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h two ptevjons &n in this majpinei, I 
sketched out what 1 thought wouM be a d i d  
m a s  of wesing long-term investment perfor- 
manse for pension funds. This -11 is intended 
to mumrise the main points, and aIso to ill= 
trate h n  by refmace to a W l y - h a d  sample 
of UR &on funds. Sh&u p d p k  doubt- 
has also apply to otkr investors subject to l a g -  
term criteria. 

One of the emstid feature abut aU widely 
ivsilabk pdonmnce meamemmt s e d  is 
their total reliance upon "burkt value". For a 
variety of rtasons, market v h  m o t  be re- 
garded as a reliable guide to the future. Therefore, 
in my view, it should not have too prominent a 
p b  when considering hveetment performme 
for long-term ~ V & Q ~ S .  

Instead of using marlset value, I have used the 

u p n  d i m t s d  d 0m W w s .  !Mh 
tccbaigtes require the a d o w  of asmptions, 
which would, at h t  sight, imply k i t  such an 
approach i s  extremely subjective. H m r ,  m 
pmtia, thin problem hm turned out to be more 
apparent than real. 

The basic con- upon which I have tried to 
focus is the extent to which a W of inmtment 
return may be mgarded: as "1ocked-h" over a 

I long piad,  of short-- +nu- 
ations. 

I am grateful to a n m k r  of i n v M  
mamgm for making available to me, on a 
coddmtial basis, data in mpect of 26 UK 
pension funds for the &-yeat period 1979-84. In 
terns of asset dues,  the sample approximated 

to +% of the total of UK pmziw funds owr that 
period. Further, the sample's aggregate asset 
distribution was fdrly typical, 
In ather words, when taken together, the 

funds tested may te r e d e d  as a fair cross- 
section of the universe of directly-inwted UK 
pension funds, by g o d  fortune rather than by 
d&gn. 

A variety of dimwtmtd w h  flow technique 
asset treatments, and msumptions fur gmwih on 
"equity" holdings, e v e  a broad range of meth- 
ods. The @ua arising were then statistically 
a d y d  t o ~ I f t h e r a t a i k r e g n l t s w ~ . c d e p t n ~  
dent upon either fund or method. 

For the avoidance of doubt, each method is 
applied amshtmw to the opening and cl- 
fund pdiom for any perid. Further, net new 
moocy OVEr the ptrid is assumed to be invested 
at the investment =urn bypthcatsd. The sol= 
tion far the inv-ent rcwn is that which 
makes the equution balance o m  the period. Tbis 
is what J now call the "discaunted value return'', 
or "DVR" (formerly ''&tad value return"). 

The d was ankd out for two threeyear 
periods (1979-81 and 1982-84) and for the six- 
year mod (1979-84). For each prhd, in terms 
of correlation, I found that the relative results 
far each fund were independent of the method 
wzd. F m w ,  a h  for each period, tbe relative 
results for each methd were virtrraHy indepen- 
dent of the fund bcing monitored. 

I have, therefore, concluded that the a p p d  
may -mMy be regarded as mfiicientky ro- 
bust for practical w. 



If one contrasts the ranking of funds by 
market value return as against discounted value 
return, there were strong correlations for all 
methods for 1979-81. However, there were no 
high cordations for tither 1982-84 or 1 W W ,  
The imptications are two-fold, the h t  being that 
the rekuns and rankings commonly published 
may be misleading, which should be borne i4 
mind by pension fund truska and finanoe d i m -  
tom Secondly, as many of us have suspected, 
undue ooimn~ration u p n  the shwt-term may 
actually be prejudicial o m  the long-term. 

The d s e  waa repted for a wide variety of 
"model" funds, h a 4  upon reinwted market 
hdioes, with no net a s h  flow, to see if the results 
were unduly d t i v e  to asset type. It appears 
that tbis is not a grave problem. 

As examples of the numbers coming out, Z 
have atrackd the six-year Mts, for a few 
Funds, as follows: 

F w d  ,A,, "-#*I "Awm" 

M&c V& &tam {% pa) 
23.0 20.5 m.6 20.9 

Dismmtmd Vdue Re- (% pa) 
My ~~ 15.8 13.6 12.4 14.0 
Lawu~t 14.8 128 11.3 13.1 
md-l 17.6 15.5 143 I59 

Fund- "A" is the fmd featured in the ~t 
article, and my p d d  methd is the m e  used, 
for illustration, in that artide. While none of the 

kmEed Muc ~~ shown above d e d  
the mrrespond'i market value return, this did 
happen in other -. There is no reason to 
suppose tbat the relationship must neccssady be 
in one direction, 

It may well be a d d  if anything worthwhiIe is 
gained by replacing market values by discounted 
valw, If uweahtic long-term expectations are 
thereby dampened, this would, in itself, be use 
ful, but there is m o ~ .  

One of the advantages of considering dis- 
countad value returns is that longterm stability is 
achieved, enabling the avoidance of sharp short- 
term fluctuations, associated with market valw. 
Further, for a pension fund, the trustees can, over 
a long period, relate the asacts more closely to the 
a d a t e d  liabilities. This should enable them to 
understand more deeply the workings of their 
fund, Finally, the use of discormted value returns 
permits trustees, and investment managers, to 
focus upon the long-term, without being unduly 
constrained by short-term results. 

Should any reader qui re  further inform- 
tion, hen 1 &dl b happy to try to provide it. In 
the mantime, I must stress that the above 
reprewnts my own views, and not m d y  
those of any of my pxbers. 
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