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A growing market for 
Master Trusts

Buoyed by the introduction of auto enrolment in 2012, 
Master Trusts now account for 35% of the workplace 
pensions market1. The assets of over 7 million UK DC 
savers are now invested in these vehicles2. Increasingly, 
Master Trusts are viewed as the DC vehicle of choice for 
employers - this is largely due to the attractiveness of 
fully outsourcing DC delivery but, at the same time, 
retaining the attractive features of occupational pension 
schemes. Coupled with economies of scale and the 
significant downward pressure on pricing, it’s easy to see 
why they have appeal and why the market is expected to 
grow to £300bn by 20263.

Until now there has been no recognised method of 
comparing relative value between the different Master 
Trust providers. Employers, and more importantly their 
people, should be able to clearly see that value.

In assessing performance, the sole focus mustn’t be on 
returns. It’s also vital to look at the amount of risk being 
taken at different stages of the savings lifecycle to ensure 
it’s appropriate throughout. Equally, fees should not be 
looked at in isolation; what should be examined is the 
relative value of those fees against what they deliver. 
Ultimately, if a higher priced strategy has generated a 
better member outcome relative to a lower cost strategy 
over the relevant period (after taking into account all 
fees), then that represents better value.

Projected size of  
Master Trust market by 2026 

£300bn

Master Trusts

£300bn
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Serving  
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The rise in the use of Master Trusts over the past  
5 years has been phenomenal, going from a relatively 
niche option serving the needs of smaller employers, 
to being seen as the DC vehicle of choice today. 

The DC vehicle of choice for many employers 

1 The Pensions Regulator 2016
2 The Pensions Regulator 2016
3 Hymans Robertson Research 2017
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Stages of DC investing 
It is still early days for the Master Trust providers. We will no doubt see development of their propositions and 
strategies as assets grow and the market undergoes consolidation. Members have seen positive returns in all three 
phases across all providers. Markets have been very supportive and volatility has been low. The real test for these 
strategies is surely yet to come but there are some clear dividing lines and early signs of concern.

What is appropriate at different stages of DC investing:

Some providers are far too focussed 
on short term risk mitigation in the 
growth phase (30 years from 
retirement). Over cautiousness is a 
real risk to good outcomes here.

In the consolidation phase (5 years 
from retirement), simple, strategic 
asset allocation has performed 
better than complex, expensive 
dynamic asset allocation in terms of 
delivering strong returns for an 
acceptable level of risk. Strategic 
asset allocation (rather than dynamic) 
has outperformed on a risk adjusted 
return basis.

Members very close to retirement 
have benefited from some 
exceptional returns. They have been 
lucky. However, many providers are 
carrying too much risk in this phase 
and a downturn in markets could 
significantly impact those close to 
retirement. 

Growth phase 

Take on more investment risk for 
the prospect of higher returns. 
Short term risk mitigation is of 

dubious value.

Consolidation phase 

The focus should shift to capital 
preservation and risk reduction. 

Pre-retirement phase 

Risk should be dialled down. 
There is a need to move away 

from ‘one size fits all’ defaults and 
understand what members plan to 

do with their savings

Acknowledging that it’s still early days for Master Trusts, we were keen to compare the investment 
performance across the biggest providers’ default funds (accounting for 94% of the market)4. Recognising that 
each of the distinct phases of a retirement savings journey requires a different approach, we’ve compared 
performance at each of these phases. 

Most Master Trusts are relatively new and as such we have shown performance data from a 1 year and 3 year 
period (often the longest period available). All performance data highlighted in this report is to 30 June 2017.
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4 Pensions Policy Institute (PPI) and Columbia Threadneedle 2017 
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Growth phase 

Objective in the growth phase
Take risk to maximise returns

Our view
In this growth phase, where members are a long way from retirement, short term risk mitigation through 
diversification of asset class or active asset allocation is of questionable value. Regular contributions by the member 
provide their own diversification benefit through timing of investment. Funds are relatively small, any volatility of 
performance is typically short term in nature and has a negligible effect on long term outcomes (markets recover 
and members purchase units at lower cost).

Recent history has been kind to risky asset classes. But even when the tide turns and a cautious approach shows 
short term (relative) outperformance, over the long term, it is very unlikely that such an approach will lead to better 
member outcomes than a high allocation to riskier asset classes.
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30 years from retirement - 1 year and 3 year performance

Overall performance 
While the majority are taking enough risk, the focus on volatility reduction by some providers is costing members 
through lower long term net returns. In these cases this is likely to result in poorer member outcomes. Those 
strategies that have embraced higher risk asset classes (Zurich, TPT Retirement Solutions and BlueSky) have 
outperformed the strategies that have a heavy focus on risk mitigation (NOW: Pensions, Fidelity and Standard Life). 

LifeSight LifeSight BlueSky The BlueSky Pension Scheme and The Crystal Trust
NEST National Employee Savings Trust Fidelity The Fidelity Master Trust
NPT National Pension Trust L&G The Legal & General WorkSave Master Trust and RAS Master Trust
NOW NOW: Pensions Mercer The Mercer Workplace Savings Master Trust
Standard Life Standard Life DC Master Trust (SLDCMT) and StanPlan People’s Pension The People’s Pension
Aon The Aon Master Trust Zurich The Zurich Master Trust
Aviva The Aviva Master Trust TPT TPT Retirement Solutions
BlackRock The BlackRock Master Trust 
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Objective in the consolidation phase
Capital preservation, solid returns and risk reduction

Our view
In this phase, when a member is within 5 years of 
retirement, a focus on short term volatility and 
protecting downside risk becomes much more 
important. With only 5 years to go, a member’s final 
outcome could be significantly impacted by market 
downturns. The remaining contributions left to be paid 
could be insufficient for a member’s fund to recover 
any market-driven loss.

Historically more volatility has been the market norm. In 
normal market circumstances we would consider an 
annualised volatility level of between 6-8% to be 
broadly appropriate for members with 5 years to go to 
retirement. Markets have been relatively benign in 
recent times so we would expect provider’s strategies 
to err towards the lower end of the 6%-8% range. 
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5 years from retirement - 1 year and 3 year performance

Overall performance 
The picture is mixed. The data shows that L&G, TPT Retirement Solutions and NEST have all delivered strong 
performance with commendably low levels of risk. Aviva and Standard Life have delivered lower risk but at the cost 
of lower (but still relatively strong) return. Zurich have delivered strong returns (c. 10% p.a.) but with high levels of 
volatility .(c. 10%). (see table 1 below)

Consolidation phase 
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Table 1: Consolidation phase risk and return
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Our view
This is the phase where risk should be dialled down significantly and the investment strategy should be consistent 
with the member’s decision at retirement. At present, due to low fund sizes, for many this decision will be to take 
their benefits as cash.

Some providers have taken the decision to not implement a risk reducing strategy as members approach retirement. 
They would argue that it’s difficult to predict when members will retire. While this has paid off in recent times we would 
caution against high levels of annualised volatility for members with only 1 year left to retirement. Other providers have 
made heavy use of bond allocations to lower risk. Our concern here is the potential for yields to rise sharply given 
current economic and political circumstances, which could deliver a nasty shock to members close to retirement.

Pre-retirement phase

Objective in pre-retirement phase
 Investment strategy should be aligned to members’ likely decisions at retirement. Dialling down risk should  

be the norm, particularly as most people currently withdraw their DC pot as cash.
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Overall performance 
Sensible risk reduction is present in a number of providers’ strategies. This naturally leads to lower returns. Overall 
the market has delivered very strong returns for members close to retirement but on balance our view is that the 
majority of providers have carried too much risk in this phase.

1 year from retirement - 1 year and 3 year performance
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