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Newly introduced DC – Plans embedded in 
Germany‘s occupational pension systems
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 „completely new world“ in Germany‘s occupational pension
system, provisions to compensate for missing guarantees:

 Agreement of bargaining partners is constitutional, implicitly trustee-
like position, including reputational risk

 High Level of customer information and consumer protection
regulations, transparency

 Regulations on collective funding ratio for beneficiaries and the need
to manage volatility of benefits in payment



Expected confidence-building influence of
bargaining partners
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 Initial defined ambition („Zielrente“) without guarantee during
entitlement period

 Defined Ambition should exceed guaranteed benefits of „the
old world“

 Risk Management of Defined Ambition during entitlement
period will lean against stipulated proceedings during
retirement period

 Controlling the volatility of funding ratio as well as payments
and ambition will influence risk taking in asset management



Eligible Risk Management Provisions
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 Implementation of different buffers:

• Collectivised parts of contributions and asset returns

• Funding Ratio >100% but <125% (due to asset returns) 

• Stipulated employer contributions („safety contributions“)

 Max. acceptable volatility of payments

 Excluding age groups close to retirement age

 Enforcing anti-cyclic investments

 Controlling cost and volatility of assets

 Avoiding reduction of benefits in payment



A well diversified asset allocation reduces
asset management risk

Source: Datastream, monthly performance figures, own calculations
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Accumulated value of an investment of 10.000 € in the MSCI 
Europe after 15 years (End 2002 – End 2017)

Pro-cyclical risk reduction is one of the dominating performance-risks
for long-term investments
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• Diversification is crucial, over asset classes and over time (long-term Investment)

• Cost control, transparency and reliable communication are key criteria as well

• Performance goal and risk budget should be in line

Development of Portfolio Value at Risk over time

1% Percentile, Holding Period 1 Year 

Development of Portfolio Value at Risk over time

5% Percentile, Holding Period 1 Year 

Year

Risk Management must include provisions for very
negative scenarios (Return and volatility assumptions see
appendix)  

Year
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Segregated Account 4:

High Yield Bonds

Segregated Account 1:

Equity Europe
Segregated Account 2:

Equity Northern America

Segregated Account 3:

Emerging Markets Equity

Segregated Account m:

Gvt. Bonds IG

Coverage Fund I/Investor1

Fund of Fonds 1

(Spezial AIF) 1:

Individual Allocation of segregated Accounts

Individual Risk Policy possible

Individual Risk Overlay possiple

Coverage Fund n/Investor n

Fund of Funds n

(Spezial AIF) n:

Individual Allocation of segregated Accounts

Individual Risk Policy possible

Individual Risk Overlay possiple

Structure of Pooled Assets  for
newly implemented DC

Transparente Struktur der Kapitalanlage (liquider Bereich, Vorschlag)

…

Asset Pooling can be a main driver of cost
reduction
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Morningstar Data of popular mutual funds:

Index Index

gross 3% front load

of fees 2% TER p.a.

Dax 31.12.1987 1000 970

Dax 30.06.2017 12325 6919

Performance p.a.: 8,89% 6,78%

accumulated wealth 100% 56%

• Costs are an important contributor to net performance

Active return and cost of asset management
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Needs for a successful asset management
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 Suitable asset volume

 Diversification

 Disciplined investment strategy

 Consistency of performance expectation, risk budget and risk
management

 Cost control

 Reliable controlling and communication by trusted third parties



Appendix
Return and Risk Assumptions for calculations on page 8
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Some calculations on arbitrary chosen
portfolios

• Distrubution including realistic assumtions for skewness and courtosis

• Assumtions for return and volatility derived from a proprietary econometric model

Observation Period 10 Years

Perf. p.a. Vol. p.a. Portfolio 1 Portfolio 2 Portfolio 3

Global Equity 5,60% 17,30% 25,0% 50,0% 60,0%

Government Bonds IG 0,30% 3,50% 27,5% 15,0% 5,0%

Corporate Bonds IG 1,30% 4,90% 27,5% 15,0% 5,0%

Global High Yield 2,60% 12,00% 10,0% 10,0% 10,0%

Alternatives 5,80% 16,50% 10,0% 10,0% 10,0%

Real Estate 3,00% 6,90% 0,0% 0,0% 10,0%

Expected perf. p.a. (Mean) 2,7% 3,9% 4,6%

Cumulative ann. perf. from simulation model 2,4% 3,3% 3,8%

Volatility p.a. 7,4% 11,1% 12,8%
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Contact details:

Reiner Dietz

address: Am Pilgerrain 17

D-61352 Bad Homburg

phone: +49 (0)6172/402-381

mail: reiner.dietz@hqtrust.de 

web: www.ica2018.org

Thank you very much for your attention!
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