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We welcomed over 190 guests to our fifth annual defined 
contribution conference held at the British Library on 8 May.  
Not surprisingly, the Budget changes and the government’s 
charge cap were major topics of debate. Both will make it harder 
for defined contribution (dc) schemes to create single default 
strategies that will deliver the value and certainty that members 
need. We hope our deliberations helped show how schroders’ 
suite of solutions could meet the increased demands of schemes  
in this new environment. Below we provide a synopsis of what  
was discussed.

Economic background 
The global recovery is underway, but the world has changed 
since before the crisis:

–   The Us is in the vanguard, but no longer the locomotive of the global economy

–   The eurozone has turned round, but deflation is a real threat

–    The strength of the UK recovery has been a surprise, but the Bank of england is 
likely to keep interest rates lower than expected

–    chinese growth will remain subdued as it attempts to rebalance towards the 
consumer, but over the medium term we look for increasing demand from the 
emerging economies to drive global growth.
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What role does active asset allocation 
play in a diversified portfolio?
We’ve learnt that there’s no such thing as a ‘set and forget’ 
default investment strategy:

–  static diversification (the ‘endowment model’) doesn’t always work: in 2008 every 
asset class bar government bonds collapsed

– The price has got to be right: neither commodities nor emerging assets proved good  
 diversifiers after they became overvalued

–  defensive assets don’t remain defensive for ever: bonds proved a great diversifier until 
the Us Federal reserve suggested it might start ‘tapering’ its quantitative easing

–  successfully combating inflation requires portfolios tailored and timed for the specific 
type of inflation likely to be encountered 

For effective diversification, dc plans need to have mechanisms in place that actively 
adjust their portfolios to changing circumstances.

Is certainty worth paying for?
For dc schemes, avoiding short-term losses may not make 
sense in pure investment terms, but it does in behavioural terms, 
assuming long-term returns are not seriously impaired.

–  Traditional approaches, such as diversification, active management and portfolio 
insurance, can be expensive, unreliable or both

– A more effective way to limit losses is to cut equity exposure when portfolio volatility hits  
 a target level

–  Greater certainty can be achieved by reducing the volatility target as losses deepen, so it is 
now possible to manage drawdowns to a specific target with a high degree of confidence

such a variable volatility target approach has worked in most market environments, helping 
to reduce dc members’ stress and encouraging them to stay aboard for the long term.

Pre-retirement – the growing problem
The dc landscape has been blown up by the pension changes 
brought in by the chancellor, George osborne, creating a new 
vista of options for members at retirement:

–  Many will now want to take a cash lump sum (or sums) and/or move into drawdown: 
a low-risk, multi-asset portfolio offering inflation plus 2% with a maximum loss target of 
8% provided by a variable volatility portfolio might be ideal for them

– others will still want to buy an annuity: for them, an annuity-matching portfolio designed  
 to marry up with their likely annuity cash flows might suit well.

We are actively developing cost-effective solutions for trustees to assist them with the 
increasingly difficult task of choosing default approaches for members close to retirement.
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Panel debate – what is value for money?
Participants: Will Aitken (WA) of Towers Watson, Nita Tinn (NT) of Independent Trustee 
services and Lesley Williams (LW) of Whitbread, with Neil Walton (NW) of schroders  
in the chair.

On the budget changes:

 LW   ‘I’m confused and, if I’m honest, slightly disappointed… I think we’ve just seen a  
political decision’

WA   ‘By asking people to make choices at retirement and saying there may be more 
than one path to retirement, we are creating a communication need 10 to 15 
years ahead of retirement’ 

On the creation of a savings culture:

NT    ‘We have got a challenge ahead of us. on the one hand, we are facing a 
charges cap of 75 basis points and yet somehow we have got to squeeze all 
this communication and guidance within that fee’ 

LW   ‘Nobody’s ever told me that the reason they didn’t save in a pension…was 
because I’m going to have to buy an annuity at the end of it… I don’t believe that 
this new flexibility is going to make any difference to the amount [my members] save’ 

On whether trustees’ responsibilities may now extend into retirement:

LW   ‘I don’t think its beholden on the trustee to find a solution that suddenly switches 
from accumulating or wealth preserving to income producing in the same way as 
a dB scheme would do’ 

WA   ‘The guidance could have a really big impact in terms of driving demand.  
It’s entirely possible that the demand for drawdown could be no more than it is at 
the current stage’

On what defaults should look like after the Budget changes:

NT    ‘I think we’re going to have far more segmentation of our workforces to try and 
anticipate what bracket they might fall into… but the key point for me is that we 
are flexible as trustees… You cannot just set and forget’ 

AW   ‘We really need to start talking to members to understand what it is they may 
want to do at retirement. otherwise we are guessing and that is just not a robust 
or sustainable approach’ 
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Over to you
As the pensions landscape shifts again,  
we at schroders believe the issue 
schemes face is not whether to review 
their default strategy, but how to change  
it to ensure members’ interests continue 
to be served. Please get in touch to  
see how we could help you in renewing 
your approach.
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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. 
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