18 February 2016

Featuring the findings of the State Street 2015 Asset Owners Survey
CORP-1804

Who Took the Survey?
400 Pension Fund Executives From 20 Countries Participated
Region
23%

25%

Asia Pacific
Europe

8%

Latin America
& Caribbean
North
America

Institution Type

45%

Range of Total Assets Overseen
6% 2%

68%

22%

7%

$10 billion or
more
$5-$9.99 billion
$1-$4.99 billion

25%

42%

$500-$999
million
28%

Superannuation fund
Public pension or retirement system
Private pension or retirement system
2

CORP-1804

Less than $500
million

Overview

Pensions with Purpose
Faced with aging populations and uncertain
markets, the most innovative pension funds are
proceeding with a confidence that comes from
clear ownership of the challenges ahead

Own the
Outcome
Governance is
getting an upgrade
as pension funds
get fit for purpose
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Own the Strategy
Pension funds
search for a new
model to meet
changing retirement
needs

Own the Risks
Funds pursuing
higher returns are
upgrading their riskmanagement
capabilities

Own the
Efficiency
Pension funds
consolidate to
reduce costs, boost
efficiency and
improve oversight

Own the Talent
Pension funds must
stand on their own
two feet – balancing
a mix of in-house
and outsourced
capabilities

Overview

Pensions with Purpose
Faced with aging populations and uncertain
markets, the most innovative pension funds are
proceeding with a confidence that comes from
clear ownership of the challenges ahead

Own the Talent

48%
Are expanding their
internal risk teams
Own the
Efficiency

Own the
Outcome

92%
Are taking concrete
actions now to
upgrade their
governance
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80%
Own the Strategy

Own the Risks

50%

36%

Will increase
exposure to real
estate over the next
three years

Are taking on more
risk to boost their
returns

Plan to merge
multiple retirement
plans, 35% within the
next 3 years

Own the Outcome

“Some boards have been
adding independent trustees
who have expertise in a
specific area. There’s a lot
more bespoke education
happening, and boards are
meeting more frequently
to address issues where
they’re unfamiliar.”
Professor Gordon Clark,
Oxford University
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Pension Funds’ Governance Models Are Set for Overhaul
Every Aspect of Fund Governance Will Be Disrupted
Top Governance Actions in 2016

Adjust the balance of responsibilities
between board and management

50%

Increase training and education
opportunities for board members

Change the process for recruiting new
board members

Revise incentive models

45%

44%

42%

Note: The base is all respondents whose funds have some defined benefit (DB) component.
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92%
of funds will upgrade
at least one of their
governance aspects
in 2016

Enhancing Capabilities and Transparency Are a Priority
Board Expertise is Not Perceived as Strong in Critical Areas

Respondents who believe their board has a high level of:

General investment literacy

36%

Understanding of risks facing the retirement fund

32%

Ability to think beyond short-term issues to address longer-term, strategic
factors affecting the portfolio

23%

Ability to accurately assess performance of external investment managers

23%

Expertise on alternative assets

Note: ‘High’ = respondents scoring themselves 9 or 10 on a 1-10 scale.
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Plan to increase
transparency to members
about fund governance &
investment performance

38%
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41%

‘Governance Leaders’* Are Ahead of the Pack
Whatever the Mission, Enhanced Governance Will Facilitate its Execution
7 Steps to Becoming
a Governance Leader

Governance
Activity Leaders
4% = 6
or more
actions
14% = 5
actions

40%
of funds will take at least
4 out of 7 governance
actions in 2016

40% = 4 actions

• Optimizing balance of
responsibilities – board
vs management
• Increasing training /
education opportunities
• Changing board member
recruitment
• Revising incentive models

68% = at least 3 actions

• Increasing transparency
to members

82% = at least 2 actions

• Increasing reporting
frequency to board

92% = at least 1 action

• Increasing autonomy
of investment function

Note: The base is all respondents whose funds have some defined benefit (DB) component.

*A group of Governance Leaders have emerged in our survey. This group fully recognize the need to optimize their governance.
They are taking actions to upgrade four or more areas of their governance models in the next 12 months.
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Own the Strategy

“Over the past few years
we've ramped up private
equity, and to a certain extent
hedge funds. We've also
been doing a lot more
private real estate recently.”
William Lee,
Chief Investment Officer,
Kaiser Permanente
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Funds Are Transforming to Meet Their Future Obligations
More Than Half of Institutions Expect to Introduce a Defined Contribution (DC)
Scheme in the Next Three Years
Regions Where Pension Funds Expect to
Introduce DC Schemes Over the Next 3 Years

76%
believe they have the
infrastructure in place
for DC implementation:
N America 96%
Europe 74%
APAC 55%

Europe

Asia Pacific

Total

Note: The base is all respondents whose funds
plans to introduce DC / hybrid.
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70%

North America

53%

45%

56%

Note: The base is all respondents whose funds are
defined benefit (DB) only.

Alternatives Are Key to Boosting Returns
But Many Funds Are Not Confident They Have Full Transparency on the Risks

Funds Planning to Boost Exposure to Alternative
Asset Classes Over the Next 3 Years
51%

46%

50%
46%
41%

Fund of hedge Real estate
funds

Private equity Infrastructure

36%

35%

Direct loans

Hedge funds
(single
manager)

Note: The base is all respondents whose funds have some defined benefit (DB) component.
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say they lack ‘real
transparency’ on
risks stemming from
alternatives

Pension Funds Express Strong Interest in ESG
Preparing Their Portfolios For the New Economy That Lies Ahead
Pensions' Anticipated Interest in
Environmental, Social & Governance
(ESG) in the Next 3 Years

Funds More Likely to Appoint a
Manager With ESG Capabilities

16%
1%

Moderate

Low
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78%

in Europe

63%

in Asia Pacific

None

Note: The base is all respondents whose funds have some
defined benefit (DB) component.
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in North America

26%

57%

High

80%

Note: The base is all respondents whose anticipated level of
interest in ESG investment is high / moderate.

Own the Risks

“We’re experiencing the
strongest ever demand for
multi-asset class risk systems
that aren’t just risk reporting
tools, but risk management
systems. That’s not
something people thought
about before.”
Daniel Gerard,
Head of Advisory Solutions,
Asia Pacific, State Street
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Pension Funds Face a Dilemma: Risk-On or Risk-Off?
Almost Half Are Easing Up on Investment Risk, But Some ‘Return Hunters’ Are Doing
the Opposite
Which Best Describes Your Institution?

45%

We are actively looking for ways to de-risk our portfolio

Our funding situation dictates that we seek higher risk,
higher return strategies

We plan to make no significant changes to our risk profile

36%

19%

Note: The base is all respondents whose funds have some defined benefit (DB) component.
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Risk Cutters

Return Hunters

Differing Risk Strategies Between Private and Public Funds
More Private Pensions Are Decreasing Their Investment Risk Profile

‘Return Hunters’*

‘Risk Cutters’*
4%
17%

Public pension or
retirement system

Superannuation
fund

*Note: The base is all respondents whose funds have some defined benefit (DB) component.
CORP-1804

30%
63%

79%

15

8%

Private pension or
retirement system

Only a Select Few Are Mastering the Risk Challenge
No More Than 20% Rate Themselves as Highly Effective at Managing Key Risk Areas

Effectiveness on Risk (Low, Medium and High)

81%

Effectiveness at managing
longevity, liquidity and
investment risk*:

80%

• Large funds’ scores are
considerably higher than
those of small funds

80%

73%

• Public pensions’ scores are
considerably higher than
those of private pensions
21%

20%

15%

4%

14%

Longevity

Liquidity
High

0.3%

6%

6%
Investment
Medium

Operational

Low

Note: ‘High’ = respondents scoring themselves 9 or 10 on a 1-10 scale.
Note: The base is all respondents whose funds have some defined benefit (DB) component.
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• European funds’ scores
are slightly higher than
those of other regions

*The differentials are smaller for
operational risk.

Own the Efficiency

“We encourage all UK pension
schemes to explore the sharing of
capabilities and investment
opportunities. If more schemes
pooled their expertise together it
would bring costs down but also
increase the scope for innovation.”
Iain Cowell,
Interim Head of Investment Affairs,
Pension and Lifetime Savings
Association, UK
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Funds of All Sizes Are Under Pressure to Cut Costs
Six in Ten Pension Funds Feel Pressure to Reduce Costs
Under Pressure to Cost-cut
Across Fund Sizes

64%

$10bn+

$5bn - $9.9bn

Under Pressure to Cost-cut
Across Scheme Types

Defined contribution

62%
Defined benefit/Defined
contribution

$1bn - $4.9bn

<$1bn

Note: The base is all respondents.
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68%

61%

55%

63%

Defined benefit

52%

They Are Consolidating to Boost Efficiency and Oversight
Risk Cutters focus on cost benefits, Return Hunters on operational effectiveness

80%

Most cited benefits of consolidation:

of funds plan to merge
multiple retirement
plans – 35% within the
next 3 years

3. High standards and consistency of
governance (18%)

Note: The base is all respondents.
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1. Reduced costs (24%)
2. Improved operational effectiveness (22%)

4. Improved transparency on risk and
performance (17%)

Note: The base is all respondents whose institutions
plan to consolidate multiple retirement plans.

Own the Talent

“We feel it’s more effective to
manage our European equity
portfolio in-house and bring in
external help for developing
markets.”
Timo Ritakallio,
President and CEO,
Ilmarinen Mutual Pension
Insurance Company
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Pension Funds Are Bulking Up On In-house Expertise
Funds Are Bringing Aspects of Their Investment Strategy In-house

Resourcing Intentions Over the Next 3 Years
Will increase

Will decrease

48%

Internal risk team

22%
45%
Internal investment team

34%

• 44% of funds will also seek
to improve board expertise
and recruitment processes

39%

External consultants

27%
49%

Note: The base is all respondents whose funds have some defined benefit (DB) component.
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• Only 30% describe their inhouse risk talent as very
strong
• ESG investing expertise will
be in growing demand (76%
expect to increase ESG
investing)

30%

External asset managers

In-house talent is needed:

But External Advisors Remain Indispensable
Funds Seek Fewer But Better Consultant Relationships

Agree That Consultants Are Essential to
Guiding Their Investment Processes

Note: The base is all respondents.
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65%

All funds

74%

Public pensions

74%

$10bn or more in assets

78%

North America

Key Implications

“We see good governance as
the means by which ideas on
paper can be turned into
actual investment returns.”
David Aleppo,
Head, DB Investment
Advisory Services (UK), Willis
Towers Watson
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The Big Picture for Pension Funds

Own the
Outcome

Own the
Strategy

 Improved
governance will be
key to delivering
better retirement
outcomes

 Pensions must
adopt appropriate
strategies to meet
their long-term
liabilities

 Boards must
enable a clear
mission for their
investment teams

 Sustainable
investing is here
to stay

 The right balance
of responsibilities
must be set
between the board
and management
teams
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 A plan’s
infrastructure has
to evolve to meet
members’ needs

Own the
Risks

 Pensions should
consider all risks
individually and
holistically
 Risk & performance
metrics must be
adjusted to fit
higher-risk / return
strategies
 Transparency of
data on alternative
assets is imperative
to support higherrisk / return
strategies

Own the
Efficiency

Own the
Talent

 Pooling funds can
create scale to
access previously
inaccessible
assets

 Funds need to
offer competitive
packages to
attract needed
talent

 Pooling funds
enables
standardised
approaches to
governance

 Taking on greater
risk entails
improving internal
risk capabilities

 Enormous room
exists for process
efficiency gains
through better use
of technology

 Funds must be
more discerning in
how they use
external
consultants

For more information about how our solutions for pension funds, please contact:
APAC
Kevin Sek Chun Wong
Senior Vice President, Head of Sector Solutions, APAC
Kevin.sc.wong@statestreet.com
+852 2103 0203
NORTH AMERICA
Martin Sullivan
Senior Vice President, Head of Asset Owners Sector Solutions, Americas
Martin.sullivan@statestreet.com
+1 617 664 3164
EMEA
Oliver Berger
Senior Vice President, Head of Asset Owner Solutions & Strategic Market Initiatives, Sector Solutions, EMEA
oberger@statestreet.com
+49 69 667745 277
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Disclaimer
This survey is based on a State Street survey of 400 senior executives in the pension fund industry conducted by Longitude Research in October
and November 2015. Respondents to the global survey included representatives of public and private pension or retirement systems, and
superannuation funds across 20 countries. The quantitative research was supplemented by in-depth interviews with 43 pension industry experts
from 13 countries.
The information in this document is accurate as of February 18, 2016.
Investing involves risk including the risk of loss of principal. All information has been obtained from sources believed to be reliable, but its
accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability for,
decisions based on such information and it should not be relied on as such.
This document is for marketing and / or informational purposes only, it does not take into account any investor's particular investment objectives,
strategies or tax and legal status, nor does it purport to be comprehensive or intended to replace the exercise of a clients own careful independent
review regarding any corresponding investment decision or review of our products and services prior to making any decision regarding their
utilization.
This does not constitute investment, legal, or tax advice and is not a solicitation to for products or services or intended to constitute any binding
contractual arrangement or commitment by State Street and / or any subsidiary referenced herein to provide securities services. State Street
hereby disclaims all liability, whether arising in contract, tort or otherwise, for any losses, liabilities, damages, expenses or costs arising, either
direct or consequential, from or in connection with the use of this document and / or the information herein.
This document contains certain statements that may be deemed forward-looking statements, which are based on certain assumptions and
analyses made in light of experience and perception of historical trends, current conditions, expected future developments and other factors
believed appropriate in the circumstances.
The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without State
Street Corporation’s express written consent.
© 2016 State Street Corporation. All Rights Reserved
CORP-1804
Expiration Date: 02/28/2017
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