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Introduction 

There is no doubt that an actuary should be vitally 
concerned with the asset side of the valuation balance 
sheet. His interest in the asset side arises because 

(a) he has to place an appropriate value on the assets 
in order to comment on the actuarial balance of 
the fund under consideration, and 

(b) the rate of interest he uses in his calculations is 
of course directly linked to present and future 
investments. 

Confirmation of View 
At the May 1977 Quebec meeting of the Society 

of Actuaries, Mr. Colin G. Carlton stated: 

"There are at least 6 reasons why the actuary should 
be involved (with pension investment). First, he 
knows the structure of the liabilities, analyzed by 
fixed portions and those which are related to salary 
increases or cost-of-living changes, as well as the time 
terms of these liabilities. Second, the actuary knows 
the minimum rate of return required if the fund is 
to avoid a deficit over the planning period. Despite 
the well-publicized pressure for investment results 
in order to save money in the pension fund, the 
primary motivation of most sponsors still appears 
to be the avoidance of deficits. Many plan sponsors 
are averse to risk and would rather minimize 
short-term losses than to maximize long-term gains. 
Third, the actuary knows what restrictions are 
placed on the investments due to mandatory 
reporting requirements. Fourth, the actuary knows 
the benefit objectives of the plan sponsor and his 
intended contribution pattern. Fifth, the actuary 
should be aware of any particular liquidity needs. 
This often 'tends to be his sole contribution to 
the discussion and is perhaps the least important 
element, as lack of liquidity in pension funds is 
almost never a factor. Finally, through his training 
in compound interest, the actuary should understand 
measurement techniques at least as well as the fund 
manager or the plan sponsor. 

If these arguments are accepted, why is the actuary 
often not involved in the formation of long-term 
investment strategy? One very simple reason is 
that it costs the plan sponsor money in his con- 
ulting budget to meet with the actuary, whereas 
the advice of the fund manager or the performance 
measurement service appears free, since it is loaded 
into charges based on a percentage of the fund. . . . 
Consulting actuaries are in serious danger of losing 
their position to a number of investment manage- 
ent firms who offer complete services in this area. 
While these individuals may have had more direct 
contact with portfolio management than most 
actuaries, they still do  not have the total involve- 
ment with both the asset and the liability side of 
pension fund which the actuary has." 

Personally, I do  not hold with Mr. Carlton's second 
and fourth reasons but agree that the actuary has been 
given a back seat and this state of affairs should not 
endure, in the best interests of our pension fund and 
life office clients. 

Lack of Knowledge 
It is true to say, I think, that not as many of the 

people we advise have as good an appreciation of invest- 
ment principles as we would wish. For example, too few 
realise that the type of asset held should reflect the type 
of liabilities for which they are held. This comes out 
in discussions about avenues for personal savings, 
hypotheticating investments for damages to  be awarded 
in compensation claims cases, when talking to finance 
companies wanting to enter the superannuation invest- 
ment market, and when talking to general insurance 
companies commencing the transaction of life business. 
The implications of the differences between gross and net 
funds are not generally appreciated either. 

Resistance 
Furthermore, most people seem to refrain from 

seeking investment advice from their consulting actuary. 
Perhaps, apart from the question of cost adduced by 
Mr. Carlton, it is because our advice is usually unspec- 
tacular and a shade didactic? To quote from 'The Actuary', 
"ask a consulting actuary the time and he will tell you 
how to make a watch". I think this criticism relates 
particularly to investment advice. I can recall for instance 
our fum being asked for advice on the terms of a certain 
mortgage; we questioned the whole approach to that 
investment and suggested that another type of finance 
would be more suitable. We had enlarged the brief as 
we felt we should but it was not appreciated. 

Although we welcome the chance to comment on 
a fund's investments at  any time we often just take 
the opportunity to comment at  the time of a valuation, 
and in the case of a pension fund this means, usually, 
only once every three years. 

Our comments depend on the circumstances, 
ranging from expressions of views on sector percentages, 
on shortening a long list of ordinary share holdings, 
on changing the length of futed interest securities, on 
quantifying the capital growth required to make up 
for a reverse yield gap, and so on, Such comments are 
unsolicited but are generally well received. 

Risk and Reward 
The area where advice is yet to be given is in weighing 

up risk and reward, in the New Zealand context. Much 
research work has still to be done on this subject, here 
as elsewhere. The New Zealand Stock Exchange is not 
an efficient market in the pure sense and there are no 
current moves to provide an index fund, to my know- 
ledge. 



Advice Sought 

Advice from actuaries has always been sought on 
particular investment matters such as terms for sale or 
purchase of fvted interest securities, or property deals, 
or helping negotiate the terms of retrieval of retirement 
fund monies from life offices. 

Quite recently we have found a growing tendency 
for self-administered retirement funds in this country 
to require the appointment of outside trustees. This has 
sometimes, but not always, followed from edicts from 
overseas head offices forbidding the appointment of 
employees as trustees when the trustees are to invest 
directly. 

Despite the problems of advising oneself, we as a 
firm have now decided that we have sufficient spread 
to be able to accept appointments to boards of trustees. 

Life Offices 
Several aspects of life office work in the investment 

arena are sufficiently different from retirement funds 
that a special section is called for. 

There is no requirement in New Zealand for the 
directors or anyone else to certify the value of the assets. 
How far then should the actuary go in an investigation 
of asset values before signing the valuation statement? 

On two occasions that I am aware of, the actuaries 
to life offices found assets of doubtful value among the 
investments, purely by accident. Neither case proved 
financially embarrassing, but the problem is more 
difficult for a consulting actuary who is a little more 
remote than is an in-house actuary. 

A more general investment problem for life offices is 
in regard to switching for a gain in yield when this is 
accompanied by the taking of a capital loss. In thepension 
fund world this is seldom a problem but for life offices 
which have a static valuation basis for the liabilities, 
and liabilities in fixed money terms, there is a good 
case for not realising assets which show capital de- 
preciation. 

New Funds 

The greatest opportunity given to an actuary to 
advise about investment philosophy and strategy is 
when he is asked to advise a new life office or new re- 
tirement fund. 

One should make the most of this opportunity in 
my view, and regard it as an essential part of the whole 
exercise. 

For a pension fund, it is perhaps too easy merely 
to list the professional fund managers, the different 
ways of investing in property, quickly cover the statutory 
requirements, the ease of investing in government 
stock directly, mention the various life office services 
and offer to examine critically their contracts and fee 
structure. It is likely that the impression which these 
early investment remarks make on the client will determine 
whether subsequent investment advice is sought from the 
actuary or not. 

The most interesting new fund in New Zealand in 
this regard would be the New Zealand Scheme, now 
disbanded. Here one would have had the chance to 
advise on the investments suitable for a funded national 
pension plan. The Scheme monies unfortunately seemed 
to  be put in the same sectors as the life offices were 
using and a unique chance was lost, 1 feel, to match 
liabilities with assets in an innovative way. 

Conclusion 
Although we as actuaries often see a real need 

for more involvement in the investment area of the funds 
we advise, it is difficult to obtain appropriate instructions 
to  give advice. 

In this paper I have argued that perhaps the best 
time to make our number in this area is at the time of 
setting up a new fund. The same comment applies to  
the f i s t  report to a new client. 

Perhaps too we could consider giving regular invest- 
ment advice for 'soft dollars' - i.e. for nothing, recouping 
the fees at  the time of the subsequent valuation. 

The area of performance measurement, fraught 
with difficulty, may be another way of successfully 
entering into dialogue with life office and pension fund 
clients on a regular basis. Perhaps that is its greatest 
value! 

The major difficulty as I see it is that most clients 
want advice on specific investments and consulting 
actuaries are not willing to give it, either because of 
lack of day-to-day knowledge in this area or else because 
of the problems of professional indemnity or both. I 
can see the day coming however when we do give specific 
advice but with heavy disclaimers as to responsibility. 


