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Pension Scheme Design: where now?

With defined benefit pension provision
reducing, particularly in the private sector, the
debate on whether there are viable options to
the main alternative method of defined
contribution, which passes all the risks to the
member, is gathering pace.

The following two articles bring out some of
the issues associated with this but from
different perspectives. The first, from Guus
Boender and Lucas Vermeulen of Ortec, draws
on experience from Europe and how this might
have application to the provision of retirement
benefits in the UK. The second, from Hamish
Wilson, builds on these themes, making

Guus Boender and Lucas Vermeulen

reference to the mandatory requirements that
were progressively introduced for defined
benefit schemes and which may have
inadvertently contributed to their decline.

Although some proposals were not included
within the recent Pensions Bill, the issue of
shared risk arrangements is likely to feature
more prominently as the industry looks to find
solutions that address some of the challenges
of defined benefit and defined contribution
pension schemes.

These two articles are intended to stimulate the
debate in this area.

In an attempt to turn the tide, the
call for improved risk sharing is
advocated in order to make the
generous DB schemes affordable and
risk sustainable. It is pointed out that
the strice UK pension regulation
stands in the way of possible efhicient
transfers of risk and reward, leaving
too much risk with a single stake-
holder. Experiences in Switzerland
and the Netherlands reveal that
conditional indexation can be
considered a commendable and highly

efficient approach to resolve the issue.

Two decades ago pension regulation
would rely on the self-discipline and
social responsibility of the stake-
holders of defined benefit occupa-
tional pension schemes. But, pension
assets grew so fast in relation ro Gross
Domestic Product that the impact on
the profits and losses of the spon-
soring companies became dispropor-
vonately large. Besides the pension
industry was confronted with unfor-
tunate events like the pilfering of the
pension funds assets by Robert

Maxwell and a series of pension

wind ups, leaving thousands of
beneficiaries without pension.
As a result, a quick succession of
penston reforms followed. In the
drastically reshaped pension system,
the owners of risk were explicitly
appointed and risk rtransfer
mechanisms were clearly preseribed.
But now we find that the well
intended pension reforms have
reduced risk sharing among the
stakcholders and have led to the
rapid closure of defined benefit

(DB) schemes.

However, this form of risk sharing is
not the panacea, as it will typically
not be enough to reduce the risk
mcurred by the plan sponsor and/or
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In this artcle we would like ro draw
on our experiences with pension
reform and reflect on the strengths
and weaknesses of the various
pension systems, We hope that chis
article will be helpful in a balanced

debate on pcllsi(m reforms that are






