
The UK Defined Benefit (DB) pensions landscape is 
evolving rapidly, and trustees have a lot of challenges 
to overcome. Changing market conditions, increased 
regulatory requirements, and environmental, social and 
governance (ESG) factors require careful consideration. 
These challenges, coupled with the recent gilt market 
volatility, have led many to review their decision-making 
structures and implementation approaches.

These dynamics have been further complicated by the 
overarching macro events of 2022. The impact of the 
Russia-Ukraine war, increasingly fractured geopolitical 

relationships, supply chain challenges, an energy crisis, 
spiralling inflation and rising interest rates have left 
DB schemes in a very different position. Many are now 
much further along their journey to ‘endgame’, while 
others find themselves grappling with liquidity concerns 
and liability risk management challenges.

In what is likely to be a more challenging environment 
for investors and pension schemes to navigate moving 
forward, now is an opportune time to assess the 
health of the UK DB market and the key priorities and 
concerns facing stakeholders.
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RUSSELL INVESTMENTS’ DEFINED BENEFIT RESEARCH: OVERVIEW

This research was supplemented with interviews from a number of senior individuals within the DB market to gain 
greater insight into current thinking.
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PENSION SCHEMES’ MAIN REASONS FOR 
USING AN OUTSOURCED PROVIDER

One of the key areas that we wanted to understand in 
this research is the rationale for DB schemes employing 
outsourced investment support. 55% of respondents 
cited a greater depth of expertise as a key reason for 
employing an outsourced investment provider, with a 
similar number identifying reporting and transparency 
as a main driver in their decision-making. Strong 
governance structures (52%) also ranked highly among 
respondents.

In our additional conversations, stakeholders expressed 
a desire to ensure their schemes had robust structures 
in place and could respond quickly and nimbly to a fast-
changing environment with greater pressures arising 
from market volatility and increased regulation.

IDENTIFYING DEFINED BENEFIT PENSION 
SCHEMES’ CONCERNS

Inflation and central bank policy action are critical 
issues for pension trustees and sponsors, with 74% 
of respondents ranking these as their main concern 
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in the next six months. These concerns ranked higher 
among respondents following the UK mini-budget of 23 
September, compared to those surveyed beforehand.

Recession also ranks highly, though interestingly falls 
slightly among respondents following the government 
statement – is this an indication of a greater acceptance 
of a recession?

IDENTIFYING PRIORITIES OF TODAY

Most notably, since the government announcement at 
the end of September, the proportion of respondents 
identifying de-risking towards endgame as a priority 
has increased by 20%.

Rising interest rates are clearly having a significant 
impact here, which has accelerated the timeframes in 
which schemes may be able to buy out with an insurer.

FUTURE ASSET CLASS EXPOSURE

The study found this focus on de-risking towards 
endgame is being reflected in asset allocation decisions, 
with moves away from developed markets (32% of 
respondents) and emerging markets equities (12%), 
as well as property (17%) exposure. Investment grade 
credit (25%) and high yield credit (13%) appear to be 
beneficiaries of this trend, as do infrastructure (16%) 
and private credit (12%) reflecting the perceived 
attractiveness of the risk/return opportunities available 
in these asset classes.

ADDRESSING SUSTAINABILITY AND CLIENT 
CHANGE

DB scheme decision-makers appear increasingly 
focused on addressing issues relating to climate 
change, with over two-thirds of respondents (67%) 
indicating they were ‘likely’ or ‘very likely’ to increase 
their focus on climate change-related issues in the next 
12 months. This is being applied through the use of 
scenario analysis to consider climate change risks, as 
well as discussing policies in this area with advisers and 
underlying managers. 

Climate change also features prominently as a 
criterion in manager selection, with more than half of 
respondents (57%) highlighting manager research 
as a means by which they incorporate sustainability 
considerations into their investment portfolios. Only a 
quarter (26%) use explicit exclusion policies to meet 
their climate change goals. Sustainability is being 
incorporated across entire portfolios by three-quarters 
of schemes (76%) rather than simply through specific 
allocations (20%) or by using single asset classes (9%).

The increasing importance of climate change to DB 
pension scheme stakeholders is also evident in their 
focus on setting net-zero targets. 36% of respondents 
have already set a target of 2050 or earlier, 47% are in 
the process of considering their approach while only 
16% have decided not to set any target.

THE CHALLENGING JOURNEY AHEAD

From the responses, two really challenges stand out, 
market volatility and excessive regulation. This is 
consistent with some previous findings – namely the 
reasons for schemes employing outsourced support 
and the demand for enhanced expertise, reporting and 
transparency, and governance structures – suggesting 
a recognition that a more robust and nimble approach 
will be required in response to a more challenging 
environment.

Download a full copy 
of the research at 

russellinvestments.com/uk/
insights/db-research

https://russellinvestments.com/uk/insights/db-research
https://russellinvestments.com/uk/insights/db-research
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