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That sinking feeling

The aggregate funding position of those 7,300 UK private sector 
DB pension schemes, covered by the industry funded Pension 
Protection Fund’s (PPF) safety net, recorded a £41.5bn defi cit at the 
end of May, compared to a £2.2bn defi cit in April, as falling equity 
markets and falling bond yields caused scheme assets and liabilities 
to move in opposite directions.

Come fl y with me

With a market value of £2.5bn and a combined defi cit for its 
two DB pension schemes, comprising 100,000 members, of 
£3.7bn, British Airways, once the “world’s favourite airline”, soon 
became known as the pension scheme with the airline attached.  
However, BA now having agreed a 16 year recovery plan with 
the schemes’ trustees over funding these defi cits, has cleared 
the way for its much vaulted merger with the Spanish Airline 
Iberia and the formation of a new larger parent company - the 
International Airlines Group.  BA has agreed with the trustee not 
to make any dividend payments to shareholders at least until the 
next dual scheme valuation in 2012, to increase its £330m annual 
contribution to the schemes by 3 per cent per annum from 2011 
and add to these if its current cash balance of £1.7bn exceeds 
£1.8bn.  Although subject to approval from The Pensions Regulator 
(TPR), who would no doubt have much preferred a shorter recovery 
period, TPR is rumoured to be positive about the deal.

One size doesn’t fi t all 

The OECD in a recent working paper on default investment 
strategies for Defi ned Contribution (DC) pension schemes, found 
that no one default strategy works in all market conditions, 
strategies with equity allocations of under 10% or over 80% were 
the least effi cient and life cycle strategies that swiftly de-risked 
into bonds in the decade before retirement outperformed those 
that didn’t.  Separately, according to Clear Path Analysis, whilst 
40% of UK pension schemes invest in diversifi ed growth funds 
(DGFs), which are increasingly becoming the default fund of 
choice for DC pension schemes, 84% of the 32 pension schemes 
surveyed suggested that they were not fully confi dent that DGFs 

would protect investments in a “stressed market”, despite 66% of 
respondents stating that they themselves invested in the funds.

Not a vuvuzela in sight

Former Boomtown Rats front man, Sir Bob Geldof, has added his 
voice to a number of fund manager calls to UK pension funds to 
consider investing in the African continent.  Forthright as ever, Sir 
Bob, who has campaigned on Africa since the mid-1980s, argues 
that UK pension funds are “behind the curve” and are missing out 
on the “last great investment opportunity.” As he described it, the 
continent’s “fundamentals [are] staring [them] in the face.”  These 
include 200m new consumers to emerge over the next fi ve years, 
25% of the world’s available arable land to address looming global 
food shortages and £24tn of mineral deposits.  Outside of investing 
in FTSE 100 South African mining stocks, only the Royal County 
of Berkshire Pension Fund is believed to have a made a strategic 
investment to the continent via a fund which invests in companies 
domiciled in Botswana, Ghana, Namibia, Nigeria and Tunisia. 

And fi nally…

Will you still need me, will you still feed me, when 
I’m 64 ...or 80, or 95 for that matter?

We started this month’s Pensions Watch with proposals to raise the 
state retirement age (SRA), so that’s how we’ll fi nish.  Many of you 
will know that the fi rst old age pension was introduced by Otto 
von Bismarck in the 1880s.  This pension was payable at age 65 at 
a time when German life expectancy was 35.6 years for men and 
38.4 years for women.  According to the think-tank the Geneva 
Association, given the exponential improvements in longevity 
since then, the German SRA should have increased to 95 today.  
Similarly, the UK state retirement age of 65 set in 1940 was when 
post retirement life expectancy for men was around seven years.  
This has since trebled, suggesting that the state retirement age 
should have risen to around age 80 today.  Meanwhile in France, 
it’s interesting to note that even if Mr Sarkozy manages to win 
the day against fi erce public opposition, a state pension age of 62 
would still be one of the lowest in Europe, even though the French 
have one of the world’s highest life expectancies. 
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