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In tk UK, @on funds play 3 major role m the 
traded d t i e  ZMIkeL HoWewr? tb implia- 
tiom of the independem to which such power can 
I d  have probably not hem fully reqpisd.  To a 
gnat exwnt, &e lxrmmcaid pmmms a wch that 
trustee arc rarely M y  informed of the extent to 
which tbty can, and probably shad4 & m e  h a -  
term pmsUlRS. 

For a typical pasion fund, t h e  are a variety of 
goad reasons for pmfundiqg f m m  promises and 
intentions. Initially, the cmmi'butions d invest- 
ment income exceed benefit outgo, leaving a 
b a l m  to be i n v W  &en if the l a p a n  cannot 
easily grasp the smp of the pw&l long- 
lhWes, they are no less the reaI for that. 

G m c d y ,  a Ug pension fnnd is set up tinder 
tmst, so that trustea, MWal or corporate, bear 
mponsibii for running the opmtion. This must 
involve moniooring their I&&y asws and Iiabitities, 
in order to be sauc that the bendits can be provided. 

So far as long-term mbilida am conmmd, this is 
left to tk actuary, who will advise on d w d v e  
b d h g  s t r a ~ h ,  and bow that & I d  can best be 
tackled. Howewl in m y  cam, the ww feel 
that thcy u n d d  the h t m w t  process, and 
thattbeassatsareofnoconoerntothe~Iy. 
h frrct, the assets am only being m d a t e d  

against rhe backgmund of tong-term liabilities. 
Therefort, as most acarsriGs would agree, it males a 
great deal of sense to t a d e  and liabilities 
tog*. 
In practice, I do not think that very much has 

amally b#n done in the UK dong these lk, 
dapite i lot of lip 9cntice. I ndaed, I am not at all sure 
that all Investment managem spacidising in p i o n  
fund work always Eake m u n t  of the loq-term 
~ature of the liabilities against which the assas are 
bsdng a~cumulatsd M mtmple, for some mem- 
bers, prqmxh0 pension fund beneb may not 
even conunencc being paid for decades. 

Thefimpht,tha~,is tbattheasmof apemion 
fimd are normally being aaamdated within a 
8-c corn More patticuIady, the tnwa of a 
pknsion fund have a m-cb longefthe frame, withii 
whicb to plan, than say commercd ll mt 
managen. This m m  bc carefully borne in mind. 

G i v t n & e a b o v e , i t ~ t o m e t h # m o g t t r u s ~  
would m p d  it BS prudent to mange for the 'per- 
f o m '  of their mcts to be momitoted by an 

Further, h e  didomre requirements of the Social 
Seewiry Act 1985 may be relevant, in that such * 
information may have to made available to memben I 

(although this is not yet ccrtaia). 
ltt should be mentioned that, whatever method k 

adopted fw monitoring 'performance', &is will be 
far easier for madwable securities (or units in f i n d s  5 
so iwesred) tbn fox tmdit iod inswan# policies. 'f. ' 
However, far insured mmgements, I would submit 
that t m t e ~  should perididly review the invest- 
mmU return @ow, in order to satisfy ~ 1 v e s  
that tbe maqements are economically ef6cient. 

'Xhe ~negtim ta consider k how best to monitor 
the asset 'Wormance'. There are now a few major 
monitow m i =  avairable. While b y  are not all 
the same, their sirnilwith are, in my view, more 
s i g d t ~ ~ n t  than their differeoces. 

What they all have in common is h t  the -Its 
am baed upon '&a valuesm. At best, this is 
m d y  an approximation. At worst, however, this 
can I& to d t a  which are severely misleading, for 
dw following six masons. 
1. 'Ma&et value' are not dways well defined. 
2. For some classes of asset, such as gilts, if held to 
rn-? the figum are of no relevance whatever. 
3. ' W e t  value' is subject to fluctuadms, 
frequently mere, wer short periods. Therefore, it 
is not at all appropriate to regard 'market values' as 
any idcator of what might be described as a 'store 
of value'. The &usion must be that the 'market 
value' a n  provJde virtually no useful information as 
a pmlictor of the all-important long-term future. 
4. High end-point 'marker values' lead to the 
ap- d u s i o n  that the investment manager 
has done d l .  However, this ignom two points, the 
first being tixu fmther contributions will purchase 
l a  than @ d y ,  which should not be regarded 
as good news. Secondly, if tbc 'market value' falls, 
thm the invesrmcnc return 'disclosed' must have 
been too high, and hence an unreliable planning 
bask Even if It iqmcases, it is no more reliable, 
because the figum disclosed would have been too 
fa-. 
JVW. 

5. No account is taken of 'risk', which is =cult 
even to defiae, let alone tackle, 
6. P l l y ,  00 a t edmhl  pint, the 'time-weighted 
reourn' commonly published is an &cia1 concept, 
and is not actually a which is achieved on tbe 
&mad 

i n d e p d m  advisor. One can imagine c h m -  L Y U Y .  

I- in which trustees d d  be Md mpoaglWe In short, 'market vdue' is the unit of mamernent 
for not having done w. In any mat, being m o M  for short-berm e t m ,  and not for prudent 
may, s h d d  it be needed, remind the invament inwon charged with meeting long-term liabilities. 
manager that tb client is not totally uninformed. If my investment perfomanoe criteria oould be 



abated away from the current hepvy re- upon 
, - volatile 'market values'. then thh should release 

imcmwm managen .h ujustified, but 
-Y sbrt-mm p y  In 
itself, lhis rn=--tBfm investmatt dcci- 
sions to be t a b ,  which is probably C C X ) ~ ~  

hhble .  This was M y  recently mgg~t& by a 
DirectWoftheBankofEagl~. 

The second main pint, &a~, is that the 'perfom- 
v' genmlly provide infomwiion which 
is Iargdy Mevant to trusms of psasiw fimds;. 

Itbqaite-&lethath-woPlld 
oonsider £bnSdvts Gapable of cohmdy liming 
w b t  they bud to e t  by ni6nbhq 'p#form- 
m'. If, however, b y  w m  asked, and oould give 
the amwas da4n I think that the foltowing &odd be 
aweptab1t to thm. They w d d  like to h o w  what 
rateOfreturnW-Hybreg&as&- 
winable on their podblio, over a tery long period, 
r e g a r d h  of &ort term price n i w ~ .  7% is 
what I can rbt 'lacked-in Mum'. 

TheabaveleBmemfmmeaudcemativemthe 
'induaq s tdad ' ,  which, in my vim, saMes 
eRree aims. 

A. It amids che six problems r e f d  to a h e .  
B. It is pra&al. 
C. It indicate& what level of imresbnent return may 
m s d l y  be re@d as 'Idred-in' over a long 
period. 

Suppow that we thwght we knew, in advance, she 
average rate of return, which owld be achieved over 
a long fume Mod, T b n  the 'me initial value' of I the aws auld  bc ..rased, using this 'howIedgeS. 

1 .  Ifwe wemcoma, then, over a long period, under 
the same approach, the Rmd figures would fall imo ,, paam. This is why It posculete that the SO 
determinod would be 'locfcrbd-in', mgar6Ies8 of 
short-term m a  f i u d o n s .  As, of canrse, we 
~ o t b e ~ o f t h e f u t u r e , w e h a v e t o m a k e t h e  
b e s t e s t i m a t a w e c a , t o b s ~ f m m t i m e t o  
time. 

Such an approach may appear to be both highly 
theomhl, aad e x m e l y  subjeotive. However, in 
my view, t h e  is nothing wrong wih theory, if it 
leads to pm&d d t s .  Futther, and more 

1 - 
- \*. 

h m y ,  the approach appears to be far more 
robust, and far from subjective, as I had originally 
&amL 
Ths approach was h t  pbIiciy aired in October 

1983 ' since when two funher dcla have been 
This article is an attempt to Bigtil rhcise 

three t d m W  aptidea into layman's mms. 
One analogy I have found useful is the mgimers' 

concept of 'wise'. If me bas a signal of some sort, it 
may be pure, or-it may include some interference, 
o t k m k  called 'noise'. My point Is that the tecurrrs 
commody published a n  be thought of as signals, 
which have to be inqmoed with great c m ,  in 
order to detect what is meaningful and what is not. 
To flustrate the concept with a couple of figrues, 

over the six ysrtis 1979-84, it has been published that 
the 'average UK pension fund' earned a rehlrn of 
20.6 per cent pw m u m  (exclt~¶ing prom). 
Using. my alternative criteria, I estimate that a 
faurn of 14.0 per cent per mum m y  be regarded 
as 'lock&-in' over a long fume period, the remain- 
der be@ 'nobe'. This m y  indicate ttre degree to 
which the cmmanly publidmi figures on invest- 
ment r e m  can be midding, if merely taken at 
face value. 
My dmtive approach, which is oomparativeIy 

new,hasnotyet~acceptedasval idbythose 
engaged full-time in pension fnnd hvament$ 
eibr trs mmqm or measurers. Nevertheless, I 
hope that the above may incline trustem to wnsider, 
veay d I y ,  what they m told about such matters. 
In particular, &e achievement of appamtly poor 
'm vdue' retams is not -wily aghast tbe 
mum' h t  long- intercats, and vice-versa. 

Finally, the views expressed above are my own 
a d  should not be amibuted to my pmers .  
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