Absolute returns, 133
Active investment policy: See also Investing
strategies
active overlay management as part of, 143
choosing to employ, 52-55
completion account as necessary adjunct
to, 58-59, 61-62
detailed benchmarks in context of,
140-142
fiduciary platform to integrate into
portfolio, 59, 62-67
“fundamental law of active management,”
56
integrating into overall portfolio, 55-57
measurement of, 145-149
mixing passive and, 56
portable alpha strategy replacing the, 59
Alpha:
definition of, 54
strategy transporting, 59
Ambachtsheer, K., 172
Asset classes:
described, 55
rebalancing, 144-145
securities within individual segments of, 55
Asset-liability modc! (A LM):
basic calculations/decision-making used in,
82-102
basic ingredients and framework of,
75-77
calculating effects of uncertainty, 80-81
described, 73-74
Fiduciary Manager role in using, 74-75,
102-103
importance as pension fund tool,
81-82
policy changes and, 102
policy instruments used in, 78—80
Asset-liability modeling practices:
balance sheet of Pension Fund X, 83
economic data provided by ALM, 83-84
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future financial situation with changes in
investment policy, 100-102

future financial situation with flexible
premium levels under compound rates
equal to market interest rates, 88—100

future financial situation with flexible
premium levels under fixed compound
rate, 85-88

prognosis of future reserves without policy
changes, 84-25

Asset-liability.soudy:

benefits 2£ using, 76-77
deseribe!. 39-41
optimal-asset mix determined by, 55

Ascet managers (The Netherlands),

153-154

Asset mix policy level, 55
Association for Investment Management and

Research, 128

AT&T pension plan, 8
ATP (Arbejdmarkedets Tillaegs Pension)

[Denmark], 23

Australian pension system,

33-34

Balanced fund approach, 2-3
Balanced manager, 1
Balance sheets:

pension fund example of, 28-29
Pension Fund X example of, 83

Banz, R., §
Beebower, G., 4
Benchmarks: See also Investment

performance

active investment policy context of,
140-142

active policy, 145-149

detailed, 132

equities markets, 137-139

example of detailed portfolio and relevant,
147-148
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Benchmarks: See also Investment
performance (Continued)
Fiduciary Managers role in establishing,
43-44,112-114,127-128
liability-driven, 131, 133-134
reasons behind growing importance of,
128-131
risks of industries compared to, 71
strategic, 131-132, 134-135
Benefits policy, 78
Beta returns, 54
Bismarck, O. von, 16
Black box investment strategies, 118-119
Bond market:
balanced fund approach to stocks and,
2-3
efficient market hypothesis on
performance of, 9-10
stocks as outperforming, 4-6
Bonds:
immunizing portfolios by buying, 48—51
junk, 112
Boots the Chemist (UK), 49-50
Bottom-up investing approach, 8-9
Brinson, G. P., 4
BSP (basic state pension) [UK], 31

Campina (The Netherlands), 151

Capelle, R., 172

Center for Research in Securities Frices
(University of Chicago). =

Closet indexing, 9-10

Collaterized Debt Obligeticns (CDOs), 112

Communication:
implementing po'icics and processes of,
172
The Netherlands Fiduciary Management
experience with, 154
Completion account, 58-59, 61-62
Conley, J. M., 167, 169
Contribution policy:
as ALM ingredient, 76, 78
changing level of, 78
Costs/fees issue, 155-156, 178
Custodians, 156-157

Defined benefit (DB) plan, 17

Defined contribution (CD) plans, 17-18
Denmark pension system, 23-25
Detailed benchmarks, 132

Diversification strategy, 139
Dow-Jones Industrial Average, 10
Drexel Burnham Lambert, 112
Duration gap, 67-68

Efficient market hypothesis, 9-10
Employees’ Retirement Income Security Act
(ERISA) [U.S.], 4

Equitable Life, 35

Equities markets: See also Stocks
benchmarking performance of, 137-139
different criteria/scores for factor ranking

of, 139
Ezra, D., 171

Fiduciary Management: S¢e also Pension
plans
claims regarding heneits of, 176-179
commonalities o nension fund asset,
36-37
compared to other investment
mianagement models, 175-176, 177
cemparing best management practices to,
169-173
¢omplexity and depth of, 174
Financial Management synthesis context
of, 1
increased costs/fees related to, 155-156,
178
KPMG survey on (2007) on, 159-164
Netherlands experience with, 151-166
productivity enhanced by, 173-174
Fiduciary Manager reports: See also
Portfolios
on daily movements in active return, 70
on current/proposed active alpha
portfolio, 69
on manager performance summary, 71
on manager risk/return summary, 72
on risks of industries compared to
benchmark, 71
on weights, means, and targets, 70
Fiduciary Managers:
ALM role by, 74-75,102-103
asset-liability study role by, 39-41
bridging the duration gap, 67-68
educating plan sponsor role by, 44-45
increased costs/fees related to, 155-156,
178
measuring and benchmarking role by,
43-44,113-114, 127-128
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need for, 12-13
portfolio construction by, 42-43
selecting investment managers, 43, 62,
116-117,121-122
supervision of investment managers by,
43,123-125
thinking through risk and return by,
41-42
trusted counselor role by, 46
Fiduciary platform:
active management and value of, 64-65
avoiding active management pitfalls
through, 66-67
Financial Analysts Journal, 4
Financial Management:
comparing Fiduciary Management to
other models of, 175-176, 177
definition of, 1
history driving development of, 1-3
thesis, antithesis, and synthesis context of,
1
Fixed income portfolios:
apportioning, 112
decisions to be made about, 136-137
Flora, P., 18
Ford Foundation reports (1969), 5-6
401(k) plans (U.S.), 323
France:
early pension plans in, 16
National Retirement Fund of, 14
pension system in, 25
“Fundamental law of active management,”
56

GARP (Growth At < Keasonable Price), 111
GDP (gross domestic.product):
equities market performance and,
137-139
pension funds’ investments relative to,
20-21
General Mills Employee Retirement System
Pension Fund, 3, 8, 49
Germany:
early pension plans in, 16
pension system in, 26-27
GIPS/AIMR (Global Investment Performance
Standards), 128
Governance matrix:
Ambachtsheer, Capelle and Lum surveys
on, 172-173
general, 170

institutional investor’s, 170
pension fund’s investment, 170
Grinold, R. C., 56
Growth stock investing, 111
GTE, 11-12

Hedge funds, 106-109, 120
Heidenheimer, A. J., 18
Hood, R., 4

[FRS-rules, 129
Indexing (closet), 9-10
Institutional investors:
governance matrix of, 170
investment performance.and, 117
planning cycle of, 132
Insurance:
as ALM ingredient, /8
pension fund#/li‘e-insurance assets in
OECD countries, 24
Interest r=‘es:
future nrancial situation with flexible
oremium levels under compound rates
equal to market, 88-100
pension fund balance sheet and, 28-29
Investing: See also Portfolios
balanced fund approach to, 2-3
bottom-up approach to, 8-9
discontent with MPT-driven paradigm,
10-12
efficient market hypothesis on, 9-10
growth stock, 111
international, 110
new paradigm for, 6-8
process and philosophy of, 117-118
Investing strategies: See also Active
investment policy
black box, 118-119
liability-driven investments (LDI), 51-52
portable alpha, 59
Investment managers:
benefits of using multiple, 63
changing aggregate factor risk exposures
of, 64
Fiduciary Manager supervision of, 43,
123-125
formulating mandates for, 114
investment process and philosophy of,
117-118
managing transition to new, 122-123
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Investment managers: (Continued)
process of choosing, 62, 116-117,
121-122
reasons for terminating, 115-116
sample size/style chart for, 65
tactical asset allocation (TAA), 143
Investment performance: See also
Benchmarks
assessing reasons for, 117
equities, 137-139
fixed income portfolio, 112, 136-137
principal drivers of pension fund’s,
168-173
real estate investments, 139-140
rebalancing asset classes to improve,
144-145
Investment policy:
ALM predictions on changes in, 100-102
ALM and range of, 75, 78
assets-liabilities relationship managed by,
79
determining the basic, 171
determining ways of implementing, 171
The Netherlands Fiduciary Management
experience and, 152

Jones, A. W., 107
Junk bonds, 112

Kahn, R. N., 56
KPMG survey of pension funds{2007),
159-164

The Law and the Lo:¢ of Endowment Funds
(Ford Foundat.on report), 8

Legislative statutes:
Employees’ Retirement Income Security
Act (ERISA), 4
Uniform Management of Institutional
Funds Act, 8
Liabilities:
as ALM ingredient, 75
asset-liability study of, 39-41
buying bonds to immunizing pension,
48-51
longevity issue of, 40
making changes in, 78
smoothing techniques for accounting, 50
Liability-driven benchmarks, 131, 133-134

Liability-driven investments (LDI), 51-52
Litterman, R. B., 58

Longevity issue, 40

Long Term Capital Management, 106—107
Lum, H., 172

McKensey & Company, 159
Markowitz, H., 3
Maxwell, R., 35
MBA (Master of Business Administration)
degree, 3
Milken, M., 112
Mirror Group, 35
Modern Portfolio Theory (MPT):
computer technology allowing
applications of, 4-¢
discontent with, 1012
Financial Manageroent antithesis context
of, 1
origins and i se of, 3-4
on risk, 4
Morgan-Seaniey Capital Markets
Tr ternational Index, 111
MSCT EAFE, 111
‘Mu li-manager investing:
benefits of using, 63
changing aggregate factor risk exposures
of, 64

National Conference of Commissioners on
Uniform State Laws, 8
National Retirement Fund (France), 16
The Netherlands:
compounding rate adopted by, 129-130
Fiduciary Management adopted in,
151-166
pension system in, 27-28
sufficiency test required in, 28, 29-30
The Netherlands Fiduciary Management
experience:
benefits of, 165-166
changes in communication process, 154
changes in discussions with asset
managers, 153-154
changes in importance of custodian,
156-157
changes in investment policy, 152
changes in level and structure of costs,
155-156
changes in role of fund’s investment
committee, 153
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future developments of market for
fiduciary services, 159-164
overseeing the fiduciary, 157-158
New York Stock Exchange, 48

O’Barr, W., 167, 169
OECD countries:
general picture of pension provision
structure in, 36
importance of pension funds in, 22
pension funds investment in, 20-21
pension funds/life-insurance assets in, 24
pension funds similarities/differences in,
34-36
pension system organization/regulation in
specific, 23-34
private pension plans assets by type of
financing vehicles (2004), 23
Operational risk, 119-121

Passive investment management, 56
Pension Benefit Guaranty Corporation, 47
Pension fund industry:
Ambachtsheer, Capelle, and Lum surveys
on, 172-173
general picture of European, 36
international organization/regulations cf,
23-34
international similarities/differerces,
34-36
KPMG survey on (2007) Yicuciary
Management of, 159164
Pension fund investmert coramittee (The
Netherlands). 155
Pension funds:
balanced fund approach to, 2-3
commonalities regarding management of
assets, 36—37
custodian of, 156-157
discontent with MPT paradigm on, 10-12
importance in OECD countries, 22
interest rates and balance sheet for, 28-29
investment governance matrix of, 170,
172-173
new paradigm adopted for, 7-8
OECD investment relative to GDP, 20-21
origins of, 2
principal performance drivers of, 168-173
research on management of, 167-168
sufficiency test of, 28, 29-30

Pension Fund X balance sheet, 83
Pension Markets in Focus, 22
Pension plans: See also Fiduciary

Management
historical development of, 15-18, 20
international development of provisions
of, 18-23

Plan sponsors:

asset-liability study benefits to, 76-77

concerns and objectives of, 47

decision-making and education of,
44-45

definition of, 20

establishing benchmarks for, 43-44,
112-114

Fiduciary Management/communication
approach to, 154

Portable alpha straregy, 59
Portfolio constriction:

defining apprun:iate asset classes task of,
106

defining ub-allocations, 109-111

estalliching benchmark measures,
112-114

F.duciary Manager role in, 42-43

growth and value issues of, 111

hedge funds used in, 106-109, 120

investing internationally for, 110

tasks listed, 105

Portfolios: See also Fiduciary Manager

reports; Investing

diversification of, 139

example of relevant benchmarks for
detailed, 147-148

fixed income, 112, 136-137

immunizing by buying bonds, 48-51

integrating active investing policy into
overall, 55-57

Premium policy:

ALM predictions on compound rates
equal to market interest rates and
flexible, 88-100

ALM predictions on fixed compound rate
with flexible, 85-88

Productivity issue, 173-174
“Prudent man rule,” 4

Ralfe, J., 49-50
Range rebalancing, 145
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Real estate investment performance,
139-140
Rebalancing strategy, 144-145
Returns:
absolute, 133
alpha, 54, 59
assessment of risk and, 41-42
beta, 54
measurement/benchmarking, 43-44
mixing active and passive management in
case of volatile, 56
stocks as out performing bonds, 4-6
Risk:
assessment of return and, 41-42
measurement/benchmarking,
43-44
MPT on, 4
operational, 119-121
“prudent man rule” for, 4
strategies for underfunding,
48-51
tracking errors, fitting different attitudes
toward, 142

S2P (State Second Pension) [UK],
31-32

Social Security (U.S.), 17

Soros, G., 107

Standard & Poor, beginnings of, 10

Stocks: See also Equities markets
balanced fund approach to bonds and,
2-3
efficient market hypothesis on
performance of, 9-10
as outperforming bonds, 4-6
Strategic benchmarks, 131-132, 134-135
Style drift, 12
Sub-allocation definition, 109-111
Sufficiency test, 28, 29-30
Sweden pension system, 30
Switzerland pension system, 31

Tactical asset allocation (TAA) managers,
143

Time rebalancing, 145

T. Rowe Price, 8

Uncertainty, 80—-81
Uniform Managernent of Institutional Funds
Act (U1E), 8
United Ki.zdom pension system, 31-32
Uniteg States:
¢arly pension plans in, 17-18
logislative statutes affecting pension plans
in the, 4, 8
pension system in, 32-33
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