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In the IFOA’s recent Finance in the public interest Series of lectures, two eminent economists, Professors Paul 

Collier and John Kay spoke to the Profession. Paul Collier in particular made a number of serious criticisms of 

the profession, referring specifically to two pieces of work, claiming that they were ill-conceived and their 

implications cause widespread damage to the UK’s economy and society. It would be inappropriate for me to 

comment on either of these pieces work, but Collier’s criticism is applicable to actuarial practice in general.; It 

is because these works were consistent with standard actuarial practice that is the problem, in Collier’s 

opinion. 

Specifically he said that the valuation of the University Superannuation Scheme (USS) was “spurious and 

irrelevant” (and Paul Collier is not the only credible person to have made this point in respect to the USS as 

there are a lot of very smart people who are members of this scheme) resulting in Universities having to pay 

unnecessarily high contributions, damaging UK’s future R&D. There are specifics about the USS – notably the 

sponsor covenant - but I think it’s safe to say the way the USS was valued was typical of an actuarial valuation, 

and that Collier would attach a similar label to many, if not all, actuarial valuations of pension schemes. 

He also highlighted that another piece of work – advice to the the CEO of a major insurance company -  that 

the report advised against investing in “useful” investments, such as small growing businesses and 

infrastructure – instead recommending the usual financial assets. These were not Collier’ only critiques, bit the 

ones I will focus on in this article. 

An obvious defence for us actuaries is that these pieces of work - I am assuming - were in line with regulation, 

and the advice was the logical consequence of this regulation. Yet Collier still thought and assumed that we 



actuaries were responsible, describing us as “foolish”; demonstrating that we will be blamed for ‘just following 

regulation’; maybe not legally but reputationally and therefore, we need to consider this risk and how to 

manage it. 

In both these critiques, Collier highlighted that these pieces of work did wider damage to the economy, which 

by logical inference will prejudice the future economy’s ability to pay the liabilities of these institutions as they 

are part of the economy. In this article I will address this point by focusing on pensions in UK; similar themes 

apply to other fields and countries.  

In my work at Callund Consulting I look at countries’ pension systems. If you boil it down, a pensions system 

needs to invest savings to enable the economy to generate returns that can pay pensions when they come 

due. Looking at the UK objectively, we are doing a pretty bad job, most of the pension assets – about £2.5 

trillion - are sat in zombie DB schemes earning 0% returns in government bonds (I exaggerate but only a bit). 

And whilst a minority of older people have gold-plated pensions, for younger people saving for a decent 

pension on which they could retire is basically unafordable. If I were tasked with designing a sustainable 

pension system I would not start from here. 

Analysis of the dysfunction of public capital markets – John Kay has written a lot on this – starts with public 

companies being subject to the quarterly reporting cycle, making them take short term decisions at expense of 

long-term investment, reinforced by senior management compensated in relation to their company’s share 

price. They are therefore incentivised to engage in activities which may be damaging, may be unsustainable 

and are not aligned with the long-term interests of the companies themselves. For example, loading 

companies up with debt and then returning money to shareholders (in the form of dividends or share buy 

backs), reducing costs by putting staff on low pay zero-hour contracts, lobbying to weaken regulation on things 

like carbon emissions and pollution, avoiding taxes, etc – sadly I am sure the reader can think of many other 

examples of this sort of behaviour. The quarterly reporting cycle is driven by investors competing on quarterly 

returns; and why? We actuaries are setting mandates for investors based on these metrics. These metrics 

measure very different things than what we should be focussing on for long term products like insurance and 

pensions. 

John Kay convincingly argues that the fund management industry only adds value as a whole, not by 

competing against each other on returns – which is a zero-sum game – but by wisely stewarding the 

companies they own. Yet too many investment managers see this as a waste of time, and too few dedicate 

resources to prioritise these activities.  

I appreciate that mandates are much more complex than monitoring quarterly returns, and that the short-

term behaviour of market is also driven by retail investors; but it is safe to say that not many – or any – make 

stewardship their top priority. 

We actuaries also set the allocation for a large proportion of society’s assets; and these are almost entirely 

invested in financial assets. I argue in my book, Finance, Society and Sustainability1, that the large majority of 

assets are never invested in the real economy – as an example the stock markets return money to 

shareholders rather than invest it.  Only a tiny proportion of institutional investment goes to infrastructure or 

small growing companies, or to R&D, yet as Paul Collier argued – it is this investment that a country needs to 

be able to pay pensions in the future, and to move towards a zero carbon, sustainable economy. 

Regulation is premised on the fallacy of composition– making the false assumption that pension funds 

optimising their own risk/returns – and therefore prioritising liquid financial assets (it is arguable that this does 

actually optimise their risk/return profile) - will ensure an optimal outcome for the system as a whole. For the 

system to function properly, for the economy to generate returns, real investment needs to be preferred over 

financial assets. 

 
1 Silver, N (2017) Finance, Society and Sustainability Palgrave McMillan 



The reduction in real asset allocation and the adoption of shareholder maximisation coincided with actuaries 

changing our methods to adopt mark-to market solvency valuations; this was no coincidence because these 

are all the result of the supremacy of financial economic theories – the very same theories of which Kay, 

Collier and Mervyn King are highly critical.  

We actuaries made a conscious decision to adopt this methodology and I strongly feel that this has 

inadvertently damaged society by reducing investment in real assets and incentivising companies to make 

short term decisions and pass on externalities to society.  

You could argue that we are forced to act in this way by regulation, but regulation is itself heavily influenced 

by dominant economic theories and professional practice. What do we need to do? I will argue that it is not 

individual actuaries that can do anything, but collectively we can.  

Kay argued that Defined Benefit (DB) schemes have been regulated out of existence – this is because of series 

of reactive policy decisions made by successive governments, made without realising the long-term 

consequences of these policies, and which combined had catastrophic consequences on DB schemes. This is 

not surprising because pensions are complex and governments do not have the expertise – they are not 

qualified to make decisions on pensions policy. But we are; we are the experts, we should be telling them what 

to do. 

A lot of actuaries currently earn their living advising DB schemes; but DB schemes are dying out, this work will 

not last forever, should we not be utilising our skills to develop a sustainable long-term solution for pensions? 

From society’s point of view our valuable skills and expertise we have built up over many years are being 

wasted.  

I think it instructive to look at the DB situation from the profession’s point of view from a risk management 

perspective, with the benefit of hindsight of course. At the time, it would have seemed a highly risky strategy 

for the profession to have done everything in its powers to attempt to stop the government from enacting 

harmful regulation which led to the demise of DB schemes. However, the risk that actually manifested – that 

the regulation killed off DB schemes – was actually more impactful than any possible damage that could have 

incurred from attempting to stop it. Which means that we, who are long-term risk managers – did not manage 

a long-term existential risk, for the sake of a short-term risk; or maybe no risk at all - just that we would have 

had to act outside our comfort zone – we should learn from this failure.   

What could we do to start becoming a solution to the UK’s pensions dysfunction? As a first step I propose that 

the IFOA commissions a high-profile prize competition for proposals for a sustainable pension system. The 

competition aspect is an open source, ground-up framework which is required for the sort of out-of-box 

thinking that we need to re-imagine our pension system. The way the profession currently does research is 

generally top-down; which tends to produce marginal proposals. 

Entries should be judged on how they achieve certain objectives. These objectives should be the 4S - the 

sharing of risk equitably, sustainable investment which generate returns whilst achieving social goals like 

decarbonisation, addressing inequality and other social ills, the system as a whole needs to be resilient, 

stewardship of the assets we are entrusted with.  

This is an explicit response to Mark Carneys’ 3Rs, which he outlined in his recent Reith Lecture; Carney 

proposed that by following these 3 Rs: risk, reporting and returns, investors could help our transition to a low 

carbon economy. I critiqued Carney’s argument elsewhere2 arguing that this business-as-usual framework is 

actually the cause of the lack of sustainability of the economy. 

Returning to Collier’s criticism; he said that the way we do pension valuations, citing the USS case, was a 

spurious calculation. This raises two serious questions that the profession needs to address: 

 
2 https://www.responsible-investor.com/articles/mark-carney-s-3r-strategy-will-make-no-real-difference-to-the-climate-

transition 



1) Is the overall approach to managing DB pension schemes correct? Collier’s main criticism was that we 

were not taking into account the strength of the employer covenant, but he did also raise a number of 

other concerns, around the negative societal and economic impact of our work, which I have touched 

on above. A major barrier to Collier’s reframing of actuarial valuations is the need to deal with 

guarantees which are enshrined in law. However, I do not see that this invalidates the bulk of what he 

said. 

 

2) Whatever the validity of Collier’s critique, actuarial valuations are constrained by regulation. What 

would my correct professional response be if I thought the regulatory framework “spurious and 

irrelevant”? The choices are I could refuse to do the calculation, I could qualify my report (for example 

by saying that though the valuation was spurious, I was undertaking it as required by regulation) or I 

could just do the valuation. While we’ve all run the numbers at some point in our careers, we as 

experienced actuaries have a responsibility to the profession, to clients and to society to speak up 

when regulation or valuation becomes irrelevant. Collier blaming the actuary and the profession is 

indeed fair: ‘just following regulation’ is not a valid defence, as in doing so one is tacitly agreeing with 

the regulation.  In undertaking the work and not qualifying my report I am implicitly affirming that the 

valuation and regulatory framework are valid. 

 

 As Collier and other very credible people have criticised the USS valuation methodology (and by implication all 

pension actuarial valuations – it is important to stress that this is an issue for the profession as a whole and not 

the firm who carried out that valuation), I therefore feel that the profession needs a formal response to 

Collier’s criticism. In addressing these concerns, our aim should not be a bureaucratic defence of our work, but 

to use the opportunity to learn from leading thinkers in related fields, such as Paul Collier and John Kay. 

The profession also needs to issue clear professional guidance on the correct course of action if an actuary 

disagrees with regulation which they are forced to comply with. 

In the Covid crisis, we often hear that policy should be guided by the science. We are facing a long-term 

pensions crisis of our own making, so why is pensions policy not guided by the actuarial science? That it is not, 

is our fault – as Paul Collier said we need to stick our heads over the parapet. 
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