
As we approach Fall, most 

financial professionals know 
we are entering ‘the silly sea-
son’. “Silly” not because peo-
ple act childishly, but rather, 
because activity goes into 
hyper-drive. Travel esca-
lates, conferences abound, 
there are many meetings, 
power lunches and dinners. 
Everything seems more seri-
ous. And the upcoming U.S. 
Presidential election might 
further escalate this situation. 

One topic that will (again) 
be on the radar this Fall is 
the state of our retirement 
plans. Lots of corporate DB 
and multi-employer pension 
plans are in rough shape. 
Many are closed or closing. 
Employees are being forced 
into the firm’s DC option. 
This certainly will have an 
effect on members’ retire-
ment.  So why are traditional 
plans in such bad shape?  

There are several reasons 
DB (and more recently DC) 
plans are doing poorly. The 
most obvious one is that re-
turns on key asset classes 
have been below expecta-
tions. This is especially true 
for equities which have 
earned a negative return 
since mid-2007. And now, 
government bond yields are 
at historic lows too. 

Second, longevity risk, or 
how long people live, has 
grown. Longer life equals 
higher costs for pension 
plans. Originally, pensions 
assumed people would work 
40 years and retire for 10. 

Yet today, it is common for 
people to work just 35 years 
and retire for 30 years. 

A recent U.S. report from 
Prudential highlights this is-
sue. It essentially states that 
the risk position of corporate 
pension plans is not sustain-
able. Pension plans have 
focused a lot of effort on their 
investments. But many U.S. 
plan sponsors lack full 

aware-
ness of 
how im-
proved 
life ex-
pectancy 
affects 
their 
pension 
liabilities. 

Not surprisingly, the report 
suggests this longevity issue 
will also affect DC plans in 
the not too distant future, 
leading to postponed retire-
ments which might impact 
the firm’s culture. The report 
suggests plans de-risk imme-
diately. I agree. But exactly 
how to implement will deter-
mine success or failure. 

Similarly, a survey by a 
U.S. provider of workplace 
financial wellness programs, 
Financial Finesse, shows 
employees are focusing more 
on retirement planning than 
ever before. For baby boom-
ers, this is not surprising 
since they tend to be more 
attuned to financial news.  

What’s surprising is retire-
ment planning is also the top 
financial priority for employ-

ees across most age and 
income groups. The trend is 
for employees to seize con-
trol of their financial affairs. 

Let’s Blame the Actuaries? 

The current edition of Ben-
efits and Pension Monitor 
contains a letter that caught 
my eye; “Actuaries To Blame 
for DB Woes”. The author 
suggests that actuaries failed 
to anticipate an environment 
with low interest rates, de-
mographic changes, low in-
flation and increased life ex-
pectancies.  

Great! For a change it not 
the investment profession 
that’s the culprit. All kidding 
aside, the letter showcases a 
classic behavioral factor. The 
conclusions are a case of 
hindsight bias, where events 
seem very obvious in retro-
spect. It’s a well documented 
trait that affects everyone. 

Predicting the future is 
fraught with risk. So accu-
rately predicting financial 
conditions fifty years ahead 
is near impossible. Actuaries 
did their duties as trained. 
Nonetheless, even the most 
rigorously developed esti-
mates are not infallible. 

The fault lays not with ac-
tuaries or their assumptions. 
It lays with those DB plans 
that viewed the predictions 
as reliable. Could a broader 
source of inputs have im-
proved results? Maybe! Dif-
ferent views have been know 
to cure another behavioral 
condition; Groupthink.    
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Inside this issue: 

ASI — What we do: 

Alternativ Solution Inc. offers 

consulting services on an array 

of capital market issues for 

institutional investors such as 

pension and endowment plans. 

It also offers money manager 

assessment and risk assessment 

of various product offerings. 

The firm also offers financial 

education or support for 

Boards of Directors. 

ASI focuses on the asset side, 

working with clients to achieve 

better investment results while 

containing risk.  

Past projects included creating 

investment policies, asset mix 

audits, LDI, global and domestic 

manager search, infrastructure 

and portfolio transition….to 

name but a few. 

Mr. Klar is a member of the 

York University Pension Plan 

investment committee which 

provides investment and gov-

ernance oversight for the $1.3 

billion dollar plan. 

....Cheers, GMK 
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