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Outline 

 Defining successful retirement outcomes 

 Comparing static asset allocations: glidepath vs balanced 

 Comparing dynamic with static strategies 

– How much skill is needed?   

– What is the impact of higher fees? 

 Conclusion: Making the right trade-off between skill and fees 
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Goal for median RR 

Restating the problem 

 Success is defined by the  

Replacement Ratio (RR)  

– RR = retirement income as percentage 

of final income 

– 50% target 

– 35% downside limit  

– Assume that 25% comes from other 

sources (e.g. state pension)* 
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*Source:  “The Real Deal:  2012 Retirement Income Adequacy at Large Companies” by Aon Hewitt Consulting, 2012 
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Glidepath 

 Outcomes are very uncertain 

– Neither static approach is successful 

– Balanced  >  Glidepath in 2/3 of cases 

– Glidepath  >  Balanced in 1/3 of cases 

 Strategy selection necessarily involves a 

forecast of returns 

 Why not consider a dynamic strategy? 

 

Static glidepath vs static balanced 
Comparison of outcomes 
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Source:  Schroders, May 2016. Results are approximate 
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Balanced 



A simplified dynamic strategy 
Diversified growth 

Source:  Schroders, May 2016 
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 Forecast of future market performance varies: 

– High, medium or low 

 Dynamic manager adjusts the portfolio based on market forecast:   

– High  Buy: increase equity holdings 15% 

– Middle  Hold: maintain equity holdings 

– Low  Sell: decrease equity holdings 15% 

 With investment skill, we “get it right” 2/3 of the time 

– We “get it wrong” 1/3 of the time 



 Dynamic strategy yields successful 

retirement outcomes 

 This assumes low cost and high skill 

(p=2/3), but not superhuman skill 

 But what happens with lower skill and 

higher cost? 

 

 

 

 

 

 

 

 

Dynamic vs static 
Comparison of outcomes 
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Source:  Schroders, May 2016. Results are approximate 
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 Dynamic strategy shows substantial 

improvement at moderate to high skill 

 Marginal improvement at low skill 

 Dynamic is worse at “no skill,” but not 

too damaging 

Impact of level of skill 
From “no skill” to “high skill” 
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Source:  Schroders, May 2016. Results are approximate 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

110%

120%

Static No skill
p = 33%

40% 50% 60% High skill
p = 67%

Level of skill 

Goal for 

median RR 

Goal for downside RR 

Replacement ratio 



 More fees imply the need for more skill 

to break even 

 How much could be justified for a 

manager with only middling skill? 

 Example (red arrows):               

“If additional fees for dynamic are 50 

basis points, then you need skill of p = 

50% or better” 

Impact of higher cost 
Additional cost associated with dynamic 
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Source: Schroders, May 2016. Results are approximate 
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“I want lower volatility towards retirement” 

  

“Any dynamic manager is more likely to be 

wrong than right”   

 

“I want better outcomes, and believe some 

managers may have some skill”  

       Glidepath 

 

       Index (lowest fees) 

 

       Dynamic strategy (performance is 

improved via skill, after fees) 

 

 

Beliefs: Best choice: 

Beliefs and best choices 
What are your beliefs? 
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Source: Schroders 
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Important information 
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For professional investors only. Not suitable for retail clients. This presentation 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. The material is not 

intended to provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. Schroders has expressed its own views and 

opinions in this presentation and these may change. Information herein is believed to be reliable but Schroder Investment Management Limited (SIM) does not 

warrant its completeness or accuracy. This does not exclude or restrict any duty or liability that SIM has to its customers under the Financial Services and Markets Act 

2000 (as amended from time to time) or any other regulatory system. 

Past performance is not a guide to future returns. The value of investments can fall as well as rise as a result of market movements.  

The views and forecasts stated in the presentation are the result of statistical modelling, based on a number of assumptions and should be seen as objectives only. 

There is no assurance or guarantee that these results will be achieved and they should not be considered as predictions of actual results which may be realised in the 

future. Forecasts are subject to a high level of uncertainty regarding future economic and market factors that may affect actual future performance. The forecasts are 

provided to you for information purposes as at today's date. Our assumptions may change materially with changes in underlying assumptions that may occur, among 

other things, as economic and market conditions change. We assume no obligation to provide you with updates or changes to this data as assumptions, economic 

and market conditions, models or other matters change. The hypothetical results shown in this presentation must be considered as no more than an approximate 

representation of a portfolios’ performance, not as indicative of how it would have performed in the past. It is the result of statistical modelling, based on a number of 

assumptions and there are a number of material limitations of the retroactive reconstruction of any performance results from performance records. For example, it 

does not take into account any dealing costs or liquidity issues which would have affected a real investment’s performance. 

Issued by Schroder Investment Management Limited. 31 Gresham Street, London EC2V 7QA. Registration No. 1893220 England. Authorised and regulated by the 

Financial Conduct Authority. INS04827 

 

 


