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In response to the ultra-low yield environment, institutional investors have been increasingly looking for
riskier investment strategies to generate competitive returns. In direct consequence, the pensions funds
industry has looked for ways to move away from expected-return guarantees through new business models
such as the collective defined contribution (“CDC”) pension scheme that incorporates intergenerational risk
sharing to improve the risk-return profile.
The CDC scheme is believed to pioneer the business model of the soon-to-be-established Dutch Bouwer &
Pensioen that manages €30 billion assets belonging to the Netherland’s 300,000 active, former, and retired
workers from the building and construction industry. The company is a merger of six smaller individual
defined benefit (“DB”) funds and is expected to come into effect in January 2022.
The mixture of risk that can be taken on behalf of plan members allows optimization of investment returns
over time and avoids decisions being driven by short-term issues. Investopedia’s Interns recommend the
following strategic outlook for developing a best-in-class CDC pension fund Bouwer & Pensioen
Stage A (0-5 years): Establishing a solid foundation
For the new fund to be a commercial and conceptual success, it must first incorporate extensive riskadjusting measures to stabilize the initial phase where 1) leftover guarantees from the individual DB
schemes 2) an empty solidarity reserve and 3) the merging of the six companies adds unique short-term
complexities that increase operational risk.
To mitigate these risks, the fund must incorporate a defensive investment strategy to ensure liquidity to pay
existing retirees and soon-to-retire workers with retirement rate guarantees up to 100%, despite the fund’s
long-term ambition for a 70% retirement rate. Additionally, the fund must build up its internal investment
capabilities the introduction of an experienced asset manager to the board of directors and must address key
stakeholder groups such as strong labor unions that will be skeptic of the new model due to its shift of the
long-term portfolio risk onto the customer.
Stage B (6-10 years): Building on top
As a result of outlasting the operational complexities, the fund must look to improve its risk-return profile
and capitalize on new opportunities through a more active investment strategy, achieving a net Sharpe ratio
of 0.58 for the portfolio. During this phase, the fund must look to acquire internal investment capabilities
and ensure solid governance, likely drawing inspiration from well-established global initiatives such as the
United Nation’s Principles for Responsible Investments.
Gradually, as the investment team in Bouwen & Pensioen becomes more sophisticated, the company will
benefit from positioning itself as a green-transition fund with expertise in active ownership, hereby
achieving illiquidity and green-transition premiums.
Stage C (11-15 years): Solidifying Bouwen & Pensioen as a lighthouse for the future of the pensions
industry
During the last phase of the proposed investment strategy, Bouwen & Pensioen will enable value-creation
through focusing on hedges against long-term quality-of-life reductions for the customer-base by investing
in goal-specific projects such as retirement homes for plan members, simultaneously creating jobs within the
industry.

1 Introduction
Currently, pension funds are under pressure worldwide. While people generally live longer, fertility
rates are declining, constituting a severe macroeconomic challenge. At the same time ultra-low yields
are prevalent, straining investment returns.
These are the market conditions, under which Bouwen & Pensioen (hereafter “Bouwen”), a new Dutch
pension fund, has to operate in. The pension fund is a merger of six smaller pension funds, which will
manage €30bn in assets for 300,000 workers in the construction, infrastructure, carpentry, finishing,
brick, and natural stone industries. Whereas, the six smaller pension funds were operating as traditional
defined benefit (DB) pension schemes, the merger will operate as a collective defined contribution
(CDC) scheme. With these considerations in mind, we seek to answer the following question:

How can Bouwen best structure its investment strategy, contribution rate and risk-sharing to
successfully operate the ultra-low-yield environment, hereby ensuring a consistent retirement rate
above 70%?

2 Strategy Overview
2.1

Investment Stages

Restructuring the pension scheme from a Defined Benefit (DB) to a CDC demands a well-defined time
frame with clear strategic objectives. The execution of our strategy will be divided into three investment
stages: Stage A (0-5 years), Stage B (5-10 years), Stage C (10-15 years) (see appendix 1). The overarching objective is to exploit the CDC’ attractive structure to exploit a favorable distribution between
high-risk and low-risk funds. The strategy uses the risk-sharing facet between members of the CDC to
substantially up-risk the portfolio in pursuit of returns in a low-yield protected environment. The investment strategies for each stage will be elaborated in detail (see appendix 2).

2.2

Contribution Rate

As decided by the board, the contribution rate will remain fixed as a proportion of an employee’s salary,
and it will remain uniform for all members of the pension plan. While the CDC enables more secure
investments than a regular DC, historical retirement rate of Dutch workers, at an estimated 69% guarantee (see appendix 3), are likely to prove difficult to change. Therefore, we suggest a high contribution
at a total of 27.5%, as the existing anchor will likely be easier to maintain/lower than raise if needed in
the future. In exchange for the high contribution rate, Dutch workers will face near-DB-level certainty
around retirement rate at or above 70%. As the solidarity reserve matures, beyond the scope of the 15year investment strategy, Bouwen may consider whether the contribution rate can be lowered without
heavily affecting the uncertainty of the retirement rate.
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2.3

Asset Allocation

The overall strategy for the portfolio is that it should seek higher returns by taking upon more risk (i.e.,
volatility) while also paying attention to ESG principles. As the pension scheme is no longer subject to
solvency requirements, a higher proportion of ultra-low yield asset exposures from fixed income will
be reallocated to return-seeking equities and alternative investments. The strategic asset allocation pivot
is explained by the fact that members’ retirement savings are pooled together into a single fund to share
the risks of investing and of uncertain member lifespans. However, to keep the funding ratio high
enough to pay retirement benefits (and achieve buy-in from incumbents close to retirement age), the
reallocation will happen gradually during the three investment stages. The asset allocation in the investment stages will be explained in detail coming sections.

2.4

Solidarity Reserve

For the solidarity reserve, Bouwen is recommended to pursue a combined contribution to the reserve,
requiring a flat 2% contribution rate during all years and a 15% contribution of returns generated in
excess of the expected annual portfolio return. For withdrawals, a 3-rule system is implemented with
level-changes at <2% return, <0% return and <-3% return to accommodate stable, but low-performing
periods as well as soft and hard recessions
This risk-sharing model, when combined with the continuously high contribution rate enables highly
stable retirement rates of the customer, only failing to provide the 70% target in 2.42% of cases, opposed
to 48.1% without the solidarity reserve (see appendix 4 & 5).

3 Stage A: 0-5-year Horizon
3.1

KPIs for Stage A

Stage A emphasizes the importance of simplicity and stability in operations. The primary objective of
Stage A is to establish organizational stability and build a strong foundation for Bouwen & Pension to
boost internal value-creation in future stages, and will seek to:

3.2

•

Ensure ability to honor promises from existing DB contracts (totaling €4.8 bn, see appendix 2)

•

Increase return of the portfolio to 3.2%, accepting modest volatility levels

•

Build goodwill with key stakeholder groups

•

Capture immediate opportunities and mitigate potential post-merger shortfalls

•

Acquire stronger investment capabilities for future stages
Investment Strategy for Stage A

Protracted low interest rates levels are affecting risk-adjusted returns on government and mortgage
bonds. Investopedia Interns believe Bouwen’s new investment strategy must focus on minimizing lowrisk, low-yield bond exposure. Throughout the report, we will base the return and volatility of our model
and inter-asset correlation on forward-looking figures from the Council for Return Expectations.
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Thus, Investopedia Interns advises to bring bond exposure down to 37.1% of portfolio weight, in exchange for more return-seeking such as alternative investments (27.8%) and equities (20.5%) (see appendix 8) with equities especially focusing on mature industries in Europe such as Industrials and Utilities that are currently facing relatively low valuations (BlackRock, 2021).
To leverage synergies with the industry-specific customer-base and build goodwill with labor unions
amidst the contentious transition into the non-CDC scheme given the removal of guarantees, Bouwen
will take an attractive position in infrastructure and real estate (2.1% portfolio weight and 14.2% respectively). Win-win-win opportunities exist in the asset class, such as i) socially responsible investing
by providing public goods essential to society, ii) stable and predictable inflation-lined cash flows with
inelastic demand for services and iii) lower volatility as the long-term nature of the asset class reduces
expected volatility and exposure to short-term market sentiment. Flood prevention infrastructure, assisted-living facilities, and land development projects in the Netherlands to steer the ESG agenda will
create new jobs nationally and signal a long-term commitment to the construction and building industry,
while generating excess returns from the illiquidity premia.
During this period, reliable returns are likely to be made from investing in green companies that are less
visibly throughout their value chains, predominantly in non-China emerging markets, as this is expected
to generate excess returns during the short-term “repricing phase” over the next 3-5 years (BlackRock,
2021).
Collectively, these measures result in an upward-shifted risk-return profile of the portfolio with an anticipated Sharpe ratio of 51.2%, such that the average return earned more than the risk-free rate per unit
of volatility will increase.
Regarding the solidarity reserve, the combined contribution method ensures a stable allocation even in
low-performing years and opens the possibility for significant upsides that accelerates development
during good years. During this stage, the initial build-up of the solidarity reserve produces a unique
dilemma at the disadvantage of near-term retirees. To circumvent this obstacle, the reliance on differentiated weights from the Reserve Index (see appendix 9) will provide smoothened returns favoring
customers with shorter time to retirement, despite the relatively modest size (€38.9m-197.8m) throughout the period (see appendix 3). The methodology creates the possibility for a differentiation strategy
across age groups despite keeping a uniform risk profile as mandated by the board, hereby reducing
unwarranted volatility for soon-to-retire customers and naturally achieve higher buy-in from a significant stakeholder entity.

Qualitative Considerations
Additionally, because of the merger, the newly founded company is likely to fall short in terms of
internal active investment capabilities. Anticipating this, a somewhat passive investment strategy is
suggested, which includes outsourcing active involvement to external asset managers in sophisticated
sectors such as private equity. In response to the needed investment capabilities, it’s recommended that
Bouwen immediately look for a new member with strong experience with active investment strategies
to supplement the existing board of directors. The insights of such a director will likely prove invaluable
during the evolution of the company at later stages. Spearheaded by the new director, Bouwen should
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establish a risk management subcommittee in the board to oversee and ensure solid investment decisionmaking processes such as risk identification, risk quantification and risk evaluation given the new investment strategy characterized by higher volatility.
Lastly, in the light of the merger, the company has a unique “blank slate” opportunity to improve the
cost-effectiveness of future operations by implementing a new all-encompassing information system
and significantly reducing complexities for employees and enhancing support functions for the benefit
of customers and other stakeholder groups.

Stage B: 5-10-year Horizon
3.3

KPIs for Stage B

Stage B builds on top of the strong fundamentals established in the previous phase and seeks to capitalize on new opportunities. The primary objective of Stage B is to transition into a more active and risktaking investment strategy, and Bouwen should therefore seek to:

3.4

•

Increase exposure to equities and return-seeking assets

•

Improve the portfolio’s net Sharpe ratio to an expected 0.58

•

Pursue active investment strategies

•

Solidify long-term orientation through adherence to ESG-principles
Investment Strategy for Stage B

During the second phase, we benefit from 1) continuously reduced guarantees from the previous DB
pension schemes 2) gradually increasing solidarity reserve 3) greater internal investment capabilities
and 4) educated stakeholders. Collectively, these enable us to pursue a more aggressive investment
strategy and an improved risk-return profile. Specifically, Bouwen’s asset allocation will continue the
shift away from fixed income bonds (from 51.3% to 40.3%), favoring more high-volatility equities
(from 20.5% to 35.9%) and furthering reliance on alternative investments (23.8%) for returns (see appendix 10 & 11).
As the DB-originated guarantees becomes gradually lowered, the CDC will face less solvency ratio
requirements, and therefore faces less incentives to maintain a high portfolio allocation towards fixed
income. Additionally, the fund will be able to achieve higher returns through a more active investment
approach, lowering fee payments and allowing for greater reliance on high-volatility sectors and alternative investments.
For this period, trends such as nearshoring in Europe and the rising middle-class in Asia Pacific will
make investments in the Industrials and Materials sector more attractive and serves as a natural hedge
against low-performance years for the customer-base. Especially investments in China are expected to
benefit from Xi Jingpin’s national quality-of-growth model (BlackRock, 2020), reducing short-term
valuations for the medium- and long-term benefit.
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As a general rule, Bouwen should look to avoid extensive investments in post-green-transition companies, as they face lower cost of capital and thus provide lower returns (BlackRock, 2021). Instead, the
internal investment capabilities create an opportunity to achieve transition premiums through active
ownership and portfolio monitoring (BlackRock, 2021). During Stage B, as a direct result of the increased reliance on active investment strategies for generating premiums, Bouwen should increasingly
look towards established standards for investment principles to guide the investment decision-making
process.
Lastly, investment opportunities in suburban housing real estate arise from the aging population within
Southern Europe and rural areas Asia Pacific (PwC, 2021), hereby serving as a hedge of the increased
liability faced across the pension industry.

Qualitative considerations
Due to the improved point of departure, Bouwen will during Stage B be able to manage the portfolio
more independently than prior (although still partially relying on external asset managers in sophisticated alternative investment categories in exchange for management fees) and can afford to take on
more risk due to the risk-sharing solidarity reserve and reduced liabilities. Because of this added sensitivity, governance measures become increasingly important for the sustainability of the business model.
To accommodate these concerns, and ensure the long-term perspective of the fund, well-established
global investment initiatives should be utilized as guideposts for the internal investment processes and
policies. Specifically, ESG-based investment toolboxes such as the United Nation’s Principles for Responsible Investment (“UNPRI”), Global Impact Investing Network (“GIIN”) and Initiative for Responsible Investment (“IRI”). The suggested initiatives are favorable because of their emphasis on ESGscreening and stewardship, but do not pose significant limitations on the current portfolio or require
drastic reallocations, such as the Science Based Targets Initiative (“SBTi”), which might be more attractive as the company matures further.

4 Stage C: 10–15-year Horizon
4.1

KPIs for Stage C

During Stage C, Bouwen & Pension is expected to have sufficient internal capabilities for complete
independence of asset managers, reducing administrative costs to slightly improve the portfolio return
and lay the long-term foundation for the company as it matures. The primary objective for Stage C is
to grow expertise in alternative investments and solidify the path for long-term value creation, and
Bouwen should therefore seek to:
•

Increase asset allocation to long-term alternative investments

•

Reach the risk-return maturity of the portfolio, achieving a Sharpe ratio of 0.58

•

Utilize active investment capabilities to hedge against long-term reductions in quality-of-life
for the customer-base
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4.2

Investment Strategy for Stage C

During stage C, Bouwen should cut further down in the proportion of fixed bonds income to 25.0% and
reallocate it to equities (45.8% up from 35.9%) and 23.9% into alternative investments (see appendix
12), meaning that the more aggressive investment strategy initiated in stage B is being continued. However, in stage C there will be heavier exposure to long-term win-win investments, which require a higher
degree of active involvement. Furthermore, the portfolio volatility is still below 10% with a portfolio
net Sharpe ratio of 0.58.
As the future implies more members from the original DB schemes having outlived the plan, it is possible for Bouwen to hold a lower funding ratio, giving Bouwen the opportunity to increase their exposure to more illiquid assets such as alternative investments. In the long term, Bouwen should seek alternative investments that create synergies for workers in the construction industry. As an example,
Bouwen should invest in the building of retirement homes in the Netherlands, which will create jobs in
the industry during construction, and simultaneously provide a reliable solution for low ending-salary
or low retirement rate plan members.
The proportion of equities being increased as well should be followed by a higher degree of active
involvement as well. This will grant Bouwen better control of ESG standards in two ways: Bouwen can
actively choose to invest in companies that have high ESG ratings, or they can take active ownership in
“black” companies and work to change them. Moreover, Bouwen should seek equities where green
transition premiums are obtainable.

Qualitative considerations
Stage C is the final stage of the strategy, but the first stage of the future of Bouwen. During this final
stage, Bouwen will have manifested its position as a long-term investor with concern for its customerbase, and it will seek to solidify the path towards long-term value creation. However, creating value
beyond financial performance is often hard to measure, and Bouwen should therefore seek to establish
concrete metrics on which they can track their performance each year. Traditional financial KPIs are
most often used, as it is the most simple and comparable, especially when investment chains are long,
which is especially the case with institutional investors (Schoenmaker & Schramade, 2019). Despite
non-financial KPIs often being too context-specific to compare across sectors, Bouwen can effectively
use them internally to incentivize asset managers to perform within various KPIs measuring responsibility. In order to avoid the agency problems that arise from long investment chains in the long run,
Bouwen should adjust its governance not only through incentives, but also through monitoring. Currently, Bouwen monitors performance on a quarterly basis, however, to avoid short-termism, Bouwen
should consider monitoring on a yearly basis instead with use of a wider range of KPIs.
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5 Conclusion
In the construction of a best-in-class CDC scheme for Bouwen, Investopedia Interns has conceptualized
an investment strategy that allows Bouwen to achieve superior expected outcomes by catering to three
imperative levers: (1) the contribution scheme; (2) the asset allocation; and (3) the risk-sharing rule in
a market that is pressured by ultra-low yields coupled with a demographic trend of an aging population.
First, Investopedia Interns find that one of the strongest features of Bouwen’s CDC structure is the fact
that pensions are paid from a plan rather than being purchased by way of annuities in the open market.
Thus, significant greater amounts can be allocated to return-seeking assets, thereby leading to superior
expected outcomes. The mixture of risk that can be taken on behalf of plan members allows optimization of investment returns over time and avoids decisions being driven by short-term issues, which, in
turn implies that target investment returns can be higher than in nearly all DB / DC arrangements, and
so, for a given contribution rate, the level of pension is expected to be materially higher. Investopedia
Interns recommend a uniform contribution rate of 27,5% to ensure i) sufficient dry powder, ii) strong
ability to serve pension liabilities, and iii) fund a 15 % sldrity rugeserve of NAV to provide return
smoothing upon undiversifiable systematic market shocks to our investment strategy.
Second, Investopedia Interns has devised a threefold investment strategy to achieve an optimal fund
allocation be in a low-yield environment. Given that the merged pension funds are no longer subject to
solvency requirements, a higher proportion of ultra-low yield asset exposures from fixed income will
be reallocated to return-seeking equities and alternative investments. As illustrated in appendix 2, the
distribution between high risk and low risk funds will ultimately by 75% and 25% respectively and
appendices 3, 4, and 5 provide a detailed asset split of reducing bond exposure and moving towards
equities and alternatives. The up-risking will lead to an initial expected portfolio return of 3,2% with a
volatility of 6,3% and net Sharpe ratio of 0,51 to an expected portfolio return of 5,2% volatility of 9,9%
and a net Sharpe ratio of 0,58. In sum, the Investopedia’s investment strategy reflects a higher Sharpe
ratio, showcasing that Bouwen gradually achieves better returns relative to the risk taken on each of the
three stages.
Thirdly, Investopedia Interns recommend Bouwen to pursue a combined contribution to the reserve,
requiring a flat 2% contribution rate during all years and a 15% contribution of returns generated more
than the expected annual portfolio return. For withdrawals, a 3-rule system is implemented, with levelchanges at <2% return, <0% return and <-3% return to accommodate stable, but low-performing periods
as well as soft and hard recessions. This risk-sharing model, when combined with the continuously high
contribution rate enables highly stable retirement rates of the customer, only failing to provide the 70%
target in 2.42% of cases, opposed to 48.1% without the solidarity reserve.
In conclusion, by using Investopedia’s Interns’ investment strategy to exploit risk-sharing between
members, we believe that the output will be higher, more stable pension outcomes for members, than
by using an DC/DB pension arrangement.
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Appendices
Appendix 1: Gantt Chart over the three stages and must-win battles

Source: Team analysis

Appendix 2: Distribution between High Risk and Low Risk Funds

Source: Team analysis
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Appendix 3: DB Guarantees assumptions

Source: Team analysis
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Appendix 4: Solidarity Reserve in detail
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Source: Team analysis
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Appendix 5: Target pension model & key assumptions (no reserve)
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Source: Team Analysis

Appendix 6: Expected Returns in each phase

Source: BlackRock ‘Asset class return, uncertainty, volatility and correlation expectations’ (2021) and
The Council for Expected Returns ‘Expected Returns assumptions’ (2021)
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Appendix 7: Expected Volatility in each phase

Source: BlackRock ‘Asset class return, uncertainty, volatility and correlation expectations’ (2021) and
The Council for Expected Returns ‘Expected Returns assumptions’ (2021)

Appendix 8: Asset allocation for Stage A (2026-2031)

Source: Team Analysis based on BlackRock ‘Asset class return, uncertainty, volatility and correlation
expectations’ (2021) and The Council for Expected Returns ‘Expected Returns assumptions’ (2021)
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Appendix 9: Reserve Index

Source: Team Analysis

Appendix 10: Asset allocation for Stage B (2026-2031)

Source: Team Analysis based on BlackRock ‘Asset class return, uncertainty, volatility and correlation
expectations’ (2021) and The Council for Expected Returns ‘Expected Returns assumptions’ (2021)
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Appendix 11: Investopedia’s Main Reasons for Investing in Alternative Assets
Institutional Investors’ Main Reasons for Investing in Alternative Assets

Source: Team Analysis

Appendix 12: Asset allocation for Stage C (2031-2036)

Source: Team Analysis based on BlackRock ‘Asset class return, uncertainty, volatility and correlation
expectations’ (2021) and The Council for Expected Returns ‘Expected Returns assumptions’ (2021)
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Appendix 13: Expected Asset Correlation Matrices for Phase 1, 2, and 3

Correlation matrix (2026-2031)
Bonds Mortgage

Investment grade bonds

High-yield bonds

Emerging markets bonds

Global equities (DM)

Global equities (EM)

Private Equity

Infrastructure

Property

1

0,5

0,2

0,3

0

0

0

0

0

0

Investment grade bonds

0,5

1

0,6

0,5

0,2

0,2

0,2

0,2

0,1

0,1

High-yield bonds

0,2

0,6

1

0,7

0,7

0,7

0,5

0,5

0,2

0,4

Emerging markets bonds

0,3

0,5

0,7

1

0,5

0,6

0,4

0,4

0,2

0,2

Global equities (DM)

0

0,2

0,7

0,5

1

0,9

0,8

0,6

0,4

0,5

Global equities (EM)

0

0,2

0,7

0,6

0,9

1

0,8

0,5

0,3

0,5

Private Equity

0

0,2

0,5

0,4

0,8

0,8

1

0,8

0,5

0,5

Infrastructure

0

0,2

0,5

0,4

0,6

0,5

0,8

1

0,7

0,3

Property

0

0,1

0,2

0,2

0,4

0,3

0,5

0,7

1

0,4

Hedge funds

0

0,1

0,4

0,2

0,5

0,5

0,5

0,3

0,4

1

Alternative

Equities

Bonds

Bonds Mortgage

Hedge funds

Correlation matrix (2031-2036)
Bonds Mortgage

Investment grade bonds

High-yield bonds

Emerging markets bonds

Global equities (DM)

Global equities (EM)

Private Equity

Infrastructure

Property

Hedge funds

1

0,5

0,2

0,3

0

0

0

0

0

0

Investment grade bonds

0,5

1

0,6

0,5

0,2

0,2

0,2

0,2

0,1

0,1

High-yield bonds

0,2

0,6

1

0,7

0,7

0,7

0,5

0,5

0,2

0,4

Emerging markets bonds

Alternative

Equities

Bonds

Bonds Mortgage

0,3

0,5

0,7

1

0,5

0,6

0,4

0,4

0,2

0,2

Global equities (DM)

0

0,2

0,7

0,5

1

0,9

0,8

0,6

0,4

0,5

Global equities (EM)

0

0,2

0,7

0,6

0,9

1

0,8

0,5

0,3

0,5

Private Equity

0

0,2

0,5

0,4

0,8

0,8

1

0,8

0,5

0,5

Infrastructure

0

0,2

0,5

0,4

0,6

0,5

0,8

1

0,7

0,3

Property

0

0,1

0,2

0,2

0,4

0,3

0,5

0,7

1

0,4

Hedge funds

0

0,1

0,4

0,2

0,5

0,5

0,5

0,3

0,4

1
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