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Chapter 6

Research impact

6.1 Implications for pension funds

The findings of this dissertation have direct implications for pension funds. Chapter

2 indicates that Dutch pension funds still have room to improve in terms of both the

age and gender diversities of their boards. The 2014 Code of Dutch Pension Funds

is a good step in promoting diversity. However, only 40 percent of the pension funds

have at least one trustee younger than 40 years old on their board. Moreover, 40

percent of the pension funds still have no female trustee. More diversity contributes

to a better representation of all groups of beneficiaries and in turn further improves

the board’s decision-making in which its characteristics play less of a role.

The findings of Chapters 3 call for a stronger monitoring of external advisors such

as actuaries and asset managers by the board of trustees to mitigate the potential

misalignment of incentives. First, stronger monitoring can be achieved by requir-

ing advisors to provide more transparency on their activities and potential conflicts

of interests. Second, monitoring can be enhanced by appointing trustees that are

knowledgeable in asset management and investments such that an adequate counter-

vailing power is present in the pension fund’s board. Arguably, the board of trustees

should be able to question and critically examine services provided by the advisors.

Therefore, boards could strive to find investment experts when filling vacancies.

Chapter 4 provides evidence of herd behavior in the equity investments of pen-
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sion funds. Career concerns of asset managers can encourage herd behavior. These

concerns create a misalignment of incentives between asset managers and trustees,

who aim to identify highly skilled asset managers. Hence, trustees should be aware

of these herding tendencies when delegating the security selection to third parties.

Trustees should require sufficient transparency from the asset management firms on

their process of selecting securities. Moreover, similar herding tendencies might also

occur in the strategic decisions made by the board.

6.2 Implications for the pension regulator

Although there is no statutory obligation for employers to offer a pension plan in the

Netherlands, it is de facto the norm. Therefore, nearly all employees automatically

enroll in an occupational pension plan. Once they have joined the pension plan offered

by their employer, they are not allowed to move their contributions, unless they decide

to change jobs and transfer their accrued pension benefits to another pension fund.

To safeguard the interests of all stakeholders, especially beneficiaries, the regulator

imposes that all stakeholders (participants, retirees, and sponsors) are represented

on the board of trustees. Article 100 of the Dutch Pension Act establishes that each

board of trustees should have an equal number of representatives of the employer

and of the beneficiaries. Within limits, each pension fund can decide how many of

the representatives of the beneficiaries will be elected by the participants or by the

pensioners.1 In addition, pension funds can decide to have independent trustees.

These decisions generate dispersion in stakeholder representation. As a consequence,

the sponsor representatives are often in a dominant position compared to the more

fragmented representatives of the beneficiaries. Moreover, the law does not indicate

guidelines concerning age or gender representation. In fact, in many boards senior and

male participants are overrepresented with respect to female and young participants.

1There is a limit to the number of trustees that represent retirees. This is 25 percent of the
board’s seats. However, if the number of participants is less than 10 percent of the sum of the
number of participants and pensioners, then pensioner representatives can occupy more seats than
employee representatives. See Article 102, sub 2, of the Dutch pension act.

186



The effect of trustees’ characteristics on strategic asset allocations documented in

Chapter 2 can be alleviated with two governance requirements. First, greater board

diversity could be required by law. In fact, the Code of Dutch Pension Funds is

applied only under the comply-or-explain principle. This non-mandatory nature of

the Code may weaken the commitment of pension funds to comply with it. Second,

to improve the balance of power among stakeholders’ representatives, a number of

independent trustees could be required. These are external experts that compete in

the job market for trustees (Besley and Prat (2003)). Pension funds have increasingly

hired independent trustees in recent years. However, only a few pension funds have

at least one independent trustee on their boards. Having more independent trustees

can reduce the conflict of interest between trustees and beneficiaries.

Formally, external advisors have no decision-making power on the asset allocations

of pension funds. However, Chapter 3 shows that advisors influence the investment

decisions of their clients. This result calls for greater transparency between pension

funds and advisors, and stronger monitoring of the advisors by the board. More

transparency can be achieved by requiring advisors to declare potential conflict of

interests, such as actuaries or investment consultants that are part of a group that

also offers some of the investment products that are advised. To enhance monitoring,

pension funds could develop a standardized assessment tool for decisions on invest-

ment policy and to report its outcome to the regulator. For example, when variations

to the investment policy are approved, trustees should report the estimated changes

in the risk profile and their costs. The regulator could use the additional reporting

to better assess pension funds’ strategic asset allocations and express concerns to the

board of trustees on investment decisions that do not fully reflect the sophistication

level of the pension fund.

Chapter 4 shows that there is herding in pension funds’ equity investments. Herd-

ing is primarily related to the size and hence to the organizational structure and re-

sources of a pension fund. Herding is motivated by the search for information and

career concerns of the asset managers. Furthermore, if pension funds design similar

benchmarks, these can incentivize herding. Therefore, the regulator could require
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pension funds to report more information on the composition of a proprietary bench-

mark and on the criteria adopted to construct such a benchmark. The regulator

could also require pension funds to provide details on the investment mandates. For

example, how much freedom the asset management firm has in overweighting some

sector, factors, or geographical areas with respect to others. Moreover, pension funds

could be required to report a list of their investment beliefs to the regulator on a

regular basis (these are generally included in the pension fund’s investment plan)

so that it can assess the deviation of the actual equity portfolio from these beliefs.

The regulator could use the additional reporting to assess how the security selection

deviates from investment beliefs of the pension fund and that could signal possible

herding tendencies that can negatively affect performance.

6.3 Implications for financial stability

The findings of this dissertation also have implications for financial stability. Because

of the common-advisor effect and herding, pension funds might develop portfolios

that become increasingly exposed to common risk factors over time. Especially if

pension funds develop similar SAAs or apply similar interest rate hedging strategies.

Consequently, the probability of pension funds going into distress at the same time can

increase. In fact, if all pension funds hold a similarly diversified portfolio, a common

idiosyncratic shock may disrupt all the pension funds simultaneously (Ibragimov et al.

(2011) and Beale et al. (2011)).

Apart from the concerns for financial stability, if a sufficient number of pension

funds are in distress at the same time, it puts them in a strong position to argue

for changes in the regulation. One practical example of this group pressure on the

regulator can be seen from the recent discussion around the possibility of temporarily

lowering the minimum required funding ratio of Dutch pension funds from 104.3%

to 100% in order to avoid reductions of accrued benefits.2 Following this discussion,

2See: https://www.ipe.com/reports/netherlands-funds-delay-trouble/10043936.artic
le
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trustees of different pension funds might have an incentive to design portfolios that

are more alike. For examples of non-competitive behavior among financial institutions

see Poitevin (1989) and Dutta and Madhavan (1997).

6.4 Implications for the pension reform

After years of negotiations, the Dutch government has reached an agreement on pen-

sion reform with the main organisations representing employees and employers. The

pension reform is expected to come into force by 1 January 2023 with a transition

period from 2023 to 2027, and will fundamentally reshape the system of occupa-

tional pensions. In particular, it entails a new pension contract, changes to the future

pension accruals, the contribution rate, and a new fiscal framework. A new type of

collective DC contract will be an option available to pension funds, in which there

will be a collective investment pool with no individual accounts. A “solidarity re-

serve” will be built to smooth inter-generational fluctuations in investment returns.

On an annual basis the investment results (after any transfer to or from the solidarity

reserve) will be allocated to individual members’ notional accounts according to the

members’ age-dependent risk profiles. Being a DC contract, contributions will be

fixed and the level of benefits paid to a member will not be guaranteed, but they will

be adjusted up or down annually based on investment and demographic experience.

The change in the pension contracts means that the tax-favored DB accruals would

cease, and all future accruals will have to be in individual-account DC plans or in

collective DC plans. There will be a flat annual pension accrual that is independent

from the age of the member age, a major difference compared to the current setting.

Under the new fiscal framework, tax-favored total annual contributions to a mem-

ber’s pension account, excluding risk premiums and administrative charges, will be

capped at a government-specified percentage of the member’s pensionable earnings,

which will initially be between 30% and 33%. This rate is based on the targeting of

a replacement ratio of 75% after 40 years and it will be subject to change every five

years.
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The results of this dissertation remain relevant in the new setting, albeit to a lesser

extent or somewhat differently. In the new system, a board of trustees continues to

be in charge of overall decision making. Therefore, trustees’ characteristics may still

influence the pension fund investment decisions. However, instead of a risk aversion at

the pension fund level, the risk aversion per cohort should be taken into account under

the new pension contract. Therefore, it is reasonable to expect a lower trustee effect.

Furthermore, because the investment risk is shifted to the individuals, the employer

representative effect should reduce in a DC setting. In the new system the common

advisor effect may still play a role, as the system continues to rely on the services of

third parties. Hence the multiple layers of delegation will not disappear. If pension

funds continue to use the same advisory firms to decide on SAA, asset and liability

management or to measure the risk attitude of participants, the impact of common-

advisor effects will not disappear. The same holds for herding. Asset management

firms will still be in charge of security selection and hence expose pension funds to

herding tendencies.

6.5 Future research

This dissertation highlights that advisors such as asset managers and actuaries have

significant influence on the design of the investment policy although they do not

hold formal decision-making power. An additional type of advisors, which are also

directly involved in the design of the investment policy and that are not discussed

here, are investment consultants. Investment consultants provide advice on the asset

class selection, assess return expectations (Andonov and Rauh (2019)), and the hire

of asset management firms (Rossi et al. (2018)). However, a lack of detailed reporting

on investment consultants has prevented extensive academic research on what drives

pension funds to select or dismiss these advisers. In future research, hand-collected

information on the contract details of investment consultants can be used to answer

this question. Specialized investment consultants might be hired as a consequence

of a pension fund’s decision to enter a new asset class, for example, infrastructures.
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In this case, pension funds might seek specific expertise that they do not possess in

house. Hiring and dismissing investment consultants might be related to the past

performance of the advised asset managers. For example, pension funds might hire

a new consultant or replace an existing one to seek more skilled asset managers or

to define a larger universe of asset managers to choose from. Alternatively, pension

funds trustees might rely on the services of investment consultants regardless the

quality of their advice to reduce their responsibility in the event of poor performance

(Goyal and Wahal (2008)).

Future research can also examine the relation between pension funds’ portfolio

similarities and financial stability. For example, can the herding tendencies of pension

funds lead to fire sales in the equity or bond markets? Answering this question means

empirically testing whether pension funds’ trading behavior and hedging decisions

stabilize or destabilize financial markets (Domanski et al. (2017) and Greenwood

et al. (2018)).

My research on pension fund herding can be extended to sustainable and respon-

sible investments. In the past decade, sustainable and responsible investments have

grown in volume globally, and at the start of 2018 stood at $30.7 trillion (SIF 2018).

Sustainable and responsible investments have attracted the interests of institutional

investors, and especially pension funds that are increasingly integrating environmen-

tal, social, and governance (ESG) into their process of selecting securities. For exam-

ple, as of April 2019 more than 2,000 institutional investors representing $80 trillion

assets under management have signed on to the United Nations-supported Princi-

ples for Responsible Investing (UNPRI) Initiative.3 These facts pose three research

questions. First, are institutional investors following each other into sustainable in-

vestments and out of unsustainable investments? Second, if they indeed follow each

other why do they do so? Third, do sustainability criteria affect the performance of

institutional investors?

3https://www.unpri.org
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