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Members in a defined contribution (DC) pension scheme are on a journey. 
Well managed, it’s a journey which should take them towards a pot of 
money sufficient to meet their income or other needs in retirement. But 
encouraging them to stay on track depends, we believe, on building an 
investment default approach that reflects their changing need for risk and 
return as they get older.

Improving the DC journey 

– Focus on downside protection
– Transition phase

– Equity-like
– All weather performance

– Drawdown?

– Traditional de-risking phase
– Growth still required for drawdown

– Annuity?

– Cash?
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Source: Schroders, for illustration only.

Good member outcomes require carefully designed solutions
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By the time members reach the last phase of the savings journey illustrated 
on the previous chart, they are probably looking forward to giving up 
work. But at this age, from around their mid-50s onwards, a major loss of 
savings could be disastrous for their retirement ambitions. The chart below 
illustrates just how much worse a loss of 20% at 60 is compared with the 
same percentage loss at 35. There is unlikely to be enough time for such 
a worker to replenish their pot through additional savings or investment 
returns unless they delay retirement, which is unlikely to be welcome even if 
it is possible. The saver’s need to minimise risk is therefore paramount. 

We believe these older savers need a vehicle which aims to protect their 
savings from losses and offers real returns in excess of infl ation. It should 
also offer them the fl exibility to keep their options open when they give up 
work. The pension changes from April 2015 mean that retirees now have 
much more choice over what they do with their pension pot – they can 
convert their savings into cash, stay invested and take an income from 
them, or buy an annuity. Given that most people may not decide what 
to do until very late in their journey, a fund that can provide security and 
choice, but without giving up on growth, could be an ideal end point for 
the majority of members. These features should also make it an excellent 
default option for trustees, particularly as many won’t know what their 
members are going to do.

Managing the move into 
retirement

Source: Schroders, for illustration only. Starting age 25 years, retiring at 65. Starting salary is £25,000. Salary growth is 3% p.a. 
Contributions are 10% p.a. and assume a fi ve-year lifestyling strategy starting at age 60, gradually switching from equities to 
bonds and cash.

A 20% loss has a much bigger effect on older savers
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The Schroder Life Flexible 
Retirement Fund

We think the new freedom available to members at retirement calls for a 
solution that gives them maximum flexibility in their final savings years. For 
most older workers who are not going to buy an annuity immediately at 65, 
this effectively means a default fund that lets them keep their options open. 
We believe the Schroder Life Flexible Retirement Fund can provide just 
the right balance they need between growth and security. 

To generate returns above inflation, the fund relies on a core portfolio 
that balances risk across a range of asset classes and whose returns 
are driven by different market environments. Thus, for example, equities 
tend to capture returns in a growth environment and government bonds 
typically defend returns when markets are falling. The portfolio starts with 
roughly equal proportions of growth and defensive assets, in terms of 
their volatility, with a lesser proportion in inflation assets, such as inflation 
linked bonds. The manager is then able to change the amount invested 
in each asset class to take advantage of valuation opportunities and to 
manage risk from time to time. 

To provide security, the fund aims to limit the maximum loss any investor 
may suffer at any time. The manager monitors the portfolio value to 
determine if the fund has made any loss by comparing the current 
portfolio value against the highest value the portfolio has achieved in the 
past. The level of losses (if any) determines the level of risk that the fund 
is able to take. If required, the manager then moves assets into cash so 
that the fund’s level of risk is kept below the allowable limit. As losses 
increase and approach the maximum loss target of 8%, the level of risk 
that the fund is able to take is reduced. Once markets start to return to 
normal and losses start to reduce, the level of risk that the fund can take 
is gradually increased (see chart below).

Retirement savings: aiming at a rising target

Source: Schroders, for illustration only.
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Key features

Core  
multi-asset  

portfolio

Diversified portfolio  
actively managed to meet  

performance objective

Systematic overlay targeting  
a maximum loss of 8% over  

any time period

Downside risk  
management 

*The return and maximum loss targets are investment objectives only and not guaranteed.

 – Targets a return of Consumer Price Index +2% per annum net of fees over 
a market cycle (typically three to five years)*

 – Uses a range of assets to provide growth in a variety of  
market environments

 – Aims to limit losses to no more than 8% of the value of the fund over  
any period, via systematic downside risk management*

 – Has an ongoing charge of 0.30%
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How it works 

We use two distinct but complementary investment approaches: 

1. Core Multi-Asset Portfolio

First, we build a diversifi ed core portfolio which aims to generate returns 
in most markets. We have identifi ed and grouped investments that should 
perform well in three environments likely to drive investment returns:

 – growth, when economies are growing

 – defensive, when economies are shrinking

 – infl ation, when prices are rising faster than expected.

The manager then has discretion to vary the fund’s exposure to take 
advantage of valuation opportunities and to manage risk. 

Defensive

Initial strategic 
allocation

Growth

Inflation

Defensive Growth

Inflation

Based on balancing risks 
across the portfolio

Allocation reflects the manager’s 
medium-term outlook

Final 
allocation

Source: Schroders, for illustration only.

(note that the initial strategic risk allocation of the core portfolio above equates, under current market conditions, to 
approximately 20% of the capital of the Fund being invested into Growth assets, 50% into Defensive assets and 30% into 
Infl ation assets. Capital allocations will vary through time refl ecting risk profi le of underlying assets.)

Core Multi-Asset Portfolio (risk based allocation)
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2. Systematic downside risk management

To provide added safety, we seek to limit the maximum loss an investor 
may experience to 8% by using a systematic risk management overlay: 

 – When volatility becomes excessive, and/or as losses increase, the level 
of risk in the fund is systematically reduced by moving assets from the 
core portfolio into cash (while we expect this to limit losses to no more 
than the target, this is not guaranteed, as the fund will never move 
100% into cash) 

 – As markets stabilise and/or losses start to reduce, the cash can 
then be gradually invested back into the core portfolio, allowing it to 
participate in the market’s recovery.

Why Schroders?

Schroders is a global asset management company with £300.0 billion 
under management and an international network spanning 37 offices in 
27 countries. We have significant experience of managing DC assets and 
of helping scheme managers, trustees and sponsors to operate pension 
schemes efficiently. We manage assets for DC pension schemes in the 
UK and also have relationships with institutional investment platforms. UK 
pension funds form a significant proportion of our global client base, with 
more than £41 billion in assets managed on behalf of both defined benefit 
and defined contribution pension schemes in both the corporate and 
public sector.

Source: Schroders. All figures quoted at 31 December 2014.
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Important information: For professional investors only. not suitable for retail clients. Past performance is not a guide to future performance and may not be repeated. The 
value of investments and the income from them may go down as well as up and investors may not get back the amounts originally invested. This document is intended to be 
for information purposes only and it is not intended as promotional material in any respect. The material is not intended as an offer or solicitation for the purchase or sale of any 
financial instrument. This document contains outline, indicative terms for discussion purposes only and is not intended to provide the sole basis for evaluation of the instruments 
described. Terms are purely indicative and may change in line with market conditions. Any recipient of this document agrees that the appropriateness of any described structure 
to its particular situation will be independently determined, including consideration related to the legal, tax and other related aspects of any transaction. The material is not 
intended to provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. The information and opinions and associated estimates 
and forecasts contained in this document have been obtained from or are based on sources believed by us to be reliable, but no responsibility can be accepted for error of fact 
or opinion. Schroders has expressed its own views and opinions in this presentation and these may change. This does not exclude or restrict any duty or liability that Schroder 
Pensions Management limited (SPMl) has to its customers under the Financial Services and Markets Act 2000 (as amended from time to time) or any other regulatory system. 
Investments in smaller companies may be less liquid than in larger companies and price swings may therefore be greater than in larger company funds. Where a fund holds 
investments denominated in currencies other than sterling investors should note that exchange rates may cause the value of these investments, and the income from them, to 
rise or fall. Potential investors in emerging markets should be aware that this can involve a higher degree of risk. less developed markets are generally less well regulated than 
the UK, investments may be less liquid and there may be less reliable arrangements for trading and settlement of the underlying holdings. The fund may invest in higher-yielding, 
or non-investment grade, bonds. The risk of the issuer defaulting on the capital repayment is higher than with investment grade bonds. Higher yielding bonds may also have an 
increased potential to erode your capital sum than lower yielding bonds. The Fund targets specific outcomes and as a result its performance may differ significantly from that 
of the underlying multi-asset holdings. The Fund is not benchmarked and investors need to understand that during certain market environments (e.g. volatile upward trending 
markets) the Fund may underperform the underlying multi-asset holdings. The fund can use derivatives for investment purposes. The use of leverage can increase gains as well 
as losses and expose the strategy to increased risk. The use of derivatives and leverage involves a higher degree of risk and may lead to a higher volatility in the unit prices of 
the funds. These instruments can be more volatile than investment in equities or bonds. The fund is not tied to replicating a benchmark and holdings can therefore vary from 
those in the index quoted. For this reason the comparison index should be used for reference only. The return and maximum loss targets are investment objectives only and do 
not constitute guarantees. For the purposes of the Data Protection Act 1998, the data controller in respect of any personal data you supply is Schroder Pensions Management 
limited (SPMl). Personal information you supply may be processed for the purposes of investment administration by the Schroders Group which may include the transfer of data 
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Schroder Pension Management Limited 
31 Gresham Street, london eC2V 7QA, United Kingdom 
Tel: +44 (0) 20 7658 6000 email: ukpensions@schroders.com

Contact us

Tim Horne
DC Investment Solutions Manager
Tel: +44 (0) 20 7658 4877
email: tim.horne@schroders.com

David Heathcock
DC Product and Distribution Manager
Tel: +44 (0) 20 7658 2806
email: david.heathcock@schroders.com

Stephen Bowles
Head of UK Institutional  
Defined Contribution
Tel: +44 (0) 20 7658 4916
email: stephen.bowles@schroders.com

Hilary Vince
DC Strategy Manager
Tel: +44 (0) 20 7658 5727
email: hilary.vince@schroders.com

Contact our dedicated DC team today to discuss the ways in which we may be able 
to add significant value for your DC scheme and its members.

www.schroders.com/definedcontribution


