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With pension freedoms increasing choice for
new retirees in the UK, taking pensions in
drawdown is now the most common choice,
ahead of annuities. As a result, we have
already seen growth in drawdown AUM, and
expect this to continue into the future,
especially with changing targets for DC
workplace schemes.
However, product development within the
drawdown range will need to occur to meet
the necessary requirements of delivery for
the end consumers.

The impact of pension freedoms and its rapid
transformation of the retirement income market in
the UK is becoming clearer. It is evident that
pensions in drawdown are now the first choice
product for new retirees. Sales exceed those of
annuities, and AUM is growing at more than 20% per
annum. This offers increased opportunity for
investment suppliers to the retirement income
market.
This growth in drawdown as a primary choice is
resulting in changes to the targets of UK DC default
targets. A majority no longer target annuities, and in
the near future, drawdown or a ‘blended’ target
(some mix of annuities, cash, and drawdown) are
expected to be the dominant choices. New types of
investment product are being aimed at the de-risking
phase of DC default glidepaths in order to take
advantage of this trend, and position themselves as
being suitable for members who wish to remain
invested into retirement on a ‘to-and-thru’ basis.
To date, most drawdown products have focused on
smooth operation and tax-efficiency. We suggest
that new types of drawdown will have to evolve to
meet consumer demands and requirements.
One emerging type is ‘blended’ products, combining
drawdown with an annuity in a single product,
providing the retiree both certainty and flexibility.
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We use Money in Motion and our Intelligence
Spence Johnson’s mission is to put data and intelligence at the heart of successful asset
management businesses. This Deeper Perspectives is drawn from both our Money in Motion
data, and latest Market Intelligence report focused on UK DC and UK Retirement Income.

Data

Money in Motion empowers asset managers to make better
decisions by generating essential Asset, Flow, Revenue and Fee
data at a unique level of detail

Our MI service is based on annual reports but delivered via a
service in close partnership with our clients. It’s designed to
embed the detailed distribution, product and competitive
intelligence required to be effective now and in the future

Intelligence

Consulting

Driven by our data analytics, intelligence and advice from our
team of industry experts. Our work here requires a deep
understanding of our clients and is focused on generating a
specific strategic outcome

Intelligence Reports

Money in Motion

Macro
EMEA Institutional Client Opportunities
APAC Institutional Client Opportunities

Markets
UK DC & Retirement Income
European DC Pensions
UK DB Pensions
European Insurance Asset Management

Products

$7 trillion

>200,000

100,000

European Diversified Growth & Multi-Asset

Institutional
Flow

Institutional
Mandates

Investment
Products

European Smart Beta

50,000

>100

70%

Segregated
accounts

Managers
Included

Market
Coverage

APAC Multi-Asset
APAC Smart Beta
APAC Wealth Management
US Factor and Quantitative investing
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DC Defaults are designed with 2 main ‘choices’
Following analysis presented in previous reports of the two main options that UK DC
schemes responding to pension freedoms were considering, here we present how these
options have evolved into a range of choices regarding the design of the de-risking phase.
Default design process being considered by schemes looking to implement post-pension freedoms default designs
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Choice 2: De-risking
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Since the 2014 Budget announcement that retirees would be
granted the freedom to draw out up to 100% of their pension on
their retirement, scheme fiduciaries and their advisers have been
grappling with how the de-risking phase of lifestyle default
strategies may need to be changed.
Historically lifestyle default strategy designs have targeted annuity
pricing using a mix of cash and bonds. This design looks outdated
given the collapse in annuity sales over 2014-15.
Those with smaller pots (<£30k) are likely to take cash. Autoenrolment master trusts are therefore considering targeting cash as,
in the next ten years, most of their members are likely to be retiring
with small pots (Now Pensions have already enacted this redesign,
for example).
Last year we spoke about the options that were emerging to target
the different outcomes, this year we have created the above graphic
to show how pension plan products are being designed to give
schemes (and members) the flexibility to chose between the
different options. Essentially post-pension freedoms schemes/
members are being presented with 2 broad scheme design choices :

 Choice 1: What level of risk do I/my members want in the
‘growth’ part of the accumulation phase?

•

Choice 2: Which ‘path’ do I/my members require as a default in
the run-up to their retirement (what traditionally has been
known as the ‘de-risking’ phase of a lifestyle strategy)?

The list of options for each choice outlined in the boxes above can
essentially be thought of as a ‘menu’ for the default design that an
employer/fiduciary can choose for their members. So, as an
example, a scheme with a more affluent workforce who are likely to
choose to remain invested in retirement could choose an
‘Aggressive’  ‘Drawdown’ default design and leave it to their
members to self-select a different combination should this not be
suitable for them.
The standard choice being offered by most bundled providers,
however, is a default that is ‘Balanced’  ’Blended’ (as highlighted).
A ‘blended’ glidepath will not target any one outcome directly but is
likely to contain a mix of low-risk and growth focused components.
The reason for this being the ‘default’ default option is:

 Members find it very hard to say with certainty what option they
will pursue at retirement even 6 months beforehand.

 Given that members do not engage with the process,
segmenting them and ‘placing’ them in a default option that
seems best for them is fraught with fiduciary risks.
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Freedoms have caused a change to targets
The move away from UK DC schemes targeting annuities following the introduction of the
pension freedoms is clear in survey data we have received directly from schemes. Less than
10% of schemes intend to be targeting annuities in 2019.
The shift away from annuities that has arisen as a
result of the pension freedoms is clear in the
response from our DC Monitor 2015 and 2016
surveys. Compared with the 62% of schemes
targeting annuities in 2015, 42% of the respondents
to our 2016 survey are now targeting annuities. The
percentage of respondents targeting a blend of
outcomes, cash or drawdown increased by 10
percentage points, 3 percentage points and 9
percentage points respectively.

Outcome of glide path/lifestyling of default design targets currently and in 3 year’s time
% of respondents, n=105 in 2015, n=126 in 2016
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Analysis of the future plans of schemes indicates
that the decline in the number of schemes
targeting annuities will decrease further. Their
forecasts suggest that just 9% of schemes will be
targeting annuities in 2019, which is an additional
reduction from last year’s forecast for 2018, which
suggested that 19% of schemes would still have
annuities as the target for their default funds.
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By 2019, 32% of schemes are expecting to be
targeting drawdown, 20% of schemes are expecting
to be targeting cash, and 39% of schemes are
expecting to be targeting a blend of outcomes.
Looking just at the schemes which are currently
targeting annuities, 25% are expecting to be
targeting drawdown in three years’ time, 17% of
schemes are expecting to be targeting cash, and
19% of schemes are expecting to be targeting a
blended outcome. 23% of schemes were unsure as
to what they would be targeting in 3 years’ time,
and just 17% of respondents indicated that they
would still be targeting annuities.
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Post-retirement options in three years for schemes currently offering annuities only
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MA income and managed vol target de-risking
Over the past two years managers have launched a range of multi-asset income and
managed volatility products either aimed at, or capable of, targeting UK DC assets in the
de-risking phase (which has traditionally consisted of a 75% bonds and 25% cash mix).
Over the past two years managers have launched a
range of multi-asset income and managed volatility
strategies either explicitly targeted at capturing DC
workplace assets in the ‘de-risking’ phase (such as
SSGA’s Timewise Target Retirement Choices,
Schroders Flexible Retirement Strategy or LGIM’s
Retirement Income Multi-Asset (RIMA)) or at least
capable of offering alternatives to the cash/bond
mixes that have traditionally been used for this
phase of DC workplace lifestyle default strategies.
Now that, post-pension freedoms, members no
longer have to annuitise their DC savings at
retirement, schemes may be considering reducing
the extent to which they de-risk members as they
approach retirement (especially if they are
targeting drawdown for those members). While
this suggests a movement away from traditional
cash and bonds allocations, it should be noted that
the introduction of pension freedoms did not
change the fact that members’ tolerance for
absolute losses in their portfolios as they approach
retirement decreases.
As such, recently launched multi-asset income
products such as those listed in the table on this
page are becoming increasingly attractive to DC
schemes. These products enable schemes to offer
members continued exposure to growth with often
lower levels of volatility that might be experienced
in a more ‘traditional’ DGF approach. This lower
volatility is driven, in part, by the fact that the
‘income’ these products produce will not be
distributed but reinvested. These products’ income
streams can therefore be presented as providing a
relatively ‘stable’ foundation for their ongoing total
returns.
Another appeal of these options is that they offer
the possibility for a member to hold them into
retirement (if the administrative and legal issues
that are currently blocking wide scale development
of to-and-thru solutions are resolved). As such,
allowing schemes to ‘future-proof’ their investment
designs by giving them the option to offer to-andthru in the future.
In short, the stability, growth and income elements
offered by these funds means they offer the
possibility for default strategies to hedge against all
possible current and future asset withdrawal
methods.

Funds with the potential to be used in the de-risking part of DC default strategies
Multi-asset income and managed volatility strategies launched in 2014-15
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Global MA income/
EM MA income Fund

Q1 2015
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BlackRock
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Drawdown sales overtook annuities in 2015
With the introduction of pension freedoms in April 2015, sales of drawdown products by
ABI members in 2015 more than doubled from 2014 to £5.3bn in the UK. Meanwhile, the
trend away from annuities continued, with only 82,000 new contracts in 2015.
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The fact that the fall in sales began in 2012
illustrates that, although exacerbated by pension
freedoms, a trend away from annuities, driven by
declining rates and poor perceived value, was
already in place prior to 2014. While initial data
from 2016 suggests sales have begun to stabilise
the exit of many leading providers from the market
suggest that these products will continue to face
headwinds (especially if, as expected, interest rate
remain low over the medium to long term).
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Meanwhile, as the bottom chart shows, annuity
sales continued to tumble in 2016. The ABI data
reveals that in 2015 there were only 82,000 annuity
sales – down 56% on 2014, and 82% from their
peak of 462,000 in 2009. The sales totalled £4.2bn,
a fall of 39% from 2014, and 70% from their 2012
peak of £14.2bn.
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The immediate cause of this growth is pension
freedoms. Announced in April 2014 and introduced
in April 2015, the option of drawdown was opened
up to a wider market.

Annual income drawdown sales of ABI members (2000-2015)
(£bn)

1994

ABI data on drawdown sales suggest shows
drawdown sales for its members have grew by
more than 100% in 2015 (for the second
consecutive year). From £1.2bn in 2013, ABI data
reveals that drawdown sales for its members
totalled £5.3bn in 2015.

Annual sales (contracts)

Source: RI75, RI415, RI817, RI818 (ABI), RI429 (IAA), RI821 (FCA), L3901, L3902, L3903 (ABI)
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Drawdown AUM has grown by 81% since 2012
In the three years that Spence Johnson has been analysing the drawdown market, it has
grown from £50bn in 2012 to £91bn in 2015, an average of 22% p.a. Growth of 21% last year
supports our assessment that drawdown will become the primary UK retirement product.
Since 2012, the assets invested in drawdown
wrappers have increase by 81%.
This significant growth over a short time period
supports our long-held prediction that drawdown
will rapidly replace annuities as the central product
offering in the retirement income space. This
prediction has been turbo charged by the 2015
introduction of pension freedoms which removed
the previous capped and flexible drawdown rules
to allow people flexible access to their pension
savings.
We continue to believe that the future of the
retirement income market as it currently stands will
likely, in large part, be contained within the
drawdown market.
As a note, these figures for past years are slightly
amended from those in last year’s report, based
upon improved data regarding certain providers.

Total assets invested in drawdown (2012-15)
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Source: Spence Johnson analysis, Money Management
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Drawdown design will continue to evolve
With the fall of annuities, drawdown has become the leading retirement income offering for
retirees, but, with old drawdown products designed to cater for the ‘affluent’, industry
experts agree new drawdown products are needed to meet the needs of the mass market.
The results, also drawn from Equiniti’s 2015
Retirement Survey of industry experts, clearly
shows a strong demand for new retirement
products, particularly when it comes to drawdown
offerings.
The top graph shows that 42% of respondents to
the Equiniti survey agreed that adequately meeting
the needs of the UK retirement market over the
next 5 years would require a new range of
products. This demand was judged to be
particularly strong when it came to drawdown
offerings, with 72% of the respondents agreeing
that traditional drawdown products no longer meet
the requirements of the marketplace.
One of the main drivers of this demand is the need
for drawdown products capable of delivering good
value and outcomes for those with smaller pot
sizes. As shown elsewhere in this report, traditional
drawdown products such as SIPPs can often be
both expensive and opaque when it comes to
charging structures, features that are likely to be a
particular hindrance to smaller investors looking for
straightforward and often non-advised solutions.
It is this demand that is driving some of the
drawdown product development covered later on
in this report. In addition, as those entering
drawdown are likely to continue to require some
form of advice, it is leading to the development of
robo- and other ‘simplified’ advice solutions
capable of adequately addressing the needs of the
sub-£100k market.

The existing range of retirement products (perhaps blended) can adequately meet the
needs of the UK market for the next 5 yrs
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Traditional drawdown products no longer meet the requirements of the marketplace as
there is a need for different pricing models to allow for smaller pot sizes
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Retirement Advantage – Retirement Account
Retirement Advantage’s ‘Retirement Account’ is one of the first examples of the blended
products we predicted would emerge as a result of pension freedoms: it consists of a
guaranteed annuity combined with income drawdown offered together as a single product.
Retirement Advantage, ‘Retirement Account’
Simplification of a Retirement Account strategy
Retirement

Payments from annuity and
drawdown pots into ‘Cash Account’

Shifting assets between
annuity and drawdown pot

Retirement Pot

Annuity Pot Investment

Drawdown Pot Investment

Payment to Cash Account

Source: Retirement Advantage (L3957)

In 2016 Retirement Advantage launched ‘The Retirement Account’, a blended product that
allows retirees to invest their pot in a guaranteed annuity and income drawdown, all within a
single wrapper.
The annuity provides the certainty of income that many retirees require, while the drawdown
offers flexibility. The retiree can distribute their funds between the annuity and drawdown as
they see fit, and has the flexibility to re-distribute at any stage of their retirement. Payments are
made into a single cash account, which the retiree when withdraws money from.
Once the annuity has started, the retiree will not be able to change the level of income,
frequency or other benefits. However, they are able to use the annuity payments to reinvest
into their drawdown fund (potentially for tax reasons), and able to purchase more annuity using
drawdown funds.
A choice of funds for the drawdown element are available, both active and passive, as well as a
range of risk profiles. These are on the following page.
The product is to be distributed through advisers, who will also recommend to the retiree how
the fund should be split between annuity and drawdown.

Pension Drawdown tiered annual
charge

Initial set up

£150

Up to £25k

0.6%

£25k - £75k

0.3%

£75k - £150k

0.2%

Over £150k

0.1%

A further change can be levied if more than
12 switch requests are made within 12
months, or if additional services are required
outside of normal administrative activities

© Spence Johnson 2017
Circulation or referencing only by permission

8

Deeper Perspectives | Number 49

July| 2017

Previous editions
Previous editions Available from http://www.spencejohnson.com/

May 2017 – Number 48 - Multi-Asset Funds: A Global Strategic Growth Opportunity
In this issue, we combine our latest research on APAC and European Multi-Asset product markets to highlight why now is the time for US
asset managers to deploy their multi-asset allocation capabilities for this global growth opportunity.
May 2017 – Number 47 - It pays to align with APAC’s most influential investors
With over a third of outsourced assets concentrated within the top 10 institutional investors in APAC, it pays for asset managers to focus
their efforts on this group. Notwithstanding, their investment habits are often emulated by smaller peers in the region, creating a ripple
effect for asset managers who can successfully establish themselves as trusted advisors.
May 2017 – Number 46 - APAC Asset Management: New ideas, New Regulation, New opportunities
In this issue, we use our latest research on APAC institutional clients and growing Multi-Asset product opportunities to highlight why
now is the time for US asset managers to re-think their strategies in the Asia Pacific.
April 2017 – Number 45 -APAC multi-asset funds: a trillion dollar opportunity
The vast array of multi-asset funds, coupled with a diverse regulatory landscape and clientele, means knowing your clients and matching
their demands with the right products is key to winning assets.
April 2017 – Number 44- The rise of ESG and Factor-Investing in Euro DC Pensions
Despite the huge diversity in the characteristics of each DC market, factor-investing and the incorporation of ESG considerations within
investment policy are emerging as two pervasive trends across European DC pensions.
March 2017 – Number 43- Insurance Asset Management
In the past, asset managers may have seen selling to insurers as pitching a range of products. In reality, due to the particular demands of
insurers, outsourcing is an opportunity for asset managers to be active and help create a bespoke solution, unique to the issues faced by
each insurer.
January 2017 – Number 42 – 2017 DGF’s
Diversified growth funds have traditionally been focused on the UK institutional market, and DB pension schemes in particular. However,
with lower forecast growth of DB for DGFs relative to DC, DGF providers are re-thinking their proposals.
December 2016 – Number 41 – 2016 Special Edition
In this special edition of Deeper Perspectives we look at three of the major themes prominent in the global institutional asset
management business in 2016
September 2016 – Number 40 – UK DB: LGPS Reforms
Local authority pension schemes are merging into at least 6 pools. This means that asset managers will have to adjust to a vastly
different competitive environment
September 2016 – Number 39 – UK DB: A market looking for solutions
As a result of the difficult situation faced by schemes, providers of ‘solutions’ have been the main beneficiaries of the continued growth
in private DB assets.
September 2016 – Number 38 – APAC Institutional opportunity doubles by 2025
Strong growth from existing investors and emergence of new investors mean the region could see a close to doubling of addressable
assets in the next 10 years.
August 2016 – Number 37 – Smart Beta: multi factor vs alternative index
Smart beta growth reflects a face-off between more ‘active’ multi-factor strategies and more ‘passive’ alternative index approaches
June 2016 – Number 36 – Asia Pacific institutions – strength in numbers
Partnerships, co-investments and asset pooling on the rise as Asian institutions take a more collaborative approach towards investments
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