
W ith the link between fiduciary 
management and defined benefit 
(DB) pension schemes firmly 
established, the market for fiduciary 

management services is increasingly being 
considered by defined contribution (DC) schemes. 
It’s not as giant a leap as it might appear. 

When asked why they chose the fiduciary 
management approach, the trustees of DB 
pension schemes often cite its ability to respond 
rapidly to events, increased diversification, lower 
costs, stronger governance and improved risk 
management. This all seems fair enough, so 
wouldn’t these benefits equally apply to DC? 
When looked at more closely, it could be argued 
that fiduciary management for DC is, in fact, an 
even more compelling proposition. 

Let’s start by considering who the investor is 
and assess how this might change the roles and 
responsibilities of the trustees. With DB schemes, 
the investor is normally the sponsoring employer, 
someone who is both engaged and sufficiently 
resourced to ensure that the trustees are carrying 
out their roles to the best of their ability. 

In DC schemes, by contrast, the investor is the 
individual scheme member. Unlike an employer, 
they are usually less engaged and lack the 
resources to oversee the work of the trustees. 
Historically, DC scheme trustees have resolved 
this issue in two ways. Firstly, they have 
attempted to engage members and persuade 
them to make their own investment decisions, 
thereby absolving themselves of the responsibil-
ity. Secondly, they have tried to educate 
members about what is being done on their 
behalf, so they can personally oversee the work of 
the trustees. Unfortunately, evidence suggests 
that neither of these approaches has been 
particularly successful.  

Members who are free to make their own 
investment decisions often become disengaged, 
to the point where they end up stuck in an 
inappropriate strategy (often at high charges) for 
their changing circumstances. These so-called 
‘legacy’ investors are trapped between the 
trustee-governed default and a strategy that 

relies on their own motivation and investment 
expertise.

Educating investors to understand what is 
being done on their behalf is also problematic,  
as the message often fails to stick. Does a highly 
sanitised leaflet on investments, or an impen-
etrable bible that leaves them hopelessly lost, 
count as education? The trustee oversight 
provided in DB schemes by the employer is 
therefore lacking in DC schemes. 

For this to work effectively, perhaps trustees 
should be subject to annual re-election on the 
basis of their investment performance. The 
question is: how confident are trustees that such 
a vote will have a high enough turnout, or that 
the voters are sufficiently knowledgeable to 
judge them appropriately for their investment 
decision-making capabilities?

So what’s the solution? The most appropriate 
way to deal with this problem would be for 
trustees to cease being the managers of the 
investment strategy. The trustees should retain 
full control over the objectives of the strategy 
and the manager appointed, but relinquish 
control over how this strategy is managed by 
outsourcing it to a third party who can oversee 
on the members’ behalf. 

In this manner, trustees can, with the aid of 
expert advice, review the implementation of 
the strategy on behalf of the members. This 
would ensure that the strategy is governed in a 
manner that the members expect. Our research 
shows that few members expect trustees to 
make all the critical investment decisions on 
their behalf. Rather they want the trustees to 
monitor the professionals who have been 
appointed to manage the investments and 
ensure they are delivering.

We believe the only way in which this outsourc-
ing can work is with a default strategy that is 
ultimately delivered by the trustees, but 
managed on the members’ behalf by a third 
party: such vehicles exist in the form of flexible 
target date funds. These are age-appropriate 
diversified growth funds that deliver the entire 
default strategy to a member, and are built to 
ensure there is a clear allocation of roles and 
responsibilities– unlike traditional lifestyle 
strategies. It is no surprise that NEST chose this 
solution, after considerable advice and consulta-
tion, as its preferred approach to managing the 
governance challenge of DC.

So, on closer examination it’s entirely 
feasible – no, make that preferable – that the 
f iduciary approach can be applied to DC plans 
– which if delivered via flexible target date 
funds can be achieved with one small step 
rather than a giant leap.
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