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PPI Briefing Note Number 131 

PPI Briefing Notes clarify topical issues in pensions policy. 

Introduc on 

Following the enactment of the Pensions Schemes Act 2021, CollecƟve Defined ContribuƟon (CDC) schemes are soon to 
become a reality, with trustees able to apply for authorisaƟon to operate a CDC scheme from August 2022. While 
primary legislaƟon is now in place to allow CDC schemes, there is sƟll work to be done to establish the finer details of 
how these schemes will be designed and managed. The Pensions Regulator (TPR) is currently consulƟng on its regulatory 
framework and authorisaƟon regime, but within proposed regulaƟons there is scope for diversity in scheme design. 

This Briefing Note explores insights from three of the most established internaƟonal CDC systems: the Netherlands, 
Canada and Denmark. Informed by the lessons that can be learnt from internaƟonal experiences, this Briefing Note sets 
out some of the key consideraƟons and challenges facing those responsible for design of CDC regulaƟon and schemes in 
the UK. Following a brief overview of the introducƟon of CDC in the UK, the Briefing Note is structured around four key 
areas, as summarised below.  

Summary of key points 

 Valua on and benefit adjustments: Establishing fair and transparent processes for valuaƟons and benefit 
adjustments is vital to the success of CDC schemes. InternaƟonal experience suggests that clearly defined rules for 
acƟons that will be taken in response to changes in funding posiƟon and associated benefit adjustments are essenƟal 
in order to miƟgate the discreƟonary nature of benefits, and ensure fairness between different groups of members. 
Clearly communicaƟng these rules with scheme members will also be an important component of scheme 
management.  

 Intergenera onal fairness: In order for CDC schemes to be fair and sustainable, the distribuƟon of risks across 
cohorts will need to be carefully considered. The use of buffers or capital reserves in CDC schemes internaƟonally can 
be a significant source of intergeneraƟonal inequity. UK schemes will not uƟlise buffers, instead using frequent, 
universal benefit adjustments to rebalance funding raƟos on an annual basis. While this approach is likely to lead to 
greater volaƟlity year‐on‐year, it is also likely to mean there is less cross‐subsidy from younger to older members, and 
therefore less propensity towards intergeneraƟonal unfairness. 

 Sustainability in voluntary membership: InternaƟonal examples of CDC schemes rely on mandatory membership 
to support their sustainability, but membership of UK schemes will be voluntary. This means it is even more important 
that schemes establish trust, transparency and fairness between different groups of workers, in order to ensure that 
opt outs and transfers out of the scheme do not threaten the scale and sustainability of the scheme over the long 
term. 

 Contribu on rates and individual choice: Both the level of contribuƟon and the way in which contribuƟons are 
converted into future benefit enƟtlement have implicaƟons for CDC scheme design. ContribuƟon rates will need to be 
set at a level that is deemed reasonable to achieve the targeted benefits set out in the scheme design, while taking 
affordability into account. Individual choice relaƟng to contribuƟon rates and other elements of scheme acƟvity, such 
as investment choice, could also be considered in the design of future CDC schemes. 

The introduc on of CDC in the UK 

CDC schemes could offer a middle ground between Defined ContribuƟon (DC) and Defined Benefit (DB) schemes, 
providing members with greater certainty about the reƟrement outcomes they will achieve than would be possible in a 
DC scheme, while providing greater certainty about costs for employers than a DB scheme. The aims of CDC include:  

 The potenƟal for higher reƟrement income for members (compared to individual DC). 

 The potenƟal for more predictable reƟrement income for members (compared to individual DC). 

 Greater certainty about costs and liabiliƟes for employers than DB, and potenƟally a more efficient way to offer 
employees a generous benefit than individual DC. 

CDC: Interna onal Insights 
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In order for CDC schemes to be created within the UK pensions landscape, which was previously a binary system of DC 
and DB, legislaƟon has been introduced seƫng out the legal status of CDC schemes, and a robust regulatory framework is 
currently being finalised (Box 1). 

Box 1: CDC legisla on and regula on in the UK 

There are a number of key differences between the UK’s pensions landscape and CDC legislaƟon compared to 
internaƟonal examples of CDC regimes that should be highlighted at the outset of this analysis: 

 UK CDC schemes will exist in the private pensions sector, whereas CDC schemes in Canada are part of the first pillar of 
pension provision (State‐sponsored), schemes in Denmark feature in both the first and second pillar, and schemes in 
the Netherlands are part of the second pillar. This factor means that the Dutch model of CDC is the closest to the UK 
landscape, but there are sƟll some key differences between the two. 

 ParƟcipaƟon in UK CDC schemes will be voluntary, whereas in the three internaƟonal examples it is mandatory, with 
State‐sponsored schemes in Canada and Denmark, and industry‐wide mandatory arrangements in the Netherlands.2   

The proposed Royal Mail scheme is likely to differ from CDC schemes established overseas in most ways other than 
essenƟal characterisƟcs – that is, collecƟve and defined contribuƟon. Other features of scheme design, such as the way 
that valuaƟons and benefit adjustments are made, contribuƟon rates, and benefit accrual, are all expected to be 
substanƟally different from established CDC systems overseas. Any further CDC schemes that are established in the UK 
are likely to use the Royal Mail scheme as a template rather than looking at internaƟonal scheme design, parƟcularly as 
UK CDC legislaƟon has been structured to some extent around enabling the Royal Mail scheme in the first instance.3 
However, the experience of countries with established CDC schemes can provide some useful insights for consideraƟon in 
the design of UK schemes. 

PPI Briefing Note Number 131 
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The Pension Schemes Act 2021 provides the legislaƟve framework to establish and operate CDC schemes (referred to as 
CollecƟve Money Purchase (CMP) schemes in the Act) in the UK. The Act also provides for TPR to produce a Code of 
PracƟce for the authorisaƟon and supervision of CDC schemes. 

TPR consulted on its proposed Code of PracƟce between January and March 2022. The proposed code established that 
authorisaƟon will be subject to TPR being saƟsfied that: 

 those involved in the scheme are fit and proper persons; 

 the design of the scheme is sound; 

 the scheme is financially sustainable; 

 the scheme has adequate systems and processes to communicate with members and others; 

 the systems and processes used in running the scheme are sufficient to ensure that it is run effecƟvely; and 

 the scheme has an adequate conƟnuity strategy.1 

TPR’s response to the consultaƟon and publicaƟon of the final Code of PracƟce is expected imminently, ahead of the 
authorisaƟon process launching in August 2022. 
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Box 2: How do CDC schemes operate interna onally? 

Valua on and benefit adjustments 

Establishing fair and transparent processes for valua ons and benefit adjustments is vital to the success of 
CDC schemes 

One of the greatest challenges associated with designing a CDC scheme is ensuring that processes for valuaƟons and 
benefit adjustments are clearly defined, sustainable and, perhaps most importantly, fair. InternaƟonal CDC systems take 
different approaches to valuaƟon and benefit adjustments, with Dutch CDC schemes parƟcularly reliant on buffers (capital 
requirements) in order to saƟsfy strict rules for certainty of benefits. Danish schemes instead split contribuƟons between 
guaranteed and ancillary benefits, and Canadian schemes focus on clearly pre‐defined rules for responsive acƟons to 
changes in funding posiƟon, in order to miƟgate the discreƟonary nature of benefits (Box 3). 
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The Netherlands 

In the Netherlands, the vast majority of employees are members of industry‐wide pension 
schemes. If an industry‐wide pension scheme is set up it then becomes mandatory for the enƟre 
sector or profession, although employers can someƟmes be exempted from parƟcipaƟon if they 
meet certain criteria. TradiƟonally these schemes were DB, but many have now transiƟoned 
operaƟonally into CDC schemes with the ability to respond to shiŌs in funding posiƟon by 
making adjustments to member benefits. The Dutch regulatory framework has required a high 
level of certainty and smoothing of benefits through the use of capital reserves or ‘buffers’.  

Denmark  

In Denmark, the ATP is a compulsory funded CDC scheme based on flat rate contribuƟons that 
covers almost everyone in the country. ContribuƟons are subject to deducƟons made to 
account for the provision of lump sum payments to dependents in case of death and the ATP 
bonus potenƟal, which is used to increase guaranteed lifelong pension amounts via bonuses 
and to cover longer than projected life expectancies. Once deducƟons have been made, the 
remaining part of the contribuƟon is used to purchase a guaranteed annual pension.4 In 
addiƟon to the ATP, there are also occupaƟonal CDC schemes that have been introduced by 
collecƟve agreement by the relevant employer associaƟons and unions, and are compulsory for 
all companies covered by the agreement, with only limited opt‐out opportuniƟes.  

Canada 

In Canada, risk‐sharing pension plans involve a number of parƟcipaƟng employers and are union‐
negoƟated, collecƟvely bargained schemes with targeted benefits, conƟngent on the plan’s 
financial posiƟon, and with members bearing 100% of the risk on a collecƟve basis (as in a CDC 
scheme). Canadian risk‐sharing schemes allow considerable flexibility in the design of the 
scheme, and, in parƟcular, the level of target benefits and associated contribuƟon rates.  
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Box 3: How are valua ons and benefit adjustments made interna onally?  
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The Netherlands 

ValuaƟons and benefit adjustments in Dutch schemes are regulated by the Financial Assessment 
Framework (FTK), which sets out how liabiliƟes have to be calculated, the required amounts for 
the buffers, the contribuƟons for a scheme, and the risks that schemes must take into account: 

 ValuaƟon: The valuaƟon of both assets and liabiliƟes must be done on a fair value basis. This 
means that assets are valued using the daily market prices and liabiliƟes are determined by 
discounƟng the expected cash flows with the risk‐free rate derived from market data. 

 Capital requirement: The level of this first capital requirement set out by the FTK is defined by 
the amount of risk taken by the fund and must show that there is a 97.5% certainty that the 
fund will not become underfunded within one year. 

 Minimal capital requirement: The second capital requirement is set at a minimum capital of 105% of the value of the 
liabiliƟes at all Ɵmes, in order to ensure that the scheme will have enough assets to pay their liabiliƟes in the future. 

 Recovery plans: When a scheme does not meet one of the capital requirements, it must set out a plan for recovery. 
If the first capital requirement is not met, a long‐term recovery plan is required to set out how the scheme will 
return to a posiƟon where it meets this requirement within ten years. If the minimal capital requirement is not met 
for five consecuƟve years, the scheme will have to make immediate benefit reducƟons to return to the minimum 
funding requirement. Benefit reducƟons may be smoothed over a period of no more than 10 years. Each year that a 
recovery plan is in place it is reassessed alongside the need for benefit reducƟons. 

 IndexaƟon: InflaƟonary increases are dependent on the scheme’s funding raƟo and schemes can choose whether 
their ambiƟon is to increase pensions in line with price inflaƟon or wage inflaƟon. Schemes may finance indexaƟon 
through capital reserves, provided these exceed the capital requirement outlined above. ParƟal indexaƟon can be 
granted if funding raƟos are between 110% and 130%, with full indexaƟon granted when funding raƟos are above 
130%.5 

Denmark  

In Denmark’s ATP scheme, contribuƟons are divided into two parts: 

 80% is designated a ‘guaranteed contribuƟon’, which is the basis for the guaranteed nominal 
pension the member will receive. 

 20% is used as a ‘bonus contribuƟon’ which goes into a collecƟve reserve or buffer used to 
provide future indexaƟon of both pensions in payment and accrued pension enƟtlements on 
a condiƟonal basis if the funding raƟo exceeds 120%.  
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Canada 

The Canadian model of CDC prescribes funding and risk management goals, including financial 
stress tests and projected funding raƟos, with pre‐determined responses to changes in the 
scheme’s funding posiƟon. These are achieved through cuts or increases to benefit payments, 
changes to employer and employee contribuƟons and changes in asset allocaƟon. 

Canadian CDC schemes include an employer guaranteed minimum of base benefits, defined 
using career average salary. Depending on the scheme’s funding posiƟon, ancillary benefits may 
also be provided. These can include the difference between benefits based on career average and final salary, as well as 
post‐reƟrement cost‐of‐living increases.6 

Stress tesƟng is required when the scheme is established to ensure there is a reasonable probability that the targeted 
benefits can be delivered and that contribuƟon levels are designed to match the targeted benefits using reasonable 
assumpƟons. At the Ɵme the plan is set up, stochasƟc tesƟng must be used to illustrate that there is at least a 97.5% 
probability that base benefits will not need to be reduced over a 20‐year period (the primary risk‐management goal) 
and that, on average, at least 75% of the value of targeted ancillary benefits will be paid over this period (the secondary 
risk‐management goal). These stress tests must also be carried out at certain other Ɵmes, such as when permanent 
changes are made to benefits or contribuƟons. Annual stress tesƟng is also required at the Ɵme of annual actuarial 
valuaƟon of the scheme’s funding posiƟon to determine whether acƟons set out in the funding policy must, or may, be 

taken in any given year.
7
 

UK CDC legislaƟon focuses on regular and universal adjustments, requiring that:  

 valuaƟons are undertaken using a central esƟmate methodology that does not seek to be overly opƟmisƟc or to 
build in prudence; 

 valuaƟons and benefit adjustments are carried out on an annual basis in order to balance the scheme’s funding 
raƟo regularly, so that there is no funding deficit or surplus; 

 any adjustment of benefits applies to all members without variaƟon; and 

 any increases in benefits resulƟng from the valuaƟon are sustainable. 

The legislaƟon also requires transparency regarding valuaƟons and benefit adjustments, with the method for 
calculaƟng the rate or amount of benefits set out in the scheme’s rules, alongside how the scheme assets are valued, 
how the amount expected to be required for providing benefits is determined, and how benefits will be adjusted.8 

Clear communica on of scheme rules with members will be an important component of scheme 
management 

Because of the variable nature of benefits within CDC schemes, clear communicaƟon and engagement with members 
is especially important. CommunicaƟons must ensure that members understand the nature of their income 
enƟtlement within the scheme and the possibility that this could be reduced under some circumstances. Scheme 
communicaƟons will need to be explicit about the potenƟal risks associated with future indexaƟon and benefits, and 
clearly explain the measures that will be taken by trustees to address any changes in the funding posiƟon. The extent 
to which communicaƟons are effecƟve will also be dependent on the level of trust that members have in the scheme. 

While the need to reduce or stop indexaƟon, or to make cuts to nominal benefits, will always come as a 
disappointment to scheme members, ensuring that members understand the process for valuaƟon and adjustment of 
benefits should help to miƟgate this. In order to prepare them for future fluctuaƟons in their pension benefits, 
members will need to have a prior understanding that benefits could be adjusted up or down. This can be done 
through well‐communicated pre‐set rules, such that all members know beforehand what will happen in each scenario 
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and how it will affect their contribuƟons and benefits. As such, there need to be pre‐agreed rules on how these 
calculaƟons will work ‐ and this needs to be clearly communicated to scheme members.  

‘Complete’ contracts, in which trustees’ responsibiliƟes and acƟons when in a posiƟon of under and over funding are 
agreed and communicated in advance, can help to manage expectaƟons, with the adjustment of benefits based on a 
mechanism set out in scheme rules, rather than trustee discreƟon. Any mechanism for adjustment is likely to sƟll involve 
some degree of judgement or discreƟon, however ‐ for example around the selecƟon of actuarial assumpƟons or the 
extent to which different adjustments are used.  However, the Canadian approach of defining in advance a clear sequence 
of acƟon to take when the scheme funding posiƟon changes helps to limit the potenƟal bias from human judgement that 
could lead to unfair treatment of different groups of members.9 

The experience of the Netherlands, in parƟcular, resulƟng from the financial crisis in 2008, highlights the need for 
contractual agreements and members’ expectaƟons to be fully aligned from the outset in order to avoid negaƟve 
reacƟons. A key part of the communicaƟon problem in the Netherlands was that employers thought they had enƟrely 
fixed costs, as in a tradiƟonal individual DC scheme, while members thought they had a guaranteed level of income, as in 
a DB scheme – neither of which was the case. Unlike in the UK where CDC schemes will be brand new enƟƟes separate 
from previous DB schemes, in the Netherlands the transiƟon has been more gradual and less clear, with exisƟng DB 
schemes increasingly operaƟng as CDC schemes, but in a non‐transparent unpredictable way.10 The impact of the 
financial crisis in 2008, and the subsequent reacƟon from scheme members, led to the introducƟon of the Financial 
Assessment Framework (FTK) in 2014 in order to clarify the statutory financial requirements for schemes and create a 
more transparent and beƩer understood system.11 

In the Netherlands, communicaƟons to CDC scheme members failed to align members’ expectaƟons with the possibility 
that condiƟonal indexaƟon may not be paid out in all future years and that, under certain circumstances, benefits may 
even be cut. This was compounded by a subsequent series of posiƟve valuaƟon cycles, which meant that members were 
shocked when nominal cuts were made for the first Ɵme. The longer a CDC scheme funcƟons without having to make cuts 
to inflaƟon or nominal benefits, the more likely that members will perceive target benefits as promises and the greater 
the communicaƟon challenge for the scheme. The proposed UK approach of annual valuaƟons and immediate 
corresponding adjustments to conƟngent benefits in order to rebalance the scheme’s funding posiƟon should help 
members to beƩer understand the variable nature of their enƟtlement. 

While communicaƟon with CDC members in the Netherlands has not always been effecƟve, changes are being made to 
improve understanding. The new Dutch pension agreement, which is expected to come into force by 1 January 2023, 
requires schemes to present members with three different scenarios for their pension enƟtlement – an expected 
scenario, a more opƟmisƟc scenario and a more pessimisƟc scenario.12 This change in communicaƟons should help 
members not only to understand that their level of benefits is not guaranteed, but also give them a beƩer understanding 
of the way in which their enƟtlement level may change under different funding scenarios.  

AddiƟonal regulaƟon is expected in the UK sƟpulaƟng standards for communicaƟon and risk disclosure to CDC members. 
As a minimum, this is likely to include that:  

 the basic scheme informaƟon must contain specific informaƟon on the CDC scheme design and relevant ‘risk 
warnings’; 

 a CDC specific annual benefit statement must be provided, including relevant risk warnings and signposƟng to other 
useful informaƟon; and 

 pensioner members must receive annual informaƟon in advance of any changes to their expected payments, again 
with repeated risk warnings for potenƟal future changes.13 
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Intergenera onal fairness 

In order for CDC schemes to be fair and sustainable, the distribu on of risks across cohorts will need to be 
carefully considered 

Ensuring the fair distribuƟon of risks between generaƟons is a key challenge within CDC scheme design. HighlighƟng the 
issues of intergeneraƟonal unfairness that had arisen for CDC schemes in the Netherlands, the Work and Pensions 
CommiƩee’s report on CDC schemes stated that the ‘extent to which people perceive that they will be fairly rewarded 
for the contribuƟons they make at every stage of their working life’ would be essenƟal to the adopƟon of CDC in the 
short term, and the ongoing success of schemes over the longer term.14 

CDC schemes can ‘smooth’ returns in order to absorb financial shocks and protect members from experiencing 
parƟcularly poor outcomes. ‘Smoothing’ essenƟally transfers subsidies from the generaƟons who experience financial 
markets which generate beƩer returns, to those generaƟons who experience poorer returns.15 However, unless 
carefully designed and managed, this can give rise to issues of intergeneraƟonal unfairness, and there have been 
concerns expressed about this in the implementaƟon of Dutch CDC schemes. CDC schemes in the Netherlands have 
allowed contribuƟng members to subsidise pensioner members through their use of capital buffers and contribuƟon 
rate responses to funding. 

There are also quesƟons around the most appropriate length of smoothing horizons. InternaƟonal smoothing horizons 
vary substanƟally, from 10 years in Dutch CDC schemes to 75 or even 100 years in Canadian schemes.16 The shorter the 
horizon, the lower the scheme’s capability of absorbing shocks, but the more stable the scheme’s funding level is.17 

The use of buffers or capital reserves in CDC schemes can be a significant source of intergeneraƟonal inequity. This is 
because buffers must be accumulated in the first instance and then replenished aŌer instances of depleƟon. In the 
former case, the contribuƟons of an earlier generaƟon have been used by a later generaƟon, while in the laƩer case, 
the contribuƟons of a later generaƟon are needed to replenish the capital reserve that has been used by an earlier 
generaƟon.  

In response, UK implementaƟon of CDC schemes will not uƟlise buffers. This means a scheme cannot set up a reserve in 
case of future economic downturn, as seƫng this up is a cost to contribuƟng members. AddiƟonally, there is no 
provision for either an employer or members to make up any funding shorƞall out of future contribuƟons in the 
manner of a DB scheme. This approach is likely to lead to greater volaƟlity year‐on‐year than observed in the Dutch 
system, but having no funding buffers and universal adjustments is likely to mean there is less cross‐subsidy from 
younger to older members, and therefore less scope for a sense of intergeneraƟonal unfairness.18 

As highlighted above, the UK CDC system will aim to minimise challenges of intergeneraƟonal unfairness using three 
core principles:  

 Adjustments to benefits required by under or over funding take place frequently, for example annually; 

 All cohorts of members are treated the same when adjustments are made; and  

 Adjustments to benefits are not perfectly smoothed using buffers, with valuaƟons being undertaken using a central 
esƟmate methodology that does not seek to be overly opƟmisƟc or build in prudence. 

In addiƟon to quesƟons around intergeneraƟonal fairness, there may also be issues of socio‐economic inequality 
involved in CDC, because lower earners die earlier on average than higher earners. This means that lower earners may, 
in effect, subsidise the pensions of higher earners in their CDC scheme who are likely to receive pension payments for a 
longer period. For contribuƟons made at similar percentages of salary, the assets in the scheme may end up being used 
disproporƟonately to pay pensions to higher income members. This is a feature inherent across longevity pooling 
mechanisms, whether DB, CDC or an annuity purchased through an insurance provider.  
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Sustainability in voluntary membership 

Interna onal examples of CDC schemes rely on mandatory membership to support their sustainability, but 
membership of UK schemes will be voluntary 

In the Netherlands, Canada and Denmark, parƟcipaƟon in CDC schemes is mandatory, and it has been suggested that 
mandaƟon may be necessary to reap the benefits of intergeneraƟonal risk sharing.19 In contrast, including the right to opt 
out or transfer out at a later stage in the UK may present challenges for scheme design. This means it is even more 
important that schemes establish trust, transparency and fairness between different groups of workers in a landscape 
where workplace pension parƟcipaƟon is not compulsory. 

The voluntary nature of membership in the UK could present a potenƟal threat to the scale needed for an efficient CDC 
scheme, as well as the sustainability of the scheme over the longer term. However, automaƟc enrolment is likely to 
miƟgate this to some extent. While automaƟc enrolment acts as a strong nudge towards saving, there is a risk that 
members being enrolled during periods of market downturn, when negaƟve benefit adjustments are being made, may be 
more likely to opt out. UK schemes will need to monitor opt‐out rates in order to understand the impact these may have 
on the scheme’s long‐term sustainability. 

Although mandaƟon can help CDC schemes to achieve scale and sustainability, it can also be problemaƟc. For example, if 
the scheme is underperforming and benefits cut, members may be dissaƟsfied with being forced to remain in a scheme 
which they did not explicitly choose to join in the first place. This has been observed in the Netherlands, where levels of 
trust in CDC schemes have decreased and social support for intergeneraƟonal risk sharing is not as strong as it used to be, 
following cuts to benefits.20  

While adverse financial condiƟons that require negaƟve benefit adjustments could lead to increased opt‐out rates in 
voluntary CDC schemes in the UK, communicaƟon of the benefits of membership and the potenƟal for improved 
outcomes compared to an individual DC scheme could help to miƟgate this. Members of younger cohorts working in the 
private sector are unlikely to have access to the generous benefits of a DB scheme. If CDC schemes have the potenƟal to 
provide younger cohorts with beƩer reƟrement outcomes than they would be able to achieve using an individual DC 
scheme, members may be more accepƟng of more challenging financial periods and corresponding adjustments to 
benefits. The argument can also be made that fluctuaƟons in benefits may be more palatable to scheme members in a 
voluntary system, rather than one in which they have been mandated to parƟcipate.  

Rules around transfers will also be important considera ons within CDC scheme design, especially in the 
context of pension flexibili es  

In order to be compaƟble with the policy of pension flexibility introduced in the UK in 2015, as with exisƟng DB schemes, 
CDC schemes will need to allow members to transfer out of the scheme if they choose. Schemes will need to be designed 
in such a way that they have clear rules in place for the calculaƟon of transfer values and the circumstances under which 
this will be permissible, while ensuring that there is minimal negaƟve impact on remaining members.  

Transfer values could be calculated either by the member’s own contribuƟons to the scheme with interest added, or the 
value of the member’s accrued benefit rights mulƟplied by the funding raƟo of the scheme at that Ɵme. Some CDC 
schemes are designed so that the higher of these two values is offered to the member ‐ for example, ‘terminaƟon values’ 
in CDC schemes in Canada are calculated in this way.21 

Schemes would have to incorporate demand for transfers out into their funding and investment strategy approaches, 
needing to ensure that they hold sufficient liquid assets to accommodate possible transfers out. CDC schemes may also 
need to have clear rules in place for potenƟal transfers in and the way in which DC pot sizes would be actuarially 
converted into benefit enƟtlement in these circumstances. 

Freedom to transfer out of CDC schemes may lead to selecƟon risks. For example, people with shorter life expectancies 
may be less likely to parƟcipate. As automaƟc enrolment makes parƟcipaƟon the default, this may not be a significant 
problem if opt‐out rates remain low. However, if a CDC scheme is perceived to be unfair or underperforming, opt‐out 
rates and transfers out of the scheme are likely to increase. 
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Contribu on rates and individual choice 

Both the level of contribu on and the way in which contribu ons are converted into future benefit 
en tlement have implica ons for CDC scheme design 

ContribuƟon rates observed internaƟonally are relaƟvely high, which enables their CDC schemes to reach a criƟcal 
mass, in terms of assets under management, to benefit from cost reducƟon and economies of scale. The way in which 

contribuƟons are converted into benefit enƟtlements differs across internaƟonal examples of CDC (Box 4). 

Box 4: Interna onal contribu ons and conversion to benefit en tlement 

The Netherlands 

In Dutch CDC schemes, all members make contribuƟons at the same rate, with no account taken 
of individual differences, such as age, gender or income, when seƫng the contribuƟon rate. All 
members accrue the same fixed percentage of their pay each year for this contribuƟon. 
Advocates of this approach suggest that it creates solidarity between groups of parƟcipants. 
However, contribuƟons made by younger members will generate returns for much longer 
periods than contribuƟons made by older members, meaning that younger members’ 
contribuƟons are paying for the same benefit accrual at a much higher price.22  

As part of the new Dutch pension agreement, flat‐rate contribuƟons will be replaced by a system 
of degressive accrual, in which older members will accrue fewer pension rights for the same 
contribuƟon as a younger member.23 This approach has been chosen over increasing contribuƟons as members age in 
order to avoid puƫng older workers at a disadvantage in the labour market due to higher pension contribuƟons 
required by the employer.24  

Denmark  

In the Danish ATP scheme, contribuƟons are set by the social partners (employers and 
employees organised into various types of associaƟon that have a large degree of influence on 
employment policy in the Danish labour market), with one third paid by the employee and two 
thirds paid by the employer. During periods of unemployment or economic inacƟvity, 
contribuƟons are covered by an unemployment insurance fund, the municipaliƟes, or the 
Government.25  

Canada 

In Canadian target benefit plans, employer contribuƟons are capped at contractually required 
rates, which can vary within a predefined range. Increased employee contribuƟons can be used 
as an instrument for rebalancing the scheme funding posiƟons, alongside benefit adjustments. 
However, scheme rules must clearly define the circumstances under which contribuƟons would 
be adjusted, in the same way that processes regarding benefit adjustments must be clearly 
defined. Most Canadian schemes do not include contribuƟon adjustments as a standard 
predefined instrument for rebalancing the scheme funding raƟo, but contribuƟons may be 
adjusted through bargaining procedures with members.  

While changes in contribuƟon rates can be used to improve funding raƟos in internaƟonal CDC schemes, UK CDC 
schemes will use only benefit adjustments, with a key focus on ensuring contribuƟons are defined and stable. UK CDC 
legislaƟon makes clear that CDC schemes will operate as money purchase schemes and there will be no recourse for 
increased liability to employer sponsors of these schemes to rebalance funding raƟos. 
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ContribuƟon rates in UK CDC schemes may depend on whether the scheme has replaced a DB or DC scheme. In cases 
where the CDC scheme replaces an exisƟng DB scheme, employer sponsors may be willing to contribute at a more 
generous rate, similar to or slightly lower than current DB contribuƟons, appreciaƟng the defined nature of the 
contribuƟons to the new CDC scheme will mean they are not liable for further increased contribuƟons in future. 
Whereas, in cases where the CDC scheme replaces an exisƟng DC scheme, in which employer contribuƟons are lower on 
average, employer sponsors may opt to contribute at a lower level compared to previous DB sponsors. However, 
whichever type of scheme the CDC scheme replaces, contribuƟon rates will need to be set at a level that is deemed 
reasonable to achieve the targeted benefits set out in the scheme design, while taking affordability for both scheme 
members and sponsors into account.  

Individual choice rela ng to contribu on rates and other elements of scheme ac vity, such as investment 
choice, could be considered in the design of future CDC schemes 

In addiƟon to consideraƟons of affordability and adequacy of contribuƟons, it is also worth considering whether there 
could be any flexibility for members to increase their contribuƟon rates, and how this could be translated into benefit 
accrual. Individual member choice in other aspects of the scheme could also be explored in CDC scheme design. For 
example, member choice in relaƟon to investment strategy is an area which has not yet been widely explored in relaƟon 
to CDC schemes, but could provide the opportunity for investments to beƩer match individual members’ risk tolerance, 
and potenƟally deliver improved outcomes than a single central strategy more heavily focused on smoothing volaƟlity. 
However, most members would likely benefit from remaining in the default strategy within the scheme.26 Individual 
investment choice of this nature would, however, require that individual members’ enƟtlement to benefits in the 
scheme would be adjusted to reflect the performance of their chosen investment porƞolio. This would add addiƟonal 
complexity around valuaƟons and adjustments, as well as communicaƟons with members. As individual choice is an 
important component of the UK pensions system, and valued by some savers especially, understanding how increased 
elements of individualisaƟon could be introduced into CDC design presents considerable scope for further research.  

Conclusions 

InternaƟonal experiences of established CDC systems emphasise the importance of establishing a clearly defined and 
transparent scheme design that distributes risks and benefits fairly among different groups of members. While primary 
legislaƟon is now in place to allow CDC schemes and the regulatory framework is soon to be finalised ahead of the 
authorisaƟon process beginning from August 2022, there are sƟll some key challenges to be considered by TPR and 
those responsible for designing specific CDC schemes. The UK’s legislaƟon and proposed regulaƟon for CDC schemes 
draws on lessons from internaƟonal systems. For example, UK policymakers have recognised the intergeneraƟonal 
issues associated with buffers, and instead sƟpulated the use of frequent and universal benefit adjustments as an 
alternaƟve to this approach that can miƟgate both issues of equity between cohorts and communicaƟon challenges 
regarding the varying nature of CDC benefits. However, other areas of scheme design could benefit from further 
invesƟgaƟon as to the most effecƟve approach and likely impacts.  

Specific challenges that could benefit from further research include the following:  

 The impact of voluntary membership on CDC scheme sustainability. 

 How to determine contribuƟon rates at a level such that they do not encourage increased opt‐out rates, but are 
reasonable to achieve targeted benefits. 

 How flexible employee contribuƟon rates could be converted into variable benefit enƟtlements. 

 The design of transfer rules and calculaƟon of transfer values, both in terms of the implicaƟons for scheme 
investment strategy and for remaining members in the scheme. 

 How to effecƟvely approach clear and Ɵmely communicaƟon to members to manage expectaƟons and build trust. 

 The scope for individualisaƟon within CDC schemes, whether relaƟng to contribuƟon rates, investment choice or 
other factors.  
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