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Foreword
Dan Mahony & Bruce Davies

A

year on from our inaugural publication, we are excited to again share
our views on the savings and retirement market for 2022.

Inevitably, COVID-19 continues to shape our daily lives, with
restrictions fluctuating in line with cases and variants. Firms need to adapt
quickly to the changing landscape whilst keeping their focus on strategic
priorities. Employee wellbeing – a term more widely used than ever before – will
continue to increase in prevalence across the market. Some firms are moving
to a more holistic view on employee compensation and welfare – a trend which
we expect more firms to start to adopt.
Consolidation and transactional activity dominated the market in 2021.
Whilst we don’t see this slowing down in 2022, a number of firms will find
themselves in the midst of large-scale transformation and post-merger
integration programmes. Concluding these, whilst embedding recent COVID-19
efficiencies as part of the ‘new normal’, will set firms up for growth into 2022
and beyond.
The Regulator has already signalled a focus on improving customer outcomes
across the sector, specifically the take-up of financial guidance or advice.
In particular, the rules on Consumer Duty will have wide-ranging effects for
client-facing businesses and providers to the industry. The most successful
firms will be those looking beyond any new regulatory minima ahead of time
and focusing on deploying propositions that focus on positive customer
outcomes.
It is set to be another busy year, and we hope you enjoy reading our views
and perspectives. Please do get in contact if you wish to discuss or provide
feedback on any aspect of this publication.
.
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ollowing strong growth in 2020, household wealth in the UK has continued to
grow throughout 2021. PIMFA conservatively estimates that there is around
£1tn of assets across the UK’s wealth management businesses, approximately a
third of which is advised. The perceived ‘advice gap’ has also continued to widen, with
a growing percentage of households requiring but not receiving competent financial
guidance or advice.
As a result, the Regulator is beginning to home in on what can be done to address the
issue. There is a significant shift away from the classic adviser/client relationship to a
new world of episodic advice, long-term guidance, and technology-enabled customer
journeys. The idea, of course, is to bring down the client cost-to-serve, helping advice
and insurance firms to bridge the advice gap and improve overall client outcomes.
In terms of the actual advice process, we expect to see a continuation of the push
towards hybrid advice models, with clients playing a much more important role.
Technology and outsourced providers are already delivering programmes to help
advisers facilitate this model. We expect a much higher percentage of vendors
offering hybrid/digital advice capabilities in the coming 12 months.
Consolidation has been an ongoing feature of the advice industry over the last few
years, and we don’t expect this to slow down in 2022. We anticipate increased activity
in building vertically integrated propositions, enabling firms to capture a greater
proportion of the value chain. This will be fuelled by the continued interest of private
equity funds in the sector, with US firms increasing their UK market share of late.
This year is likely to be pivotal, both in terms of the structure of the industry and the
way that advice is provided to clients. The race to reduce overall cost-to-serve, whilst
maintaining compliant and appropriate client advice, may be a key differentiator to
performance in 2022.

ransaction activity and transformation work have dominated recent
events in the platform market space.

Over the past few years, we have seen an unprecedented amount of M&A
activity with very little regulatory change. During this period, notable M&A
events include the acquisition of Wealthtime and Novia by Anacap, Ascentric by
M&G, Parmenion by Preservation Capital, and Embark by LBG. More recently,
we have seen Abrdn acquire Interactive Investor, signalling a persisting
appetite in the platform market for transactional movement. This is fuelled,
predominantly, by sustained interest from private equity firms keen to exploit
potential synergies, incumbent platforms seeking to scale, and lastly, asset
managers and banks executing a vertical integration strategy. We expect that
the trend of deal size will increase as the consolidation in the market reduces
the number of independent smaller players.
2022 will likely see a number of in-flight transformations conclude or
achieve key milestones. This will be good news for clients and shareholders
as most of these transformations seek to deliver modern, differentiated
user interfaces, enhanced integrations, and product enhancements. Again,
this activity does not look like slowing any time soon, and we believe the
next wave of transformations and re-platforms is just around the corner as
several platforms begin to show their age. The recent pandemic has exposed
deficiencies in many platforms’ abilities to service clients digitally. Over the
next 12 months, the winners will be platforms able to undertake major change
and deliver value quickly, economically, and with minimal impact to end users.

This year is likely to be pivotal, both in
terms of the structure of the industry and
the way that advice is provided to clients
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very aspect of our work has continued to be impacted by the pandemic,
and in many sectors, much uncertainty remains. However, fuelled by autoenrolment, savings into workplace pensions have continued to increase.
There are now c10.4 million people auto-enrolled in schemes, over 18 million
defined contribution pension scheme memberships, and c1.7 million employers
making provision for their employees’ retirement income (The Pensions Regulator,
Corporate Plan 2021-24).
Employers are grappling with the return to the office and hybrid working,
balancing the needs of employees who relish the opportunity to be back in the
office with those who do not. In order to support employees in the continuously
challenging post-vaccine era, we expect employers to continue to look at benefits
that target broader aspects of wellbeing. In particular, we see positive moves
towards topics of financial resilience, togetherness in a virtual world, and mental
and physical health.
From the provider side, we expect to see continued focus on the ability to scale
operations efficiently – in order to support increasing numbers of members –
without an exponential increase in cost to serve. Recently, pension providers
have been wrestling with the challenge of developing a more direct relationship
with savers, which is high up on most firms’ wishlists. However, the pandemic
has caused a wholesale review of priorities with ad-hoc developments and more
tactical change programmes now in play.
One key area of focus for both members and providers is the impact that savings
have on environmental, social and governance (ESG) factors. We expect continued
pressure on default fund providers to monitor and disclose the decisions
employers take on ESG, stewardship of investments, and other vital socioeconomic causes (e.g. diversity & inclusion (D&I)).
Elsewhere, the development of the Pensions Dashboards Programme continues
at a glacial pace. In 2022 we should start to see the beginnings of a more
tangible build and the first onboarding of pension providers ahead of the staged,
compulsory onboarding in 2023.
In 2021, the powers of The Pensions Regulator (TPR) have increased. As a result,
the regulatory framework is likely to evolve in 2022 as TPR starts to execute on the
delivery of their revised corporate strategy.
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he retirement income market celebrated a major milestone in 2021 – the
centenary of pension tax relief. Buoyed by the lack of change at the Autumn
budget on this area, focus in 2022 should look to other market areas that
could drive customer outcome improvements over the long-term.
The introduction of ‘Investment Pathways’ was a welcome step at the start of
2021, but the industry still has some way to go to improving customer education
and engagement for those entering retirement. Indeed, with a third of individuals
in decumulation unaware of who their pension provider is, there is a significant
hurdle ahead for firms to re-orient their engagement models to overcome this.
Though signposts to independent ‘Pension Wise’ guidance already exist throughout
‘at retirement’ customer journeys, the FCA launched a consultation earlier this
year looking to strengthen these nudges. The ultimate goal here for the Regulator
is to encourage greater take-up of guidance, if not independent advice, by pension
customers. Combined with a similar consultation on pension consumer journeys, a
shake-up of key touchpoints is on the cards for 2022 and beyond. For instance, the
use and purpose of ‘wake-up’ packs should be considered beyond simply meeting
a regulatory requirement and, instead, forming a key part of customer-centric reengagement strategies.
With the publication of numerous TPR and FCA consultation papers over the past
year, firms should prepare themselves in 2022 for substantial change. To truly
overcome some of these barriers, firms will need to push beyond the regulatory
minima and become leaders in a field often neglected by customers due to its
innate complexity, but one upon which we are all reliant.

The introduction of ‘Investment Pathways’ was a
welcome step at the start of 2021, but the industry still
has some way to go to improving customer education
and engagement for those entering retirement.
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fter a challenging 2020, the equity release market has made an impressive
recovery this year, with volumes set to break new records. Underlying
this data are a number of developments that we believe indicate some of
the likely trends for 2022. We forecast that average case sizes will continue to
increase as the product is increasingly utilised by wealthier customers, both for
intergenerational wealth transfer and as an Inheritance Tax (IHT) planning tool. The
market has continued to do a good job of ‘destigmatising’ the product. Assuming the
low-rate environment continues to prevail, we believe further growth is likely with
record lending again a strong possibility in the coming 12 months.
Providers will continue to look at opportunities to innovate further, both in terms
of the construction of the product and the opportunities to create tax arbitrage
against other investment wrappers (e.g. pensions). We see ‘property as an asset’
being an emerging theme for some newer market participants, moving more
towards branding as ‘property-secured later-life lending’ rather than equity
release/lifetime mortgage. This will encompass the still-nascent (and underdeveloped) Retirement Interest Only (RIO) market, which is likely to see some (albeit
modest) growth. There is still much discussion about opportunities that may emerge
due to the changes to care funding, though we believe significant progress in this
space is unlikely.
The broking market will continue to be dominated by the major incumbents.
However, we see the possibility that some of the newer, private equity-backed
entities in the wealth advice market may develop their own equity release broking
capabilities. Across the market, we think there is likely to be a number of corporate
actions as PE firms look to exploit the attractive growth opportunity.
Overall, we are very positive about the prospects for growth in the equity release
market. While some structural change is likely, we believe that 2022 is likely to be
another successful year.
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t has been a relatively quiet year in terms of new deals signed in the UK BPO
market, most likely caused by the uncertainty brought about by the COVID-19
pandemic. However, we have seen a significant increase in the amount of
analysis and preparatory work being undertaken by firms assessing new BPO
relationships.
Increasing emphasis on areas such as customer satisfaction, operational
optimisation, digitisation, product development, innovation and sales & distribution
is continuing to drive organisations to assess their existing operating models. In
doing so, firms ascertain how to implement new and innovative capabilities such as
cloud-based platforms, Robotics Process Automation (RPA), analytics, and digital
channels.
COVID-19 has further affected the challenges faced by insurers, enforcing a
significantly reduced use of common paper-reliant processes whilst increasing
the volume of customer traffic. Resource challenges (e.g. the impact of working
from home or higher rates of turnover) are pushing organisations to accelerate
the speed at which they digitise commodity processes. This is not only beneficial
to customers but also for enhancing the efficiency and productivity of all
stakeholders. At the same time, challenges on cost, security, and physical
logistics, amongst other things, all create further uncertainty and risk in the
operating model.
In the coming year, we are anticipating a number of organisations with ‘early wave’
BPO deals that are either reaching end of contract terms, or other contractual
inflection points, to be considering their next procurement moves, ensuring the
provision of services and capabilities that are suitable for the next ten to fifteen
years (and more).
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There have been two significant tranches of technology change across insurance in
2021: large scale transformation and the significant influx of financial technology, or
fintech.

Multiple large transformation programmes have begun, continued, or concluded across
the market. The key drivers behind this activity are integration of ecosystems due to
acquisition, re-platforming legacy applications to manage the need for digitisation, and
green-field implementation to align to a new target operating model.
This continuing activity is dominated by leading software providers across the insurance
market. For retail investment: FNZ, GBST, Bravura; for insurance: Fadata, EIS, SSG
(iPipeline) Guidewire, Instanda, and Sapiens; These providers are the enablers for firms to
level-up their technology stack, providing the bedrock of core processing power for firms,
and allowing for innovation and differentiation in an increasingly commoditised market.
Looking ahead to the next 12 months, we foresee this level of activity continuing as
firms see implementations to completion. However, we anticipate the number of larger
transformations declining as firms favour smaller, more tactical change portfolios.
The second tranche of change has been the increased utilisation of fintech across the
market. These new and innovative tools, alongside modern application architecture, will
provide the differentiation required by firms to continue being competitive. However, as
with many novel capabilities, we see the uptake of these tools to be gradual, with firms
implementing a test & learn methodology prior to submitting to a full implementation.
The types of technology tools we believe will
be dominant across the market will focus on
improving customer experience while lowering
operational cost. Core examples include
conversational AI, advanced machine learning
ICR/OCR capabilities, and Natural Language
Processing (NLP).
As many large change programmes come
to a close, we envisage a significant phase
of ‘evolution, not revolution’, whereby
incremental and iterative additions to the
technology ecosystem – mainly in the form
of these newer, innovative technologies –
are implemented, adding more immediate
business value.
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As many large change
programmes come to
a close, we envisage
a significant phase
of ‘evolution, not
revolution’
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o say that M&A activity in the UK savings & investment sector has been
buoyant in 2021 would be an understatement; IFA and platform consolidation
as well the significant influx of private equity money into the market, have
contributed to a record number of transactions. In addition, we have seen a
number of traditional institutional incumbents bolster their retail savings and
investment business units with acquisitions. But what does this activity mean for
the UK wealth sector in 2022?
We believe that the ‘consolidation of the consolidators’ and the sale of the first
wave of private equity held assets will be two of the significant themes influencing
transactional activity into the first six months of the year. The need for scale to
realise business efficiencies and attractive valuation multiples are likely to be
the main drivers supporting this. The second wave of private equity participation
is expected to continue with new entrants attracted to the return opportunities
presented by the fragmented structure of the market. In particular, we envisage
increased interest from the US private equity industry as multiples on this side of
the pond prove far more attractive, for now.
In response to the continuing headwinds of higher regulation, business
administration, and change costs, we expect consolidation in the Discretionary
Fund Management (DFM) market to accelerate. The reality of post-COVID-19
business models is likely to be too expensive and cumbersome for the high
number of businesses operating in the UK. Linked to this will be a wholesale review
of underperforming or non-core business units, which could further support
transactions across various industry verticals.
Finally, we predict peripheral activity from the large technology providers as they
adapt and extend their services to meet the changing needs of their clients. In the
adjacent fintech market we expect the continuation of transactional activity as
well as a number of new entrants as the wealth market digitises and modernises
the access to and serving of its clients. An action-packed year awaits…
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he large-scale shift in ways of working following COVID-19 is arguably one
of the most significant in workplace history. The key challenges for firms
moving into 2022 are twofold: protecting employee wellbeing and retaining
and attracting top quality talent in a competitive, remote world. Responding to
fluctuating COVID-19 rules adds additional pressure to adapt quickly. Looking
through this lens to the year ahead, firms must focus on long-term, sustainable
objectives and solutions.
Firms must develop a technology strategy to support and embed hybrid ways
of working for the future, allowing for collaboration and efficiency as more
employees command a flexible working pattern. A top priority for leadership
should be developing a strong Employee Value Proposition (EVP) to focus on
both the retention of existing employees and attraction of the best talent in the
market. The EVP should align with the firm’s overall strategy and vision to achieve
employee satisfaction and generate commercial results.
The high volume of M&A and consolidation activity in the market in the past
year is only a signal for the further consolidation activity expected in 2022 and
highlights one of the key challenges faced from a people perspective. Culture and
communication considerations must be central to the change agenda. Establishing
a strong cultural identity and vision is crucial to help manage the emotional impact
of organisational change initiatives. Bringing people on the journey by developing
a clear, proactive, and forward-looking communication plan can mitigate feelings
of unease, reduce change fatigue, and support the adoption of operating model
changes. From the outset, alignment and tone from the top is key to energising
employees and setting the foundation for achieving the strategic ambitions for the
year ahead.
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