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About us
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 most exciting
investment developments should be available
to everyone, and that investment excellence is
something to be celebrated.
We commission and share high-quality research
to help inform the DC investment discussion,
through our thought leadership papers,
roundtables and events.
This paper is the first in a three-part
series on master trusts, following a
roundtable discussion held in
winter 2019.
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M

illions of savers
are entrusting
master trusts with
their retirements,
either knowingly
or unknowingly.

When the DCIF interviewed 17 master trusts in early
2017 for our report “Master Trusts – Investment Designs:
A Comprehensive Study”, most were immersed in the process
of opening for business. At the time, we were concerned
that investment was not sufficiently high on their agendas.
For many, it had become a highly competitive race to the
bottom on fees, without sufficient consideration of whether this
approach offered good value to members in a broader way
than the single dimension of cost.
It is entirely understandable that, with so many competing
priorities, investment was to some extent relegated as a
concern for tomorrow. However, we were keen to revisit master
trusts a few years later to see whether investment had climbed
up their lists of priorities. Ultimately, two deciding factors will
make or break people’s retirements: contribution rates and
investment returns (net of fees). As an industry, we owe it to
members to get both right early on.
Six experts with a range of perspectives on master
trusts gathered in November 2019 to discuss how they are
approaching investment, what success looks like, and the
challenges ahead. The panel was chaired by Louise Farrand,
the DCIF’s executive director, in front of a packed room of
industry decision-makers. The panel and audience’s openness
and enthusiasm for the topic was hugely appreciated.
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The panel

Louise Farrand, executive
director of the DC
Investment Forum (chair)

Nico Aspinall, CIO of the
People’s Pension

Fred Berry, lead investment
consultant, The Pensions
Regulator (TPR)

Kate Jones, chair of Smart
Pensions’ investment subcommittee

James Lawrence,
investment specialist,
Mercer

Victoria Panormo, senior
DC investment consultant,
Hymans Robertson

Henry Wright, senior
investment consultant,
LifeSight
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How are master trusts
approaching investment?

M

aster trusts are taking a diverse range of approaches to
investment, according to TPR’s Fred Berry. Fresh from
a thorough review of investments as part of the recent
master trust authorisation process, Berry observed that a
“fascinating variety” is emerging.
Worryingly though, Berry highlighted that not every
master trust is keeping up with the times. “There are a
fair few of them, I suspect, the smaller or mid-size ones, which still seem to be
stuck in a bit of a time warp, thinking that if you do passive equities phasing into
de-risking over time, that will kind of do, won’t it?”
Where master trusts have used appropriate governance to reach an informed
answer on investment, the regulator isn’t intervening for now. Berry and his
colleagues have no wish to dictate investment best practice. However, they
are cognisant of the regulator’s responsibility to ensure that those governing
master trusts are doing their due diligence and asking themselves and others
the right questions.
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“There are a
few master trusts
which seem to
be stuck in a bit
of a time warp”
– Fred Berry, the Pensions Regulator
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Berry summarised: “We know that some of the
more sophisticated master trusts out there are doing
better and we are intending, during the course of
supervision, to find out more about what they’re
up to, through the lens of our understanding and
working with industry to see what best practice is,
to encourage the other trusts to improve.”
Encouragingly, master trusts’ focus is moving
from just cost towards value, reports Hymans
Robertson’s Victoria Panormo. “Whilst clients
are looking for low-cost in some areas, they’re
actually looking for value. All our clients
don’t mind paying the extra bit for illiquid
investments, or whatever it may be that’s
causing the price to go up, as long as they are
getting value.”
She added: “What we’re seeing is
actually quite a lot of the investment
options in the industry are
actually well below the charge
cap, so there’s quite a lot of
head room … I’m seeing quite
a lot more importance being
placed on investment now,
and member engagement.”
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Are master trusts
adapting their
investment strategies
as they grow?

A

s they grow in size and sophistication, master
trusts are taking a variety of approaches to
adapting their investment strategies. For
instance, Willis Towers Watson’s LifeSight
master trust concentrates members’ assets in
two key building block funds: an equity fund
and a diversified growth fund (DGF). This
gives LifeSight the scale it needs to work with fund managers
to introduce smart beta or multi-factor style strategies in the
equity fund, for example, and alternative asset classes like
infrastructure or real estate in the DGF, as well as creating
more sophisticated strategies.
A low-cost, not-for-profit pensions provider, the People’s
Pension, has made some changes in recent years. It began
with a predominantly passive approach to investment,
but now aims to position its investment approach as
systematic – “Somewhere between passive and active,”
summarised its chief investment officer, Nico Aspinall.
Risk factor investing allows the People’s Pension to
strike a balance between low cost and good value, in
Aspinall’s view. “We developed a factor portfolio
with MSCI and State Street and see that as
essentially taking some of the best ideas out
of active management and hard-coding
them into an index process so that we
can reduce the cost. We know we’re
not going to capture the kind of
full returns the active manager
might get, but we think we’ve
stripped out enough of the
cost to be able to afford it,
so that’s an important
plank of how we
invest in equities.”
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“Dynamic asset
allocation is
something that
we focus on
heavily, so not
setting and
forgetting our
investment
strategy for three
or four years”
– James Lawrence, Mercer
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Aspinall and the team have also
recently started investing in adaptive
cap, a strategy which helps to reduce
inadvertent concentration on particular
sectors. They are also working to develop
ESG themes, with a particular focus on
climate change.
Smart Pensions has also been developing
its investment strategy over the last couple
of years, summarised Kate Jones, chair of the
scheme’s investment committee. “When I joined
the trustee board, the investment strategy was very
straightforward, very plain vanilla, which I think is right
for a small scheme when it’s starting off. But through
the creation of a very independent trustee board, we’ve
been challenging that process and trying to create a more
sophisticated investment strategy.”
Exciting plans are afoot, said Jones. The trustee board would like
to further diversify the scheme’s portfolio, using a wider variety of
asset classes to give it a better risk/return profile. They are also keen to
take a long-term approach, instead of changing allocation very regularly.
Mercer’s approach is slightly different to other master trusts, explained
James Lawrence, an investment specialist within the company’s delegated
investment solutions business. He explained: “At Mercer, we take a view that
active management does, and can add value net of fees … dynamic asset allocation
is something that we focus on heavily, so not setting and forgetting our investment
strategy for three or four years; it’s actually dynamically tilting on a six month to a year
basis, to really take advantage of market movements in the short term.”
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