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While it is undeniable that the UK DC 
pensions market is consolidating, there are 
plenty of reasons why the process may not 
be quite as quick as the Government and 
regulators might hope.

Government initiatives to accelerate 
consolidation at the smaller end of the 
occupational pensions market are taking 
effect, with smaller schemes clearly feeling 
the weight of the increasing regulatory 
burdens being placed on them and opting for 
a simple, more effective option, be it master 
trust or group personal pension (GPP).

But look at the bigger end of the market 
and activity has been considerably slower 
– and there are plenty of factors that mean 
that situation looks set to continue for some 
considerable time.

TPR figures show the number of 
5,000-plus member occupational schemes 
has remained stuck at 140 for four years 
since 2018. Meanwhile, the number of 
authorised master trusts sits at 36, two 

CONSOLIDATION  
OR COLLABORATION

down from the 38 that made the cut at 
authorisation, although a few still 
registered are in the process of moving 
across to new owners. 

Some big single-employer schemes feel 
comfortable to carry on going as they are, 
in part because they want to be able to do 
things that are not possible in a commercial 
master trust. 

One consultant quoted in this supplement 
reports a scheme signing off an annual 
charge of 71 basis points, because the 
sponsor and trustees believe in spending 
more on asset management to achieve 
particular objectives – something they 
would struggle to achieve if they consolidate.

Others point to the fact that 
consolidation can only go so fast. It is hard 
to pitch for new business when schemes 
have just merged and are in the process of 
absorbing a lot of new assets. 

We could even get to a point in the future 
where some players think schemes are so 

big they will become cumbersome - unable 
to sell out of assets they think have lost their 
shine through fear of moving the market. 

One positive new trend may be the 
emergence of an element of collaboration 
between providers to achieve scale in terms 
of purchasing power, without actually 
consolidating. A number of master trusts 
are understood to be coming together to 
pool their purchasing power, potentially for 
seeding new investment vehicles. If so, this 
could mark a baby step towards the sort of 
consolidation seen in Australia, where IFM 
Investors, the asset manager set up by the 
not-for-profit, or as the glass-half-full 
Aussies call them all-profit-to-member 
providers to invest in infrastructure, private 
equity and private debt.

Baroness Altmann suggested at the 
round table covered in this supplement that 
our industry could collaborate to access 
infrastructure. It’s an idea I have put to a 
number of trustees of big master trusts, but 
the response I have generally received is a 
fatalistic ‘there’s no way our funder would 
want to partner with a competitor’. 

This is a disappointing answer given  
the trustees are meant to steer investment 
strategy towards the best outcome for 
members, not cave in to vested interests 
within the provider. Furthermore, if this  
is the case, it feels a bit short-sighted. 
Pension providers already share asset 
managers, so what is so different about a 
pan-industry infrastructure purchaser? 
Maybe collaboration has as much to offer 
as consolidation.

INSIDE

John Greenwood
john.greenwood@definitearticlemedia.com

Consolidation can only go so fast. 
Is greater collaboration part  
of the answer?
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BENEFITS THROUGH POOLING 
Will providers in the ultra-competitive DC pensions sector ever collaborate 
for the common good? Access to better asset classes could be the catalyst 
hears Emma Simon

Master trust providers could soon partner 
with rival firms for the first time to offer 
new investment opportunities for members 
— and that could include investments into 
infrastructure, private equity and other 
illiquid assets. 

Speaking at Corporate Adviser’s 
roundtable event at the House of Lords, on 
driving better outcomes for master trust and 
GPP investors, Cushon head of workplace 
savings Danny Meehan confirmed the 
company was currently in discussions with 
other master trust providers. He said that 
while these conversations currently 
remained confidential, he was hoping to 
share more details soon.

Collaboration between commercial 
master trust providers has not been seen in 

the UK market to date, although there are 
parallels overseas, with a number of 
not-for-profit Australian ‘supers’ joining 
forces to launch an industry-wide 
infrastructure fund. 

With most large master trust and GPP 
providers being commercial enterprises it 
is thought this more collaborative approach 
might prove difficult. But there was support 
for this initiative from the delegates at the 
event, with L&G co-head of DC Rita 
Butler-Jones saying the insurer would not 
rule out such an approach. 

Baroness Ros Altmann, a former pensions 
minister, said that a pooled approach could 
help address some of the barriers that have 
to date restricted widespread investment 
into infrastructure, private equity and other 
less liquid asset classes within the DC 
sector. These barriers include the potential 
hurdles around daily pricing, and cost, 
particularly in relation to getting 
investment management fees with the 0.75 
per cent charge cap on AE default funds. 

Altmann asked whether it would make 
sense to have either a government, or 
quasi-governmental organisation setting 
up a pooled fund to invest in UK 
infrastructure and other illiquid assets. 

She pointed out that DB schemes were 
typically invested in a far broader range of 

Cushon head of 
workplace savings 

Danny Meehan



moves into a period of higher inflation and 
potentially more volatile investment returns. 

When it comes to addressing some of 
these barriers, regulation to allow Long Term 
Asset Funds may address the potential 
hurdles around daily pricing. Mercer partner 
and director of consulting Brian Henderson 
said that effectively these new fund 
structures were “liquid funds of illiquids.” 

He added: “If you’re investing in LTAFs 
within a default you’ve got liquidity in play 
around that, so you can try to avoid 
problems like the property debacle where 
assets were gated and tied up for a year 
and a half.” 

For many on the panel the bigger 
challenge was the cost of investing in  
these illiquid assets, particularly as the 
trend in recent years has been to drive 
costs downwards in the workplace 
pensions market. 

Henderson said consultants have a 
significant role to play in challenging the 
norm that low cost automatically equals 
better value. But he said this might be a 
difficult task, particular as providers tend to 
compete on costs. 

“If you are doing a selection exercise 
there is pressure on consultants to look at 
costs and keep them down. Master trusts 
are commercial beats and compete against 
each other predominantly on cost at the 
moment. And so it is going to be a real 
challenge for the industry to shift towards 
buying asset classes that are not just 
moderately expensive but can be very 
expensive.”

Added to this is the complex way that 
these charges are often structured, with the 
vast majority of infrastructure or private 
equity managers levying performance fees. 

The government has proposed that 
these fees could be excluded from the 
charge cap, but there were still concerns 
from those on the panel about how this 
might work in practice. 

Henderson said: “To me, one of the main 
issues is ensuring how a performance fee is 
fair across all members. I wouldn’t want 
some members to be disadvantaged at 
some point in the cycle compared to others. 
There is the potential for this to happen 
with performance fees.”

Altmann said it was important to 
structure these fees correctly to ensure this 
did not happen, and said lessons could be 
drawn from the DB sector. “I’ve been 
involved with DB schemes for years, and we 
have negotiated fee structures where you get 
a certain amount each year over 10 years.”

Aon head of DC investment James Monk 
said that while this remained possible, the 
problem remained that there was no 

common industry practice around how you 
apply performance fees in DC, while also 
complying with ‘treating customers fairly’. 

Large master trust players like Nest have 
included infrastructure and illiquids within 
their default, and may have the buying 
power to negotiate good deals on fees. A 
larger cross-industry fund could also 
potentially wield the same collective clout. 

Monk points out that if infrastructure or 
private market funds within DC have lower 
or no performance fee this could potentially 
create some unintended market distortions, 
which may not benefit members. 

“If you have one fund which doesn’t have 
a performance fee, and another that does, 
the manager is incentivised to put the best 
private market deals in the one with the 
performance fee, and conversely the worst 
deals into the structure without this fee. It’s 
really important that if the entirety of the 
private markets sector operates with 
performance fees we find a way to work 
with them to ensure that DC members also 
get access to the best deals.” 

assets, when compared to the DC sector, 
and this had benefited members.

There was agreement among all the 
panellists that these new asset classes 
could offer significant benefits to DC savers 
too, in terms of enhanced investment 
performance during the growth phase, as 
well as steadier inflation-linked returns for 
those approaching or at-retirement. Many 
attending the event thought that these new 
asset classes could be an important part of 
a DC allocation strategy as the economy 

Baroness 
Ros Altmann

L&G co-head 
of DC  
Rita Butler-
Jones

Mercer 
partner and 

director of 
consulting 

Brian 
Henderson 
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Franklin Templeton head of UK 
retirement Lee Hollingworth argued for 
more of a focus on the potential benefits of 
these new asset classes, and said 
consultants had a role to play in changing 
the conversation with employers from one 
focused on costs to discussions about value. 

“A lot of the debate seems to have 
focused around the barriers to investment, 
be it cost, or daily pricing. I suggest it 
should be more focused on the potential 
value these asset classes can offer, and how 
their might apply across the member 
journey in the DC space.” 

He pointed to private equity assets 
offering good growth potential particularly 
during the early stages of investment. He 
added that infrastructure has a place 
pre-retirement and even into retirement. 

Such investments can also help schemes 
deliver on ESG and social purpose targets 
particularly in relation to investments in 
social housing, education and healthcare. 

Both of the providers attending the 
debate — Cushon and L&G — said this was 
an important aspect of private market 
investments. Butler-Jones pointed out that 
research by the insurer found that members 
were prepared to pay more for investments 
that delivered on social or environmental 
benefits. This may address some of the 
barriers around cost. Meanwhile Meehan 
pointed out that such private market 
investments had already proved to be 
effective ways to get more members 
engaged with their pensions.

Hollingworth said that while there was 
widespread agreement about the benefits 
of including these new asset classes within 
DC defaults, the big question was how does 
the industry make it happen. 

“There has to be a leap of faith in terms 
of both the increase in costs in what at the 
moment is a very competitive market.” 

He added: “It is a challenge. Everybody 

in this room is probably quite well initiated 
in the value of private markets, but much of 
the industry is not.” 

Kerr Henderson head of corporate 
pensions Jason Marley says that the 
conversation consultants have been having 
with employer clients in recent years has 
been driven by cost. He pointed out that as 
the underlying assets within default funds 
have shifted from active to passive funds, 
the costs have fallen. “Over the past five to 
seven years the conversations have been 
around how 75bsp is too expensive, we 
need to get down to 50 bps.”

But Marley pointed out that new Value 
for Money (VFM)  assessments may cause 
further problems for DC funds introducing 
substantial exposure to private markets. 

“The question is how do we assess these 
investments against an annualised value for 
money assessment?” As he points out returns 
from private markets investments tend to 
have a “slow burn” delivering relatively low 
returns in the early years. “So for funds that 
adopt private market investments we may 
start getting quite poor value for money 
assessments in the short term. 

“I think this is one of the barriers that is 
going to concern employers, is going to 
concern trustees and is going to concern 
members.”  Private markets may have the 
potential to deliver better longer-term 
returns, but many on the panel said there 
was a lack of publicly available data and 
information on this issue.

Asking trustees to potential pay more 
for assets that may appear to underperform 
in the short term is a pretty tough 
conversation. Joanne Neary, head of 
consulting at PIB Employee Benefits said: 
“Trustees are naturally cautious and won’t 
necessarily want their scheme to be the 

first to step out of line. So we need to 
educate trustees, and members, about why 
these decisions are being made.” 

Monk added that this was not just a 
difficult issue for trustees. It was also a 
potential problem for providers. “If we 
acknowledge with greater illiquid 
investment that there’s going to be a short 
term detriment to returns, in exchange for 
better long term gains, it’s not hard to see 
why a lot of master trust providers might be 
very shy of going down this route at 
present when there is a huge amount of 
consolidation going on in the market. 

“For providers looking to win new 
business now may not be the right time to 
be falling slightly behind on performance.”

Barnett Waddingham partner and head 
of DC and workplace wealth management 
Mark Futcher said that it was perhaps 
useful to make a distinction between 
relative and absolute value. 

“I think small schemes and master trusts 
are driven by relative value because they’ve 
always got an eye on what other schemes 
and doing and what they could be doing 
commercially. 

“But larger trusts that do not necessarily 
have the same commercial considerations 
can look at absolute value and ask what is 
genuinely best for members. Larger single 
trusts schemes are doing that.” He gave the 
example of a scheme that the firm had 
worked with that had charges of 71 basis 
points on its default fund. “This schemes 
offered fantastic value to its members. It 
had all these different asset classes, it had 
engagement tools, it had proper interaction 
with members including face-to-face 
sessions. And the performance was there as 
well, although this is only one element of a 
DC scheme’s overall value.” 

Franklin Templeton 
head of UK retirement 

Lee Hollingworth

Kerr Henderson head of 
corporate pensions Jason 

Marley (left), and Aon head of 
DC investment James Monk
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140 occupational schemes that have 
5,000-plus members — a figure that has not 
moved since 2018.

Hymans Robertson head of DC provider 
relations Michael Ambery questioned 
whether the regulatory focus on 
consolidating smaller schemes was correct. 
“I think the biggest issue is that we are 
hitting the wrong end of the occupational 
market,” he said. Ambery said that there 
may be bigger potential gains from 
regulatory attempts to drive consolidation 
among larger providers. 

However, many of those attending the 
debate said it wasn’t hard to see why 
regulators were focusing on the 
consolidation of smaller schemes, 
particularly via the ‘Value for Money’ 
requirements, introduced in 2021, which to 
date only impact  schemes of up to £100m..

Aon’s head of DC investment James 
Monk says: “The main motivation for 
consolidation is economies of scale, and 
being able to provide a better solution to 
members. The incentive is obviously 
stronger at the smaller end of the market, 
so it makes sense that there will be more 
consolidation here initially.” 

However while consolidation is 
primarily happening at the smaller end of 
the market, there has been some reduction 

in the number of larger master trust 
providers. Cushon for example has recently 
acquired its third master trust. 

The company’s head of workplace 
savings Danny Meehan said: “We expect to 
see more consolidation in the master trust 
market in the years ahead for ourselves, 
and for others.

“Is consolidation happening fast 
enough? I must admit it really hasn’t moved 
as quickly as I thought it would, but it’s 
probably moving as fast as the market can 
take at present.”

However he added that this may not be 
as fast as the Department of Work and 
Pensions would like.  He added that some 
larger single-owner trusts are “not reading 
the writing the wall” when it comes to 
consolidation. The DWP might be focusing 
at present at sub-£100m schemes he said 
but those with assets north of £100m are 
“firmly in the eyes of the DWP” and can 
expect to be brought into the value for 
money regulations at some point. Trustees 
should be evaluating future options he said, 
which may include consolidation within a 
master trust structure.

Willis Towers Watson co-head of DC 
consulting Jayesh Patel says the speed of 
consolidation will be accelerated by these 
new VFM regulations. “One of the reasons 

Consolidation across the workplace pensions 
market is not happening at the pace that 
many anticipated, particularly among larger 
master trust providers, and that may not be 
such a bad thing, say advisers.

But, said delegates attending Corporate 
Advisers roundtable event on driving better 
member outcomes across the master trust 
and GPP market, this could result in renewed 
political and regulatory pressure to speed 
up this pace of consolidation — with more 
focus on larger schemes in the market.

Ahead of master trust authorisation 
many industry experts predicted radical 
contraction in this market, potentially 
leaving just a handful of large players 
within a few years. But these forecasts have 
proved to be wide of the mark. Data 
published in Corporate Adviser’s Master 
Trust and GPP defaults report shows that 
there were still 36 master trusts operating 
at the end of 2021, just two less than the 38 
that achieved authorisation just over three 
years ago. Meanwhile figures from The 
Pensions Regulator show that there are still 

MASTER TRUST & GPP HOUSE OF LORDS ROUND TABLE
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many reasons why it may take longer than the Government wants it to.  
Emma Simon reports

24  SUPPLEMENT
May 2022 corporate adviser

(Above) Hymans Robertson head of DC 
provider relations Michael Ambery, and 
(right) Willis Towers Watson co-head of DC 
consulting Jayesh Patel



it hasn’t happened sooner is that some 
schemes are looking for bespoke solutions, 
not just vanilla master trusts. But these new 
regulations will accelerate this process for 
schemes who may not have fully got to 
grips with what they should be doing. I 
think it is a good thing.”

Mercer partner and director of 
consulting Brian Henderson added: “I feel a 
lot of the trustees are going to be throwing 
the towel in soon. There is a lot going on, be 
it ESG regulations, issues around 
sustainability and coming down the line 

more about biodiversity, climate and social 
impact. In addition to that you have the 
private market stuff going on. It is a 
challenge to keep on top of all this.” 
However he adds this isn’t just an issue for 
trustees of smaller schemes. “This is a 
challenge across the industry, with trustees 
of even the largest master trusts grappling 
to keep on top of these issues.” 

Politicians, providers and consultants 
attending the event agreed consolidation 
should deliver better outcomes for members 
with larger schemes able to offer better 
governance, lower costs and the scale to 
invest in both a richer asset mix and better 
communication and engagement tools. 

Was there an inherent conflict of 
interest though, with greater consolidation 
effectively putting many smaller providers 
— and corporate advisers - out of work? 
Muse Advisory chief executive Ian 
McQuade said he did not think such 
perceived conflicts of interests were the 
reason consolidation was not happening as 
quickly as expected. “Consolidation is in 
most cases in members’ interests and it 
should be something that we as an industry 
are helping to facilitate.” 

Lord Davies of Brixton, a former actuary 
and trade unionist pointed out that he 
hoped this process would help support 

many smaller legacy schemes, whose 
members may be under-served by both 
providers and consultants. These smaller 
schemes may be expensive and not offer 
the same choices around retirement he said.

McQuade pointed out that there are still 
thousands of occupational schemes out 
there. “The top 20 per cent of these 
schemes are probably well looked after, by 
the sort of companies that attend events like 
this.” He says it is the other 80 per cent that 
are more of a concern. “These schemes  
were probably set up by an accountant with 
an old insurer, and are just sitting there. 
The corporate sponsors don’t want to spend 
the money on sorting it out and ensuring 
members are getting the best outcomes.” 

However while McQuade pointed out 
that many of these schemes could benefit 
from consolidation he pointed out that  
there will be anomalies. For example he 
said he was recently approach by a local 
firm of accountants about conducting a 
value for money assessment for a scheme. 
He said that the scheme in not providing 
value for money on a whole range of 
metrics, however it did offer a guaranteed 
annuity rate of 10 per cent. “All members 
are within eight years of retirement so it 
does not make sense to move and lose  
this guarantee.” 

Those attending the debate pointed  
out there were specific issues for hybrid 
schemes. Many of these schemes sit  
outside the value for money regulations,  
as the total assets exceed £100m, even 
those the lion’s share of these funds are in 
the legacy DB funds. 

(Left to right) Aon’s head of DC investment 
James Monk, Cushon head of workplace 
savings Danny Meehan, Lord Davies of 
Brixton, a former actuary and trade unionist, 
and Mercer partner and director of 
consulting Brian Henderson

Muse Advisory 
chief executive 

Ian McQuade

PIB Employee 
Benefits head of  

consulting 
Joanne Neary 
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Henderson says there are a lot of 
hybrids where it may make sense to pull out 
the DC component and roll that into a 
master trust. There are often though 
complications to doing this. 

Buck principal and DC proposition 
leader John Yates says that often with these 
hybrid schemes the focus of the trustees is 
on the DB component. He says: “This is 
certainly an area that is getting overlooked 
at the minute because it sits outside the 
regulation.” 

Isio head of DC pensions Richard Birkin 
agreed. He said that trustees should 
potentially start looking to move assets 
now, before they come within VFM rules. 

“If the pace does pick up, then trustees 
need to think about the choices there might 
be in the master trust sector.” Moving 
sooner rather than later may provide more 
options, he said. 

However McQuade pointed out that 
regulation was potentially hindering this 
consolidation for hybrids. To date the DC 
part of these hybrid schemes have been 
able to roll into a master trust — potentially 
giving members lower costs, improved 
administration and systems. “Until now 
when members come to retirement they are 
allowed to take their pot back into the DB 
scheme to pay the lump sum, as this is 
better for them financially than commuting 
some of their DB pension,” he added.

However, McQuade said a number of 
master trusts were now requiring members 
in this situation to go through a formal 
advice process before they can access these 
benefits. This “ridiculous wrinkle” is 

causing problems he said. “I am not sure if 
it is ambiguity that people are reading into 
the regulations, or whether it is ambiguity 
in the regulations, but it is causing 
problems for some schemes that have 
already gone down this route.” If it is not 
addressed he said this could potentially 
impact on further consolidation of hybrids. 

Baroness Ros Altmann, a former 
pensions minister, said it was important 
that consolidation did not disadvantage 
workers, particularly those on lower pay. 
She asked the consultants attending the 
event what sort of provision was made to 
ensure the receiving master trust offered 
tax relief at source arrangements, rather 
than net pay. The former ensures that 
employees earning below the personal 
allowance — which may include many 
part-time workers and women — get 20 per 

cent added to their AE contributions, even if 
they don’t pay tax. 

Barnett Waddingham partner and head 
of DC and workplace wealth Mark Futcher 
said that if consultants were advising a 
scheme with a significant number of 
employees on lower salaries, they should 
only be recommending schemes that 
offered this provision. As he pointed out 
there are now a number of master trusts  
in the market — including Legal & General 
— that offer both relief at source and net 
pay options. 

Altmann said that there have also been 
concerns raised about the accuracy of 
scheme data, with incorrect client records. 
She asked if sufficient checks were being 
made to ensure details were accurate, prior 
to a consolidation exercise. Futcher added 
that often consolidation can actually flush 
out potential errors or problems with the 
originating scheme’s data. 

Patel said that trustees have a 
responsibility when initiating a transfer to 
ensure that the data they pass on is fit for 
purpose. “They need to communicate with 
members, and to ensure addresses are 
correct and so on.

“When we think about auto enrolment 
10 years ago many employers put in place a 
process for the first time, which, in some 
cases may have neglected systems and 
payroll processes. What we are seeing now 
as part of this consolidation process is that 
time is now being spent making sure these 
process are fit for purpose. There’s been a 
review from top to bottom in some cases. It 
has been a real benefit of consolidation.” 

(Left) Isio head of DC pensions Richard 
Birkin and former pensions minister 
Baroness Ros Altmann. (Above) Buck 
principal and DC proposition leader  
John Yates

Barnett Waddingham 
partner and head of DC 

and workplace wealth 
Mark Futcher



He agreed that there is a lack of signposting 
and that more people would have invested 
in funds that were suited to them if there 
was more information available.

Patel said: “Looking at ethical funds, 
over the last few years my experience has 
been that trustees have made a point of 
actually making these funds more 
accessible to members. 

“Now we’re seeing the move towards 
ESG and climate funds, [the challenge is] 
making these funds more accessible - either 
as a self-select option or incorporated into 
the default.”

Patel said he had been disappointed by 
a lack of signposting and communication 
around these fund options. “But there is a 
real opportunity to engage some of the 
younger members particularly. 

“Signposting is really important and that 
should extend to faith-based funds and 
ethical funds because those engaged 
investors will want to know if one is 
available, and if so is there more 
information around it, because they 
typically have strong views around these 
issues,” he said.

Jason Marley, head of pensions at Kerr 
Henderson said: “A lot of the more paternal 
employers don’t try to signpost and let 
people know that these sorts of funds are 
accessible. 

“Members tend not to want the self-
select option because they feel that when 
they self-select ‘it’s over to you, it’s up to 
you’ - all the responsibility in terms of 
making sure that someone is actually 
delivering for you and de-risking as you 
approach retirement. 

“There’s no glide path now available. 
They don’t get the same oversight and they 
don’t get that same sort of visibility over the 
fund’s performance. 

“They’re really going to engage with it 
themselves and there’s just that fear of 
taking responsibility, which is why I see the 
conversation moving away from purely 
pensions to financial wellbeing.

“This isn’t an engagement with pensions, 
this is people’s relationship with money. It’s 
a problem and a big proportion of the 
population aren’t terribly good at managing 
their finances and are afraid of it, and 
pensions is just part of that.”

Delegates also questioned the extent to 
which people are taking advantage of the 
£500 advice allowance for advice. Baroness 
Ros Altmann suggested trustees and 
providers should do more to ensure there 
were “panels of approved advisers” 
available to scheme members, particularly 
as they approached retirement.

Marley said: “Because of adviser 
charging, this idea of lots of £500 for 
advice has disappeared. 

“We are finding a lot of employers are 
setting up retirement policies for their staff 
that give them a contribution towards 
advice because they don’t think guidance is 
strong enough. 

“As with auto-enrolment apathy prevails. 
Guidance means they actually have to go 
and take action themselves - they have to 
decide who the provider is, they have to fill 
out the paperwork, so it never tends to 
happen. So employers are saying, okay, in 
order for you to get the best outcome, we’ll 
give you an allowance and you go and 
select your adviser.”

Marley added: “People say ‘a lot of 
people don’t need advice’ and I agree with 
that. But what I’m very conscious of is if 
they make a bad decision based on 
guidance, they have very little or no right of 
recourse. If they take advice and that advice 
turns out to be poor, well, then they have a 
right of recourse then and that fee in 
comparison to the outcome of the 
experience all of a sudden looks very  
good value for money.” 

Delegates at the Corporate Adviser round 
table held last month at the House of Lords 
debated whether the pensions industry 
should do more to direct members to 
default funds that represent their religious 
and ethical values.

They agreed that there is a lack of 
signposting in the industry when it comes 
to informing scheme members about 
religious and ethical fund options.

According to the Corporate Adviser 
Master Trust & GPP Report 2022, the 
Shariah HSBC Islamic Global Equity Index 
returned over 27 per cent in 2021 and has a 
5-year annualised return of around 18 per 
cent, far higher than all default funds. The 
HSBC Shariah option was the leading 
faith-based option for all but two of the 
master trust and GPP providers covered in 
the report. 

Jayesh Patel, co-head of DC consulting 
at Willis Towers Watson, noted that the 
industry hasn’t always prioritised putting 
diversity and inclusion at the forefront of 
their pension engagement strategies. 

He stated that the industry is guilty of 
viewing it from an old-world perspective. 

MASTER TRUST & GPP HOUSE OF LORDS ROUND TABLE

TIME FOR A LEAP OF FAITH
The pensions industry needs to do more to engage members with ESG, 
faith-based and ethical funds. Muna Abdi reports 
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the proliferation of diversified growth funds 
and absolute return funds in response to 
that. 

“In terms of where we are today, it’s a 
really tricky market. You’ve got inflation 
surging certainly in the UK, a low growth 
environment with that and a market that is 
hugely volatile. So in response to that, I 
think we’ll start to see some creative 
solutions perhaps to offer alternatives.”

James Monk, head of DC investment at 
Aon added: “Inflation risk is key because if 
you look at the way that most of the 
platform default strategies are close to 
retirement, there’s very little inflation risk 
management. Inflation has been fairly 
under control for a long period of time. 

“We know that 90 per cent of people 
buying annuities buy a level annuity. 
People’s retirement benefits have badly 
eroded and inflation-linked annuities, 
which nobody’s been buying, have become 
a little bit more sensible.”

The Corporate Adviser Master Trust & 
GPP report revealed that the average default 
fund failed to keep pace with inflation in 
2021 for savers reaching retirement.

Brian Henderson, partner and director 
of consulting at Mercer argued inflation is 
not a factor that should be reacted to  
alone, though it should be on the agenda. 
There are many other factors to be borne  
in mind, including ESG, biodiversity and 
social impact.

He said: “I bet you nobody is thinking 
about inflation from a strategic perspective, 
so that needs to come onto the agenda as 
well. I think it’s too simplistic to say that one 
thing will drive change. There are so many 
things being presented at the moment and 
navigating your way through some of that 
stuff goes beyond the wit of many.

“We’re going to see more emphasis on 
active management coming into the mix, 
we’re going to see more diversity across 
different forms of asset allocation, as in 
people will be looking at it from a different 
lens because they’re forced to do that and 
then thirdly, I think there’s this piece about 
how do you combine all that to deliver the 
better outcomes as a whole.” 

He said: “We have strategic reviews 
every three years and we take views over 
the long term. We try not to get upset about 
what’s happening in the immediate term 
otherwise you start chasing your tail.”

According to the Corporate Adviser 
Master Trust and GPP Defaults report, the 
annualised returns for schemes over the 
last five years at retirement, one day from 
state pension age, differed by 9.17 
percentage points, with National Pension 
Trust attaining 9.27 per cent in 2021, 
compared to 0.1 per cent from Hargreaves 
Lansdown’s 100 per cent cash default 
strategy while National Pension Trust 
returned 11.71 per cent. This demonstrates 
the significantly divergent outcomes for 
members at-retirement.

Baroness Ross Altmann raised a 
fundamental question – ‘what do we mean 
by member outcomes?’. Pointing to the huge 
divergences between entire workforces’ 
outcomes at retirement, she highlighted 
that default pension strategies do not 
account for individuals’ circumstances.

She said that while the CAPA report’s 
data points of 30 years, 5 years and 1 day 
from state pension age were all very useful, 
they may not reflect the reality of most 
people’s lives. A more personalised 
approach would lead to more suitable, and 
therefore more useful outcomes, she argued. 

She concluded: “The overall pension 
approach hasn’t made room for individual 
difference in a market where people’s lives 
are very individually different now from what 
they might have expected it to be. You’ve got 
standard funds which are driven towards a 
particular date that may be totally useless.” 

Inflation risk is arguably the biggest 
current challenge for DC pension 
investment strategy, but analysts say a 
long-term view is needed when it comes to 
asset allocation. 

That was one of the key points shared at 
the Corporate Adviser round table held last 
month at the House of Lords, where decision-
makers from the DC sector discussed how 
workplace pension providers are performing 
for savers and how the retirement savings 
landscape could be improved.

Experts at the event said it was hard to 
draw any concrete conclusions from the 
experience of the great financial crisis of 
2008 – when experts predicted that 
equities would perform poorly, only for 
quantitative easing to fuel a decade-long 
bull run for equities. 

Ian McQuade, CEO at Muse Advisory 
said: “The DC investment environment does 
have a tendency to be quite cyclical. Over 
the last decade equity returns have been 
strong. Those that have had a high 
allocation in their default funds benefited 
from market conditions. But you go back to 
after the 2008 financial crisis, we saw then 

MASTER TRUST & GPP HOUSE OF LORDS ROUND TABLE

RIDING THE INFLATION WAVE
Inflation is playing havoc with the stock market and pension spending power. 
But it needs to be considered alongside a host of other reasons when 
considering asset allocation changes. Muna Abdi reports
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while 66% of people would engage more 
with their pension if it was delivered through 
an app. We developed and launched a fully 
transactional native app – a surprisingly rare 
thing in our sector – and cut the jargon out 
of our communications to make it easier for 
members to interact with their savings.

38% of people have not consolidated their 
pensions because they either didn’t know they 
could, don’t know how to or think it’s too 
difficult. Thanks to our app, we’ve developed 
a paperless transfer journey.

While 63% of employees would engage 
more with their pension if they knew it was 
making a positive impact on climate change – 
we launched the world’s first net zero pension, 
matching product with “customer” values.

If we are going to make sure that members 
achieve good outcomes, we have to engage 
them early and effectively on their journey to 
retirement. The onus is on us as an industry to 
deliver more of what the “customer” wants. 
We need to start listening more - engagement 
starts with us.

The purpose of improving member engagement 
is not simply about generating appreciation for 
the most expensive benefit that any employer 
provides. Greater engagement levels are critical 
to ensuring good member outcomes.

A relevant example of this is in the setting 
of de-risking periods in default funds. As 
members get closer to retirement, they are 
automatically moved from higher risk to lower 
risk asset classes through ‘lifestyling’. However, 
there is a fundamental issue of concern that 
can negatively impact members’ retirement 
outcomes, particularly if there is a mismatch 
in when and how a member wants to take their 
retirement income. 

Members are often defaulted to a scheme-
level retirement age, which in many cases is not 
connected to state pension age and, because of 
low engagement levels, is very rarely reviewed 
or changed. The issue is that the de-risking 
period is determined by the ‘target’ retirement 
age and if the defaulted age is not really what 
a member intends, the de-risking period will 
either start too soon or too late. Either scenario 
is detrimental to a member’s final outcome.

Members need to fully understand the 
implications of this and be encouraged to 
continually review their retirement age along 
with their circumstances and goals. If they need 
to change it, it needs to be easy to do so. 

Another relates to contribution levels. 
Although auto enrolment has done a great 
job of getting more people into pensions,  
it’s done nothing to tackle the issue of 
inertia that continues to prevail in pensions - 
consequently contribution levels hover around 
minimum levels, which in many cases are  
wholly inadequate.

There are calls for Government to increase 
the auto enrolment minimum contribution 
levels. Although this would be a step in the 
right direction, any increase is unlikely to be set 
at a sufficient level for a sustainable retirement. 
And it would not deal with the underlying issue 
- that too many people are sleepwalking their 
way to retirement and they only wake up when 
it’s too late.

The bottom line is that the pensions 
challenge doesn’t end with getting people 

into pensions, that’s just the start. We need 
to make sure that people have a fair chance 
to build an adequate pension pot. This is only 
possible if we can get them engaged. Engaged 
pension members are more likely to review their 
contribution levels, pay in more, update their 
retirement age and ultimately get the retirement 
they deserve. Whilst inertia prevails, pensions 
aren’t doing their job.

It’s not Government’s job to crack the 
engagement issue, it’s our job as pensions 
providers.

We need to start treating pension members 
as if they were “customers”. It sounds obvious, 
but in reality the pensions industry tends to 

see the employer as the customer rather 
than the end user and this is really where the 
problem starts. Retailers start by listening to 
their customers; they know that they can only 
get their products sold if this is what customers 
actually want and deliver them in a way that 
customers can easily access them. The pensions 
industry needs to get much better at listening.

For instance, most of our major proposition 
developments have come about from research 
where we have actively asked people what  
they expect from their pension provider and 
what would make them engage with their 
pension more.

53% of employees would save more into 
their pension if they understood it better, 

53% of employees would 
save more into their 
pension if they understood 
it better, while 66% of 
people would engage  
more with their pension  
if it was delivered through 
an app

OPINION

WHY INCREASED 
ENGAGEMENT IS SO 
IMPORTANT IN DC
» Steve Watson head of proposition, Cushon
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Doing well by doing good
Franklin Templeton approaches social 
infrastructure as an impact investing 
strategy that is investing with the explicit 
intention of generating financial returns 
alongside measurable and positive social and 
environmental impact. It can be thought of as 
investing with a dual-return approach that seeks 
“win-win” investment opportunities where a 
measurable impact return is targeted in addition 
to an at-least market rate financial return. Asset 
renovations that directly improve the utility of 
the space for tenants and visitors can both 
improve the quality of services being provided 
and increase the value of the physical asset. We 
can also create local partnerships that enhance 
the experience of stakeholders. For example, 
working with a local school to have students 
volunteer time at an elderly care facility can 
create a more enjoyable experience for the 
elderly, thereby increasing the demand for that 
facility to the community. Another example of 
a win-win opportunity involves making energy 
efficiency upgrades. These improvements can 
reduce service costs while reducing greenhouse 
gas emissions. Investing in social infrastructure 
with a focus on impact can not only yield 
market-rate returns, it can also create financial 
resiliency that improves financial results.

Therefore, in summary investing in social 
infrastructure offers two compelling benefits 
to DC schemes:
1. It delivers attractive stable returns that are 
uncorrelated to listed equities and bonds and;
2. it may lead to improved engagement among 
DC investors.

*The Power of Emotions. Responsible Investment as a 
Motivation for Generation DC, Franklin Templeton 2019.

Investment in private assets within workplace 
DC is the hot topic. So far, the debate seems 
to have gravitated towards the likely additional 
cost and the other barriers to entry with less 
focus on the “why?”. As with any investment 
decision, the key determining factor should 
be an improvement to member outcomes. 
Of course, the church of private assets is a 
broad one, from real estate to private equity. 
In this article I’ve chosen to focus on social 
infrastructure and consider the case for 
investment within a DC scheme.

There are two widely-accepted reasons to 
invest in private markets. First, to access the 
so-called ‘illiquidity premium’: the extra returns 
available to investors who commit capital which 
they do not require back at short notice. The 
second reason is to access returns which are 
uncorrelated to other assets held in a portfolio, 
thereby seeking to smooth-out returns. Both 
make as much sense for a DC scheme member 
as they do for DB schemes, where members 
have long benefitted from the inclusion of 
private markets assets.  

Additionally in the case of social 
infrastructure, there can be another benefit: 
a direct ‘impact return’ to communities and 
the planet. Our own research* showed that 
for “Generation DC” – pension savers aged 
22-38 – there is a clear misalignment between 
what they feel about responsible investment 
and what their pension delivered on it. It also 
showed what a powerful motivator it could 
be for members:

 78% say their current pension provision 
either doesn’t align with their own values (or 
they don’t know if it does)

 45% would be motivated to increase their 
own contributions if their pension included 
responsible investment

 We estimated an additional £1.2bn of 
employee contributions could be invested 
annually by Generation DC if responsible 
investment was included in their pension. 

Social Infrastructure
We define social infrastructure as the physical 
property assets that facilitate social services, 
helping build strong communities. Assets 

include healthcare and education facilities, 
social and affordable housing, and buildings 
related to justice, emergency and civic services. 
Governments continue to account for the 
majority of investments in social infrastructure. 
However, the 2008 global financial crisis, the 
subsequent recession and then the pandemic 
led to cutbacks in government spending 
exacerbating the need for private capital.

From a pension investor perspective, social 
infrastructure has some interesting attributes:

 Stable cash flows and dividends – cash 
flows are determined by regulation or long-
term contracts linked to the asset base rather 
than the economic cycle;

 Inflation hedge – the majority of the 
assets have a direct or indirect pass through 
of inflation;

 Diversification – low correlation to the 
economic cycle and therefore to equities and 
bonds that today make up the majority of a 
DC portfolio.

The lower correlation to other assets is 
driven by security on the income. In addition, 
the services provided by social infrastructure 
tenants’ businesses are often essential, making 
them less exposed to volatility. We saw this in 
the early months of the pandemic when social 
infrastructure-heavy sectors such as healthcare 
and residential property outperformed the likes 
of office and retail.

For “Generation DC” 
– pension savers aged 
22-38 – there is a clear 
misalignment between 
what they feel about 
responsible investment 
and what their pension 
delivered on it

OPINION

DOING WELL BY DOING 
GOOD: THE CASE FOR 
PRIVATE MARKETS IN DC 
» Lee Hollingworth Head of UK Retirement, Franklin Templeton
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OPINION

VALUE FOR MONEY: 
THE LEGAL & GENERAL 
MASTERTRUST GUIDE 

so members can receive rapid online support, 
an interactive retirement planning tool, and lays 
foundations for developments like the pensions 
dashboard.

 Wellbeing: Our financial wellbeing site, 
Go&Live, addresses financial welfare issues 
from accumulation to retirement.

 ESG focus: We teamed up with fintech 
platform Tumelo to allow members to vote on 
the environmental, social and governance (ESG) 
issues that matter to them. This insight allows 
us to factor in members’ views before we vote 
on ESG issues at company annual general 
meetings.

Our Mastertrust offers our ‘to and through 
retirement’ Target Date Funds which include 
funds that have growth components which we 
believe may potentially help clients wishing to 
offer members a default arrangement with a 
more positive environmental, social and 
governance stance. Members also have access 
to our investment pathways through our 
Mastertrust arrangement.

 Member choice: We provide flexibility in 
how members take their pensions including 
accessing income drawdown within our 
Mastertrust without the need to transfer to a 
separate vehicle, making for a seamless 
transition from saving to spending.

If you’d like to find out more about specific 
costs for your scheme, please visit www.lgim.
com/scheme-consolidation.

Regulations now require trustees and 
administrators of DC schemes with assets  
under £100 million to carry out assessments 
to see if their current pension plan is offering 
value to its members compared with three  
other schemes.

However, even for larger schemes which 
aren’t currently obliged to undertake these 
formal assessments, it’s important to regularly 
review whether they’re providing good value 
for members as a matter of best practice.

Assessing value for money
Value isn’t determined by cost alone and the 
cheapest scheme might not be the best option 
for members. Government guidelines on 
assessing value says assessments should cover: 

 costs and charges 
 net investment returns
  administration and governance including 

quality of services for members

In assessing the last of these categories 
(administration and governance), schemes 
should be checked for how well they perform 
in the following areas: 

  Promptness and accuracy of core 
financial transactions 

 Quality of record-keeping 
  Appropriateness of the default 

investment strategy 
 Quality of investment governance
  Level of trustee knowledge, 

understanding and skills to operate the 
pension scheme effectively 

 Quality of member communications  
  Effectiveness in managing conflicts  

of interest

Our *award-winning Legal & General 
WorkSave Mastertrust 
The Legal & General WorkSave Mastertrust 
was set up by Legal & General in 2011 using 

the company’s resources and investment 
capabilities but managed by an independent 
board of trustees.

The trustees ensure the Mastertrust is well 
governed, operates in the best interests of 
members and, where necessary, will challenge 
Legal & General on opportunities to improve.

Value for money is assessed annually and 
the results are published in the annual trustee 
chair’s report which can be found at www.
legalandgeneral.com/mastertrust.

As winners of Corporate Adviser’s award 
for Best Master Trust in 2021*, we’re proud to 
share some of our scheme’s best features:

 Economy of scale:  Our Mastertrust 
surpassed £17 billion in assets under 
management as of December 2021, making it 
the largest commercial master trust in the UK. 
This scale gives us the ability to continually 
invest in our proposition.

 Member engagement: Our second virtual 
annual member forum on pension basics 
attracted thousands of members on the day 
while the recording of the event was still being 
downloaded four months later. We have had 
more than 18,000 views to date.

Our trustees’ Member Advisory Panel meets 
quarterly to provide trustees with an opportunity 
to hear direct feedback from a diverse member 
base to understand what matters most to them.

 Client liaison: Our 24/7 interactive 
dashboard, MySI (My Scheme Intelligence), 
provides insightful information that keeps 
scheme managers up to date with the latest 
matters relating to their scheme. We were the 
first provider to offer real-time scheme data 
and service-level tracking.

 Innovation: Our app, Coll8, allows pension 
scheme members to access their pension on 
the go so they can feel in control of their 
retirement savings. We’re also continually 
enhancing our secure pensions portal, Manage 
Your Account. This includes a virtual assistant 

» Stuart Murphy and Rita Butler-Jones co-heads of DC, LGIM

Important Information: For professional clients only. Past performance is no guarantee of future results. The value of an investment and any income taken from it is not guaranteed and can go down 
as well as up, you may not get back the amount you originally invested.  Views expressed are of LGIM as at April 2022. The Information in this document (a) is for information purposes only and we are 
not soliciting any action based on it, and (b) is not a recommendation to buy or sell securities or pursue a particular investment strategy; and (c) is not investment, legal, regulatory or tax advice. Legal & 
General Investment Management Limited. Registered in England and Wales No. 02091894. Registered Office: One Coleman Street, London, EC2R 5AA. Authorised and regulated by the Financial 
Conduct Authority, No. 119272.
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