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Schroders
FTSE Default DC Schemes Report
Schroders’ 7th FTSE DC report finds investment diversification  
at a three-year high.
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Schroders’ 7th FTSE DC report 
finds investment diversification at 
a three-year high 

For the last three years we have been tracking the investment strategies of the UK’s top 350 listed companies’ 
default DC pension funds every six months to monitor any moves towards diversification in asset allocation.

The pensions landscape has changed significantly in the last three years. Pension tax relief has been reduced, 
auto-enrolment has been introduced and the pension freedoms introduced in the 2015 Budget have given 
people much greater choice in how they access their pension savings. 2015 also saw the introduction of charge 
caps, limiting the fees which can be charged to manage default DC pension schemes. Most recently, the 
Chancellor, George Osborne, performed a U-turn ahead of the 2016 Budget scrapping plans to abolish higher 
rate pension tax relief. Retirement income is now firmly in the spotlight among both politicians and regulators. 

The investment environment has also proved challenging with a weaker global economy, low inflation and low 
interest rates also affecting fund design. 

Despite these challenges, there has been an underlying trend of diversification which has now reached a three-year 
peak. Since March 2013, the average allocation to developed equities has fallen twelve percentage points, allowing 
increased weighting to both fixed income and alternatives. FTSE 350 firms are making slow but steady progress 
towards more diversified investment strategies, which we believe will help deliver better outcomes for members.

Interestingly, FTSE 100 and FTSE 250 firms have not been following the same pattern of diversification. FTSE 
250 companies give roughly twice the weight to fixed income options than their FTSE 100 counterparts, and they 
have significantly increased weighting to this class in the last six months. By comparison, FTSE 100 firms allocate 
a greater weighting to alternatives. 

The wider pensions landscape will continue to develop, but one thing is set in stone – as the pool of DC members 
continues to grow in size, getting the right investment strategy in place will become ever more important. 

Stephen Bowles, Head of UK Institutional Defined Contribution, Schroders, May 2016

Trends and key findings: May 20161

–  The diversification of the average portfolio composition of a FTSE 350 DC fund is now at a three-year high, 
indicating a shift in investment strategies to a broader range of asset classes.

–  Diversification has been championed by Schroders since our inaugural analysis in March 2013. Over this same 
period, the average FTSE 350 allocation to developed equities has fallen twelve percentage points from 79% 
to 67% and this has allowed increased weighting to both fixed income and alternatives.

–  The average allocation to fixed income has risen from 9% in March 2013 to 16% in March 2016, while the 
average allocation to alternatives has increased from 7% to 13% over the same period.

–  In the last six months alone, allocation to developed equities has fallen by more than three percentage points, 
enabling an increase in allocation to fixed income from 13% to 16%.

–  FTSE 250 firms place a particularly heavy weight on fixed income, allocating 20% to this asset class, almost 
double the 11% average allocated by FTSE 100 firms.

–  By comparison, FTSE 100 firms allocate an average of 14% to the alternatives asset class, compared to 11% 
by FTSE 250 firms.

–  The percentage of schemes with no allocation to the alternatives category has fallen from 35% in October 
2013 to 24% in March 2016, and similarly the proportion of schemes with no allocation to the fixed income 
asset class has fallen from 50% to 38%.

 1 Research for the 6 months to 31st March 2016.
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Asset allocation splits and typical portfolios

The average default DC fund of a FTSE 350 firm invests just under 67% of its total assets in developed equities, 
as of May 2016, with this proportion breaking down to an average of 25% of assets allocated to UK equities and 
41% to global equities.

Fixed income is the asset class with the third-highest average allocation at 16%, followed by the alternatives 
asset class at 13%. The alternatives asset class includes allocations to investments including commodities, 
property and absolute return strategies.

Emerging markets remains the asset class with the smallest average allocation, with the typical FTSE 350 DC 
fund investing just 4% of assets to this category, and other or unspecified investments account for 1% of the total 
fund allocation.

With the average default DC pension fund still heavily weighted to developed equities, there remains scope for 
fund design to move towards creating more diversified allocations, with a more even spread of investments 
across different asset classes. 

Figure 1: March 2016: Average asset allocation – All FTSE

Overall average asset  
allocation (March 2016)

All

UK equities 25.3%

Global equities 41.4%

Emerging markets 4.2%

Fixed Income 15.5%

Alternatives 12.5%

Other 1.1%

*Totals may not equal 100% due to rounding.

All FTSE portfolio composition: long-term and short-term trends

The average portfolio composition of FTSE 350 DC funds is now more diverse than at any time in the last three 
years, reflecting a significant move to more diversified investment strategies.

Three years on from our first analysis in March 2013, the average allocation to developed equities has fallen twelve 
percentage points from 79% to 67%. In particular, the average allocation to UK equities has reduced significantly 
from 33% to 25%, while the allocation to global equities has also shrunk markedly, from 46% to 41%.

This redistribution of the asset allocation away from developed equities has allowed more significant weighting to 
both fixed income and alternatives. Compared to March 2013, the average allocation to fixed income has risen from 
9% to 16%. Over the same period, the average allocation to alternatives has similarly increased from 7% to 13%.

In the last six months alone, allocation to developed equities has fallen by slightly more than three percentage 
points, enabling an increase in allocation to fixed income from 13% to 16%.

The average allocation to emerging markets remains cautious at 4%, just one percentage point greater than 
three years ago, possibly reflecting continued geopolitical concerns, particularly in the Middle East, and slowing 
economic trends in the BRICS nations. 

Overall average 
asset allocation

March  
2013

October 
2013

March  
2014

October 
2014

March  
2015

October 
2015

March  
2016

UK equities 32.7% 34.3% 34.6% 31.0% 28.9% 27.1% 25.3%

Global equities 46.2% 45.0% 45.0% 43.5% 41.8% 42.7% 41.4%

Emerging markets 2.9% 4.0% 3.7% 3.4% 3.1% 3.4% 4.2%

Fixed income 9.2% 8.0% 7.4% 9.4% 14.4% 13.2% 15.5%

Alternatives 7.0% 7.3% 7.9% 10.1% 10.6% 12.5% 12.5%

Other 2.1% 1.4% 1.4% 2.7% 1.1% 1.1% 1.1%

*Totals may not equal 100% due to rounding.

Other (unspecified)

Alternatives

Fixed income

Emerging markets

Global equities

UK equities

March

2016
All FTSE

25.3%
12.5%

1.1%

15.5%

4.2%

41.4%
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Figure 2: Average asset allocation – All FTSE
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FTSE 100 and FTSE 250 comparison

The average FTSE 100 default DC pension fund and the average FTSE 250 default DC pension fund both 
allocate 67% of assets to developed equities.

However, FTSE 100 firms are slightly more exposed to global equities, allocating 42% to this asset class, 
compared to 40% by FTSE 250 firms. By contrast, FTSE 250 firms have a slightly heavier weighting to UK 
equities, with an average allocation of 26% to this asset class, compared to 24% by FTSE 100 firms.

After developed equities, for FTSE 100 firms the next largest allocation is to alternatives, to which they allocate 
14% compared to 11% by FTSE 250 firms.

By comparison, FTSE 250 firms have a greater allocation to fixed income, allocating 20% to this asset class, 
almost double the 11% average allocated by FTSE 100 firms.

Both the average FTSE 100 default DC pension fund and the average FTSE 250 default DC pension fund have a 
small exposure to emerging market equities, allocating 7% and 2% to this asset class respectively.

Therefore, there remains a significant opportunity for further diversification among both FTSE 100 and FTSE 250 
default DC pension funds. 

Overall average asset allocation 
(March 2016)

FTSE 100 FTSE 250

UK equities 24.4% 26.3%

Global equities 42.3% 40.4%

Emerging markets 6.6% 1.8%

Fixed income 10.8% 20.2%

Alternatives 14.0% 11.0%

Other 1.8% 0.4%

*Totals may not equal 100% due to rounding.
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Other (unspecified)

Alternatives

Fixed income

Emerging markets

Global equities

UK equities

March

2016
FTSE 100

24.4%

42.3%

6.6%

10.8%

14.0%

1.8%

Other (unspecified)

Alternatives

Fixed income

Emerging markets

Global equities

UK equities

March

2016
FTSE 250

14.0%

0.4%

26.3%

40.4%

1.8%

20.2%

11.0%

Figure 3: March 2016:  
Average asset allocation – FTSE 100

Figure 4: March 2016: 
Average asset allocation – FTSE 250

FTSE 100 and FTSE 250 breakdown: long-term and short-term trends

Over the last three years, FTSE 100 and FTSE 250 default DC funds have significantly reduced their exposure 
to developed equities. The average FTSE 100 fund has reduced investment in this category by eight percentage 
points, from 75% in March 2013 to 67% in March 2016. Meanwhile, the average FTSE 250 fund has reduced its 
allocation to developed equities by eighteen percentage points, from 85% to 67%.

Since October 2015, allocation to developed equities by FTSE 100 firms has decreased by just under three percentage 
points, while allocation by FTSE 250 firms to the same category has fallen by almost four percentage points.

FTSE 100 firms have responded by increasing their weighting to the alternatives asset class, which includes 
investment in property and absolute return strategies. The average FTSE 100 default DC pension fund’s 14% 
investment in alternatives represents a three-year high in allocation to this asset class and an improvement of one 
percentage point on October 2015.

By comparison, FTSE 250 firms have increased investment most significantly in the fixed income asset class, 
which includes gilts, bonds and credit, with the average allocation of 20% representing a thirteen percentage point 
improvement compared to March 2013 and a five percentage point improvement compared to six months ago.

FTSE 100 firms have also increased their exposure to emerging markets, allocating 7% to this asset class in 
March 2016, compared to 3% in March 2013. However, the allocation of FTSE 250 firms to this asset class has 
remained static at 2% over this period.

FTSE 100

Average asset 
allocation 

March 
2013

October  
2013

March 
2014

October  
2014

March 
2015

October 
2015

March 
2016

UK equities 27.5% 28.5% 31.5% 28.8% 24.5% 23.6% 24.4%

Global equities 47.3% 47.6% 44.8% 42.8% 44.0% 45.9% 42.3%

Emerging markets 3.3% 5.1% 5.0% 4.4% 4.3% 4.8% 6.6%

Fixed income 10.4% 8.2% 7.4% 9.7% 13.2% 10.9% 10.8%

Alternatives 8.2% 8.2% 8.8% 9.9% 12.5% 13.0% 14.0%

Other 3.3% 2.4% 2.4% 4.4% 1.4% 1.9% 1.8%
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FTSE 250

Average asset 
allocation

March 
2013

October  
2013

March 
2014

October  
2014

March 
2015

October 
2015

March 
2016

UK equities 41.0% 37.6% 38.3% 33.2% 32.7% 30.6% 26.3%

Global equities 44.3% 45.3% 45.2% 44.2% 39.9% 39.6% 40.4%

Emerging markets 2.1% 2.7% 2.2% 2.3% 2.1% 2.2% 1.8%

Fixed income 7.4% 8.8% 7.3% 9.1% 15.4% 15.5% 20.2%

Alternatives 5.1% 5.6% 6.8% 10.2% 9.0% 12.0% 11.0%

Other 0.1% 0.1% 0.2% 1.0% 0.9% 0.3% 0.4%

Asset weightings

The Schroders Diversified Growth Fund (DGF) provides an example of how a scheme’s asset allocation can  
take a more balanced and diversified approach, to maximise return and mitigate risk.

The fund currently allocates 46% of its investments to developed equities, 35% to alternatives and 19% to  
fixed income.

Figure 5: March 2016 – Schroders Diversified Growth Fund – asset allocation

Equities (developed all)

Fixed income

Alternatives

Emerging markets

Schroders DGF

Other

0.0% 10.0% 20.0% 30.0% 40.0% 50.0% 60.0% 70.0% 80.0% 90.0% 10.0%

Average Max

Source: Schroders, 31 March 2016.

The current DC marketplace at glance

a) The regulatory landscape 

Over the last few years the pensions sector has faced a raft of regulatory changes, with government policies re-
defining how consumers can accumulate income and turn it into retirement funds (“decumulation”). Pension tax 
relief has been reduced, auto-enrolment has been introduced and the 2015 pension freedoms give consumers 
much greater choice in how they access their pension savings.

This move towards further regulation is set to continue. The Financial Conduct Authority (FCA) has identified 
pensions as a priority sector to focus on in 2016–17, and they expect to launch a review of retirement outcomes 
in 2016/17 to consider the impact of the pension reforms on competition and switching in the market1. 

Furthermore, in February 2016, the Treasury published the results of a consultation on potential barriers to people 
using the new freedoms, which concluded that many people face early exit charges at a level that may create 
a barrier to them gaining access to their pension savings2. The FCA has been given a duty to impose a cap on 
such early exit charges, and will be consulting on this over the coming year.

1 Source: The Financial Conduct Authority (FCA), ‘Business Plan 2016/17’: 5th April 2016.
2 Source: HM Treasury, ‘Pension transfers and early exit charges: response to the consultation’: February 2016.



7Schroders FTSE Default DC Schemes Report

b) Auto-enrolment and scheme membership numbers 

According to the latest figures from the Pensions Regulator, there are now 6.9 million DC members of 
occupational schemes and around 70% (4.7 million) of these members have joined since auto-enrolment began 
in 20123. 

The vast majority of those members (circa 95%) are in schemes being used for auto-enrolment, and 80% of 
those members in schemes being used for auto-enrolment are in master trusts.

In total, the UK currently has just under 5.7 million members of DC trusts, of whom over 3.8 million are active 
members. This translates into a total of 27,000 DC trusts currently running open schemes.

The final stage of the auto-enrolment legislation changes will be the rollout to new businesses. Those businesses 
that started up after October 2012 will have until May 2017 to meet the new requirements. (As of June 2015, 
auto-enrolment legislation already applies for small and micro employers).

Methodology

In order to gather a snapshot of UK DC default funds during the accumulation phase, FTSE 100 and FTSE 
250 firms were asked to supply data. These data were supplemented by publicly available information on their 
employees, taken from corporate websites. The DC default funds of 33 FTSE 100 and 33 FTSE 250 companies 
were analysed.

The subsequent data were then broken down into broad asset classes for analysis purposes. All figures are 
rounded to 1 decimal place in tables and graphs. Figures labelled as ‘May’ refer to the most up-to-date asset 
allocations available at time of analysis, i.e. figures for Q4 2015.

Information is correct as at 31st March 2016. The research has been undertaken by Instinctif Partners on behalf  
of Schroders.

For further information,  
please contact:
Estelle Bibby  
Senior PR Manager, Schroders
Tel: +44 (0)20 7658 3431
estelle.bibby@schroders.com

3 Source: The Pensions Regulator, ‘DC trust: a presentation of scheme return data 2015–2016’: 1st January 2016. 
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