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Overview

• About Retirement 20/20

• Lessons from prior conferences

• Measurement Framework

• Call for models



About Retirement 20/20

• Society of Actuaries initiative to rethink retirement 
systems

• Systematically explore new tier II systems that go 
beyond defined benefit and defined contribution

• Focus on stakeholders 

– Society, Individuals, Employers and Markets

– Needs, risks and roles 

– Design that improves outcomes



Current Environment

• Retirement system design balances insurance and 
investment, choice and default

• Today: Balance tipping in favor of choice and 
investment 

• Does this produce optimal stakeholder outcomes?

Insurance Investment

ChoiceDefault

DB

DB

DC

DC



Insurance vs. Investment

Stakeholder Preference Rationale

Society Insurance
Protect future taxpayers; economically 
countercyclical

Individuals Insurance
Do better with insurance 
(US need for wealth for health care) 

Employers
Indifferent 
(Investment)

Investment model puts employer as 
sponsor at less risk 

Markets Indifferent
Will we need new hedging 
instruments?



Choice vs. Default

Stakeholder Preference Rationale

Society Default
Choice can lead to poor outcomes; 
default offers protection

Individuals
Choice but 
need Default

Want choice, but often make poor 
choices (role of defaults)

Employers
Indifferent 
(own Choice)

Indifferent to individual choice, but 
employers want options 

Markets Choice
Choice allows innovation (but defaults 
allow price competition)



Choice vs. Default 

• When considering choice and default

– Any choice system needs strong defaults to 
succeed 

– Role of signaling

– Cost of choice 

• Insurance: anti-selection

• Investment: poor choices



Signals, Default Distributions

• Structured choices create better outcomes

• Participants look to signals (e.g. retirement 
age)

• Well-framed default distributions (e.g., 
annuities) can minimize risk, send signals in 
face of uncertainty



Unintended Signals

• What has the focus on accumulation accounts 
signaled about retirement?

– Signal sent: maximizing wealth, not income 

– Doesn’t meet hierarchy of needs

• Do we need to shift focus away from 
accumulation toward income? 



Conclusions 
(2006-2008 Conferences)

• Lessons from measurement framework (next) 
• Retirement system need a degree of insurance

– Protect society, individuals 

• Consider (carefully) role of choice
– Choice brings cost 
– At a minimum, provide strong defaults

• Rethink role of employers 
• Market evolution

– Products, investments/hedging mechanisms



Measurement Framework 

• Tool to assess how well particular designs 
meet stakeholders needs and risks 

• Goal: assess how well the design meets the 
objectives for the four stakeholders 
– Society, Individuals, Employers, Market 

• 6 to 11 criteria/objective for each stakeholder

• Each criterion is based on that stakeholder’s 
needs and risks 



Measurement Framework
Society Evaluation Points Individual Evaluation Points

Adequate

Affordable 

Sustainable

Robust

Does not promote economic 

risk 

Does not promote political 

risk

Does not lead to system 

failure

Addresses stakeholder 

imperfections

Promotes social solidarity 

and integrity

Adjusts to changing 

demographic and economic 

conditions

Guaranteed income

Predictability of income 

Retirement flexibility

Portability

Sensitive to employment 

conditions

Sensitive to family needs

Requirement for individual 

skills

Investment risk 

Longevity risk

Inflation risk

Premature retirement risk



Measurement Framework

Employer Evaluation Points Market Evaluation Points

Supports primary business 

purpose

Workforce management: 

attraction & retention 

Workforce management: 

transition of employees

Supports new norms for work 

and retirement

Responsive to owners

Business risk

Regulatory risk

Fiduciary risk

Litigation risk

Maximizes use of markets 

Transparent (cost)

Strong governance

Efficiently priced

Efficient risk bearing

Allocation of risk



Measurement Framework sample
Society’s Needs & Risks (Composite Rating: Yellow-Green  ) 

Criteria Objective Evaluation  Effect of moral hazard 

Adequate Protects vulnerable 
citizens. 

 

Protects those who are able to hold 
down employment for long periods of 
time; less protection for workers who 
change jobs frequently. 

 

Adequacy depends on employer 
paternalism including the willingness 
to maintain benefit levels. Would 
employers provide benefits to all low-
paid employees without statutes 
requiring such coverage?  

Affordable  Does not take 
resources from other 
social needs. Ensures 
risk pooling done 
efficiently.  

 

Private employer sponsorship does 
not put cost burden on state; however 
costs are generally tax deductible and 
tax sheltered pre-retirement.  May not 
pool risks efficiently in markets 

 

Managers may not use market 
hedging, preferring to gamble on 
market returns.  

Sustainable Sustainable across 
and within generations.  
Equitable across and 
within generations. 

 

Can be funded to directly allocate 
costs back to the current generation of 
owners/shareholders.   

 

Can be tempting to push costs to 
future generations of owners/ 
shareholders.   

 

Yellow- Green  Green 

Yellow Yellow- Green 

Yellow Yellow- Green 



Measurement Framework sample

Society - Traditional DB Plan 

Criteria Objective Evaluation Effect of moral hazard

Adequate Protects 

vulnerable 

citizens.
Protects those who are able to hold 

down employment for long periods of 

time; less protection for workers who 

change jobs frequently.

Adequacy depends on employer 

paternalism including the willingness to 

maintain benefit levels. Would 

employers provide benefits to all low-

paid employees without statutes 

requiring such coverage? 

Yellow-Green Yellow

Those who have 
the hardest time 
preparing for 
retirement should 
be well protected 

DB designs protect all 
worker, but only if you’re 
able to hold down a job 
for a long period of time 
with a particular 
employer.

But, society only gets these benefits if 
an employer sets up a generous plan.  
And, if you took off coverage 
restrictions, would employers cover all 
workers (or only the well paid? 



Society Criteria Objective Evaluation Effect of moral hazard

Traditional 
DB

Adequate Protects 
vulnerable 
citizens.

Traditional 
DC 

Adequate Protects 
vulnerable 
citizens. Low-paid individuals may have 

difficulty earning the match.  Match 
signals participants that the 
contribution to earn the maximum 
match plus the match contribution 
create adequate retirement savings.  
Participants vulnerable to poor 
investment choices, swings in 
markets.  No risk pooling. Individual 
accounts have higher administrative 
fees than pooled accounts.

Regulators may be susceptible to 

lobbying by investment firms to 

make investment choices available 

that aren’t always in individuals’ 

best interest. Program adequacy 

dependent on employer 

paternalism.

Yellow-Green Yellow

Those who have 
the hardest time 
preparing for 
retirement should 
be well protected 

DC plans don’t do a good job 
protecting vulnerable 
citizens – no risk pooling, not 
everyone can save, and 
everyone can make bad 
choices.  

Plans are subject to poor 
design choices or failure 
to protect citizens against 
unscrupulous investment 
advisors. 

Red-Yellow Red



Society Criteria Objective Evaluation Effect of moral hazard

Traditional 
DB

Adequate Protects 
vulnerable 
citizens.

Traditional 
DC 

Adequate Protects 
vulnerable 
citizens.

Dutch Adequate Protects 
vulnerable 
citizens. Establishment of plans by 

industry group/occupation can 

ensure widespread access, 

consistent coverage and 

adequate benefit levels.

Does not rely on employer 

paternalism to maintain benefit 

levels.  Conditional indexation could 

negatively affect adequacy. 

Yellow-Green Yellow

Those who have 
the hardest time 
preparing for 
retirement should 
be well protected 

Because plans are 
established by industry, 
individuals don’t have to 
stay with one employer to 
get full benefits.  As such, 
easier to protect citizens.

Because the plan has risk 
sharing elements (conditional 
indexation) could have a 
situation where benefits are 
inadequate due to foregone 
indexation.

Red-Yellow Red

Green Yellow-Green



Measurement Framework… 
Lessons Learned to Date

• Strong governance

• Aligning roles with skills

• Self-adjusting mechanisms

• Member solidarity

• Independence from employer 

• Use of groups

• Default free discount rates 



Call for Models 

• Opened a call for models contest in July 2009

– What is your new (tier II) retirement system that best 
meets principals of Retirement 20/20? 

• 18 designs received & judged on:

– Alignment with Measurement Framework
• Meeting stakeholder needs: Individuals, Society, Employers

• Use of markets

– Other key criteria



Additional Judging Criteria
Criteria Evaluation Points

Governance • Does the system have strong governance?

• Does it avoid or minimize moral hazard?

Risk • Is it clear who bears what risk?

• Are there risk sharing mechanisms? If so, are 

adjustments pre-defined?

• Does the system handle extreme events? 

Transparency • Is the system understandable and relatively easy to 

communicate?

• Is use of market mechanisms transparent?

Administration • Can the plan be administered without extreme 

complexity or cost?

Transition • Is it possible to transition from the current environment?

• Does it fit within a or Canadian cultural context?


