
  

 
 

 
 

 

 

 

 

 

 

A Strawman Public Consultation Process for an Automatic Enrolment Retirement Savings 

System for Ireland 

 

State Street Global Advisors welcomes the opportunity to comment on the Department of 

Employment Affairs and Social Protection consultation document titled “A Strawman Public 

Consultation Process for an Automatic Enrolment Retirement Savings System for Ireland”. 

 

State Street Global Advisors is the investment management arm of State Street Corporation. 

As a firm, State Street has a strong commitment to defined contribution (DC) pensions 

globally, with over 30 years’ experience, and €408bn in global DC assets.  

 

At State Street, we place member needs at the heart of everything we do. Our goal is to get 

more people, saving more money into better solutions. As such, we welcome the proposed 

measures to improve the financial security of Irish people in retirement.  

 

In addition to our member focused research, we have worked closely with employers and 

providers in automatic enrolment environments and have developed a deep understanding 

of some of the issues faced. In the UK, we have a strategic partnership with one of the 

largest automatic enrolment providers, The People’s Pension. Inspired by this partnership, 

we launched a full-fledged retirement education campaign in the US aiming to increase 

retirement savings coverage for all Americans. We hope to share some lessons learned from 

these experiences in this consultation response and conversations with the Department. 

 

In our response to the consultation, we have highlighted the following areas of agreement: 

 

 The Central Processing Authority (CPA) model is one solution which could provide 

economies of scale in what is a relatively small market (section 4.1) 

 Auto-escalation of contributions will allow employers and employees to adjust to 

the new savings program whilst working towards appropriate levels over time 

(section 4.3) 

 The proposed financial incentives provided by the State should be easier for 

members to understand than the current system of tax relief (section 4.4) 

 The enrolment, re-enrolment and opt out policies outlined in the consultation are 

likely to be effective in improving pension coverage in Ireland (section 4.6) 

 The pay-out phase is as important as the savings phase and as such a standardised 

or default decumulation option should be offered (section 4.7) 

 

In addition, we have commented on the following areas which we believe require further 

consideration: 
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 We believe the enrolment criteria should be broader than outlined in the 

consultation in order to maximise coverage and provide simplicity (section 4.2)  

 It is important that members assume an appropriate level of investment risk given 

their life stage in order to accumulate sufficient assets by the point of retirement, 

and the proposed investment default approach is potentially too conservative 

(section 4.5) 

 

Finally, we note an expectation that the new system will operate alongside and in isolation 

from existing provision, however, we do not think this is likely to be the case as employers 

respond to the availability of a new form of retirement income provision. We think the 

interaction between the new system and existing provision warrants more analysis.  

 

Please find below more detailed comments on the above points. Feel free to contact me 

should you wish to discuss our submission further.  

Yours sincerely, 

 

Ann Prendergast 

Head of State Street Global Advisors Ireland Ltd 
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Section 4.1 – Administrative Arrangements and Organisational Approach 

We are broadly supportive of the proposed CPA model as a means of achieving efficiency 

and economies of scale. In addition, we believe it also has the following benefits: 

 It allows the pot to follow the member 

 Reduces the burden on employers as they don’t need to select a provider 

However, we have a concern relating to the potential for long-term competition given the 

benefits of incumbency that will accrue to the four chosen Registered Providers.  Other 

concerns include the cost and source of funding for the CPA, treatment of members who do 

not make a selection and the need for clarification on the responsibilities of the CPA versus 

the registered providers.  

Responses to specific questions 

1. Is the rationale for use of a CPA sound? 

We are supportive of the CPA model, alongside a strong and transparent governance 

overlay in order to avoid conflicts of interest. 

2. What are the potential strengths and weaknesses of a CPA structure? Do you believe 
that the CPA model proposed can be improved? If so, how? 

We believe the potential strengths and weaknesses of a CPA structure to be as follows: 

Strengths: 

 Economies of scale 

 Efficient, standardised collection of contributions 

 Allows the pot to follow the member 

 Eases operational burden for the employer 

Weaknesses: 

 Complex public sector systems project with associated delivery and cost 
risks 

 Challenge of selection of registered providers 

 Potential lack of long term competition given benefits of incumbency 

Sufficient time and consultation will be needed to integrate the systems of four 

providers into the CPA. 

5. Is the use of commercial providers for the provision of retirement savings options the 
right approach? 

Yes, providing the selection of the providers follows a well-governed, competitive, 

independent and expert process.  

Thought needs to be given to how competition is maintained in future given the 

benefits of incumbency that will accrue to the initially selected providers. 

6. Is it appropriate to limit the number of approved AE Registered Providers, as 

proposed, in order to provide economies of scale and drive down unit costs? 

Yes, given the size of the target market. 
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9. What do you believe is the optimum governance structure for Registered Providers 

and why? (e.g. Master Trust or insurance based contract providers). 

Master Trusts are an effective model which can provide economies of scale. We believe 

this structure provides the most effective and independent governance model. We 

assume that all four selected providers will follow the same governance format, 

otherwise members allocated by carousel face an effective ‘governance lottery’. 

10. Where a member elects not to choose a provider and fund option, is it appropriate to 

allocate them to the default fund of one of the AE Registered Providers on a carousel 

basis, or is there a better alternative you would suggest? 

The carousel approach is appropriate provided that commercial terms and quality are 

consistent across the providers. Based on our experience of pension scheme members 

around the world, we would expect inertia to be strong and as a result the proportion of 

members allocated by default to be high. 

One practical problem it that members using different providers may experience 

different rates of return and charging structures. This could be open to subsequent 

challenge. 

11. What is an appropriate maximum limit on the level of administration/investment 

management fees? 

While the key driver of quality and value is competition, we think a fee cap could be 

beneficial in building member trust in the system. The UK has set a 0.75% cap for 

workplace pension scheme defaults and the market level for fees is somewhat below 

that. To the extent that the CPA creates efficiency in administration and customer 

acquisition, then a lower cost level could be achieved even given the smaller scale of 

market. We have not analysed it in detail but the proposed cap of 0.50% would seem 

reasonable in those circumstances. We have assumed any CPA fees would not be 

included as part of the charge cap, however, this point should be clarified. 

 As noted in our response to question 10, if providers were to set fees at differing levels 

below the charge cap, different members would be allocated to different fee rates by 

default and this could be open to subsequent challenge.  

We also note the risk that market pricing converges on the cap level and there is an 

absence of price competition. 

12. What is the appropriate timeframe between each tender round (e.g. 5, 7, 10 years) 

and why? 

A timeframe in excess of 5 years (ideally 10 years) would be appropriate, so as to give 

the Registered Providers sufficient time to build scale. This will also allow time to reach 

the end state minimum contribution levels, adding to scale further. 

13. Do you think the proposed timeframe for the roll-out of AE is reasonable and 

achievable? 

The proposed timetable of launch by 2022 is demanding and requires decisions to be 

made on a timely basis along with the relevant regulations and details of the system to 

be published in good time in order to enable potential providers and suppliers to 
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prepare. In addition, the establishment of the CPA is a significant undertaking in terms 

of cost, resources and design and therefore to meet the deadline, it will require 

clarification as soon as possible.  However, we support pressing ahead with the 

timetable to expedite improvements in pensions coverage in Ireland. 

One solution to help ease these demands could be to implement AE via staging, as in 

the case of the UK. In the UK, there were different AE staging dates depending on the 

size of employer. 

14. Do you believe that employees should select their preferred provider or should 

employers be required to select a Registered Provider on their behalf? 

In order encourage the pot to follow the member, employees should be able to select 

their preferred Registered Provider.  In practice many will default. 

Further consideration should be given to scenarios where members of the same 

employer hold their pensions with different providers, receiving different rates of 

return. This could be open to subsequent challenge. 

Section 4.2 – Target Membership 

In contrast to the proposals in the consultation, we suggest that employee eligibility criteria 

for auto-enrolment are kept to an absolute minimum. The purpose of this is twofold: 

 

 Better coverage - including more of those in part-time work and with multiple jobs 

 Reduced administrative burden on employers in terms of the need to review and 

filter employees for eligibility. This should reduce deadweight costs. 

 

Reduced enrolment criteria may increase opt-out rates, and this would require more 

research to consider the implications as there is little evidence to support this. 

Responses to  specific questions 

15. Should there be a lower/upper earnings threshold triggering automatic enrolment? 

We would propose the lower earnings threshold for AE be set low, or removed entirely, 

both to widen participation and to remove the workforce filtering burden on employers. 

This will also capture those working multiple part time jobs which individually fall below 

the lower earnings threshold.  

Furthermore, a lower earnings threshold could shut out a significant number of casual / 

part-time job holders who are primarily women. For example, many women work part-

time to be flexible in order to meet child care needs. To provide for this group, we 

would favour no lower earnings threshold.  

Where someone on low earnings decides saving is not appropriate for them, they are 

able to opt out. Some lower earners will be part of higher earning households or be on a 

career path which means earnings will not always be low. 

 

 



  
 

 

6 

 

17. Do you agree with the proposal to review the earnings threshold on a five yearly 

basis? If not, what adjustment process would you propose? 

Yes, in order that any threshold remains appropriate and to respond to evidence on how 

participation in the system is improving pension coverage. 

18. Should there be a lower/upper age threshold for automatic enrolment? 

AE should aim to cover the working age population, from 18 to state pension age. 

20. Should employees outside of the age/earnings criteria triggering automatic enrolment 

be able to opt-in? 

Yes and educational campaigns from the Government should encourage this behaviour. 

21. How should those with more than one source of employment be treated? 

By removing minimum enrolment criteria, those with multiple jobs will be covered. 

22. Do you agree with the approach proposed for self-employed people? If not, what 

modifications would you propose? 

Yes, noting that coverage for the self-employed is expected to be lower as a result. 

23. Should people outside of the workforce (e.g. carers, homemakers) be eligible to opt-

in? If so, suggest how that might work in terms of contributions, etc. 

Yes. As these people would not benefit from an employer contribution, we propose that 

mechanisms are in place to help make up for this shortfall. For example, government 

top-ups should still be available.  

This aspect would need careful considerations with regulations reflecting appropriate 

cases. For example, the case of children being enrolled to harvest tax incentives may 

want to be avoided. 

24. Should all eligible members be enrolled immediately on commencing employment? 

Yes, with a window in which to comply.  However, this is not consistent with existing 

pension plans where employees are normally not enrolled until after their probation 

period. One way to tackle this could be to refund the employee contributions if the 

member leaves the scheme within their probation period. 

25. Should members of existing pension schemes be allowed to transfer into the AE 

system? 

Yes. However, more analysis is required to understand any potential 

differences/arbitrage between the two systems. Differing tax treatments may create 

arbitrage opportunities. 

Section 4.3 – Employer and Employee Contribution Rates 

We agree that the initial contribution requirements should be set low (1%+1% as 

proposed) so as to encourage as many people as possible into the new system. If 

contribution levels are set too high initially, this may encourage people to opt out and 

not save anything at all. A balance has to be struck between encouraging people to save, 
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whilst getting them to save enough in order to have an adequate income in retirement. 

As such, the contribution structure proposed by the Department is reasonable.  

26. Do you agree with the approach to starting with a low level of contributions increasing 

on a phased basis to a higher level over a period of six years? If not, what approach 

would you propose and why? 

Yes. We strongly support this ‘save more tomorrow’ approach which has been effective 

in other markets. 

27. Do you agree with the proposed contribution levels? If not, what contribution levels 

would you propose and why? 

Yes, the end state contribution rates will, in combination with the state pension, 

produce reasonable replacement rates for average earners. 

We believe that the definition of gross annual earnings should be made clear. 

28. Should there be an upper threshold on qualifying earnings along the lines described in 

the Strawman or should qualifying earnings be uncapped? 

In order to create a sustainable system that improves pension coverage, it seems 

reasonable to cap the level at which employer and government contributions are 

required to be payable, while allowing employee and employer voluntary contributions, 

capped at an appropriate level, beyond that. 

29. Should the Irish AE system incorporate a ‘disregard’ such as used in the UK’s AE system 

whereby earnings between £0 and £6,032 are not subject to a contribution 

requirement? If so, why do you believe a ‘disregard’ should apply and at what level?  

No – this creates complexity and reduces saving. Low earners are able to opt out should 

saving not be appropriate for them. 

30. Should employer matching contributions be required for those outside the automatic 

enrolment age/earnings trigger criteria, who choose to opt-in? 

No, but we argue above that the coverage criteria should be wider. 

Section 4.4 – Financial Incentives Provided by the State 

Evidence suggests that pension tax relief is not well understood and hence provides limited 

incentive, for example one study found only 54% of workers understanding the tax benefits 

of pension savings1.  

We agree that presenting tax relief as a matching contribution should be clearer and easier 

for employees to understand, and hence more of an incentive to stay enrolled. 

However, we are concerned about the implications of a different approach to tax incentive 

running alongside the existing system of relief at the member’s marginal rate.  

 

                                                                 
1
 Irish Life, March 2017, http://www.irishlifecorporatebusiness.ie/more-half-working-adults-ireland-say-they-

do-not-have-company-pension-plan-available 

http://www.irishlifecorporatebusiness.ie/more-half-working-adults-ireland-say-they-do-not-have-company-pension-plan-available
http://www.irishlifecorporatebusiness.ie/more-half-working-adults-ireland-say-they-do-not-have-company-pension-plan-available
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Responses to  specific questions 

31. Do you agree with the Strawman approach to State incentives – i.e. a potential State 

bonus top-up based on matching member contributions with a payment of €1 for 

every €3 they save? 

Yes because it makes the incentive easier to understand and focuses the incentive on 

low and mid-earners. But we need to be explicit that this is a reduction in the incentive 

for higher rate tax payers, relative to the existing system. 

Section 4.5 – Investment Options 

As noted in the consultation, default investment strategies should use an investment 

approach that varies the level of investment risk taken by members according to their life 

stage. The further the member is from retirement the greater their human capital relative to 

the invested portfolio and hence the greater their ability to take risk. When a member is in 

the early stage of their career they have a long time horizon to recover any losses to their 

portfolio and can therefore afford to take on more risk. The closer to retirement, the less 

ability to recover and hence the need to take less risk. 

The lifecycle approach can be delivered by an administration-led lifestyle approach 

(switching between funds in the member's account) or via a single target date fund where 

the allocation is switched as the target date approaches. In our view, target date funds 

provide a number of advantages over lifestyle strategies including: 

 Simple for members to understand - target date funds offer members a single fund for 

life. The member can clearly see that the fund is managed to suit their intended 

retirement date.  Changes to the asset allocation will happen within the target date 

fund, meaning that members will see a one fund, with one set of charges and one 

performance figure. 

 Easier and cheaper for the provider to administer - avoiding the need for regular fund 

switching in member accounts 

 Adaptable to changes in member behaviour and the market environment - Where 

regulations, member needs or investment markets change, the target date fund can 

readily be updated without the administrative complexities of changing every member 

account. Changes are carried out by the investment manager within the fund.  

Responses to  specific questions 

35. Do you agree with the suggested approach to limiting the AE Registered Providers to 

offering three ‘standard choice’ DC savings options with one fund acting as the 

default? 

Yes, a simple range will be easier for members to understand, However, we do not think 

members should be defaulted into the lowest risk option given the potential adverse 

impact on long term returns. An alternative would be to have a lower risk ‘foundation 

phase’ for new joiners to avoid losses in the early years, but then revert to a higher 

expected return portfolio later in membership. This is the approach taken by Nest in the 

UK. Whilst the Registered Provider would be able to manage this switching process, the 

rebalancing could also take place within a target date fund structure. 
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We also note that the medium risk option is described to be predominantly equities. We 

would also suggest the inclusion of other asset classes or funds, such as a diversified 

growth fund, to achieve this risk level. 

Consideration should be given to the optimal product structure that members will hold. 

It is a requirement for trustees in the UK to assess the security of assets that their 

members hold and as such, regulated structures such as UCITS and AIF are popular in 

the UK and across Europe. 

37. An alternative to conventional DC is the target benefit approach – do you believe that 

a target benefit approach merits consideration as one of the ‘standard choice’ options 

for the AE Registered Providers? 

We do not think this additional complexity would be beneficial. 

38. Do you agree with the approach to provide for maximum annual management and 
investment charges at 0.5% of assets under management? 

0.5% is relatively low by international standards. Our understanding is that 0.5% cap 

applies to investment and member administration. For a scheme such as this, our 

experience indicates that the vast majority of that fee will be taken up by administration 

costs and the level for investment will be low. 

For greater clarity and transparency, we would suggest that fees are grouped into 

administration and investment management fees. 

40. Do you agree with the proposal to allow members switch between funds? 

Yes, though it should not be actively promoted as excessive switching introduces cost 

and complexity. The scheme should emphasise that the default is appropriately 

constructed and suitable for the majority of members. 

Consideration should be given to how a member can switch between Registered 

Providers and if this process would be managed through the carousel. 

Section 4.6 – Policy for Opt-Out and Re-enrolment 

We support the Department’s proposals for enrolment and re-enrolment. The six 

months compulsory membership is a good way of increasing coverage rates by applying 

the behavioural economics theory of inertia. People for whom saving is not appropriate 

will be protected by the option to opt out.    

41. Do you agree with the concept of a minimum compulsory membership period and that 
six months is an appropriate minimum period? 

Yes. 

42. What is your view on an opt-out window of two months in months seven and eight of 

membership? 

Two months is a fair amount of time for people to organise an opt-out. We do not think 

this will increase opt-out rates if the ‘Saving Suspension’ period is offered. 
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43. Do you agree that people who opt-out should be automatically re-enrolled after a 

defined period (e.g. three years)? 

Yes, as this gives sufficient allowance for changes in personal circumstances. Our 

research indicates that individuals may opt out if they feel the time is not right for them, 

but welcome a subsequent opportunity to begin savings. 

44. Do you agree with the concept of allowing members to take a period of Saving 

Suspension? If so, are there specific conditions that should attach to such suspensions?  

Yes, but the process should not be too easy and they should be re-enrolled on a regular 

basis to avoid inertia taking hold. 

45. Do you agree with the approach which sees employer and State contributions 

retained/credited to the CPA to contribute to its costs, in the case of member opt-out?  

This seems like an opaque and potentially unfair way to fund the CPA compared to a 

proportionate and explicit charging structure particularly as it is noted that those 

employers who will avail of the system are those with less resources. 

Section 4.7 – Arrangements for Benefits and the Pay-Out Phase 

Our research suggests that many members struggle to make decisions over retirement 

income options. In addition, retail market options can be costly and complex with 

affordability of advice being an issue for many. We therefore support the proposal of 

standard decumulation options and believe these would be beneficial to consumers when 

making their decisions. 

We are also supportive of the concept of deferring a portion of the pension to later in life. It 

is clear from our research that people in Ireland want and need flexibility in the early stages 

of their retirement, but are also concerned about the risk of running out of money in old age. 

In our 2018 Global Retirement Reality Report, we asked pre-retirees what their preference 

would be for how to draw down their assets in retirement: 

 18% said they would want flexible access to their retirement savings even if 

that meant the savings may run out before they die 

 32% said they would want a stable retirement income that lasts their entire 

lifetime, even if that means losing flexibility 

 35% said they would want flexible access to part of their retirement savings in 

the early years of retirement and to use the remaining part for a stable income 

in their later years 

In our view, a drawdown product combined with a deferred annuity would offer an 

improved retirement path for the vast majority of retirees. 

Our research suggests that a drawdown product paired with a deferred annuity, akin to a 

type of ‘longevity insurance’, would be an appropriate post-retirement option.  
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Responses to  specific questions 

46. Do you agree that Registered Providers should provide a standard range of 

investment/ draw-down options? 

Yes, this is likely to help members get better value for their savings and help simplify 

decision making. 

47. Should members be allowed to allocate their accumulated fund across all of these 

post-retirement options? 

Yes, members should be encouraged to do so in order to reflect their particular needs. 

48. Should members be required to invest a minimum proportion of their accumulated 

fund in a lifetime annuity (pension)? If so, in what circumstances? 

Yes, in order to provide longevity protection. This could be constructed as being a 

deferred annuity payable in later life as a longevity hedge, though the market for 

deferred annuities will require further development for this to be feasible. See above. 

49. Do you agree that the appropriate age to grant access to the retirement draw-down 

products is the State pension age? If not, what age would you suggest? 

Yes, however, there should be mechanisms in place for early access under specific 

circumstances e.g. ill health. 

50. Do you agree that early access to accumulated retirement savings should be provided 

on the grounds of ill health and enforced workplace retirement? If so, under what 

conditions and from what age? 

Yes, we agree that retirement savings can be withdrawn on the grounds of ill health at 

any age. The definition of ill health should be strictly defined in order to avoid reducing 

pot sizes substantially. 

 

 


