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Introduction
There is growing focus on how Defined Contribution (DC) schemes can support better retirement 
outcomes, with calls from the pensions industry for improved adequacy and Government plans to 
introduce “Guided Retirement” DC scheme requirements to provide default retirement income solutions.

Collective Defined Contribution (CDC) schemes are still relatively new to the UK, with Royal Mail opening 
the first scheme in 2024. CDC schemes both improve adequacy and provide an income for life and so 
align closely with Government policy objectives.

As Guided Retirement proposals draw closer, we anticipate some will want to explore CDC as a potential 
retirement option for the first time. That is why we have published this short beginner’s guide — to outline 
what CDC is, the key attractions and challenges and the types of CDC design that are already available 
or expected to be enabled soon. It is designed for anyone seeking a straightforward foundation before 
looking at more detailed technical material. 

If you are interested, or would like to know more, please contact one of the authors:

Shriti Jadav 
Senior Director, WTW 
shriti.jadav@wtwco.com

Humphrey Galbraith
Senior Director, WTW 
humphrey.galbraith@wtwco.com

Simon Eagle
Managing Director, WTW 
simon.eagle@wtwco.com
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What is a CDC scheme?

Contributions: Both employers and employees  
make fixed contributions, just like in DC schemes.

Collective assets: Pooling of assets means members 
share risk and returns. The fund is invested mainly in 
growth assets to generate future pension increases.

Member pensions: The scheme provides a pension  
for each member’s retired life. The pension level is  
not guaranteed, and pension increases will gradually 
go up and down depending on scheme experience  
(and can be negative). 
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Key advantages/challenges of CDC

Fixed cost 
Fixed contributions mean the employer’s pensions accounting is DC-style under UK GAAP 
and IFRS. Plus, most CDC designs allow flex in DC rate by member, like individual DC.

Significantly higher expected pension levels 
Expected retirement income 40% – 55% higher than individual DC with annuity purchase,* 
improving adequacy and assisting with workforce planning.

Provides an income throughout retirement, managed by Trustees 
So members don’t need to make difficult decisions in their retirement, schemes are run  
by independent Trustees

Pension increases vary with scheme experience (and could be negative) 
Mitigated through benefit design, robust transparent governance processes,  
clear member communications and regulator oversight.

*Due to higher target asset returns – Source: A new era for UK DC retirement solutions.

https://www.wtwco.com/en-gb/insights/2026/03/a-new-era-for-uk-dc-retirement-solutions
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Whole of life CDC Retirement CDC

Overview

Employees gradually accrue CDC pension while in service, payable from 
when they retire.

DC savers purchase a CDC pension at retirement, with all or part of their  
DC pot.

Typically for

A replacement for Defined Benefit accrual for future service, at fixed  
(and usually lower) cost.

Introduced as a new option at retirement for DC savers, to give a cost-
effective income for retired life.

Some employers might prefer it to existing DC, for the same (or lower) cost. Potential default retirement income offering when required as part of  
Guided Retirement.

Types of CDC: Whole of life and retirement
Summary of the two main types of CDC scheme design 

Here we compare the two ways of designing a CDC scheme, and compare their key features.
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Single employer Multi-employer/master trust

Benefits

Employer control over scheme design and influence over operations. Larger scale so more cost effective.

Could operate within employer’s own existing trust (and potentially employer 
contributions can be taken from any existing DB surplus). Off-the-shelf design for employer’s use.

Typically for
Employers with workforces of over 5,000. Smaller employers.

Employers with long servers. Industries with high turnover of staff between employers.

Types of CDC:  
Single employer and multi-employer/master trust
Employers could either provide CDC through their own trust,  
or join a multi-employer scheme. 

Here we look at the pros of each option, and which employers each are typically suitable for.
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Single-employer  
whole of life CDC
The law has 
enabled this design, 
Royal Mail opened 
the first such 
scheme in 2024

Regulations laid  
to extend CDC to 
multi-employer  
or master  
trust schemes

Multi-employer or 
master trust whole 
of life CDC enabled 
31 July 2026 

R-CDC due to  
be enabled in  
October 2028 

Estimated date 
for first R-CDC 
schemes to be 
established,  
May 2029

When can CDC schemes be opened?

2024 2025 2026 2027 2028 2029

Consultation on 
multi-employer 
regulations

Pensions Schemes 
Bill 2025/Act 2026 
introducing Guided 
Retirement 

DWP consultation 
on draft regulations 
for Guided 
Retirement, R-CDC 
regulations laid Q4 

Guided retirement 
regulations made 

Retirement CDC 
draft regulations 
and Guided 
Retirement policy 
consultations  
due Q4 
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Frequently 
asked questions

1.	 Can you really expect 40% – 55% higher 
retirement outcomes from a CDC scheme 
than through purchasing an annuity from  
a DC pot?
Whole of life CDC
In the years before retirement, a typical DC 
scheme follows a “lifestyling” strategy i.e. gradually 
reducing investment risk in advance of retirement 
to prepare for annuity purchase or drawdown. This 
level of derisking is not necessary in a whole of life 
CDC scheme where there is no change in benefit 
at retirement.

After retirement, a whole of life CDC scheme  
does not provide a guaranteed level of income  
and so is able to continue to invest in return-
seeking assets longer into retirement before  
more gradually derisking. 

The extended exposure to growth assets means 
significantly higher outcomes can be expected —  
by up to around 55%. 

Retirement CDC
For members joining a Retirement CDC scheme 
i.e. purchasing a CDC pension at retirement, 
post-retirement assets can also remain invested 
for longer, leading to higher expected outcomes. 
Additionally, even though members could be in  
the same DC scheme pre-retirement, their 
investment strategy would sensibly stay “on risk” 
for longer if it is known that the strategy is to 
move into CDC rather than to purchase an annuity. 
Overall, we estimate this approach would deliver 
on average 40% higher expected outcomes 
compared to an annuity, of which around 15% 
relates to pre-retirement investment strategy. 

We explain this more in our white paper from 2024 
“Reimagining Pensions”.

2.	 How are CDC scheme pension increases 
worked out?
When you join a CDC scheme you will be told what  
the target, sustainable level of pension increases  
is — this will typically be linked to CPI inflation,  
and is the rate of increase that is expected to be 
able to continue to be paid each and every year 
into the future based on the current population. 
The level of pension increase is not guaranteed.

Each year, the scheme checks whether its assets 
are sufficient to cover the expected cost of 
pensions already built up, using the current target 
pension increase and best estimate assumptions.

If the value of the assets is higher than the cost  
of providing the pensions, then pension increases 
rise (both the current increase and the target for 
future years). Similarly, if the value of the assets is 
lower than the cost of providing the pensions, then 
pension increases reduce. 

For example, if a scheme was fully funded and had 
target pension increases of CPI, but then suffered 
a market shock, leading to, say, a 20% fall in asset 
values. Assuming the average term to payment of 
pensions was 20 years, this 20% asset loss could 
be made good by applying increases of CPI less 1%  
going forward, rather than CPI, for the scheme to 
remain fully funded. 

This mechanism is how scheme experience is 
smoothed over time.

https://www.wtwco.com/en-gb/insights/2024/10/reimagining-pensions-in-the-uk
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3.	 What happens if CDC schemes are  
closed to new members or accrual?
Because pension increases are always set on the 
current population, and increases are calculated 
based on what is affordable over the lifetime of 
the current scheme, with sufficient scale they can 
cope with closure by running on without affecting 
current income levels. If a CDC scheme became 
too small to be cost effective to run on, it could 
wind up — providers must hold assets to meet the 
expenses of this.

4.	 Do other countries have CDC pensions? 
Yes. Several countries already operate CDC  
pension arrangements or similar, particularly  
in retirement CDC.

Canada has long-standing Retirement CDC 
arrangements, most notably the University of 
British Columbia Faculty Pension Plan, which 
has paid variable lifetime incomes for decades. 
Recent legislative changes have also enabled new 
longevity-pooling (tontine-style) products.

The Netherlands has used collective risk- 
sharing pensions for many years and, under its  
new pension system, will continue to provide 
variable incomes for life through collective  
pools in retirement. Although labelled as DC,  
these arrangements function as Retirement  
CDC schemes.

Australia does not formally use CDC, but policy  
and regulation are increasingly encouraging 
retirement income products that pool longevity 
risk, and collective lifetime income solutions are  
an active area of development.

So while the terminology differs, CDC-style risk-
sharing schemes already exist internationally, 
particularly to provide lifetime income in 
retirement, and they offer useful lessons for the UK.

5.	 How is CDC different to ‘with  
profits’ annuities? 

With profits schemes have been widely  
criticised for being opaque — and in the past,  
the increases or bonuses awarded were on a 
largely discretionary basis allowing room for 
commercial judgements to be made. CDC is  
more transparent for a number of reasons: 

•	 The approach to setting increases is 
mechanistic. A CDC scheme always pays 
increases based on its funding position, so that 
the assets equal the liabilities at each valuation — 
there is no scope for discretion to pay any more 
or less. Communication around this is very clear 
— there is no expectation that CDC is guaranteed

•	 The assumptions for calculating the increase 
must be set on a ‘central estimate’ basis.  
The regulations require no bias or discretion  
in the way the increases are calculated.  
There is no allowance for prudence, or buffers, 
and less scope for commercial judgement

•	 There are various documents that have 
to be published around annual increase 
determinations. These must be publicly 
available, allowing scrutiny of the underlying 
assumptions, the calculations and the increase 
awarded. This makes the determination  
very transparent

•	 All decisions are made by Trustees. This creates  
a layer of independence, particularly with the 
latest draft regulations making clear the Trustees 
cannot be involved in the commercial operation 
of a CDC scheme

6.	 Why is the collective nature of the  
scheme important? 

The collective nature of the scheme means that 
investment and longevity risk is shared between 
large groups of members. This enables the 
provision of a smoothed income over the whole 
of each member’s retired life and the potential to 
invest in return-seeking assets for longer, meaning 
a higher expected outcome. 

It also means that like a DB scheme, some 
members will get greater benefit from being part 
of the scheme than others. For example, those that 
live longer will receive more pension payments in 
total i.e., short lived members subsidise the long 
lived, a “cross subsidy”. All members benefit from 
the safely net a lifetime pension provides.

Single-employer CDC designs are also like DB 
schemes in that older members build up pensions 
of higher actuarial value than younger members.

When there are periods of higher or lower asset 
returns, the effect of these is spread over time, 
and affects younger members more than older 
members. In single employer schemes it also 
affects members who built up pensions at  
different times. 
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About WTW
At WTW (NASDAQ: WTW), we provide data-driven, insight-led solutions in the areas of people, risk and capital. Leveraging the 
global view and local expertise of our colleagues serving 140 countries and markets, we help you sharpen your strategy, enhance 
organisational resilience, motivate your workforce and maximise performance. Working shoulder to shoulder with you, we uncover 
opportunities for sustainable success — and provide perspective that moves you. Learn more at wtwco.com.

Disclaimers and limitations of reliance
WTW has prepared this confidential material for the specific individuals to whom we have provided it for general information and 
educational purposes only on the topic of Collective Defined Contribution (“CDC”) pensions in a UK context and it should not be 
considered a substitute for specific professional advice. It may not be suitable for use in any other context, for any other purpose or by 
any other party; we accept no responsibility for any such use. In particular, its contents are not intended by WTW to be construed as 
the provision of investment, legal, accounting, tax or other professional advice or recommendations of any kind, or to form the basis  
of any decision to do or to refrain from doing anything. Any reliance placed on this material for another purpose, or by other parties  
is entirely at their own risk. This material should not be shared with any third party unless we agree in writing. 

This material is based on information available to WTW at the date of this material and takes no account of subsequent developments. 
In preparing this material we have relied upon data supplied to us by third parties. Whilst reasonable care has been taken to gauge the 
reliability of this data, we provide no guarantee as to the accuracy or completeness of this data and WTW accepts no responsibility and 
will not be liable for any errors or misrepresentations in the data made by any third-party.

The work involved in the preparation of this material has not involved technical actuarial work, as defined under the Technical Actuarial 
Standard (TAS) 100, as no decision is intended to be made on the basis of it.

Except with the prior written consent of WTW, the recipient may not reproduce, distribute or communicate (in whole or in part) this 
report to any other person other than to meet any statutory requirements.
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