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About the DCIF
The asset managers that make up
the DCIF believe that a strong focus
on investment is vital to helping
members of DC pension schemes
achieve their retirement goals.
We believe that access to
the widest range of investment
developments should be available
to everyone, and that investment
excellence is something to
be celebrated.
We commission and share highquality research to help inform the
DC investment discussion, through
our thought leadership papers,
roundtables and events.
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The Chair’s foreword

T

he last few years have been transformative for
master trusts. In the three and a half years since
the DC Investment Forum’s first report on master
trusts, consolidation has completely reshaped the
market. The master trusts which are left are
growing fast and becoming more sophisticated.
Three (and a half) years ago, master trusts were focused
on the practicalities of making auto-enrolment work. Today,
as this report’s author Richard Parkin notes, the focus has
moved onto member outcomes. Accordingly, investment
has climbed up the agenda, which we welcome.
It is clear that master trusts are eager to take a more
sophisticated approach to investment. ESG issues have
become far more important, with most master trusts
making them an area of focus. As master trusts grow in
size, it will become more and more possible to access a
diversified range of asset classes – and it is encouraging
that this is already happening.
However, some challenges remain, as Parkin notes.
Investment budgets tend to be dictated by what is left after
the other scheme running costs are taken care of, rather
than what will ultimately deliver the best outcomes for
members. We are keen to interrogate this rationale and
have made some recommendations to government and
industry on p11. We think greater transparency around fees,
with administration and investment costs split out instead of
bundling them into a single charge, would help to create
more clarity and allow for a more meaningful comparison.

It is interesting to read that master trusts feel that asset
managers are still not designing solutions for DC. We are
keen to take this feedback on board and consider how
we can better support master trusts’ needs.
As a research collective, we are committed to
producing research which will educate the wider DC
community and ultimately help us to design better
solutions. We regularly investigate how to make asset
classes more accessible to DC schemes, and ultimately
end investors.
For instance, we regularly revisit the subject of illiquid
investments (and hope to do so again in 2021) which
would provide members with a welcome diversified
opportunity set, some of which is very well-suited to their
long duration savings needs. We are keen to learn more
and collaborate with industry partners to ensure we are
creating a world-leading DC investment universe.
On behalf of the DCIF, I’d like to thank Richard Parkin for
producing this report, and the master trusts for sharing their
time and information so generously. As master trusts
evolve, we think it is so important to keep shining a light on
their investment strategies. In this report, it is very interesting
to see how master trusts’ default investment strategies
have diverged since our first report, how they have fared
during the volatility created by the Covid-19 pandemic
and what lessons can be learned (see p25 for more). We
hope you enjoy reading this report and would welcome
your feedback.
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Executive summary

O

n 26 July 2007, the Pensions Act 2007 received
royal assent creating the Personal Accounts
Delivery Authority, the government body that
would lead the way in delivering automatic
enrolment and the creation of the National
Employment Savings Trust (NEST). While this makes
it a little younger than Britain’s much-loved

teenager Adrian Mole (age 13¾), this report shows that, in many ways,
master trusts are going through their own adolescence. Having got through
their early years, these schemes, which have quickly become the bedrock
of future pension provision, are growing up quickly and facing growing
pains. Fortunately, those in charge of developing our master trusts are much
better qualified than Adrian’s hapless parents Pauline and George.
Our report looks at the investment offerings of 18 of the largest master trusts
serving the DC market. Between them these schemes managed just under
19 million accounts across over a million employers and held assets of £58.9
billion at the end of June 2020. Details of our participants’ investment offerings
are detailed in the appendix of the report and we are grateful for the time and
energy these firms have committed to our research.
The DC Investment Forum published its first report on master trust
investment in 2017. At that time, the focus of schemes was very much on
making automatic enrolment work. Many investment propositions were
relatively simplistic, there was limited transparency of costs and charges
and ESG was barely considered in most providers’ default funds. Three years
on we find that master trusts have come a long way and, increasingly,
attention is shifting from implementation of automatic enrolment onto
member outcomes which, after contributions, are most heavily influenced
by investment returns.

8

CONTENTS

Master trust economics remain challenging

is a risk that the trustees’ views cannot be fully reflected. However, there is

Perhaps the most significant change for master trusts over the past

no evidence that this is a significant issue today. If anything, master trusts

three years has been the requirement to obtain authorisation. This

are driving enhancements to proprietary defaults, particularly in the area

process led to around 50 schemes leaving the market and further

of ESG, that are then enjoyed by other products the provider offers.

consolidation is anticipated.

Covid tested default designs but offers few clear answers

The remaining master trusts continue to face significant financial
challenges. Price competition remains fierce across all segments. The

Prior to the 2008 financial crisis, many DC defaults were dominated by

difficult economics of DC, where costs often occur long before revenues

equity investment, much of it passive. The impact of the subsequent

are received, have only been worsened by the impact of Covid in terms

market correction led many schemes to consider a more diversified

of reduced asset values and member turnover.

approach. This is reflected in our research which finds allocations to

These challenges often mean that investment budgets are determined

growth assets in the early years ranges from just under 70% to 100%. As

more by what can be afforded after other costs are met rather than what

well as diversifying across asset classes, many schemes are diversifying

is needed to deliver the best outcome. 40% of respondents spend less

within asset classes through use of systematic approaches such as smart

than a quarter of their fees on investment. While there is a majority who

beta in equities and increased use of active management in fixed income.

expect to increase the relative spend on investment, few expect this will
translate into significant increases in investment budgets any time soon.

The Covid-induced market correction demonstrated the benefits of
diversification, cushioning the impact of equity market falls during the first
quarter of 2020. However, the speedy and narrow recovery in equity

Master trusts rely heavily on investment providers

markets meant that diversified funds fell behind during the second quarter

Larger independent schemes such as NEST and The People’s Pension are

and it is notable that, for members with some way to go before retirement,

developing their internal investment capabilities and we expect others will

only the passive-equity oriented schemes managed to break-even over

follow suit as assets grow. However, most schemes delegate some or all

the first half of the year.

aspects of default design and management. This may involve the trustees

It might be tempting to conclude that diversified strategies haven’t

setting the derisking strategy but delegating its implementation, or

delivered for members, but their proponents emphasise that they have

effectively delegating all aspects of default design through use of target

generally achieved their targets. Arguably, the market conditions over

date funds or proprietary default designs offered by the scheme sponsor.

the past decade have been relatively benign. We anticipate the next few

There are clear advantages of doing this with the potential to access third

years are likely to be more challenging and may provide further

party resources, investment expertise and economies of scale. Where

opportunities for the benefits of greater diversification of asset types and

trustees are using a proprietary solution that spans other DC products there

approaches to shine.
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“There’s still a lack of knowledge amongst
swathes of the asset management
community of how the DC market operates.”

…and asset managers need to be more imaginative

– vertically integrated master trust

The asset management community has a major role to play in master

perhaps it has done to date, many believe the focus on costs will remain
and will limit what can be achieved realistically in developing their
investment offerings.

trust investment development. Beyond the inevitable calls for lower fees,
many master trusts feel that asset managers have yet to really understand

Good progress being made on ESG…

and embrace the challenges of DC and retirement. In particular, there is

There is no doubt that the issue of the day is how schemes are considering

strong demand for investment ideas and products that are designed

the inclusion of environmental, social and governance (ESG) issues in

specifically for this market rather than simply repositioning products that

their investment approaches. In contrast to our 2017 report where ESG

have been successful elsewhere.

barely figured in default design, most schemes have now made explicit
allocations to ESG strategies and future ambitions are to build on this.
Much of the current focus is on climate change but we are seeing

Thoughts from the DC Investment Forum
The master trust sector has made significant progress in developing its

growing interest in impact investing and we expect schemes to focus

investment offerings in recent years. We believe that market consolidation

more on socially oriented investments in coming years.

will be beneficial for members driving scale and improved investment
solutions. It may also benefit asset managers by deepening asset pools

…but illiquid investments are still on the drawing board
One area where we have seen little progress since the 2017 report is in

making them more commercially attractive.
We recognise the importance of cost, particularly for schemes

the use of illiquid investments. While the investment case for including

consolidating into master trusts. However, focusing solely on cost will have

these in default funds is strong, most schemes have yet to make an

few winners, limiting the scope to enhance investment offerings and putting

allocation to them. The main reason for this is their cost but there are also

provider business models under continuing pressure. We believe greater

a range of operational and regulatory issues (eg permitted links and

transparency of how much schemes spend on investment will help

Solvency II) that make this difficult. Again, we find schemes have an

employers and members understand what they are paying for and allow

ambition to do more over the next few years but, unlike ESG, this ambition

for a more effective appraisal of investment value.

seems more aspirational than practicable at present.

Regulatory expectations of master trusts are, rightly, high. As well as
having to seek and maintain authorisation, master trusts have had to

Investment ambitions remain constrained…

meet meet new requirements on ESG, are being encouraged to support

We conclude by looking at how providers perceive the importance of

long-term capital investment including the “green recovery” and are still

their investment propositions and how this might change over the coming

grappling with how best to implement pension freedoms. We have to be

years. Feelings are mixed. While there is a hope that investment will

realistic about what can be achieved given where we are in

receive more attention from the users and buyers of master trusts than

development of the sector and the resource constraints it is facing.
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In order to maintain and accelerate development of master trust
investment we have five key recommendations:
1. Government doesn’t seek to reduce the charge cap below its
current level or seek to include transaction costs within the
cap. Doing so is unlikely to improve competition and will only
constrain investment development further
2. Master trusts and other DC schemes should be required to
separately disclose what is spent on investment versus other
services to allow users to better assess value and facilitate
a more informed discussion about what drives improved
member outcomes
3. Industry and government must continue to work together to
develop new approaches to enabling master trusts to access
illiquid investments efficiently and affordably, particularly in the
area of socially responsible investment
4. D
 WP and the Pensions Regulator need to clarify their
requirements for occupational schemes in relation to retirement
pathways and associated communication to enable master
trusts and asset managers to continue to innovate in this
important area
5. M
 ore asset managers should look to design funds and
capability specifically for the DC market, in response to some
of the feedback which has been highlighted in this report.
The next few years will be challenging for the master trust sector. The
coronavirus pandemic has not only affected asset values but its impact on
labour markets, and so the growth of member accounts, will no doubt affect
most schemes’ business plans. This seems likely to accelerate consolidation
in the sector although we are confident that employers will continue to have
a wide range of choices when selecting a new provider. While a narrower
market may reduce choice, it should help those who remain to develop into
well-rounded and capable adults more quickly.
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1: The master trust market today

T

he pensions market has never stood
still for long, but the pace and scale
of change over the past decade has
been enormous even for this industry.
At the time of our last report
automatic enrolment was largely
completed and we were waiting to
see whether increases in minimum contributions
would dent unexpectedly high participation
rates. They didn’t. Providers were getting to grips
with pension freedom and trying to understand
how best to adapt their propositions to deliver a
much wider range of retirement options. This is still
very much work in progress. Since then we have
seen more regulatory changes, particularly for
master trusts.
Perhaps most fundamental of these was the
requirement for master trusts to obtain
authorisation from the Pensions Regulator. This
process, while welcome, consumed a lot of
management time and arguably slowed both
product and business development. Over half of
the registered master trusts left the market as a
result, leaving 37 registered schemes at the time
of writing. In reality, only about two-thirds of these
are open to new DC clients and further
consolidation is expected.

Classifying master trusts
In our 2017 report we divided the master trust universe into three categories based on the type
of organisation sponsoring the scheme. These categories are:
•	Consultant-led: The scheme sponsor is an employee benefit consultant or corporate IFA.
•	Insurance-led: The scheme sponsor is an insurance company with an existing pensions
administration platform and other pension products.
•	Independent: The scheme sponsor had no pre-existing advisory or administration capability
before establishing their master trust.
For this report, we have renamed the “Insurance-led” category to “Vertically integrated”. This
category now includes schemes sponsored by both insurers and asset managers. The table
below shows the participants in this year’s report by category.

Consultant-led

Vertically integrated

Independent

Aon

Aegon

Cheviot

Atlas (Capita)

Aviva

Crystal (Evolve Pensions)

LifeSight (WTW)

Fidelity

NEST

Mercer

Legal & General

TPT Retirement Solutions

National Pension Trust (XPS) NOW: Pensions (Cardano)
SEI
Scottish Widows
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The People’s Pension
Smart Pension

“The reason single-employer
trusts are calling it a day is
because of cost. Price has
always been the key.”
– Independent master trust
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As in the 2017 report, we have classified
master trusts based on the type of
organisation that acts as scheme sponsor;
that is, the organisation with overall
responsibility for the master trust. As we will
see later, these classifications don’t
necessarily mean that the schemes have
the same approach to investment and
governance. However, each group tends
to have a similar target market with the
consultant-led schemes focusing on large
employers, the independents supporting
the broader automatic enrolment market,
and so mainly focused on smaller
employers, and the vertically integrated
firms spanning between them.
Master trusts continue to grow at a
significant pace. Comparing results for those
schemes who participated in both our 2019
retirement report1 and this report, we find
that the total number of member accounts
has increased by 13% over the year to 30
June 2020. Over the same period, overall
assets have grown by an incredible 54%,
despite challenging investment markets.
Much of this growth is organic coming from
ongoing member contributions from existing
employers, but there is a growing trend for
single trust schemes to move to master
trusts, particularly in the consultant-led and
vertically integrated segments.

Fig 1. Key

Figure 1: Size of master trusts by assets and total membership at 30 June 2020
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Master trusts come in all
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Digging into the data a bit more, we find
that there is a huge variation in the
average employer and member value
across the segments.
These data clearly reflect the different
markets each segment tends to focus on
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with the consultant-led offerings being
more focused on larger, more generous
employers while the independents focus
on smaller employers who will more often
than not be paying minimum
contributions.

Note
1
Richard Parkin
Consulting and
Ignition House, Five
years of freedom:
Evolution, not
revolution, (DCIF,
2019)
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Figure 2: Average employer and member value by segment
Type of scheme

Average assets
per member £

Consultant-led

Fig 3. Key

Average assets
per employer £

Average members
per employer

28,818

56,652,174

1,966

Independent

1,693

25,504

15

Vertically integrated

5,931

662,012

112

Overall

3,105

57,012
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What does this mean
for investment?

Figure 3: Average member account value by scheme
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Even within segments there is a huge
variation in average account value as
Figure 3 shows. Note that the averages
for the vertically integrated sector are
affected significantly by NOW: Pensions
which has been acquired by Cardano.
Excluding NOW: Pensions this segment
has an average employer size around
that of the consultant-led segment but
average assets of £24m per employer
and just under £11,400 per member.
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In general, having a larger membership
base creates economies of scale as the
fixed costs of running the scheme can
be spread across the larger population.
However, schemes will also have variable
costs driven by the number of members
(eg benefit statements and answering
member queries) and the number of
employers (eg contribution processing).
These costs tend not to vary by member
value. For example, the cost of
answering a basic member enquiry will
be broadly the same for a £10,000
account as it is for a £1,000 account yet
the revenue the scheme earns from
each member will be significantly
different, particularly when the fee is
based solely on the value of the
member’s account.
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– Independent master trust

Fig 4. Key

Figure 4: Proportion of total fee spent on investment

Vertically
integrated
Independent

Number of providers

“We’re on a journey to
evolve the investment
strategy not pin it back.
As the size of the assets
grow we will probably
spend more on investment
as a percentage of total
revenue.”

9
8
7
6
5
4
3
2
1
0

Consultant-led

10-25%

25-50%

50% or more

Investment cost as % of total fee

Figure 5: Expected change in proportion of total fee spent on investment by current level

Fig 5. Key
Stay the same
Increase
Decrease

Number of providers

The underlying economics of schemes
will vary enormously but, in general, those
with lower average employer and
member values will find that noninvestment costs as a percentage of
member account value will be relatively
high. Given the need for schemes to be
competitive and to keep within the
charge cap, the consequence is that
those with lower average account values
will have less to spend per member on
investment both in absolute terms and as
a proportion of their total costs.
To illustrate this, we asked schemes to tell
us the proportion of their total fees that
goes on investment. This clearly shows that
those with higher member account values
can, and do, spend a greater share of
revenue on investment.

9
8
7
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0

10-25%

25-50%

Current investment cost as % of total fee
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50% or more

“The fall in markets means
master trusts will need to
make some money back.
The growth in funds we
anticipated may not be
apparent for the next
18 months.”
– Independent master trust
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Figure 6: Expected change in proportion of total fee spent on investment by segment

Fig 6. Key
Stay the same
Increase
Decrease

8

Number of providers

Of course, to understand what this
means in terms of absolute investment
budget we need to consider the overall
fee level. Generally, larger employers with
higher contributions will be able to obtain
much lower fees overall than a small
employer paying minimum contributions.
A scheme spending 50% of revenue on
investment but charging only 20bps
overall will have the same investment
budget as a scheme charging 50bps and
spending 20% of revenue on investment.
While schemes were often less willing or
able to declare their investment budget in
absolute terms, we estimate that schemes
will generally be spending somewhere
between 5 and 15bps on investment.
Will this change in the future? Yes and no.
We asked schemes how they expected
the proportion of their fees spent on
investment to change as their schemes
grow. We show the results by the current
level of fee and by segment.
On the positive side, more schemes
expect to spend more of their revenue on
investment going forward than those who
expect to reduce it. However, some
schemes said this is in the context of an
expectation that overall fee levels will fall
and so just maintaining the current
investment budget will mean spending a
higher proportion of overall revenue on
investment.

7
6
5
4
3
2
1
0
Consultant led

Conclusion
Master trusts are commercial entities and
need to balance the need to be
competitive against long-term profitability,
particularly since the master trust
authorisation regime requires capital to
be held against future losses.
Although master trusts are growing at
pace, the underlying economics remain
challenging for all segments. For the
independent segment focusing on
automatic enrolment, operational costs
eat up a disproportionate share of
revenue and will likely always do so given
the nature of that market. For the other
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Independent

Vertically integrated

segments, price competition remains
fierce, limiting what can be spent on
investment. As we see later, providers
generally feel more emphasis is placed on
the cost rather than the quality of
investment, and so it’s not obvious that
we’ll see investment budgets increase any
time soon.
Of course, even with a fixed investment
budget, the bigger schemes get, the
more they will be able to achieve within
that budget. However, it seems that in the
near to medium term, cost constraints will
continue to limit the development of
investment propositions.
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2: Investment governance models

O

ur segmentation by
sponsor type does,
to some extent,
correlate with the
approach to
investment decision
making of schemes.
Vertically aligned firms often make use of
internal investment resources to design and
manage investments and some of the
consultant-led schemes employ their
in-house fiduciary managers. However, this is
not always the case and so we need to
consider a different segmentation when
looking at investment governance.
Of course, trustees are in all cases
accountable for the investment of scheme
assets, but many will delegate responsibility
for decisions to third parties. There are three
broad models currently being followed by
schemes in relation to management of the
scheme’s default option. These are
differentiated by who is responsible for
different elements of the decision-making
process as shown in Figure 7.
Some schemes have more than one
default option and follow different

Figure 7: Models used for governance of scheme default
Strategic asset
allocation (SAA)

Tactical asset
allocation (TAA)

Manager/fund
selection

Schemes using this
approach

In-house

Set by trustees at an
asset class level

None or limited TAA
decisions by trustees

Trustees choose
managers for each
asset class

NEST, The People’s
Pension

Hybrid

Set by trustees in
consultation with
investment provider,
typically expressed as
allocation to provider
funds rather than
individual asset classes

TAA decisions taken
by manager(s) within
funds comprising
default

Trustees choose overall
investment provider
who is then responsible
for manager/fund
selection within
strategy

Atlas, Cheviot,
LifeSight, National
Pension Trust, SEI, Smart
Pension

Outsourced

Trustees set overall
objectives for default,
but SAA outsourced to
investment manager,
typically using
target date funds or
proprietary lifestyle
default

TAA decisions taken by
manager within targetdate fund or within
multi-asset funds within
lifestyle

Trustees choose overall
investment provider
who is then responsible
for manager/fund
selection within
strategy

Aegon, Aon, Aviva,
Crystal, Fidelity, Legal
& General, Mercer,
NOW: Pensions,
Scottish Widows, The
Pensions Trust

Approach
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Use of investment committees

There is no requirement

Use of investment committee by segment

on trustees to establish

12

a separate investment
of our sample have chosen
to do so. The main driver
for this was to ensure that
investment issues are given
sufficient attention rather

Number of providers

Yes

committee, but the majority

8
6
4
2
0
Consultant led

other board matters. Another

Independent

reason cited by a few of our
respondents was to be able

No

10

than having to compete with

Vertically
integrated

Use of investment committee by governance mode

to bring in external expertise
from outside the trustee

12

body to support investment

10

Number of providers

governance approaches for these. For
example, The Crystal Trust and Legal and
General also offer lifestyle approaches that
follow the hybrid model.
Even within these models, the influence the
Trustee has on the underlying investment
approach varies. For some of the vertically
integrated providers, the default approach is
used across a range of other DC products
and so its design cannot be unilaterally
altered by the master trust trustees. While
there is no reason to believe that master trust
members necessarily have different needs
from members of other types of DC scheme,
trustees will need to continue to satisfy
themselves that the proposed design
remains appropriate for their membership.
One area where this may become more
difficult is in implementing the approach to
ESG. Where the products employed by the
master trust are used elsewhere, it may be
more difficult for the provider to directly
reflect the master trust’s needs. While we
found some evidence of this, it has not
been a significant issue to date but
remains a potential risk, particularly to the
pace of change if not the direction.

governance – specialists
who sit on the investment
committee but are not
trustees. The charts below
show the use of investment
committees by sponsor

Yes

No

8
6
4
2
0

segment and by

Hybrid

In-house

Outsourced

governance model.

Investment governance resources

The independent providers have all chosen to establish an investment committee. We found that the

Larger schemes, especially those
sponsored by consultants, asset managers
and insurers are clearly able to call on a
much deeper set of resources to support

consultant-led and vertically integrated providers who don’t operate investment committees often had
alternative investment governance groups within their wider organisations that were undertaking many
of the functions that an investment committee would fulfil.
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their investment governance than smaller
schemes. This certainly doesn’t mean that
smaller schemes are less well governed but
will inevitably mean these schemes have
to place greater reliance on their external
investment partners. This tends to mean
that they use a limited number of
investment managers and are more likely
to delegate responsibility for investment
and implementation of policy decisions to
their partners.

the independent and vertically integrated
firms are looking outside the top three for
this support.
The role of the investment consultant
varies widely across firms. For the larger,
vertically integrated firms the investment
consultant provides an independent
check on the approach being proposed
by the sponsor’s investment team. For
smaller, independent firms they are more
instrumental in shaping and deciding
overall investment strategy.

Use of investment consultants
Under the Pensions Act 1995, trustees are
required to take investment advice from a
suitably qualified person. With the largest
investment consultants having their own
master trusts, it’s not surprising to see that

Future changes to
investment governance
Most of the schemes we interviewed did
not expect to make significant changes to
investment governance arrangements

Figure 8: Investment consultants used by master trusts

Number of providers

7
6
5
4
3
2
1
0

Barnett
Waddingham

Dean
Wetton

Hymans
Robertson

In-house

Isio

Redington

River and
Mercantile
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over the next three years. Many
recognised that they would need to
increase the level of governance resources
as the scheme grows but also to cope with
increasing complexity, particularly that
arising from ESG. This resource isn’t solely
focused on external oversight but also on
internal operational management and,
importantly, investment communications
with the scheme’s membership.
A few schemes identified the need to
increase internal investment expertise,
either by recruiting to the trustee board or
employing investment specialists to work
alongside trustees on investment
committees. We also expect to see
schemes formalise internal responsibility for
investment through the creation of a Chief
Investment Officer role. Some of the larger
independent schemes such as NEST, The
People’s Pension and Smart Pension
already have this in place, but more are
likely to follow suit.
The biggest challenge to increasing
governance resources is their cost. Even if
increasing internal governance resources
does improve investment outcomes, it’s
not always clear that this will deliver any
commercial benefit for the scheme in the
near term and so may be difficult to justify,
especially when there are competing
priorities for development, as there
inevitably are.
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3: Default design and performance
Fig 9. Key

Figure 9: Default benefit target and derisking approach

Universal
Flexible income

12

Number of providers

P

rior to the 2008 financial crisis,
there was a reasonably high
degree of consistency in
default designs within the DC
market, at least in terms of
asset allocation. Most were
largely, if not wholly invested
in equities during the accumulation period
with a switch to long-dated gilts (to target
annuity purchase) and cash as the
member approached retirement.
The experience of the financial crisis led
many schemes to revisit how members
were invested during the accumulation
phase with many looking to deliver a less
volatile member journey by diversifying
away from pure equity investment. This
trend was further cemented with the
introduction of automatic enrolment and
the entrance of new players into the
pensions market.
Similarly, pension freedom saw a
significant shift in asset allocation at
retirement with schemes targeting different
benefit outcomes. Even though most now
target flexible income, there is a huge
divergence in how schemes invest for this.

Cash
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6
4
2
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Lifestyle

Target Date Fund

Default approach

The net result of these changes is that there
are significant differences in approaches
and therefore member outcomes between
different schemes. Moreover, many
schemes offer employers a choice of
default strategies differentiated by
investment approach, level of risk and
benefit outcome. As a result, members of
the same master trust but with different
employers could achieve very different
outcomes.
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Default strategies offered
Before looking in detail at underlying
asset allocation, we explore two key
aspects of defaults: the benefit targeted
at retirement and the approach used for
changing asset allocation over time,
which we refer to as the derisking
approach.
Most schemes now target flexible
income (ie income drawdown) at
retirement. In addition, five schemes

CONTENTS

target an asset allocation that they
believe provides a reasonable level of risk
mitigation regardless of whether the
member takes benefits as flexible income,
cash, an annuity or a combination of
these. Only NOW: Pensions targets a cash
benefit at retirement, reflecting its specific
member profile.
Before the introduction of automatic
enrolment and the rise of the master trusts,
almost all derisking was achieved through
lifestyle switching. That is by switching a
member’s savings between multiple
investment funds based on how far away
they are from retirement. This contrasts
with target date funds where members
choose a single fund with a maturity at or
close to their retirement date and the
change to asset allocation happens
within that fund. While target date funds
were available, they were often seen as
inflexible as they didn’t allow employers to
adapt the investment approach for their
own workforce’s demographics and
needs. Creating a bespoke target date
fund range for a single employer was seen
as prohibitively expensive, even for some
of the larger DC schemes.
With master trusts having a single default
covering multiple employers, the
economics and perceived inflexibility of
target date funds become less of an issue
and over a third of schemes have chosen

Pros and cons of target date funds

Advocates of target date funds cite a number

assets classes takes place within the fund it does

of advantages this approach has over lifestyle

not involve switches at a member account level

switching:

reducing administration and risk.

•	Simplicity of communication: Members see only
one fund with an obvious link to their retirement

Some of the criticisms of target date funds include:

plans rather than an allocation between several

•	Inflexible design: there is no scope to tailor the

funds which they find difficult to understand.

investment strategy for different investors without

•	Investment oversight: because all assets are held in
a single fund the manager can manage risk and
return at an overall portfolio level.

creating a separate range of target date funds.
•	Investment administration: target date fund ranges
involve the creation and management of a large

•	Investment flexibility: the asset allocation and

number of funds compared to lifestyle approaches.

underlying components of the fund can be varied
without having to adjust member holdings.

•	Effectiveness of de-risking: lifestyle switching
targets a specific retirement date whereas target

•	Performance measurement: performance is easier

date funds will at best target the retirement year but

to calculate as it involves looking at a single fund

might only target a three or five year period around

rather than having to create a weighted average

the chosen retirement date increasing the risk of a

performance across multiple funds.

mismatch between when benefits are taken and

•	Member record-keeping: as switching between

to use this approach, delivering a number
of advantages to members and the
scheme itself (see breakout box). Several
of the schemes we spoke to told us they
are considering moving from using the
lifestyle approach to using target date
funds over the next few years.
Almost all the schemes we surveyed
offer one or more alternative default
strategies and many offer the ability to
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the investment strategy.

make the default strategy bespoke at an
employer level, subject to the employer
and trustee both taking advice on its
suitability at outset and on an ongoing
basis. The most common variations on the
standard default are those that target a
different benefit at retirement – typically
annuity or cash. Some schemes allow
employers to choose defaults with a
different overall risk profile while others
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Figure 10: Main default design and availability of alternative and bespoke defaults
Availability of alternative default strategies
Master Trust name

Benefit targeted
at retirement
under main
default strategy

Derisking
approach of
main default
strategy

Defaults
targeting
different
benefits

Defaults
with
different
risk levels

Defaults
with
different
investment
approach

Bespoke
defaults
offered

Aegon Master Trust

Flexible income

Target Date

Yes

No

No

Yes

The Aon Master Trust

Flexible income

Target Date

Yes

No

Yes

Yes

Atlas Master Trust

Flexible income

Lifestyle

Yes

Yes

No

Yes

Aviva Master Trust

Universal

Lifestyle

Yes

No

Yes

Yes

The Cheviot Pension

Flexible income

Lifestyle

Yes

Yes

No

Yes

The Crystal Trust

Flexible income

Target Date

No

No

Yes

No

The Fidelity Master Trust

Universal

Lifestyle

No

No

No

Yes

Legal & General
Worksave

Flexible income

Target Date

Yes

No

Yes

Yes

LifeSight

Flexible income

Lifestyle

Yes

Yes

No

Yes

Mercer Mastertrust

Flexible income

Target Date

Yes

No

No

Yes

NEST

Flexible income

Target Date

No

No

No

No

National Pension Trust

Flexible income

Lifestyle

No

No

No

No

NOW: Pensions Trust

Cash

Lifestyle

No

No

No

No

The Pensions Trust

Flexible income

Target Date

No

No

Yes

No

The People’s Pension

Universal

Lifestyle

No

No

No

No

Scottish Widows
Master Trust

Flexible income

Lifestyle

Yes

Yes

No

Yes

The SEI Master Trust

Flexible income

Lifestyle

Yes

No

No

Yes

Smart Pension
Master Trust

Flexible income

Lifestyle

Yes

Yes

No

Yes
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offer defaults following a different
investment approach. Typically, this
might be active and passive versions of
the same strategy, a different derisking
approach or a more ESG-oriented version
of the default strategy. In some cases,
the trustee may require separate
investment advice on the use of
alternative defaults though several
schemes are now offering these alternate
defaults as off-the-shelf alternatives to
the main strategy.
While bespoke default strategies are
available, schemes reported a total of only
120 employers who are using these.
Moreover, many of these bespoke defaults
were established some time ago. Schemes
consistently reported that, although the
ability to tailor defaults was still of interest to
larger employers during the provider
selection process, few were going on to
implement new bespoke strategies.
This trend is good news for master trust
providers, as it means they can build scale
in their proprietary default strategies more
quickly. It is perhaps more of a challenge
for asset managers, as it further
concentrates assets within the master trust
sector making it even more competitive,
or even limiting the accessible market
where assets are managed in house by
the master trust’s investment
management affiliate.

“Using TDFs is good for
members as it’s simple
and futureproof, allowing
us to incorporate new
ideas quickly.”
– Consultant-led master trust
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It’s difficult to generalise about the design of
defaults, but they tend to fall into three main
categories, differentiated by their starting
equity or growth asset weighting and the
length of the derisking period (ie how many
years before retirement the strategy starts
switching to “lower-risk” assets):
•	Equity-focused: These defaults start with
a 100% allocation to growth assets,
typically equities, but then have a longer
derisking period of 15 years or more
•	Intermediate: These defaults tend to
have an allocation to growth assets of
between 80% and 90% and derisking
periods of between 10 and 20 years
•	Diversified: These defaults have a more
diverse mix of assets at outset with
perhaps 80% or less in growth assets but
have shorter derisking periods, typically
10 years or less.
Figure 11 shows this categorisation
based on the level of growth assets, which
we take as equities and alternative
investments, at 30 years from retirement.
Again, it’s not possible to generalise on the
motivations between the different designs
but there were some common themes
expressed by those in each category.
The equity-focused schemes take the
view that maximising return should be the
main focus in the early years. Firms such as
LifeSight and Aegon (through its use of

Figure 11: Categorisation of defaults by growth assets and derisking period
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BlackRock’s LifePath strategy), consider the
concept of human capital in designing their
defaults. In very simplistic terms, human
capital is the value of an individual’s future
earnings which, it is suggested, has
characteristics that are very like investments
in bonds. Those who are a long time away
from retirement have high human capital
and so are able, indeed need to, take more
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equity risk to balance this. As individuals
get older, the value of their bond-like
human capital diminishes and so equity risk
needs to be reduced to balance this.
Those who follow more diversified
strategies in earlier years talked about the
need to provide a smoother investment
“journey” for members. But the rationale
goes deeper than this. The belief is that

100%

CONTENTS

Fig 12. Key

Figure 12: Default asset allocation for a member with 30 years to retirement

Passive equities
S ystematic
equities
Active equities
Passive
alternatives
S ystematic
alternatives
Active
alternatives
 assive fixed
P
income
Systematic
fixed income
 ctive fixed
A
income
Cash

Aon
LifeSight
National
SEI
Aegon
Crystal
TPT
Smart
Cheviot
Widows
Fidelity
Atlas
People's
L&G
Mercer
NEST
Aviva
0.0%

10.0%

20.0%

managing the uncertainty of investment
returns is as important, if not more important,
than simply aiming to maximise returns
through a significant allocation to equities.
Several firms offer alternative defaults
that sit in different categories. For example,
Legal and General also offers multi-asset
defaults that are well diversified and have
a very short derisking period of three years.
We are starting to see some schemes
incorporating the PLSA’s Retirement Living
Standards into their default designs. This
tends to involve deducing a target

30.0%

40.0%

50.0%

60.0%

investment return from a chosen income
target and then using this in the design of the
investment strategy. Those who have started
to look at this don’t expect to make radical
changes to asset allocation but it’s a
welcome step towards aligning investment
strategy with specific retirement goals.

Underlying investment approaches
It is important to recognise that many
schemes are focusing on diversification
within asset classes as well as diversification
across asset classes. Figure 12 shows the

30

70.0%

80.0%

90.0%

100.0%

asset allocation for each scheme’s
principal default strategy for a member
with 30 years to retirement ranked in order
of allocation to growth assets.
For each asset class we show whether
the exposure is managed passively,
actively or systematically. By systematic we
mean employing approaches such as
smart beta, index tilts or alternative indices.
Overall, we see much greater use of
systematic investment than in our 2017
report, particularly for equities. Much of this
is explained through the implementation of
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Fig 13. Key

Figure 13: Default asset allocation at retirement
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ESG but there is widespread use of factor
models and, in some cases, the use of
adapted capped indices that seek to
address the concentration that is present in
many of the pure market-capitalisation
weighted indices.
It’s also worth noting that only Fidelity
reported any element of active equity
investment. This reflects not only cost
constraints but the general view that the risk
associated with active equities is not as well
rewarded as other investment approaches.
In contrast though, we see increased use of

30.0%

40.0%

50.0%

60.0%

active fixed income compared to our 2017
report. With yields remaining low or even
negative, schemes are seeking to drive
better returns from their often-significant
fixed income investments while retaining
their diversification benefits.
The use of active fixed income is even
more prevalent when we look at the asset
mix at retirement shown at Figure 13. The
striking point here is the huge variation in
the allocation to growth assets within the
retirement mix, ranging from 15% to 55%. In
most cases, this asset mix will be used for
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70.0%

80.0%

90.0%

100.0%

members who take flexible income and so
this variation suggests very different
outcomes for members in different
schemes. The picture is somewhat distorted
by cash allocations, which may reduce
when a member takes tax-free cash, but
the point is still valid.
Our 2019 report on DC retirement
highlighted that many of the master trusts
had yet to build out their retirement
offerings and we expect to see further
change in this area over the next few
years. This may be prompted by the
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Figure 14: Master trust intentions on investment pathways

introduction of investment pathways,
originally scheduled for August of this year
but now deferred until February 2021.
However, investment pathways have only
been mandated for FCA-regulated
pension products and we are still waiting
to see if and how these requirements are
translated for master trusts. It’s not
surprising then that it’s generally only
those schemes who are introducing
pathways in other parts of their DC
business that intend to offer them in their
master trust from day one.
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Fig 15. Key

Figure 15: Performance for a member 30 years from retirement at 30 June 2020
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Performance is
as reported by
schemes and is
shown gross of
fees. For some
schemes (Aon,
Aviva, Crystal
and Legal and
General) we show
performance of
two defaults as all
have significant
assets in each.

“We promise people
returns not low risk. You
can’t live off low risk in
retirement but you can
trade your good return for
food and holidays.”
– Consultant-led master trust
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Investment performance
The first half of 2020 brought the greatest
test of master trust investment strategies
since the introduction of automatic
enrolment. When planning this report in
May 2020, we were interested to see how
master trusts had fared through the sharp
market downturn during March and the
extent to which diversified strategies had
provided protection against this.
In general, more diversified strategies did
see lower falls than equity-focused
strategies. Moreover, there is some

evidence that those employing systematic
investment strategies in equities also saw
slightly lower falls than those tracking
market-capitalisation weighted indices
though results are mixed. However, the
strong rebound in equity markets in the
second quarter of 2020, which was led by a
relatively narrow group of stocks (eg US
technology), meant that many of the
factor-based strategies lagged the market.
Those who hoped that the market
correction would demonstrate the value of
a more diversified approach to equity

management will have been disappointed.
Another significant factor affecting
performance was currency hedging, with
those who were less hedged into Sterling
seeing a benefit from the domestic currency
weakening. It is notable that the only
strategies that broke-even over the first half
of 2020 are market-capitalisation trackers
with relatively little or no currency hedging.
On a more positive note, despite this huge
market shock, all strategies are still showing
positive returns over three years and most
can claim they are in line with or ahead of
Fig 16. Key

Figure 16: Performance for a member three years from retirement at 30 June 2020
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Fig 17. Key

Figure 17: Performance for a member three years into retirement at 30 June 2020

 years to 30
3
June 20 (% pa)
H1 2020 (%)

20%

Q1 2020 (%)

15%

Q2 2020 (%)

10%

Note

5%
0%
-5%
-10%

T
ES

sio
en

N

ns

T
TP
:P
W
N

O

s
tla

SE
I
Fu Avi
tu va
re M
Fo y
cu
s

ul
M
G
L&

A

t
se
ti-

th
Pa

L&

G

y
M
va
Av
i

as

w

tu
Fu

id
W
h

ay

re

s
ow

ot
vi
he

tis
ot
Sc

al
st
ry
C

C

TD

F

ht
ig
eS
Lif

ity
el
Fid

er
ce
r
tir
em
Pa e
Pe
th nt
w
op
ay
le
's
Pe
ns
C
io
ry
n
st
al
Lif
es
ty
le

M

Re

on
A

em

tir
Re

N

at

io

na

lP

en
sio
n
A
en on
tP C
at or
hw e
ay
A
eg
on
Sm
ar
tP
en
sio
n

-15%

their CPI or cash-related benchmarks.
Looking at performance for someone
closer to retirement (Figure 16), we see
similar patterns although the lower level of
equity exposure overall meant that
members saw less volatility in returns and
more strategies broke-even over the first
half of the year.
Overall, these results demonstrate the
benefits of reducing risk in the run up to
retirement though members may still
have been adversely affected had they

chosen to take benefits early. It’s important
though to consider this risk in the overall
context of a member’s experience.
Historically the focus has been on limiting
the risk of a fall in member account values
close to retirement. While this remains
important, it has perhaps become less so
since members now have more flexibility
over how and when to take benefits.
Indeed, with more members likely to
maintain investments into retirement it
might be reasonable to question whether
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we are derisking too much rather than
not enough.
Finally, we show results for a member
who retired in 2017, took tax-free cash at
that time, and has remained invested in
the scheme default (Figure 17).
As expected, this shows less volatility
during the first half of 2020 with most
strategies breaking-even. Nonetheless,
there is significant variation between
schemes demonstrating the very different
asset allocation approaches followed.

Performance is
as reported by
schemes and is
shown gross of fees.
For some schemes
(Aon, Aviva, Crystal
and Legal and
General) we show
performance
of two defaults
as all have
significant assets
in each. LifeSight
performance is
based on the asset
allocation at the
date of retirement
before a member
will have taken any
tax-free cash or
benefits.
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“The best asset allocation for DC
investors over the past ten years was
to hold the S&P500 and a long gilt.”
– Independent master trust

The equity market correction caused by
the pandemic certainly demonstrated
the benefits of diversification. However,
the subsequent recovery in equity
markets led by a surge in a handful of
sectors, notably technology, meant that
more diversified strategies have generally
not benefited overall. Indeed, market
conditions since the launch of automatic
enrolment have been relatively benign
with equities performing strongly but with
markedly lower volatility compared to
long-run averages. To quote one asset
manager we spoke with, “The best asset
allocation for DC investors over the past
ten years was to hold the S&P500 and a
long gilt.” Against this background it has
been difficult for diversified strategies to
outperform.
It would be wrong to conclude from
recent performance that diversification in
the accumulation phase does not really
benefit members. Of course, with
hindsight one can always find investment

strategies that would have done better.
However, many of those offering more
diversified approaches argue that they
have delivered against their targets in
terms of risk and return even if higher
returns were available. It’s important to
remember that the market recovery in
the second quarter of 2020 was relatively
sharp and narrow. Equity market
conditions since then have been more
challenging and seem likely to remain so,
perhaps giving more scope for the
benefits of diversification to come
through.

Trends in default design
In general, schemes aren’t planning to
radically change the overall design of
defaults over the next three years. Most are
happy with their derisking approach though
some are looking at moving to target-date
funds to deliver this more efficiently. There
may also be some minor changes as more
schemes look to align their approach with
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the PLSA’s Retirement Living Standards.
Schemes are focusing on how they can
provide better retirement solutions. This will
involve reviewing investment solutions and
how these interact with existing default
strategies. Perhaps equally, if not more
challenging, is how they help members
manage retirement choices.
We expect to see schemes moving more
of their fixed income allocations to a more
diversified approach, possibly actively
managed, reflecting the current
challenges of finding value in these
markets. A couple of schemes are also
looking to reduce their current bias to UK
equities. While this is much less significant
than it was historically, they are aiming to
remove it and likely redirect to more
global, climate-aware strategies.
But the real focus of investment
proposition development over the next few
years, as it has been over the past 18 to 24
months, will be implementing ESG as we
find out in the next section.
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Next generation retirement solutions

The real challenge of pension freedom has, arguably, not been how
members should invest but how schemes help them work out how to
use their retirement savings. Many schemes are nervous about
straying into member advice but there is no doubt that members need
and expect help as our 2019 report on retirement showed. We are
starting to see innovation here with NEST’s Guided Retirement Fund
and the long-awaited launch of Smart Retire from Smart Pensions.

NEST’s Guided Retirement Fund

Smart Retire

NEST is not able to offer income drawdown under current rules. While

Smart Retire is similar in many ways to NEST’s solution although

many of its members have to date taken benefits as cash at retirement,

it is delivered via income drawdown and has four pots:

it wanted to develop an approach for those wanting to take sustainable

•	Flexible income: Invested in a multi-asset fund to

cash withdrawals and so launched the Nest Guided Retirement Fund.
Under this approach a member’s account value is split between
three pots:
•	The Nest Wallet: This holds money available for withdrawal when the
member needs it and is topped up annually from the NEST Vault.
•	The Nest Safe: Initially, 10% of the member’s account is allocated to
the Safe which is invested in low-risk assets and is intended for use in
emergencies. If the NEST Vault performs well than the Safe may be
topped up from the Vault.
•	The Nest Vault: This is divided into two parts. One part is designed to

provide income in the early years of retirement,
typically up to age 80
•	Later life: Invested in assets that reflect annuity
prices to provide money to buy an annuity in later-life,
usually from age 80
•	Rainy day: Held in cash to provide money for emergencies
•	Inheritance: Invested in growth assets to maximise value
over the longer term.
Unlike the NEST product, members are able to choose how
much is allocated to each pot and how long they want their

provide money for future years’ withdrawals. Each year up until age

flexible income to last through a relatively simple user

85, Nest will move money from the Vault into the Wallet. The other

interface available online and through an app allowing them

part is invested with a view to buying an annuity at age 85.

to tailor their investments to suit their income profile. This does

How much money is transferred from the Vault to the Wallet depends

mean that members need to engage in managing the allocation

on a member’s age, when they joined the fund and investment

between different pots over time, but this is supported by prompts and

performance. The aim is to provide a sustainable level of money the

warnings from the scheme based on real-time monitoring of fund

member can withdraw through to age 85.

performance against targets.
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4: Implementing ESG

O

ur 2017 report
on master trust
investments painted
a bleak picture of
schemes’ attitudes
towards incorporating
ESG considerations
into their default strategies. Its author
concluded:
“It is notable that ESG and ethical
considerations are in general relegated to
self-select fund ranges. Indeed, this is one
of the only areas where auto-enrolment
focussed Master Trusts outperform
their large employer competitors –
incorporating ESG principles into
lifecycle options for members.”

What a difference three years make!
While the 2017 report was being drafted
moves were already afoot to require
occupational schemes to be more
explicit about their approach to ESG,
with the Law Commission having
recommended changes to the relevant
investment regulations earlier that year.

This culminated with the DWP publishing
revised regulations in September 2018
requiring trustees of occupational schemes
to include policies in their Statements of
Investment Principles (SIPs) from 1 October
2018 on:
•	how they take account of financially
material considerations, including those
arising from ESG considerations, including
climate change
•	their policies in relation to the stewardship
of investments
•	the extent (if at all) “non-financial
matters” (generally member views) are
taken into account.
Of course, saying that ESG considerations
are taken into account and doing
something are very different matters. In
recognition of this, from 1 October 2020,
schemes will have to produce an
implementation statement explaining how
they have acted on the principles set out
in their SIP; in effect, explaining how they
have put their policies on ESG and
stewardship into practice.
Most schemes have at least started to
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take explicit action to better reflect
ESG risks and opportunities within their
default arrangements and to strengthen
their approach to stewardship. Schemes
are using four main approaches to
incorporating ESG considerations into
portfolios:
•	Engagement: The investment managers
engage directly with the management
of companies to understand and
improve their ESG credentials
•	Exclusion: Specific stocks or sectors
are excluded from portfolios. The most
common examples are those involved
in thermal coal, tobacco and
controversial weapons
•	Tilts: Adjusting weightings, usually relative
to an index, to give more weight to those
investments with stronger ESG credentials
at the expense of those with poorer
credentials. This includes the use of
sustainability as a factor within multifactor portfolios.
•	Specific mandates: Building portfolios
with specific focus on one or more ESG
themes. The most common example of
this is low-carbon mandates.

“We think ESG adds value. It’s not
something we’ve been forced
into. It’s a core belief of how
investments should look. The
further out into the future you look
some trends are more obvious.
Climate change is just blooming
obvious.”
– Independent master trust
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Figure 18: Use of explicit ESG strategies within default funds
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Schemes tend to rely on their
investment managers to engage with
companies on ESG. In many cases, the
scheme doesn’t own the assets directly
and so can’t directly exert influence or
cast votes. The reality is that many
schemes don’t, in any case, have the
resources or expertise to engage directly,
although some of the larger schemes are
engaging with a subset of companies in
which they are invested.
Just under half of schemes use exclusions
although often this is within a broader ESG
mandate. Controversial weapons were
the most common exclusion, followed by
thermal coal and tobacco. One scheme
also excludes gambling. Several schemes
questioned the value of exclusions,
suggesting this might simply create
undervalued assets which other, less
scrupulous investors would purchase and
so not address the overall consequence
to society of these industries. They propose
engagement is a more effective way of
influencing companies to improve their
societal impact. While there may be some
merit to this argument, others take the
view that certain industries, such as
tobacco, are by definition harmful to
society and so cannot realistically be
influenced to change.
Figure 18 shows the extent to which
schemes have invested default assets in

50% or more

20% to 49.9%

0.1% to 19.9%

0%
0

1

2

3

4

5

6

7

8

9

Number of providers

explicit ESG mandates during the
accumulation phase. This includes tilts,
the use of sustainability as a factor within
smart beta and specific mandates. This is
a relatively crude measure as it makes no
judgement on the rigour of the ESG
approach. For example, an allocation to
a specific low-carbon mandate is given
the same weight as an allocation to a
tilted portfolio when most would agree
the former is a more focused expression
of ESG beliefs. In some cases, the
proportions given were a target weighting
as some firms are, quite reasonably,
rebalancing their exposures through cash
flow rather than incurring transaction
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costs on buying and selling assets.
Nonetheless, given the position in 2017,
schemes have clearly made a lot of
progress. One of the schemes that
currently has no explicit ESG allocation is
looking to move to remedy this in the next
few months, while the others are actively
reviewing their approach. Schemes are
most commonly employing tilts to index
portfolios or using sustainability as a factor,
and much of the focus is on equities.
However, several schemes have made
specific investments in low-carbon equities
and a number have integrated ESG into
fixed income, real estate and
infrastructure investments.
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“Anyone can say they
will be carbon neutral
by 2050 as none of us
will be around. We
wanted to find specific
things we could be
held accountable for
in the short term.”
– Independent master trust

Figure 19: Intention to engage members on attitude to ESG
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Ask the audience
The new investment regulations require
schemes to set out how they incorporate
member views on ESG into their
investment strategy. This is clearly a
challenging area, given the diversity of
potential views. Not all schemes are
willing to engage directly with members
on this subject, believing it almost
impossible to reflect members’ views, no
matter how widely held. The People’s
Pension manages this challenge by
engaging with members to understand
what issues they care about, with the
most popular themes being added to the
investment team’s research agenda.
Other schemes see engagement on ESG
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as a way to generate broader interest in
pensions and hope to build on campaigns
such as Make My Money Matter to
capture members’ attention. Some are
also looking at platforms such as Tumelo
to help gather member attitudes on
voting issues to give them a more direct
say in how their money is invested.

Looking ahead
We also asked schemes about future
intentions and, perhaps unsurprisingly, all
indicated they were aiming to make
further progress on ESG in the next three
years. Many expressed this as a desire to
have ESG considerations integrated into
100% of their default strategies. Others are
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considering how they might target specific goals in
relation to climate change such as NEST’s recent
commitment to achieve net-zero by 2050.
While there is no doubt great enthusiasm about
embracing ESG, several schemes also expressed
caution. Reliable ESG metrics are still proving elusive,
particularly for considerations other than climate
change, and the availability of data for smaller
companies is similarly challenging. Some argued that
while ESG-oriented mandates have done well in
recent years, and particularly through the recent
market turbulence, the investment case is, at least in
some areas, still not fully proven. Others emphasised
that the investment case for ESG is primarily focused
on reducing risk rather than driving returns.
Another issue is the cost of ESG both in terms of
ongoing management and transitioning to new
strategies. We got some mixed messages on ongoing
costs. Some schemes suggested, for example, that
passive ESG fund costs were markedly higher than
those for tracking traditional indices, perhaps as
much as 20bps higher, while others didn’t see cost as
a constraining factor. Clearly you get what you pay
for and it seems inevitable that more sophisticated
ESG strategies are going to come at a higher cost.
So, in stark contrast to our 2017 report, we
conclude that schemes are very much embracing
ESG. There is still plenty to do, and the speed and
extent of change may frustrate some, but it’s
important to recognise that moving to a wholly
integrated ESG approach will carry costs and
potentially risks for members. We look forward
to reporting further progress in future years.

Impact investing

Much of the focus of ESG investing to date has
been on climate change and other
environmental issues such as water and waste
management. However, some schemes are
starting to consider what role impact investing
might play and Aon is in the process of
allocating 10% of its default strategy to an

“Tesla has a positive
(environmental)
impact but that’s
not its purpose.”

explicit impact investing mandate run by three
managers. But what is impact investing and is it appropriate for DC schemes?
The Global Impact Investing Network defines impact investing as “investments made with
the intention to generate positive, measurable social and environmental impact alongside a
financial return.” Darren Agombar, CEO of Connected Asset Management, a new certified B
Corporation asset manager that is launching an impact investing fund for DC in Q1 2021,
distinguishes between investments that may have a positive impact and those that have an
intentional impact. “Tesla has a positive (environmental) impact but that’s not its purpose.”
Instead, Connected believes impact investing is about focusing on companies and projects
whose purpose is to bring about positive change. This includes investment areas such as
social housing, microfinance, tech for good and cleaner renewable energy.
Some impact investors are happy to compromise the potential for financial return to
achieve their overall strategic goals. This cannot be countenanced by pension trustees
who have an obligation to invest in members’ best interests. Both Aon and Connected are
clear that impact investing has a strong financial case. Connected emphasise how many
impact investments such as social housing and renewable energy are “close to the fiscal
tap”. That is, they will benefit from direct and indirect support from government policy
which can help reduce risk and improve security.
One of the challenges of impact investing is that many projects are illiquid in nature
and so difficult to access for DC schemes. However, by combining illiquid investments
with listed holdings, Connected hopes that impact investing will soon become a valuable
addition to ESG investing for UK pension schemes.
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5: Illiquid investments

O

ur 2017 report also
highlighted the
absence of illiquid
investments from
most master trust
defaults. At that time,
some funds did have
allocations to direct property though
typically through vehicles that were
designed to maintain liquidity by
combining direct property investment with
listed real estate securities. Some diversified
growth funds also had small allocations to
illiquid assets. The expectation was that, as
master trusts grew, they would venture
further into illiquid asset classes.
Three years on the position has, if
anything, worsened with NEST being the
only master trust to have any genuinely
illiquid holdings in the form of a modest
allocation to private debt and some
indirect exposure to property through a
composite property fund. As we have
already seen, many schemes are investing
in alternative assets but these are generally
through liquid, listed vehicles.
There are a range of issues with illiquid

Figure 20: Expectation of investment in illiquid assets in next three years

Expect to invest
significantly (>5%)

Expect to invest
a little (<5%)

No intention to invest

0

2

4

6

8

10

12

Number of providers

investment for DC schemes, but master
trusts should be better placed to make
illiquid investments than most. Those that
have a large and diverse employer base
can be reasonably confident that they will
continue to enjoy positive net cashflow for
many years to come with little risk of assets
moving away en masse. This should allow
them to take a long-term view on
managing illiquid assets with an ability to,
in effect, pass these assets from generation
to generation of member.
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Most schemes expressed an ambition to
move into illiquid assets over the next three
years, as shown in Figure 20. These
schemes believe illiquid investments can
provide both enhanced returns through
accessing the liquidity premium but also
improved diversification against other asset
classes. However, few had any firm plans to
make investments in the near term and the
sense was that, for most if not all, the
expectation was more aspirational than
intentional. Those who had no intention to
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“We believe illiquids
can add value but we
can’t implement them
effectively within our
investment budget
without giving up
something else.”
– Consultant-led master trust
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invest were split evenly between those who
didn’t consider it appropriate and/or
necessary to include illiquids in default
funds, and those who would like to do so
but saw no realistic prospect of achieving
this any time soon.
Where schemes did expect to invest in
illiquids, many highlighted private equity
and debt as an area of interest. There is an
interesting crossover with the previous
discussion of ESG with a number
highlighting the attractiveness of illiquid
ESG assets such as social housing and
renewable energy.
What’s getting in the way of schemes
doing more in this area? We asked
schemes to rate potential issues with
investing in illiquid assets giving them a
score between 1 for unimportant to 5 for
very important.
Cost is the main reason for schemes not
investing in illiquids with over half of
schemes saying this is very important. With
limited investment budgets, most schemes
cannot afford to make any meaningful
allocation to illiquids without impacting
other areas of investment. While illiquids
might add some value, they would simply
displace other sources of added value in
the portfolio resulting in no overall gain.
Fair value was also a major issue. This has
two elements. First is that returns on some
illiquid investments, and private equity in

CONTENTS

Figure 21: Areas of interest for schemes considering illiquid investments
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Figure 22: Challenges of investing in illiquid assets (1=unimportant, 5=very important)
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hurdles to overcome first. Some of these,
such as cost, may be insurmountable until
schemes grow further and so create greater
economies of scale. Others, while soluble,
will require a lot of effort to manage. Given
that most schemes are very focused on
implementing ESG, it may be that most
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area for some time to come.
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6: The importance of investment

O

ur final reflection on
the 2017 report is in
relation to its
conclusions on the
quality and
importance of
investment for
master trusts. At that time, we felt there
was a significant difference in the quality
of investment propositions between
schemes, with the automatic enrolment
schemes generally offering relatively
simplistic, passive-only investments while
those focused on large employers were
pursuing more sophisticated, if not
ultimately more successful, strategies. We
also highlighted that investment was
generally given a low priority by master
trusts with schemes looking to differentiate
more in areas such as member
communication or simply on price.
Hopefully, having read this far, it is clear
that our first concern has evaporated. In
fact, automatic enrolment providers such
as NEST, The People’s Pension and Smart
are leading the market in terms of how
they think about and implement ESG and
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Figure 23: Master trust views on the importance of investment
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deal with the challenge of investing in
retirement. However, we and many of the
schemes we spoke to feel that investment
is still not being given the priority it deserves
given its importance in determining
eventual member outcomes.
We asked schemes to tell us the extent to
which they agreed or disagreed with a
series of statements as shown in Figure 23.
Perhaps unsurprisingly, given that we
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were talking to investment leads at each
master trust, most schemes saw their
investment propositions as a key
differentiator. Joking aside, this seems
reasonable. We have seen that there is a
significant diversity of the design,
implementation, and management of
investments amongst providers. If anything,
from a member’s point of view there may
be too much diversity, and there is a real
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“If there’s a secondary
market in automatic
enrolment then investment
will be a very big factor. The
initial focus was getting the
admin off their desk. If they
move again they’ll be
looking at investment more.”
– Vertically integrated master trust

risk of members of different schemes
having very different outcomes.
However, there was much less
commitment to investment being a key
differentiator. This reflects the belief that
many employers put more emphasis on
other, perhaps more immediately tangible
aspects of the proposition such as member
communications, online services and,
ultimately, cost.
Related to this, a significant majority felt
that not enough emphasis was put on the
quality of the investment offering
compared to its cost when selecting a
master trust provider. We were given
numerous examples where business was
lost to competitors with arguably weaker
investment offerings and demonstrably
poorer performance but who were able to
offer fees that were only a few basis points
lower. No doubt there is more to many of
these tales of “the one who got away”, but
there is a feeling amongst most providers
that cost is ultimately the main determinant
of success in this market.
Some suggest the focus on cost is driven
by consultants looking to demonstrate
their worth by driving a hard bargain with
providers, or by regulators who are more
concerned with cost than value. This may
be partly true, but it’s important to
recognise that much of the activity in this
market is the conversion of existing single-
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employer occupational DC schemes to
master trust arrangements. In these
circumstances, members will often be
moving from a scheme where they only
bore investment costs to one where they
are now bearing more, if not all, of the
costs associated with member record
keeping, communication and so on.
Understandably, employers will want to
soften the impact of this transfer of cost
through minimising the differential
between the ceding scheme and the
new arrangement.
Does this matter? Our respondents
overwhelmingly think it does, with over
two-thirds agreeing that the focus on cost
limits the ability to develop their investment
proposition as they would ideally like. This
doesn’t mean that schemes want to
increase investment spend and start hiring
active equity managers en masse, those
days are long gone. But we have seen that
cost is a significant barrier to investing in
illiquid assets and, to an extent,
implementing ESG within default funds and
it’s in these areas that schemes would
invariably spend any increase in investment
budgets, were they not cost constrained.

Will this change?
Our respondents were, overall, of the view
that the importance of investment will
increase over the next few years. Optimists
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felt that the focus on ESG and building
effective retirement solutions might swing
attention back on to the substance of the
investment proposition rather than its cost.
Moreover, with automatic enrolment now
implemented and many employers
having made the switch to master trusts,
there was a hope that clients might focus
more on the outcomes that are being
delivered for members and so put greater
emphasis on the investment offering.
The pessimists pointed to the fact that
there is still a significant consolidation
opportunity from standalone
occupational schemes to master trusts
and that this would continue to make cost
a very important factor for the
foreseeable future.

Figure 24: What master trusts want from asset managers
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How can asset managers help?
Asset managers clearly have a significant
role to play in the success of master trusts
and the UK DC market overall. We felt it
only fair to give schemes the opportunity to
tell us what the investment management
industry can do to support them in
developing their investment offerings.
The obvious ask was for asset managers
to take a more realistic view on fees.
While master trust providers recognise the
need for asset managers to make a
commercial return, they feel that many
are too short-term in their approach to
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fees. They argue, not unreasonably, that
they can offer asset managers a high
degree of certainty of future inflows and
so would like to see that future potential
recognised in lower fee rates today rather
than the promise of discounts when that
scale materialises.
As important as fees is the need for asset
managers to build a deeper understanding
of the needs of DC investors and retirees
and design products that specifically meet
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these needs, or at least articulate more
clearly how their existing products meet
these needs. Asset managers clearly have
an interest in building scale in existing
products and the costs and risks of product
development are high, especially in such a
concentrated and cost-constrained
market. However, the uniformity of
response across schemes suggests this is a
real challenge that asset managers need
to take seriously.
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7: Reflections from the DC Investment Forum
Master trust consolidation is beneficial
for members and potentially asset
managers too
The membership and assets of master trusts
have grown significantly over the past
three years. During this time, master trust
authorisation has forced consolidation of
the market and further consolidation is
inevitable. This concentration of the market
into fewer, larger players will inevitably
bring benefits for members in the form of
better resourced and governed schemes
with the scope to develop better
investment solutions and so deliver better
outcomes for members.
Consolidation will increase competition
for mandates and, to the extent that
vertically integrated schemes employ their
affiliated asset managers, will potentially
reduce accessibility to certain parts of the
market. However, deeper asset pools and
more sophisticated investment
approaches will potentially put the DC
market back into the reach of a wider
group of asset managers.

Focusing solely on cost will
have few winners

The value of investment is
difficult to measure

Charges are an important factor in
determining member outcomes and it is
absolutely right that cost is a key
consideration in managing member assets.
Nonetheless, the differences in cost
between schemes are becoming
increasingly marginal and the benefit of
lower costs can quickly evaporate in the
face of relative investment returns. Focusing
on investment cost rather than value will not
serve members well in the long run.
Moreover, a race to the bottom on cost
has the potential to destroy value for
master trust providers. As a recent report
from the Pensions Policy Institute2
highlighted, the economics of the sector
remain challenging with break-even and
payback on many schemes stretching
many years into the future. A diverse and
financially secure sector is key to ensuring
effective competition and choice for
employers and delivery of member
expectations.

Related to the point on cost, is that
investment budgets tend to be set more
by what schemes can afford to spend,
rather than what they need to spend to
deliver great retirement outcomes. The
bundling of fees into a single ad valorem
charge often obfuscates how much is
being spent on investment versus other
elements of the service and makes it
difficult to assess value. We note that other
major DC markets such as the US and
Australia tend not to conflate investment
and other costs into a single fee.
Greater transparency of fees, separately
identifying what is being spent on
investment, will help employers and
members understand what they are
paying for and allow for a more effective
appraisal of investment value.
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Note
2
“Financial
sustainability
of master trust
pension schemes”,
Pensions Policy
Institute (August
2020)

“We absolutely believe
that diversification
needs to be there.
As well as providing
long-term returns
you need to reflect
the uncertainty of
market assumptions.”
– Vertically integrated master trust
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The benefits of diversification
may still need to be proven

Expectations are running
ahead of deliverability

The market environment that has prevailed
since the introduction of automatic enrolment
has been relatively benign. Strong equity
markets with uncharacteristically low volatility,
at least until recently, might lead some to argue
that passive equity investment is the only
investment approach that is needed.
The recent market correction gave an
opportunity for more diversified investment
approaches to shine, and they generally
delivered, cushioning members against the
sharp falls in equity markets. However, the
subsequent narrow recovery in markets didn’t
help the case for more nuanced investment
approaches. We must challenge the view that
diversification hasn’t added value, while
challenging ourselves on how we continue to
improve risk-adjusted returns.

Master trusts, and other DC schemes, are facing
increasing demands to do more with less. New
regulations on ESG, while welcome, have come
swiftly on the heels of pension freedom and
government is still looking for the sector to
support increased long-term capital investment
and, more recently, the “green recovery”.
As custodians of large, long-term asset pools,
master trusts can and will meet these demands,
but we must set realistic expectations on what
can be delivered and when. Government and
regulators need to understand the inevitable
trade-offs between priorities that schemes face
and help them manage these effectively.

55

What needs to change?
The master trust sector is going from strength to
strength. However, in order to maintain and
accelerate its development we have four key
recommendations:
1. Government doesn’t seek to reduce the
charge cap below its current level or seek to
include transaction costs within the cap.
Doing so is unlikely to improve competition
and will only constrain investment
development further
2. Master trusts and other DC schemes should
be required to separately disclose what is
spent on investment versus other services to
allow users to better assess value and
facilitate a more informed discussion about
what drives improved member outcomes
3. Industry and government must continue to
work together to develop new approaches
to enabling master trusts to access illiquid
investments efficiently and affordably,
particularly in the area of socially responsible
investment
4. DWP and the Pensions Regulator need to
clarify their requirements for occupational
schemes in relation to retirement pathways
and associated communication to enable
master trusts and asset managers to continue
to innovate in this important area
5. More asset managers should look to design
funds and capability specifically for the DC
market, in response to some of the feedback
which has been highlighted in this report.

Appendix: Master trust profiles
This report would not have been possible without the help and
support of the participating master trust providers. We are grateful for
the time and energy they have spent inputting to our research.
The following pages profile the investment offerings of
each of these providers.
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Notes
Size data is at
30 June 2020.
Under ESG
approach we
detail explicit
allocations to ESG.
Most managers
will also operate
exclusions on
all or part of the
portfolio and reflect
ESG preferences
through their
stewardship and
engagement
activities.
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Aegon Master Trust
The trust started life in 2012 as the BlackRock Master Trust and
became the Aegon Master Trust in July 2018 following the purchase
of BlackRock’s DC business by Aegon in 2016.
Scheme size
Active members

55,000

Deferred members

70,000

Retired members

Not disclosed

Participating employers

28

Assets

£1,130m

Implementation of default
Default design
approach

Risk level at each age reflects shift in wealth composition
from human capital to financial capital

Derisking approach

Target date fund – BlackRock LifePath Flexi

ESG approach

Explicit allocation to ESG tilted index within part of
developed equity allocation
Asset allocation

Default governance approach
Investment subcommittee

No

Strategic asset allocation

Investment manager

Tactical asset allocation

Investment manager

Fund/mandate selection

Investment manager
Investment partners

Investment advisers

Isio

Investment platform

Aegon

Investment managers in
default

Lead manager: BlackRock
Underlying: Black Rock

Investment choices offered

30 years from retirement

At retirement

63.0%
30.1%
5.1%
1.8%

24.4%
11.6%
4.0%
60.1%

Passive equities
Systematic equities
Passive alternatives
Passive fixed income

Derisking chart
100%
90%
80%
70%
60%
50%
40%
30%

Defaults offered

3 plus option for bespoke

20%

Default variants

Choice of flexible income, annuity and cash

10%

Self-select funds

14 in standard range

0%
36+

33

30

27

24

21

18

15

12

Years to retirement
Equity

57

Alternatives

Fixed income

9

6

3

0
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The Aon MasterTrust
The trust was established in 2016 and provides a choice of passive and
more actively managed versions of its Managed Retirement Pathway
(MRP) default target date funds managed by Aon Investments Limited.
Scheme size
Active members

6,277

Deferred members

10,497

Retired members

44

Participating employers

12

Assets

£548m

Implementation of default
Default design
approach

Aim for above inflation returns with age-appropriate risk

Derisking approach

Target date fund – 3-year cohorts

ESG approach

Sustainability included as factor within part of equity
exposure. Adding allocation to impact investing in MRP
Asset allocation

Default governance approach
Investment subcommittee

No

Strategic asset allocation

Investment manager (Aon Investments
Limited)

Tactical asset allocation

Investment manager

Fund/mandate selection

Investment manager
Investment partners

Investment advisers

Aon

Investment platform

Aegon

Investment managers in
default

Lead manager: Aon Investments Limited
Underlying: Black Rock, BNYM, Investec,
LGIM,
PIMCO, T Rowe Price, Threadneedle

Investment choices offered
Defaults offered

6 plus option for bespoke

Default variants

Choice of flexible income, annuity and cash
in both passive and more actively managed
variants

Self-select funds

30 years from retirement

At retirement

36.6%
53.4%
10.0%
0.0%
0.0%
0.0%
0.0%
0.0%

16.6%
20.3%
4.5%
3.0%
35.1%
2.5%
16.8%
1.2%

Passive equities
Systematic equities
Passive alternatives
Systematic alternatives
Passive fixed income
Systematic fixed inc
Active fixed income
Cash

Derisking chart
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
15+

21

14

13

12

11

10

9

8

7

6

5

Years to retirement
Equity

58

Alternatives

Fixed income

Cash

4

3

2

1

0
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Atlas Master Trust
The trust was established in 2015 by Capita Employee Benefits and has a wholly
independent board of Trustees. Atlas is one of a handful of master trusts that offer a
range of risk-rated defaults which are managed by Schroders.
Scheme size
Active members

40,779

Deferred members

68,776

Retired members

320

Participating employers

24

Assets

£1,200m

Implementation of default
Default design
approach

Uses multi-asset investing with ESG integration. Focus on
asset allocation, implementation and driving value within
investment budget

Derisking approach

Lifestyle across range of multi-asset portfolios

ESG approach

ESG fully integrated into construction of portfolio within
equities. ESG risks assessed in evaluating corporate bonds.

Default governance approach
Investment subcommittee

Yes

Strategic asset allocation

Investment sub-committee/Trustee

Tactical asset allocation

Investment manager within multi-asset funds

Fund/mandate selection

Investment manager

Asset allocation (Higher equity drawdown)
30 years from retirement

At retirement

22.2%
59.6%
17.6%
0.6%

8.6%
22.9%
43.2%
25.2%

Passive equities
Systematic equities
Systematic fixed inc
Cash

Investment partners

Derisking chart

Investment advisers

Hymans Robertson, Capita

Investment platform

Scottish Widows

90%

Investment managers in
default

Schroders

80%

Investment choices offered

100%

70%
60%
50%

Defaults offered

9 plus option for bespoke

40%

Default variants

Choice of flexible income, annuity and cash
in three risk variants

20%

Self-select funds

29

30%
10%
0%
10+

9

8

7

6

5

4

Years to retirement
Equity

59

Fixed income

Cash

3

2

1

0
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Aviva Master Trust
The Aviva Master Trust, established in 2014, has developed My Future Focus as its new
default, incorporating ESG considerations throughout the strategy. Employers can still
choose the purely passive version of the strategy, My Future.
Scheme size
Active members

184,344

Deferred members

68,897

Retired members

1,783

Participating employers

170

Assets

£3,522

Implementation of default
Default design
approach

Aim to grow above inflation but believe that benefits of
diversification outweigh potential for higher return on
equities

Derisking approach

Lifestyle across range of multi-asset portfolios

ESG approach

ESG tilt applied to passive equities using Aviva’s in-house
ratings. ESG factors incorporated into fixed income
investment process.

Default governance approach
Investment subcommittee
Strategic asset allocation

Investment manager (Aviva Investors)

Tactical asset allocation

Investment manager within underlying multiasset funds

Fund/mandate selection

Investment manager
Investment partners

Investment advisers

Isio

Investment platform

Aviva

Investment managers in
default

Aviva Investors

30 years from retirement

At retirement

48.8%
6.7%
13.5%
0.0%
0.0%
26.6%
4.5%

7.7%
1.9%
6.3%
21.3%
21.9%
24.8%
16.0%

Systematic equities
Passive equities
Active alternatives
Passive fixed income
Systematic fixed inc
Active fixed income
Cash

Derisking chart
100%
90%

Investment choices offered
Defaults offered

2 standard targeting universal plus bespoke

Default variants

Flexible income, annuity and cash in either
ESG-aware strategy or as wholly passive
subject to trustee obtaining advice on
suitability

Self-select funds

Asset allocation

Yes

26 in standard range

80%
70%
60%
50%
40%
30%
20%
10%
0%
10+

9

8

7

6

5

4

3

Years to retirement
Equity

60

Alternatives

Fixed income

Cash

2

1

0
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The Cheviot Trust
The Cheviot Trust is a not for profit scheme established in 1930.
Its DC section was set up in 2000.
Scheme size
Active members

1,876

Deferred members

2,849

Retired members

125

Participating employers
Assets

Implementation of default
Default design
approach

Outcomes benchmarked against PLSA Retirement Living
Standards, Pensions Commission replacement ratios and
the Living Wage. Focus on diversification and asset class
rotation.

66

Derisking approach

Lifestyle across range of multi-asset portfolios

£130m

ESG approach

ESG considerations factored into appointment and review
of underlying investment managers

Default governance approach
Investment subcommittee
Strategic asset allocation

Trustee in conjunction with adviser

Tactical asset allocation

Trustee in conjunction with adviser

Fund/mandate selection

Asset allocation

Yes

Trustee in conjunction with adviser
Investment partners

Investment advisers

River & Mercantile

Investment platform

Mobius Life

Investment managers in
default

BlackRock, LGIM, BNY Mellon

Investment choices offered

30 years from retirement

At retirement

75.3%
12.2%
9.0%
3.6%

24.8%
2.0%
33.8%
39.4%

Passive equities
Active alternatives
Passive fixed income
Cash

Derisking chart
100%
90%
80%
70%
60%

Defaults offered

5 plus option for bespoke

50%

Default variants

Choice of universal, flexible income, annuity,
low-risk drawdown, higher-risk drawdown

30%

Self-select funds

12 in standard range

40%
20%
10%
0%
25+ 24

23

22

21

20

19

18

17

16

15

14

13

12

11

10

9

8

Years to retirement
Equity

61

Alternatives

Fixed income

Cash

7

6

5

4

3

2

1

0
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The Crystal Trust
The Crystal Trust is operated by Evolve Pensions and was established
in 2015. At the start of 2020, its sister scheme, Bluesky Pension Scheme
was transitioned to Crystal to create a single scheme.
Scheme size
Active members

35,739

Deferred members

60,106

Retired members

342

Participating employers

1,571

Assets

£508m

Implementation of default
Default design
approach

Derisking design based on scheme characteristics
generated by Alliance Bernstein using proprietary system

Derisking approach

Target date funds – 3-year cohorts

ESG approach

Sustainability as factor in part of equity plus explicit
allocation to low carbon equity
Asset allocation

Default governance approach
Investment subcommittee

Yes

Strategic asset allocation

Investment manager (Alliance Bernstein)

Tactical asset allocation

Investment manager within underlying
target date funds

Fund/mandate selection

Investment manager

30 years from retirement

At retirement

55.6%
29.8%
6.8%
3.0%
3.0%
2.0%

19.8%
4.2%
0.1%
0.1%
0.0%
75.8%

Passive equities
Systematic equities
Passive alternatives
Systematic alternatives
Active alternatives
Passive fixed income

Investment partners
Investment advisers

Dean Wetton Advisory

Investment platform

Mobius Life

Investment managers in
default

Lead manager: Alliance Bernstein
Underlying: Alliance Bernstein, Amundi,
BlackRock, Vanguard, LGIM

Investment choices offered
Defaults offered

6 plus option for bespoke

Default variants

Core defaults are target date funds or
passive lifestyle both targeting flexible
income. Active TDFs and non-lifestyled multiasset also available.

Self-select funds

Derisking chart
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
31

28

25

22

19

16

13

Years to retirement
Equity

5 in standard range

62

Alternatives

Fixed income

10

7

4

1

APPENDIX CONTENTS

The Fidelity Master Trust
The Fidelity Master Trust was established in 2014 and utilises
Fidelity’s proprietary DC default strategy, FutureWise.
Scheme size
Active members

43,000

Deferred members

43,000

Retired members

Not disclosed

Participating employers

31

Assets

£2,900m

Implementation of default
Default design
approach

Allocation at each age based on minimising potential for
loss over following year

Derisking approach

Lifestyle switching between equity, diversified growth and
cash funds

ESG approach

Equity and fixed income exposure in diversified fund uses
active strategy ETFs incorporating proprietary ESG ratings

Default governance approach
Investment subcommittee

Yes

Strategic asset allocation

Investment manager (Fidelity)

Tactical asset allocation

Investment manager within underlying multiasset fund

Fund/mandate selection

Investment manager (subject to investment
subcommittee approval)
Investment partners

Investment advisers

Isio

Investment platform

Fidelity

Investment managers in
default

Lead manager: Fidelity
Underlying: Black Rock, Fidelity

Investment choices offered
Defaults offered

1 plus option for bespoke

Default variants

None

Self-select funds

22 in standard range

Asset allocation
30 years from retirement

At retirement

76.9%
2.4%
0.8%
3.3%
9.0%
7.7%
0.0%

7.0%
2.0%
0.8%
5.2%
8.3%
47.8%
29.0%

Passive equities
Active equities
Passive alternatives
Active alternatives
Passive fixed income
Active fixed income
Cash

Derisking chart (based on 30 June 2020 asset allocation)
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
20+

19

18

17

16

15

14

13

12

11

10

9

8

7

6

Years to retirement
Equity

63

Alternatives

Fixed income

Cash

5

4

3

2

1

0
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Legal and General Worksave Mastertrust
Legal and General established its master trust in 2011 introducing
a version utilising relief at source for contributions a year later.
Both schemes have access to the same investment options.
Scheme size
Active members

640,727

Deferred members

474,036

Retired members

4,095

Participating employers

502

Assets

£9,486m

Implementation of default (Pathway funds)
Default design
approach

Balances growth with diversification by combining factorbased equity and multi-asset

Derisking approach

Target-date funds – 5-year cohorts

ESG approach

ESG incorporated in equity and credit exposure through
index tilts and including sustainability as a factor

Default governance approach
Investment subcommittee

Yes

Strategic asset allocation

Investment manager (LGIM)

Tactical asset allocation

Investment manager within multi-asset funds

Fund/mandate selection

Investment manager
Investment partners

Investment advisers

Dean Wetton Advisory

Investment platform

LGIM

Investment managers in
default

LGIM

Investment choices offered
Defaults offered

4 plus option for bespoke

Default variants

Pathway funds (TDF)
Multi-asset fund with member benefit choice
Drawdown lifestyle
Future World multi-asset (ESG tilted) with
member benefit choice

Self-select funds

19 in standard range

Asset allocation
30 years from retirement

At retirement

1.3%
57.2%
14.9%
4.0%
9.7%
12.9%
0.0%
0.0%

4.3%
16.1%
14.5%
4.3%
40.8%
8.0%
3.3%
8.8%

Passive equities
Systematic equities
Passive alternatives
Active alternatives
Passive fixed income
Systematic fixed inc
Active fixed income
Cash

Derisking chart
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
30-35

25-30

20-25

15-20

10-15

Years to retirement
Equity

64

Alternatives

Fixed income

Cash

5-10

0-5
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LifeSight
LifeSight was established by consultant Willis Towers Watson in 2015
focusing on larger employers and utilising its in-house fiduciary
management team to manage equity, bond and diversified portfolios.
Scheme size
Active members

83,550

Deferred members

113,050

Retired members

768

Participating employers

25

Assets

£8,000m

Implementation of default
Default design
approach

Allocation driven by a member’s ability to take risk as
determined by their age and time to target retirement age

Derisking approach

Lifestyle switching between portfolios

ESG approach

ESG integrated into systematic equity, real estate and
infrastructure exposures
Asset allocation

Default governance approach
Investment subcommittee

No

Strategic asset allocation

Trustee

Tactical asset allocation

Investment manager (WTW) within multi-asset
funds

Fund/mandate selection

Investment manager

30 years from retirement

At retirement

44.0%
56.0%
0.0%
0.0%
0.0%
0.0%

10.1%
13.0%
19.3%
3.4%
24.2%
30.0%

Passive equities
Systematic equities
Systematic alternatives
Active alternatives
Passive fixed income
Cash

Investment partners
Investment advisers

Willis Towers Watson

Investment platform

LGIM

Investment managers in
default

Lead managers: Willis Towers Watson & LGIM
Underlying: Heitman, LGIM, Magellan,
Robeco

Investment choices offered
Defaults offered

9 plus option for bespoke

Default variants

Choice of drawdown, annuity, or cash
targets at three risk levels. Main default is
medium-risk drawdown.

Self-select funds

Derisking chart
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
25+ 24

23

22

21

20

19

18

17

25 in standard range

16

15

14

13

12

11

10

9

8

Years to retirement
Equity

65

Alternatives

Fixed income

Cash

7

6

5

4

3

2

1

0
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Mercer Mastertrust
The Mercer Mastertrust launched in 2014. The underlying member administration is
delivered in partnership with Aviva and Scottish Widows with Mercer managing the
default funds and underlying multi-asset components through its in-house investment team.
Scheme size
Active members

38,349

Deferred members

49,715

Retired members

Not disclosed

Participating employers

44

Assets

£2,500m

Implementation of default
Default design
approach

Member outcomes based incorporating PLSA Retirement
Living Standards. Aim to reduce reliance on equity risk
premium.

Derisking approach

TDF – 1-year cohorts

ESG approach

Explicit allocation to sustainable equity and apply screens
and exclusions to all allocations

Default governance approach
Investment subcommittee

No

Strategic asset allocation

Trustee

Tactical asset allocation

Investment manager (Mercer)

Fund/mandate selection

Investment manager
Investment partners

Investment advisers

Mercer

Investment platform

Aviva/Scottish Widows

Investment managers in
default

Lead manager: Mercer
Underlying: Aviva, AXA IM, BlackRock, H2O,
Irish Life, LGIM, Newton, Nomura, Payden &
Rygel, PGIM, PIMCO, Robeco, T Rowe Price,
UBS

Investment choices offered

Asset allocation
30 years from retirement

At retirement

21.0%
30.0%
15.0%
5.0%
22.0%
7.0%
0.0%

0.0%
22.5%
5.6%
2.6%
23.3%
11.6%
34.4%

Passive equities
Systematic equities
Passive alternatives
Active alternatives
Passive fixed income
Active fixed income
Cash

Derisking chart
100%
90%
80%
70%
60%
50%

Defaults offered

3 plus option for bespoke

40%

Default variants

Choice of drawdown, annuity, or cash
targets

30%

Self-select funds

29 in standard range

20%
10%
0%
10+

9

8

7

6

5

4

3

Years to retirement
Equity

66

Alternatives

Fixed income

Cash

2

1

0
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National Employment Savings Trust (NEST)
Established by the government in 2011, NEST has a public service obligation to offer a
pension scheme to any employer seeking to discharge their automatic enrolment responsibilities.
NEST is managed by the NEST Corporation and advised through its new subsidiary NEST Invest.
Scheme size
Active members

4,300,000

Deferred members

4,800,000

Retired members

136,000

Participating employers

832,000

Assets

£12,300m

Implementation of default
Default design
approach

Diversified, dynamically risk-managed strategy with annual
cohort target-date funds

Derisking approach

TDF – 1-year cohorts

ESG approach

All equity is climate aware. Extending ESG integration into
other mandates.
Asset allocation

Default governance approach
Investment subcommittee

Yes

Strategic asset allocation

Trustee in conjunction with adviser

Tactical asset allocation

Trustee in conjunction with adviser

Fund/mandate selection

Trustee in conjunction with adviser
Investment partners

Investment advisers

NEST Invest

Investment platform

None. State Street is custodian.

Investment managers in
default

Amundi, BlackRock, BNP Paribas, JP Morgan,
LGIM, Northern Trust, Royal London, UBS,
Wells Fargo

Investment choices offered

30 years from retirement

At retirement

34.3%
20.2%
2.8%
13.6%
24.2%
5.1%

9.7%
3.1%
0.0%
9.2%
65.6%
12.2%

Passive equities
Systematic equities
Passive alternatives
Active alternatives
Active fixed income
Cash

Derisking chart
100%
90%
80%
70%
60%
50%

Defaults offered

Single default using 47 target-date funds

40%

Default variants

None

30%

Self-select funds

6

20%
10%
0%
46

44

42

40

38

36

34

32

30

28

26

24

22

20

18

16

14

Years to retirement
Equity

67

Alternatives

Fixed income

Cash

12

10

8

6

4

2

0
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National Pension Trust
National Pension Trust was established in 2008
by XPS Pensions, formerly Xafinity Punter Southall.
Scheme size
Active members
Deferred members

40,000 total members

Retired members
Participating employers

125

Assets

£782m
Default governance approach

Investment subcommittee

No

Strategic asset allocation

Trustee

Tactical asset allocation

No tactical asset allocation

Fund/mandate selection

N/A
Investment partners

Investment advisers

XPS

Investment platform

LGIM

Investment managers in
default

LGIM

Investment choices offered
Defaults offered

1 targeting flexible income

Default variants

None

Self-select funds

19

Implementation of default
Default design
approach

Focus on overall return with relatively high equity content
throughout

Derisking approach

Lifestyle switching between risk-rated funds

ESG approach

No integrated ESG though this is under consideration
Asset allocation
30 years from retirement

At retirement

100%
0%
0%

52.5%
22.5%
25%

Passive equities
Passive fixed income
Cash

Derisking chart
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
30+ 29 28 27 26 25 24 23 22 21 20 19 18 17 16 15 14 13 12 11 10
Years to retirement
Equity

68

Fixed income

Cash

9

8

7

6

5

4

3

2

1

0
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NOW: Pensions
NOW: Pensions established its master trust in 2011 to serve the automatic
enrolment market. Originally owned by Danish pensions group ATP, NOW: Pensions
was acquired by the risk and investment management firm Cardano in 2019.
Scheme size
Active members

874,000

Deferred members

921,000

Retired members

N/A

Participating employers

29,952

Assets

£1,760m

Implementation of default
Default design
approach

Factor approach across equity, interest rates, inflation and
diversifying assets

Derisking approach

Lifestyle switching between diversified and retirement multiasset funds

ESG approach

Allocation to “green” fixed income
Asset allocation

Default governance approach
Investment subcommittee

Yes

Strategic asset allocation

Trustee in consultation with adviser and
manager

30 years from retirement
Not disclosed
Derisking chart

Tactical asset allocation

Investment manager

100%

Fund/mandate selection

Investment manager

80%

Investment partners
Investment advisers

Redington

Investment platform

None, BNY Mellon is custodian

Investment managers in
default

Cardano

At retirement

90%
70%
60%
50%
40%
30%
20%
10%

Investment choices offered
Defaults offered

1 targeting cash

Default variants

None

Self-select funds

0

0%
Over 10

10

9

8

7

6

5

4

3

Years to retirement
Diversified Growth Fund

69

Retirement Countdown Fund

2

1

0
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TPT Retirement Solutions (formerly The Pensions Trust)
The Pensions Trust was established in 1946 by the National Council for
Voluntary Organisations to provide pensions for social workers not eligible
for public sector pensions. It launched its DC offering in 2006.
Scheme size
Active members

132,080

Deferred members

132,140

Retired members

N/A

Participating employers

2,456

Assets

£1,772m

Implementation of default
Default design
approach

Derisking design based on scheme characteristics
generated by Alliance Bernstein using proprietary system

Derisking approach

Target date funds – 3-year cohorts

ESG approach

Sustainability as factor in part of equity plus explicit
allocation to low carbon equity
Asset allocation

Default governance approach
Investment subcommittee

Yes

Strategic asset allocation

Lead investment manager (Alliance
Bernstein)

Tactical asset allocation

Lead investment manager

Fund/mandate selection

Lead investment manager

30 years from retirement

At retirement

50.6%
37.7%
6.7%
3.0%
2.0%

19.5%
6.2%
0.8%
0.4%
73.0%

Passive equities
Systematic equities
Passive alternatives
Systematic alternatives
Passive fixed income

Derisking chart

Investment partners
100%

Investment advisers

Redington

Investment platform

Phoenix

80%

Investment managers in
default

Lead manager: Alliance Bernstein
Underlying: Amundi, BlackRock, iShares,
Vanguard, LGIM

70%

Investment choices offered
Defaults offered

1 targeting flexible income

Default variants

Ethical TDF option available

Self-select funds

7

90%

60%
50%
40%
30%
20%
10%
0%
31

28

25

22

19

16

13

Years to retirement
Equity

70

Alternatives

Fixed income

10

7

4

1
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The People’s Pension
The People’s Pension was established by B&CE Holdings Limited
in 2012.
For people,
not profit
B&CE is a non-profit organisation that has a long history of collective provision
as the operator of pension and benefit plans for the construction industry.
Scheme size
Active members

3,300,000

Deferred members

1,700,000

Retired members

N/A

Participating employers

96,000

Assets

£10,100m

Implementation of default
Default design
approach

Recognise most will take lump sum but timing uncertain so
target CPI plus 1% in retirement fund

Derisking approach

Lifestyle between growth and retirement multi-asset funds

ESG approach

ESG integrated into multi-factor strategy, which also targets
a reduction in carbon intensity
Asset allocation

Default governance approach
Investment subcommittee

Yes

Strategic asset allocation

Trustee

Tactical asset allocation

Trustee

Fund/mandate selection

Trustee

30 years from retirement

At retirement

5.0%
61.0%
14.0%
20.0%
0.0%

1.3%
15.3%
3.5%
60.0%
20.0%

Passive equities
Systematic equities
Passive alternatives
Passive fixed income
Cash

Investment partners

Derisking chart

Investment advisers

Barnett Waddingham

Investment platform

None, Northern Trust is custodian

90%

Investment managers in
default

State Street Global Advisors

70%

80%
60%

Investment choices offered
Defaults offered

1

Default variants

Members have option of switching into
higher or lower risk version of the default

Self-select funds

100%

8

50%
40%
30%
20%
10%
0%
16+

15

14

13

12

11

10

9

8

7

6

5

Years to retirement
Equity

71

Alternatives

Fixed income

Cash

4

3

2

1

0
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Scottish Widows Master Trust
The Scottish Widows Master Trust has been in existence since 2013.
It was originally established by Zurich but transferred to Scottish
Widows when it purchased Zurich’s DC business in 2018.
Scheme size
Active members

13,826

Deferred members

11,440

Retired members

N/A

Participating employers

9

Assets

£442m
Default governance approach

Investment subcommittee

Yes

Strategic asset allocation

Investment manager (Scottish Widows)

Tactical asset allocation

Investment manager

Fund/mandate selection

Investment manager

Implementation of default
Default design
approach

Utilises Scottish Widows proprietary DC default, Pension
Investment Approach

Derisking approach

Lifestyle between range of multi-asset portfolios

ESG approach

Explicit allocation to low carbon equity
Asset allocation
30 years from retirement

At retirement

76.3%
5.7%
5.5%
7.8%
3.2%
1.5%

24.4%
1.8%
3.0%
26.0%
17.9%
26.9%

Passive equities
Systematic equities
Passive alternatives
Passive fixed income
Active fixed income
Cash

Investment partners
Investment advisers

Barnett Waddingham

Investment platform

Scottish Widows

Investment managers in
default

Lead manager: Scottish Widows
Underlying: Aberdeen Standard, BlackRock,
Scottish Widows, State Street Global Advisors

Investment choices offered
Defaults offered

Default variants
Self-select funds

1 standard plus, subject to ongoing
investment advice, 8 alternatives and
option for bespoke

Derisking chart
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

Choice of flexible income, annuity or cash
target across three risk levels

16+

15

14

13

12

11

10

9

8

7

6

5

Years to retirement
Equity

14

72

Alternatives

Fixed income

Cash

4

3

2

1

0
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SEI Master Trust
The SEI Master Trust was established in 2007 and utilises
SEI’s multimanager investment approach.
Scheme size
Active members

7,996

Deferred members

16,685

Retired members

1,408

Participating employers

28

Assets

£367m

Implementation of default
Default design
approach

Utilises SEI’s multi-manager factor equity and multi-asset
funds

Derisking approach

Lifestyle from equity into multi-asset portfolios and cash

ESG approach

Sustainability as a factor within equity fund. Apply ESG
criteria within manager selection.
Asset allocation

Default governance approach
Investment subcommittee

No

Strategic asset allocation

Trustee

Tactical asset allocation

Investment manager

Fund/mandate selection

Investment manager

30 years from retirement

At retirement

100.0%
0.0%
0.0%
0.0%

45.3%
5.5%
24.1%
25.1%

Systematic equities
Active alternatives
Active fixed income
Cash

Derisking chart

Investment partners
Investment advisers

SEI Investments Europe

Investment platform

SEI

Investment managers in
default

Lead manager: SEI
Underlying: Variable, uses SEI multimanager
funds as building blocks

Investment choices offered
Defaults offered

3 plus option for bespoke

Default variants

Choice of flexible income, annuity or cash
target

Self-select funds

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
15+

14

13

12

11

10

9

8

7

6

5

Years to retirement

27
Equity

73

Alternatives

Fixed Income

Cash

4

3

2

1
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Smart Pension Master Trust
The Smart Pension Master Trust was launched in 2014
to focus on the automatic enrolment market.
Scheme size
Active members

266,057

Deferred members

368,044

Retired members

N/A

Participating employers

69,961

Assets

£854m
Default governance approach

Investment subcommittee

Yes

Strategic asset allocation

Trustee

Tactical asset allocation

Lead manager in retirement income fund

Fund/mandate selection

Trustee in growth portfolios, lead manager in
retirement income fund
Investment partners

Investment advisers

Hymans Robertson

Investment platform

LGIM

Investment managers in
default

Lead manager: LGIM
Underlying: LGIM, JP Morgan

Investment choices offered
Defaults offered

5 plus option for bespoke

Default variants

Choice of flexible income across three risk
levels plus annuity or cash target under
moderate risk approach

Self-select funds

17

Implementation of default
Default design
approach

Recently revised approach to target flexible income

Derisking approach

Lifestyle between range of multi-asset portfolios

ESG approach

Equity allocation in growth phase has ESG tilt
Asset allocation
30 years from retirement

At retirement

4.0%
76.0%
0.0%
10.0%
0.0%
0.0%
10.0%
0.0%

5.1%
19.6%
12.3%
5.0%
36.3%
3.5%
5.9%
12.5%

Passive equities
Systematic equities
Passive alternatives
Active alternatives
Passive fixed income
Systematic fixed inc
Active fixed income
Cash

Derisking chart
100%
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9+

8
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Years to retirement
Equity

74

Alternatives

Fixed income

Cash

2

1
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