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‘Big Shifts’
CAAT subsequently added allocations to
private equity, real estate, emerging markets,
and commodities. “The big shifts, that we’re
currently working on, are increasing private
equity allocation from about five per cent to
15 per cent and real assets, which is both real

From the left, Julie Cays, Chief Investment Officer at the Colleges of Applied
Arts and Technology Pension Plan (CAAT); Kelly Hastings, Chief Risk
Officer at CIBC Mellon; and Wilfrid Hahn, Founder and Global Strategic
Advisor to Forstrong Global Asset Management; outlined some of the
developing approaches to pension investment at the Benefits and Pensions
Monitor Meetings & Events session on ‘Pension Investment Trends.'
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emographic shifts now taking place will create new
challenges for pension
plans, said Wilfrid Hahn,
Founder and Global Strategic Advisor to Forstrong Global Asset
Management, at the Benefits and Pensions
Monitor Meetings & Events session on
‘Pension Investment Trends.’ These changes could see investors and asset managers
using new strategies to address the decoupling of financial markets and economies
which could occur.
As well, Julie Cays, Chief Investment
Officer at the Colleges of Applied Arts and
Technology Pension Plan (CAAT), explained
why its strategy of merging with other plans
will make it more stable going forward.
And with more information technology and outsourcing, the threat of cyber
attacks is growing. This, said Kelly Hastings, Chief Risk Officer at CIBC Mellon,
means everyone at financial institutions
needs to be aware of the risk and take action to prevent incidents.
●●●
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over what we can do in order to manage
our funded status.” These controls include
stability contributions, future benefits, and
conditional inflation adjustments. They are
the levers the board of trustees and sponsors can use to ensure the CAAT Plan remains sustainable for generations to come.
When Cays arrived at CAAT in 2006,
its assets were invested in bonds and public equities. An infrastructure program was
being launched as it had been determined
that infrastructure had been overlooked by
U.S. plans so it was a place to start.

The Colleges of Applied Arts and Technology Pension Plan (CAAT)
is a multi-employer plan
created more than 50
years ago primarily to
serve Ontario’s college system, said Julie
Cays, its Chief Investment Officer. Much
has changed since then and in more recent
years, pension plans from beyond the college system have merged with CAAT ‒ the
ROM, the Youth Services Bureau of Ottawa, and Torstar Corporation pension plans.
The mergers are not just asset consolidation,
but the plans and their members join CAAT,
she said ‒ “there’s one plan, one investment
policy, and one board of directors.”

Plan Sustainability
The primary motivations for the mergers are benefit security and managing plan
maturity risks. The CAAT Plan is 118
per cent funded on a going-concern basis
and has a funding reserve of $2.3 billion.
“The foundation of our plan is our funding
policy,” she said. “We have levers of control

estate and infrastructure combined, from
11 per cent to 20 per cent over the next few
years,” said Cays. “We do believe that you
miss out on a large part of capital markets
if you’re not invested in private assets. They
give us the opportunity to be active owners
and think about the long term,” she said.
CAAT looks for co-investment opportunities for its private market assets to
reduce the fee drag, which is important in
a relatively expensive asset class.
The Plan also benefits from its joint
governance structure which allows it to
respond quickly when opportunities arise.
Plan maturity is another risk and its
asset/liability modelling stresses demographics and liabilities “almost as much as
we stress the potential economic outcomes
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on the asset side. We have determined that
plan maturity risk actually dwarfs investment risk over the long term,” said Cays.
The threat from liquidity risk is one of
the lessons learned from the crisis of 20082009. “When you go through a time period
where the only thing you can sell are Canadian government bonds to come up with
pension payments, you learn you have to
maintain liquidity. We now carefully monitor our future cash requirements and keep a
healthy cash balance which we are able to
keep invested through our overlay program
and our cash equitization program,” she said.

Benefit security
The growth in active membership is
the biggest benefit from the offering of the
new DBplus plan design and recent plan
mergers as they help ensure benefit security and maintain stable contribution rates.

It also limits the downside risk.
DBplus is a uncomplicated plan design
with fixed contributions that appeals to a
variety of employers in the not-for-profit,
private, and public sectors with all types of
workplace retirement savings programs –
from DC and group RRSPs to traditional
DB plans and no program at all. “We’re
open and ready for growth in membership
where it is mutually beneficial,” she said.
●●●
The demographic changes now taking
place will have some real implications, said
Wilfred Hahn, Founder and Global Strategic Advisor to Forstrong Global Asset Man-

agement, and it’s important to grasp these
and consider them in investment policies.
This last decade had some unique incidents, he said ‒ negative interest rates, an
OECD credit going bankrupt, and central banks loading up their balance sheets
with QE.
Demographic shifts are not new. The
demographic shifts after WWII, while not
recognized by macroeconomists, had, in
fact, a major impact on financial markets.
Population growth, globalization, financialization, and women in the workforce all played a part in creating the economies of today.
However, post-2008/2009 global financial crisis, some of these no longer applied.
Instead, the impacts attributable to the
demographic shifts today ‒ depopulation
of the workplace, the overpopulation of the
non-working older people, extended lon-

income is falling as a percent of net national
income and income from capital is becoming increasingly expensive relative to labour.
While these income sources are going down
for the average North American household,
the load on the younger generation ‒ the
total dependency ratio ‒ is “going the other
way and that’s a real, real crisis,” he said.

gevity, post-familialism, and declining birth
rates ‒ are massive. These will have a huge
impact on financial markets, said Hahn, and
they are the crux of the upcoming retirement
crisis and the looming global income crisis.

turns, but the real income underlying it
does not change very much.”
Many of the phenomena that are part
of the global demographic crisis are in acceleration modes. For example, the number
of those aged 65 and older will continue to
grow. As well, family formation is no longer
a primary emphasis. This post-familialism
has contributed to the number of children
per women declining, not just in North
America, but everywhere around the world.
And, this trend is still continuing.
Policymakers have been aware of these
challenges for a long time and they will
have to create conditions that make it better. One that could delay the problem is
inflating financial assets. However, “if you

Not Workable
In terms of the pension crisis, the World
Economic Forum says there is a $70 trillion
unfunded pension liability, the equivalent
to world GDP growth in one year. “I get a
kick reading brokerage reports that suggest
that outperformance is the key to the world
pension problem. The world can’t totally altogether outperform, so that’s not a workable solution,” said Hahn.
There’s also a global income crisis. Labour
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Finite Amount
The global income crisis is based on
the premise there is a finite amount of income. It can change over time, but at any
one particular point in time, real income is
fixed. “We have to think about that when
we think about solutions to the pension
fund and other funding crises,” he said.
“This presents policymakers with a
problem. Since income is a finite thing at
any one point in time, you can certainly
make it look like you have income or re-
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inflate financial markets, there really is no
commensurate underlying income supporting it. Ultimately, if policymakers were to
do that overtly, (as implicitly they already
are) it creates a condition where everybody
thinks it’s fine until it isn’t fine,” said Hahn.
“Not that very far out; we’re only talking
2025, we’re going to have a negative growth
worldwide in the headcount and that’s going to have a major impact on economies.
We’re likely to again experience negative
interest rates and slower economic growth
will prevail for some time.”
This could result in financial markets
and economies decoupling. “Just because
economies do well or poorly doesn’t mean
financial markets are going to be correlated,” he said. Low inflation and low to negative interest rates could drive up asset prices.
“It’s not unreasonable to predict this being
one of the new, weird conditions given the
perverse financial market conditions that
the world is experiencing these days.”

‘Real, Underlying Income’
For asset managers and investors, this
means getting “real, underlying income”
such as private investments. Global strategies and the intermediate benefits of better
demographics should be pursued.
“As a good rule and it certainly has
proved to be the case in the last decade or
so, buy what the central banks buy and sell
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roles outside of risk management, to understand information-risk-related issues.

what they sell,” he said.
●●●
There are four risk pillars ‒ credit, market, operational, and information. Credit and
market risk are mature and well-known in
the pension fund space, said Kelly Hastings,
Chief Risk Officer at CIBC Mellon. However, there has been less focus on operational
risk which includes technology and outsourcing, legal, regulatory and the most recent risk
pillar ‒ information risk. In fact, she said cyber
risk and outsourcing are now two of the biggest risks facing the investment industry.
This makes it critical for all professionals in financial services, including those in

Processes In Place
Information risk is generally defined as
risk arising from an organization’s inability
to adequately manage confidentiality, integrity, or availability of information assets.
Typically, information breaches are due to
technology-related events and institutional
investors, regulators, and stakeholders are
seeking more assurance from within and
from suppliers and partners that processes
are in place to mitigate exposure.
To do so, there are two obligations, she
said.
First, businesses need to manage legislative requirements. Regulators have a
common mandate to support the assessment of cyber security programs.
The second obligation is to protect their
organization’s data. “Experts say it’s not a
question of if you’re going to get hacked,
but when you’re going to get hacked,” she
said. This makes protecting proprietary
data the “ultimate goal.”
Three Layers
There are three layers for a strong cyber
program ‒ technology, people, and vendors.
With respect to technology, all institutions should monitor and assess their IT
environments for potential vulnerabilities
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and threats. “Automation has become a
great tool for us to handle volume; however, as organizations become more automated, cyber criminals have become more
sophisticated hacking into automated
components,” said Hastings.
To protect their IT environments, firms
can leverage security information on potential threats from a variety of public and private sources. Many industries work together
on cyber intelligence given a breach at one
organization impacts the broader industry.
The second component of a cyber program is your people. “Employees are the
first line of defence,” said Hastings. Not
only can they identify potential threats
in their daily activities, they’re also one of
the highest-risk groups for penetration of
an organization. “Staff need to understand
the criticality of your data. They need to be

aware of specific steps they can take to protect the company, clients, and information.”
Vendors are the final layer of a cyber
program. Anytime a function is outsourced,
risk results as operational control over the
outsourced function is transferred to the
vendor. One issue is a service provider may
not adhere to the same standards and discipline. When assessing your outsourcing
program, OSFI’s B-10 guideline is a good
reference. It has set a standard with respect
to outsourcing; not just for financial institutions, but across other businesses as well.
It requires organizations to have policies
in place for vendor management and outsourcing and guidelines for managing and
monitoring the risks associated with these
activities. A good policy outlines key requirements in selection, classification, performance measurement, and management

of vendors throughout the vendor lifecycle.

Due Diligence Reviews
Documentation should hold vendors
accountable for standards for performance
with regular due diligence reviews and
appropriate reporting requirements. For
those vendors’ services deemed critical,
particularly technology-related vendors,
there should be additional oversight.
From an information security perspective, there are multiple ways vendors can provide assurance that data is protected. These
include multiple redundant data centres, detailed disaster recovery plans, and high standards for information security.
Managing information risk is an expectation in today’s environment. Understanding
and monitoring information security will
help protect your organization’s data.  BPM
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