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Fundamental rethink of pensions

N
OW FOR the good
news. The value of
Irish pension scheme
assets at the end of
2008 fell by 23 per

cent to ¤66.7 billion, from
¤86.6 billion the previous year,
according to the Irish Association
of Pension Funds’ (IAPF) annual
asset allocation survey. This may
not sounds like news but this near
catastrophic drop is less than was
expected by the pensions industry.

If you thought things couldn’t
get much worse you’d be wrong. In
its most recent annual report pub-
lished in June, the Pensions Board
estimated 90 per cent of occupa-
tion-defined benefit schemes were
failing the statutory funding
standard – that is the funding level
required to meet all of a scheme’s
obligations were it to be wound up
on the day (the equivalent of the

standard used to measure a compa-
ny’s solvency).

This situation has arisen as a
result not only of the near melt-
down in the investment markets
but also because of the nature of
the schemes.

A defined-benefit pension does
what it says on the tin – it offers
members specified benefits from
the outset. The standard in Ire-
land is usually two-thirds of a mem-
ber’s final salary based on them
earning an entitlement of one-six-
tieth of salary for each year’s
service subject to a maximum of
40 years.

The cost of offering such bene-
fits has risen dramatically over the
past 20 years. Back in the high-
interest, high-inflation 1970s and
1980s, such schemes could be
funded by contributions of around
10 per cent of annual salary. This
has now effectively more than dou-
bled and is continuing to rise due
to falling returns from the markets
and increased longevity.

The fact we are living longer
means it is costing more to fund
our pensions – and advances in
medical science keep the target
moving.

Many employers are now
seeking to make changes to their
occupational pension schemes to
control costs. The 2009 Pricewa-
terhouseCoopers Pension Survey
found almost 70 per cent of the

250 companies that responded
were reviewing their investment
strategy and it is likely that more
risk-aware strategies, reflecting
perception among members of
investment risk, will emerge in the
future.

Some 150 employers who
sponsor defined-benefit schemes
responded and 5 per cent of these
said they were going to wind-up
their defined-benefit pension
scheme, with a further 15 per cent
of employers indicating this option
was being considered.

Changes to legislation have
been introduced which will effec-
tively allow for retrospective reduc-
tion in benefits to both deferred
and active members of schemes.
Over 40 per cent of respondents
said this option will be considered.
The number is startlingly high,
according to Pricewaterhouse-
Coopers (PwC), given that a reduc-
tion in benefits is a serious loss for
scheme members and the Pen-
sions Board will only consent to an
application to reduce benefits
where it is satisfied the long-term
sustainability and stability of the
amended scheme can be reason-
ably assured.

The survey also found that mem-
bers in defined-benefit pension
schemes are likely to have to make
higher contributions in future,
while one-third of employers will
or may stop their employees

earning benefits within the
defined-benefit scheme – and two-
thirds have already closed their
scheme to new entrants.

“What we are seeing this year is
a fundamental rethink of their pen-
sion schemes by many compa-
nies,” says Munro Dwyer, director
of PwC’s pensions solutions group.
“Things are so different now that a
lot of companies are looking at
trying to resolve the issue for once
and for all through a variety of dif-
ferent steps.”

He sees defined-contributions
schemes surviving in the long-
term, however: “From an eco-
nomic point of view defined-ben-
efit schemes are better than
defined-contribution schemes.”
This is the case, he says, because
individuals are not best-placed to
save for their retirement over a
40-year period whereas compa-
nies are, and they can even out the
ups and downs in the markets over
that time.

“The problem now is that com-
panies are not in a position to do
that with many schemes,” he says.
“Defined benefit is fine as long as
the promises are affordable and
the contributions are acceptable.
Companies are now looking at
ways of making benefits more
affordable.”

In this context he says, the old
‘two-thirds of final salary’ model
may no longer be affordable, both

from a financial and philosophical
point of view.

“You have to ask if a guy on
¤150,000 a year needs a full two-
thirds pension,” he says. “It would
more fit in with the philosophy of
defined-benefit schemes to allow
people retire on a certain basic
income level and have the option
to add to that themselves and be
supported in that by the com-
pany.”

This model might see a ceiling
put on the level of income covered
by a defined-benefit pension or
may see the traditional two-thirds
target reduced to one half, or any
of a number of other possibilities.

Declan Keena is a senior
actuary with pension specialist
Invesco and he is also seeing funda-
mental changes at present.

“Nothing is off the agenda at the
moment,” he says. “Both compa-
nies and employees are looking at
the cost of schemes and the cost of
future benefits. We might see cash-
balance plans, career average pen-

sions and hybrids coming in as a
result.”

The first two of these variants
offer a different way of calculating
the defined benefit while the third
is a cross between the two types of
scheme, where part of the salary is
subject to a defined-benefit pen-
sion and the remainder is subject
to the defined-contribution type,
where the risk lies largely with the
employee rather than the
employer.

Says Keena: “Defined-benefit
pension schemes are good things
to have and it is a question of cut-
ting the cloth according to the
measure and making sure the
schemes are affordable for the
company.

“I’m seeing it everywhere. Eve-
rything is on the table.”

Dwyer agrees. “It is a question
of understanding what the
problem is and of seeing what
changes can be made to the
scheme to make it sustainable and
allow the company go on with its
everyday business.

“There is an identity of interest
between employers and employ-
ees here. Simply trying to hold
onto current levels of benefits can
be slightly myopic but in most
cases employees are trying to do
the right thing in terms of making
the changes to put more sustain-
able and dependable pension
arrangements in place.”

ART IS at the floor right now,
says John deVere of DeVere
White. “Prices are down 50,

60 even 70 per cent. Irish art
prices were grossly over-valued
with serious pictures down
between 30 and 50 per cent.”

The question now, he says, is:
“Has everything fallen down to its
worth or have some fallen below
their correct price?” At the recent
DeVere White art auction, there
were Dan O’Neill paintings
guiding between ¤10,000 and
¤15,000. “These would have com-
manded treble that two years ago
so the answer is they have to be
good value,” says deVere.

Independent modern and con-
temporary art adviser, Oliver
Sears, agrees. “This is the time to
take the opportunity to find work
by major artists at big discounts,”
he says. But serious art is very
scarce, DeVere admits.

For the high-net worth indi-
vidual, there is value in the advice
on offer from 1858 Ltd global art
and design advisers to HSBC Pri-
vate Banking, who opened a
Dublin office in April 2008. “What
we offer is business and brush-
strokes – it’s a consultancy-based
approach to art,” explains director
Harvey Mendelson.

He illustrates what’s on offer
with an example: “A client was
interested in a gallery work worth
$0.5 million. We researched the
artist and presented the client
with a better work of excellent
provenance, procured privately
for $250,000, which even after
our own fees saved the client
money.”

Buying Irish art for clients is not
a large part of our business, Men-
delson acknowledges. “Our cli-
ents, including Irish clients, are
looking for museum quality
works.” And to open an invest-
ment account with the bank one
needs a minimum of ¤2 million.

With art you have to take a
10-year view, says DeVere, who
has this point to make to the small
to medium sized investor. “I’d be
very disappointed if I couldn’t
invest in two or three pictures for
¤20,000 that people will get
returns from.”

If you’re buying as an invest-
ment, you need specialists to get
the best chance of an astute invest-
ment, says Donal Bolger of BLG
Financial Consultants.

Follow artists that have had
shows in publicly funded galleries,
recommends Frances Ruane, art
consultant, curator and art advisor
to AIB Group.

But where to go and what
should you buy? Louise Bourgeois
is rated by Peter FitzGerald, editor
of Irish art magazine Circa. And
Jeff Koons is making a comeback,
he says, but these artists’ prices
are in the millions.

Martin Brown is a fine Aus-
tralian painter currently showing
in the Fred Gallery in Vyner Street
in London’s East End, adds Sears.

Ruane is reluctant to name
names but, when pushed, men-
tions Hughie O’Donoghue, who
she explains has a base outside Ire-
land. He is also favoured by Sears

and art historian and adviser,
Deirdre Conroy. O’Donoghue is
currently exhibiting in Leeds Art
Gallery.

Buy artists whose prices rise in a
recession, says Sebastian Guin-
ness. One of his artists, David
LaChapelle, is seeing a 15 to
30 per cent increase in prices at
auction since April 2008. Guin-
ness’s gallery at Connaught House
in Dublin 4 is supporting the pho-
tographer’s pop-up show. He sold
five pieces with a value
approaching ¤100,000, all to over-
seas clients.

Go to galleries and see what you
like, says one insider who rates the
Kevin Kavanagh, Mother’s Tank
Station, Green on Red, Rubicon,
Kerlin and Oonagh Young gal-
leries. Conroy recommends the
Temple Bar Gallery’s charity auc-
tion.

Money you use to buy art is cash
you must be able to afford to have
tied up for several years, like prop-
erty was traditionally, cautions
Bolger. “Art doesn’t generate
income within a portfolio like prop-
erty or shares . . . it creates wealth
through appreciation over time.”

Bolger hasn’t been into art for
over a year, he admits. “I have a
couple of clients trying to sell
works but they’ve not been able to
sell,” he explains. “When there is
no movement forward, it’s very dif-
ficult to put a value on things.”

Historically, Irish investors
have viewed art as a hobby, says
Aidan Quinlan, associate director
of HSBC Private Bank Ireland. “It
really is only in its infancy.”

Maybe now is too soon to buy. “I
think some of the art of older
people, whose dividends and pen-
sions are gone, and who are sur-
viving because of bank morato-
riums, will come back onto the
market next year,” DeVere pre-
dicts. “It hasn’t happened yet.”

Peter FitzGerald doubts prices
will get lower. “I wish I had money
now,” he says. “It’s a fantastic time
to be building a collection.”

As companies and
employees assess the
long-term survival of
their pension schemes,
Barry McCall looks at
the obstacles they face

Investing
ethically for
the future
PETER CLUSKEY

REMEMBER THE days before the
dot.com boom, when start-ups
such as Google and eBay were con-
signed to specialist niche tech-
nology funds, largely unknown to
the majority of investors? Now
they’re household names.

So could today’s fledgling green
and sustainable technology compa-
nies be the household names of
tomorrow?

“That’s the question fund man-
agers and savvy investors are
facing,” says Ken Owens of Price-
waterhouseCoopers. “In 10 years’
time, are some of those new green
companies going to be global
players? The answer is yes.”

It’s that possibility that’s driving
a surge of interest in socially
responsible investment (SRI)
funds, funds that focus on sustaina-
bility in the broadest sense – and
to that extent sometimes even
overlap with Shariah-compliant
Islamic funds, another growth
sector.

“We’re seeing a lot of new funds
being set up to focus, for example,
on clean technology, energy,
water, and anything to do with cli-
mate change and carbon trading,”
says Owens, a partner with PwC
Asset Management.

The scale of that interest is illus-
trated by the fact that SRI funds
now represent around 18 per cent
of the European asset manage-
ment industry, rising in value from
$10 billion to $26 billion over the
past two years, according to Milan-
based financial research experts,
Mercati Finanziari.

Globally, that figure rose from
$23 billion to $68 billion between
2003 and 2008, with institutional
investors making up 94 per cent of
the clientele – with the notable
exception of Switzerland, where
the high proportion of wealthy
individual investors brought the
split in at around 50/50.

It remains difficult to assess the
performance of ethical funds com-
pared with their traditional coun-
terparts because SRIs haven’t
been around very long and the
development of new products has
been particularly swift.

However, a recent report by Cer-

ulli Associates did show that even
during the volatility of 2008, SRI
fixed-income funds held their own
against the broader competition.

“These are the companies of the
future,” confirms Owens. “There’s
a lot of interest and a lot of money
coming into the sector.

“If I want to guarantee my retire-
ment fund in 20 years’ time, I need
to invest in companies that will be
around. The sectors that will grow
fastest are those producing tech-
nology the world is going to need.”

SRI funds typically avoid invest-
ments in businesses such as
alcohol, tobacco, gambling, adult
entertainment or weapons, for
instance – something they have in
common with Shariah-compliant
Islamic funds.

The singlemost important fact
behind the growth of these funds
is their potential: around one-
quarter of the world’s population
is Muslim, but only about 1 per cent
of global financial assets is held in
Shariah-compliant investments.

However, that is changing rap-
idly. The market for Shariah-com-
pliant investment products is
growing at 15 to 20 per cent a
year, and equity fund assets alone
are expected to jump from $15 bil-
lion in 2008 to $53 billion in 2010.

So quickly has the market been
expanding that PwC already
employs more than 20 profes-
sionals at its Dublin office special-
ising in Islamic finance, says Omer
Khan, a consultant with its Islamic
Finance Practice, which recently
published Shariah-compliant
Funds: A Whole New World of
Investment.

“This is a very specific invest-
ment market we know and under-
stand very well,” says Khan. “We
can advise fund managers on how
to set up Shariah investment prod-
ucts here at the IFSC. We expect
the experience with these types of
products to be very exciting.”

Owens agrees. “There’s huge
growth potential here. And, from
an investment analysis perspec-
tive, these funds tend to be attrac-
tive because the companies are
less leveraged, the Shariah boards
that oversee investments look care-
fully at their gearing and debt
before they’re included, and they
tend to have stronger balance
sheets than a lot of the companies
in more conventional funds.”

That potential growth, Owens
argues, means Shariah-compliant
funds offer Ireland a significant
opportunity to act as a centre of
excellence for fund administrators
– in much the same way as, he
believes, the IFSC should aim to
attract SRI funds.

“The reality is that every such
fund established at the IFSC is esti-
mated to create one-and-a-half
jobs – so this is a sector capable of
providing Ireland Inc with signifi-
cant employment opportunities in
the immediate future and beyond.”

A ‘fantastic time’ to start collecting
With the Irish art
market down as much
as 50 per cent, is now
a good time to buy,
asks Alanna Gallagher

“
I think some
of the art of

older people, whose
dividends and pensions
are gone, and who are
surviving because of
bank moratoriums, will
come back onto the
market next year. It
hasn’t happened yet

“
What we are
seeing this year

is a fundamental
rethink of their pension
schemes by many
companies

Left to right: Alan
Bigley, Denise
Twomey and
Munro O’Dwyer
of the PwC
Pension
Solutions Group
at the launch
of the PwC
Pension
Survey

Ken Owens, partner with PwC
Asset Management

Knocknalower, Hill of Lepers by
Hughie O’Donoghue, who has a
fan base outside of Ireland
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