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Desirable structure of
DC Plan governance in Japan
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':g About Speaker
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Bui Nagashima

Bui Nagashima specializes in the analysis of actuarial valuation of
pension plans and plan design.

At a consulting company, Mercer Japan, he has led many plan
design projects for multinational and domestic companies. Prior to
joining Mercer in 2015, he previously worked at Japanese leading
trust bank, where he was involved in funding/accounting valuations
and plan design projects.

He is a Fellow of Institute of Actuaries of Japan and a Certified
Pension Actuary.

The Japanese Society of Certified Pension Actuaries has supported
him to attend this colloquium.
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““f@ Japanese Pension System

Individual type DC (Saving plan)
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Japan, Fastest Aging Society in the World

* With the highest old-age dependency ratio, Japan is facing
many issues in public pension
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'= Inadequacy of Japan Public Pension

e Future net replacement rates for average income earners is
worse off among OECD countries
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Economic Growth Strategy in the Abe Admin

Employment

* Promoting Dynamic
Engagement of All Citizens

- Should spread more
p- - More efficiency in investment
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“ Number of Participants — DB vs DC

N AA

 There’s an increasing number of employees at private sector

participating in DC
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Hm Issue of Japan DC practice — Less Awareness

Do you understand your DC Do you understand investment
plan? products that you select?

B Can explain
precisely

12%

Can explain
roughly

m Hardly
understand

Not aware
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“pyy Issue of Japan DC practice — Low Return

A\

 Compared with US 401k, most DC accounts, especially for
youth employees, are invested into capital preservation
products, less opportunity to make investment return
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Legislative Updates effective in 2018

l'lE * Mandated continuous investment education

- Clarifying concepts of default fund

@ - Limitation/constraints on product line-up
selection

- Requirement of DC provider assessment
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Default Option — Current Japan Practice

* InJapan, the default option is considered as “temporary aid”

* |n fact, around 90% of DC accounts are not invested in the
default

* 65% set the default but capital preservation product is almost
selected

Does your plan establish a default ~ What product does your plan
option? establish as the default option?

\
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Default Option — Roadmap for Good Design

&) OECD

5 Establish appropriate default investment
strategies
6 Consider establishing default life-cycle

investment strategies as a default option
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oA Default Option — US Practice
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401k Qualified Default Investment Alternative
1. Target date funds (TDFs);
2. Balanced funds; or
3. Managed accounts

US 401k — Asset Allocation

R | |
60s ]
. Balanced Funds - Target Date Funds
50s - Balanced Funds - Non-Target Date Funds
i M Equity Funds
40s - A
| Bonds Funds
30s ] GICs and Other Stable Value Funds
7] m Company Stock
20s | | ] Other
7 I I | |
0% 20% 40% 60% 80% 100% ACTUARIAL

SOCIETY

15



eyl
AEERM

Default Option — New Regulation

* A new regulation permits to set “capital preservation
products” as the default from following reasons

— Easy to understand
— Different policies in offering DC among plans
— Recent low inflation rate

* However, the life cycle funds should be set as the default
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oA Product Line-up Review — Agency Slack
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Plan Sponsor DC Provider

- Information/knowledge gaps
* Interest conflicts

« Monitor the provider’s service
* Improve communication
« Have other expertise support

ACTUARIAL

Control the Agency Problem Agency Slack ? @:>ocEy

« No interests/communication
 Leave everything to the provider
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k124 Product Line-up Review — Japan Practice
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e Active funds account for 46% of risk assets

* In general, active funds are unlikely to outperform the index
on long term basis

# of products

M Passive

M Active

Domestic Domestic Foreign  Foreign Bond Balanced
Equity Bond Equity
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Product Line-up Review — Set Limit on Fund
Fee

* Funded type of Japanese Individual Saving Account, (“funded
NISA”) imposes limitation in fund fee as follows

Fund category Fee Constraint

Domestic Passive Under 0.5%
Foreign Passive Under 0.75%
Domestic Active Under 1.0%

Foreign Active Under 1.5%

- There are some DC products that don’t meet constraint above

- Why don’t plan sponsors set the limitation in their DC funds

. M ‘p HHHHHHHH
on their DC plan management policy: NN
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S0\ Semi-Collective DC Scheme

Leave It To Me !! ] Do It For Me ! J

V|

- Support wiser investment
decisions

V4|

- Monitor the life cycle funds

- Life planning education
HHHHHHHH I
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Pension Committee and Plan
Management Policy

gl el N @hlnglpgliulzlc<¢— Support —»

ﬂ Authority and role \
* Criteria of products line-up and
Request to improve monitoring process
* Study on member’s behaviour
and other provider

Q Ongoing discussion /

DC Provider
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HIT Why do NOT Japan plan sponsors focus on
DC?
O

| At What Age Do People Retire?
|
: Pensioner I
" Mandatory Retirement Age
l > Age
60

* DC Return = Business Risk

At What Age Do People Retire?

]
At Ready to Retirement

HHHHHHHHH
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Why should Japan plan sponsors focus on
DC?

- People retire at mandatory retirement age
v" Shrinking working population
v' Extension of healthy life expectancy
* v Government’s strategy
v People are willing to keep working

future - No mandatory retirement

?  People retire when ready to retire

v - Need to enhance the retirement readiness of & Loeny

workforce .
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Thank you for listening!!
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