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Tim Banks of AllianceBernstein (AB) looks into effective fund allocation strategies  
that make trustees more accountable and provide better outcomes for members

AB INDUSTRY VOICE 

Governing for a better outcome

new mandate for 
reform. A new 
opportunity to 
enhance people’s 

lives. And a new approach to 
managing budgets. We could 
be referring to the challenges 
facing the first majority 
Conservative government to be 
elected since 1992. But instead, 
we’re writing about the issues 
affecting the UK’s DC pension 
trustee community. 

As the industry absorbs the 
biggest reforms to the sector in 
nearly a century, and the new 
pensions minister starts to put 
her own stamp on policy, we 
believe there has never been a 
better time for trustees to review 
how they govern their pension 
schemes. We would advocate 
that trustees consider leveraging 
their core strengths and refocus 
their roles and responsibilities. 
With this in mind, we think the 
ideal trustee model would have 
five key steps and that now more 
than ever trustees should be: 
setting the scheme’s objectives; 
building the strategic asset 
allocation model; designing the 
glidepath; selecting the fund 
managers; and finally reviewing 
their work. Critically, what’s 
missing from this is allocating 
money tactically.

Allocation by formula 
If trustees can be clear about 
their duties, then they should 
also be clear about how they 
can ensure the money they 
are responsible for can be 
allocated in the most effective 
way. Most schemes are set up 
with allocations to static market 

regulatory changes or new 
investment ideas. Unlike other 
strategies, this means the 
manager can make sure the 
TDFs are set up to benefit from 
the macro-environment at that 
time and as a result contain 
the most appropriate blend of 
investments. 

Meanwhile, from a 
governance perspective, 
TDFs are set up to ensure 
that someone is on the hook. 
The portfolio manager is 
accountable for meeting the 
objectives of the scheme and to 
make sure funds are managed to 
the client’s aims. In addition, we 
are working with some clients 
to help them set up Investment 
Governance Committees. 

We believe the pension 
changes will necessitate a 
closer scrutiny of DC trustee 
governance and as a result, will 
ultimately, provide members 
with better outcomes. 

exposures – with changes 
to asset allocation triggered 
by a formula and not by the 
proactive intervention of an 
expert fund manager. 

The pitfalls of such a 
formulaic market exposure 
might not be obvious at first. 
But, because such strategies are 
backward-looking by nature, 
at some point in the economic 
cycle, the strategy is likely to 
fail. Take the recent events 
in fixed income markets – 
anyone for going overweight 
in interest-rate-sensitive 
government bonds?

This is obviously the major 
flaw in traditional lifestyle 
investment strategies. The 
fundamental failure in 
their design is that they are 
typically pre-programmed to 
automatically rebalance the 
funds back to their default 
position, taking no account of 
the investment outlook. This 
is no longer good enough; DC 
investment strategies must be 
able to react quickly to changes 
in today’s more volatile world. 

Diversified growth funds 
(DGFs) evolved to solve some 
of the problems created by the 
inflexible lifestyle strategy. 
But even with DGFs, there 
are limitations. While DGFs’ 
glidepath can provide some 
responsiveness to market events, 
they typically can’t and don’t 
react to regulatory change (such 
as the recent changes to pensions 
legislation). In addition, they 
don’t offer open architecture 
and the access to best-in-class 
investment solutions. And they 
are a ‘one-size-fits-all’ approach 

that can’t adapt to different 
scheme member profiles. 

Target date funds
We believe a more effective use 
of a trustee board’s investment 
budget is a strategy with a 
more flexible approach to 
asset allocation. Our research 
indicates that around 80%-90% 
of a member’s investment 
outcome is driven by asset 
allocation, and we believe 
trustees should spend more of 
their investment budget on this 
area. We think the most effective 
solutions are through proactively 
managed schemes such as 
flexible target date funds. 

Target date funds are a 
more sophisticated approach 
to managing assets for DC 
pension schemes. They can be 
used to create a default fund 
with a range of age-related 
sub funds that can invest 
dynamically across asset 
classes and regions. TDFs are 
more flexible, providing access 
to open architecture, and can 
allow the fund manager to 
actively manage the TDFs in 
response to market events, 
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The manager can 
make sure target 
date funds are set up 
to benefit from the 
macro-environment 
at that time and as a 
result contain the most 
appropriate blend of 
investments
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