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Welcome to the second edition of 
The Defined Contrarian for 2022, 
where Redington brings you a fresh 
perspective on defined contribution 
pensions. The harrowing stories 
and images coming from Ukraine 
have, I’m sure, given us all pause 
for reflection in recent weeks, and 
our thoughts remain with everyone 
affected by these events. The events 
have clearly had an immediate 
impact on both capital markets and 
the broader economic outlook, albeit, 
for many current DC savers, the 
short-term effects have been less 
pronounced. Over the medium term, 
savers may start to question the 
affordability of continuing to pay into 
their workplace pension as the cost 
of living increases and real wages 
stagnate. As for pensioners, the 
income from their DC pension pot is 
probably not going to stretch as far.
 

Another lens through which to view the 
Ukraine crisis is ESG, and particularly 
asset owners’ stewardship responsibilities. 
Redington’s Head of Stewardship & 
Sustainable Investment Strategy, Paul Lee, 
provides a fascinating glimpse into how asset 
owners could (and maybe should?) use their 
influence to have an impact on global events.

Following its call for evidence, the 
DWP has decided not to introduce any 
further measures to increase the pace of 
consolidation in the DC market at this time. 
However, the choice for employers between 
different types of workplace pension remains 
a live subject for discussion. Paul Enderby, 
a Senior Vice President within our DC team, 
provides a timely reminder that things aren’t 
always as they seem when making this 
decision. 

The Defined Contrarian has again teamed 
up with our friends over at communications 
specialist Quietroom to look at one of the 
lesser-known behavioural influences that can 
impact pension decision-making. You’ll never 
look at flat-pack furniture in the same way 
again!

Finally, we caught Tom Wake-Walker by the 
water-cooler. Tom heads up Redington’s 
research into multi-asset and liquid 
alternative strategies – an area of growing 
popularity as our clients look to navigate this 
inflationary environment. 

I hope you enjoy the read. If you have any 
questions or feedback, please get in touch. 

before you get stuck in...  

Jonathan Parker  
Head of Defined Contribution 
& Financial Wellbeing

mailto:dcteam%40redington.co.uk?subject=The%20Defined%20Contrarian
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country-level engagement

Stewardship means acting as a good 
owner of the entities in which you 
invest. It can require intervention to 
preserve long-term value as well as to 
enhance it over time. It should apply 
to all asset classes, not restricted to 
those places where it’s easiest. That’s 
not just the Redington view – the UK 
Stewardship Code, overseen by the 
Financial Reporting Council, calls on 
investors to act as good stewards 
of their investments across all asset 
classes.

Despite this view, investors have typically 
restricted stewardship only to their equity 
investments – neglecting their corporate 
fixed-income exposures, which are so 
important in the pensions world. Even 
more of a forsaken asset class in relation 
to stewardship is sovereign debt; yet the 
war in Ukraine, and its volatile investment 
consequences, reminds us that this isn’t a 
sustainable position for investors to take.

There’s scope to engage directly with 
sovereign issuers, though influence is 
difficult. The leading case study on sovereign 
engagement is probably the work done 
to encourage Brazil to do more to limit 
Amazon rainforest destruction. A group of 
29 investors, with assets totalling around 
$3.7 trillion, engaged with the Brazilian 
embassies in their home countries and then 
sent a collective letter to the government 
urging greater action. Most notably, the letter 
said that “Brazilian sovereign bonds are also 
likely to be deemed high risk if deforestation 

Paul Lee 
Head of Stewardship & Sustainable 
Investment Strategy
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continues”, and at least some members 
of the group have said that they’re willing 
to divest existing Brazilian bonds and to 
exclude any future investments if no further 
action is taken. It’s not apparent that any of 
the investors have actually taken that step, 
however, and it’s also not clear whether their 
efforts have yet had an impact on Brazilian 
government policies, or in terms of actual 
real-world protections for the rainforest.

Many investors – especially those exposed 
to local currency debt – will probably wish 
that they’d taken a stronger stance towards 
the debt of Russia prior to this crisis and 
the collapse of the Russian rouble as well 
as the value of the debt itself. With the 
benefit of hindsight, there were signals of 
the increasingly aggressive attitude of the 
Russian state that could have been heeded 
to exclude the country’s debt from portfolios 
(the Crimean invasion, the NotPetya cyber 

attack and the Skripal poisoning in Salisbury 
being just three examples of breaches of 
expected international norms of behaviour 
from the last handful of years). Instead, many 
investors are stuck with assets of uncertain 
value whose contracted cashflows may well 
be disrupted and that they simply cannot 
sell. 

While a number of investors do maintain 
exclusion lists on sovereign debt, they’re 
more likely to exclude countries such as 
Belarus for dictatorship and suppression of 
dissent and Myanmar for apparent genocide 
than other larger countries that might 
appear equally guilty of such problematic 
actions. And disruptive though they’ve been, 
the sanctions on Russia and Russian assets 
have had less impact on investor portfolios 
than similar sanctions might have had in 
relation to a country more integrated into 
the global financial system. Investors may 

Stewardship in a crisis 
Country-level engagement
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want to consider the potential negative 
implications of possible future scenarios 
around the world, and what investment risks 
they might face as a result.

Such exclusions and avoidance are perhaps 
the only option in relation to countries with 
regimes like that in Russia. It’s pretty clear 
that investor engagement would not have 
worked to influence the country down a 
different path. But in less extreme cases, 
engagement will have a role.

And, as well as the challenging area of 
engaging with governments themselves, 
there are other forms of engagement in 
relation to sovereign debt investments 
that can potentially be productive. Raising 
standards across a market as a whole should 
help bolster economic performance and 
so tax receipts, supporting sovereign debt 
performance. Thus, there can be real value 
for investors to engage on market regulation 

and systemic issues. Perhaps most obvious 
among these is reporting standards, as 
enhanced transparency gives investors 
greater confidence about individual stocks 
and confidence in markets and economies 
as a whole. That extends to both financial 
reporting and sustainability reporting – 
and there’s an emerging opportunity for 
the world to converge on a single set of 
sustainability reporting standards with the 
advent of the International Sustainability 
Standards Board under the banner of the 
IFRS Foundation. Encouraging countries 
towards adopting these offers a valuable 
opportunity for engagement that would have 
positive impacts across investor portfolios.

Stewardship in a crisis 
Country-level engagement

Stewardship has become increasingly 
expected of pension schemes 
– especially in light of growing 
regulations such as mandatory TCFD 
reporting. However, to date, effective 
stewardship has predominantly 
focused on engagement at a sector or 
company level – and has often been 
limited to governance or climate issues. 
Recent events have highlighted the 
importance of engagement/divestment 
at a country-level, and there have 
been calls for the pension industry to 
increase their focus on social issues 
too. In this light, moving forward, 
should trustees of DC schemes be 
holding fund managers to account 
on their country-level engagement, 
as they would their engagement with 
any companies whose revenues are 
dependent on the sales of controversial 
weapons or fossil fuels?

so what?
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As an employer, you’re responsible 
for deciding the type of pension you 
provide to your employees.

There are times when you might want or 
need greater control of your DC scheme – 
such as when changing corporate strategy 
– or times when other business areas take 
priority, so you just want confidence that 
your scheme is running as it should be.

Striking that balance can be tricky. So it’s 
important to take the time to think about 
where you want control and where you need 
to delegate. Considering the needs of your 
business and people will help you decide 
whether your current scheme setup is 
suitable.

Where do you want to end up?  

At Redington, our approach is to ‘begin with 
the end in mind’; but, of course, legislation 
means your starting point will influence 
where you can end up.  

Our experience – which we admit won’t be 
universal – is that employers want their 
workplace pension to have some or all of the 
following features: 

• Flexibility to change things that make a 
difference, like communicating in a way 
that works for their people and having a 
say over the investments. 

• The right amount of oversight and 
governance, but not onerous or costly for 
them.

• Administration that allows them to make 
changes as the business needs it and 
allows their people to take their benefits 
easily and simply when they want to. 

OWN TRUST, MASTER TRUST OR GPP. 
WHICH IS RIGHT FOR YOUR BUSINESS?   

balancing effort and impact

Paul Enderby 
Senior Vice President, 
Defined Contribution
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Own trust, master trust or GPP. Which is right for your business?  
Balancing effort and impact   

Traditionally, DC structures are presented as 
falling somewhere between delegation and 
control, with GPPs at one end, own trusts at 
the other and master trusts in the middle. 
Personally, I think it’s much more blurred 
than that, like viewing the options through 
cataracts (something I’ve just got over!). 

So, when comparing DC structures, we like 
to assess four key elements: administration, 
investment, communications and governance 
–  plus another for the purpose here: 
corporate strategy.

Assessment 
element

Description Things to consider  

Administration Understand who actually undertakes the 
administration, the level of flexibility available and 
the technology capabilities of the platform.

Some bundled own trusts offer flexibility, others 
don’t. Some master trusts use a Third Party 
Administrator and offer flexibility, others are merely a 
processing machine. Some consultant master trusts 
use a provider, others use their own administration 
business, it’s not entirely straightforward.

Understanding who does the administration will 
allow you to get a true picture of who your members 
will interact with, and the likely quality of their 
experience.

Investment The traditional view was that investments under 
GPPs are inflexible and can’t be changed at the 
employer’s behest. That’s less the case under 
modern contracts. It’s now possible for employers 
to build their own defaults, so if GPP is where you 
want to stay, check whether your contract gives you 
sufficient flexibility. 
 
In contrast, whilst master trusts allow you to 
delegate all investment responsibility, this may mean 
sacrificing investment flexibility. Some master trusts 
allow you to build your own default, others don’t.  

If being able to control the investments you offer 
members is important, don’t automatically discount 
GPPs from your consideration, or assume that 
master trusts give you the flexibility you’re looking 
for.
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Own trust, master trust or GPP. Which is right for your business?  
Balancing effort and impact   

Communications Own trusts certainly give you flexibility to 
communicate what you want, how you want 
(although you’ll need to work with closely with your 
trustees). And, if you use a bundled arrangement, 
your provider can support you. Likewise, master 
trusts also offer lots of flexibility, with some offering 
very sophisticated tools and solutions.
  
The difference is that even though as an employer 
you are technically the master trust’s client, their 
trustee board will often control (or, at the very 
least, need to approve) the communications. So it’s 
important to check just how much say you will have 
over member communications. 

If GPP is where you want to go, or where you’re 
starting from, remember that personal pensions 
are subject to a different legislative regime and a 
different Regulatory body (the FCA). This can mean 
more prescribed communications that are perhaps 
more generic and ‘compliance constrained’.

If control and flexibility of your pension 
communications are important, trust or master trusts 
typically offer greater scope than GPPs, but do 
speak to your provider to understand their position.
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Own trust, master trust or GPP. Which is right for your business?  
Balancing effort and impact   

Corporate 
Strategy

Your DC scheme must be able to meet the changing 
needs of your business and corporate strategy.

If you regularly acquire or divest businesses, you 
may need to review the evolving needs of your 
workforce.

Periodic consolidation exercises can help to simplify 
your workplace pension arrangements. This can 
involve bulk transfers. Whilst you might expect this 
to always be possible in a master trusts, not all such 
schemes can or will actually allow them. And with 
GPPs, whilst you as an employer can’t force bulk 
transfers, some providers will help you undertake a 
transfer exercise, inviting and coordinating member 
responses and arranging for the bulk transfer of data 
and assets to the receiving scheme.

If your corporate strategy is changing, think about 
whether or not your current DC scheme is capable 
of evolving too, regardless of what type of structure 
you use.

Our experience at Redington is 
that, like most things in life, DC 
structures are never as they first 
appear. The answers aren’t always 
clear cut, and it’s important to 
assess the characteristics of each 
structure according to the five key 
elements above. When considering 
a change of structure, taking advice 
from an experienced DC consulting 
team will be a sensible investment.

so what?
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the IKEA effect

Psychological bias can have a big 
impact on pension savers’ behaviour 
in a crisis. But that doesn’t have to be 
a bad thing. 

Here we go again. Another shocking global 
event triggers another flurry of crisis 
communication in financial services. Pension 
funds, financial advisers and fund managers 
reach out to steady their stakeholders with 
letters, emails and social media posts.       

Has anyone ever measured the ROI of all 
their reactive communication? I don’t mean 
to sound cynical. It’s sound advice to stay 
hands-off when the markets tumble. But in 
the middle of a crisis, everyone – business 
pages, pundits, pub bores – starts shouting at 
once. Your message, no matter how sensible, 
can be lost in the noise.   

Why the urge to sell is so strong

‘Fear’ is a simplistic label for the 

psychological biases that sit behind panic 
trading. Of these, one of the most powerful 
is what’s known as ‘loss aversion’. It isn’t just 
that losses hurt investors – it’s that the pain 
of that loss is more than twice as strong as 
the joy of an equivalent gain.1 What makes 
this worse is the ‘snake-bite effect’, when an 
investor smarting from a big loss shifts their 
portfolio to a less risky position. They might 
even stay out of the equity market for good.2

Trying to stop pension savers giving in to 
this kind of pressure with an email or a social 
media post will always be an uphill struggle. 
Instead, we need to help them build their 
psychological defences during periods of 
relative calm. And one of the best ways to do 
this could be to draw on another powerful 
psychological bias. 

The power of ownership

In 1980, economist Richard Thaler put a name 
on the positive bias we all have towards our 
own stuff. He called it the ‘endowment effect’. 

Got a tacky but treasured holiday souvenir 
that you wouldn’t give up for cash? That’s the 
endowment effect in action.3

In 2012, three professors of business 
researching consumer behaviour went 
further. They coined the ‘IKEA effect’ 
to describe the even greater sense of 
attachment people have towards things they 
not only own, but made themselves. 

The IKEA effect happens because creating 
something makes us feel competent and 
in control of our lives. It’s why you’re a bit 
fonder of your Billy bookcase than its form or 
function can really justify.4

Self-selecting changes investor behaviour  

In 2021, a group of researchers (Amin Zokaei 
Ashtiani, Marc Oliver Rieger and David Stutz) 
set out to find whether the IKEA effect 
applied to investing. They asked 219 people 
to invest imaginary money in a pretend 
financial market. Half the group built their 

Robin Harries 
Consultant, Quietroom

1. Charted Financial Institute. Loss Aversion: a preference to avoid losses in investing.
2. Materials Risk. The psychology behind panic selling. 16th November 2021.
3. The Decision Lab. Why do we value items more if they belong to us? 
4. The Decision Lab. Why do we place disproportionately high value on things we helped to create?

https://corporatefinanceinstitute.com/resources/knowledge/trading-investing/loss-aversion/
http://materials-risk.com/the-psychology-behind-panic-selling/
https://thedecisionlab.com/biases/endowment-effect
https://thedecisionlab.com/biases/ikea-effect
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own portfolios, and half had one put together 
for them by an ‘adviser’.

The researchers deliberately ‘crashed’ the 
market a year into the study to see how 
the participants would react. In the advised 
group, 31% of participants dumped their 
high-volatility assets. But in the non-advised 
group, it was just 10%. This difference had 
a greater impact on behaviour than almost 
any other characteristic – including level of 
education, age or income. 

The researchers concluded that the non-
advised group valued their investments more 
because they’d had a hand in selecting them 
– which made them less likely to sell.5

How can we harness the IKEA effect?

The sense of ownership that people get from 
choosing their own investments might be 
useful. But, clearly, we can’t start pushing 
everyone with a DC pot towards self-select. 
Here are three ways we could stimulate a 
sense of ownership in pension savers without 
encouraging unnecessary risk-taking:

1 Ask pension savers to take an 
  investment survey

At the moment, new savers wind up in the 
default fund. If they had the chance to align 
their choices with their personal view on ESG 
matters, their savings might take on a much 
greater level of personal significance. 

2 Connect them with their stewardship 
responsibilities

Lots of pension savers don’t even know 
their money is invested. Use a service like 
Redington’s Ada platform to understand 
how the voting activity of fund managers 
compares to member preferences. Sharing 
this insight with your members could result 
in a much higher level of engagement – and 
ownership. 

3 Give them the good news

Fund managers are great at sharing case 
studies with their institutional stakeholders – 
but how often does this content filter out to 
individuals? Tell people where their money is 
and what it’s doing – stop shutting them out 
of the conversation.      

Put a stop to panic trading 
The IKEA effect

All too often, savers are bombarded 
with letters and emails telling them 
to stay calm during a time of crisis – 
this only serves to add to the existing 
noise and panic. Drawing on learnings 
from behavioural finance, the better 
option might be to use the calm before 
the storm to engage savers with 
their investments. When savers feel 
connected with their investments – 
perhaps because they’re aware of the 
good their money is doing in helping 
to tackle climate change – they’re 
more likely to want to hold on to them 
through rocky patches. 

We’ve partnered with Quietroom to 
bring together our pension expertise 
with their communications know-how. 
So, if you’re interested in actioning any 
of the above and need some help or 
guidance, please get in touch. 

so what?

5. Amin Zokaei Ashtiani, Behavioural Economics. A 
nudge against panic selling: making use of the IKEA 
Effect. 21st July 2021. 

https://adafintech.co.uk/features/stewardship/
mailto:dcteam%40redington.co.uk?subject=The%20Defined%20Contrarian
https://www.behavioraleconomics.com/a-nudge-against-panic-selling-making-use-of-the-ikea-effect/
https://www.behavioraleconomics.com/a-nudge-against-panic-selling-making-use-of-the-ikea-effect/
https://www.behavioraleconomics.com/a-nudge-against-panic-selling-making-use-of-the-ikea-effect/
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meet our liquid alternatives specia
list 

Which asset classes do you cover?

I’m responsible for researching liquid 
alternative and multi-asset strategies. It’s quite 
a wide-ranging remit, which certainly keeps 
me on my toes. 

Liquid alternative strategies span a multitude 
of areas such as equity market neutral, 
diversified risk premia (DRP), trend following 
and event driven funds. These are generally 
run by hedge fund firms seeking to provide 
return streams that are relatively uncorrelated 
to major market moves, offering valuable 
diversification benefits to portfolios.

Within multi-asset, we predominantly look at 
long-biased strategies (i.e. those focused on 
buying assets that the manager believes will 
rise in value, rather than investing in such a 
way that you benefit from the fall in value of an 
asset). These include diversified growth funds 
(DGFs), which allocate funds across core asset 
classes such as equities, fixed income and 
commodities. 

To keep you up-to-speed on all things
asset class, we’re pulling one of our
manager research specialists aside
each quarter to have a chat over the
(virtual) water cooler to find out what
they’re up to.

This quarter we spoke to Tom 
Wake-Walker, our liquid alternatives 
specialist. 
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Tom Wake-Walker 
Director, Manager Research

1
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What ideas have you been working on lately?

We’ve recently expanded our research in the event driven space. These strategies seek to take 
advantage of trading opportunities in equity and credit markets, with return generation generally 
unrelated to the broader market environment. Merger arbitrage (trading around mergers and 
acquisition activity), as well as other corporate events like spin-offs or restructurings, provide 
opportunities for managers to generate alpha that is not correlated with other longer-term client 
allocations.

Over the last month, we’ve also been working on refreshing our DRP research – strategies that 
allow investors to obtain exposure to a diversified set of risk premia in a single fund by blending 
together risk parity, trend and style premia. This took us to the US for the first time in two and 
a half years – it was especially interesting to take the temperature on morale at some of these 
systematic firms, following a difficult couple of years for some. 

We’ve also been researching impact-oriented equity hedge funds – a truly nascent area of the 
market. These funds, either through engagement or investing in companies driving positive 
change and shorting (i.e. betting against) those that are destructive from an ESG perspective, 
are creating real positive environmental and social impacts.

2
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Water cooler chats 
Meet our liquid alternatives specialist 

What’s gone well over the past 12 months?

It’s really pleasing to report that we’ve seen a 
strong period of performance for the majority 
of our managers over the last 12 months. 
Diversification benefits have shone through 
– with DRP, equity market neutral and trend 
following managers faring particularly well.

In 2022, we’ve seen these strategies provide 
protection in client portfolios, with exposure to 
value equity names, commodities and inflation 
positions all contributing.

What hasn’t gone so well over the past 12 
months?

While generally, our asset allocation DGF 
managers (those that are long-biased and 
therefore relatively correlated with equity 
markets) have performed well, those who have 
maintained an overweight to emerging market 
versus developed market equities have lagged. 
While understandable based on valuation 
metrics, outflows from emerging markets have 
proved a frustrating headwind. 

A more aggressive regulatory approach from 
the Biden administration has also brought 
some new uncertainty around M&A activity; 
increasing risk for some merger arbitrage and 
event driven managers.

What does the next 12 months look like?

We foresee heightened uncertainty in 
markets as sustained inflation looks to set in – 
investors have begun to look more earnestly 
for both protection and diversification. 
Liquid alternative strategies provide these 
characteristics, so we expect to be extremely 
busy!

We also hope to continue with more in-person 
meetings to assess fund managers in their 
natural habitat – which is vital to forming an 
accurate and well-rounded view, particularly 
as our clients focus more on cultural aspects. 
It’s been great to squeeze in visits to Milan, 
Copenhagen and the US in recent months, 
and as we look to further research in the liquid 
alternatives space, we hope this will become 
the norm.

3 4 5
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What makes you tick outside of work?

I’m pretty active as long as there’s a ball 
involved. I play club hockey but also slice 
golf balls, miss cricket balls and occasionally 
manage to hit an ace. I’m also partial to dicing 
with a black run on the slopes – when I can get 
to the Alps that is.

Water cooler chats 
Meet our liquid alternatives specialist 

6
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OF OUR THINKING?

The Defined Contrarian 
Q1 2022

Redington’s 2022 Sustainable 
Investment Report

Redington names  
Sylvia Pozezanac as CEO

Redington’s RI Book Club

What is impact private credit?

Thoughts From the Loft 
April 2022

THOUGHTS 
FROM THE 
LOFT

Pete Drewienkiewicz

grab yourself a cuppa and  

   have a read of these...

https://redington.co.uk/publication/the-defined-contrarian-q1-2022/
https://redington.co.uk/publication/redingtons-2022-sustainable-investment-report/
https://redington.co.uk/redington-names-sylvia-pozezanac-as-ceo/
https://redington.co.uk/redingtons-ri-book-club-reviews-against-our-nature-by-james-whiteman-steve-waygood-and-martin-cassidy/
https://redington.co.uk/what-is-impact-private-credit/
https://redington.co.uk/publication/thoughts-from-the-loft-april-2022/
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Senior Vice President,  
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WANT TO DISCUSS FURTHER? 
get in touch

Disclaimer 
This Market Communication will not be unsolicited, will not be produced in accordance with the legal requirements designed to promote the independence of 
Investment Research (as defined by FCA rules) and are to be considered as permitted “minor non-monetary benefit(s)” (as defined by the FCA Rules and/or 
any Applicable Rules). Unless indicated, these are the views of the author’s and may differ from those of the firm. We do not provide personal recommendations 
(as defined by FCA rules), nor advise you on the merits of any transaction in investments. We may provide you with information about investments, including 
their terms or performance, and we may provide you with trading ideas. However, in providing such information and ideas we will not be making a personal 
recommendation to you nor advising you on the merits of any investment, and you will be responsible for making your own assessment of such information and 
ideas. We will not take into consideration your investment objectives. Where we provide information or trading ideas, this will be based on underlying information 
from sources believed to be reliable but we are unable to confirm the accuracy of all information supplied to or obtained by us and accordingly cannot accept 
liability for any direct, indirect or consequential losses arising from the use of such information. For the avoidance of doubt, we are not required to assess the 
suitability of any investment for you, and you will not benefit from the protection of the FCA Rules on assessing suitability.

Redington Ltd. 
Floor 6 One Angel Court 
London EC2R 7HJ 
+44 (0)20 7250 3331 
redington.co.uk 
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