can offer an efficient way to 

potentially make higher financial returns, and in this way keep pace with inflation. For example, ‘fund 

guides’ that are sent to scheme members tend to encourage them to accept investment growth, i.e. 

maximising returns as self-protection in retirement, because “lower returns could possibly struggle to 

keep up with inflation”184, or in other words, “investment..,may not grow enough to keep up with 

                                                           
180 Aviva, 2017. Personal Pension: Flexible saving for your retirement.  Available at: 

https://www.aviva.co.uk/retirement/pensions/aviva-personal-pension/, (accessed June 2017), italics added, np.   
181 Standard Life, 2017. Personal pensions. https://www.standardlife.co.uk/c1/accounts-and-

services/pensions.page, (accessed June 2017), italics added, np. 
182  Legal & General, 2017. Key Features of the Group Personal Pension 2000 Plan, p. 2, 7, 10.     
183 Schroders, 2016. FTSE Default DC Schemes Report: Schroders’ 7th FTSE DC report finds investment 

diversification at a three-year high. Available at: http://www.schroders.com/en/media-

relations/newsroom/all_news_releases/schroders-announces-its-latest-ftse-dc-report-with-investment-

diversification-at-a-three-year-high/, (accessed 31.03.2018). 
184 Aviva, 2017. Your company pension scheme: An essential guide for employees.  
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inflation”185, and as a result, they will end up with a reduced amount of money in real terms to rely on 

for retirement income.  

     Hence, the understanding of protection resulted from the particular view of investment 

management has to do with attempts to grow the value of individual employee’s investment. 

Protection relies on an individual scheme member’s capability to save and invest effectively on the 

financial markets. However, given that he or she can only make choices about the investment funds, 

rather than directly intervene in investment decisions, the pension provider takes the role of retaining 

contributions and regularly managing investment funds with the hope of improving financial returns. 

Hence, the providers offer protection in the sense of using their resources and expertise regarding the 

investment process in order to ‘ease’ the reliance of scheme members on investment decisions and 

their outcomes to protect themselves in retirement.            

‘Responsible’ or ‘ethical’ investment considerations 

  
     In terms of the interests of the scheme members throughout the investment decision-making 

process, the analysis so far has shown that these are defined as financial interests and are almost 

exclusively carried out by the commercial provider alongside the investment manager. The financial 

interests of contract DC pension members are in terms of searching for the greatest possible returns, 

while considering the risks involved, that is, they are similar to those of an individual investor 

(Amoore, 2004). In fact, they are defined as the financial interests, the only ones a private financial 

institution can claim to protect.  

     It has already been seen in Ch.5 that a similar definition is also authorised in the regulatory 

framework of workplace contract-based pension schemes. However, the FCA has not put up any legal 

stipulation for the elaboration of this definition to take into consideration concerns other than those of 

self-protection contingent on higher returns. For instance, factors related to the long-term financial 

interests of scheme members, or non-financial interests are taken into account in investment decisions, 

also known as ‘socially responsible’, ‘responsible’, or ‘ethical’ investments. Each or a combination of 

these investment strategies could be materialised in line with the ‘client's best interests’ rule in the 

sense of nudging contract-based DC pensions towards taking into consideration and listening to the 

client’s broader concerns. This is important especially given that competition is not working in the 

contract DC pension market (OFT, 2013), and therefore clients’ demands are addressed less often and 

slower (if so) by commercial providers.  

     The Pension and Lifetime Savings Association’s186 - formerly the National Association of Pension 

Funds - survey on ‘What do pension scheme members expect of how their savings are invested?’ 
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found that “whilst the level of awareness as to where savings are invested is low.. 60 percent of 

respondents would be interested in their pension provider undertaking any activities that support the 

long-term sustainable performance of the companies in which they invest to… and 70 percent felt it 

important for pension providers to invest in companies that concentrate on avoiding unethical 

practices”. It is also worth noting that greater weighting was given to social/labour standards, ‘pay and 

conditions of employees’ and ‘level (and structure) of pay for management’, than to environmental 

and diversity matters187. In short, pension scheme members ask from pension provider as well as 

employer to offer a workplace pension scheme which considers long-term financial sustainable, 

environmental, social, and ethical practices in their investment decisions.  

     Pension providers can thus consider pension scheme members’ demands and integrate them into 

investment decisions. The environmental, social and governance (ESG) information has recently 

become one of the main ways pension providers consider non-financial factors in investment 

decision-making. In the ESG risks in DC default investment funds survey of Pensions and Lifetime 

Savings Association188, pension providers such as insurance companies and in general, institutional 

investors increasingly demand ESG integration in investment decision-making. The primary reasons 

for introducing ESG in investment decision-making are associated with improving returns or 

minimising the risks involved in searching for them, but also responding to members who support 

non-financial considerations189. All the websites of the six largest providers this chapter is focused 

upon state that they include ESG considerations in their investment decisions, along with ownership 

practices, such as voting and engagement with investee companies190. In doing so, they can enhance 

returns or the minimise risks involved and by extension, improve members’ financial security by 

searching for greater returns. Both the investment industry and academic studies have demonstrated 

that the ESG criteria can positively impact on investment performance191. While at the same time, 

some can also promote non-financial factors, for instance, environmental and economic issues that are 

                                                                                                                                                                                     
186 National Association of Pension Funds, 2014. What do pension scheme members expect of how their savings 

are invested?. Available at: https://www.plsa.co.uk/Policy-and-Research/Document-library/What-do-pension-

scheme-members-expect-of-how-their-savings-are-invested-An-NAPF-research-report.pdf., p.16 – 20.   
187 Ibid., p. 19.  
188 Pension and Lifetime Savings Association, 2017. ESG risk in default funds analysis of the UKs DC pension 

market. A discussion paper.  Available at: https://www.plsa.co.uk/portals/0/Documents/0619-ESG-risk-in-

default-funds-analysis-of-the-UKs-DC-pension-market-260417.pdf.    
189 Ibid.   
190 Prudential, 2017. Responsibility. Available at: https://www.aegon.com/en/Home/Sustainability/Responsible-

Investment/, (accessed June 2017); Aegon, 2017. Responsible investment. Available at: 

https://www.aegon.com/en/Home/Sustainability/Responsible-Investment/, (accessed June 2017);  Royal 

London, 2017. Our social responsibility. Available at: https://www.royallondon.com/about/social-

responsibility/responsible-investment/, (accessed June 2017); Legal and General, 2017. Responsible Investment.  

Available at: https://www.legalandgeneral.com/institutional/real-assets/about-us/responsible_investing/, 

(accessed June 2017); Standard Life, 2017. Responsible Investment. Available at: 

https://www.standardlifeinvestments.com/sustainable_and_responsible_investing/index.html, (accessed June 

2017); Aviva, 2017. Responsible investment. Available at: https://www.aviva.com/social-purpose/responsible-

investment/, (accessed June 2017).    

 

https://www.plsa.co.uk/Policy-and-Research/Document-library/What-do-pension-scheme-members-expect-of-how-their-savings-are-invested-An-NAPF-research-report.pdf
https://www.plsa.co.uk/Policy-and-Research/Document-library/What-do-pension-scheme-members-expect-of-how-their-savings-are-invested-An-NAPF-research-report.pdf
https://www.plsa.co.uk/portals/0/Documents/0619-ESG-risk-in-default-funds-analysis-of-the-UKs-DC-pension-market-260417.pdf
https://www.plsa.co.uk/portals/0/Documents/0619-ESG-risk-in-default-funds-analysis-of-the-UKs-DC-pension-market-260417.pdf
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associated with broader welfare and protection and in doing so, provide the opportunity to members to 

consider extra-financial issues in the investment process. In such cases, non-financial factors are 

considered when they can be aligned with financial outcomes, given that the general tendency among 

institutional investors is for the use of ESG information to enhance investment performance192.  

            However, it is unclear whether and if so, what ESG criteria are considered by each provider 

regarding the investment funds for contract-based DC pension schemes. There is no reporting of 

relevant information in the pension scheme’s guides, prospectuses and/or on their websites. Even 

though almost all providers indicate ESG considerations in their investment policies and briefly 

mention their own approach to ESG issues, these can be found on their investment management 

website (see also Share Action, 2015). This makes the particular information less accessible for 

pension scheme members, but also more difficult for them to navigate and comprehend any ESG 

associations with their own pension scheme. As such, pension scheme members are practically unable 

to inspect the use of ESG for their own financial security in retirement and broader protection.  

     The provider also offers investment funds that are based on ‘responsible’ or ‘ethical’ investment 

choices, and they are named as such. Hence, pension scheme members are given the chance to be 

actively involved in the investment process and to promote their non-financial/ethical considerations 

as well as their broader protection concerns, by selecting or switching to their preferred investment 

funds. However, at the same time, members are called to balance their financial and non-financial 

interests, and bear full responsibility for lower rewards because in doing so. Put it in another way, 

they may have to compromise their own financial security if they want to act ‘ethically’. Despite this 

“contestability of the ethical investor” (Langley, 2010, p. 225) that could signal the withdrawal from 

ethical investment, one out of two pension scheme members reported that they would prefer ethical 

funds no matter whether this would lead to lower returns193.   

8.3.4 Providing consumer protection in the decision-making process 

  
     The conceptualisation of investment management as managing the investment of individual 

savings by the provider for individual employees, also involves the offer of a default investment 

strategy, disclosure of information, and the appointment of an Independent Governance Committee 

(IGC). This is in order comply with the most recent regulatory measures on contract DC pensions and 

the logic of the ‘minimum quality of exchange’ rationale lying behind these, as discussed in Ch.5. 

These are taken by the regulatory framework as primary ways of protecting pension scheme members 

                                                           
192 Climent, J., 2015. Tomorrow’s Investment Rules 2.0: Emerging risk and stranded assets have investors 

looking for more from nonfinancial reporting. Ernst & Young. Available at: 

https://www.ey.com/Publication/vwLUAssets/investor_survey/$FILE/CCaSS_Institutional_InvestorSurvey2015

.pdf.  
193 National Association of Pension Funds, 2014. What do pension scheme members expect of how their savings 

are invested?. Available at: https://www.plsa.co.uk/Policy-and-Research/Document-library/What-do-pension-

scheme-members-expect-of-how-their-savings-are-invested-An-NAPF-research-report.pdf.  

https://www.ey.com/Publication/vwLUAssets/investor_survey/$FILE/CCaSS_Institutional_InvestorSurvey2015.pdf
https://www.ey.com/Publication/vwLUAssets/investor_survey/$FILE/CCaSS_Institutional_InvestorSurvey2015.pdf
https://www.plsa.co.uk/Policy-and-Research/Document-library/What-do-pension-scheme-members-expect-of-how-their-savings-are-invested-An-NAPF-research-report.pdf
https://www.plsa.co.uk/Policy-and-Research/Document-library/What-do-pension-scheme-members-expect-of-how-their-savings-are-invested-An-NAPF-research-report.pdf
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who lack financial literacy or engagement for influencing investment decisions and delivering equal 

access to decisions. In implementing these requirements, additional elements define the protection 

rationale conceived throughout the decisional process.  

     First, default investment policies have become a common feature in workplace contract-based DC 

pensions. The default option is that members agree to invest their contributions in one or more funds 

until the retirement date that are predetermined by the provider, and not in investment funds of their 

choosing. These arrangements account for 73 percent of schemes (OFT, 2013) and the automatic 

enrolment reform has significantly expanded the regulatory focus on them. In particular, one of the 

most recent measures for the governance of contact DC schemes is associated with the design and 

implementation of the default investment strategy, which should be “as far as possible tailored to the 

level of risk and return that is appropriate for scheme members” (OFT, 2013, p. 14; Department for 

Work and Pensions, 2014). It will thereby improve members’ outcomes at retirement. Accordingly, it 

is required by the FCA that providers design, run and review default funds in the interests of 

members.   

     Looking across pension providers, all large pension providers, for instance Aegon, Aviva, Legal 

and General, Prudential, Royal London, Standard Life that are examined in this chapter, provide 

default funds for both group personal pension and group stakeholder pensions. The most common 

approach to default strategy is one that is lifestyle-designed, which can be summarised as that 

members’ contributions are “invested over their lifecycle in a combination of four funds, and the 

combination changes with the members’ age or perceived distance to retirement”194. As they grow 

their savings in what is often referred to as the growth phase, members will tend to be invested 

predominantly in equities or higher risk funds. As they get closer to retirement, often 5-10 years 

before their selected or default retirement date, “the member is ‘de-risked’ to avoid loss of assets close 

to retirement, which means that they will gradually, according to a pre-planned switching mechanism 

‘glide path’, have their assets transferred into less risky funds such as bonds and cash”195.  

     The main component of a member’s protection under lifestyle-designed default strategies is to 

reduce financial risk near retirement and thus, minimise the impact of bad timing or market 

uncertainty for members. In this way, members’ interests are somewhat taken into account by the 

provider, as the latter adapts investment decisions not only to its own interests, but also, to those of 

the members. However, this approach is not standardised across pension providers and the one-size-

fits-all nature of default strategies is not necessarily suitable for any member and retirement date.  

                                                           
194 National Association of Pension Funds, 2013. Default Fund Design and Governance in DC Pensions. 

Available at: https://www.plsa.co.uk/portals/0/Documents/0334_Default_fund_design_in_DC.pdf., p. 6.    
195 Ibid    
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     As a result, the additional component of protection for members by the provider throughout 

shaping decisions can vary widely among scheme members, and even end up being unable to protect 

them from risks. Perusal of the focal pension providers’ websites shows that there are variations in the 

design of default strategies. As one observer explains “there are still huge variations in fund 

structures, objectives, asset allocations, the level of risk taken by providers and fund 

sophistication…the allocation to equities, bonds and other asset classes varied dramatically between 

the default funds, depending mainly on the targeted risk levels and the range of investment tools 

used”196. Moreover, given the regulatory changes, such as market freedoms, current market 

conditions, and inevitably diverse groups of scheme members in terms of age profile and employers, it 

is not possible for providers to design default funds that will be tailored to the interests of each 

member. Instead, they can only construct default strategies in the form of a range of default funds 

targeted at a few broad categories, for instance, annuity or cash, and a member’s age. Yet, research on 

the largest providers’ default funds found that ‘one size’ might not fit all members’ outcomes to 

secure their own retirement197.   

     Disclosure is the second mechanism for protecting members, whereby through the provision of 

information members are able to scrutinise it and then make informed decisions. In the case of 

contract schemes, these decisions that can be taken by the member are in terms of being given the 

‘choice’ to remain or opt out from the scheme, selecting preferred funds or changing default ones (see 

also Table 17). As already discussed in Chapter 5, the legal requirements for disclosure after joining a 

contract-based scheme include, for example, the amount of contributions paid, an illustration of the 

expected amount of benefit, an annual statement of investment performance, management and 

investment charges deducted, what might be available at retirement, factors that could affect the 

amount of benefit at retirement, and the objectives, advantages as well as the disadvantages of the 

default strategy (The Occupational and Personal Pension Schemes (Disclosure of Information) 

Regulations, 2013). 

     The disclosure practices among the major six providers can be summarised as including198: general  

description of contract-based pension schemes, as well as an outline of a scheme’s specifics; online 

tools or calculators for retirement planning; explanations on the information included in the annual 

statement along with the annual statement; definitions of common terms, such as ‘risk’; costs 

                                                           
196 Espadinha, M., 2017. Pension default strategies can put savers at risk. FT Adviser. September 12, 2017. 

Available at: https://www.ftadviser.com/pensions/2017/09/12/pension-default-strategies-can-put-savers-at-risk/.  
197 Cumbo, J., 2017. Huge variations’ in company pension default funds.  FT Adviser. 15 September 2017. 

Available at:  https://www.ft.com/content/794c48d0-9895-11e7-a652-cde3f882dd7b.  
198 For example: Aviva, 2016. A Guide to the Aviva Diversified Assets Funds;  Prudential, 2017. Fund Guide 

Nortel Networks UK Ltd: Prudential Group Personal Pension Plan; Standard Life, 2017. Group Personal 

Pension: Key Features; Royal London, 2017. Key Features of the retirement solutions Group Personal Pension 

plan; Prudential, 2017. Key Features of the Prudential Group Personal Pension Plan.   

https://www.ftadviser.com/pensions/2017/09/12/pension-default-strategies-can-put-savers-at-risk/
https://www.ft.com/content/794c48d0-9895-11e7-a652-cde3f882dd7b
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included; the broader objectives of default strategies; and links to websites for more detailed 

information of investment funds.  

     Through the increased circulation of information circulating now, provider is expected to protect 

members by increasing their awareness and calling upon them to develop and use their capacities as 

return-risk-cost monitors and return-risk-cost calculators, thereby extending Crook’s (1999, p.171) 

observation of their becoming risk monitors and calculators. Yet, this increasing awareness can 

mainly be for basic and ‘inescapable’ features of the scheme, such as risk and charges. On the one 

hand, these features have admittedly become more visible through more information being disclosed, 

which is thus of value to members. On the other hand, disclosure practices give less choice insofar as 

the core features of the scheme can be understood but not avoided, and default strategies cannot be 

easily undertaken by the member alone. Regarding which, risk is commonly defined as that 

investment returns are not guaranteed, and the value of the investment can “go down as well as up and 

could be worth less than the amount paid in”199. However, when investment options are explained, it 

is highlighted that risk-taking is necessary to get greater returns. Furthermore, for example, lifestyle 

default strategies are explained as “lifestyling aims to provide long term growth with automatic 

switching of your money into different funds as you get closer to taking your benefits. Lifestyling is 

an investment option that is basically made up of two phases”200. Such descriptions are quite broad, 

with their objectives being unclear in terms of what members will get with each particular default 

arrangement, thus making it difficult to choose from different strategies. Equally, research from 

Cardano consulting found that default funds for workplace personal pensions fail to link fund 

objectives and expected amount of retirement benefit201. In addition, information may be only useful 

for judging past investment strategies and decisions, thus being irrelevant when the aim is to control 

or reduce future risks. Overall, the implementation of disclosure appears to increase awareness and 

engagement of individuals with investment process and their pension scheme, in general, but it does 

so for basic features and for investment process in retrospect.   

 

                                                           
199 Ibid  
200 Prudential, 2017. Fund Guide Nortel Networks UK Ltd: Prudential Group Personal Pension Plan. p.11.  
201 Hawthorne, S., 2017. Pension default funds under fire. FT Adviser. July 10, 2017. Available at: 

https://www.ftadviser.com/pensions/2017/07/10/pension-default-funds-under-fire/?page=1.  

https://www.ftadviser.com/pensions/2017/07/10/pension-default-funds-under-fire/?page=1
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Table 16 Content of investment decision-making process dynamics/modalities for workplace DC 

contract-based pension schemes, ordered by key actors’ influence.  

PENSION SCHEME ACTORS 

 employer scheme member pension provider / investment manager 
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getting the best possible investment 

returns.  

Conceptualisation of 

investment 

management 

managing investment of individual 

savings in financial markets by the 

pension provider/manager for the 

individual. 

Motivation short-term profit incentives. 

Selection of 

investment decision 

approaches/tools 

active asset allocation and 

diversification (drawing on modern 

portfolio theory).   

 
  

     The third and final legal requirement for protecting scheme members is in relation to the 

introduction of an independent governance committee (IGC). This is intended to represent the 

interests of members of one provider’s contract-based pension schemes, in terms of ensuring that they 

are receiving good value for money. There are two reasons for this, stemming from the incapacity of 

information disclosure alone (regarding both regulatory structures for disclosure and disclosure 

practices) being able to balance the relationship of exchange between the provider and member. First, 

there is ‘information asymmetry’ in the sense that provider has more information about the investment 

process than the members and decides upon the type and level that will be disclosed to them (OFT, 

2013). Second, many information recipients have found pensions and investment too complex areas to 

comprehend and as a result, some of them will fail to engage in seeking their own security (Financial 

Services Authority, 2006, p. 87).  

     All six major providers examined for this chapter have established an IGC since 2015. Each one 

gathers information requested from the provider mainly about a set of areas of concern, in line with 

the terms of reference set out by the FCA to assess value for money for scheme members. There are 

five common areas of collected information: 1) ongoing value for money; 2) review of selected 

investment strategy /or default strategy; 3) prompt transactions; 4) charges and transaction costs; 5) 

IGC expertise, and 6) members’ representation202. The IGC is thus able to collect more detailed data 

(e.g. meeting minutes, data on costs etc), than a member can usually gather through explanatory 

                                                           
202 Independent Governance Committee Reporting Template. 
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material (e.g. member’s booklet or/ terms and conditions, funds guide etc), the annual statement, 

and/or the provider’s website about investment performance and charges. 

     Subsequently, information obtained is assessed against a ‘value for money’ framework designed 

by the IGC of each provider. The results of its assessment are presented in an ‘annual report’ which is 

published, in order to allow members or anyone else to have access to it. The ‘value for money’ 

framework is broader than just costs and charges across IGCs. That is, for the IGCs established by 

each pension provider, ‘value for money’ assessment can be summarised as entailing not only pension 

scheme charges and investment costs, but also, other elements of value for money, such as pension 

scheme service and administration, member communication and engagement, investment strategy 

design and suitability, along with the range of investment choices and investment performance203. 

Assessing each of these elements, for instance, the default investment strategy, includes an overall 

statement about it, e.g. “the IGC is comfortable with the default strategy”, “awards 1.5 score out of 3 

to the default strategy, and ensures that the latter is regularly reviewed by the provider”. It continues 

that this is the case, because the provider “has developed a method of reviewing the appropriateness 

of default investment strategies, taking into account the risk and return characteristics of the 

strategies…an independent analysis of performance against benchmarks and compares risk 

expectations with actual experience…a proactive oversight of the range of funds available, 

communicating with members and closing/replacing funds where appropriate”204. Another example, 

assessing investment performance, involves reporting investment returns of the default funds205, in 

some cases after investment costs206, or against performance benchmarks207 over the last twelve 

months as well as over the last five years208.  

     Within three years of reporting having commenced, IGCs are tending to approach their evaluation 

of information in similar ways, for instance, investment performance reporting, as well as stating 

whether default strategies are designed with members’ interests in mind and are reviewed regularly. In 

particular, the 2018 annual reports appear to try and make more specific statements that the IGC is 

confident or satisfied with the default/investment strategy, investment performance and so on.  

                                                           
203 See for example, Independent Governance Committee Report, 2018. Value for Money - Delivering for 

Aegon’s workplace pension customers. Independent Governance Committee Report of Aegon: Annual Report 

2017/18; Independent Governance Committee, 2018. Legal & General Independent Governance Committee 

Annual Report; Independent Governance Committee, 2018. Aviva Independent Governance Committee 2018 

Annual Report.  
204 Ibid. 
205 For instance, Independent Governance Committee, 2018. Aviva Independent Governance Committee 2018 

Annual Report. 
206 For instance, Independent Governance Committee, 2018. Legal & General Independent Governance 

Committee Annual Report. 
207 For instance, Independent Governance Committee Report, 2018. Value for Money - Delivering for Aegon’s 

workplace pension customers. Independent Governance Committee Report of Aegon: Annual Report 2017/18. 
208 For instance, Independent Governance Committee, 2018. Legal & General Independent Governance 

Committee Annual Report. 
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     Whilst there are still issues to be addressed with IGC reporting, especially with respect to the 

amount of details presented to support claims about the investment strategy being in the interests of 

members (e.g. objectives of default funds and individual members’ interests), there is a growing 

tendency towards the standardisation of the ‘value for money’ evaluation of providers. Given that the 

IGCs must satisfy the FCA’s requirements and that they also want to be reappointed by the 

provider209, they have to achieve high scores of transparency in their public reporting. In doing so, 

they have tended to mimic each other on the basis of the best practice method, whereby they have 

adopted a broadly similar ‘value for money’ framework for the evaluation of the pension provider. 

This seems to have led to a standardisation of ‘value for money’ evaluation among IGCs. This mainly 

entails there being an appropriate default investment strategy in terms of returns and risks, investment 

costs, positive investment performance in the short-term, and quick reaction in case of poor short-term 

investment performance. As such, they push providers towards considering these particular elements 

in their decisions. At the same time, the standardisation of the evaluation of the provider against the 

particular ‘value for money’ framework, institutionalises this as a common reference to the 

investment process between the provider and scheme member. That is, one that aligns the interests of 

the two into searching for higher returns, managing the level of risk closer to retirement, monitoring 

investment costs, and react quickly to underperformance, thereby delivering for value for money. 

Thus, it makes possible for providers to consider the interests of scheme members in the investment 

process in addition to their own. In short, the implementation of IGC has pushed the providers into 

delivering a standardised view of ‘value for money’, which has also become a common reference 

regarding the investment process between them and the individual members. 

 

     To summarise this section, the main characteristics depicting a social protection rationale in 

workplace contract-based pension schemes have emerged from the insurers, as the leading actors, as 

well as the provider of the protection in these schemes, directly intervening in the investment 

decision-making. This is as a direct result of employers withdrawing from pensions provision and 

pension scheme settlement, thus having limited influence on made decisions under these schemes. 

One of the main components of the social protection rationale that replaces social protection with 

individual self-protection, is one aiming for rewarding investments (generating highest possible 

returns) in the financial markets for scheme members. At same time, this endeavour is dominated by 

the provider and is expected to make a profit for the provider. This draws scheme members into the 

practice of seeking the higher returns required in order to realise their own financial security (as there 

is no guaranteed retirement income by the state - as seen in Ch. 6 -, or improving income security 

through a combination of financial investment of the pooled assets and employer - as seen in Ch.7), 

                                                           
209 Interviewee highlighted the ‘in-between’ position of the IGC   
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and associates them with the profit activity of the provider, in order to access financial market 

investment to seek for greater returns.  

 

Table 17 Components of social protection rationale throughout investment decision-

making process in workplace DC contract-based pension schemes 

 search for higher financial returns subject to provider’s interests.  

 incorporate ESG criteria as non-financial criteria into investment strategies, driven 

from provider’s considerations about non-financial criteria, primarily associated with 

material outcomes.  

 offer ‘responsible’ or ‘ethical’ investment funds that are defined as such by the 

provider, but which outcomes will be borne by the individual.  

 broad, varying default strategies in order to reduce risk closer to retirement. 

 

 ensure disclosure of basic, retrospective information about investment policies and 

terms.  

 deliver a standardized ‘value for money’ framework, and institutionalization of the 

latter in investment decision-making process.  

 

 

     Protection also entails the approval of broader non-financial demands raised by members from a 

socially responsible and ethical standpoint over investment. Depending on the range of non-financial 

considerations proposed by the provider, and in the case of ethical strategies, members will have to 

bear the potential cost of deviating from prioritising higher returns. Furthermore, protection is framed 

in implementing consumer protection measures, where the individual needs of members require the 

linking of the investment decisions with their own future financial security and thus, these needs are 

served by the (financial) market as well as by the relationship of investment/exchange. This is through 

demonstrating that the investment process, upon which members rely and which is dominated by the 

provider, includes decisions in line with some broad categories of needs being considered in the 

design of the default strategies. It is also through guaranteeing the quality of basic information 

communication, and public reporting of the evaluation of provider with which members are able to 

ensure that an investment process is safe and sound in terms of specific ‘value for money’ criteria. 

Table 17 summarises all these characteristics, which represent protection in investment decisions for 

workplace contact-based DC pension schemes.  
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8.4 Market finance for the individual 

  
     The understanding of social protection is seen above as that the individual alone obtains his or her 

own sufficient funds to ensure a decent retirement and makes use of consumer protection measures to 

guarantee a ‘value for money’ investment process, which implies a financial rationale of return 

maximisation as the exclusive one organising decisions. Similar to the occupational schemes 

described in Ch.7, this particular financial rationale is embedded in the market finance domain, which 

focuses on the “markets where financial assets can be transacted”, with the main purpose being “to 

maximize the value of capital at a given level of risk” (Dembinski, 2008, p. 60-61). This is also why 

similar characteristics to those seen in Chapter 7 about the financial rationale occur in managing 

decisions. However, contractual arrangements of these schemes emphasise the individual dimension 

of this financial rationale (than that collectively adopted in occupational pension schemes), thereby 

being more closely associated with the liberal model. The latter promotes self-reliance by adopting a 

financial rationale for the individual’s own benefit, while incurring full with responsibility for any 

loss. This section briefly reviews the components characterising the financial rationale underpinning 

contract DC pension schemes’ investment decisions. In the previous section, the first two main 

modalities of the investment decision-making process were considered, in this section, the remaining 

two are discussed, namely, the general primary motivation behind developing investment strategies in 

the sense of this being a common ultimate criterion of decisions, and the techniques deployed for 

managing these investment decisions. 

    The ‘translation’ of the ‘client's best interests’ rule into the objectives of the investment funds and 

allocation of assets for each option, along with commercial motivation, all show that providers favour 

the prospect of medium to long-term profit (5 to 10 years) in the design of these funds. This 

particularly so for default option, whilst at the same time, there is also pressure to disclose good 

performance in the short-term. This particular type of motivation imputes the financial logic of return 

maximisation.  

     One application of ‘client’s best interests’ is to provide investment funds consisting of default 

options  in the interests of scheme members, and not just serving those of the provider. The objective 

of investment funds offered under default options constitutes one commonly deployed way by which 

members’ financial interests can be promoted. The providers, for example, claim that their investment 

fund proposed for default options “...aims to deliver long term growth”210, or “…aims to maximise 

returns…over the medium to long-term”211, in order to generate returns that will maintain and 

potentially boost the level of income a member will get from the scheme. Insurance funds are directed 

towards being invested in a mix of assets designed by the provider alongside the manager to deliver 

                                                           
210 Prudential, 2017.  Fund Guide Nortel Networks UK Ltd: Prudential Group Personal Pension Plan, p.22.  
211 Aviva, 2016.  A Guide to the Aviva Diversified Assets Funds. p. 5.  
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these returns. An insurance fund, especially for the first 10 to 15 years before retirement, will possibly 

“invest at least 40% of its assets in equities but not more than 80%...[and in]… sovereign government 

debt, investment grade corporate credit as well as High Yield corporate credit”212. Alternatively, this 

could be 65% to 90% of assets in equities and 31% to 7% of assets in fixed-interest income, and 4% 

money213, based on a 5 to 10 year forecast of investment potential. Each type of asset allocation 

provided is taken as being able to achieve the fund objectives and thus, to match the financial interests 

of members with obtaining greater returns. Furthermore, in most cases, the providers also report 

theoretical asset allocation and a respective index that they seek to outperform. Hence, the 

achievement of increasing returns could also be facilitated through monitoring whether the fund 

outperforms the benchmark(s), as this would realise higher investment gains for scheme members.  

     In addition, the public reporting of investment performance includes annual performance as well as 

three and/or five-year performance, as already discussed in subsection 8.3.4. Due to the commercial 

motivation of attracting more investors as well as maintain existing employers and scheme members, 

the provider is under pressure to report good performance every year, that is, in the short term, even 

though investment decisions may be designed for strategic asset allocation based on a medium and 

long-term forecast.  

     Similar to occupational pension schemes, the return maximisation rationale entails embracing the 

risk involved, with there also being ‘devices’ (from Finance theory and practice) as well as ‘choice’ 

(from the market) for controlling and reducing it. Looking at the fourth and the last dynamic of the 

investment process, this refers to active asset allocation and diversification, both being based on a 

modern portfolio, as in the case of the decision techniques/tools used in occupational pension schemes 

for managing risk-taking (Ch.7). In addition, some of the major providers (e.g. Aviva) offer default 

options for workplace schemes that allow the members to choose the level of risk that they believe 

will achieve the objective of the fund or to be switched out of default option and select investment 

funds with the desired level of risk.  

     The contract DC pension industry tends to communicate and highlight investment decisions in 

terms of risk, rather than just return, which was particularly so in the aftermath of the 2007/8 financial 

crisis and after the introduction of automatic enrolment. For example, the level of risk undertaken by 

each investment fund is expressed as low to medium, medium, or medium to high, but not as a precise 

rate or a range of rates. 

     In managing the risk members are called upon to take, providers stress active asset allocation and 

diversification as proof of doing so. For example, they state that “we…put active, dynamic asset 

allocation at the heart of our investment process…asset allocation is the key driver of return..[but 

                                                           
212 Prudential, 2017.  Fund Guide Nortel Networks UK Ltd: Prudential Group Personal Pension Plan, p. 22.  
213 Aviva, 2016.  A Guide to the Aviva Diversified Assets Funds, p. 5. 
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also] this means investors can take advantage of the risk-reducing potential of diversification”214. Or 

in another case, they justify the use of diversification as,“if you invest entirely in one type of asset or 

region of the world, then the value of all your pension savings will be subject to the changes in the 

performance of that type of asset or region. To help manage this risk, you could consider choosing 

funds that spread the risk by investing in several assets, by geography”215.   

     To summarise the section, the general motivation and approaches of the investment process under 

workplace DC contract-based pensions are similar with those observed for occupational DB trust-

based pensions and thus, reveal the same elements in terms of financial rationale. They are associated 

with the significance of maximum returns, seeking to outperform independent market indices, and 

potential risk-reduction. The relationship between return and risk-taking is highlighted in the return 

maximisation rationale for ensuring income in retirement.   

8.5 Conclusion: Protection as consumer protection rationalising return-

maximisation 
  
     As DC contract-based pensions provision is based on a contract between the provider and 

employee, and lacks a predetermined amount of retirement benefit, so too the involvement of actors 

and the dynamics of decisions have undergone a transformation. The employer’s withdrawal from its 

share of responsibility for providing pensions comes with losing control over decisions for pension 

assets, while commercial pension providers (as financial institution/intermediary) have come to take a 

leading role.  Accordingly, this transformation has led to a change in the modality of decisions in 

which generating best possible returns becomes the only direct focus of decisions, through for 

example, investing over 70% of assets in equities and other alternative assets, even after the last 

financial crisis. Pension contributions are thus being represented as individual investment in the 

financial markets, as opposed to pension contributions that will secure retirement benefit. In my 

attempts at exploring the logic of investment decision-making process, I have suggested that on the 

one hand, protection is characterised by individual responsibility for it through seeking higher returns. 

Employees are deemed to be consumers, whose protection is based on ensuring the provider’s 

investment strategies serve a few broad categories of their needs, associated with the level of risk 

exposure closer in retirement. Furthermore, it is based on a safe and sound investment process in 

terms of following standardised ‘value for money’ criteria, and on the quality of basic information 

communication. On the other hand, the key component characterising financial logic found is, indeed, 

return maximisation, which tends to be on a short-term basis due to the desire to keep members in the 

scheme as well as competition among providers and managers. Moreover, this goes together with 

                                                           
214 Ibid., p.6-7. 
215 Prudential, 2017.  Fund Guide Nortel Networks UK Ltd: Prudential Group Personal Pension Plan, p. 22.; 

p.7.   
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managing as well as mitigating the risk-taking involved, which is entirely borne by the scheme 

member.  

     These features serve to draw a distinct relationship between the social protection and return 

maximisation rationales in workplace contract-based DC pension schemes. It is argued that this 

particular kind of protection rationale becomes a means of rationalising and forging the consent of 

individuals in the primacy of return maximisation rationale and practices. Once the return 

maximisation logic is explained as that it can be controlled for providing future retirement income to 

an individual member, through for instance, monitoring investment performance, costs, and reacting 

quickly in case of poor performance, it can thus be considered acceptable. In addition, the dependence 

of employees on the financial market and their exposure to market risks can be tolerated in place of 

providing social protection to employees. The implementation of consumer protection related rules 

ensures a more level playing field for scheme members as regards their engagement, involvement and 

influence on the investment decision-making process. Contractual responsibility and ‘client’s best 

interests’ duty are legal obligations discussed in Chapter 5 to guarantee a formal equal relationship of 

exchange (investment is a type of exchange) between the commercial provider and individual 

member. However, as seen in this chapter, the members remain in an unequal and inferior position in 

the investment relationship. For instance, they have to be associated with the investment strategies 

subject to the provider’s interests and if they have to request any change, such request will be at their 

cost. In order to overcome these inherent issues, pension providers strive to ensure a fair, safe and 

sound decisional process, in terms of some broad predetermined choices in the interests of members, 

relevant explanations, and standardised ‘value for money’ criteria surrounding this process. These 

fixes of the decisional process, are nevertheless, unable to guarantee outcomes beforehand or improve 

them. Any guarantee or improved outcomes can only be assessed, as with any market-based 

exchange, in the future, that is, in the actual retirement date, based on what a member will get after 

using these protective tools to obtain retirement income.   
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Chapter 9 Comparison and discussion 

9.1 Introduction 
 
     In this chapter, I bring together the results of the empirical analysis and compare them to address 

the overarching objectives of this research. In doing so, the central argument of the research is that: 

while the ongoing expansion and continuation of pension the financialization process includes a 

recurring dominance of return-maximisation, it is primarily sustained by the subordination of 

employees to the restructuring of social protection in the investment of their contributions. This is 

institutionally and ideologically supported by the investment regulations of private pension schemes, 

at the pension scheme (meso) level, making occupational defined-benefit and workplace personal 

defined-contribution pension schemes similar with regard to their ends. On the other hand, respective 

regulations for the state pension scheme ensure social protection at the expense of return-

maximisation, thus limiting financialization. 

     I develop this argument in three main sections: the following section (9.2) provides an overview of 

the findings in order to explore the implications of how the regulatory framework (seen in Chapter 5) 

relates to the decision-making process (seen in Chapters 6, 7 and 8) in each pension scheme case. The 

next section (9.3) compares the three types of pension scheme. It discusses the implications of their 

differences and similarities for the process of financialization and for the role of regulation at the 

meso-level/pension scheme levels in the process, in the broader UK context. The last section 

concludes with a summary and a comparative table (Table 18) that synthesises the findings in terms 

of: the forms of regulatory rationales, as they are crystallised by ends-means combinations in each 

type of pension scheme;  the social protection and return maximisation relationship of the investment 

decision-making process, as influenced and changed by leading actors in each selected pension 

scheme; the influence of investment regulations on the decision-making process for each scheme; and 

revealing the distinct forms of the pension financialization process, which inform the objectives of the 

UK’s multi-pillar pension system and welfare retrenchment agenda, in the context of the Anglo-

liberal model of growth. 

9.2 Regulations and decisions: main findings 

   
     The following section gives an overview of the findings of the empirical analysis for each case and 

addresses the first part of RQ3: “What is the influence of regulation on the investment decision 

making process?”. It also brings together the findings from answering the first and second research 

questions outlined in Chapter 2, as follows: RQ1: ‘How is the UK regulatory framework intended to 

govern the contradictory institutional rationales of social protection and finance (i.e. return 

maximisation) underlying the investment decision-making process in three types of pension 

schemes?’; and RQ2: ‘How is the tension between the social protection and return-maximisation 
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rationales understood by key actors of a particular pension scheme, while operating within the 

regulatory framework, and at the same time, participating in the investment decision-making 

process?’. The meso-level approach used in the research was very useful for addressing these research 

questions in that it linked the regulatory framework and investment decision-making process together. 

This section discusses the influence of regulation on the decision process, on the core tension therein 

and on the protection obtained for the pension scheme members.  

9.2.1 State pension scheme: traditional views of social protection 

  
     The analysis of the regulatory framework for the state pension scheme in Chapter 5 included a 

particular logic for regulating the use of national insurance reserves, what I have termed ‘cost-

effective protection’ logic. This emphasises the delivery of a state-guaranteed benefit and also, the 

value for money in the organisation of government expenditure, that can be ensured through imposing 

investment restrictions and specific operational duties. It also acknowledges the polarity of the 

relationship of the social protection and return maximisation rationales, which cannot be resolved. 

That is, the impossible to target the two in the decisions made regarding the allocation of pension 

reserves. Then, in Chapter 6, the strategic decision-making process carried out by the pension 

scheme/state actors responsible for the government cash and debt management was explored. The 

components actors use to characterise and deliver social protection lead to limiting the financial logic 

to cost-reduction, thereby excluding any profit-maximisation motive and financial market investment.  

     These findings show that the regulation establishes this particular relationship by using 

straightforward investment restrictions, which restrict the type of financial rationale and by appealing 

to professional performance objectives. By way of formal control, it ‘instructs’ the investment process 

to limit the use of financial market instruments and to prevent return maximisation from guiding 

decisions. Moreover, it provides a formalisation of public money management objectives and 

outcomes for the investment process. This is in order to make the key priorities common between the 

different levels of government (DMO and Treasury), such as that of government cost reduction and to 

maintain the commitment to the outcomes fulfilling the decisions made favouring the beneficiaries of 

the state pension scheme.  

     As a result, this type of “inside government” regulation (Lodge and Wegrich, 2012, p.127) 

considers a traditional sense of social protection, in which risk-taking to maximise returns cannot go 

together with the protection of scheme beneficiaries. Protection can thus be ensured through 

preserving national insurance reserves, while avoiding unexpected market outcomes. Ultimately, this 

contributes to the priority of guaranteeing retirement benefits over the monetary value of the reserve 

fund, which can usually be found in pension provision arranged by the state. As such, it represents a 

guarantee of social rights, herein pension entitlements, which does not depend on the available 

amount of reserves.   
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9.2.2 Occupational trust-based pension scheme:  social protection in the bounds of return 

maximisation 

  
     The regulatory framework for the occupational trust-based pension schemes in Chapter 5 

comprised a particular rationale of regulating pension assets’ investment, which has been termed as 

the rationale of ‘reasonable profit’ here. The regulation highlights the pursuit of good outcomes for 

the beneficiaries, through the fiduciary duty to protect the best financial interests of the ‘weak’ 

scheme beneficiaries, and investment standards over the behaviour of (pension scheme/non-state) 

actors. It suggests that social protection can be reconciled with the financial logic of return 

maximisation through the provision of proper legal rules. Chapter 7 examined how the investment 

decision-making process is formed by the roles and interests of the key non-state actors involved 

(employer, trustees, investment managers). In doing so, it revealed a particular understanding of 

protection for beneficiaries, as the improvement of the possibility of benefit security, which is tightly 

linked to the logic of return maximisation analogous to the employer’s future attitude towards 

contributions.  

     The regulation establishes a reconciled relationship between social protection and return 

maximisation through the juridification of this relationship in the organisation of the investment 

process. The regulatory framework establishes return maximisation by requiring that actors have 

regard to investment standard criteria, such as profitability and liquidity, and encourage investment in 

a wide range of financial instruments, given that any restrictions were withdrawn long ago (as seen in 

Chapter 3). In addition, as return maximisation implies the acceptance of risk-taking, the standard of 

‘reasonable care and skill’ becomes the main vehicle to bridge return maximisation and protection. 

This particular standard is understood in the context of the finance domain and its approaches, rather 

than in terms of broader ‘reasonable’ behaviour and outcomes for the beneficiaries as well as others 

(Lydenberg, 2014). It enables protection as the seeking of higher returns and risk-taking, through the 

calculative technologies of risk. According to the Chapter 7, active allocation strategies and 

diversification under the influence of Modern Portfolio Theory are at centre of these technologies of 

risk in trust-based DB schemes, whereby they are taken to manage risk-taking, implement reasonable 

care standard and thus, protect the beneficiaries.  

     This configuration of regulatory mechanisms (means) is based on the general perception of 

fiduciary duty that the best interests of scheme beneficiaries are the best financial interests. However, 

it can be further refined in the pension scheme within the finance domain and approaches, with further 

implications for setting the boundaries of the protection and return maximisation rationales and the 

results obtained. This is because fiduciary duty is not narrowly defined in trust law in terms of what 

are exactly the best interests that have to be fulfilled (Chapter 5). In short, the regulation establishes 

the reconciliation of social protection and return maximisation by codifying the finance domain and 
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approaches as protection, in particular, through reasonable care and skill standard, while leaving 

fiduciary duty undefined.  

     Fiduciary duty, regardless of its precise definition, is not intended to guarantee the outcome of 

decisions (Watt, 2013) and as a result, protection cannot be a guarantee of the defined-benefit 

pension. In fact, there is strong evidence that with this type of scheme there is an intense pressure to 

shift from securing good outcomes to seeking them. The protection obtained coincides with increasing 

financial returns, and exposure to the market risks involved, along with the buying and selling across 

a wide range of investment products. To some extent, the reliance on (or resistance to) increasing 

returns depends on the financial position of the scheme (e.g. contributions inflow versus pension 

payments and the strength of the employer(s) covenant) as well as on the willingness of the employer 

to share the risks. Moreover, it depends on consideration of the legal funding requirements that will 

actively contribute to maintain the remaining DB schemes open. In addition, this particular form of 

protection implies that any potential for social good from pension investment is usually subject to 

increasing returns. For example, as seen in the case of the USS responsible strategy in Chapter 7, 

protection does involve responsible investment initiatives (mainly the consideration of ESG factors) 

as long as they do not have a negative impact on return and/or cost. Moreover, the search for higher 

returns may come with unforeseen negative effects for the protection of beneficiaries and that of other 

working people.  As is the case for USS when investing in direct lending funds (McCrum, 2017). This 

involves investing in high-interest loans issued to middle-range business, and which are generally 

considered high risk lending by the banks themselves.  

9.2.3 Workplace contract-based DC pension schemes: social protection through 

consumer protection  

 
     The analysis of the regulatory framework for the private contract-based defined-contribution (DC) 

pension schemes in Chapter 5 included a particular logic for regulating the investment of individual 

contributions paid to these schemes; what I have termed as the ‘minimum quality of exchange’ 

rationale. This logic emphasises quality in the exchange relationship between the commercial provider 

and scheme member, through a set of quality measures, which are meant to improve the future 

(uncertain) outcomes. It implies that tensions between the return maximisation and social protection 

rationales can be resolved in the investment process. Chapter 8 explored the investment decision-

making process mainly carried out and influenced by the commercial provider. The characteristics 

related to the protection of scheme members become the means to rationalise and forge consent in the 

financial logic of return maximisation required to obtain retirement income. In short, this is to provide 

rationalisation of retirement as a financial investment product.  

     We can thus see that the regulation establishes a reconciliation between social protection and 

return maximisation in two main ways: firstly, by lacking any requirement of income guarantee and 
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secondly, by providing regulatory quality for the investment process to the scheme members, in place 

of their unequal relationship of exchange with the provider. On the one hand, the lack of pension 

promise in a defined-contribution scheme is not mediated by law through setting an obligation for 

some guarantee, such as for the amount of contributions paid. As such, the return maximisation 

rationale does not only dominate decisions, for it is also an end in itself for increasing protection 

under contract-based DC schemes. On the other hand, additional requirements are intended to 

promote more systematic disclosure of information and terms, default investment strategies designed 

in the best interests of members and the set-up of an independent governance committee to provide 

expert oversight. These are all features based on a combination of components for regulatory 

intervention, with the purpose of encouraging scheme members to perceive contract DC schemes as a 

valid route to retirement income, and thus, remaining enrolled. In fact, disclosure, drawing on the 

assumptions of rational choice in decision-making, requires a quality of basic information provision 

with which members can make their own choices. Moreover, the default investment strategy, based on 

behavioural-modification, requires the provider to consider the interests of the members, which is 

actually the incorporation of a few broad types of consumer needs in the predetermined investment 

choices. Finally, the set-up of an independent governance committee seems to transfer one of the main 

characteristics of occupational trust-based schemes, i.e. a trustee board, to contract-based schemes. 

This is in order for the latter’s governance to resemble the trust-based one – despite differences in 

their legal duties –, in terms of protecting the ‘weak’ in the market members. In this way, the 

regulation ensures a set of quality features for the investment process that is to be offered by the 

provider, regardless of the outcomes for retirement income.  

     Given that protection in the sense of receiving a pre-agreed retirement income cannot be 

guaranteed, the regulation relocates protection within consumer protection. Consumer protection has 

its roots in economic assumptions about dealing with market failures (Hodgson, 1988). An example of 

market failure is when competitive markets alone are not sufficient to convey all the information 

people need to make the right choice for their own protection. In the case of contract-based pension 

schemes, market competition cannot deliver ‘equality’ between providers and scheme members (Ring, 

2012). As a result, consumer protection is intended to address the unequal exchange relationship 

caused by inadequate information provision, lack of financial education and understanding (Arthur, 

2012), or lack of nudges towards good choices (Byrne et al., 2008; Clark et al., 2012). However, 

consumer protection cannot increase security or control against bad market timing or bad luck 

(Langley, 2009). In this respect, consumer protection does not represent a sufficient guarantee against 

social risks associated with retirement income.    
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       In sum, this section has summarised the main arguments from the analysis chapters, and 

identified their implications for the role of the meso-level scheme investment regulations as well as 

for the outcomes of protection obtained in each case of pension provision. Table 18 provides an 

overview of the analysis chapters’ findings. It summarises the regulatory framework of each type of 

pension scheme for each case’s underlining regulatory logics, objectives and mechanisms identified in 

Chapter 5. It also outlines the rationales of the investment decision-making process in the concrete 

cases of pension schemes discussed in Chapter 6, 7, and 8. That is, the main dynamics of the 

investment process through which the key non-state/pension scheme actors intervene in line with their 

roles and interests, thereby producing specific understandings of protection, return maximisation and 

their impact on the decisions made.  

9.3 The meso-level financialization process within the UK pension system: a 

comparison 
 
     This section highlights the differences between public and private pension schemes (sectors). It 

discusses the implications of the differences in the meso-level pension financialization process, in 

relation to their rationales as well as regarding the role of regulation in the process. The focus on the 

differences (or similarities) here relates to the second part of the third research question (RQ3) 

outlined in the Literature Review chapter (Chapter 2) “…its variations across the three types of 

pension schemes?”. The findings from the empirical chapters and their comparison help to achieve the 

overall purposes of this research outlined in the Introduction chapter. That is, to understand the nature 

of the process of pension financialization, and the role of pension scheme investment regulations in 

affecting this. These findings also contribute to the discussions of pension financialization process at 

the meso-level, and to the role of meso-level regulations in shaping the process.  

     In doing so, the following argument, which also presents the key argument of this research, is 

developed in three subsections: while the ongoing expansion and continuation of the pension 

financialization process includes a recurring dominance of return-maximisation, it is primarily 

sustained by the subordination of employees to the restructuring of social protection in the investment 

of their contributions. This is institutionally and ideologically supported by the investment regulations 

of private pension schemes, at the pension scheme (meso) level, which makes occupational defined-

benefit and workplace personal defined-contribution pension schemes similar with regard to their 

ends. On the other hand, respective regulations for the state pension scheme ensure social protection 

at the expense of return-maximisation, thus limiting financialization. 
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9.3.1 Constrained v. Extended financialization between the public and private sectors’ 

logics of investment 

  
     The starting point of this study was to understand the process of the pension financialization 

process, specifically, as it takes place at the pension scheme or meso level. In order to address how 

financialization occurs in and across each case of pension schemes, it is necessary to consider the 

knowledge obtained from the analysis of the investment decision-making process carried out by a 

given combination of state or non-state actors in each case, and from the comparison of these cases. 

These endeavours have demonstrated that public and private pension schemes in the UK mark two 

respective extreme paths to financialization, that is, to a constrained or to an extended financialization 

process, respectively. Yet, financialization in pension schemes is not just contingent on whether a 

scheme is pay-as-you-go or defined-benefit pensions, but rather, should be seen as the result of the 

logic of decision-making for investment shaped by (pension scheme) actors dealing with the tension 

between protection and return maximisation within the given regulatory conditions. This observation 

adds to the literature on pension financialization at the macro level, which is considered to overlap 

with the funding method and defined-contribution structure of pension benefit, as outlined in Chapter 

2.  

     The shift from public to private pension provision represents a turning point that has been enabling 

the financialization of pension schemes in the UK. In the case of the national insurance scheme, there 

is a constrained form of financialization. The investment of its reserves is based on considerations of 

preserving the reserve fund, and the financial logic constitutes cost-reduction, while rejecting profit-

maximisation. According to Dowling (2016, p. 306), the “defining characteristics of financialization 

of the welfare state is that … the state is using finance to intervene in society in ways that ostensibly 

seek to reduce costs”. In the case of the national insurance scheme, the financial logic does not 

reinforce the involvement of the financial markets, but rather, comprises a way of thinking about the 

use of government cash resources rooted in public sector financial management. Yet, the cost-

reduction does not become a main precondition for realising the social goal of guaranteed 

predetermined pension benefits.  

     By contrast, the extended form of financialization that occurs in both occupational trust-based DB 

and workplace contract-based DC pension schemes, requires the accumulation of pension 

contributions and their increasing monetary value for the meeting of the social goal of increasing 

benefit security, rather than guaranteeing it. Whilst it occurs in different ways between the different 

types of non-state provision, the logic of return-maximisation is imperatively demanded in the 

decision-making process for investing pension contributions. Regarding the return on pension 

contributions, one of the most commonly used metrics for assessing an investment in financial 

management, became and remains as being the dominant criterion applied to the assets of all 
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occupational and contract-based schemes. More specifically, return is viewed not just as regular 

income, but also seeking higher possible returns and thus, taking greater risks is involved.   

          The above discussion shows that the financialization of pension schemes occurs with the 

prominence and penetration of a return-maximisation financial rationale being adopted by pension 

scheme actors for different reasons in each case. This is not inevitably associated with the funding 

method and benefit structure as is often implied in macro approaches. That is, financialization 

depends on sectoral differences between public and private provision, at least in the UK. That is, 

within the private provision, it becomes a more convergent vision among occupational and workplace 

personal pension schemes, regardless of whether it is a defined-benefit or defined-contribution 

benefit. In this sense, financialization does not automatically depend on the different features of 

national pension reforms alone, like the funding and DC pensions included in the privatisation of 

pensions and by extension, in automatic enrolment, for it also relies upon how the investment of 

pension contributions is governed and what it is meant to achieve. Overall, it is suggested here that 

whilst institutions, as they are formed from macro-national pension reforms, matter to the pension 

finacialization process, their investment governance also features in this.  

9.3.2 Restructuring of social protection throughout the meso-level pension 

financialization 

  
     However, pension scheme decisions reveal that the process of financialization over and above the 

dominance of financial logic, is embedded and moderated by the restructuring, rather than mere 

‘dismantling’, of social protection. The redefinition of social protection appears to be an important 

precondition for extending the return-maximisation rationale and overcoming tensions in the process. 

A general outcome from the empirical analysis was that financial rationales, indeed, coexist with non-

financial ones in guiding pension investment. In addition to this, comparing these cases showed that 

there is a common thread running through the manifestations of the pension financialization process, 

which pertains to social protection. Moreover, cross-sectoral comparison revealed conceptual 

benchmarks of social protection which locate its transformation brought by the introduction of return-

maximisation rationale among the cases analysed. 

     The finacialization process entails the ability to shift social protection from guaranteed social 

rights-based pensions (state) towards being collective property-rights216 based, the guarantee for 

which has become increasingly conditional on investment returns (occupational DB) and then, 

towards consumer-rights based pension, which is based on the responsibility of the individual 

(workplace contract-based DC). Shifting from constrained to extended financialization, social 

protection is moving respectively from the guarantee of pension benefits, towards increasing the 

                                                           
216 It signals the shift from, working people acquiring property, to acquiring a social or collective property right, 

due to their participation in employment/labour (Hatzfeld in Castel, 2003).    
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possibility of this guarantee through financial market investment and the guaranteeing of the decision-

making process. The state pension scheme that has undergone a process of constrained 

financialization is the only case where investment favours the guarantee of its outcomes and hence, 

assured benefits. While in the occupational trust-based DB pension schemes, the investment of their 

assets is to increase the probability of paying pre-determined benefits, but there cannot be any 

guarantee as to the outcomes of this investment, which may negatively affect the payment of benefits 

analogous to employer’s covenant. In the most extreme form of the process, workplace contract-based 

DC schemes only provide the guarantee of an investment process and not its outcomes, for the 

guaranteed pension benefit is in the hands of the individual to do so, which is through relying on the 

provision of a secure investment process.   

          ‘Embracing’ the risks (Baker and Simon, 2010) of financial markets implies moving away from 

securing the outcomes of the investment decision-making process, given that market outcomes are 

uncertain, to focus on some key procedures and types of actors involved in the decision-making 

process that could lead to good outcomes. As such, protection of scheme members is replaced by 

‘protecting’ key features around the organisation of the investment decision-making process carried 

out by non-state actors. As has been seen in empirical Chapters 7 and 8, this may include the most 

common guiding principle of diversification, or active asset allocation and investment benchmarks or 

more broadly, the expertise and knowledge of investment managers for strategic and day-to-day 

decisions. For instance, in the case of the USS and other occupational pension funds, the employment 

of highly rewarded investment managers is meant to expand expertise and activities in the in-house 

investment decisions, while in the case of workplace DC pension schemes, transaction costs are 

incurred, because of the service of the decision-making process provided by the commercial pension 

provider. Yet, in both examples, there is no commitment to the scheme members regarding the results 

obtained.   

     The shift of social protection from guarantee-related insurance to guaranteed investment 

management that is taking place from the public to private sector in the UK, is contributing to the 

meso-level understanding of the financialization process. The analysis of the pension scheme level 

has led to the identification of the boundaries of the non-financial (social protection) rationale against 

the financial one and the mediations of the tensions their coexistence produces, across the different 

sectors in which financialization is occurring. In doing so, in addition to the changes in the investment 

decisions of occupational pension schemes over time that led to the expansion of finance and the 

financial rationale of return-maximisation (see Montagne, 2007 for the US occupational DB pension 

funds; Blackburn, 2006 for the UK occupational ones), it has been made possible to demonstrate and 

confirm sectoral differences as well as inter-sectoral similarities that constrain or intensify the 

financialization process in the UK pension system.  
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9.3.3 The role of meso-level investment regulation in the pension financialization process 

 
  The different manifestations of the pension financialization process seen above, seem to depend on 

how the investment of the pension scheme assets is regulated. The sectoral differences observed 

between state/public and private provision go along with a transformation in the types of rationales 

and means employed by pension scheme (meso) investment regulation, in their attempt to protect 

scheme members. They respectively reinforce and encapsulate pension schemes towards constrained 

or extended forms of financialization by providing institutional (legal and soft law regulations) and 

ideological support (rationale, ideas, and their articulation) to each of these two forms. In addition, 

inter-sectoral similarities found between occupational DB and contract DC pensions towards extended 

financialization, are deployed with the help of structurally different regulations, that is, with the 

principles of trust law and contract law, respectively. In contrast, they include convergent practical 

meanings with regards to the investment of pension scheme assets. Public and private (sectoral) 

differences and inter-sectoral similarities are accomplished in various ways depending on the types of 

regulatory rationales revealed by a combination of ends-means in each case, and on the national 

context (i.e. on the distinct goals of the UK multi-pillar pension provision, welfare retrenchment and 

the Anglo-liberal growth model). Accordingly, focusing on the meso-level investment regulation was 

important to show how the financialization process of pension schemes is affected by the regulatory 

framework, and to reveal how the latter achieves this.  

     One main feature of the pension scheme investment regulations, their key underpinning rationale, 

serves to sustain the acceptance or non-acceptance of the understanding of social protection within the 

logic of return-maximisation and risk-taking. On the one hand, occupational and contract pension 

schemes’ dependence on return-maximisation and risk-taking for the protection of their members, 

rather than on being reliant on the state and employer for their protection, is central to the rationale of 

‘reasonable profit’ and ‘minimum quality of exchange’, respectively, for each type (see Table 18). In 

fact, these validate and help to rationalise an integration of the protection for scheme members, 

insofar as pension scheme assets seek to increase monetary returns on the financial markets. 

Moreover, they allow technical terms, such as rate of return, to define the provision of retirement 

income to a great extent even in the DB schemes. In this sense, regulatory rationales can extend and 

maintain the dominance of return-maximisation and risk-taking over investment decisions. On the 

other hand, the regulatory rationale of ‘cost-effective protection’ in the state pension scheme judges 

the preoccupation with return-maximisation as being too risky and against the protection of those 

contributing to the scheme, thus constituting a factor for constraining the financialization process.  

     The above sectoral difference in the rationales of regulation between the state and private pension 

schemes is also helped through the two core goals of the multi-pillar system of pension provision in 

the UK. As noted in Chapter 3, under the three-pillar UK pension system (see Table 18), the first 
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pillar that is represented by the national insurance scheme aims to alleviate poverty (Department for 

Work and Pensions, 2013). Whilst the second, that is represented by the occupational and workplace 

pension schemes organised in the private sector, is aimed at ensuring access to adequate retirement 

income through financial inclusion217, that is, access to financial products and services to meet saving, 

borrowing, and insurance needs (Berry, 2015). More specifically, the national insurance scheme is 

burdened by the welfare objective of basic security in old-age or alleviation of old-age poverty, which 

appears to inform the rationale of investment regulation. This is through regulating investment 

towards the protection of the reserves, regardless of their level and the augmentation of their monetary 

value. In contrast, such a rationale is not transferred to the investment regulation of the second pillar 

and private pension schemes. Instead, it changes to be included in the realm of private sector. Thus, it 

should take into account the maintenance of market freedoms (e.g. employer) and investment 

freedoms (financial markets), whilst at the same time, delivering protection for scheme members to 

the extent that pension schemes are meant to provide supplementary retirement income.  

     A second feature serves to assert further the above rationales through providing more concrete 

rules to guide investment process that will reinforce or hinder the financialization process. For 

example, in an occupational DB scheme, this is through suggesting (but without narrowly defining the 

interpretation of) the fiduciary duty of trustees and investment managers towards maximising returns 

from investing assets in the financial markets. Then, in contract DC schemes, it is through setting the 

‘client's best interests rule’ in the contract, with which the provider will offer and invest insurance 

funds to meet the needs of scheme members, i.e. higher returns in order to secure their own retirement 

income. For instance, there is no duty to preserve contributions paid into the funds. By contrast, in the 

state pension scheme, professional responsibility is towards certain objectives that require the 

preservation of national insurance reserves and thus, rejects seeking greater returns along with 

exposure and control of assets by financial markets.   

     A third and final feature serves to mediate tensions in financial market investment and thus, 

reinforce the financialization process or to constraint it, when the mechanisms and objectives 

acknowledge these tensions as something that cannot be overcome. Recall from the Introduction, the 

core tension between the social protection and return-maximisation rationales comes from the 

financial logic being centred on the primacy of return-maximisation from financial investment and 

thus, its need to accept risk-taking against predictions of returns. In this way, financial logic coexists 

                                                           
217 “Financial inclusion first emerged on the policy scene under the New Labour government from 1997 

onwards. In particular, the Financial Inclusion Taskforce (from 2005–2011), sponsored by HM Treasury, placed 

the issue of financial inclusion high on the public and policy agendas. The term ‘financial inclusion’ was rarely 

used by the Coalition and Conservative Governments from 2010–2017 even though many policies had an 

impact on levels of inclusion. The term experienced a revival early in 2015 with a major conference on the topic 

and publication of a report from the Financial Inclusion Commission. Both ventures were funded by the 

financial services industry though involved a range of stakeholders from government, the third sector and 

academia” (Rowlingson and McKay, 2017, p.2).   
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with uncertain outcomes in retirement, which in turn, may amplify social risks (from guaranteed 

retirement income to broader social and environmental degradation). So, for instance, regulatory 

mechanisms that constitute the conditions of investment decision-making are intended to mediate 

these tensions. More specifically, the requirement of actors’ compliance is with the standard of 

‘reasonable care and skill’ (occupational DB schemes) or with consumer protection measures related 

to ‘value for money’ of scheme members’ contributions (workplace contract DC schemes). The 

‘reasonable care and skill’ standard appears to consider the provision of finance-related expertise and 

knowledge by trustees and investment managers in order to manage the risk-taking involved, as 

already noted in section 9.2 and Chapter 5 and 7.  

     In the case of contract DC pensions, consumer protection measures, such as disclosure of 

information and its assessment of by an independent governance committee, offers access to more 

information for scheme members. Thus, disclosure along with a committee is taken as providing 

protection and absorbing tensions. As already seen, contract-based DC pensions were revised in 2012, 

in terms of their expansion and measures relating to disclosure being added, in order to deal with the 

tensions that could discourage the participation of individuals in these schemes. This differs 

substantially from the way the state pension scheme deals with these tensions, with regulatory means, 

including a list of prohibited investment instruments to guide investment decisions. These restrictions 

represent the importance of safeguarding national insurance reserves in the regulation, whilst 

acknowledging at the same time that tensions cannot be resolved.  

     The extended – as opposed to constrained – form of the financialization process as a result of 

private pension schemes regulation, seems to be significant for the entire multi-pillar pension and 

welfare retrenchment agenda to function. Welfare state retrenchment entails striving to downsize it by 

“restricting the domain of the state vis-à-vis the market”, for example, through pension privatisation 

reforms (Starke, 2008, p. 7). According to Mabbett (2011, p. 222), “the private pension layer may 

appear to create space to retrench public pensions, but if it fails to do so, it may also create a 

constraint in retrenchment”. Hence, it can be said that private pension scheme regulation that sustains 

financialization is part of maintaining financial inclusion and retrenching state benefits. In addition, 

the distinct role of private pension scheme investment regulation can be more broadly understood as 

an attempt to respond to structural factors associated with liberal economies and the ‘Anglo-liberal 

growth model’ (Hay, 2013). Regarding the latter, Hay (ibid) argues that “asset-based welfare, the 

encouragement of the accumulation by citizens of appreciating assets – by deferring consumption or 

through a financialized model of saving as investment – to provide for future welfare needs, is the 

social policy corollary of the Anglo-liberal economic growth model”. As seen in this section, private 

pension regulations grant and insist upon a primary role for financial market investment and the 

return-maximisation rationale in the name of protection for employees, either explicitly or non-
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explicitly. In this sense, regulations are able to safeguard a systematic inflow of cash in financial 

markets, and thus support the ‘Anglo-liberal growth model’.   

     Taken together, private pension scheme investment regulations promote specific types of rationales 

guiding investment decisions and overcoming tensions, namely through return-maximisation as the 

only alternative rendered for the protection of scheme members and as a key contributor to the 

continuation and intensification of financialization. In both occupational and contract pension 

schemes, the regulations attempt to formalise and assist the rationalisation of return-maximisation 

along with the risk-taking involved. In this way, return-maximisation and risk-taking are accepted and 

normalised as protection. In turn, this sustains and intensifies the financialization process by 

guaranteeing appropriate and technical structures for the investment decision-making process. The 

regulations of both private pension schemes appear to share the notion that tensions can be resolved. 

This is supposed to occur through mechanisms that draw upon the finance-related and consumer 

market-related practices discussed above, alongside relatively ambiguous ends that are to be achieved 

for the protection of scheme beneficiaries/members. As Table 18 shows, one key regulatory objective 

for occupational DB and contract-based DC schemes, is ‘pursuing good outcomes for scheme 

beneficiaries’ and ‘improving outcomes for DC schemes’. Both are quite ambiguous with regards to 

what are defined as ‘good’ and ‘bad’ or ‘improved’ and ‘non-improved’ outcomes.  

9.4 Conclusion 

  
     By providing a comparative analysis of regulations and investment decision-making process in the 

pension schemes as summarised in Table 18, the aim has been to complement current understanding 

of the financialization process of pension schemes (or pensions provision), and the interactions of the 

social protection and return-maximisation rationales as well as their tension with reference to the 

investment of pension assets. It has been shown that a meso-level understanding of the process and 

investment regulations provide a more comprehensive grasp of how the process occurs through 

investing pension assets at the intersection of the social protection and return-maximisation rationales, 

rather than just through funding and benefit structure. It has also been evidenced how state versus 

private pension schemes regulations have sought to mediate tensions and thus, affect the 

financialization process. Drawing on these perspectives, in the final chapter, this research will be 

concluded by linking its key contributions to the debates on the financialization of pensions 

provision/welfare state, and more broadly, to the field of the social policy. Also, avenues for further 

research will be identified and some points of reflection on this work will be outlined. 
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Table 18  Pension schemes summarized and compared 

 State 

pension scheme 

Occupational trust-based 

DB  

pension scheme 

Workplace DC personal 

pension scheme 

 
Constrained 

financialization 

Combined-extended 

financialization 

Individualised-extended 

financialization 

Influence of 

regulations on 

decision-making 

direct instruction over 

investment process 

juridification of  

the investment process 

providing regulatory 

quality for the investment 

process  

Key rationales of 

regulation 

‘cost-effective protection’ 

rationale 

‘reasonable profit’ 

rationale 

‘minimum quality of 

exchange’ 

rationale 

Regulation 

objectives 
 - provision of guaranteed 

benefit. 

  

 - taxpayer’s ownership; 

value for money in the 

organisation of public 

expenditure. 

  

 - pursuing good outcomes 

for the scheme’s 

beneficiaries in the long 

term.  

  

  

 - improve ‘unknown’ 

outcomes for DC schemes. 

  

 - ensure quality standards 

in the relationship of 

exchange.  

Regulatory 

mechanisms 

- operational responsibility 

mandated by the state. 

 

-investment restrictions. 

 

-annual public reporting 

requirements.  

 - fiduciary responsibility 

enforced by trust law.  

  

 - reasonable care & skill 

standard. 

  

 - standard investment 

criteria: diversification and 

suitability. 

  

 - information disclosure 

requirements. 

 - contractual responsibility 

enforced by contract law.  

  

 - client’s best interests 

duty.  

  

 - annual management 

charges cap.  

   

 - default strategy design.  

  

 - information disclosure 

requirements. 

  

Context ‘Anglo-liberal’ economy & growth model  

 

 Welfare Retrenchment  

 

Public policy 

goals UK three-

pillar pension 

system 

 

 Pillar I: Poverty alleviation Pillar II: Pension adequacy – Financial Inclusion 

Institutional 

settings 
 NI Contribution-financed 

 Pay-as-you-go (PAYG) 

 Defined-Benefit (DB) 

 

 Deferred wage  

 Funded  

 Defined-Benefit (DB) 

  

 Employer-Employee 

contributions  

 Funded Defined-

Contribution (DC) 
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National Insurance  

scheme 

 

Universities 

Superannuation scheme 

 

6 leading workplace 

contract-based schemes 

 

Social 

protection/return-

maximisation 

tension in pension 

schemes 

Social protection’s  

limits to return-

maximisation  

 

Return-maximisation as 

social protection 

 

Protection as consumer 

protection rationalising 

return-maximisation 

Content of 

investment 

decision-making 

process dynamics 

- ensuring guaranteed 

benefits in the short-term 

while promoting fiscal 

policy objectives. 

 

- managing of cash 

resources between political 

actors and civil servants. 

 

- cost-reduction incentives. 

 

- modernised approach to 

managing public money, 

e.g. ‘active’ cash 

management.   

 

- generating sufficient 

funds while keeping 

contributions down. 

 

- managing investments in 

the financial markets 

between trustees and 

investment managers. 

 

- short-term to medium-

term profit incentives. 

 

- active asset allocation - 

‘reference portfolio’, and 

diversification.   

 

- getting the best possible 

investment returns.  

 

- managing investment of 

individual savings in the 

financial markets by the 

pension provider/manager 

for the individual. 

 

- short-term profit 

incentives. 

 

- active asset allocation and 

diversification (drawing on 

modern portfolio theory).   

Leading pension 

scheme actors in 

order of influence 

civil servants. employer, trustees and 

investment managers. 

commercial pension 

provider, investment 

manager. 

 

Components of 

social protection 

rationale 

throughout the 

investment 

decision-making 

process 

- ensure state’s ability to 

provide guaranteed pension 

benefits in the short-term.  

 

- preservation of capital. 

 

-improve the possibility of 

guaranteed current and 

future pension benefits. 

 

- increase the value of the 

scheme’s assets. 

 

- take into consideration 

non-financial factors 

subject to their impact on 

investment performance. 

-search for higher financial 

returns subject to 

provider’s interests.  

 

- incorporate ESG criteria 

as non-financial criteria 

into investment strategies, 

driven by the provider’s 

considerations about non-

financial criteria, primarily 

associated with material 

outcomes.  

 

- offer ‘responsible’ or 

‘ethical’ investment funds 

that are defined as such by 

the provider, but the 

outcomes of which will be 

borne by the individual.  
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- broad, varying default 

strategies in order to reduce 

risk closer to retirement. 

 

- ensure disclosure of basic, 

retrospective information 

about investment policies 

and terms.  

 

- deliver a standardised 

‘value for money’ 

framework, and 

institutionalisation of the 

latter in the investment 

decision-making process. 

 

Components of 

financial 

rationale 

throughout 

investment 

decision-making 

process 

- saving costs. 

 

- managing and reducing 

the risk-taking involved.  

 

- excluding financial 

market risks. 

 

- maximising investment 

return in the medium-term.  

 

- outperformance 

objectives. 

 

- controlling and mitigating 

overall risk-taking. 

- maximising investment 

return in the medium-term.  

 

- outperformance 

objectives. 

 

- controlling and mitigating 

overall risk-taking. 
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Chapter 10 Conclusion  

10.1 Introduction 

  
     In this final chapter, the key findings, the main argument of this research, and the discussion 

provided in the previous chapter (Chapter 9) are drawn upon, to provide the contributions of this study 

to the current state of knowledge. Also, the implications for future research are considered, along with 

some limitations of the work and reflections on the research project as a whole.  

10.2 Contributions 

  
     The findings of this research make contributions by shedding further light on the process of 

financialization of pensions, its occurrence, limits, and on the roles played by investment regulations 

on the process. These contributions can be summarised as being conceptual, empirical, and analytical 

in nature. 

10.2.1 Conceptual contributions 

  
     The thesis makes three conceptual contributions to the analysis of the pension financialization 

process, under the assumption that the process is located at the intersection of two contradictory 

institutional rationales (i.e., social protection and return-maximisation rationales), while being 

inseparable from pension scheme regulations. As discussed in the literature review chapter (Chapter 

2), there are few studies focusing on the financialization of pensions provision per se, that is, as a 

determinant of the welfare state, rather than as driver of financial-led capitalist economies. 

Furthermore, despite the relation between social policy and financialization having been considered 

important in the wider literature for its own sake, the relationship has received much less attention in 

the social policy literature (Fine, 2012). 

     In light of the above, firstly, the proposed conceptualisation of financialization offers a novel way 

to bring together social policy (as investment regulations), through the concept of social protection, 

with the literature on financialization, through the concept of the financial logic of return-

maximisation. This has enabled investigation of the forms of financialization shaping welfare 

provision in terms of the domination and penetration of financial logic. Moreover, it has also allowed 

for the examination of social policy responses to financialization in terms of resistance through or 

transformation of social protection. Hence, a more complete account of how social policy and 

financialization play out has been obtained.   

      Secondly, the particular conceptual perspective, along with meso-level analysis on the pension 

financialization process that occurs as a structural rationale in pension schemes, contributes to the 

studies of the financialization of the welfare state. It does so by specifying the meanings of social 
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protection rationales, which scheme members are called upon to accept under financialization, thus 

reinforcing it and welfare retrenchment. As seen in Chapter 9, the process of pension financialization, 

over and above the dominance of the financial rationale, is embedded and moderated by the 

restructuring of social protection, rather than by ‘dismantling’ it. This restructuring entails specific 

meanings through which social protection is moving away from how it is normally defined in the 

wider literature. Protection can thus be understood and accepted by employees not necessarily as 

something against social risks or linked to social rights.  

     Thirdly, one contribution can be made to the linkages between financial regulation and social 

policy through examining pension scheme investment regulations in a comparative perspective. More 

specifically, this research contributes to the view of deregulation, or lack of regulation, as an aspect of 

welfare retrenchment (Schelkle, 2012, p.4), by introducing a new element to this. This is that the large 

number of rules directed at both types of private pension schemes and their extensive attempt to 

regulate investment decisions and actors (as shown in Chapter 5), does not seem to advance the 

protection of scheme members or their social welfare. Whereas, a small number of rules applied to the 

state pension scheme maintains traditional elements of social protection, such as guaranteed benefit. 

From this, it would seem reasonable to conclude that an extensive number of rules cannot necessarily 

advance protection and reverse welfare retrenchment.  

10.2.2 Empirical contributions 

 
     The key empirical contribution of this research can be seen in the influence/effects of regulation 

and broader outcomes for the pension financialization process at the pension scheme or meso- level. 

This study has shown how a specific set of regulations, tied to the interplay of pension scheme actors 

and their decisions, allows for financialization and a particular understanding of protection. The 

empirical evidence generated by the meso-level comparative approach has demonstrated that the role 

of pension scheme investment regulations is crucial. This focus has led to the changing role of 

regulation within the UK multi-pillar (state-private) system of pensions being captured. On the one 

hand, the regulation provides institutional support and an ideological perspective for the return-

maximisation rationale (and risk-taking involved) in funding private pensions. On the other hand, it 

ensures institutional and ideological constraints for financial markets and their logic, by seeing other 

forms of investment regulation as anti-protective processes for the national insurance reserves. 

     A second empirical contribution is one that complements the understanding of multi-pillar pension 

systems through a comparison of both occupational DB and workplace personal DC pension schemes. 

This comparison has revealed that, contrary to their expected differences (see for instance Barr, 2012) 

owing to their different regulatory frameworks, in practice they have become quite homogenous with 

regard to their ends: reliance on an extended form of financialization and its underpinned meanings of 

protection. This has allowed for the evolution of the multi-pillar pension system towards one 



Chapter 10 Conclusion 
 

188 
 

providing a basic state pension and a workplace private individualised pension, thus abolishing the 

advantages of occupational provision for employees. Focusing on both the investment regulation and 

the scheme decision-making helped to show more clearly how such a development can gradually take 

place. 

10.2.3 Analytical contributions 

 
     Finally, analytically, the contribution lies in providing a ‘social’ and comparative account of 

regulation, through tracing its effects and broader implications. The adoption of a ‘governance 

analysis’ framework enabled analysing, bringing together, and comparing the regulatory conditions 

and the investment decision-making process, as shaped by specific actor constellations. 

10.3 Implications for further research 
 
     The following section outlines the main implications of this study. First, implications can be drawn 

for research in social policy; more specifically the link between social policy and financial regulation 

for social protection purposes. Social protection is articulated through the investment regulations in 

pension provision. Regulators deal with the core tension related to financial market investment by 

seeking protective options. This, in turn, allows for and perpetuates the financial market rationale, as 

the main path to fund retirement income. In doing so, regulators direct and achieve specific forms of 

protection for the scheme members. Focusing on the rules related to the investment of pension assets, 

which are often seen as financial regulation, is an integral part of understanding how this relationship 

unfolds. 

     On this basis, it would be thus interesting to explore social policies associated with financial 

regulation within other areas of welfare provision. For instance, these can be related to mortgage 

regulation, credit-based social policy along with rules for credit cards and consumer loans that are 

aimed at promoting asset-based welfare; or for instance, from the supply side of welfare provision, the 

use of financial instruments (also known as social finance instruments) to fund social goals, like 

affordable housing and environmental protection. Staying within the field of pension policy, it would 

be also interesting to explore occupational DC schemes under employer and trust, as well as master 

trust schemes run by commercial pension providers. 

     Second, implications can also be drawn for the practice of regulation for social protection 

purposes. Questions about regulation have arisen, in particular, after the 2008 financial crisis and by 

extension, the systems of pensions that are linked to the financial markets. The findings of this 

research suggest that the need for “more or less” regulation does not appear to be the only matter in 

the case of pension investment. Additional rules, in an already complex landscape, that will fall within 

similar regulatory rationales to those identified in private provision, do not seem sufficient to advance 
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the protection of scheme members. As discussed in Chapter 9, rules neither constrain risk-taking nor 

secure social protection outcomes for scheme members nor do they elevate the position of scheme 

members in relation to the rest of scheme actors in order to reduce their social risks. They, instead, 

require scheme members to take risks in the market, as also suggested in McCarthy’s (2014) study. 

Furthermore, trusteeship or representation (mainly in the form of consumer representation) tends to 

balance the interests of the actors involved, rather than putting members’ interests first. So, it can be 

said that additional measures would maintain, rather than advance, the restructured form of protection 

identified in private provision (Chapter 9). Hence, regulatory reforms should be based on qualitative 

changes, for instance, going beyond regulating finance’s risk/reward. More research is needed to 

explore whether different forms of regulations may apply and if so, how they would work to prevent 

decreasing protection. 

10.4 Reflections and limitations of the research 

  
     Reflecting back on the research, the data collection and analysis was one of the most challenging 

tasks. There were times I felt ‘lost’ in legal and other documents as well as research perspectives. 

From time to time, it was difficult to understand the data. I was often worried that I would come up 

only with some basic points regarding the regulatory interventions, the procedures and the actors of 

pension schemes, which would lead to the listing of only some of their characteristics. Thus, I had to 

go through several iterations of the data to be included in the empirical chapters as well as of the order 

and content of the empirical chapters, to produce a narrative. For example, the empirical chapters 

were initially focused on rules-decisions in each type of pension scheme, that is, state, occupational, 

and contract-based pension schemes, but this proved to be too complex and condensed to reveal 

important patterns in the data. So, there was a need for a structure for the data and chapters that would 

convey ‘social protection’ and ‘financial logic’ according to different ‘aspects’ (i.e. regulatory 

framework and investment decision-making process) and for different types of pension schemes. This 

was important to demonstrate that the boundaries between ‘social protection’ and ‘financial logic’ 

could be revealed, their differences within and across each type of pension scheme, thus not just 

producing empty verbalism. Moreover, one of the main objectives of the study was to draw 

comparisons among the three different pension schemes, which included different regulatory 

frameworks, different pension scheme actors and decision-making rules and objectives. This was one 

of the most challenging and yet, at the same time, interesting tasks, as it required ensuring that the 

analytical categories (e.g. means and ends of regulations) that emerged from an inductive inquiry 

were meaningful. Overall, the entire process was not a straightforward, neat and tidy process, as often 

described in the research books.  

     The findings are constrained by the information provided in the documents and the investigative 

and interpretive skills of the researcher. This is because findings are reliant on documents whilst 
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qualitative interviews add to this research mainly through triangulating some of the results from the 

interpretation of documents. Hence, the findings are heavily dependent on the selection and 

interpretation of documents in order to address the overarching aims of the research. Given this 

situation, it would have been arguably useful to conduct more interviews, more specifically, with 

regulators/state-actors, who are involved in the regulative decision-making process and rules 

enforcement, to interrogate the types of mediating rationales identified further and thus, reveal state 

actors’ motivations/interests behind these. For instance, what are their own reasons for strictly cost-

minimisation activity by the state as opposed that of profit-maximisation of the private sector for 

delivering old-age protection. This could have provided further insights regarding to what extent 

tensions and their mediation are explicit or implicit concerns. It would also have provided the 

possibility to obtain unseen linkages between the interests of the regulatory agencies and those of the 

financial sector and employer. The main reasons for which this was not done in this research are 

perceived information overload effects in relation to the analysis, and time constraints. Firstly, after I 

had collected and navigated through over 200 documents of different types, there was a lot of data to 

make sense of and analyse, while trying to deliver thick description. So, it was sensible not to expand 

data collection. Secondly, it proved difficult to locate and then interview regulators. Even after I 

located the current regulatory agencies (namely, the Pensions Regulator and the Financial Conduct 

Authority) and reconsidered access strategies (Chapter 4), interviews were not conducted due to time 

constraints.   

     Finally, a further limitation to the potential contribution of this study lies in not having considered 

the process of pension financialization outside the Anglo-liberal model of capitalism.  The analysis of 

pension schemes in the UK can reveal some commonalities with the US case, although the latter 

promotes pension financialization in an even more aggressive way than the former (e.g. through the 

precise definition of fiduciary duty, see Montagne; 2007; McCarthy; 2014). Yet, there seem to be 

differences in the form and degree of pension financialization and regulatory responses to it in other 

contexts, for example the Nordic model of capitalism (e.g. see Belfrage, 2008 for Sweden) and Dutch 

one (see Natali, 2018). From this point of view, the focus of this research on the UK could be taken as 

problematic in terms of whether these findings are applicable in the context of different regulatory 

regimes and models of capitalism. The justification for the choice of cross-sectoral (instead of cross-

national) comparative research has been already discussed in Chapter 4 and therefore, it will not be 

repeated here. However, what is worth mentioning is that the meso-level contributions of this study 

would have been less insightful cross-national research, because of the different comparability 

purposes that would have ensued. That is, the attention would have been to seek explanations about 

national variations at the macro-level, thus ignoring the differences (or similarities) at the meso-level. 

Perhaps, the current study can make comparisons between different countries easier, while preserving 

the nuance expected from a meso-level analysis. In fact, by providing a ‘roadmap’ of how tensions, 
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concepts, and categories of regulations and pension schemes’ decisions proceed, this can form the 

basis for upgrading national cross-sectoral comparisons to cross-national ones, and thus for future 

research.  

 

*** 
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