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O V E R V I E W  O F  T H I S  P R E S E N TAT I O N

• Our Engagement with MPI

• Team Members

• Project Milestones

• How Conclusions Were Reached

• Our October 2018 Perspective
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• RFP2785 was issued by MPI on 12 September 2017 for an Asset Liability Study

• We submitted questions and received answers from MPI as scheduled

• We responded to the RFP as scheduled (22 September 2017)

• MPI notified Mercer that we were the successful proponent on 29 September 2017

• Engagement documentation followed shortly thereafter

• We completed Phases 1-3 of the project by January 2018

• Throughout 2018 we have supported MPI with its GRA and follow-on information

requests

M E R C E R ’ S  E N G A G E M E N T  W I T H  M P I
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Angelo 
DiNoto 

Lead 
Consultant 

Jared Mickall 

Pension 
Liability 

Specialist 

Mariusz 

Wielocha 

Modeling 
Specialist 

Pawel 
Piesowicz 

Sr. Modeling 
Specialist 

Samantha 
Cleyn 

Fixed Income 
Specialist 

Dave 
Makarchuk 

Executive 
Sponsor 

O U R  M E R C E R  T E A M

Each member of our team has significant experience advising institutional 

investors such as MPI 

4 of us are FSA, FCIA 

2 of us are CFA Charterholders  
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M E R C E R ’ S  2 0 1 7 / 2 0 1 8  A S S E T  L I A B I L I T Y  S T U D Y  F O R  M P I

P R O C E S S  S T E P S  

Step 1: Project 
planning, data 

sharing and overall 
objectives 

Step 2: Oct 13 
meeting to discuss 

objectives, 
assumptions, risk 

measures, risk 
philosophies  

Step 3: Oct. 30 
review of 

preliminary Efficient 
Frontier analysis, 

first draft of Phase 1 
report  

Step 4: Follow-on 
iterations based on 
Oct. 30 feedback, 

extension to 
business lines 

Step 5: Nov 28 
Committee meeting 

to confirm 
objectives, review 
asset allocation 

recommendation 

Step 6:  
Finalize Phase 1-3 

reports 

Step 7: Support MPI 
with IPS revisions 

Step 8: Respond to 
follow on queries, 

technincal 
conference, GRA 

support 
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H O W  C O N C L U S I O N S  W E R E  R E A C H E D  

H I G H L I G H T S  O F  T H E  N O V E M B E R  2 8  I N V E S T M E N T

C O M M I T T E E  D I S C U S S I O N  

We discussed the relative 

tradeoffs of key investment 

considerations … 

And summarized the key 

recommendations and 

expectations 
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W E  R E C A P P E D  T H E  K E Y  L E A R N I N G S  F R O M  T H E

P R O J E C T …  
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…  A N D  C O N F I R M E D  T H A T  T H E  P H A S E  2

O B J E C T I V E S  H A D  B E E N  M E T .  
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W E  C O N F I R M E D  O B J E C T I V E S  F O R  E A C H

B U S I N E S S  L I N E  …   
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…  A N D  O U T L I N E D  T H E  A S S E T  C L A S S  

R E C O M M E N D A T I O N  F O R  E A C H  B U S I N E S S  L I N E
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A S S E T  C L A S S  R E C O M M E N D A T I O N  F O R  E A C H

B U S I N E S S  L I N E  ( C O N T I N U E D )  
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F I N A L L Y  W E  R E F R E S H E D  O N  O U R  P R O P O S E D  

D E C I S I O N  M A K I N G  F R A M E W O R K  A N D  T H E  K E Y

M E T R I C S  
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• Acknowledge a real benchmark would have better reflected
inflation volatility

• MPI clearly indicated willingness to accept inflation volatility
and desire to hedge nominal risk, thus a nominal benchmark
was used

• The 2% inflation assumption included in the liability cashflows
is reasonable from our perspective

Should 
liabilities have 
been modelled 

with a real 
benchmark? 

• Hedging inflation risk was not a stated investment objective

• Most peer investors accept inflation risk … those that hedge
typically hedge only a portion for various reasons

• While headline inflation has risen since the study, the
consensus expectation for long-term inflation doesn’t yet
suggest a long-term inflation rate in excess of that modelled
during the study

Should the 
recommended 

asset mix 
hedge inflation 

risk? 

O U R  S U M M A R Y  P E R S P E C T I V E  O N  T H E  S U B S T A N T I V E

I S S U E S  R A I S E D  B Y  T H E  C A C / P U B  I N  2 0 1 8  
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• Investors comfortable with leverage/overlays have generally
realized returns (and volatility) in excess of levels achievable
simply with physical assets.

• Not all investors are comfortable with leverage/overlays (for
various reasons) regardless of their sophistication or asset
size

• MPI’s decision to exclude leverage/overlays does not place
them as an outlier relative to peer investors

Should leverage/ 
overlays have 
been used to 

hedge inflation 
risk? 

• While quantitative models and inputs formed the basis of our
analysis and discussions with MPI, from our perspective we
would suggest that qualitative considerations were more than
adequately reflected in the final asset mix recommendation

Was MPI too 
reliant on 

Quantitative 
Models? 

O U R  S U M M A R Y  P E R S P E C T I V E  O N  T H E  S U B S T A N T I V E

I S S U E S  R A I S E D  B Y T H E  C A C / P U B  I N  2 0 1 8
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From our perspective, the Asset Liability Study we conducted with MPI was aligned with the 

Return, Risk, Cost, and Time objectives articulated by MPI. While other investors may have 

different objectives or alternate views on the relative risks of various asset classes and key 

economic metrics and reach different conclusions, in our opinion MPI’s articulated objectives and 

final conclusions are consistent with those of many peers and strike a reasonable balance 

between enhancing returns, reducing risk, mitigating costs and making good use of governance 

time. 

While we acknowledge that Canadian inflation rates have increased significantly since the 

beginning of the study (2.8% at August 2018 vs. 1.4% at August 2017), we continue to expect 

that over the long-term Canadian CPI will be at or below the 2.0% level modelled as part of the 

asset liability study, and that the merits of hedging the risk of higher inflation do not exceed the 

merits of hedging the risk of lower nominal yields over the long term.   

Based on our understanding of MPI’s investment objectives, we continue to support the 

recommend asset mixes for the various business lines as proposed.  

Dave Makarchuk, Partner, CFA, FSA, FCIA 

Angelo Di Noto, Principal 

Pawel Piesowicz, Principal, CFA, FSA, FCIA 

O U R  O C T O B E R  2 0 1 8  S U M M A R Y  P E R S P E C T I V E
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I M P O R TA N T  N O T I C E S

References to Mercer shall be construed to include Mercer LLC and/or its associated companies. 

© 2018 Mercer LLC. All rights reserved. 

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided 

by Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without Mercer’s 

prior written permission. 

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They 

are not intended to convey any guarantees as to the future performance of the investment products, asset classes or capital markets 

discussed.  Past performance does not guarantee future results. Mercer’s ratings do not constitute individualized investment advice. 

Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer 

has not sought to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information 

presented and takes no responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or 

inaccuracy in the data supplied by any third party. 

This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial instruments or 

products or constitute a solicitation on behalf of any of the investment managers, their affiliates, products or strategies that Mercer may 

evaluate or recommend. 

For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer 

representative. 

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest. 

Mercer universes: Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer group 

comparisons over a chosen timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable to all 

strategies available to investors. 

The value of your investments can go down as well as up, and you may not get back the amount you have invested.  Investments 

denominated in a foreign currency will fluctuate with the value of the currency.  Certain investments carry additional risks that should be 

considered before choosing an investment manager or making an investment decision.  
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