Dear Chancellor,

We write as founders, CEOs, and Chairs of British companies deeply invested in the country’s
future. Our businesses, large and small, public and private, employ millions of people,
contribute to the Exchequer, and drive the innovation at the heart of Britain’s Industrial
Strategy.

Since the election, this government has rightly focused on boosting economic growth. We
firmly believe that this country has all the raw ingredients to meet the Government’s objectives:
great research, world-leading innovation, dynamic entrepreneurship and no shortage of capital
to realise the country’s ambitions. However, too little of that capital is invested in the UK, while
growing global competition is making it increasingly necessary to do so.

The availability of domestic risk capital is the vital fuel that businesses, both public and private,
need to grow. Yet, we are increasingly concerned by the sharp decline in domestic risk capital
- especially from UK pension funds - being invested in companies in the UK.

For example, in 1997, UK pension funds invested 53% of their allocation to equities in
companies listed in the UK; by 2025, this has fallen to just 4.1%, equivalent to withdrawing
£25bn of investment from these companies every year. This is significantly lower than the
global average for DC pensions of over 13% of assets in domestic equities, and nearly 30%
of total equities invested in domestic equities.

Without intervention, this will drop further, with projections showing only 3.5% of DC pension
assets being allocated to companies in the UK by 2030. While this is a stark example of
underinvestment in our public markets and the UK companies in those markets, the scarcity
of domestic investment goes beyond public markets.

This underinvestment has real consequences for UK growth:

e Smaller and scaling companies struggle to attract capital, limiting their ability to grow
and often leading to them being acquired by overseas buyers.

o Decision-making about the future of British companies increasingly rests with non-
domestic investors, risking the relocation of key businesses and reducing tax revenue.

e Exporting wealth created by British companies, rather than benefiting UK citizens and
their and our national prosperity.

e Becoming increasingly reliant on overseas capital as domestic investment is
increasingly being dictated by the relative size of other markets, rather than national
performance or UK economic requirements.

o Lower domestic investment is correlated to lower expected future company valuations
and therefore reduced economic growth.

The Government’s recent announcement of the Sterling 20 to support UK investment is
welcome. Similarly, efforts such as the Mansion House Accord and the Pensions Bill are steps
forward, but more is needed to translate them into actual investment flows.

As such, we urge you to be bold. Condition the privileges that are granted to UK DC
pension scheme default funds upon them allocating a minimum 25% of their default
fund assets to UK investments - across each asset class. This is not mandation as



individuals could choose to opt out of the default fund without losing any of their pension
entitlements.

This could be done by introducing a requirement for all DC pension schemes to designate a
"UK-weighted" fund as their default arrangement. Any individuals preferring not to have their
pension invested in the UK-weighted fund could opt for a different allocation strategy, but the
“default” starting point for DC pension schemes must be one that is consistent with both driving
savers’ returns and supporting a resilient domestic economy.

The predecessor to the ISA regime followed a similar logic of using tax advantages to both
incentivise saving and increase investment in the UK economy. We believe this principle is the
right approach and should inform reforms to drive higher levels of retail investment.

This policy would set the default level of UK domestic pension investment closer to that of
international competitors. Doing so would provide businesses with access to deeper and more
reliable sources of capital in the UK. By 2030 overall investment in UK equities by DC pensions
would increase by around £76bn from current levels in today’s money (+230%) and potentially
as much as £95bn according to New Financial’. This would be a vital boost to the economy
and help to crowd in further capital, creating a virtuous circle. The paper looked specifically at
public equities, but both we and New Financial are calling for this to be applied to public and
private equities and indeed all asset classes in which a pension fund invests.

Taking action would be in line with the perceptions of the British public. A recent poll
commissioned by New Financial found that the public believes 41% of their pension is invested
in UK companies or the UK stock market — 10 times the current level of investment. Moreover,
72% support government action to encourage more domestic investment through their
pension schemes.

We recognise that the policy options available to this government all have political and
economic considerations. In our recommendation we have considered what would be both
practical to implement and effective in achieving the intended policy outcome. This
recommendation can be achieved through minor amendments to the Pensions Bill 2025, the
Investment Regulations 2005 and FCA COBS. Importantly, in a time of tough fiscal choices,
this proposal would not require additional Government expenditure and would result in
material investment in the UK, directly supporting economic growth and allowing British savers
to share in the nation’s success.

Now is the time to back ourselves, ensuring British companies have the capital they need and
that British savers benefit from the growth they help create. We urge you to act decisively,
securing prosperity for generations to come.

Yours sincerely,

The undersigned
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Don Robert CBE, Chairman, LSEG David Schwimmer — CEO, LSEG
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