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OUR PENSION INVESTMENT APPROACHES

Our Pension Investment Approaches (PIA), launched in 2006, offer members the choice between 
an Adventurous, Balanced, or Cautious approach. Underpinning the PIA are the Scottish Widows 
Pension Portfolio Funds 1 through to 4, in which the PIA invest. 

In the last five years leading up to retirement, we gradually move members’ investments into 
specific lower-risk funds for the pre-retirement phase. These funds are the Scottish Widows 
Pension Portfolio Five Fund, the Scottish Widows Pension Protector Fund and the Scottish Widows 
Cash Fund.

Adventurous Balanced Cautious

Periods of market volatility highlight the need to look to protect accumulated funds as members 
approach retirement. This performance report demonstrates how our Pension Investment 
Approaches aim to help smooth out volatility in the final years to retirement, by charting the 
experience at various points in the lifestyling journey.

Our Pension Investment Approaches are composed of Pension Portfolio Funds 
and specialised funds for the pre-retirement phase.

The equities funds in the Pension Portfolio Funds are managed by State Street Global Advisors 
(SSgA) and BlackRock. The fixed interest funds are managed by BlackRock and Aberdeen.  
The property, emerging market government debt, and climate transition fund are managed  
by BlackRock.

Schroders oversees the cash pre-retirement funds, as well as the Pension Portfolio 
Funds themselves.

15 years before retirement, each approach starts gradually switching into lower risk funds. 
Five years from a member’s selected retirement date, we will start to automatically adjust 
their plan so that it will be invested in one of three ways, depending on whether they will 
want to purchase an annuity, move to flexible access drawdown or take a cash lump sum. 

We offer a ‘smoothed’ approach to lifestyle switching, which ensures a reassuringly 
predictable transition between funds.

At the core of our workplace pension proposition are the Pension Investment Approaches – three 
straightforward approaches offering dynamic asset allocation and reflecting different attitudes to risk.
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HOW A PENSION INVESTMENT APPROACH ‘INVESTMENT GLIDEPATH’ WORKS

This chart shows how our Pension Investment Approaches gradually move between funds, increasing exposure 
to lower-risk investments as the member moves closer to their chosen retirement age.
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Up to five years from 
retirement – the 
glidepath is the same, 
regardless of which 
retirement outcome  
has been chosen

15 years from 
retirement – level  
of risk starts to fall

Five years from 
retirement – the 
glidepath diverges

 Targeting Flexible Access     Targeting Annuity     Targeting Encashment

Please note that this graph indicates how the overall level of risk changes at different stages, not the likely performance of an investment.
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We offer three different retirement outcomes, designed to prepare a member’s pension investment in its  
last five years for whichever retirement choice they expect to make.

In addition to the original 
retirement outcome designed for 
those planning to buy an annuity, 
we have an option for those who 
plan to encash their fund, and an 
option for members who will want 
flexible access and plan to move 
into a suitable product so they 
can stay invested. The underlying 
funds used for each of these three 
outcomes are covered opposite.

RETIREMENT OUTCOMES

Highest risk  Lowest risk

Term to retirement 15 10 5 0

Initial years – 100% in Pension Portfolio 1 (PP1) PP1 into PP2 PP2 into PP3 PP3 into PP5

Adventurous – Targeting Encashment

Initial years – 100% in Pension Portfolio 1 (PP1) PP1 into PP2 PP2 into PP3

Adventurous – Targeting Annuity

PP3 into Pension Protector & Cash

Initial years – 100% in Pension Portfolio 1 (PP1) PP1 into PP2 PP2 into PP3

Adventurous – Targeting Flexible Access

PP3 into PP4 and PP5

Initial years – 100% in Pension Portfolio 2 (PP2) PP2 into PP3 PP3 into PP4 PP4 into PP5

Balanced – Targeting Encashment

Initial years – 100% in Pension Portfolio 2 (PP2) PP2 into PP3 PP3 into PP4

Balanced – Targeting Annuity

PP4 into Pension Protector & Cash

Initial years – 100% in Pension Portfolio 2 (PP2) PP2 into PP3 PP3 into PP4

Balanced – Targeting Flexible Access

PP4 into PP4 and PP5

Initial years – 100% in Pension Portfolio 3 (PP3) PP3 into PP4 100% in PP4 PP4 into PP5

Cautious – Targeting Encashment

Initial years – 100% in Pension Portfolio 3 (PP3) PP3 into PP4 100% in PP4

Cautious – Targeting Annuity

PP4 into Pension Protector & Cash

Initial years – 100% in Pension Portfolio 3 (PP3) PP3 into PP4 100% in PP4

Cautious – Targeting Flexible Access

PP4 into PP4 and PP5

 Pension Portfolio One (PP1)

 Pension Portfolio Two (PP2)

 Pension Portfolio Three (PP3)

 Pension Portfolio Four (PP4)

 Pension Protector

 Cash

 Pension Portfolio Five (PP5)

  Pension Portfolio Two (PP2)

 Pension Portfolio Three (PP3)

 Pension Portfolio Four (PP4)

 Pension Protector

 Cash

 Pension Portfolio Five (PP5)

 Pension Portfolio Three (PP3)

 Pension Portfolio Four (PP4)

 Pension Protector

 Cash

 Pension Portfolio Five (PP5)
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Continually evolving our Pension Portfolio Funds to meet member needs

Key:   Proposition changes   Strategic Asset Allocation changes

Our dedicated Asset 
Allocation Team regularly 
reviews and adapts our 
Pension Portfolio Funds, 
in which the PIAs invest, 
as the market environment 
and our longer-term outlook 
changes, and as we see  
new opportunities for 
members emerging.
Long-term strategic asset 
allocation is the main determinant 
of the performance of our PPFs, in 
accordance with their long-term 
nature. The purpose of long-term 
strategic asset allocation is to 
determine the optimal mix of 
asset classes for the risk profile of 
a fund, based upon the modelled 
returns of those asset classes over 
the long term.

ASSET ALLOCATION OVERVIEW

2014
Reviewed in 2014 
following Pension 
Freedoms 
announcement

2014
Bond allocation 
moved from active 
to passive aligning 
with the equity 
approach

2015
Launched Premier 
Pension Portfolio 
Funds, giving 
customers more 
choice

2017
Shifted bond 
allocation to 75% UK 
bonds; 25% global 
bonds from 100% UK

2020
Asset class mix
• Changed equities split 
• Introduced REITs and EMGD
• ESG integration
• Bond allocation to 40% UK/ 

60% Global
• Currency hedge on c.50% of 

overseas developed equity 

For more information on the latest Strategic Asset Allocation Review go to our Fund Reporting Hub

2014
Shifted UK and 
overseas equities 
balance from 
50%/50% to 
30%/70% and 
introduced emerging 
market equities

2015
Glidepaths launched 
targeting taking cash, 
flexible access or 
purchasing an 
annuity

2016
Changed PIA default 
glidepath  
to targeting flexible 
access rather than 
annuity

2018
Shifted bond 
allocation from  
75% UK bonds/25% 
global bonds to 
50%/50%

2006
Launch of PIA, to 
help members lock  
in investment growth 
and help protect 
savings from stock 
market dips as they 
near retirement age

2021
• Increased 

equities allocation 
to climate 
transition fund

• Extended currency 
hedge to US$ EMD
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Portfolio 1 2 3 4

Equities1

BlackRock UK Equity Tracker2 16.3% 14.0% 11.4% 5.9%

SSgA Europe (ex UK) Equity ESG Screened Index2 10.7% 9.4% 7.6% 4.0%

BlackRock US Equity Tracker2 28.7% 25.3% 20.2% 10.6%

BlackRock Japan Equity Tracker2 4.2% 3.6% 2.9% 1.6%

SSgA Asia Pacific (ex Japan) ESG Screened Index2 5.2% 4.6% 3.7% 1.9%

SSgA Emerging Markets Equity ESG Screened Index2 9.0% 7.8% 6.4% 3.3%

BlackRock ACS Climate Transition World Equity2 18.6% 16.2% 13.0% 6.8%

Fixed interest3

SWUTM ESG Sterling Corporate Bond Tracker 0.0% 3.3% 8.4% 23.9%

Aberdeen Global Corporate Bond 0.0% 4.3% 11.8% 28.8%

BlackRock Global Corporate ESG Insight Bond 0.0% 0.5% 1.1% 3.2%

iShares Emerging Market Government Bond4 0.0% 2.9% 5.8% 2.9%

Property (REITs)

iShares Global Property Securities 5.0% 5.4% 4.8% 3.7%

Cash

Schroder Sterling Short Duration Bond 0.0% 1.5% 1.8% 1.2%

Cash or Liquidity Fund 2.2% 1.3% 1.3% 2.2%

Total Equities 92.8% 80.8% 65.0% 34.1%

Total Fixed Interest/Cash 2.2% 13.8% 30.2% 62.2%

Total Property (REITs) 5.0% 5.4% 4.8% 3.7%

1 US, Europe and Asia Pacific Equities are c.50% hedged to Sterling. 
2 These SSgA and BlackRock equity funds now track indices which exclude certain stocks on environmental, social and governance (ESG) grounds. See page 6 for more detail. 
3 Global Corporate Bonds are hedged to Sterling. 
4 Inclusive of local currency allocation. The bond total may include approx. 0.5% cash. Figures may not total 100% due to the effect of rounding. US-dollar-denominated emerging market  
government debt assets are hedged to Sterling.

ASSET ALLOCATION AS AT 31ST MARCH 2023

5



Direct participation in proxy voting
We’ve been successfully engaging managers of pooled funds we invest in within our multi-asset funds, 
including our Pension Portfolio Funds which underpin our Pension Investment Approaches, to allow us  
to direct our share of votes on company and shareholder resolutions according to our chosen policy. 

From 2022, we agreed with BlackRock that our investments in eligible funds and securities will be voted 
to reflect our ESG position using the Institutional Shareholder Services’ (ISS) Socially Responsible 
Investment Policy. This ESG Policy most closely aligns with our Voting Guidelines.

State Street is now also enabling us to direct votes in eligible funds and securities using the  
ISS SRI Policy.

This will ensure we have a consistent voting approach across all equities funds in our  
Pension Portfolio Funds.

ISS is a proxy voting company employed by BlackRock and State Street to undertake voting on their 
behalf. The policy covers environmental (including climate), social and governance factors, seeks to 
support relevant shareholder proposals on ESG, and goes beyond asking companies to not only provide 
relevant disclosures, but also evidence positive action they have taken. 

We’re allocating to a new ESG low carbon global bond fund
We’re investing a portion of the global bond allocation in the Pension Portfolio Funds to a new ESG low 
carbon global bond fund which BlackRock has designed in consultation with Scottish Widows.

The BlackRock Global Corporate ESG Insights Bond Fund seeks to provide broad-based exposure to global 
investment grade bonds while improving the ESG and carbon metrics of the resultant portfolio. The 
fund is actively managed to meet its ESG-related aims. It targets a similar level of risk and return as the 
Bloomberg Global Aggregate Corporate Index but with a carbon emissions intensity score that is 50% less 
than the index and a 20% ESG score uplift versus the index.

It uses BlackRock’s proprietary ESG framework to have:

• no, or reduced, exposure to certain business activities for ESG-related reasons

• a higher weighted average exposure (relative to the index) to companies that are scored more highly 
on certain ESG criteria

• a carbon emission intensity score that aims to be 50% less than that of the index, measured  
on a quarterly basis.

We believe this approach will result in enhanced risk-adjusted performance over the medium term as 
trends in investor preferences and the regulatory environment continue to evolve. 

For more information see our Integrating ESG considerations into our default pension solution guide.

ESG enhancements to property fund
Our Pension Portfolio Funds now invest in property via the iShares Environmental & Low Carbon Tilt Real 
Estate Index Fund. This fund, which invests in real estate investment trusts (REITs) issued by companies 
in global markets, will track the performance of FTSE EPRA/NAREIT Green Low Carbon Target Index.

The new benchmark index aims to reflect the performance of a sub-set of REITs in the FTSE EPRA  
NAREIT Developed Index which remain after FTSE Russell has excluded securities using pre-defined  
ESG screens and criteria.

Following the exclusions, the remaining constituent weights are adjusted (tilted) based on percentage 
improvements across three sustainable investment considerations: 

1. Green building certification: the share of total net leasable area owned and/or managed by a 
company that is certified as part of an eligible green certification scheme (target improvement of 30%)

2. Energy usage: the average modelled energy consumption per square metre of net leasable area 
owned and/or managed by a company (target improvement of 10%) and

3. Carbon emissions intensity: the total operational emissions scaled by company value including 
cash (target improvement of 20%).

We’ve introduced ESG screening to the Scottish Widows Corporate 
Bond Tracker
We’ve enhanced the Scottish Widows Corporate Bond Tracker by applying environmental, social and 
governance (ESG) screens. The aim is to improve the overall ESG profile of the fund, which has been 
renamed Scottish Widows ESG Sterling Corporate Bond Tracker, and reduce its carbon footprint. The  
fund now tracks an ESG bond index from iBoxx.

Equity assets
All the equity assets in our Pension Portfolio Funds now track indices which exclude certain stocks on 
ESG grounds.

UPDATES
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MARKET REVIEW FOR THE QUARTER

Summary
The first quarter of 2023 saw markets move broadly higher. Despite 
volatility in early March, led by the banking sector in Europe and the 
US, global equity markets advanced across all key regions in sterling 
terms. In fixed income, global government and corporate bonds also 
rose. Over the quarter as a whole, the FTSE All World Index gained 
4.2% and the ICE BofA Global Government Index edged 0.2% higher in 
sterling terms.

In January, softening inflation figures and hopes for a less-hawkish 
US monetary policy stance helped equities. However, in February, 
equities retreated amid ongoing rate tightening at major central banks 
and positive economic updates that led to worries that interest rates 
may have to remain higher for longer. March was initially negatively 
influenced by the failure of Silicon Valley Bank (SVB) in the US, as it 
caused unease towards the banking sector. However, global equities 
broadly recovered over the month as a whole to record a small gain as 
the situation became more settled. 

The tumult in the banking sector was led by the collapse of SVB, a 
specialist lender to the technology sector, as well as weakness in Credit 
Suisse in Switzerland. Difficulties at these two banks caused fears of 
contagion and questions were raised about the capital and liquidity 
positions of other banks. In the US, the situation was eased by the 
announcement that deposits with SVB would be protected, while UBS 
of Switzerland took over Credit Suisse in an emergency deal.

In commodities, crude oil futures moved lower on worries about 
further interest rate tightening in the US, and fears that problems in 
the banking sector could weaken the economy and demand for oil. 
However, at various points in the quarter, oil prices benefited from 
various factors, including a legal dispute in Iraq, which halted some 
supplies through Turkish Ports, and several solid economic data points. 
US and European natural gas futures continued to tumble. 

UK equities 
The UK’s top shares by market capitalisation, as measured by the FTSE 
100 Index, increased 3.6%, while the FTSE All Share Index added 3.1%. 
On the economic front, there were some better-than-expected data 
points, which helped to bolster equities. Quarter-on-quarter (q/q) GDP 
growth in the final three months of 2022, which was initially reported 
as flat, was upgraded to 0.1% q/q expansion, helped by tourism, 
transport, housing and investment. 

The Bank of England’s (BoE’s) Monetary Policy Committee added 
another 50 basis points (bps) to the UK’s base rate in February, 
followed by 25 bps in March. Policymakers pointed to the potential 
for further hikes if inflationary pressures remained. In the wake 
of tumult in the banking sector in Europe and the US, the BoE said 
that the UK banking system had solid capital and liquidity levels. 
Inflation remained elevated as reported annual inflation slowed from 
December’s reading but remained in double digits with a of 10.1% 
reading in January. However, it then bounced unexpectedly to 10.4% in 
February, in part due to food prices.

The unemployment rate held steady at 3.7% over the three months to 
January – unchanged for a fourth reading in succession. After showing 
signs of improvement in February, the UK manufacturing purchasing 
managers’ index (PMI) slipped back slightly from 49.3 to 48.0 in 
preliminary figures for March, amid lacklustre orderbooks. This was its 
eighth month in contraction. Meanwhile, services PMI managed two 
months in expansionary territory. (Note that a PMI reading of under 50 
indicates contraction.)

US equities
The FTSE North America Index, which is chiefly an index of US 
securities, added 4.5%, while the technology-led Nasdaq Composite 
Index jumped 13.9% in sterling terms. The bounce in the Nasdaq 
Index highlighted a return to favour for growth stocks, as they stood 
to benefit most from falling yields in the bond market. Value stocks 
broadly lagged, held back by weakness among financials. 

The US Federal Reserve (Fed) added 25 bps to the benchmark federal 
funds target rate in both February and March, as it tried to balance 
market financial stability concerns and the fight against inflation. The 
Fed pointed to uncertainty in the banking system as potentially leading 
to tighter credit conditions. Annual inflation softened steadily over the 
period, with 6.5% inflation posted in January and 6.0% in February, as 
food price growth slowed. Non-farm payrolls (a key US survey of jobs 
data) continued to beat expectations as the labour market remained 
tight. However, despite reaching 3.4% in January – a low not seen since 
1969 – the unemployment rate stepped up slightly over the period as a 
whole, to reach 3.6% in February. Annualised gross domestic product 
(GDP) growth came in at 2.6% for the fourth quarter of 2022, down 
from 3.2% in the third quarter. Existing home sales jumped in February, 
this followed eleven months of weakness on rising mortgage costs. 
Meanwhile, composite PMI data returned to expansionary territory 
helped by service-sector improvements. 

Europe equities
In Europe, the FTSE Developed Europe ex UK Index jumped 8.7%. 
The European Central Bank’s rate-setting committee increased its key 
interest rate by 100 bps over the quarter, taking overall rates to 3.5%, 
as it continued to fight inflation. The central bank commented that it 
was monitoring the issues in the banking system closely, but said the 
eurozone banking segment was robust. 

Over the period, annual consumer price inflation softened to 6.9% in 
March on waning energy prices, according to a preliminary reading, 
compared with 8.5% in February. However, core inflation, which 
excludes food and energy prices, hit a new record high. 

Having rebounded into positive territory in January, economic 
sentiment among businesses in the eurozone weakened somewhat 
between February and March as financial system worries clouded the 
outlook. The eurozone’s composite PMI continued to improve, however, 
stepping into expansionary territory on the back of a strengthening 
service sector. Germany and France both saw their composite PMIs 
improve, with France’s gaining despite a major national strike against 
increasing the national retirement age.

7



MARKET REVIEW CONTINUED

Japan equities
Over the first quarter, the FTSE Japan Index rose 3.1%. The Bank of 
Japan’s (BoJ) short-term benchmark interest rate remained at -0.1% 
over the period. The BoJ remained a policy outlier as other major 
central banks continued to increase interest rates to fight inflation. The 
bank’s next policy meeting will see Kazuo Ueda take the reins following 
the retirement of Governor Haruhiko Kuroda. Annual inflation rose in 
December and January to reach 4.3%, before it weakened to 3.3% in 
February, helped by falling transport costs. Following a preliminary 
reading of a 0.2% q/q increase, GDP was downgraded to zero growth in 
the fourth quarter. 

Emerging market equities
The FTSE Emerging Index gained just 0.1% in sterling terms. China’s 
2022 GDP expansion came in at 3.0% y/y, versus the 5.5% y/y 
increase targeted by the government. Early in the period, sentiment 
was buoyant by the recent unwinding of China’s zero-Covid policy 
and expectations of an economic bounce. Meanwhile, China’s Caixin 
composite PMI survey stepped into positive territory in January, before 
improving further in February, on production output and new orders. 
The country’s consumer confidence also improved over the early part 
of 2023. Inflation remained muted, falling to 1.0% in February. Caution 
towards the property sector resurfaced at points during the quarter as 
highly indebted property business Evergrande attempted to reach a 
deal with its creditors. 

The Reserve Bank of India (RBI) added 25 bps to its benchmark rate 
in February, despite lowering its own inflation forecasts. However, 
there was a step up in the annual rate of inflation between December 
and January, taking inflation just above the bank’s 2–6% target range. 
Inflation remained over 6% in February. India’s annual GDP grew 4.4% 
y/y in the final calendar quarter of 2022. This was down on the 6.3% 
y/y growth in the three months to September, as rising credit costs 
hampered private spending. In Brazil, there was unrest in January as 
Congress was stormed by supporters of the right-wing former President 
Jair Bolsonaro. 

Turkey, and neighbouring Syria, were hit by a devastating earthquake 
that killed almost 46,000 people in Turkey alone. Turkey’s stock 
market was shuttered for five days after the disaster to try to stem 
a selloff. Elsewhere, in February, Mexico’s central bank revised its 
inflation expectations higher. It also added 75 bps to interest rates 
over the quarter. South Africa’s GDP growth contracted 1.3% q/q in the 
fourth quarter of 2022 against a backdrop of blackouts, this compared 
with 1.8% growth in the previous period. 

Asia Pacific equities
Over the quarter, the FTSE Asia Pacific ex Japan Index edged up 0.8% 
in sterling terms. Bank Indonesia raised its benchmark rate by 25 bps 
in January – its sixth hike in succession – before holding it steady for 
the rest of the quarter as it aimed for a neutral policy position. Bank 
of Korea also increased its base rate by 25 bps in January, but then 
stopped hiking rates as it looked to provide support to the economy, 
which had seen falling exports and weaker consumption. Australia’s 
key interest rate was increased from 3.1% to 3.6% over the quarter. 
The central bank believed that inflation had topped out, but said it will 
continue to monitor economic data. 

Bonds 
Bonds broadly rose in value (and yields retreated) over the quarter. 
Both corporate bonds and government bonds recorded gains. The US 
10-year Treasury yield declined from 3.88% to 3.47%, however, it was 
a bumpy ride for government bond yields overall. US Treasury yields 
initially fell back on softer inflation data and increased expectations 
that the Fed may take a less-hawkish stance going forward. Yields then 
rose as markets refocused on the potential for further rate hikes if 
prices remained persistently elevated following some robust economic 
data points. Worries in the banking sector then led Treasury yields 
to retreat once more, as March saw a flight to the relative safety of 
government bonds and some investors questioned whether interest 
rate cuts might now be delivered sooner than they had previously 
expected. German and UK 10-year government bond yields followed a 
similar trajectory during the quarter.

In early 2023, the BoE sold out of the conventional and index-linked 
gilts it purchased to help financial stability following the turmoil 
caused by the September 2022 ‘mini-budget’ in the UK. 

Property 
During the first quarter, the FTSE EPRA Nareit Developed Index, which 
measures the performance of Real Estate Investment Trusts (REITs), 
fell 3.6%, lagging overall global equities. During the three months to 
end-February – the latest period with available figures – the MSCI UK 
Monthly Property Index declined 3.8%. Commercial property continued 
to register signs of a slowdown globally as economic headwinds, 
such as rising interest rates and worries of stalling economic growth, 
appeared to have impacted deal volumes, pricing and delivery. 

*All index data are shown in total return sterling. 
Source: FE Analytics.
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Pension customers are interested in the future purchasing power of their savings in retirement so 
an inflation-based measure is relevant and accessible. 

The benchmarks are shown as a return of more than inflation, using the UK Consumer Prices Index 
(CPI) as a standard measure of price inflation in the UK. They apply at fund level, so will differ 
along the PIA glidepaths. The amount above CPI depends on the fund. Performance of the funds 
against these benchmarks should be considered over the longer term as there’s likely to be quite 
some variance over the short term. The benchmarks are provided only for comparison purposes; 
there are no guarantees.

The ‘CPI+’ benchmarks reflect each fund’s associated growth potential and risk levels. Higher CPI+ 
funds will have a higher equity content and greater growth potential and associated risk, for example.

They’re not target benchmarks, and won’t impact our Strategic Asset Allocation approach, which 
remains unchanged and based on volatility targets. 

The CPI+ benchmarks have been set at a level that we expect will endure through different market 
cycles without needing regular adjustment. We analysed a range of scenarios when setting the 
benchmarks and decided an equally-weighted average of long-term historic returns with 40 year 
forecasts was the most appropriate approach. This takes into account past cycles and the current 
elevated nature of markets.

INFLATION-LINKED BENCHMARKS

We’ve introduced inflation-linked benchmarks for our Pension Portfolio Funds to help our pension savers 
better understand how the real value of their pot is growing over the long term. This is particularly important 
given the general expectation of lower returns from equities and bonds in future, following a sustained period 
of exceptionally high returns. It’s also important to have clear benchmarks against which to compare how the 
funds have actually performed.

Pension Portfolio Fund* New benchmark

PPF 1 CPI+ 3.5%

PPF 2 CPI+ 3%

PPF 3 CPI+ 2.5%

PPF A CPI+ 2%

PPF B CPI+ 1.5%

PPF 4 CPI+ 1%

PPF C CPI+ 0.5%

*Scottish Widows Pension Portfolio Fund 5 is excluded as it is a liquidity fund. Capital invested is at risk and 
there is no guarantee that a positive return will be generated over any time period.
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Fund

Percentage growth

Quarter  
(%)

1 year  
(%)

3 years  
(% p.a.)

5 years  
(% p.a.)

10 years  
(% p.a.)

Since fund 
inception (% p.a.)

Scottish Widows Pension Portfolio One 
(Initial fund for Adventurous) 3.5 -5.4 12.7 6.2 8.0 7.3

Benchmark CPI+3.5% 2.2 13.9 9.6 7.8 6.4 6.5

Scottish Widows Pension Portfolio Two 
(Initial fund for Balanced) 3.3 -5.5 10.8 5.5 7.3 6.9 

Benchmark CPI+3% 2.1 13.4 9.1 7.3 5.9 6.0

Scottish Widows Pension Portfolio Three 
(Initial fund for Cautious) 3.0 -5.8 8.4 4.5 6.5 6.5

Benchmark CPI+2.5% 2.0 12.8 8.5 6.8 5.3 5.5

Scottish Widows Pension Portfolio Four 2.6 -6.8 3.8 2.6 4.8 5.6

Benchmark CPI+1% 1.6 11.2 6.9 5.2 3.8 4.0

Scottish Widows Pension Portfolio Five 1.0 2.1 1.0 0.9 N/A 0.8

Scottish Widows Cash 0.9 2.2 0.8  0.7 0.6 1.7

Scottish Widows Pension Protector 2.3 -23.7 -9.2 -4.0 1.2 3.6 

Returns based on series 2 performance history adjusted for a total annual fund charge of 0.1%. As at 31st March 2023. The inception date for Pension Portfolios One, Two, Three  
and Four is 06/02/2006. The inception date for Pension Portfolio 5 is 30/03/2015. The inception date for Scottish Widows Cash and Scottish Widows Pension Protector is 28/07/2003.

The performance of Pension Portfolio Funds One, Two, Three and Four are shown relative to their relevant CPI+ benchmarks. CPI is a standard measure of price inflation in the UK.

CPI+ benchmarks are not applicable to Pension Portfolio Five, Cash and Pension Protector.

For comparison purposes only, please see below three mixed-asset ABI sectors. Please note that the Pension Portfolio Funds are part of  
the ABI Specialist Sector. Past performance is not a reliable indicator of future results.

Performance of the ABI (Association of British Insurers) sectors

ABI sector

Percentage growth

Quarter  
(%)

1 year  
(%)

3 years  
(% p.a.)

5 years  
(% p.a.)

10 years  
(% p.a.)

Since inception  
(% p.a.)

Mixed Investment 20% – 60% Shares 1.9 -5.9 4.3 1.6 3.0 3.4 

Mixed Investment 40% – 85% Shares 2.3 -4.5 7.5 3.8 4.9 4.8 

Flexible Investment Sector 2.4 -3.7 10.3 4.8 5.9 5.3

Source: Scottish Widows, Financial Express, on a bid-to-bid basis, total return, tax default, in £s.  
As at 31st March 2023. Since-inception returns reflect the period since inception of the PIA in March 2006. ABI sector returns are for information only and not to be  
considered a benchmark for the PIA.

PERFORMANCE AS AT 
31ST MARCH 2023

Performance for the Pension 
Portfolio Funds which underpin 
the PIA can vary on factors 
such as market conditions, the 
economy, the level of risk you 
undertake, and the assets in 
which the Portfolios invest.

Past performance is not a reliable 
indicator of future results. The value 
of investments, and the income from 
them, may fall as well as rise. Investors 
may not receive back the full amount 
originally invested.
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PERFORMANCE IN THE GROWTH PHASE

The chart shows how the Balanced Pension Investment Approach has performed in relation to its CPI+3% benchmark.

The Balanced PIA (targeting flexible access) is our default lifestyle option.

Performance since fund launch for members in the growth phase

 Balanced Approach  Benchmark CPI+3%
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A simulated performance derived from monthly 
total return figures (net of investment fees  
of 0.1%) provided by Financial Express.  
No member contributions have been applied  
to this performance.

As at 31st March 2023.

This chart depicts performance of Pension 
Portfolio 2 which is used as the growth stage 
investment for the Balanced lifestyle.

Lifestyling period begins 15 years prior to 
selected retirement age.

Past performance is not a reliable indicator of 
future results. 

The value of investments, and the income from 
them, may fall as well as rise. Investors may not 
receive back the full amount originally invested.
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A simulated performance derived from monthly 
total return figures (net of investment fees  
of 0.1%) provided by Financial Express.  
No member contributions have been applied  
to this performance.

As at 31st March 2023.

This chart depicts simulated glidepath 
performance since inception for members five 
years from retirement. The de-risking phase 
started 10 years ago moving from 100% Pension 
Portfolio 2 to 100% into Pension Portfolio 3 and 
finishing on 100% Pension Portfolio 4 five years 
from retirement.

*This chart also depicts the performance of the 
benchmarks along the glidepath moving from 
CPI+3% to CPI+2.5% to CPI+1%.

Lifestyling period begins 15 years prior to 
selected retirement age.

Past performance is not a reliable indicator of 
future results.

The value of investments, and the income from 
them, may fall as well as rise. Investors may not 
receive back the full amount originally invested.

 Balanced Approach (Targeting Flexible Access)  Benchmark*

Feb
06

Feb
07

Feb
08

Feb
09

Feb
10

Feb
11

Feb
12

Feb
13

Feb
14

Feb
15

Feb
16

Feb
17

Feb
18

Feb
19

Feb
20

Feb
21

Feb
22

Feb
23

%

-40

-20

0

20

40

60

80

100

120

140

160

180

200

220

MEMBER FIVE YEARS FROM RETIREMENT

Performance since fund launch for members five years from retirement
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 Balanced Approach (Targeting Flexible Access)  ABI UK – Mixed Investment 40%–85% Shares Pension Sector 
 ABI UK – Global Equities Pension Sector

MEMBER WHO RETIRED ON 31ST MARCH 2023

A simulated performance derived from monthly 
total return figures (net of investment fees  
of 0.1%) provided by Financial Express. 
No member contributions have been applied 
to this performance.

As at 31st March 2023.

This chart depicts simulated performance since 
inception for a member who is retiring now. 
Over 15 years the de-risking phase moves from 
100% Pension Portfolio 2 into Pension Portfolio 
3. It finishes split between 25% Pension 
Portfolio 5 and 75% Pension Portfolio 4.

It has not been possible to show simulated 
benchmark performance at retirement given 
there is no benchmark for Pension Portfolio 5. 

ABI sectors have been used purely for 
comparison purposes. The glidepath and funds 
are not benchmarked against these sectors.

Lifestyling period begins 15 years prior to 
selected retirement age.

Past performance is not a reliable indicator of 
future results.

The value of investments, and the income from 
them, may fall as well as rise. Investors may not 
receive back the full amount originally invested.Feb
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PERFORMANCE OF THE BALANCED PIA ALONG STAGES OF THE SAVINGS JOURNEY

The tables below show the performance of our default lifestyle strategy (PIA Balanced Targeting Flexible Access) at key stages of the savings journey.

• Growth – investment blend used throughout the growth 
phase, until 15 years to retirement (100% Pension 
Portfolio 2)

Growth phase

PIA Balanced 
targeting 

Flexible Access 
Benchmark 

CPI+3%

Quarter return 3.3% 2.1%

1-year return -5.5% 13.4% 

3-year return 10.8% 9.1%

5-year return 5.5% 7.3% 

Since inception 6.8% 6.0%

Inception date 28/02/2006 28/02/2006

• Transition – a point on the glidepath five years  
from retirement  

Transition 
phase

PIA Balanced 
targeting 

Flexible Access 

Simulated 
benchmark glidepath 

(moving from +3%  
to +2.5% to +1%)

Quarter return 2.6% 1.6% 

1-year return -6.7% 11.3%

3-year return 5.5% 7.4% 

5-year return 3.2% 6.0% 

Since inception 6.0% 5.6%

Inception date 28/02/2006 28/02/2006

• Retirement – end point of the glidepath* 
 

Retirement stage
PIA Balanced targeting 

Flexible Access 

Quarter return 2.2% 

1-year return -4.9%

3-year return 3.9%

5-year return 2.7%

Since inception 5.5%

Inception date 28/02/2006

This performance is simulated using monthly glidepath rebalancing. Actual customer performance may differ depending on size and frequency of pension contributions and timing of portfolio rebalancing. 

*It has not been possible to show simulated benchmark performance in the Retirement phase given there is no benchmark for Pension Portfolio 5.

Source: Scottish Widows, Financial Express, on a bid-to-bid basis, total return net of 0.10% fees, tax default, in £s. As at 31st March 2023.

Past performance is not a reliable indicator of future results. 

The value of investments, and the income from them, may fall as well as rise. Investors may not receive back the full amount originally invested.
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PERFORMANCE REVIEW

Overview
Over the first quarter of 2023, the funds benefited from advances in equity 
markets. Bonds also broadly added to returns. The Pension Portfolio Funds 
(PPF) generated solid absolute returns over the quarter, and the PPFs with 
the higher exposure to equities performed slightly better.

Equity markets started the year positively, but saw volatility on concern 
about the banking sector in Europe and the US amid a crisis in March 
that led to the takeover of troubled Swiss lender Credit Suisse and the 
collapse of Silicon Valley Bank (SVB). In addition, the market faced 
ongoing interest rate hikes at major central banks. However, softening 
inflation led to growing expectations by quarter-end that the rate 
hiking cycle may soon start to level off, notably in the US. 

Global bond markets were also volatile, but prices broadly increased 
(and yields fell) for investment grade corporate bonds over the period. 

Equities
There were solid gains in many developed market regions during the 
first quarter. Global equities – as measured by the FTSE All World Index 
– rose by just over 4%, in sterling returns. Equities benefited from hope 
that inflation may be softening in some countries and that this would 
lead to lower interest rates. However, there were bouts of weakness 
on turmoil in the banking sector as well as several strong economic 
updates that briefly but negatively impacted equity market sentiment 
on the belief that economic strength may force central banks to keep 
rates higher for longer. 

PPF equity exposure mostly comes from direct investment in regional 
passive index funds that are screened for exclusions. There is also a 
holding in a global equity fund – the BlackRock ACS Climate Transition 
World Equity Fund – which provides ‘look-through’ exposure to 
global regions. This fund rose over the quarter and added to absolute 
performance across the funds. PPFs 1–4 had between 6.8% and 18.6% 
invested in this fund.  

Overall, the PPFs have a substantial proportion of their aggregate 
equity exposure in the UK, US, Europe ex UK and Japan. UK equities 
are currently held at a higher weight and US equities are currently 
held in a smaller weight relative to major global market cap equity 
benchmarks. The US is the largest absolute weight in the allocation to 
regional equities, as well as on a ‘look-through’ basis to include the 
global equity fund.

The advance in equity markets was led by developed markets, with 
Europe, the US, UK and Japan, all moving robustly higher in sterling 
terms, while emerging markets lagged. European markets continued a 
strong run as worries about energy supplies subsided amid falling gas 
prices and slowing inflation. These gains came despite worries about 
the banking sector and ongoing rate hikes by the European Central 
Bank (ECB). PPFs 1 to 4 held between 4.0% and 10.7% in European 
equities over the period. 

Shares in Japan rose and added to performance, and the US, 
contributed solidly to returns. The Federal Reserve continued to 
increase interest rates despite the turmoil in March caused by the 
problems at SVB. However, by period-end, the market returned to 
focus on the potential for a softer stance towards rates in the US. 
Information technology and other growth stocks were among the 
strongest segments of the US market as they stand to benefit most from 
a potential pivot towards a more dovish interest rate policy. PPFs 1 to 
4 held between around 10.6% and 28.7% in US equities. Shares in the 
UK were also beneficial for performance. Emerging markets and Asia 
Pacific equities lagged the rises seen in other regions.

Overall, equities bolstered performance during the quarter. Portfolios 
with the highest proportions in equities, notably PPFs 1 to 3, produced 
the strongest positive absolute returns over the quarter. 

Bonds
Bond markets experienced volatility during the first quarter, but 
investment grade (IG) corporate and government bonds broadly 
gained ground. Bond prices weakened initially (and yields rose) on the 
potential for a softer interest rate stance among major central banks, 
but strong economic data releases soon led to a reversal on worries that 
the hawkish rate stance might remain in place for longer. Yields then 
retreated in the final month of the period on banking sector worries and 
renewed rate-cut hopes. The Fed, the Bank of England and the ECB all 
delivered two rounds of rate hikes over the quarter, while the Bank of 
Japan kept its key interest rate in marginal negative territory.

Credit spreads (the yield differential between two bonds of the same 
maturity but different credit quality) widened across the quarter as risk 
aversion increased on worries about the banking sector. IG bonds are 
the highest quality corporate bonds as determined by a credit rating 
agency, while high yield bonds are more speculative, with a credit 
rating below investment grade.

Most of the PPF exposure is to sterling and global (hedged) IG bonds 
and both asset classes advanced and contributed to absolute returns. 
PPF 1 does not hold bonds, while PPF 2 held almost 8% in UK and 
global IG bonds, PPF 3 had over 20% and PPF 4 held almost 53%. The 
PPFs also hold emerging market government debt (EMGD), which saw 
mixed returns in sterling terms over the quarter – local currency EMGD 
added to absolute performance, while US dollar-denominated EMGD 
detracted slightly. PPF 2–4 held between 2.9% and 5.8% in emerging 
market bonds.

Property
The funds allocate to property assets via listed global property 
securities (real estate investment trusts, or REITs). Global REITs fell 
over the quarter, despite buoyancy in equity markets and detracted 
from absolute returns. The PPFs 1–4 held between 3.7% and 5.4% in 
REITs during the period.

Currency hedging
We apply a policy of hedging all non-sterling bond exposure 
denominated in developed currencies. Our view is that currency 
fluctuations can overwhelm the return from the underlying bonds, and 
it is best to neutralise this by hedging the currency risk. 

In addition, as policy, we hedge a portion of non-UK equity exposure. 
This is based on research that shows that in the long term, hedging part 
of the overseas currency exposure can result in similar returns but with 
less volatility. 

Over the quarter, sterling appreciated somewhat, particularly against 
the US dollar, continuing the trend seen in the fourth quarter of 2022 
against a basket of currencies. As such, the hedging policy made a 
modest contribution to performance. 
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PERFORMANCE REVIEW CONTINUED

Long-term outlook
Last year was a challenging one for markets and for our funds, but we 
have been encouraged by the general recovery in markets since the 
fourth quarter of 2022. There remain challenges for the markets in the 
short term, but we remain confident in the outlook for returns over the 
long term.

Specifically, we believe that equities have an important role to play in 
generating returns for long-term investors, and that they should form 
the cornerstone of growth assets within a portfolio. We understand 
that equity market downturns are extremely challenging, but history 
suggests that for those with a long-term horizon it has been wrong to 
sell out of equity markets after sharp corrections.

We believe that bonds remain a key longer-term asset class within 
our funds. It is our belief that after the very sharp falls in bond prices 
in 2022, yields have begun to look more attractive than they have 
done for several years. While it’s impossible to predict the future, 
we consider it’s likely that the economic situation will shift more 
favourably for bonds over time. While it may be premature to say that 
inflation has peaked, it looks like pressures have begun to ease. We 
have also seen the initial signs of economic growth across the globe 
slowing. The combination of easing inflation and slower economic 
growth, if they come to pass, should help bonds to recover some of 
their losses. 

These remain challenging times and the recent signs of stress in the 
financial sector should not be taken lightly and markets may remain 
under pressure in the near term. However, for those with longer-term 
horizons, the clear message from history is that staying the course 
and remaining invested is important, as selling into periods of market 
stress has been the wrong thing to do.
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Overview 
Though we don’t manage funds on a short-term basis, here are some 
near-term views on what could influence markets over the next few 
months. The resilience in growth has meant that equities have held up 
reasonably well in the short term. However, we believe that valuations 
may be vulnerable, and earnings expectations elevated, if there’s 
an economic slowdown. This could be reinforced by any potential 
reduction in banks lending to companies.

We are forming a more positive view on government bonds. Higher 
rates have started to impact growth and economic activity is showing 
signs of slowing down as the market adjusts to a world of higher rates. 
Strains in the banking sector, falling inflation and signs of labour 
market conditions peaking, should allow the Federal Reserve to relax 
its hawkish stance over the next few months. We recently turned 
less positive on credit after significant tightening of spreads and an 
increase in cyclical risks. Although spreads have since widened, we 
would like to see evidence that spreads have stabilised as well as 
greater certainty over bank funding costs.

UK equities 
UK equities have held up relatively well this year as the UK economy 
has been performing more resiliently than expected, partly helped by 
an easing of energy prices. However, the persistent tightness of the 
labour market, combined with higher inflation and interest rates, may 
well weigh on UK equity prices. 

US equities 
We retain a negative view on US equities. We see the recent collapse of 
Silicon Valley Bank as a sign that the impact of higher rates is starting 
to be felt, and we expect to see further signs of slowdown in the 
economy. Given current valuations, we prefer to maintain a cautious 
stance on US equities amid these cyclical headwinds.

Europe equities 
In recent months we turned more positive on European ex UK equities 
due to attractive valuations and the potential for economic surprises 

on the upside, given low expectations. However, we have become less 
optimistic towards the region on a short-term basis. Markets have 
performed strongly and investor sentiment has improved considerably. 
We think this is the correct stance given the increasing emergence of 
challenges to companies in the face of tighter liquidity.

Japan equities 
Valuations are fair and Japan should benefit from China’s recent 
reopening after its strict zero-Covid stance, but most of our cyclical 
models suggest that we are entering a ‘slowdown’ phase of the 
economic cycle. This poses a challenge for the market given its cyclical 
nature, and so we remain neutral.

Asia equities 
We still have a positive view on China as the outlook is decisively 
better for the country after the government’s pivot on its zero-Covid 
policy late last year. The rapid reopening has helped economic activity 
to improve broadly, with early indications from high-frequency data 
and Purchasing Managers’ Index (PMI) surveys suggesting service 
sector activity has rebounded strongly. Cheaper valuations have also 
kept us broadly positive. The rest of the region should get a boost from 
the reopening of China. A global downturn may prove challenging for 
markets such as Taiwan and South Korea, which typically have a strong 
reliance on the technology sector.

Emerging markets equities 
We have become less positive towards emerging market (EM) equities 
in the near term. A combination of persistent inflation in the US and 
financial stress may, in the short term, put upward pressure on the US 
dollar. In addition, other EMs may not benefit as much from China’s 
economic recovery this time round as the driver for recovery has 
mostly been attributed to the service sector, and less due to capital 
investment. With global PMI figures still falling, many EM countries 
may suffer a manufacturing recession. Previous aggregate rate hikes 
have also continued to weigh on EM growth.

Bonds 
Our confidence towards the near-term prospects for US investment 
grade (IG) bonds reduced in recent months as valuations became 
expensive and we believed that the economy was heading into a 
slowdown and possibly recession. After seeing spreads widen to more 
attractive levels in March, significantly in the banking sector, we have 
become more positive but would like to see more evidence that spreads 
have stabilised. We also took a less positive view on European IG 
recently after significant tightening of spreads.

Emerging market debt 
We started the quarter with a positive view on US dollar-denominated 
emerging market debt (EMD) as fundamentals were strong and the 
region had priced in the rise in geopolitical tension. However, in March, 
our optimism reduced as persistent inflation in the US and financial 
sector issues may put upward pressure on the US dollar in the short 
term, which would likely be a headwind for this asset class. 

For most of the quarter, we held an optimistic short-term view on 
local currency EMD, as the carry trade remained attractive. In March, 
however, we became less positive given the negative impact of a 
stronger US dollar on emerging market assets.

Property 
In real estate markets, the higher interest rate environment has 
slowed transaction activity significantly. We have seen double digit 
valuation declines since the third quarter of 2022. We anticipate 
further pricing adjustments through 2023, especially in fringe markets 
and for secondary, non-sustainable, assets. Shortage of well-located 
sustainable office space to meet future demand versus expected 
obsolescence of non-sustainable properties will drive significant 
divergence in performance between ‘winners and losers’. We currently 
see absolute and relative value in convenience retail formats; urban 
industrial and logistics assets; mid-market multi-family housing, 
while being cognisant of pending changes in rent controls to protect 
consumers; and more operationally intensive sectors such as budget 
and luxury hotel formats and self-storage.

SHORT-TERM MARKET OUTLOOK
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THE REASSURANCE OF ROBUST GOVERNANCE

We believe in the importance of  
governance to help deliver great  
outcomes for our customers.

Investment oversight
For us, governance means being vigilant in ensuring the 
investments we offer are suitable for a wide range of 
customers’ needs.

Our investment governance includes independent oversight 
and regular formal reviews by key committees, made up of 
some of our most senior and experienced executives and 
investment specialists:

Insurance Investment Strategy  
Committee (IISC)

Responsible for our overall investment 
strategy.

 
Unit Linked Investment Management 
Committee (ULIM)

Considers the application of IISC’s views at 
the individual portfolio level.

Responsible Investment Committee

Responsible for Environmental, Social, and 
Governance (ESG) and stewardship decisions 
at the most senior level of the organisation.

Governance for climate-related risk has been embedded into 
our existing governance structure and is complementary to 
governance of Lloyds Banking Group’s sustainability strategy. 

Insurance Sustainability Committee
The Board of Directors as a whole is responsible 
for sustainability and has oversight via the 
Insurance Sustainability Committee. This is a 
sub-committee of the Insurance Board and the 
Authorised Corporate Director (ACD) Board.

Insurance Responsible Business  
Executive Committee
The Responsible Business Executive Committee 
is responsible for recommendation and delivery 
of the ESG strategy for the Insurance Group.

Independent oversight
Further oversight comes from two independent bodies: 

The Independent Governance Committee (IGC) acts 
independently of Scottish Widows to represent customer 
interests. It has a duty to scrutinise the value for money 
of our workplace pensions, raise any concerns and make 
recommendations to the Insurance Boards appropriate. 
Among its other purposes, it considers, and reports to 
members, on how well the funds we invest in are managed 
and if they’re delivering as intended. 

The trustees of the Scottish Widows Master Trust (SWMT) 
also have independent oversight of our investment activities 
insofar that they relate to the SWMT’s investments. The 
trustees are jointly and individually liable for everything to 
do with the pension scheme. Their role is to make decisions 
about the pension scheme solely in the interests of the 
scheme members.

Fund governance expert teams 
A strong governance and control framework lies at the heart 
of what we do, to help ensure our funds are compliant with 
regulations, perform in line with their intended aims and risk 
profiles, and deliver great customer outcomes.

• The Fund Manager Assessment Team assess the funds in 
which we invest using qualitative and quantitative analysis.

• Our dedicated Asset Allocation Team decide the strategic 
long-term asset allocation for the multi-asset portfolio funds.

• Our Responsible Investment Team drives ESG integration 
throughout all our investments. 

Our fund governance delivers:

✓ Thorough and stringent fund manager selection.

✓ Clear instructions and parameters for fund 
managers through mandates.

✓ Careful monitoring of performance and risk 
profiles to ensure funds remain aligned to 
customer expectations.

✓ Fund ranges which meet regulatory requirements.

✓ Strong responsible investment and stewardship 
credentials.

✓ Long-term and medium-term asset allocation 
decisions for our key multi-asset funds.

You can find more detail on our governance 
webpage – adviser.scottishwidows.co.uk/
funds/fund-governance
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The information contained in this update has been derived from sources which we consider to be 
reasonable and appropriate. It may also include our views and expectations, which cannot be taken as fact.

Investment markets and conditions can change rapidly and, as such, the views expressed in this update 
should not be taken as statements of fact nor be relied on when making investment decisions. Forecasts are 

opinions only, cannot be guaranteed and should not be relied on when making investment decisions.
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