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With auto-enrolment now just 
months away, a huge inf lux of 
new savers will soon be joining 
defined contribution (DC) pension 
schemes. We think this is likely to 
shift the focus of debate onto the 
aspirations of these new members. 
Many if not most will be disen-
gaged from the process, but that 
won’t stop them having certain 
sub-conscious expectations about 
how their pension savings are 
managed. So what are these new 
members likely to expect from DC?

We think the answer won’t be 
unlike the expectations they might 
have if they bought a car or took it 
for a service. They may not feel any 
need or desire to understand what 
goes on under the bonnet, but they 
still know what they want. Reli-
ability, performance, comfort and 
value for money would be high on 
many people’s list of requirements 
from a car. In other words, we all 
expect professionals – in the case 
of a car, the designers, engineers 
and mechanics – to do a good job 
of anticipating our needs. And, 
in the event that they fail, to be 
accountable for any deficiencies 
that emerge.

Default options
We would argue the same holds 
true for investing in DC pension 
default funds. Indeed, the object 
here is, if anything, clearer: to 
provide the saver with a suit-
able and sustainable income after 
they stop work. Unfortunately, 
that objective is rarely communi-
cated to members of schemes that 
use traditional l ifestyle funds. 
Often what passes for an invest-
ment objective is heavy on the 
mechanics of the fund, and light to 
non-existent on what its aims are. 

But we also believe that those 
mechanics often fall short of 
members’ expectations too. We 

What would a 
member expect?

would argue that a member would 
expect the strategy to adapt to 
a changing market environment 
and new investment thinking and 
ideas. Yet, while strategies and 
asset allocation can be changed 
in a lifestyle approach, notably 
in the years leading up to retire-
ment, mostly it happens with hind-
sight, and even then, evidence 
shows, only infrequently. We blame 
this inflexible “rear-view-mirror” 
approach on the difficulties many 
lifestyle funds face in implementing 
changes. Adjusting an asset alloca-
tion often means buying and selling 
funds separately in each member’s 
account – a huge, costly and poten-
tially error-prone undertaking. In 
other words, practical implemen-
tation issues are frequently an 
impediment to implementing good 
decision making.  

We think a better way is to put 
members of similar ages into a 
single, target date fund set to 
“mature” around the time they 
anticipate retiring. We believe 
this offers many advantages. For 
a start, our extensive research 
has shown that age is the single 
biggest determining factor in 
judging a person’s need for return 
and capacity for risk. This means 
the asset allocation adjusts seam-
lessly to their requirements as 
they get older. 

But keeping the technical stuff 
“under the bonnet” in a single 
fund also means the members 
need to worry much less anyway. 
Changes are much simpler to 
implement and much easier to 
communicate to members without 
disruption. It also means that 
oversight can be much more rig-
orous and dynamic. Professionals 
can on a daily basis monitor and 
adjust the asset allocation – shown 
in studies to be the single biggest 
factor in determining returns. 

(Indeed, having portfolio man-
agers reviewing the strategy on 
a daily basis is probably the least 
that members might expect if 
they sat down and thought about 
it.) And, because the single-fund 
structure allows much greater 
f lexibi l ity, the managers can 
anticipate change in the outside 
world rather than merely reacting 
to it. Perhaps most importantly of 
all, they can be made accountable 
for their decisions.

Member disengagement
This perhaps gets to the nub 
of the issue. If a majority of 
members are disengaged – and 
our research suggests an over-
whelming majority will be – they 
will more than ever need robust 
independent oversight of their 
scheme. We believe that handing 
the management of the asset allo-
cation to trusted professionals 
can only enhance the independ-
ence of those charged with that 
oversight, the trustees and/or 
scheme sponsors. This avoids a 
conflict of interest often prevalent 
in traditional schemes where they 
implement their own asset choices 
and then monitor the subsequent 
performance.

So, while most members may not 
always see the point of oversight, 
when the chips are down, they 
will care very deeply about who is 
looking out for them. We believe 
DC, where the ultimate responsi-
bility for the outcome rests with 
the saver, requires governance to 
be as good as in the old world of 
defined benefit, if not better. In 
our view, only flexible target date 
funds can meet that high standard. 
Add in all their other benefits and 
we think they are exceptionally 
well-suited to meet the expec-
tations of a new generation of 
pension savers. 
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