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Understanding the impact of the financial crisis on the
NEST target market
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Overview

NEST Corporation is the trustee body responsible for running the National Employee Savings Trust
(NEST). It is a non-departmental public body that operates at arm's length from government and is
accountable to Parliament through the Department for Work and Pensions (DWP). From October
2012, there will be new legal duties on employers aimed at helping more workers in the UK save
for retirement. Approximately 750,000 employers currently offer no workplace pension provision.
NEST is a new, easy to use low cost pension scheme any employer will be able to use to meet new
legal duties that start to be introduced as from 2012. NEST has been set up to help millions of
people who currently don’t have access to a workplace pension. Employers can choose NEST or
another qualifying workplace pension scheme.

NEST will be an online pension scheme that is easy to use and easy to understand. The scheme
design, investment options, administration and communication material are designed to be
straightforward, helpful and convenient for its members. In order to implement this effectively,
NEST utilises evidence-based research and analytics to understand the target market.

Business Need

With the primary objective of designing a default investment strategy, NEST needed to understand
how consumers in the target market react to investment risk. In particular, whether these
consumers exhibit a tendency to reduce or cease their regular contributions in response to
negative investment conditions.

A common assumption across the industry is that inertia prevails. NEST’s target market comprises
primarily low-to-moderate income jobholders. General conjecture suggests that where individuals
with this income profile are automatically enrolled into a pension plan, they will most likely remain
in the default investment strategy and make little or no changes to the percentage they
contribute. A general lack of transparency and insight into customer-level transaction data has
made it difficult to confirm or refute this.
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In considering the appropriate asset allocation strategy for NEST’s default solution, it was critical
to understand whether and how consumers react to volatility with respect to their saving
decisions. There was little understanding of whether the target market demonstrated any kind of
reaction to stock market conditions, which were particularly turbulent during the global financial
crisis signalled by the collapse of Lehman Brothers.

In determining the optimal balance between risk exposure and return potential, it was paramount
for NEST to understand whether its target market would be likely to exhibit adverse saving
decisions in response to investment risk and/or a tendency to change asset allocation from
‘growth’ assets to ‘safe’ assets. While arguments can be made about the long term benefit of
higher expected returns from riskier investments, any negative impact from a tendency to reduce
or cease saving, or from adverse asset allocation decisions, in response to volatile conditions could
significantly outweigh this benefit leading ultimately to a lower level of assets being accumulated.

Solution

NEST commissioned DCisions to provide robust insight on this issue, with a particular focus on
understanding consumer behaviour before, during and after the peak of the global financial crisis.
Using data from CuBIT™, the firm’s proprietary insight platform, which contains data on a market
representative sample of end consumers, a panel was selected which contained a distribution of
consumer profiles consistent with the NEST target market.

DCisions selected consumers within CuBIT who were in continuous employment during the
relevant period, and the demographic distribution was then filtered to fit the criteria for those
eligible to join NEST. DCisions also weighted the panel to ensure it was representative of NEST’s
target market distribution.

After locking down the panel, each individual’s contribution and switch activity was analysed
relative to the volatility of their personal retirement portfolio. Several different groups were
identified, which exhibited distinct behavioural reactions during the financial crisis, and which
could be cross-referenced with demographic characteristics such as age, salary and gender.

*The business methodology of comparing an individual’s portfolio performance with that of a peer group that underpins CuBIT is
protected by US Patent (Patent No. 7,844,527).
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Results

The data proved that consumers did react to the financial crisis. There was a marked change in
behaviour in terms of both contribution and switch activity. Over the observed time period, almost
half the population had some sort of reaction to the market conditions.

These reactions could be categorised into distinct behavioural groups, with respect to both saving
and investment decisions. Contrary to general conjecture in the market place, lower-to-
moderately paid earners did respond to the financial crisis. The behaviours observed included
consumers who stopped their contributions altogether and those who increased the movement of
money between funds in their workplace savings pot.

The analysis concluded that the entire target market is unlikely to react uniformly to investment
risk and return and that customer segmentation is important to make sense of how behaviours
vary historically, and are likely to vary in future, across the target market.

By using data sourced from CuBIT, NEST has increased its understanding of the potential
saving and investment behaviour of its target market, providing important inputs for
decision making on investment and communication strategies for the benefit of future
members.

- Mark Fawcett, Chief Investment Officer, NEST

Benefits

Being able to drill down and track customer-level performance and behavioural data over time are
a key benefit to NEST. The ability to pinpoint how people within their target market react to
investment conditions, in the past and on an ongoing basis, provides unprecedented insight.
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About DCisions Limited

DCisions measures the investment performance experienced by consumers and tracks their
behaviours over time, including product selection and saving decisions. Using a patented process
to unlock insight from transaction data, the firm enables investment platforms, asset managers
and advisers to better understand their customers and improve the value of these relationships.

DCisions is also the leading provider of insight into DC default strategies and powers the FTSE
DCisions Index Series.

The company’s independence from investment management, record keeping and investment
advice is central to its value proposition.

To learn more and know how we can be of help, contact us at www.dcisions.com.
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