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he 2015 Pension Re-

search Council annual

symposium  topic was
“Implications of the New Reg-
ulatory Order for Retirement
Risk Management.” It was ex-
citing for me because it made
me think about things I do not
often contemplate. This per-
spective provides insight into
those thoughts. All of the pa-
pers will be posted as working
papers on the Pension Research
Council website. I encourage
you to read the papers and find
your own issues of interest.

I have used an idea shared by
Emily Kessler, an actuary from
the Society of Actuaries staff
and one of the discussants in
the program. Emily compared
the ideas to a cubist perspective
and illustrated her point with
examples of the work of Picasso
and Braque. There are differ-
ent viewpoints and stakeholder
perspectives on the topics. The
cubist shows you the object as
you might see it from all sides.
The papers and discussion pro-
vided a perspective that com-
bined multiple, often conflict-

ing, viewpoints. The discussion
did not reconcile the different
viewpoints but allowed you to
see them side by side.

The background for the sym-
posium is the aftermath of the
2007-09 financial crisis com-
bined with population aging,
low financial literacy, and the
shift from defined benefit to
defined contribution plans.

Since 2008, there has been a
growing focus on the possibil-
ity of system failure and what
is needed to prevent it. There
was quite a lot of discussion of
systemic risk, or of risks which
were large enough to cause sig-
nificant problems within the
system or to cause general sys-
tem failure.

Concern about system failure
leads to an awkward situation
with regard to regulation. Two
contradictory propositions
co-exist. There 1is concern
about the need to strengthen
regulation, with a focus on cap-
ital requirements, operational
risk and liquidity. At the same
time, there is concern that reg-
ulations are already too com-
plex, too expensive to deal with
and confusing, partly because of
multiple sources of regulation.

A number of financial institu-
tions have been identified as
too big to fail, and designat-
ed as “systemically important
financial institutions.” The
insurance companies include
Prudential Financial, MetLife
and AIG. (Globally there are
nine insurance companies on
this list.) These institutions are
subject to additional regulation.

While most insurance company
regulation is state-based in the
United States, the added layer
of regulation is federal. In ad-
dition to the focus on economic
exposure of very large organi-
zations, there was also a focus
on how much damage a single
unethical individual could do if
well-organized enough.

The regulation of systemically
important entities grew up in
the world of bank regulation.
Several papers looked at the
challenges involved in extend-
ing these concepts to other
types of large institutions (how
do the risk transfers implicit in
insurance, asset management
and pensions correlate to those
in banking) and to what extent
is regulation needed to prevent
their entry as “unauthorized
banking” facilities versus what
is known about these entities as
unique potential contributions
to financial instability?

We should also remember that
these systems have a variety of
guarantee arrangements, which
are part of the system. States
have state insurance depart-
ments which in turn work with
state guarantee funds, which
could fail. Pensions are guar-
anteed in the United States up
to defined limits by the Pen-
sion Benefit Guaranty Corp.
(PBGC) which also could fail.
There are pension protection
funds in other countries as well.

How will changes in the re-
quirements for insurers, asset
managers and pension funds af-
fect the underlying retirement
system? How will the cost of
insuring longevity risk change
as a result? These answers will
depend on the evolving regula-

tory system.
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Perspectives from Anna: Thoughts on the Future of Pension Regulation

The regulatory issues were
generally identified as interna-
tional. There are parallel and
similar issues facing regulators
in many countries, and the reg-
ulators work together in inter-

national organizations. Many of

the larger financial institutions
operate internationally today.
Some solutions may be adopt-
ed only locally but others will
reflect recommended inter-
national practice. Within the
United States, there is a parallel
issue as insurance is regulated
primarily by the states, and the
state insurance departments
work together through the
National Association of Insur-
ance Commissioners (INAIC).
It seems likely that change is
coming. The papers provided
some historical context togeth-
er with identification of some
of the concerns today.

When we think about the re-
tirement system and regulation,

we need to think about four

sets of institutions: pension
funds, insurance companies,
banks and mutual funds. Pro-

tecting individuals, ensuring

sustainability and stability are

common concerns across all of

these institutions. All are sub-
ject to operational risk.

Insurance companies and pen-
sion funds are subject to lon-
gevity risk. One of the papers
offers an international compar-
ison of the regulation of lon-
gevity risk, and how it differs
between these two types of in-
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When we think about the

retirement sy

em and regulation,

we need to think about four sets

of institutions: pension funds,
insurance companies, banks and
mutual funds.

stitutions, country by country.
Discussions of longevity risk
are often in the context of fixed
retirement ages. If they were
in the context of fixed periods
of retirement, the discussion
would be very different.

Liquidity is a concern in all of
these institutions, but the re-
quirements and specific issues
are very different. Appropriate
disclosures are always a con-
cern. One of the papers dealt
with this topic.

Pension funds are very long-
term arrangements. Tradition-
ally, smoothing was used in pen-
sion accounting and measuring
costs. It has been demonstrated
that this practice did not meet
the needs of shareholders well.
However, others have argued
that smoothing is appropriate
as pensions are a long-term ar-
rangement. This debate contin-
ues to this day.

One of the papers looked at this
issue from the perspective of
the individual. That paper, “Ac-
counting and Actuarial Smooth-
ing of Retirement Payouts in
Participating Life Annuities,”
demonstrated that smoothing
is valuable to the individual and
proposed the use of participat-

ing contracts to achieve it. Un-
der the arrangement presented,
smoothing proved valuable
to multiple stakeholders. An-
other paper, “Mark to Market
Accounting for United States
Corporate Pensions: Implica-
tions and Impact,” examined
the results of companies that
had adopted market values in
their accounting, and compared
them to a group of companies
that remained with Generally
Accepted Accounting Princi-
ples (GAAP). That paper found
that the change did not seem
to matter. The market value
impacts were backed out when
incentive pay was determined
and when analysts were look-
ing at the companies. (This
analysis does not consider an
early-mover advantage; the
very first companies to adopt
this approach appear to have
received an anomalous benefit
from the change.)

A number of other issues were
discussed:

* Demographics raise concern
in many quarters. In the lun-
cheon speech, Lady Barbara
Judge of the UK. Pension
Protection Fund took the
position that people need to
work longer. Others asked
where jobs for seniors would

come from and pointed out
that people in some jobs
wear out.

* The closing panel focused
on the importance of risk
sharing and pointed out that
many public plans have ad-
opted risk-sharing arrange-
ments.

* There was quite a disagree-
ment over the importance of
education and its value. Ha-
zel Bateman from the Uni-
versity of New South Wales
in Australia pointed out that
it is extremely important,
but this was countered with
discussion indicating that in
many situations, individuals
simply will not understand
the point.

® There was another discus-
sion about the appropriate
way to measure benefit ad-
equacy for policy purposes.
Andrew Biggs presented his
ideas for ways to adjust re-
placement ratios, and others

disagreed.

The symposium served to bring
out a range of issues, make one
think of the uncertain future
and point out how different the
perspectives on many of these
issues are. Thank you to the
Pension Research Council for
sponsoring this discussion. H
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