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ASSET ALLOCATION MODELS FOR
PENSION FUNDS

BY S. R. BAKER, M.A., F.I.A., M.B.A.

(A paper presented to the Society on 24 November 1981)

This paper challenges actuaries to find an acceptable purpose for the assets of a
pension plan at steady state. It questions the current methods of asset valuation
and investment and promotes an alternative asset allocation procedure by which
pension plans could make a greater contribution to the country.

The sections of the paper are:

1. Prologue
2. Introduction
3. Earnings Power and Asset Allocation

3.1 Basic Formulae
3.2 Simple Earnings Power
3.3 Impact on Asset Allocation
3.4 Revised Earnings Power
3.5 The Term Structure 'Sting'

4. Modern Portfolio Theory (MPT) and Asset Allocation
4.1 Efficient Market Hypothesis
4.2 Active v. Passive Investment Strategy
4.3 Capital Asset Pricing Models
4.4 MPT Asset Allocation
4.5 Practical Implications

5. Boston Portfolio Theory (BPT) and Asset Allocation
5.1 Background
5.2 Learning Effect
5.3 Product Life Cycle
5.4 Scope of Decision Making
5.5 BPT Asset Allocation
5.6 Practical Implications

6. Conclusions
7. Epilogue
Appendix I. Term Structure of Interest Rates
Appendix II. Bibliography.
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