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Preserving pre-retirement income is the desired outcome 

 

Pre-retirement 
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An outcome based strategy 

 

1. Focus on member outcomes 

 

2. Corporate bonds are not the default pre-retirement asset  

 

3.  Gilt based solutions with an annuity benchmark could achieve the required outcomes 

 

4. Purchasers of a level annuity are sensitive to inflation before retirement 
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The investment outcomes 
Pre-retirement 
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Source: Schroders. 

 Equity-like 

 All weather performance 

 Focus on potential downside protection 

 Transition phase 
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 Bond-like 

 Aim to protect future retirement income 

Stable 

Growth 

Pre-retirement strategies aim to reduce risk by preserving annuity purchasing power 

Member outcomes 

Use of credit 

Annuity benchmark 

Inflation before retirement 



Returns are required to match the effect of annuity rate changes 

Returns are not required to generate the return implied by the annuity yield 

Measuring success 
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Building an outcome based benchmark 
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Source: Schroders, for illustration only 

Month 1 Month 2 

Rate 

Capital required  

to generate £10 

p.a. 

Index 

equivalent at 

outset 

Rate 

Capital required  

to generate £10 

p.a. 

Index 

equivalent  

at month 2 

Index return 

month 1 to 

month 2 

7.5% £133 100 8% £125 94 -6% 

The index shows the returns required to maintain 

post-retirement income 

Example 

Member outcomes 

Use of credit 

Annuity benchmark 

Inflation before retirement 



Measuring success 
An outcome based benchmark 
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Source: Schroders, Moneyfacts Market Intelligence. Monthly fixed annuity data December 2007 – February 2014.  The “Standard” price range approximates the interquartile range 

of annuity rates expressed as a total return index.  The annuity price range is based on fixed annuity prices for both men and women expressed as a total return index. All 

variables are the result of Schroders’ internal calculations.  As at 25 February 2014.  For illustration only.   
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The total return index provides the benchmark for assessing investment outcomes 

Member outcomes 

Use of credit 

Annuity benchmark 

Inflation before retirement 
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The annuity spread and credit spread over 

gilts 

One year outcomes expressed as an increase/ 

decrease in annuity purchasing power 

Corporate bonds as a pre-retirement asset 
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Annuity spreads and credit spreads over gilts 
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Source: Schroders, Bloomberg, williamburrows.com. Gilt yield is the over 15 year gilt yield. Credit spread calculated with reference to the iBoxx All Stock index. Fixed annuity data 

is monthly: Single life January 2006 – March 2013. Corporate bond return is the Merrill Lynch Corporates Total Return Index over 10 years. As at 25 February 2014.  For 

illustration only. 
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The unstable relationship between credit spreads and annuity rates expose members 

to a high risk of  material loss of annuity purchasing power 

Member outcomes 

Use of credit 

Annuity benchmark 

Inflation before retirement 



Measuring success 
Corporate bonds as a pre-retirement asset 
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Source: Schroders, Moneyfacts Market Intelligence. Monthly fixed annuity data December 2007 – February 2014.  The “Standard” price range approximates the interquartile range 

of annuity rates expressed as a total return index.  The annuity price range is based on fixed annuity prices for both men and women expressed as a total return index.  Corporate 

bond return is the Merrill Lynch Corporates Total Return Index over 10 years.  All variables are the result of Schroders’ internal calculations.  As at 25 February 2014.  For 

illustration only.   
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Investors converting to an annuity in 2008/9 could experience annuity purchasing 

power reduced by up to 20% 
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The relationship between gilt yields and 

annuity rates 

 

 

Theoretical Cashflow profile 

Establishing a benchmark 
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Theoretical annuity cashflow profile 
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Source: Schroders, williamburrows.com. For illustration only. Fixed annuity data is monthly: Single life October 1990 – February 2014. For illustration only. Cashflows are  based 

on a 65 year retirement age, 50% male 50% female single life non-increasing annuity with no guarantee period, mortality rates in-line with PM/FA92 medium cohort.  The above 

cashflows are the result of internal calculations. 

The benchmark should account for the uncertainty of member age at annuity 

conversion 
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Matching the benchmark 
Standard gilt indices do not match the annuity cashflows 
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Source: Schroders. For illustration only. Cashflows are  based on a 65 year retirement age, 50% male 50% female single life non-increasing annuity with no guarantee period, 

mortality rates in-line with PM/FA92 medium cohort.  The above cashflows are the result of internal calculations. As at 20 January 2014.  
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Theoretical benchmark and cashflows from an over 15 year Gilt index (LHS) and a Gilt based cashflow 

matched solution (RHS)  
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Cashflows from pre-retirement assets should aim to match the annuity cashflow 

profile 

Holdings will fluctuate depending upon gilt issuance Holdings match the annuity cashflows 

Good match: both maturity and amount 
Short maturity, 

too little 

coverage 

Long maturity, 

too much 

coverage 

Member outcomes 

Use of credit 

Annuity benchmark 

Inflation before retirement 



Measuring success 
Standard gilt indices as a pre-retirement asset 
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Source: Schroders, Moneyfacts Market Intelligence. Monthly fixed annuity data December 2007 – February 2014.  The “Standard” price range approximates the interquartile range 

of annuity rates expressed as a total return index.  The annuity price range is based on fixed annuity prices for both men and women expressed as a total return index. Over 15 

year gilt index is the FTSE Actuaries Government Securities UK Gilts Total Return over 15 year gilt index.  All variables are the result of Schroders’ internal calculations.  As at 25 

February 2014.  For illustration only.   
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A standard gilt index may does not aim to track changes in annuity prices              

The benchmark chosen is crucial to matching prices 
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Measuring success 
Cashflow matching gilts as a pre-retirement asset 
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Source: Schroders, Moneyfacts Market Intelligence. Monthly fixed annuity data December 2007 – February 2014.  The “Standard” price range approximates the interquartile range 

of annuity rates expressed as a total return index.  The annuity price range is based on fixed annuity prices for both men and women expressed as a total return index. The 

Annuity cashflow benchmark return is the result of modelling based on the annuity cash flows purchased at retirement.  All variables are the result of Schroders’ internal 

calculations.  As at 25 February 2014.  For illustration only.   
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Investing in gilts to match post retirement cashflows delivers a portfolio that aims to 

maintain investor annuity purchasing power 
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One year outcomes expressed as an increase/ decrease in annuity purchasing power 

Assessing outcomes 
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Maintaining annuity purchasing power 
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Source: Schroders, Moneyfacts Market Intelligence. Monthly fixed annuity data December 2007 – February 2014. Outcomes assessed against the median annuity total return of 

the annuity price range. Corporate bond return is the Merrill Lynch Corporates Total Return Index over 10 years. The Annuity cashflow benchmark return is the result of modelling 

based on the annuity cash flows purchased at retirement. Over 15 year gilt index is the FTSE Actuaries Government Securities UK Gilts Total Return over 15 year gilt index.  All 

variables are the result of Schroders’ internal calculations.  As at 25 February 2014.  For illustration only.  

A pre-retirement strategy should aim to reduce risk of poor member outcomes 

Cashflow matching gilts  Over 15 year Gilt index Corporate bond portfolio 
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Median 

Member outcomes 

Use of credit 

Annuity benchmark 

Inflation before retirement 



Difference between start of period break-even inflation and realised inflation over 10 year 

periods 

Inflation in the period to retirement 
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What if inflation is not as expected? 
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Source: Schroders, Bloomberg, Bank of England as at 30 April 2013 
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The realised difference in break-even inflation and actual inflation expose investors to 

risk of reduced real purchasing power at annuity conversion  
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The effect of unexpected inflation on real outcomes 
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Source: Schroders, Bloomberg, Bank of England, Barclays Capital. The chart shows the upper quartile, median and lower quartile range. The 2.5, 5 and 10 year analysis 

compares the impact of break-even inflation versus actual inflation over 2.5, 5 and 10 year periods, at monthly intervals, with start dates from July 1992 up to November 2010, 

April 2008 and April 2003 respectively. The 5 year with inflation protection compares the impact of break-even inflation and an inflation swap versus actual inflation over 5 year 

periods, at monthly intervals. This is not directly comparable with the 5 year outcomes. 
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Preserving pre-retirement income is the desired outcome 

 

Pre-retirement 
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An outcome based strategy 

 

1. Focus on member outcomes 

 

2. Corporate bonds are not the default pre-retirement asset  

 

3. Gilt based solutions with an annuity benchmark could achieve the required outcomes 

 

4. Purchasers of a level annuity are sensitive to pre-retirement inflation 
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Important information 
For Professional Investors only.  Not suitable for Retail clients. 

The material is not intended to provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations.  Information herein 
is believed to be reliable but Schroder Investment Management Ltd (Schroders) does not warrant its completeness or accuracy.  No responsibility can be 
accepted for error of fact or opinion.  This does not exclude or restrict any duty or liability that Schroders has to its customers under the Financial Services 
and Markets Act 2000 (as amended from time to time) or any other regulatory system.  Schroders has expresses its own views and opinions in this 
document and these may change.  Reliance should not be laced on the views and information in the documents when taking individual investment and/or 
strategic decision. 

Past Performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down as well 
as up and investors may not get back the amounts originally invested 

For the purposes of the Data Protection Act 1998, the data controller in respect of any personal data you supply is Schroder Investment Management 
Limited (SIM). Personal information you supply may be processed for the purposes of investment administration by the Schroders Group which may include 
the transfer of data outside the European Economic Area.  SIM may also use such information to advise you of other services or products issued by the 
Schroder Group unless you notify it otherwise in writing. For your security, communications may be taped or monitored.  

Risk Modelling Warning 

The forecasts stated in the presentation are the result of statistical modelling, based on a number of assumptions.  Forecasts are subject to a high level of 
uncertainty regarding future economic and market factors that may affect actual future performance.  The forecasts are provided to you for information 
purposes as at today's date. Our assumptions may change materially with changes in underlying assumptions that may occur, among other things, as 
economic and market conditions change.  We assume no obligation to provide you with updates or changes to this data as assumptions, economic and 
market conditions, models or other matters change.                                                                  

Issued February 2014 by Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA 
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Important information 
For Professional Investors only.  Not suitable for Retail clients. 

Schroders’ estimates and data 

The data contained in this document has been sourced by Schroders and should be independently verified before further publication or use.  

Derivatives – Investment  

The strategy can use derivatives for investment purposes and may leverage the portfolio. These instruments can be more volatile than investment in 
equities or bonds.   The use of leverage can increase gains as well as losses and expose the strategy to increased risk.  The use of derivatives and 
leverage involves a higher degree of risk and may lead to a higher volatility in the unit prices of the funds.  

Back testing 

The hypothetical results shown must be considered as no more than an approximate representation of the portfolio’s performance, not as indicative of how 
it would have performed in the past. It is the result of statistical modelling, based on a number of assumptions and there are a number of material limitations 
on the retrospective reconstruction of any performance results from performance records.  For example, it may not take into account any dealing costs or 
liquidity issues which would have affected the strategy’s performance. This data is provided to you for information purposes only as at today's date and 
should not be relied on to predict possible future performance. 

Liability Driven Investment 

Entering into derivate contracts introduces counterparty risk, the potential to incur a loss if the counterparty is unable to honour its obligations. This means 
clients are exposed to potential losses if a counterparty were to default on its obligation. We mitigate much of this risk by receiving collateral with a value at 
least equal to the exposure to each counterparty. Subject to minimum transaction limits, the level of collateral will be updated on each business day. 
However, in the event of a default, there would be a cost involved in liquidating and reinvesting. 

Liability hedging strategies may also be subject to basis risk between the valuation methodology applied to a pension scheme’s liabilities and that applied to 
the underlying swap contracts.  

Issued February 2014 by Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA 



Schroder Pensions Management Limited is authorised and regulated by the Financial Conduct Authority 

Past performance is not a guide to future returns.  The value of investments can fall as well as rise as a result of market movements.  Investments in 

smaller companies may be less liquid than in larger companies and price swings may therefore be greater than in larger company funds.  Exchange rate 

changes may cause the value of overseas investments to rise or fall. Less developed markets are generally less well regulated than the UK, they may be 

less liquid and may have less reliable custody arrangements. Investors should be aware that investments in emerging markets involve a high degree of 

risk and should be seen as long term in nature. The Portfolio will invest in some higher-yielding bonds (non-investment grade). The risk of default is 

higher with non-investment grade bonds than with investment grade bonds. Higher yielding bonds may also have an increased potential to erode your 

capital sum than lower yielding bonds.  The Portfolio will invest in Property Funds and Property Investment Companies.  It may be difficult to deal in 

these investments because the underlying properties may not be readily saleable which may affect liquidity 

This document is not an offer or a solicitation to acquire or dispose of an interest in securities or other investment instruments described herein. This 

document contains outline, indicative terms for discussion purposes only and is not intended to provide the sole basis for evaluation of the instruments 

described. Terms are purely indicative and may change in line with market conditions. Any recipient of this document agrees that the appropriateness of 

any described structure to its particular situation will be independently determined, including consideration related to the legal, tax and other related 

aspects of any transaction.  The information and opinions and associated estimates and forecasts contained in this document have been obtained from 

or are based on sources believed by us to be reliable, but no responsibility can be accepted for error of fact or opinion.  Schroders has expressed its own 

views and opinions in this presentation and these may change.  This does not exclude or restrict any duty or liability that Schroder Pensions 

Management Limited (SPML) has to its customers under the Financial Services and Markets Act 2000 (as amended from time to time) or any other 

regulatory system 

For your security, communications may be taped or monitored. For the purposes of the Data Protection Act 1998, the data controller in respect of any 

personal data you supply is Schroder Pensions Management Limited (SPML).  Personal information you supply may be processed for the purposes of 

investment administration by the Schroders Group which may include the transfer of data outside of the European Economic Area.  SPML may also use 

such information for marketing activities unless you notify it otherwise in writing 

 

Issued by  

Schroder Pensions Management Limited 

31 Gresham Street, London, EC2V 7QA 

Registration No 5606609 England. 

Authorised and regulated by the Financial Conduct Authority 
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