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High inflation and rising interest rates:  
Should DC Trustees be worried?

DC members carry the investment risk. Most will be in a default strategy and a check should be 
done to make sure it is still fit for purpose.  

Within the overall investment strategy, attention may need to be given to asset allocation and 
risk profile.  Current benchmarks may or may not be appropriate in the current environment, 
particularly in the context of delivering sufficient member outcomes. Return targets (if used) 
may no longer be achievable within current risk parameters. Changing targets will impact 
projected retirement outcome but increasing (or decreasing) risk will matter more or less for 
different members.  

The trickiest decisions will likely be in relation to members approaching retirement.   There are 
fewer options at the Trustees’ disposal.  De-risking may lock in losses to date but there is far less 
scope for the member to make good new losses.  

Trustees should discuss these issues with their investment advisers to understand the risks and 
opportunities that current circumstances create. Scenario testing is a good way to address this.  
It is equally important that the range and appropriateness of funds that members choose (‘self-
selects’) are a part of the review. 

Don’t forget that member behaviour might be changing e.g. when and how cash is taken.  As 
member behaviour changes this should influence Trustee investment decisions. 

Many in the pensions industry have never experienced high inflation and high interest rates in 
their working lives. 

There is plenty of commentary to say that the current fuel crisis, high inflation and rising interest 
rates will be a short term blip rather than a repeat of the 1970s. Blip or not, now is the time for 
Trustees to reassess what the current economic situation means for their schemes. Good risk 
management is about reacting appropriately to evolving circumstances. 

What should we be doing about our investments?

DC members face difficult decisions over the coming months and possibly years.  Contributing 
members might feel they can’t afford to build their pension as well as pay their bills.  Some 
might reduce (or stop) contributions.   They will miss out on the compound effect of return on 
pension savings creating an even larger retirement hole to make up in later life. 

What are the key benefit issues?
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This is likely to be the first period of high inflation that many younger DC members have faced.  
Trustees can support members with clear, calm and informative engagement.  Be sympathetic to 
the world they are living in and steer clear of financial advice. 

This will be particularly important when writing to them about actions they need to take  
(e.g. retirement decisions, DC investment decisions).  General updates will also need thought.  
A good news section about an ongoing surplus may confuse pensioners whose pension increases 
are not keeping up with inflation.  Context is key.  Be prepared for more member queries.  

Don’t forget that accurate descriptions of the risk and objectives for the range of  investment 
funds for members will be increasingly important. 

Absolutely.  Unfortunately, the more difficult the world we live in, the more likely dishonourable 
people try and take advantage.  Take every opportunity to remind members of the risk.

Should Trustees be communicating with members about inflation?

Do we need to worry about scammers?

Members in retirement need to think carefully about how and when they take their benefits.  
High inflation makes retirement planning complicated.  Members may take more cash now but 
need to avoid depleting their pension pot too quickly or too early.  It’s possible that the personal 
annuity market is reinvigorated, but even inflation-linked annuities come at a cost and the small 
print isn’t always appealing.  Perhaps it’s more likely that we see members mix and match benefit 
options (if the scheme allows it).  

Trustees can support members by providing good quality communications (see below).  Consider 
checking that the administrator can keep up with the pace of changes and whether there would 
be additional fees charged under the contract. 

We have been living in “interesting times” for a few years now.  We have become accustomed 
to a benign economic environment.  That is now being challenged. If Trustees are to live up to 
their fiduciary duties to members, they need to actively consider all key aspects of their scheme’s 
operations through the lens of new circumstances. 

What next?
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