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Key theme — Freedom A~
]CﬂlanCiﬂ

For planes

- Safety

e Green
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Control & responsibility ~—"v.
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Responsibility

Control / Power
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Agenda A

iCA2070 Cid
e DB is failing (in the UK)

e The future

e Step back

e An idea, its prize and challenges

e Reflections and conclusions
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DB is failing NRA
1ICA2elo CiA4
"Those who cannot remember the past are condemned to repeat it"

George Santayana (1863 - 1952), philosopher

 Efficient, but deemed unfair

e Honourable intentions poorly communicated
e Society misunderstood the deal

e Failures through fraud and insolvency

e Policy response . more control

e Sponsor response : less responsibility (& VFM)
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The future ... is DC e

'iCﬂ 2Lolo C,iq

= Palpably fair
e Clearly communicated & tailored to my needs
 We all have

— the time, propensity and aptitude to manage pensions, or ...

— ... access to affordable & impartial advice

— ‘wherewithal’ to shop around, negotiating skills & purchasing power

e Culture promotes individual responsibility & saving

— e.g. it ‘pays to save’

e Consistent with an advanced economy
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You cannot be serious! ~——_
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Step back ... XA
IC/ﬂ 2o0lo C/lﬂ
Imagine > A clean sheet of paper
Consider jl> Stakeholders’ needs
Key :> Workplace pensions
assumption are efficient
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Who wants what ... I
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Sponsor
Focus
Support the business
Cost certainty

All
Liberty
Value for money
Efficient capital markets

Transparency
Security

Employees
Predictable benefits
Management
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‘An idea’ ... A
1ICA2elo CiA

e Accept DC IS the future and ... make it better

e Accept workplace pensions are best

e Respect past lessons — inequalities / fairness

e Pool purchasing power and risk

e Accept specialisation is more efficient for most

INTERNATIOHNAL CONGRESS OF ACTUARIES |7-12MARCH 2010 |CAPE TOWHN



Basic concept N
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No allocation
to members

Sponsor

y

A

Trustees
cut cake using

Benefi
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Basic concept N
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: Trustees
No allocation

Sponsor can & must
change

to members

y

A

Trustees
cut cake using
fair principles &

Benefit

Sponsor can
change for future
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Basic concept

No allocation

Sponsor

to members

i

/\/’“t“uﬁ\
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can & must

A

y

Trustees

change

Trustees
cut cake using
fair principles &
‘best endeavours’

-

Sponsor can
change for future

P

Benefits

New language
ESSENTIAL !
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Corollaries ... n X
1ICA2elo CiA
 DC means
— no ‘blank cheques’ & simple accounting
— no need for a ‘safety net’
— No guarantees
e Fairness means
— ‘we are all in"this together’ ...

— ... SO, no priority treatment, and ...

— ... Size matters
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Cutting the cake e
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e E.g. using DB principles
e Respecting past lessons

e Same indexation for all
= career average (like DCY)

= no ‘ring fencing’ e.g. buying out

& Actives - For given DC, pension age and,
B peferreds Say, 100% |ndexat|on

[l pensioners determine accrual rate

E.g. 15% DC = 1% accrual
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Safety valves s

;lclﬂ‘].afa C/'lfi

e Time — as no ‘buy-out’
(NB lifts investment horizons)
I e Indexation takes ¢ 50% of DC
e Benefits must fit DC

— so ability to change benefits

M@ Accrual rate — what ‘gives/takes’

M Indexation )
... driven by cause/outlook
H Pension age
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The 1dea ... N au T

1ICA2elo CiA
e Managed by trustees after consulting

= advisors inform; trustees decide

e Shares risks between members

= responsibilities shared too

e Can extend to sponsor at Its option
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Other design issues N s

iC4 2070 Cid
e Membership - compulsory, voluntary, etc ?
e Member contributions - best avoided ?

e Target ?% of which inflation barometer ?

e Spouses’ pensions

exclude: make available by ‘giving up’ pension
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It’s called ... KA
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... Collective DC
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Summarising NX
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Cost certainty for employer

DC DB

Benefit certainty for member
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Summarising N
iCaﬂ’Lﬂ?ﬂ C,.'lql
Cost certainty for employer
CDC
DB Cl DC

DC CDC ? > CI DB

Benefit certainty for member
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Governance issues N TXNAL
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e Legal framework : principle driven (a dream ?)
e DC means trustees must unilaterally change benefits

e Design issues for sponsor :
— pension age change subject to agreement ?

— consult on investment strategy ?
e Trustees must develop a Statement of Principles incl. a Will
e Trustees — appointment, mix and quality

e Communications - new language and ‘up-front’
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Statement of principles covers Jrosecs: il
1ICA2elo CiA4
e Managing fairness

what gives/takes and in what circumstances ?

e Investment strategy : risks / rewards

e Key tool : valuations ...

— determine benefits; not contributions
— frequency at trustee discretion

— lower ‘buyout benefit’ a reminder of advantage

(and ‘price for security’)
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The prize (vs. ‘Raw DC’) A"+
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Return : Risk -

BSr;Oofs% more
, predictable
benefits benefits

(over full career) % @
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Challenges P

'iCﬂ 2Lolo C,iq

e CDC pensions are cut !

e Given safety valves, infrequent & temporary

indexation pause more likely

e Unlikely to erode advantage, but ...
e Question : should risk deny the opportunity ?

e Hint : all types of pensions carry risk !
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Challenges P

1ICA2elo CiA4
e Buy out pensions (with no-indexation) ?
e Who pays ?

— sponsor (DC) ?

— other members — introduces cross-subsidies

e If member : at his option ?
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Other challenges e
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e Residual cross-subsidies Material ?

e |t's ‘with profits’ ! No it isn’t !

e Finding trustees Yes, but ...

e Communications NoO guarantees
e Making it happen : The ‘big’ one

Does culture support ?
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Compared with ‘Raw DC’ ~——

lc/ﬂ 2olo Cflﬂ
Raw DC CDC
Sponsor Sponsor
e Focus v e Focus vV
e Support the business ? e Support the business ?
e Cost certainty v e Cost certainty v

Employees
e Predictable benefits ?
e Management ?

Employees
e Predictable benefits v
e Management v

Government Government

e Independence ? e Independence v
e Fairness ? e Fairness v

All All

e Liberty v e Liberty ?

e Value for money ?
- Efficient capital markets ?
e Transparency v

= Security v 5/11
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Transparency ?
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UK safety net ... e
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... Includes the most
controversial feature of CDC

Pension i
Protection Partial

Fund Protection
Fund
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UK DWP’s view of CDC ~—".

1ICA2elo CiA4
e Confirmed efficiency over ‘Raw DC’

e Dropped idea

— citing EU Directive and ‘no demand’

e Real reasons (conjecture) :

— be careful what you ask an advisor ?
— hidden agenda ?

— we’ve allowed ‘the State’ to assume too much control ?
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Who's boss ? NXNAL
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Sustainability needs ... A~
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e Acceptance that :

— nothing is guaranteed (except ...)

— learn from mistakes

e Faillures drive evolution of :
— principles

— governance and accountability

e A clear division of control/responsibility

— as between the State, sponsors and individuals
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Conclusions X
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"Those who cannot remember the past are condemned to repeat it"

George Santayana (1863 - 1952), philosopher

e Freedom = ‘risk sharing’ must come

e There are a number of options incl. CDC
e CDC addresses ‘Raw DC’ short-comings
e CDC can be ‘safe and green’ - or can it ?

e |t needs ‘demand’ from the top

INTERNATIOHNAL CONGRESS OF ACTUARIES |7-12MARCH 2010 |CAPE TOWHN




	More sustainable risk sharing ��
	Key theme – Freedom
	Control & responsibility
	Agenda
	DB is failing
	The future … is DC
	You cannot be serious !
	Step back …
	Slide Number 9
	‘An idea’ …
	Slide Number 11
	Slide Number 12
	Slide Number 13
	Corollaries … 
	Cutting the cake
	Safety valves 
	The idea …
	Other design issues
	It’s called …
	Summarising
	Summarising
	Governance issues
	Statement of principles covers
	The prize (vs. ‘Raw DC’)
	Challenges
	Challenges
	Other challenges
	Compared with ‘Raw DC’
	UK safety net …
	UK DWP’s view of CDC
	Who’s boss ?
	Sustainability needs …
	Conclusions

