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Over 190 guests attended our annual Defined Contribution (DC) Conference held at the National 
Gallery on 22 May. DC is an increasingly ‘hot topic’ for most UK companies as they deal with auto-
enrolment and changing regulation and governance requirements - as is reflected by the excellent 
turnout for our event. 
 
DC members have specialist requirements. Ultimately there is nobody else to pick up the bill if the 
DC plan does not deliver as hoped as the member bears all of the risk. Certainty of outcome for DC 
members should be a primary objective for DC default design along with above inflation returns and 
‘value for money’.  
 
Recent market volatility and continuing downward pressure on annuity rates have created the need 
for investment solutions that focus on the management of downside risk and volatility. 
  
These solutions are vital for the later years of a DC member’s accumulation phase where pots are 
larger and losses more damaging. In this stage growth is vital, as in many cases it is simply too late 
to increase contributions, but the growth needs to be achieved in a stable way to avoid the large 
losses than can be devastating for older members. 
 
Our Conference demonstrated how it is possible to implement cost effective solutions that deliver 
long term real growth with simple downside risk management techniques, whilst still preserving 
purchasing power for DC members.  
 

Schroders DC Conference – Executive Summary 

Delivering Stable Growth 

 Research from the National Employment Savings Trust (NEST) shows that members value 
not losing money over making a gain 
 

 Investment strategies must be designed to deliver real growth while managing the risk of 
large losses. We call this ‘Stable Growth’ 
 

 Lifestyle design can be improved by adding a Stable Growth phase by splitting the growth 
phase in two; early accumulation and Stable Growth 
 

 A Stable Growth solution should target inflation plus returns while limiting the risk of material 
losses to a level that is significantly less than that of equities 
 

 We believe the key components of such a solution are: 
 

 A core global equity exposure to deliver the required long-term returns 
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 The ability to access a range of alternative asset classes and to access these in a 
meaningful way 
 

 Dynamic asset allocation to diversify the portfolio and pre-emptively manage risk so 
that in normal market conditions losses are kept within an acceptable level and 
growth opportunities are captured 
 

 When markets become extreme, pre-emptive active management can become less 
reliable as a risk management technique. Therefore a complimentary additional tool is 
required, a systematic risk management strategy that automatically reduces the risk 
in the portfolio when the actual fund risk goes above a pre-set level 
 

 In combination, these tools enable DC members to benefit from long term growth but with 
substantially less risk than that experienced from more traditional growth solutions in a cost 
effective manner 

 

Increasing income certainty 

 A pre-retirement fund should be designed to maintain a member’s annuity purchasing power 
and therefore protect their retirement income 
 

 Step one in designing a solution is to identify which asset class best reflects changes in 
annuity rates. Our analysis suggests that gilts is the most appropriate asset class 
 

 Although current solutions hold gilts the exposure is typically gained via a standard gilt index. 
The issue is that a standard index is not designed to protect post-retirement income; rather it 
reflects the maturity at which the UK government seeks to borrow money 
 

 As such the risk profile of these standard gilt indices will fluctuate independently of DC 
members’ needs 
 

 To meet the requirement of protecting a members’ post-retirement income the solution 
should have a benchmark that is designed to match the members’ post-retirement cash 
flows. The portfolio should then be invested in gilts which match the benchmark 
 

 This delivers a pre-retirement vehicle that better preserves annuity purchasing power 
 

Communicating with members – with thanks to Peter Nicholas of AHC Ltd 

 The essence of this challenge is how to help members act in their own best interest  
 

 Firstly we need to get into a member’s head, to understand their needs and concerns – be it 
about growth, certainty or trust. It’s particularly important we do so, because in the DC world 
we’re effectively leaving the investment babies with the razor blades! 
 

 Our problem is that as investment and pension experts it’s difficult for us to ‘forget’ what we 
already know. We need to walk a mile in the member’s shoes – to understand the 
psychology of the member. Their choice between short-term pleasure and long-term benefit 
has a massive impact on their attitude towards and understanding of investments and 
pensions 
 

 It is said that a picture paints a thousand words, but we work in an industry with a preference 
for the words! To help with understanding how a complex investment solution might work for 
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a member in their pension the member needs to be shown, not told – a picture! 
 

 Infographics help members unravel the complex. The concept of ‘matching annuity rates’ in 
the pre-retirement solution, for example, may not be one they understand. By using an 
illustration of a helicopter landing on a moving target (on a cruise ship), you can get the 
member to envisage the complications involved with trying to target their desired pension 
outcome, and the way the pre-retirement solution works to overcome this 
 

 It’s all about communicating understanding rather than simply disseminating information 
 

If you would like further information, please contact the Schroders DC team by email at 

UKpensions@schroders.com. 

www.schroders.com/ukpensions  

 
Important Information 

 
The views and opinions contained herein are those of the Schroders DC team, and may not necessarily represent 

views expressed or reflected in other Schroders communications, strategies or funds.  

For professional investors and advisers only. This document is not suitable for retail clients. 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. The material is not intended to provide, and 

should not be relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed 

to be reliable but Schroder Investment Management Limited (Schroders) does not warrant its completeness or accuracy. 

No responsibility can be accepted for errors of fact or opinion. This does not exclude or restrict any duty or liability that 
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strategic decisions. 
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