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We sense a change in market 
thinking about defined contribu-
tion (dc) investment design. 
the introduction of diversi-
fied growth funds (dGFs) is 
encouraging trustees and plan 
sponsors to embrace default 
approaches, rather than alter-
natives where the success of 
the plan depends on fostering 
member understanding and 
engagement. 

Are DGFs really the best 
solution for DC, or can we  
do better?
a relatively recent innovation, 
dGFs are multi-asset funds 
encompassing a broad selec-
tion of approaches. they 
typically invest in a diversified 
range of asset classes, looking 
to generate equity-like returns 
with lower volatility, often with 
performance benchmarks linked 
to inflation. Some dGFs incorpo-
rate the expertise of a number 
of different fund managers and 
some make use of complex 
derivative strategies.

these features have encour-
aged a change in dc plans’ 
default approaches. over the 
last few years, many have moved 
from offering passive global 
equity funds as the sole compo-
nent of their default strategy to 
the more diversified approach 
that using a dGF can bring.

certainly, if i put myself in the 
member’s shoes, i would want a 
fund manager actively managing 
the asset allocation of my fund. 
i would want them to be taking 
account of prevailing market 
conditions, rather than blindly 
following a pre-determined 
strategy. and, indeed, a number 
of these funds have performed 
very well through the recent dif-
ficult markets. 

So are there any drawbacks  
to DGFs?
We can see that dGFs are a def-
inite improvement on a simple 
passive-equity strategy. But 
they also come with problems. 
the typical dGF is more expen-
sive than a traditional strategy, 
which can present challenges in 
a dc world needing to keep fees 
below 1%. 

then, as the fiduciary, a 
plan sponsor or trustee using 
a single dGF can mean them 
taking on single-manager risk. 
But the same manager may not 
always be the best one for all 

the asset classes used by dGFs.
We believe that dGFs, while 

a great innovation, are not the 
whole solution for dc plans. the 
fund/asset allocation manager 
may be able to react to the 
prevailing market environment, 
but they remain blind to the indi-
vidual member’s risk capacity. 

We know that an individual’s 
risk capacity diminishes over 
time. So how can we com-
bine within the default fund 
design the best features of a 
dGF, while taking account of 
changes in an individual’s risk 
capacity? Happily there is now 
a way of solving this, and it’s 
called a flexible target date 
fund, or age-appropriate diver-
sified growth fund. 

How does an age-appropriate 
diversified growth fund work?
to tailor the structure to the 
individual, we create a range 
of funds for the default option, 
with each fund based on the 
expected retirement date of a 
group of members of similar 
age (or ‘vintage’). these flexible 
target date funds are typically 
created in one, three or five-year 
vintages. 

this approach has consider-
able advantages. the invest-
ment design can be made 
robust for a wide range of 
retirement dates. it is not as 
end-point sensitive as lifestyle 
strategies, and can therefore 
seamlessly adapt to people’s 
changing retirement patterns 
through time (see chart right).

there is still a portfolio/
asset allocation manager 
responsible for the target date 
fund range, with similar deci-
sion making powers to those 
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of a dGF manager. But, because 
they have more information, 
they are able to combine the 
market environment with a view 
of the member’s risk capacity. 
this allows the asset allocation 
decisions to be applied appro-
priately – and often differently 
– across the range of default 
funds.

in applying dynamic manage-
ment to the range, the manager 
can choose how to apply the 
tactical overlay. are they looking 
to add return or manage risk? 
For our part, we believe that 
dampening volatility without 
harming returns is an attractive 
feature. 

in our view, it’s better if the 
choice of underlying components 
for the target date funds can 
be made from the whole of the 
market. open architecture solu-
tions lead to greater diversifica-
tion, taking account of the best 
investment ideas at any par-
ticular time, and remove single 
manager risk.

a huge advantage of using 
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this approach is the ability to 
seamlessly change the default 
fund range for members at any 
point. irrespective of whether 
the trustees or plan sponsors 
want to change an individual 
underlying fund component or 
the strategic investment ‘glide-
path’, this can be done quickly, 
at reduced cost, and with no 
disruption to members. 

In conclusion
We believe dGFs have an impor-
tant role to play in the overall 
dc strategy, but should not be 
the whole strategy. rather, they 
should be an intelligent compo-
nent of an approach dynamically 
managed to assist members in 
getting better outcomes from 
their savings.

We see the adoption of diver-
sified growth funds as a natural 
progression towards age-appro-
priate dGFs or flexible target 
date funds for those plans that 
wish to improve the investment 
approach, sophistication and 
governance for members. 
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