
Contents

Preface: Peter Drucker’s Pension Revolution: Here at Last xxiii

Introduction: Why a Pension Revolution Now? xxvii
The Trouble with DB Plans xxvii
DC Plans Are Not the Answer Either xxviii
Expert Pension Co-ops xxix
TOPS Tipping Points xxx

PART ONE
The Pension Revolution: Touchstones

CHAPTER 1
Are Pension Funds ‘‘Irrelevant’’? 3

An ‘‘Unreasonable’’ Actuary? 3
Exley’s Four Irrelevance Propositions 4
So What Is Relevant? 4
Responding to Exley 6
Relevant Pension Funds: Building the Case 6
Managing Retirement Income Risks 7
Leveling the Informational Playing Field 7
Getting the Execution of the Idea Right 8

CHAPTER 2
The Pension Revolution—Are You a Believer Yet? 9

A Revolutionary Reordering of the Pensions Firmament 10
From Fuzzy Pension Deals to ‘‘Risk-Sharing Co-ops’’ 10
Toward Pension ‘‘Business Models’’ That Work: The Risk

Issue 11
Toward Pension ‘‘Business Models’’ That Work: The Scale

Issue 12
The Pension Governance Issue 13

ix

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



x CONTENTS

Two Role Models 14
PGGM 14
SunSuper 15

Great Treasures? 15

CHAPTER 3
After the Perfect Pension Storm: What Now? 16

From Vegas to Oxford: In Search of Answers 16
Do Nothing or Something? 17
The Corporate Context: Two Basic Choices 18
New DC Plan ‘‘Business Model’’ Also Needed 19
The Industry/Public-Sector Pension Context 19
The ‘‘Fair Value’’ Question 20
Better Public Pensions Policy 21

CHAPTER 4
Beyond Portfolio Theory: The Next Frontier 22

Investment Theory’s Next Frontier: The Academic View 22
Investment Theory’s Next Frontier: Two Further

Considerations 24
The Next Frontier: ‘‘Integrative Investment Theory’’ 25

CHAPTER 5
The United Airlines Case: Tipping Point for U.S.
Pension System? 29

The United Airlines Case 29
A Good Question and Two Very Different Answers 30
ERISA’s ‘‘Sole Interest’’ Rule 31
Lessons from Abroad 32
Searching for ‘‘Supreme’’ Answers 33
The UAL Case in Context 34

CHAPTER 6
Peter Drucker’s Pension Revolution After 30 Years:
Not Over Yet 36

Two Unfashionable Themes 36
Politico-Agency Issues 37
Pension Contract and Risk Issues 39
Investment Beliefs 40
Pension Fund Governance 40
Still Much Work to Do 41

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Contents xi

CHAPTER 7
Winning the Pension Revolution: Why the Dutch Are Leading the Way 42

The Globe’s Number One Pensions Country 42
Culture, Compactness, and Leadership 44
Regulatory Leadership 45
Research Leadership 46
A Remaining Challenge: Solving the Organization Design

Puzzle 46
What About the Other Pensions Countries? 47

CHAPTER 8
Pension Reform: Evolution or Revolution? 48

A Pension ‘‘Tipping Point’’ Indeed 48
What Should Happen? 49
Pension Reform in the United States 50
Pension Reform Elsewhere 51
Pension Reform: Evolution or Revolution? 52

PART TWO
Building Better Pension Plans

CHAPTER 9
Can Game Theory Help Build Better Pension Plans? 57

Pension Games 57
Why do Pension Game Switches Occur? 58
Who Are the Stakeholders and What do They Want? 59
Sources of Risk in Pension Schemes 60
Mitigating Micro Risks 60
Can We Mitigate Macro Risks? 61
Is Investment Risk Worth Taking in DB Plans? 61
Can Game Theory Build Better Pension Plans? 62

CHAPTER 10
If DB and DC Plans Are Not the Answers, What Are the Questions? 63

From Answers to Questions 63
Ultimate Pension Questions and Their Consequences 64
Underwriting Pension Mismatch Risk: Any Volunteers? 64
Should Pension Mismatch Risk Be Minimized? 66
Pension-Delivery Institutions 67
Benchmarking Traditional DB and DC Plans 67
The Way Ahead 68

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



xii CONTENTS

CHAPTER 11
Human Foibles and Agency Dysfunction: Building Pension Plans for the
Real World 69

Some Fundamental Questions First 69
Back to First Principles 70
Human Foibles 71
Agency Issues 72
Counteracting Human Foibles 73
Minimizing Agency Costs 74
TOPS, Employers, and Public Policy 75
TOPS and DB Plans 77

CHAPTER 12
DB Plans and Bad Science 78

Science and the Design of Pension Contracts 78
The TOPS Contract 78
Taking on Investment Risk: Implications 79
Is Investment Regime Risk Insurable? 80
Intergenerational Bargaining 81
Robust Course-Correction Mechanisms Required 82
The Flawed DB Model 82
Bad Science 83

CHAPTER 13
Peter Drucker’s Pension Legacy: A Vision of What Could Be 84

Two Handshakes to Remember 84
The Melbourne Message 85
TOPS: Neither DC nor DB 86
TOPS and Investing 87
TOPS and Governance 87
TOPS and the Real World 88
The Drucker Visit 89

PART THREE
Pension Fund Governance

CHAPTER 14
Reinventing Pension Fund Management: Easier Said than Done 93

A Paradigm Shift? 93
Novelties of Fact 94

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Contents xiii

Novelties of Theory 94
Pension Industry Responses 96
Crossing the ‘‘Innovation Chasm’’ 97

CHAPTER 15
Should (Could) You Manage Your Fund Like Harvard or Ontario
Teachers’? 99

Four Things in Common 99
Legal Foundations: Solid or Not? 100
Governance and Management: Understanding the

Difference 101
Investment Beliefs: Theirs or Yours? 102
Investment Processes: Like Wall Street? 103
Should You Manage Like HMC or OTPP? 104
Could You Manage Like HMC or OTPP? 104

CHAPTER 16
‘‘Beauty Contest’’ Investing: Not Dead Yet 106
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