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The innovation track record of the pensions sector is not inspiring.
A good example is the common retirement age of 65, established more than a century
ago in most of the developed world: despite dramatic improvements in health and
longevity, and equally dramatic declines in birth rates, only recently have we begun to
deal with the logical consequences – longer working lives and greater flexibility in the
transition from work to retirement. This new flexibility in thinking about the meaning
of retirement is not the only evidence that the tradition-bound pensions sector is
finally beginning to innovate. This issue of the Journal is replete with new ideas on
how the pensions sector can better serve the retirement financing needs of its clients.

David Knox leads off with an update of the Melbourne Mercer Global Pension Index
(MMGPI) project. In keeping with the dictate that “what gets measured gets managed,”
MMGPI ranks the quality of country-wide retirement income systems based on adequacy
of pension incomes, sustainability of the system, and integrity. Much can be learned from
understanding how the MMGPI is constructed and why some countries are achieving
higher scores than others. Articles by Theo Kocken and by Ulrich Menzefricke and
Wally Smieliauskas remind us of the importance of clear purpose and theoretical rigor in
the disclosure of pension plans’ financial status. Information that lacks these attributes
can lead to unfair intergenerational wealth transfers and to material understatement of
balance-sheet mismatch risk.

Jody MacIntosh and Tom Scheibelhut describe the findings from a unique 19-fund
benchmarking survey on how large funds organize themselves, and how organization
structure can impact performance. Ranji Nagaswami argues for a fundamental rethinking
of how pension funds make investment decisions: not only the sources of risk and
return, but also the decision-making processes that convert risk and return expectations
into portfolio actions, need rethinking. Ultimately, all this is about mission clarity for
pension fund organizations and governance structures capable of turning aspiration into
reality. A key investment success element is time horizon. As Keynes put it many years
ago, active management has to transition from short-horizon beauty contest investing,
which is a zero-sum game, to long-horizon investing that creates wealth. Alex van der
Velden and Otto van Buul describe the practical implications of such an investment-
horizon shift in the management of a $4B equity portfolio.

Articles by Danyelle Guyatt, JaneAmbachtsheer and Elisabeth Bourqui as well as by Raj
Thamotheram and Maxime Le Floc’h offer new perspectives on the risk-management
side of pensions. The former describes a project that integrates the risks (and opportunities)
associated with climate change into the investment of retirement savings; a key finding is
that uncertainties surrounding climate change and the policy responses (or non-responses)
to it can account for as much as 10% of total fund risk. The latter argues that pension
funds typically face an array of preventable surprises that are worth understanding and
responding to before they become reality. The BP crisis is an example; the authors list
several indicators that made the BP crisis plausible, and hence preventable, before it
led to environmental and financial disaster. A clearer, more relevant understanding of
twenty-first-century fiduciary duties would trigger a positive change in risk-management
policies and procedures.

The issue ends with brief descriptions by ICPM Research Committee Chair Stefan
Lundbergh of the four research proposals that have just received ICPM funding. The
Centre and its 34 Research Partners recognize that research and innovation go hand in
hand – research today is the fuel that will propel pension-sector innovation tomorrow.
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