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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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What does good
value mean in a DC
pensions context?

W

hen people go
shopping, they
gravitate towards very
different supermarkets
for their everyday essentials.
Some argue that Aldi is great
value, while others believe the
same of Waitrose. It’s clear that consumers have very different
definitions of value. Yet among master trusts, a cheap price has
become the primary selling point – arguably, at the expense of a
more holistic sense of value.
There is no John Lewis in the master trust market at present, observed
James Lawrence, an investment specialist within Mercer’s delegated
investment solutions business. “I think value isn’t seen as quality in the same
way that it is in the supermarket industry. I think people see value as low-cost,”
he explained. This contrasts with the defined benefit world, where trustees tend
to focus primarily on investment returns.
Cost may have started out as the main way master trusts sought to gain a
competitive advantage with employers. However, some are developing a more
nuanced sense of value. As they grow, they are looking at ways to incorporate
more sophisticated investment offerings.
As Kate Jones, chair of Smart Pensions’ investment committee explained:
“We’ve invested heavily in technology, so we’re very confident that as we
grow effectively, this allows us to have more to spend from an investment
perspective.”
Lawrence added: “I think we would be looking at [incorporating a range of
investment styles] as risk management. And that is something where I personally
think active management in the more traditional sense can add so much value
over and above a traditional market cap index. There I’ve just deliberately
painted two extremes of a spectrum, and we all know in this day and age, there
are a whole range of ideas in between. I would like to think that a well-governed,
well-resourced master trust could be putting together something that both
represents value for money and picks the right model for the right asset class.”
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“I would like to think
that a well-governed,
well-resourced
master trust could
be putting together
something that both
represents value for
money and picks the
right model for the
right asset class.”
– James Lawrence, Mercer
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As a low-cost provider with significant administration costs due to its many
clients, it is challenging for the People’s Pension to access active management,
said its chief investment officer, Nico Aspinall. “Value for money is incredibly
important,” he said. “I think we would try to address that by having different
parts of the asset allocation in different types of management, depending on
where you think you get best value.”
Henry Wright, senior investment consultant at LifeSight, added: “There are
some strategies [in LifeSight’s default fund] where we’re happy to have a
passive approach, because we think that’s the best for members. But then where
we think we can use the intellectual capital of active managers, but implement
something in a systematic way, that can give the best value for money, we’ll do
that. Alternatively, we use active management in some parts of the portfolio
where we think that is the best way to approach it. I think it is possible for
schemes to have something across all three parts.”
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“Where we think
we can use the
intellectual capital of
active managers, but
implement something
in a systematic way,
that can give the best
value for money,
we’ll do that.”
– Henry Wright, LifeSight
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What are master trusts’
future priorities?

A

plethora of issues are challenging master trusts as they plan
for the future. Many are occupied with building products
to help members to make the transition from saving into
retirement. Post-retirement is becoming key, as master trusts
seek to help savers in the next part of their journey.
At Mercer, James Lawrence and his colleagues are thinking
about how best to recalibrate members’ risk objectives. As
they are no longer simply buying annuities at the point of retirement, many
savers are now able to take investment risk even as retirees, instead of taking
risk entirely off the table as they reach 65.
For Smart Pensions’ Kate Jones, crafting a future-proof retirement solution
comes back to engagement. “It’s more about having a conversation with
members, in words that they understand, about how they effectively put money
in different pots. That’s something that we’re working really hard on and is on
the slate for 2020.”
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She added: “We’re also very mindful in thinking about transaction costs.
Effectively, a default accumulation path, should members not choose to
proactively engage at different decision-making points, ought to try to minimise
transaction costs at those points.”
One big question for the People’s Pension is to what extent trustees should get
involved in helping members to make retirement decisions. Given the master
trust has a population which is generally not very engaged, the trustee board
may have to take action to shape members’ retirement decisions. This takes the
trustees down a difficult road, with many complicated issues to consider.
As Aspinall explains: “If someone has £200k coming to retirement, we think,
that’s too much cash to take in one go, so they are going to have to take some
sort of regular payments from it. Then you’re in a world of saying, ‘What is the
trustee view about annuitization?’ Annuities are not great value at the age of 60,
but are they good at 75? If we have someone who is with us at that kind of age
or longer, then when does cognitive decline start to come in, how do we protect
ourselves from that?”
He concluded: “I think we’re talking ourselves into some sort of a postretirement fiduciary duty where the trustees have to do an annual check to make
sure that people are in the right place, and that they’re using it in the way that
was expected.”
Avoiding a scenario where members have a sharp wake-up call when they
reach retirement is a key priority for Hymans Robertson’s Victoria Panormo. For
her, encouraging people to save more into their pension is a key issue. “We’ve
all been very focused on investment returns and structure, but contributions
and net investment returns are the two things that are going to principally grow
the members’ money. We need to ensure members are aware of what will be
adequate for their retirement and shine the light on how sufficient members’
savings are before it’s too late.”
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Conclusion
Looking back at the DCIF’s 2017
paper, it is clear that a great deal
has changed. Master trusts are
operating in an incredibly complex
environment. They must try to plan
for the future needs of retirees,
anticipate regulatory twists and
turns, and protect savers from

market volatility. It is encouraging
to see that investment has become a
higher priority, and that the pace of
growth and scale means more will
be possible. More work for all of
us lies ahead to ensure that savers
get the best possible value for their
money via a sophisticated and
diversified investment strategy.

The DCIF would like to extend their
thanks to the very engaging panel
and all those who attended. The DCIF
will be publishing a follow-up paper
to its 2017 research in November
2020. Watch this space.
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