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Moderator Jerry N. Loterman: Welcome to PD7 - International Pension Consulting. We’re most honoured
today to have two giants of the actuarial profession presenting today; Mike Sze and Yves Guérard, both who have
made enormous contributions to the actuarial profession in Canada, the US and internationally. Mike will be our
first speaker today.

Mike is a leading authority on pensions, insurance and Social Security modelling and funding. He has con-
sulted with various government authorities in the US, Canada, China, India, Egypt, Serbia, Bulgaria and Indonesia
on pensions, insurance and Social Security. He has taught actuaries to perform asset liability modelling for many
years. He is currently president and owner of Sze Associates Ltd., a financial insurance benefits consulting com-
pany. Mike is a well-respected teacher of insurance and pensions, renowned for his exceptional ability to commu-
nicate complicated concepts in simple terms. He is a frequent speaker at professional actuarial and pension
conferences. He created the actuarial profession in Kazakhstan, and has set up actuarial training programs in
Serbia and Bulgaria. He’ll be telling us a bit about the actuarial program in Kazakhstan today. He has taught the
principles practice and regulations of pension and insurance to regulators, actuaries and other professionals in
many countries. As a former partner and actuarial manager of Hewitt Associates Mike was closely involved in the
benefit design, costing and employ preference issues of life insurance and health care benefit plans.

As a former actuarial professor at the University of Michigan, and consulting actuary to many governments
Mike taught Life, P&C and Health Insurance, and provided advice to regulators in the review and examination
of insurance companies and pension plans. As a lead actuary in the field of modelling he has taught the asset lia-
bility modelling course for the Society of Actuaries for many years. Mike will be introducing us today to the world
of international pension consulting, giving us an overview of the general case and specifics on many of the con-
sulting projects he has worked on in China, Egypt and Kazakhstan. Please join me in welcoming Mike to the
podium.

…(applause)…

Speaker Mike Sze: Thank you Jerry. Well he has given a very big introduction on myself. I’m not a big man.
As a matter of fact probably among all of you I’m the smallest.

…(laughter)…
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So take what Jerry said with a grain of salt.
Okay, I’m just going to give a few anecdotes on international consulting. All through the centuries even like

Confucius says “go and teach all nations”, and Jesus said the same thing. In every century and everywhere in the

world people have fascination talking about travelling to different lands and explaining what they believe to dif-
ferent people. I am sure that the actuarial profession is no different. But now let us take a look and see how actu-
aries fit into this picture.

What I’m going to cover would be an overview of the process, how it works and some of the good results and
some of the unfortunate by-products, and what does it mean to be an international actuary, what does it take, what
kind of reward can you get. The last point we’ll talk about later. I’m sure that all of you are interested in what it
can bring each of us. Let’s take a look at that. I keep it to the last so that you would remain here while I talk.

…(laughter)…

Okay, the overall schema is there are donor organizations like theWorld Bank,, like Asia Development Bank,
or like USAID, and then on the other side there are these recipient countries where they need the technical assis-
tance (this is the typical word that they use - TA, technical assistance) to help them learn more about insurance,
about pension, Social Security and so on.

So, the recipient countries have specific needs. And they would send a request to the donor entity and then
the donor entity would then send out a request for proposals. And these NGOs - Non-Government Organizations
- would then send in a proposal, saying, ‘We are going to help you train these other countries.’ And if that is ac-
cepted then they then think around we’ve got to have somebody to do it. That is where the consultant comes in.
Well, we actuaries will be the consultants.

Who do we work with? We work with the NGO because indirectly we are getting paid by them and then we
also work with the recipient countries because that is who the work is supposed to be done for. But then in the
end we must report to all entities; the NGO, the donor country, and the recipients.

So what are we saying? Being a consultant you just take a look at the picture, we are at the bottom of the totem
pole. And what do we have as boss? We have the NGO, we have the donor country, we have the recipient coun-
tries. If you annoy any one of them they murder you.

…(laughter)…

Okay. So how do we fit in? Of course the reason that sometimes, and I say sometimes, they ask actuaries to
be involved is they know that there are some specific areas of risk management that they cannot do themselves.
Now, the way that I say this it’s like tongue in cheek, because they would ask actuary to go as kind of a last resort.
If they can do it themselves with economists or even with their own staff, who typically for USAID are a lot of
army retirees, okay, Generals or something. If they could do it themselves they probably would do it themselves.
But often times at least they are prudent enough to know that I really don’t know pension. Or I really don’t know
insurance, so therefore get the actuaries involved.

And now more and more they are finding out that actuaries have a lot to give and we are expert in insurance,
pension, Social Security and whatnot. And hopefully more and more they will get us more involved in other areas
of risk because this is what we are trained for. However, the flip side about the whole thing is actuaries are not pushy
people. If you have worked with international consultants you will see a lot of very pushy people there. And so if
you don’t talk, or if, like a lot of images of actuaries are, they only talk to themselves, alright? They would address
the floor not the people. If we are like that then we’ll be pushed out. And we are of course very much involved in
health care. But right now in a lot of countries health care is a very hot topic, but what I find is again they only
bring in an actuary as the last resort. Economists and some government regulators who sometimes don’t fully un-
derstand how health care costing, reserving and all those kinds of things work would be consulting on how to set
up health care systems all over the country.
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Okay, so I will give some examples to illustrate how things go. The first example is Social Security in China.
If you will bear with me I will bring out a picture of how it works.

…(background chatter)…

Okay. This is a schema of the Chinese Enterprise Annuity that they brought in in 2004. Okay, confusing isn’t it?

…(laughter)…

But this is the American version. If you see the Chinese schema of it they have more than 50 boxes…

…(laughter)…

…with very small scripts.

…(laughter)…

So, if you’re thinking that this is confusing well you’ve really got to learn Chinese.

…(laughter)…

U-M: And that’s DC.

Speaker Sze: Yeah, and these are DC plans.

…(laughter)…

And well, so the schema, if you just look at the squares it’s very evident to all of us right? You have the
employees contributing with the employers, and then all the money is transferred to the trustee and then there will
be record keepers, custodians, and investment managers who will work to invest the money in the investment
market. And then in the end going back to the employee, in the end. That I’m sure that it’s very clear to all of us
here. But I have a tough time. They don’t know how the schema works, okay, and I’m talking about experts that
I was supposed to be training. These are senior VPs in various banks, mutual fund companies, they are regulators
who are regulating. First thing that they would ask, ‘Who is the administrator?Who has fiduciary responsibilities?’
They don’t have any notion of the governance structures. It took me months to explain that the central position
is the trustee who has fiduciary responsibility to all the participants and so on. And the custodian record keepers

have what is called contractual obligations. They are still obligated to do the right thing but their requirement is
to satisfy what they’re contracted to do right? It’s very clear to all of us here, but took sometime to explain it.

(pause)

Okay, so that, you know, that is where we actuaries need to give some help. Some of the things that are very
clear, very evident to us might not be so evident to other people. Okay, for instance, on the investment. Now, I’m
talking about investment theory that they have had promoted very strongly by people like PhDs, alright, who are
trained in various different countries and now are in charge of management of this Enterprise Annuity and regu-
lating that. And one of the main theme that they say about investment is, ‘We have to be very prudent.’ In other
words we have to be very safe. So a lot of these Enterprise Annuities are invested in short-term bills, and one elec-
tric company, very big in southern China, said that we are great. We have last year gotten a 5% investment return.
Well, okay, that’s fine. But you know what? They have done a lot of study before going into launching the
Enterprise Annuity. They say that if you put in 5%, employer put in 5%, and with some additional voluntary you
will get to very good retirement income because we are going to project all these investment out at 7%. So they’re
projecting things out at 7% and investing at 4-5%. And it just, to us, is very evident it’s a mismatch right? But to
them, I was at meetings with the World Bank advisor and all the advisors, and they just don’t understand.
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And then there’s an airline company says, ‘Oh, we are great! We get 19% return.’ Because this is a regional
airline company as you know. Some of these are very profitable. So they say, ‘We invest everything in our airline
stock. It’s great for us. It’s great for the employees.’ Now, we all here know that that’s a no-no, right? It’s a conflict

of interest, right? It just should not be done. But to them, well, but they will learn.
And then they have a very good plan for the pilots; 15% company investment. Alright? 15% investment, you

know, contribution every year. 19% return every year. Huge, big money, right? But they cannot take it with them
unless they retire. This is a golden handcuff in its most blatant sense. And again, of course, we know that that
internationally is not acceptable. But we’ve got to teach them.

China is a big country. So you are talking about Beijing, Cheng Hi, Sen Sen, and then you are talking about
Yunan and, Mongolia and all these different places. Well, they say that China is unified and centrally governed,
but for Social Security at least what I observe is they have a lot of Social Security bureaus where each is like a small
kingdom in itself, and so they say, ‘Oh, good. This new Enterprise Annuity is a very good idea. Just like before,
we will collect all the contributions in our province and we’ll invest for them.’ And so, it’s really not centralized
but in the recent few years it is getting better, after scandal of the high official in Cheng Hi took off with a big bulk
of the money. All these things we see. China of course is advancing very fast. We are, when we talk about devel-
oping countries, they are very much in the forefront but still you see that there are lots of things that we can do
to help them learn.

Alright, let’s talk about Egypt. Now Egypt has a long history of great civilization. And their actuaries are very
smart. And they have devised a scheme for Defined Benefit Plans which I think is a great plan that a lot of other
countries are trying to get to. They are all hybrid kinds of plans. You contribute while you are working. You are
guaranteed a retirement lump sum benefit when you retire. And you don’t have to worry about the in-between in-
vestment return, okay? That is what America, Canada and all the other countries have been trying to get to with
hybrid plans, but they are already there. Good. And then they are even smarter. They have a funding method
which is called Prospective Valuation Method. How does that work? You project out the, you have the retirement
benefit, right? So you work out the PVB from that, okay? That is the total obligation that you have to fund. And
then subtracting from that the present value the future contribution, what remains is the accrued liability, right?
Very smart scheme. Smarter still by manoeuvring the assumptions, which you all know that we can do; you can
get to any value of accrued liability that the employer wants, right? And so what I have been seeing, in the several
years that I was there, every plan has a surplus.

…(laughter)…

Every plan. When there is surplus it’s done, you know, the Board of Directors have been doing a great job,
they get bonuses.

…(laughter)…

Okay, and when a senior executive would want to retire there, he has friends all over the place, so he will
work one company for a year, another company for another year, three, four companies and each one would give
them full retirement benefits.

…(laughter)…

So he is really, you know, he is really treated very well because he has good friends.
So, money doesn’t come, grow from a tree. Somebody has to pay for it right? So, I went and said, ‘Okay, you

are all very great. Let’s do an acid test: a solvency valuation that is required all over the world anyway.’ And so we
did the solvency variation. Now for, we just completed the study and I just gave a presentation less than half a
month ago on 46 plans, sample plans which cover more than 50% of the participants of their whole pension in-
dustry. And cover more than 50% of the assets, and much more of the liability. And lo and behold, a lot of the
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big plans have less than a 60% solvency ratio. The biggest plan, covering one million one hundred and fifty five
thousand employees, is 39% funded.

Okay, now, there’s really no need for me to go into the detailed analysis and how they got there. I can tell you

how they got there and so on. Basically, well, with our statistics you, I’m sure that you will agree with me, that it
is, they’re contributing too little but paying out too much. It’s, it has to be obvious to everybody in our room, but
it is not obvious to a lot of people, okay? And now the challenge: so what to do?Well, in US, or Canada we’d prob-
ably take over half of these plans, you know, terminate them; hopefully you can save the other half of the well-
funded plans. That wouldn’t do. So what do we do? Ah-ha. Well, I have some ideas but if you have suggestions,
and as I expect you would have, let me know.

How did I get into that business? Well not by choice, it’s always, it’s not like there’s an opportunity. You apply.
It’s always almost by default or other people come and ask you. And that is exactly what happened. I was teach-
ing at the University of Michigan and I said well this is too tough going between Toronto and Ann Arbour. Oh,
it’s a great university and good students and very enjoyable teaching, but travelling between the two cities, spend-
ing five hours each way and then, you know, twice a week is too much. So I said I’m not coming anymore. And
other people say, ‘Oh, now you have time. Come and teach in Kazakhstan.”

…(laughter)…

I said, ‘Where the hell is Kazakhstan?’

…(laughter)…

They say, ‘West of China, south of Siberia.’ I say, ‘Siberia! Not a chance!

…(laughter)…

So cold!’ Well, they say, ‘But, look, look, that is a turning point on the old Silk Road. We are Chinese - ever
since our childhood we have learned about the Silk Road.’ I say, ‘Well, if you allow me to go through China on
the Silk Road I will go.’ Well as it turned out Kazakhstan, would you believe, is absolutely beautiful. If you open
one of those travel brochures about the Swiss Alps, right? And look at it, that’s Kazakhstan. Okay, Kazakhstan, the
principal city, Amati, is at the foot of Tian Shan which is a big mountain range, snow cap, and so on. And so you
see the snow-capped mountain, and then green pastures and then the city. I am very bad with directions. They call
me directionally challenged.

…(laughter)…

But I never got lost at Amati because you have a compass there. Look out you see the mountain, ah, that is
south, alright?

…(laughter)…

If you’re still get lost, God help you.

…(laughter)…

So, I went to Kazakhstan in 2000 and they say that we want to have an actuarial profession because we want
to have market economy, increase Pension insurance and so on. So I said, ‘Okay, fine. Let me help you.’ And they
say, ‘Oh, like that, we will sign in a law which says in 2001, which is one and a half years away, we want all
insurance reports to be signed by actuaries. We don’t have any actuaries yet but…

…(laughter)…

…we have 18 months.’
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So I started devising an actuarial program for them with six parts. The first two parts are the basic knowledge,
and then the rest are kind of more detailed knowledge in each field of insurance, pension, Social Security, and in-
vestment. And because of the time pressure the people who passed the first two parts would get provisional licenses

and they would be fully licensed after they finish all six parts.
And Kazakhstan actuaries work very hard. And I was fortunate to have quite a number of international

actuaries going out to help me teach. And they all loved the experience, like Charles McLeod, like Mo Chambers,
like John Shepherd from Australia and so on. And now they have more than 20 fully licensed actuaries. And this
year after the seminar here I will be going to Kazakhstan to teach, sorry, Azerbaijan to teach. You know why?
Because Azerbaijan wants my students from Kazakhstan to teach them. So they say, ‘Oh, can we have our profes-
sors tag along?’ So I’m tagging on their coattails.

This is what I’m very proud of. But it’s not all roses. There are some, different people have different objec-
tives so as a result therefore there are some situations that are not ideal even though everybody wants to help with
technical assistance, but sometimes you have undesirable ideas. In a small country that I went to, I’m not going
to say the name because it would not be good, what they have is they want to introduce reform in Social Security
and that was over five years ago. And well, they say, ‘We don’t have the infrastructure there.’ Just to give you an
example: Social Security hinges on a unique identification number for each person. They have three identification
numbers for each person. So that’s an example, you know, that they are not ready for it. But however the donor
says, ‘Oh, we want you to have these reformed laws by the end of this year.’ They say that, ‘You can’t do it!
We don’t have the structure, we cannot do it.’ The donor says, ‘Well then you don’t receive World Bank loan.’
‘Oh, okay, we’ll do it.’

…(laughter)…

Often times that’s how things work. And so they put in the law and they have been revising and updating the
law ever since.

Okay. Let’s talk about a larger country, and again I’m not going to talk about which country, and it’s a large
country, they have lots of resources. You asked,Why should they need foreign aid? Uh-uh. You’re asking the wrong
question. The question is, Why shouldn’t they take free money? Right? Okay, and then you will ask, Why would
the donor provide this foreign aid? Uh-uh. That’s the wrong question. The question is, Why shouldn’t they? That
country is going to be a powerhouse in future, why shouldn’t we have a foot in the door? That sometimes is how
these, you know, foreign aid project works. Okay. So let’s look at what actually happened. The recipient country
wants to have a study tour. And study tour often times is just free travelling, so the donor says, ‘No, no, no. You
can’t fool me.’ The recipient country says, ‘No study tour, no project.’ The end result, study tour.

…(laughter)…

Okay. What I learned in the process, and this is the honest to God’s truth, I feel very privileged to have the
opportunity to do something that teaches me humility. We are so fortunate and we do not know it. There are so
many people who work many times harder than we do, but they don’t have the opportunity. So for all of you who
have the knowledge you really should think about giving something back. You are so privileged. Isn’t it fair that
you can share, you share with some of the less fortunate.

Alright. Finally, what rewards? Jerry says, ’If you don’t talk about compensation, I don’t want you.’

…(laughter)…

So I have to talk about compensation.

…(laughter)…

If anyone goes into their own business thinking that they can make money, they will be awfully wrong. You
don’t make even half or one third of what you are normally paid. And the thing is, the work is very demanding:
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there are always a lot of preparations, and there are always things that suddenly they put on the table and you have
to do it, alright? Like suddenly they put in a set of proposed legislation; I need it tomorrow because that would
go to the parliament. What choice do you have? Well between the time that you get it at five o’clock to the next

morning, alright, you have ten-fifteen hours - that’s where you spend your time. But really there is the satisfaction
at the end of the day that you have done something that probably you cannot achieve while working in America
or Canada. I was quite appreciated by my clients here - saved them a million here, a million there. What does it
matter? It gets rounded off in the financial statements. It doesn’t mean a bean. But to them, whatever you com-
municate will mean a whole lot, okay?

There’s just one bit of advice that I want to end with. Whenever you go out on these projects, don’t think that
you’re teaching them something the way you do it. No. They are unique people. Teach them the way that they need.
It’s not you who needs to learn. It is they. They have their own specifics. Do it for them. And in the end have
respect for people.

Do I have one minute?

Moderator Loterman: Sure.

Speaker Sze: Okay. Since I have one minute let me talk about a country that I love very much. How many peo-
ple here know a country called Bhutan? Wow! This group is more knowledgeable than I have seen in many other
meetings. Yes, Bhutan is a country in the Himalayas. Very pristine, and with a population and size like Switzerland,
approximately. And the people are dirt poor. But they are absolutely happy. They are the most happy people in
the world. So it tells you that really it is not wealth that defines happiness. And so the King is very wise, sorry, they
will become democracy now, but I went there several years ago. The King says, ‘The whole world talks about gross
national product. That is not what is important. We should talk about gross national happiness.’

And they take it very seriously. And everybody submit their proposals. There are over 300 proposals that they
published in the book which I read. And what is the theme, general theme in that? In order to be happy, we need
to have progress. So the World Bank, Asian Development Bank and so on, brought in all the consultants to help
them progress, so I was one of them going there to teach them market economy and so on so that they will
become rich and miserable like every one of us.

…(laughter)…

Think. The target is not you, the target is them. But in the end the last advice is, be detached. Often times

we, if you go out like I go out, you have an objective in mind, you would like to push them as far ahead as possi-
ble, but they might not be able to go at that pace. A little bit of an advance is better than no advance. Be detached.
Don’t get too hung up on it.

Thank you very much.

…(applause)…

Moderator Loterman: Thank you very much Mike. I’m extremely honoured to introduce Yves Guérard as our
second speaker today. It’ll probably take me over fifteen minutes to read out his career accomplishments, so for
the sake of time we’re going to have to make do with the Reader’s Digest version today.

Yves is currently Secretary General of the International Actuarial Association and has been so since 1997. He
is of course both an FSA and a FCIA, Fellow since 1971 of the Conference of Consulting Actuaries. He obtained
a PhD, HC in Business Admin from Laurentian University. In 1998 he became an honorary Fellow of the
Institute of Actuaries. He started his career in the 1950s with Manulife. Worked for consulting firm Sobeco in the
various later incarnations with Ernst and Young, and since 1999 has been the President of Guérard Consultants.
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Yves was, in the 1960s developed and designed the Quebec Pension Plan, which later served as a model for
the CPP, and also performed the first actuarial valuation of the CPP in 1965.

He’s been performing numerous other public sector projects in Canada. He’s done a lot of work in Indonesia,

and we’re going to hear a lot about that today. He’s performed work in Bolivia, Korea, China, Cook Islands, Bosnia,
Hungary, Kenya, Singapore, Sri Lanka, Venezuela and Vietnam.

One of his most recent projects was in August of 2007 as an expert for the Credit Insurance Project for the
Ministry of State-Owned Enterprises financed by TAMF Australia, which he’ll tell us about today. And a gover-
nance review of DC plans for the Ministry of Finance of Indonesia.

Some of his honours and credentials; in 1993 he was given the Commemorative Medal for the 125th an-
niversary of the Confederation of Canada by the Governor General of Canada. In 1997 he was named one of the
top 20 most influential Pension professionals in Canada by Benefits Canada Magazine. In 2002 he won the pres-
ident’s award from both the CIA and the SOA. Yves of course was the president of the CIA. He’s been a president
of the Canadian Chamber of Commerce, president of the Board of Trade of Metropolitan Montreal and has many
other volunteer memberships and honours.

He has participated in numerous conferences and presentations, one of which was co-author of Building
Private Pension Systems, a handbook published in 1993 by the Institute of Contemporary Studies in California,
and the Harvard Institute for International Development. He has done presentations in Bahrain, Paris, Singapore,
Ireland, Mexico, Jordan, Kuala Lumpur, and of course Indonesia.

Yves will be discussing his experiences in some of his international assignments with a special focus on
Indonesia, Bolivia, and China, also providing his general overview of international consulting for pension actuar-
ies. Please join me in welcoming Yves Guérard to the podium.

…(applause)…

Speaker Yves Guérard : Bonjour. Dans l'intérêt de faciliter la compréhension de tout le monde voyant que les
diapositives sont préparées en anglais, je vais faire la présentation en anglais. Je pense que ça va éviter des problèmes
et des difficultés dans la traduction. Alors, je m'excuse pour ceux qui partagent la langue de Molière. Je serais à votre
disposition pour les questions en anglais ou en français ou dans d'autres langues que vous aimez.

(laughter)

En préambule, I would like to say that I am supportive of most of what Mike said. I would probably have dif-

ferent colorations in some cases because we all live through different experiences and not all countries are that bad.

…(laughter)…

And I have been at that for a long time and I find that things are improving. They are not improving as fast as
they should. They are not improving in proportion with the billions of dollars that are spent of your taxes and my
taxes by those various donors’ agencies to which are making donations with our money because if it was done effi-
ciently there would be no longer any underdeveloped country in the world. Just add up the billions that are dis-
tributed every year. But the system is very inefficient. I think the graph that Mike has shown you showed that it’s a
sort of an absentee ownership and leadership and that the people that receive are not the ones that pay, and the peo-
ple that pay are not the ones that know what they want to receive, and therefore quite often it’s a bureaucratic ex-
ercise to meet our targets and length of report etc. The content and the implementation are far less important.

..(laughter)…

But there is light at the end of the tunnel so I think that today’s presentation should not be useless if it
encourages more of you to join and try to push out the charlatans that fill that area of practice. That would be good
for the profession and it would be good for the recipients.
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My story about why I got in that, I often say it’s because of Napoleon, who brought the Civil Code to
Holland, and Holland brought it to Indonesia. And when the Indonesians decided that they wanted a private
Pension system modelled more on the North American practices than the European system, the repartition sys-

tem like France, Germany, etc, of course they found out that there were two places where they could get an actu-
ary with that kind of experience and the Civil Code background (because for them that appears important) and
that’s Quebec and Louisiana. I guess people in Louisiana were enjoying life in the Bayou…

…(laughter)…

…so I got the job. They bribed me to go there first, saying, ‘Well it’s only 90 minutes from Bali.’ That was
the Silk Road for me.

…(laughter)…

And I find it also a very interesting and very attractive country. And after I retired from Ernst & Young I found
that that this was an interesting place to spend more time, especially between November and March.

…(laughter)…

Many of you may not know where Indonesia is. In fact I am often corrected and people tell me, ‘You mean
Indo-China?’ I said, ‘No, no.’ ‘You mean India?’ ‘No, no.’ So I have to explain it’s between Singapore and Australia,
then they have an idea of where it is. But it’s the fourth largest country in the world by population. China, India,
US, then Indonesia. It has a labour force of 100 million people, 105 I think in the last statistics, but only 30% are
in the formal market. When I got there and still now, they have no Social Security system. Financial markets have
developed a lot since the first time I went there but it’s still developing financial markets. And like many other coun-
tries they wanted to develop contractual savings to strengthen the financial market and reduce future burden on the
governments. They wanted also the payouts to be on the life basis so that when people retire and get a lump sum
they don’t take it, go become a hadji and come back poorer than before. I must say Indonesia is 85% Muslim. So
for them the pilgrimage toMecca is very important but it does not provide financial security and retirement, as well
as a monthly pension. So that’s why they wanted to do that. And they were aware that they started from a very low
base so they wanted to start with the voluntary private system, build up some contractual savings, but build up
expertise and sell also the concept so that later on they could propose a Social Security system.

I must, I will not repeat everything that Mike has said, but a problem is that with many of those countries
we don’t have a common vocabulary. So it is very difficult to explain some things, starting with pension. What is
a pension? You know - monthly payments that you will get for life and it has a present value etc. You start from
very far. Sometime the country has not been very much in the market economy because they were moving out of
a truck economy or agricultural economy. In other cases, because they just emerged from a communist economy
where the words “profit”, “market”, etc., were four-letter words so they still have to learn the concepts. So it was
important to proceed gradually. That started in 1985. The pension law was finally voted in in 1992. Seven years
is about comparable to what we needed in Canada to do about the same thing.

The law that I helped to draft is very much inspired by our own pension law, but the 1966, 1968 version, net
of all the overburdening regulations that came afterwards. And it’s predicated mostly on the concept of freedom
to promise, but obligation to deliver. And I think that if we had remained closer to the original pension law we
would have a pension system that would be less in need of repair, and I see that the Canadian Institute is propos-
ing all sorts of things to repair the system. Maybe the first one should be to cancel many of the more recent laws
and regulations that have been imposed on the plan.

The law, you can read faster than I can speak, contains most of the key issues that we have in the Canadian
law in the various provinces, that’s recognized by the World Bank and other institutions as a very good basic law
for private pensions. It started well but you may remember that starting in Thailand there was a monetary crisis
in 1997-98, that Thailand and Korea and Indonesia were hit at the same time. That resulted in the downfall of
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President Suharto who had been in power for I think 32 years. So that was a major crisis. They barely have got-
ten out of it, that is, recovered what they had lost during the crisis. Of course during that period and subsequent
years, the growth of the private pension system was not as expected. But still there are two million participants in

the private pension system, that’s in addition to three and a half million civil servants that have a very generous
final pay DB pension plan with all the frills. That’s another issue that we should maybe have another session to
discuss, the problem of civil service pension plans in developing countries.

They finally produced Social Security laws to create a national Social Security system, but maybe because
they waited so long to do it, it ended up being an overly ambitious project that even though it was adopted, signed
and promulgated in October 2004, has not really started to be implemented. I think it’s not implementable un-
less they modify the law again to correct some of the difficulties.

The idea of the title is to show what Mike called the word-of-mouth, and the drifting, that once you get into
the international spiral things pile up on each other. So after I had finished working on the pension law and its
regulations, the trend was to change the way that companies reported pension expenses, so I had to help them with
implementing the local variation of IAS 19. Then our own Canadian International Development Agency—CIDA
— ACDI en français, thought that it would be a good idea to wave the flag a bit more in Indonesia so they had
the five-year project to help reform the pension and insurance system. So since I had some experience there, Ernst
& Young easily won the bid and I spent some time commuting between Canada and Indonesia to administer that
CIDA program. Included in that I also launched the actuarial profession in Indonesia, because they needed it just
as much as Kazakhstan, and implemented a number of other essential basic building blocks. But after that proj-
ect was finished, or while the project finished, I reached retirement age and as you know in big consulting firms
when you reach the retirement age you move on. There are young people that want your clients and your shares.

…(laughter)…

And therefore I moved on but I already had a good plan B, which was to spend more time in Indonesia. And
over the years I have contributed to introduce in the early legislation a number of features that are useful and de-
sirable, and one of which I am proud as former president of the CIA and currently Secretary of the International
Actuarial Association, is that they have a very good definition of what is an actuary, and, by the way, last year the
Association of Actuaries of Indonesia, Persatuan Aktuaris Indonesia was accepted as a full member of the IAA. That
has been a long project. It will happen in Kazakhstan eventually.

U-F:We hope.

Speaker Guérard: You hope. And therefore that will be a big help in introducing some discipline, ethics, etc. into
the process. I have done a number of pieces of work there and right now when I return after spending the nice
months in Canada, the project is to work and build up modeling capacity. Of course to implement the Social
Security system they need also a unique national identifier. I fully agree with you, we have the same problem there.
But they need also local modelling capacity. They cannot just live on experts who come and make production and
then step back on the plane and go home. We need to teach them how to do it themselves, then that will improve
the credibility of the projection and also it would make no sense that they could not, country of 230-35 million
people, be self-producing their actuarial projections. So that was my time spent in Indonesia.

And if we go to the next one, I will show you that it’s a two-dimensional matrix. It’s once you do work in the
country with some donor agencies, those donor agencies or recipients they pull you to take you to some other coun-
try to do some other projects, so the problem is not to find additional contracts. As you said, they come to you.
And you can be selective in what you do. I know where Bhutan is because I turned down a contract (laughter) to
go to Bhutan. My main reason was not the lack of beauty in the country, because I had seen the picture, but they
tell me that quite often you cannot get out the day you want to get out…

…(laughter)…
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…because the plane connection and the weather etc. are difficult and since I had other constraints I could not
take the risk of being stranded in Bhutan despite the vast amount of happiness that…

…(laughter)…

…there is available there.

Speaker Sze: The difficulty is the planes fly by sight. They have no radar.

…(laughter)…

Speaker Guérard: So you understand why I didn’t…

…(laughter)…

Maybe you learn it only after going there.

…(laughter)…

So as you can see from that initial work, that I did by the way for the Harvard International Institute, I have
done work for many other institutions because they saw what I was doing here etc. So I have an interesting series
of countries that I have visited. Quite often I did not, I was not able to log as much time for visiting as I would
have liked. It’s probably your case coming to Quebec City for this congress, planning to celebrate the 400th an-
niversary and ending up spending your time in hotel rooms, but anyway. That has been interesting and stimulat-
ing and let’s go to the next slides.

I just picked up outside of Indonesia a couple of examples to show the variety. Bolivia had a big problem be-
cause their, all their pension systems, many multi-employer or industrial pension plans were in a bad state of af-
fairs. And of course in Latin America the model was actually the Chilean Pension Plan. But there were problems
to implement that in Bolivia because Bolivia is a much smaller, poorer country, and the cost of the Chilean sys-
tem. Chilean system has some quality but it’s not the miracle solution that some people speak about and one of
the problems is the very high cost of marketing and administration. Because they had initially over, or about two
dozen. pension administrators, AFP they call them, Administradores de Fondo de Pensiones . They compete in
marketing and it becomes very expensive.

So what we did in Bolivia is that we limited the number of AFPs to two, because you need two to have com-
petition and the country could not support too many. Those AFPs were competing in the main cities. The mar-
ket was open in La Paz, Santa Cruz, Sucre, but I think another city that I forget. In the main city it was full
competition, but for the rural area they were allocated to one or the other in the checkerboard thing saying that
if they have to compete in the cities that will percolate down in the others, but the cost of having two networks
in a rural area was very expensive. So that system was successful and has been reported on very favourably by peo-
ple making comparisons of cost.

Bolivia at the same time privatized lots of national assets. Now it is going in the reverse direction with the new
president but they got lots of money for selling the gas petroleum company, the railroads etc. And they wanted to
have some basic Social Security. Sort of a demo grant like we have in Canada and the OAS. So we use the pro-
ceeds of those sales to fund a system that was distributing the money to the old age people. So it was an instant
Social Security for those people who, in parallel we had to wind up the existing system, most of which were in-
solvent and of course proposed a set of regulations and a supervisory structure to administer and supervise the EFP.

China is of course another big country. That’s not the final version.

…(laughter)…
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But anyway, because I had, I remember I had added, but don’t worry the changes are details ,so what I had
added to make a bit more precision is that the challenge there was to implement the state council decision - if you
have the latest version it’s number 26 I think - that was adopted in 1997 whereby the Chinese government wanted

to consolidate the data or unify the system, which as Mike said is not very unified. China, it’s 31 provinces and
there are municipalities that are more equal than others like Shanghai that see themselves as the capital of the
country despite the fact that many people believe it is Beijing. And there was also a big problem because the old
existing industries that were in those pension systems were industries that were going down. They were the old type
industries. And the new workers, the increase in the workforce was taking place in the private sector and munic-
ipal enterprises etc. so you had a workforce that had the same problem as the railroad in the US or here in Canada
in that you had more retirees than working people. So they wanted to merge that so that they would pool the old
people with the young people and they would pool the municipalities that were not developing with the munic-
ipalities that were developing, so they aggregated on a regional and then a provincial basis and added some form
of péréquation [equalization], but the system had to be completely sanitized. They believed, for instance, that the
commuted value of a pension was 12 (well 1200 because they were getting 100) and of course they realized that
in different regions they were in the red…

…(laughter)…

…in that because they were paying pension with survivor benefit and if there was no survivor the balance of
the account was paid so that there was inheritance. So obviously if you do no averaging and 1200 is already too
low, it was not working, but it was extremely difficult to make them realize that this was a mathematical impossi-
bility. There’s no amount… try to explain to somebody why one plus one equals two and you will see…

…(laughter)…

…how sometime things are difficult. Let’s go back a second. So we had of course to find a way to rebalance
the system because there was a huge implicit pension debt that was accumulated so they had to collect a very high
contribution. We settled for around 28%. I don’t know what it was.

U-F: ??

Speaker Guérard: It stayed there? So, that was a good answer.

…(laughter)…

But out of that 28% we took some to build a newer council with new participants, and some to pay off the
accumulated debt and tried to make that balance over a period of 25-35-25 years, but of course it had to be a dy-
namic system and we organized also management and reporting systems and started to develop the regulatory and
prudential framework. The Enterprise Annuities were not there at that time. That came in just as I was finishing
that project.

U-M: They came in after you.

Speaker Guérard: Yeah, but when we finished that was the next thing on the list because we had worked exclu-
sively on a national or whatever they call it, national system, but they wanted also to add the private dimension.
That’s when the Enterprise Annuity came in.

So what’s in it for the actuary? I think you had about the same title.

…(laughter)…
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I think it’s a great opportunity to respond to new challenges and be creative rather than doing maintenance
of existing systems. And of course you realize that you can make a difference for millions of people that need a bet-
ter life. Because it’s true that when you get outside of Canada or the OECD countries the standard of living, I am

not commenting on the standard of happiness…

…(laughter)…

…but the standard of living is much lower so there is lots of progress to do and you can see that you cannot
really make a difference in Canada or the US. People are already so well-off that you know they are not apprecia-
tive of even a substantial increase, but in those countries where the average income is two dollars a day, if you add
a dollar a day it’s a 50% improvement so it’s a big, and as I mentioned generally you have far less legacy constraint.
You can go back to first principles and of course you deal with the decision makers. Quite often you advise the
government so you are not stuck with whatever exists in terms of law and regulation. We tell them this is the way
it should be done. Sometimes you succeed in having them do that because they all say that what they want is best
practices. Tell us what are the best practices around the world. So we would tell them…

…(laughter)…

…but it doesn’t mean that it’s what they do but they would like to do that.
So I concluded that if I am practising in Canada I am a has-been. But in those countries I am an interna-

tional expert.

…(laughter)…

You need to accept some constraints. Mike has commented on that so I will not repeat all of that. Much of
your advice is wasted because of constraints in the environment but as I said there is light at the end of the tun-
nel because every year some progress is made. The big problem is that we are competing with lots of non-actuar-
ies. The competition in the international consulting market is not actuaries, it’s non-actuaries. And you mentioned
those NGO’s. That was a very nice word for the kind of organizations that are in the Manila Belt, or the
Washington Belt, and the London Belt that are basically an address and a phone number and they will shoot at
everything that moves, I mean in terms of RFP’s.

…(laughter)…

And if they get a proposal then they tried to rake in a number of consultants to meet the requirements of the
program. The content is not very important to them. It’s not very important to the donor. The donor is stuck with
lots of millions to distribute, and very little personnel to administer that, so they must distribute that in big chunks.
And they cannot spend money on doing peer reviews or looking at the contents. They cannot administer deadlines
like a first missionary report within two weeks and a progress report after so many months, and then the final re-
port where you can find all the words that were in the request for the proposal, but sentences don’t matter too much.

…(laughter)…

So there is some negative in that, but you have to realize that it’s life and we have to work with that.
One of the big problems that I have mentioned is that the competition is not actuaries, it’s mostly economist.

And economists are multi-task people that can move easily from pension, insurance, health within 15 minutes. So
I had made a presentation at the congress in Paris on comparisons of the perception that we have of economists
and we have of actuaries. And you can read that faster than I can speak, and I see some movement here in saying
that time is running out. So this is the way actuaries in general perceive economists, or the pension plan or the in-
stitutions that deliver benefits. And if we go to the next one you will have the actuaries’ perception of actuaries,
which I hope that you will agree with because I am describing what I think actuaries, how actuaries see the world,
in particular the world of pension and benefits. And on the next slide I compared those two. So there is some over-
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lapping. I think both actuaries and economists think it’s good that retirees have ownership of income-generating
assets. But for actuaries the important word is the first. It’s the income that will provide you sustainable security
in retirement, whereas for economists they look at it more often from a financial market point of view, how much

asset that built up. And actuaries are more prone to use DB because it produces a predictable flow in income
whereas for economists DC is much simpler. So there is a different emphasis that is put on the two sides of those
institutions that are either pension plan or Social Security programs.

Can you go to the next? I wanted to give you some statistics. The International Association of Insurance
Supervisors has 162 member countries. So that means 162 countries where there is an insurance industry and in
many countries insurance includes pension because it’s called pension insurance. The IAA has only 58 full mem-
bers, and some countries have more than one association. In US and Canada we have five, UK has two, Japan has
two, Spain has two, etc. So if you subtract one from the other you don’t get the expected answer but I think it means
that about 108 countries don’t have an actuarial association. Out of the countries that don’t have an actuarial as-
sociation, there are 31 countries in our statistics where we have some qualified actuaries that go and do work ei-
ther as expert consultants or because multi-nationals import them to do the work. But still that’s a large number
of countries where you don’t have an actuarial association that is implementing a code of ethics and standards, etc,
and where by consequence you don’t have many people in the supervisory body, the government or any entity to
appreciate the quality and the value of actuaries. So that void is often filled by other professionals. There are many
risk experts - that’s easy to say - financial engineers, economists, all sorts of technicians. And I think we would ren-
der service to the world by injecting more actuaries that can make sure that the systems are based on sound actu-
arial principles, which means sound mathematics, and therefore can deliver what they pretend that they can deliver.

I have kind of very aggressive expression about Nescafé [i.e., “instant”] actuaries. Mike did a lot of work in
Kazakhstan to train actuaries. I did a lot of work in Indonesia to train actuaries. But sometimes it’s disappointing
that you get people on a sabbatical that step out of the plane, they have three weeks to spend and they need to have
something to report for their thing, so they will teach actuarial science for three weeks or things like that. And in
the end some of those people will think that they have become actuaries or that they can do actuarial work and
that’s the old Grecian law that the bad money pushes out the good money. And I think it very damageable for the
profession because if economists or financial engineers do actuarial work we can always say they are not actuaries.
But if people that claim to be actuaries do worse, that’s even worse. So I think that we all have a common interest
in increasing the availability of actuaries.

So I call on you to get off the couch, the comfortable couch, and apply our motto that is to serve the public
interest by providing advice that will improve the decisions that will affect the wellbeing of the ultimate benefici-
aries, which are the people, and reduce the adverse financial consequences or risk. We pretend that we are the spe-
cialists managers of risk and all of our associations are promoting now the enterprise risk management, so if we
have that kind of knowledge and we can help the people, I think it’s also our duty to do it.

Mike has already told you in other words that you have to respect the people you work with. So you have to
be responsive to their needs. Not just come and impose your views. And you have to realize that emerging
economies are not laboratories to test academic theories that people in the new country don’t want to test. They
are human people that are living there so they are not rats; they are not living in the laboratory. And you all know,
or there is a film that demonstrates, that money cannot buy love. Money cannot buy policy decisions either. And
those countries end up doing what they want to do or they can disguise it, paint it in different colour, but poli-
tics is the art of the possible and quite often when they resist your advice its because it would not be possible to
implement it in the country. But there are so many things to do that there is an intersection of the things that are
good for the country, that you can professionally support and that they will be willing to do, so lets do that first.
It will improve the basics and eventually all these countries will get much better.

So there are many stimulating challenges and I think that both Mike and I are telling you that we found the
exposure to a very diverse world enriching and gratifying and you will find it’s a stimulating experience. And once
you get in, the problem will be to get out.
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…(laughter)…

Thank you.

…(applause)…

Moderator Loterman:Thank you very much Yves.We’ve actually gone over our time but if anybody has any ques-
tions I guess we have time for one or two. Any questions from anybody? Yup. Please state your name. We’re being
recorded.

Anne Drouin: Hello. My name is Anne Drouin of the Bureau international du Travail, the International Labour
Office. I very much appreciated these two presentations which I could very much relate to in both the technical
aspects and the sort of environmental aspects. I would have been interested in hearing your views as to the rein-
forcement of the work of the actuary. In those contexts you explained when dealing with economists we’re often
criticized for not having a sufficiently developed understanding of public finance and the overall economic situa-
tion of countries to which we give advice, so I would be interested in hearing your views on that.

And I would not escape taking the opportunity to say that I work for an organization that is in dire need of
actuaries, good actuaries to take such assignments. So any of you here who feels that this could be an avenue to
explore, I or the organization I work for would be delighted to talk to you and hear from you.

Speaker Guérard:Merci Anne. I think you were shy to add that that the ILO is among those international or-
ganizations. I don’t think you are really a donor. Because you don’t give money but you give services. But the ILO
is an exception in having a good team of actuaries. So they bring good actuarial support into the country, whereas
if you look at theWorld Bank and the ADB they have lots of money, but they have no actuary on staff who is work-
ing in support of the project, overseeing the project. The World Bank has an actuary that administered their own
internal pension plan and they have another one that helps with the supervision. And ADB as far as I know has
no actuary on staff. And beside ILO I don’t know another international organization that has a team of actuariesa,
so please continue.

…(laughter)…

But in response to your question I think the actuaries have been changing as the environment has been chang-
ing and has been calling for more integration of financial economics into the actuarial science. And if you look at

the new syllabus, financial economics is one of the requirements, and there are more and more actuaries like Mike
and myself that do work outside the traditional area of the profession. And I think that actuaries, when they are
provided with the challenge and the opportunity, can integrate the other sciences, not only the financial economics
but behavioural techniques etc., to really address the real problem of the world. There is an actuarial dimension
in the problems but the actuarial solution has to be embedded in the human solution and the wider solution that
takes into account the different constraints, whether they be political constraints or development constraints etc.,
because it’s only if we do that that we can be really useful. So maybe Mike you…

Speaker Sze: Yeah I really appreciate the comment and the question. Because for all international consultants, ac-
tuaries who have done international work, the first thing that they would observe is there is a big disconnect be-
tween the economist and the actuaries. It seems like they are not talking the same language. And, you know,
sometimes when I first started in the work they say, ‘Why didn’t they try to understand more the actuarial prin-
ciples?’ But as I worked through the years I see that the blame is both ways. We actuaries, especially those who have
a very good rapport in business right now in America, Canada or UK, we have been so well, you know, endowed
by the law to have a good life that we don’t look beyond our little cocoon, okay? And the world is not like that.
And just because some actuaries have been so excluding, then the economists just exclude them. As we, like Yves
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and I, would go out of our little box and talk to other people, I find that communication would enlarge and peo-
ple would start talking to you and that is the only way that actuaries can make a difference. And I hope that there
will be more dialogue among economists and actuaries and hopefully that would help, help not just ourselves, but

the recipient countries.

Moderator Loterman: Thank you very much. I think we’ve run well over time. Thank you and please join me
in welcoming our speakers for a wonderful presentation.

…(applause)…
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