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Pedagogical Notes – MIPC 2021 

Investopedia Interns | Copenhagen Business School 

Current Situation               

Despite being one of the best pension systems in the world, protracted low and negative bond yields have put 

pressure on Netherland’s pay-as-you-go and defined benefit pension plans. Falling investment returns and rising 

liabilities due to low yields and strict regulation demonstrate the need for a new approach to retirement security in 

the Netherlands: one that considers Dutch collectivist values and long-term sustainability. 

Proposal at a Glance              

Team Investopedia Interns' (TII) proposal for the Dutch Collective Defined Contribution (CDC) pension plan addresses 

the challenges faced by a fictional merger of six pension funds managing €30 billion of assets. The proposal presents a 

three-stage strategy that includes a tactical asset allocation, a significant contribution rate, and an equitable risk-

sharing formula. The first phase ensures a swift transition through the use of a more conservative investment strategy. 

The second phase will include more volatile investments and ESG principles. The third stage will pivot towards 

alternative assets and global equities managed in-house to overcome the challenges imposed by the low-yield 

environment. The team suggests implementing a 27.5% contribution rate, which will limit excessive risk-taking while 

easing the financial burden on pensioners. Finally, the team suggests an equitable reserve policy, consisting of a 2% 

flat rate accompanied with a 15% contribution rate from excess returns, that fits appropriately in a collectivist culture. 

Stage A: A Passive and Conservative Approach (0-5 years)        

With various merger complexities and existing DB obligations, the first phase is primarily designed to curtail risks 

associated with creating the CDC plan. The team recommends developing internal capabilities to ensure stability 

throughout the transition period. Bouwen should utilize this first phase as an 

opportunity to prepare for its future implementation strategies. 

The investment strategy suggests a slight increase in Bouwen’s holdings of 

equities and alternative investments such as infrastructure and real estate in 

the Netherlands. The team decided to retain a significant stake in low-yield 

fixed income securities such as government and mortgage bonds to mitigate 

risks post-merger and build a robust organizational foundation. 

Stage B: A Return Seeking & ESG-Oriented Strategy (6-10 years) 
      

The second phase seeks to create a successful transition away from low-yield bonds, focusing on building a portfolio 

that incorporates ESG principles and return-seeking assets. As the world has begun shifting towards a low-carbon 

economy, Bouwen must adopt best-in-class ESG-oriented practices to avoid stranded assets.  

To gain favourable returns, the fund must increase its exposure to 

alternative asset classes, namely core products in real estate. This 

allocation enables Bouwen to create a natural hedge by taking advantage 

of the present yield spread and annuity-like income streams. Alongside 

alternative investments, the proposal suggests delving into developed 

market (DM) and emerging market (EM) equities to capitalize on 

changing economic conditions. For instance, as life expectancy continues 

to rise in the APEC economies, Bouwen can benefit from investing in the 

materials and industrials sector. By adopting these strategies, the 

portfolio’s Sharpe ratio increases by ten percent in comparison to stage A. 
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Stage C: A Strategy to Drive Long-term Growth (11-15 years)       

Focused on long-term value creation, the final strategic phase will see Bouwen & Pensioen’s asset allocation shift 

further away from fixed income, with a greater weighting in alternative investments. Private equity and real estate 

along with global equities account for over two thirds of the fund’s 

portfolio in stage C, a marked increase from stages A and B. Drawing on 

the successes of the Canadian model, Investopedia Interns stress the 

importance of leveraging internal capabilities; the total amount of assets 

managed in-house will rise to a minimum of 80% during stage C. Not only 

will this approach reduce costs in the long run, but it will also result in 

higher expected returns and a greater ability to implement ESG practices.  

Stage C’s higher expected returns will inevitably lead to increased 

volatility. However, Bouwen & Pensioen’s focus on stakeholder 

reassurance, increased fund independence, and a robust reserve model 

will still ensure sustainability for future generations. 

Contribution & Reserve Design: A Strategy that Fits the Dutch Environment      

With a more growth-oriented investment approach and a robust solidarity reserve, Investopedia Interns believe that 

the contribution rate of 30% can be viably decreased to 27.5%. This decision to only slightly reduce the high 

contribution rate aligns well with the collectivist culture of the Netherlands, ensuring that excessive risk-taking is 

avoided while still alleviating a portion of the financial burden shouldered by current workers.  

In terms of the solidarity reserve, plan members will 

be subject to consistent contribution rules: 15% of any 

excess returns generated in addition to a 2% flat rate. 

Intergenerational risk sharing brought about by this 

reserve will result in approximately 97.6% of workers 

retiring with income above the 70% target retirement 

rate, which is a significant increase from only 46% 

without a reserve. This reduction in future benefit 

volatility is facilitated in part by dynamic reserve 

withdrawal rules, which vary depending on the 

severity of negative fund performance. For example, returns below -3% would result in a 20% withdrawal of the 

current reserve, whereas returns less than 2% but above 0% would only permit a 5% withdrawal of one’s own 10-

year contribution. To ensure equity amongst plan members, a ‘reserve index’ will be implemented which allows soon-

to-retire members to withdraw at relatively higher rates than other pensioners. Investopedia Interns’ solidarity policy 

demonstrates a great understanding of the need for a pension system to fit with the norms of the society in which it 

operates, successfully incorporating Dutch values into the CDC design. 

Final Considerations             

Team Investopedia Interns' three-stage investment strategy and robust reserve system provide Bouwen a sustainable 

CDC plan that will benefit its members more equitably. This 15-year implementation process enables the fund to attain 

a successful post-merger integration while also considering Dutch collectivism. The comprehensive risk-sharing 

mechanisms, along with detailed asset allocations and ESG considerations, were the key factors behind the success of 

TII’s winning proposal. 
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