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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.



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 sub-
committee

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 
accessing illiquid asset 
classes?

I
lliquid investments often have long-term time horizons, 
diversification benefits and steady returns. They should be a 
perfect fit for DC savers, but DC schemes have struggled to 
access them to date. Encouragingly, the master trusts gathered 
are keen to confront the problem. 

LifeSight is investing in illiquids through public market 
vehicles, said Henry Wright, a senior investment consultant at 

the master trust. Almost 30% of its diversified growth fund is invested 
in real estate through real estate investment trusts and infrastructure 
through infrastructure equities, so accessing the cash flows and capital 
appreciation of the underlying illiquid assets via daily priced funds.  “It 
is good exposure from a diversification perspective, but we certainly 
would like to be able to do more, and do it directly,” he added. Assets 
which deliver relatively secure income streams, such as social housing, 
would be of particular interest, he said. But operationally, investing 
directly in such assets is challenging. 

Mercer is also keen. James Lawrence, investment specialist for the 
master trust, said: “At Mercer, I think we are effectively ready to 
hit the button on illiquids. I think operationally, we could manage 
it. We’ve got the managers in our universe that could manage 
it, and we can manage the illiquidity even with daily dealing 
requirements. I think the issue is still fees, because we can 
build the product, but I don’t think it will sell currently.”

Lawrence added: “I’m almost hesitant to say this, but 
maybe it’ll take a big market crash for people to realize 
that illiquids are a necessary investment vehicle for 
DC schemes. I think some people just don’t see the 
additional costs associated with illiquids are required 
at the moment, given how well other asset classes 
have performed.”
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“I’m almost 
hesitant to say 
this, but maybe 
it’ll take a big 
market crash for 
people to realise 
that illiquids are 
a necessary 
investment 
vehicle for DC 
schemes.”

– James Lawrence, Mercer



The regulator could step in to clarify its 
expectations, suggested Lawrence. “I think 
there’s a lot of pressure from the government to 
move into illiquids, patient capital, all that good 
stuff. Master trusts want it, maybe the market 
is not ready yet, but maybe something from the 
regulator that lays out; ‘If you do X, Y, Z, we won’t 
penalize you for it,’ would be helpful.”
From TPR’s Fred Berry’s perspective, there 

are no barriers to pension schemes investing in 
illiquids. “I wish someone would point me to where 
it says, in any document on TPR’s letterhead, ‘You 
must offer daily dealing.’ It seems to me that it’s a 
myth out there in the market; that daily dealing is 
a regulatory requirement, and that that regulatory 
requirement comes from TPR.”

Perhaps pension schemes are worried about being first 
movers into this space, suggested Berry. He also understands 

master trusts’ concerns around risks of gating. “Because, despite 
my having said that we don’t want to stand in the way of it, I think it 

would be unfortunate if a master trust had a blow up around illiquidity, so we’d 
want to be several steps ahead of that.”

Operational issues are a big reason why schemes have struggled to access 
illiquid asset classes, added Hymans Robertson’s Victoria Panormo. A really 
robust process documenting what might happen in a variety of circumstances – 
for example, if a property fund closes in response to market conditions – will be 
vital, she said. 
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“I wish someone 
would point 
me to where 
it says, in any 
document on 
TPR’s letterhead, 
‘You must offer 
daily dealing’.” 
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To what extent are master 
trusts preparing to mitigate a 
variety of market conditions 
for members? 

A 
major concern which emerged from the DCIF’s 2017 master 
trusts report was whether master trusts are sufficiently 
diversified to cope with a market downturn. While there has 
been volatility in the years since the report’s publication, that 
downturn still hasn’t materialised. In a 
world where the new normal is low or 
even negative bond yields, the DCIF 

was keen to find out how master trusts are investing 
in these unusual conditions.

The increasing attention master trusts have 
paid to their investment strategies since 2017 
(see part one of this report) will undoubtedly 
have helped. But will it go far enough? 
Just how well are those in charge of 
master trusts’ investment strategies 
sleeping at night?

The market has been behaving 
like it’s upside down, said Nico 
Aspinall, CIO of the People’s 
Pension. He explained: “In 
terms of whether I’m sleeping 
well at night, I’d say that our lowest 
risk fund has been the best returning 
pretty much throughout the last two 
years, because it’s got lots of bonds in. 
That tells you something very worrying 
about world markets. I think we’re all on 
the same page, in that essentially, we have 
learned in an environment which said that 
bonds are lower risk than equities, but that 
may well not be the case [now].”



Equity market disappointments pale in 
comparison to what might happen if something 
unexpected happened in bond markets, said 
Aspinall. He added: “I worry more about those 
at the end of the savings journey than the 
younger people, because I do think they have 
the capacity to bear equity losses, and they are 
predominantly in equity. And the worry is more 

whether there is much we can feasibly do, if that 
old investment adage is just wrong.”
To mitigate this fundamental uncertainty, Aspinall and his 

colleagues are considering a variety of ideas. Aspinall said: “I 
think it’s an unsolved problem, which is not a comfortable place 

to be in as any kind of investment manager. So that certainly should keep us all 
up at night, I think.”

Members approaching retirement are similarly at the forefront of Kate Jones’ 
mind. Jones, who is chair of Smart Pensions’ investment sub-committee, said: “If 
anything, I think where we need to focus and be more mindful about positioning 
for the downturn is for those members approaching retirement. Therefore, 
we’ve been having lots of conversations about the glidepath and ensuring that 
the structure in which the assets are invested, as members approach retirement, 
is appropriate. We are taking risk off the table in a measured and controlled way, 
irrespective of market conditions, to ensure that members who are approaching 
retirement don’t suddenly see a material fall in the value of their savings.”
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