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Institutional Thought Piece 
 

‘The Generation Shame’ – collective DC 
passes the pensions time bomb to our 
offspring 

15 July 2013 

Lesley-Ann Morgan, Head of Global Strategic Solutions, Schroders comments on the downfalls of 
Collective DC (CDC) and the potential damage this could create for generations to come. 
 
“Collective DC (CDC) has recently been highlighted by the UK government as a potential route to 
lower charges and higher pensions.  Pensions minister Steve Webb has suggested that it will ‘feature 
prominently’ in his upcoming defined ambition paper.  We argue that such arrangements are at best a 
mechanism to transfer the pension shortfall to our grandchildren, and at worst a badly-designed 
pyramid scheme. 
 
“CDC employs smoothing of investment returns, in the belief that sharing of the investment risk will 
allow greater flexibility, in turn generating better results.  This requires inter-generational subsidies and 
by definition there will be winners and losers in such an arrangement.  The apparent alchemy will only 
last for a relatively short period, due to the knife-edge balance of equitable smoothing and the 
inevitable constraints of reserving requirements. 
 
“Another advantage of CDC is the benefit of economies of scale from pooling assets and bulk-buying 
administration and investment services.  This is clearly very important for DC members where high 
costs erode the value of a member’s future pension.   However, these savings are not exclusive to 
CDC.  Most other forms of industry-wide arrangements give this benefit without the associated need to 
raid our grandchildren’s piggy-banks. 
 
“Finally comes the issue of sharing mortality risk, or rather longevity risk.  Paying pensions directly 
from the CDC assets will result in funding requirements similar to those of a DB plan or life insurer – as 
the UK’s shrinking working population takes on the growing burden of longer-living pensioners, we’ll 
probably soon be reading about grossly-underfunded CDC plans.  DB plans failed when employers 
removed their guarantee; with CDC, there is no guarantor, other than the plan itself.  Joining an 
underfunded CDC plan would therefore be a great act of charity by a young new member, but not a 
great act of retirement saving.” 
 

To view the full thought piece please visit: 
http://www.schroders.com/staticfiles/Schroders/Sites/ukInstitutional/pdf/Collective-DC-July-2013.pdf 

For further information, please contact: 

Estelle Bibby, European Institutional Tel:+44 (0)20 7658 3431/estelle.bibby@schroders.com 
Georgina Robertson, International Tel:+44 (0)20 7658 6168/georgina.robertson@schroders.com 
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Notes to Editors 

For trade press only.  To view the latest press releases from Schroders visit: 
http://ir.schroders.com/media 

Schroders plc 

Schroders is a global asset management company with £236.5 billion (EUR279.7 billion/$359.2 billion) 
under management as at 31 March 2013.  Our clients are major financial institutions including pension 
funds, banks and insurance companies, local and public authorities, governments, charities, high net 
worth individuals and retail investors.     

With one of the largest networks of offices of any dedicated asset management company, we operate 
from 34 offices in 27 countries across Europe, the Americas, Asia and the Middle East.  Schroders 
has developed under stable ownership for over 200 years and long-term thinking governs our 
approach to investing, building client relationships and growing our business. 

Further information about Schroders can be found at www.schroders.com. 

Issued by Schroder Investment Management Ltd, which is authorised and regulated by the Financial 
Conduct Authority.  For regular updates by e-mail please register online at www.schroders.com for our 
alerting service. 

 


