DC Roundtable

A universal solution for the individual?

CAMRADATA
July 2019

@

=

Sponsored by

[3: NEWTON

CAPITAL

Investment

G RO U PSM Management




Clear and Independent
Institutional Investment Analysis

We provide institutional investors, including pension funds, insurance companies and

consultants, with data and analysis to assess, research and report on their investments.
We are committed to fostering and nurturing strong, productive relationships across the

institutional investment sector and are continually innovating new solutions to meet the
industry’s complex needs.

We enable institutional investors, including pension funds, insurance companies and
consultants, to conduct rigorous, evidence-based assessments of more than 5,000
investment products offered by over 700 asset managers.

Additionally, our software solutions enable insurance companies to produce consistent

accounting, regulatory and audit-ready reports.

To discuss your requirements
+44 (0)20 3327 5600
info@camradata.com

Find us at
camradata.com

in Join us on LinkedIn

B Follow us on Twitter @camradata

© Copyright CAMRADATA Analytical Services July 2019.

Contents

Introduction

Roundtable
Sponsors

Roundtable
Participants

A universal solution for
the individual?

Capital Group

Newton Investment
Managment

This marketing document has been prepared by CAMRADATA Analytical Services Limited (‘CAMRADATA'), a company registered in England & Wales with registration number 06651543. This document has

been prepared for marketing purposes only. It contains expressions of opinion which cannot be taken as fact. CAMRADATA is not authorised by the Financial Conduct Authority under the Financial Services

and Markets Act 2000.CAMRADATA Analytical Services and its logo are proprietary trademarks of CAMRADATA and are registered in the United Kingdom. Unauthorized copying of this document is prohibited.

A Reminder About Our Aims

For the first time, on a global basis, we are at the point where Defined
Contribution (DC) assets exceed Defined Benefits (DB) assets in the seven
largest pension markets, according to Willis Towers Watson'’s Global
Pension Assets Study. Over the last 10 years, globally, DC is growing at a
faster pace at 8.9%, while DB assets have grown by 4.6% during this time.

In the UK, although 82% of the market is still invested in DB assets, this

is set to change. We now have 15 million people invested in DC schemes
totalling around £400 billion. The Office of National Statistics stated that

UK employees paid more into defined contribution (DC) pension schemes
than defined benefit (DB) schemes for the first-time last year, with employee
contributions into DB pensions falling from £3.4bn to £3.2bn in 2018, and
the amount paid into DC schemes rising from £1.4bn to £4.1bn.

This backdrop, along with the fact that employers have been pressured

to increase their contributions to ensure that for employees the minimum
overall contribution rates to DC pensions are at 8% from April 2019, all point
towards the fact that the DC market is continuing to gain momentum and
focus.

There are a variety of DC options available to the investor, but how do
employers decide which one would be most suitable for their employees?
An employer-sponsored scheme may be set up as a trust-based scheme
or may be provided by a pension provider, such as an insurance company
or investment platform, but ultimately this decision will be down to the
individual employer.

Arguably, as the responsibility has shifted in most cases to the individuals,
the key challenge is taking some of that responsibility back and keeping
individuals within these schemes engaged with their pension, motivating
them to continue to increase their contribution to their overall pension
scheme, based on today’s statistics that 25-year olds now have a life
expectancy of 91 (BNY Mellon).

In addition, as the interest in considering ESG factors swells globally, there
is also more of a requirement for a variety of options across investments,
vehicles and outcomes, from both employers and individuals. This provides
both challenges and opportunities across the market, in terms of innovation,
education and distribution.

CAMRADATA's DC roundtable aims to investigate the investment options
for investors, diversity amongst providers, how this should be adapted
across schemes and individuals, and current challenges and opportunities
surrounding how the market will look in the future.

References
https://www.willistowerswatson.com/en-GB/press/2019/02/global-dc-pension-assets-exceed-db-assets-for-the-first-time,

hitps://www.bnymellon.com/emea/en/our-thinking/uk-pensions-evolution-three-key-themes-driving-the-industry.jsp,
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/workplacepensions/bulletins/annualsurveyofhoursandearningspensiontables/2018provisionaland201 7revisedresults,
hitps://www.hymans.co.uk/news-and-insights/news-and-blogs/blog/dc-comes-of-age/
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Capital Group
Company Profile

Founded in the US in 1931, Capital Group is one of the world’s largest independent investment
managers. Throughout our 85-year history, we have been focused on delivering superior,
consistent results for long-term investors. Investment management is our only business, and
the stability of our organisation has enabled us to maintain a long-term perspective. We build
our investment strategies with durability in mind, backed by our experience in varying market
conditions. Our investment process is designed to enable individual investment professionals to
act on their highest convictions, while limiting the risk associated with isolated decision-making.
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Newton Investment Management
Company Profile

Newton Investment Management is a London-based, global investment management firm,
providing a focused range of investment strategies to public and private-sector DB and DC
pension funds, corporations, charities and, via BNY Mellon, individuals.

We run a broad range of equity, fixed-income and multi-asset strategies, and have particular
expertise in absolute-return, income-focused, high-conviction and sustainable investing. We use
a global thematic approach to help achieve long-term perspective. Our themes inform both the
rigorous fundamental analysis carried out by our experienced global research analysts, and the
construction of portfolios designed to meet our clients’ requirements. We consider environmental,
social and governance issues in relation to every company in which we invest, in the belief that
responsible investment is better investment.

www.newtonim.com

Josh Conran
Associate Director, UK institutional

Josh Conran is an Associate Director, UK institutional, at Capital Group. He has
six years of industry experience and has been with Capital Group for one year.
Prior to joining Capital, Josh worked as a DC investment relationship manager
at BlackRock where he was also a summer analyst. He holds a bachelor’s degree in management
from the University of Nottingham. He also holds the PMI Certificate in DC Governance and the
Chartered Alternative Investment Analyst designation. Josh is based in London

Jin Philips
Head of strategic relationships, EMEA

Jin rejoined Newton as head of strategic relationships EMEA in 2018. She

is responsible for directing Newton'’s sales strategy across UK institutional
and charity channels and leading our London-based consultant relations and
partnered sales teams. Jin previously worked at Newton in 2008-2013, initially as institutional
relationship manager for Asia, Middle East and Europe, and latterly as co-head of North
America. She rejoins the business from the aviation security technology industry where she held
management consultancy and business operations roles.

Jin was selected for the 2016 Goldman Sachs Returnship programme in New York and previously
held positions as client director in the institutional client group at Barclays Global Investors and as
a consultant at Cambridge Associates in the US and UK.

Jin graduated from Mount Holyoke College with a BA in Economics and has completed the
Investment Management Certificate (IMC).



Roundtable
Participants

» BARNETT
WADDINGHAM

Roundtable
Participants

beyond the expected
Martin Willis Steve Hayton
Principal Head of Group Pensions
Martin currently leads advice to corporate and trustee bodies in relation to their Steve is Head of Group Pensions at the Nuclear Decommissioning Authority (NDA).
DC pension arrangements. This includes scheme design, ongoing governance The nine pension arrangements that span the NDA group range from final salary
and member engagement. He has advised on many pension change exercises, pensions with continuing accrual, public service schemes, industry wide schemes
including DC consolidation, DB to DC transition and wind-ups of DC schemes. and defined contribution schemes. The two largest pension schemes are Trust-based multi employer
. . o . schemes with over £5 billion of assets, 30,000 members and 13 employers between them.
Martin advises a broad range of organisations and acts as DC representative on Barnett
Waddingham’s charity and not-for-profit working group. Steve managed the establishment of the NDA's flagship pension scheme, the Combined Nuclear
. ] ] ) ) o . ) Pension Plan (CNPP) in 2006 and was Scheme Secretary until last year. The CNPP has 20,000
Martin has spoken at a variety of industry seminars focusing on DC pension issues, including ones members of which 6.000 are defined contribution
run by the Personal Finance Society, the Investment and Life Assurance Group and the National ’ '
Association of Pension Funds. He is also a member of the Society of Pension Professionals Defined Steve has a 30 year career in pensions, starting out with the Government Actuary’s Department.
Contribution Committee. He is a Fellow of the Pensions Management Institute.
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Partner

Erica has over 15 years’ experience advising DC schemes, with a focus on
investment strategies and investment manager research. She has a comprehensive
knowledge of the DC market and can bring you the latest ideas and solutions
available and help you understand how they might enhance your offering to members.

Using LCP’s innovative technology, she breathes life into the process of understanding investment
beliefs and setting objectives, which are key when putting in place a strategy to deliver the best
outcomes for members. With her extensive background in investment manager research she leads
the efforts at LCP in this area to ensure that DC clients have access to the best investment products,
from challenging the industry to integrate the best ideas from DB schemes, such as illiquid assets, to
researching DC specific products like target date funds.

Erica spoke at LCP’s latest annual DC conference about improving outcomes for members as well as
taking part in a number of industry roundtable and panel discussions focusing on this topic and DC
schemes’ ability to access illiquid investments.

Director of Workplace Solutions

Tme?
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Since joining PS Aspire as Director of Workplace Solutions in 2016, Alan’s focus
has been on two key areas of development and expansion, the Aspire Savings Trust
(a Master Trust) and assisting employers and trustee boards in finding more efficient
means to support members in their financial decision making. Alan has also taken a keen interest in
helping to further develop the “Aspire2Retire” pre and at retirement support services, which provide
scheme members easier access to impartial guidance and advice around pension flexibility and
choice.

During a career spanning over 30 years in financial services Alan has held a number of senior business
development roles, both within the traditional provider market and larger consulting community.

The major part of Alan’s career has centred on assisting companies in selecting the right DC solution
and delivering on large scale communication assignments, aimed at supporting employees’ better
understanding and ability to plan around their future financial needs.
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Niall Alexander
Head of DC Solutions

Niall joined P-Solve’s specialist DC team in 2011, focusing on working with
fiduciary and non-fiduciary clients in the development of investment objectives,
investment strategy, asset allocation, provider selection, and governance. In
addition to running the DC Solutions team at P-Solve, Niall chairs P-Solve’s Defined Contribution
Management Committee, responsible for the composition of clients’ DC default investment
strategies.

Niall’s previous experience was with Willis in Dublin, where he adopted a senior role in establishing an
investment consulting business to provide advice for a range of DC and DB pension plans, as well as
charities.

Niall has a First Class Honours degree in Mathematics from Trinity College Dublin and is a qualified
Actuary. He is a frequent industry speaker and contributor to trade press. Outside the office, Niall is
a keen marathon runner and endurance cyclist, and can often be found running or cycling around
southwest London.

@ Save the Children

Elizabeth is Head of Pensions and Investments for Save the Children Fund,
appointed in 2013. Save the Children UK’s workplace pension is a Group Personal
Pension with Legal and General, they also have legacy defined benefit pensions
with TPT retirement solution. In 2014 Elizabeth was elected an Employer Nominated director of TPT
retirement solutions. TPT is a multi employer pensions trust of £10 billion assets of which £1 billion
are DC and has applied for Master Trust authorisation.

Elizabeth Garner
Head of Pensions and Investments

Elizabeth roles have included strategy for the pension provision and investments offered to DC
members, including default funds and post pension freedoms. In May of this year she concluded the
wind-up of a legacy trust based scheme of which she was chair.

Previously she was pension trustee pension trustee/director of the Atkins Pension Plan for 13 years;
a £1bn Pension Plan with 22,000 members, where she sat on the DC committee for investment and
administration. This ended in 2013.

She is passionate about pensions and getting the best value for workers who do not wish to work
forever; and delighted to see the recent embracing of ESG and climate change issues within DC.

Elizabeth is Fellow of the Chartered Association of Certified Accountants, FCCA and member of the
Pension Management Institute DipPMI.
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Brendan Maton
Freelance Journalist

A highly experienced financial journalist with an expansive network of contacts

in the UK and across Europe. Brendan has written about pension schemes and
national welfare systems from Finland to Greece for 18 years and understands the
retirement savings industry in each European country.

Brendan has interviewed EU commissioners and national ministers; central bankers; pension scheme
heads; insurance chief executives; chief investment officers; actuaries; union officials; professional
and lay trustees.He worked at Financial Times Business for eight years, finally as editor-in-chief of

all international pensions titles. Brendan has spent the last ten years as a freelancer for a number of
publications, including Financial Times, Responsible Investor, Nordic region pensions news and IPE.
He is also Chief webcast host for IPE.

Brendan has acted as conference chair for Financial News, the UK National Association of Pension
Funds, Dutch Investment Professionals Association (VBA), Corestone, Insight Investment, Marcus
Evans, Robeco Asset Management, Sustainable Asset Management (SAM), Towers Watson.
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Ethics are
personal.
‘Should people
eat meat? Would

the world be
better off if we
all went vegan?'

If savings are a money trail, then it takes no more than a couple

of steps to reach the default fund in defined contribution pension
schemes. This is where almost all the money people save in modern
workplace pension schemes ends up. The sixth annual CAMRADATA
DC roundtable began by acknowledging this fact. Steve Hayton, group
pensions manager for the Nuclear Decommissioning Authority (NDA)
said that around 75% of DC assets were housed in the scheme default
fund. Elizabeth Garner, head of pensions and investments at charity,
Save The Children, said more than 90% of its members’ total DC
savings were in the default.

Given this weight of savings, the panel was asked whether Environmental, Social
and Governance (ESG) considerations should be baked into the default option. “It

is still early days and whilst ESG is being considered across our client base, making
a specific ESG allocation within the default strategy isn’t the norm. Instead it has
been more around understanding how existing managers are considering ESG” said
Erica Beltrami, a partner at LCP, a pension fund consultancy. “Further consideration
around whether a specific allocation should be made is the natural next step as ESG
integration becomes the norm.”

Integration means including ESG considerations in all aspects of capital management,
not merely offering it as an option on the side. “Schemes can and should evaluate
asset managers on ESG integration. Ask your manager to demonstrate how ESG is
integrated across their research and portfolio construction processes — not at one
point in time, but on an ongoing basis,” said Jin Philips, head of strategic relationships,
EMEA, at Newton Investment Management. She explained that if a manager is
deploying high-calibre research, then ESG should doubtless form an integral part of
that research capability. “We see ESG factors as risks and opportunities, which is why
Newton has developed our own, transparent ratings methodology,” she said. “ESG is
very much about financial outcomes.”

Niall Alexander, head of DC solutions at River & Mercantile Solutions, distinguished
between ethics and ESG. “Ethics are personal. ‘Should people eat meat? Would the
world be better off if we all went vegan?’” These issues matter a lot but, for Alexander,
they do not relate directly to finance. “We describe ESG as telling factors, just like
currency and inflation.

So we include them but in the same way - truly holistically rather than a separate
debate. And their influence waxes and wanes.”

That means investors should not apply ESG criteria in a static fashion, according to Josh
Conran, associate director for UK institutional at asset manager Capital Group. As an
example, he pointed out that analysing and engaging with companies thoroughly can
mean potential issues are identified long before any scandal; this contrasts with many
ESG rating systems which only pick up issues after an event. Such backward-looking
assessments were in contrast to the Capital Group approach whereby ESG analysis is
incorporated into a whole-of-company assessment by portfolio managers and analysts
on a forward-looking basis.

Philips agreed. On the final point she noticed that one value-play in ESG was to focus on
those companies progressing their ESG potential: “the improvers”. Philips said that only
backing the recognised ESG champions of today could potentially mean missing out

on future financial upside from those companies working to improve their ESG footprint
over time.

The debate over ethical versus ESG persists, however, because many people
instinctively want to use their wealth to benefit other people with great need as well as
get areturn.

“We always have staff asking about ethical options,” said Garner.

“l would have my own retirement sorted if | had a pound for every time | had to explain
the difference between ethical and ESG,” commented Martin Willis, a principal at
pension fund consultancy, Barnett Waddingham.

He noted that pension scheme members can put ethics into a collective pension fund
but it requires a high quorum of approval (Cancer Research has a tobacco-free default
fund).

As ever with DC, communication raises its head as a major feature. Philips noted that
Newton has been working with a major public-sector pension scheme in California

to communicate how ESG factors are taken into consideration in the scheme’s ESG
balanced investment option. The intention is to communicate directly to the scheme’s
members using tangible and local language to convey how their investments impact the
environment, society and their future retirement income.
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DC plans were
in the habit of
using daily-
dealing funds

even though a

member’s time
horizon is over
decades

Who the cap fits

The CAMRADATA panel then segued into fees and costs. These are influential in the UK
market ever since the government introduced a 75bps cap on default fund costs. Willis
pleaded that people should not see cheap as best or good value.

Alexander’s remedy was for trustees to concentrate on their risk budget first and
foremost, rather than extrapolating ‘value’ from past performance and/or fees.

There is a further complication in that the insurers and platforms from whom schemes
access investment management typically charge a fee, while the houses which actually
do the investment management charge the platforms a sub-fee. The scheme will not see
those two elements separated.

Conran suggested that splitting them out could be beneficial. There is currently no
guidance to trustees on the two parts in isolation so they don’t know what they are

paying.

Philips asked why administration costs do not get split out from investment costs. This
is @ moot question, as the latter is typically perceived as the higher of the two while

in reality some platforms take the lion’s share just for administration. Beltrami warned
that even if some platform providers rebuff such attempts to make their charging more
transparent, there should continue to be a collective push for more transparency in this
area.

The panel then came to some fresh thinking on how trustees might get the kind of risk-
return pay-off they need for the years ahead. The UK government has been consulting
for the best part of a year on how to open up illiquid investments to DC plans. llliquids
here means the likes of real estate and infrastructure, privately traded debt and equity.
Alexander did not see an overwhelming need: “What are you trying to achieve?” he
asked. “Why worry about this stuff when there are still a lot of schemes with a UK equity
bias; and some with 100% in equities in the growth phase at ages when members can
retire. There are basics to be improved upon, never mind the refinements.”

Beltrami, on the other hand, said that DC plans were in the habit of using daily-dealing
funds even though a member’s time horizon is over decades. She pointed out that daily
dealing was not a legal requirement but a norm which merited rethinking. LCP has done
just that for a client — taking them into weekly and monthly-dealing funds, which Beltrami
claimed was a first not just for the client but also for the platform provider.

Newton gains exposure to less liquid assets via listed securities and trusts and has been
able to harness the diversification benefits of these assets within its multi-asset strategies
and solutions. “Some illiquid specialists also prefer to incorporate listed securities and
trusts, because it is currently the most likely way that pension schemes can access the
likes of private equity while staying under the price cap,” said Philips.

Opening up the DC investment landscape means that pension schemes are becoming
more aware of the risk-return profiles of all types of investment strategy. This includes the
section before retirement where hitherto sovereign fixed income and cash were used to
dampen volatility. Nowadays, more active managers are offering higher-return, lower-
volatility approaches to appeal to DC plans.

Conran followed Alexander’s point about doing better from within the universe of public
securities by making the case for putting more exposure to Emerging Markets into UK
DC plan portfolios. He explained that Emerging Markets [as defined by MSCI] account
for 40% of the global economy and 70% of its growth. Yet in global equity indices,

these countries only receive 11% of the weighting, and often even less than that in DC
default funds. One route Conran strongly advised against, though, was merely tracking
a representative index of leading EM companies. “The EM index is highly concentrated,”
he said, “with for example over 53% just in IT and financials. As a result, it can also be
very volatile.” Instead, Capital Group advocates taking a broader approach to emerging
markets — including EM debt and also companies outside emerging markets but which
derive most of their revenues from those countries. This then lowers the heavy exposure
of the EM equity index to banks, insurers and IT stocks. To this, Capital adds governance
and company engagement. The result is a strategy that produces cumulative returns
equivalent to the index but with considerably less volatility.

Hayton said he would be interested in the money-weighted returns as these reflected
the lived experience of a DC saver. Philips noted from an emerging markets debt
perspective, large UK DC schemes have implemented absolute bond strategies, such as
Newton’s global dynamic bond strategy (GDB) as part of the default. “GDB is a way for
schemes to gain selective, actively-managed emerging markets debt exposure tactically
alongside global HY, sovereign and corporate fixed-income exposure,” she said. “The
strategy’s absolute return focus is closely aligned with DC members’ desired outcomes
in the growth and in-retirement phases.”

Philips commented that the extraordinary equity returns of the last ten years have
undoubtedly impacted default design and asset allocation decisions. She said that
focusing on relative performance has been palatable over that period, but “we ultimately
should be focusing on absolute returns and outcomes for DC members.”
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Progress has
largely been
thanks to the
ambition of the
tech companies
rather than

incumbent banks
and insurers.
Pension funds and
administrators
are even further
behind the curve

Late adopters

The golden age of DC is not yet here: one reason being the slowness of financial services
in the UK to embrace technology. It is now possible to manage most of your day-to-day
money needs using a smartphone. Challenger banks and tech-focused specialists will
bring together on one screen various savings pots, including ISAs and SIPPs alongside
current and deposit accounts. But progress has largely been thanks to the ambition

of the tech companies rather than incumbent banks and insurers. Pension funds and
administrators are even further behind the curve. In spite of the trillions of pounds saved
specifically for retirement, there is no popular pensions app. The CAMRADATA panel
discussed why.

“We have created a pensions dashboard but there has not been a joint initiative with the
wider savings industry,” said Garner. “Post Pension Freedom, | think people do think of
pension as savings but they can’t access them in the same way.”

Willis said that pension providers were reluctant to engage in a way that would offer
scheme members all their financial accounts on one screen, ie pension alongside current
account and insurance policies. In theory it is possible but in practice it is not happening.
Alan Emberson, director of workplace solutions at PS Aspire, said that it was possible
now to establish such a savings dashboard (if you have the right underlying technology
platform in place) however, that does require the member’s consent to such data
requests and that schemes also had to make the effort to negotiate with their relevant
providers to get these types of data feeds established. He said there are companies who
can facilitate this, but in workplace pensions more generally “we are not there yet.” That
is because, according to Emberson, no one has yet answered the big question of who
should be paying for such unification. At present it could be either of the employer, the
Scheme or, the members themselves.

Like most bigger pension consultancies, both Barnett Waddingham and PS Aspire
offer their own platforms which tackle the issue. The former’s, called ME2, works as a
web app. But it doesn’t have feeds from every source, e.g. student loans, and cannot
currently model big expenditures such as weddings.

This matters because if ordinary working people are to gain a better understanding of
what their pension savings can do for them — as part of total wealth and personal finance
- then pension providers need to reshape their communications into the kind of language
around spending ordinary people understand.

Beltrami said that people don’t start planning for retirement in response to a figure on
a sheet of paper. They need help to think what sort of lifestyle they expect, e.g do they
want to eat out once a month or twice a week? Beltrami said the pensions industry
needs to do more straightforward communication on this level of ordinary household
budgeting.

Willis agreed. As one example, ME2 uses images such as cocktails to help client
schemes’ members decide how much they want to spend on drinking and socialising.
Hayton told the CAMRADATA panel that “the solution is not to tell people what to save
but to offer better modelling to help them understand.”

The NDA's flagship scheme has recently switched its plan administrators in order to give
members new tools to allow them to do just that — work out what they need to save
under various scenarios.

But the NDA is an unusual employer, often one of the biggest in the locale, with a unique
purpose, which makes for a very loyal and stable workforce. “We have generations of the
same family working for us,” says Hayton. “And there will be work for another hundred
years at some sites.”

Nuclear energy is thus the only man-made activity with a longer life than pensions.
Elsewhere in the UK, however, employees come and go. Fundraisers at Save The
Children might stay for just two or three years, according to Garner. Which brings us
back to Emberson’s question of who should pay the cost of data aggregation and the
hauling of pensions into work patterns of the twenty-first century. “Why should employers
wish to take on the responsibility for a future benefit that may materialise thirty or forty
years further down the line when the employee may only stay in that organisation for a
few years?” he asked. “Employers will want to look after their employees - but perhaps
only for that shorter time period.”

PS Aspire’s platform extends across all savings and finances and is designed to support
the process of financial guidance for larger audiences, which Emberson distinguishes
from advice. The platform aims to offer value even for workers with relatively little savings
e.g. pots of £30,000 or above, where the existing advisor market fails to offer cost
effective solutions. The system is geared towards assisting self-selection. However,
Emberson emphasizes that there comes a point where people do need a proper human
contact, “a voice” before executing on their important financial decisions.
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By 2050 as
much as half the
UK workforce
could be self-
employed. It’s

imperative for
the DC pensions
industry to be
more mobile
(physically and
digitally)

And here the CAMRADATA panel touched upon the kind of “voices” workers currently
rely on. Both Hayton and Beltrami noted that, worryingly, colleagues in the workplace
were often easiest to approach because they are trusted individuals. Hayton said there
was an excellent response to roadshows when NDA was in the process of announcing
the new DC scheme to employees. Save The Children also gets an annual roadshow
from its scheme provider. So physically meeting pension professionals responsible for
running savings has a positive influence. Beltrami contrasted this with badly designed
technological help; members’ frustration with the rigmarole of log-ins to access their
pension account online will have an impact on how much they are willing to engage with
their pension.

That is just dawning, thanks to the compulsory nature of auto-enrolment. Moreover,
Philips noted that by 2050 as much as half the UK workforce could be self-employed. It’s
imperative for the DC pensions industry to be more mobile (physically and digitally) as a
greater proportion of the population becomes aware that they have one or more pension
pots. They will be searching for them online and ideally from their mobile device.
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The new era of defined contribution investing

Continuing a tale of growth and diversification
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DGFs have
typically offered
DC schemes a
“one-stop-shop”
for diversification,
enabling access

to a range of
investments
that might not
otherwise be
accessible,
especially for
smaller schemes

Pastltresults are not a guarantee of future
results.

1. As at 31 December 2017. Source:
Broadndqe

Past results are not a guarantee of future

results. - . .
2. 60% equities and 40% fixed income

The UK defined contribution (DC) investment market has evolved and matured
since its very early days, with increasing diversification being a key theme
throughout this evolution. Today we are seeing this development continue as a
result of increased scale within the UK DC market, enabling a more member-
centric approach to investment design, driven by both organic asset growth and
scheme consolidation. This has enabled single-employer trust-based schemes
and master trusts to consider not only off-the-shelf-solutions, but also solutions
that are tailored to their member demographic or objective.

Diversified growth funds (DGFs) have played a key role in this evolution, and have provided
an improvement on traditional balanced funds by adopting a multi-asset approach.

A story of diversification and maturity as DC of age

ls

Starting point in the very early Introduced to diversify away Bom from the remains of the The opportunity for tailored

days of UK DC. from pure equity exposure. tach bubble as a way to further client solutions shaped by a
diversify exposure while scheme and their chosen
aiming to achieve equity-lik i o ¥

returns with lower volatility.

Since the introduction of DGFs in the 2000s the
UK DC market has approximately doubled in size'

DGFs have held broad appeal for pension funds as a strategy capable of delivering long-
term returns in a consistent manner. But it is no surprise that the latest evolution we are
seeing in the market also comes at a time when some DGFs, a well-used strategy in DC
schemes, have come under criticism for not delivering on their original promise of “equity-
like returns with lower volatility”. While this feeling has made schemes reconsider their
options, we do not believe that it alone is what is driving change.

DGFs have offered a simple “one-stop-shop” solution

DGFs have typically offered DC schemes a “one-stop-shop” for diversification, enabling
access to a range of investments that might not otherwise be accessible, especially

for smaller schemes. They provide a simplified governance framework and effectively
delegate the asset allocation decision; as such, they can be suitable for those that either
don’t have the scale or in-house skill necessary to make those decisions. In light of the
increased scale and accompanying governance ability, in-house skill and sophistication
of DC plans and master trust consolidators, the question arises as to whether there is a
better way to do things.

New era: change drivers

®

Re-thinking objectives
Clierts sre vocalising dissppointm ent in the equity
participation oftheir DGF holdings with resultsof
certain Srategieshaving not met:
a)their cash + target, or
bithat ofthe original 60:40 portfolio2it replaced .

Increased scale and
investment sophistication

The enlarged scale of schemes enables incressed
purchasing options, making clients wonder ifthey
ill need a one-dze-fit sl solution.

The question clients are asking:

“Can|do better?

Approaches we have seen used in this new era

When thinking about approaches DC schemes could take we have identified three that
seem to be gaining momentum within the market. These are:

1. DGF hybrid option: This involves reducing reliance on pure DGF allocations by adding
a blend of higher growth strategies in order to increase potential returns while still offering

downside protection.

e We believe this could be a suitable option for schemes that do not possess the
governance ability, scale, or in-house skill required to build a customised solution, but
are not looking to outsource investment decision making.

2. Deconstructed DGF option: This would require creating a growth/de-risking portfolio
tailored to a specific scheme’s needs from a range of different underlying building-block

strategies.

e We think this could be an appropriate option for schemes that have depth and
breadth of resources, and which also possess the ability to construct a tailored glide-
path portfolio that is aligned with their specific return and risk objectives.

3. Fully outsourced solutions: These would comprise full end-to-end glide path-
implemented investment solutions.

e In our opinion these could be suited to those schemes seeking to take advantage of
a reduced governance burden that a master trust or delegated investment offering,
such as target date, affords.

Each approach has a number of benefits and drawbacks, which we have highlighted in

the table below.

Approach
DGF Hybrid

Pros

J/ Retains known and
understandable approach

J Relatively simple to implement

Cons

x Unlikely to be fully tailored to a
scheme’s specific needs

X Limited ability to implement strategic
asset allocation at scheme level

Deconstructed DGF option

| Offers the ability for a simpler yet
superior governance framework

/. Can be tailored to the client's specific
objective

J Enables a strategic asset allocation to
be set, with the ability for managers to be
tactical within undertying components

J Smoother use of components within
the glide path, no opaque strategy

X More involved solution to implement

X Likely to require sufficient scale

Fully outsourced solutions

J Decisions outsourced, less governance
burden

X Likely to be a non-tailored approach

X Loss of asset allocation control or
oversight

A focus on the deconstructed DGF approach

The deconstructed DGF approach has proved popular with large single-employer trust-
based schemes as well as master trusts that are looking to make use of improved access
to different asset classes their scale and increased sophistication affords them.
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on pure DGF
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3. Source: International Monetary

The main reasons for such an approach have been to:

1. Ensure allocations to long-term growth drivers, in line with their members’
demographics

2. Avoid transparency issues with asset allocation within glide-path design
3. Improve risk adjusted returns.
What components should feature within a deconstructed DGF?

As we have seen from the evolution of the DC market, diversification is a key consideration
for a scheme that aims to ensure the growth of member assets, but also seeks protection
during market downturns.

We believe that a deconstructed portfolio should feature three vital elements, namely:

1. Return-seeking component: assets offering attractive return potential, such as emerging
markets

2. Diversifiers: assets with low correlation to equities, and potentially bonds, which can
help smooth the performance of a portfolio, or at least serve as an alternative return driver

3. Risk-reducing component: assets that can help reduce the impact of market
drawdowns

The illustration below highlights assets we have seen used in this context, with the broad
aim of increasing returns while providing some downside protection.

Asset classes we have seen used in this context

= Risk-reducing = Diversifiers = Retum-seeking

Past results are not a guarantee of future results. Segment sizes are for illustrative purposes only. Source: Capital Group

While DGFs may be falling out of favour we do not believe this means that multi-asset
strategies cannot play a value-added role. For example more refined strategies such as
liquid high yielding multi-asset credit or emerging market multi-asset could help capture
the benefits of a dynamic investment approach while still allowing for greater transparency
in glide-path design.

Conclusion

As the UK DC pension landscape has continued to grow and mature the options available
to schemes has expanded. In considering the options currently available to them, there is
an opportunity to replace broad off-the-shelf solutions with a more transparent investment
approach that is better tailored to a scheme’s member demographic or objective.

Past results are not a guarantee of future results. The value of investments can go down as well as up and you may lose some or all of
your initial investment. There may be may include risks associated with investing in fixed income, emerging markets and/or high-yield
securities; emerging markets are volatile and may suffer from liquidity problems.
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As a millennial working in the pensions industry, | come across terms like
retirement, drawdown and replacement rates daily, and, even then, it still
all seems very abstract and far off. And if it is abstract for me, it is even
more ephemeral for those in my age group who do not come across these
ideas on a regular basis. | recently sent a series of questions to some of my
contemporaries, asking how they felt about their pensions, and their replies
were very illuminating.

Pensions: not a priority

Pensions are far from the most pressing financial issue for millennials, and the statistics
are bleak. On average, millennials graduate with £32k-£50k in student-loan debt, and
18-36-year-olds tend to be spending a third of their post-tax income on rent. If there is
any money left over after all that, a pension is still unlikely to be the top savings priority; it
is probably buying a house. This is no small task, with it now taking a person in their late
twenties nineteen years to save for an average house deposit. In the 1980s, it took just
three years.

We all seek to achieve these different financial goals in different ways. For example,
someone may use a short-term savings account for more immediate requirements like a
student loan or holidays, and a separate help-to-buy ISA for a house deposit. It is at this
point | think of mental accounting, a concept from behavioural finance which describes
how we all have a tendency to separate money into different ‘pots’ in our heads, based
purely on our own subjective criteria as to the source of money or how we intend to use
it. However, this behaviour can lead us to make irrational decisions, such as keeping a
savings account for a holiday while running significant credit-card debt.

Remind me what DC stands for again?

A recent personal finance survey found that millennials know a lot about borrowing,

a surprising amount about saving, but very little about the concept of risk.
Misunderstanding risk is fatal when it comes to saving. Risk is not just about losing
money; it is also about not having enough when it comes to retirement, with not taking
sufficient risk potentially making that a very real prospect. Owing to their long time horizon,
most millennials have a fairly high risk tolerance when it comes to their pension. They have
plenty of time to recoup any losses they may incur.

The majority of millennials who answered my questions had no idea about the risk of their
pension portfolios, with those who had bothered to look saying they simply opted for

the default owing to a mixture of apathy and feeling most comfortable with a ‘medium’
amount of risk. The standard default pension scheme will be a balanced portfolio of 60%
equities (higher return, but riskier) and 40% bonds (lower return, but safer). If you use the
general rule of thumb that 120 minus your age is a suitable percentage to have invested in
equities, this is an inappropriate asset allocation for millennials, and could mean they are
missing out on big returns.

Administrative nightmare

In a world where people can track current accounts, credit card and ISAs via smartphone
apps, it seems irrational that this is not an option for pensions. Life trajectories do not
necessarily follow the same traditional path they have in the past either. Millennials tend
to work at one firm for a far shorter period than previous generations, and, knowing they
are set to work for longer than their parents, many are taking career breaks to go back

to education or to travel. This makes administration very difficult in a DC pensions world
which may appear to be inflexible and lack transparency.

How to increase engagement

Putting together a timeline of major global economic, social and cultural events since 1985
(when the first millennials were born), three key areas stand out:

1. The technology boom, and the power it has brought consumers to access whatever
information, product or service they like, when they like.

1 Source: The TIAA Institute-GFLEC Personal Finance Index (2018)

2. The rise of environmental awareness from the discovery of the hole in the ozone layer in
1985 to the Extinction Rebellion protests this year.

3. The financial crisis of 2007/2008, which severely damaged millennials’ trust of financial
services.

We think the pensions world can use some of these millennial-shaping events to its
advantage:

1. Use different types of responsible investment to engage

It is well known that the millennial generation is generally more socially and environmentally
conscious than previous generations, and there is also evidence that this is affecting

how they choose to invest their money, as the chart below indicates. This tells us that
environmental, social and governance (ESG) investment could be a great hook to get
young people interested in the power of using their money to promote their own personal
values.

Investor attitudes about social impact investing

It is possible to achieve
market rate returns
investing in companies
that have a positive social
or environmental impact

| would rather invest
in companies that have

a positive social or
environmental impact

My investment decisions
are a way to express
my social or
environmental views

0% 10% 20% 30% 40% 50% 60% 70% 80%

Silent m Baby boomers mGen X u Millennials

Source: Bank of America Merrill Lynch, BNY Mellon

2. Using technology to facilitate communication and education

The financial technology sector wipes the floor with its clunkier, slower and far less
glamorous older brother the pensions industry when it comes to communications, content
and transparency. However, many exciting and innovative companies are emerging which
could make pensions accessible, understandable, and perhaps even interesting.

3. Flexibility: new products that give access for key life events

Could a lifetime savings product that incorporates all your goals and allows you to
withdraw from it whenever you need to be the answer? Possibly, but we also have to
remember another key concept of investing: that each goal has a different time horizon
and risk tolerance and therefore requires different asset classes. This muddies the waters
somewhat, but one near certainty is that many of us would benefit from simplicity in the
way we save, and that this would encourage people to engage and save more. In fact,
some research by BNY Mellon showed that 63% of millennials would save more if their
pension account allowed multiple withdrawals throughout their lifetime.

Important information

Many exciting
and innovative
companies

are emerging
which could
make pensions
accessible,
understandable,
and perhaps even
interesting

Written by
Lottie Meggitt,

Responsible Investment Analyst

This is a financial promotion. This article is for professional investors only. These opinions should not be construed as investment or any other advice and are subject to
change. This article is for information purposes only. Any reference to a specific security, country or sector should not be construed as a recommendation to buy or sell
investments in those countries or sectors. Issued in the UK by Newton Investment Management Limited, The Bank of New York Mellon Centre, 160 Queen Victoria Street,
London, EC4V 4LA. Registered in England No. 01371973. Newton Investment Management is authorised and regulated by the Financial Conduct Authority, 12 Endeavour

Square, London, E20 1JN.
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