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Abstract

•

 

Pension ALMs, which  were introduced to Japanese corporate 
pension plan management in the early 1990s, have become one 
of the most important tools for corporate pension plan 
management, particularly for setting  investment strategies. The 
current situation of pension ALMs in Japan, including their 
methods and popularity, is reported on the basis of the statistical 
data available. The discussion on the possibility and usefulness of 
LDI will be also discussed.

•
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Table 1. Numbers of Corporate Pension Plans, Participants 
and Amounts of Assets（as of Sept.1.2006.）

Plan Name #Plans #Participants Vol.of Assets*
(10thousands)      (Trillion yen)                            

EPFs 672 530 31.1
TQPP* 45,090    567 

15.6
DB(Fund Type)      603 384* 20.9
(Agreement Type) 1,607 8.3
DC（Corporate Type）**** 1,997*** 197** 2.0+    
•

 

*2006.3 **2006.6 ***2006.7    +Trust banks only
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Table 2 Chronological list on Pension ALMs
 

in 
Japan

1980s Introduction of ALMs to financial institutions
•

 

1991 R.C.Urwin gave a lecture on Pension ALM
•

 

1997 Asset became evaluated on the basis of market value( EPF )
•

 

Abolishment of investment 5:3:3:2 regulation( EPF )
•

 

Deregulation of discount rate assumption( EPF )
•

 

Guideline on roles and responsibilities for investment 
managers( EPF )

•

 

2000 Introduction of accounting standards for retirement benefits  
•

 

2004 Charge for ALM study became payable from Funding 
Account( EPF )

•

 

Late 90s-early00s Pension ALMs became popular
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Figure 2  Percentages of EPFs
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Figure 3  Classification of Pension ALMs

•

 

(1) Simulation type ALMs
•

 

Pension ALMs (2) Balance sheet type ALMs
•

 

(3)Optimization type ALMs
•

 

(3a)Scenario methods
•

 

(3b)Parameter methods 
•

 

(3b-1)DP*
•

 

(3b-2)MP**

•

 

Notes: DP*=Dynamic programming, MP**=Markovian programming
•

 

Source: Yamashita and Yato (2002)
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Figure 4  Typical Output in the Simulation Type 
ALMs
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Figure 4  Typical Output in the Simulation Type 
ALMs
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Discussions

1.Neccesity of Pension ALMs
Financing DB plan

(1) stable liability and stable asset evaluations, or 
(2) mark-to-market liability and asset evaluations 

and manage their volatility by ALM.
Simulation type ALM- more sophisticated ALM
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Discussions

2. On the Liability Driven Investment (LDI)
What is LDI?
NAPF(2007)

(1)Creating a least risk portfolio
(2)Risks and setting performance targets
(3)The strategy for active managers to perform 

better than the overall market
(4)Putting the strategy into practice
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Discussions-conti.

Kaneko(2007)-What will change by introducing LDI
(1)Bond investment matched with pension liability
(2)Investment with bond benchmark to with pension 

liability benchmark
(3)To use derivatives when necessary
(4)Performance is evaluated with liability benchmark 
(5)Liability analysis becomes more important
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Discussions-conti.

Usuki(2006)
-

 
Funding regulation ? No

-
 

Accounting standards? Possible
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Conclusion

–

 

The Japanese corporate pensions system has dramatically 
reformed around 2000, including the introduction of DC plans. 

–

 

DB plans are still dominant and it is very important to manage 
corporate pension plans in a financially sound and sustainable 
way. To do that, ALMs, which were introduced to Japan in 
1990s, are a very useful tool for corporate pension plan 
managers. 

–

 

ALMs have already been widely used by Japanese corporate 
pension plans. 

–

 

But they are simulation type ALMs, so the corporate pension 
plans might require more sophisticated ALMs such as balance 
sheet type ALMs, optimization type ALMs or LDIs, when the 
historically low interest rate will be recovered.


	Slide Number 1
	A Investment Strategies �and Risk Management�
	Slide Number 3
	Pension Guarantee Funds�The US Experience ��
	Current Status of Program
	Sources of Income
	Protections 
	PBGC Net Position�Single-Employer Program�FY 1980 – FY 2006
	Slide Number 9
	Reasonably Possible Exposure�(Dollars in Billions)
	Historic Claims
	Top 10 Firms Presenting Claims�FY 1975 – FY 2006
	Historic PBGC Claims�FY 1975 – 2006
	Slide Number 14
	Slide Number 15
	Challenges Facing the �Defined-Benefit Pension System
	Prior Law Funding Problems
	Debt Ratings for Large Claims
	Prior Law Funding Problems
	�Additional PPA Funding Issues
	PPA Non-Funding Issues
	PPA’S Impact on�PBGC’s Future Financial Position
	Slide Number 23
	Present value of mean PIMS results �2007 - 2016 
	GAO’s Perspective on PPA ��An Important Reform with Unfinished Business
	Slide Number 26
	Pension Guarantee Funds�The UK Experience
	Disclaimer
	Slide Number 29
	Defined Benefit (DB) Pensions in the UK
	 Private Sector DB Pensions in the UK
	A very simplified history of requirements on funding and insolvency
	The reason for action in 2003-04: �
	The reaction to the emergence of significant underfunding
	Lessons learned from international experience: 
	Pension Protection Fund overview
	Level of Compensation (1)
	Level of Compensation (2)
	Level of Compensation (3)
	Slide Number 40
	Moral Hazard (1)
	Moral Hazard (2)
	Moral Hazard (3)
	The pension protection levy
	Levy for an individual pension scheme in  2007-08
	Financial Management of the PPF – �Investment Strategy 	
	Dynamic Strategy
	Strategy Driven by Risk
	Investment Strategy
	Investment Strategy
	Asset Allocation
	Contribution to alpha
	Financial Management – the annual levy
	Finances so far and levy strategy in practice
	Key Challenges for the Future
	Contacts
	Slide Number 57
	A Investment Strategies �and Risk Management�
	The New Equity Linked Buffer in the Finnish Occupational Pension System
	New investment rules in 2007
	Finnish statutory occupational pensions
	Solvency capital variables
	Purpose of the reform
	Two alternative solutions
	A calculated interest rate model
	Different variables for the market return
	The equity linked buffer
	Effects of the equity linked buffer
	Contribution level in different scenarios
	A simulation of equity linked buffer as % of total reserves
	Slide Number 71
	Slide Number 72
	Slide Number 73
	Slide Number 74
	Slide Number 75
	Slide Number 76
	Slide Number 77
	Slide Number 78
	Slide Number 79
	Slide Number 80
	Slide Number 81
	Slide Number 82
	Slide Number 83
	Slide Number 84
	Slide Number 85
	Slide Number 86
	Slide Number 87
	Slide Number 88
	Slide Number 89
	Slide Number 90
	Slide Number 91
	Slide Number 92
	Slide Number 93
	Slide Number 94
	Slide Number 95
	Slide Number 96
	Slide Number 97
	Slide Number 98
	Slide Number 99
	Slide Number 100
	Slide Number 101
	Slide Number 102
	A Investment Strategies �and Risk Management�
	Current Situation of Pension ALMs for Japanese Corporate Pension Plans�
	Abstract
	Contents
	Figure 1.　Corporate pension systems reform
	Table 1. Numbers of Corporate Pension Plans, Participants and Amounts of Assets（as of Sept.1.2006.）
	Table 2 Chronological list on Pension ALMs in Japan 
	Figure 2  Percentages of EPFs Formulating Strategic Asset Mix
	Figure 3  Classification of Pension ALMs
	Figure 4  Typical Output in the Simulation Type ALMs  
	Figure 4  Typical Output in the Simulation Type ALMs  
	Discussions�
	Discussions�
	Discussions-conti.
	Discussions-conti.
	Conclusion
	Slide Number 119
	A Practitioner’s Observations On Some Innovative Ideas For Pension Plan Investment
	Paper Overview
	The Four Ideas
	Securitizing The Unfunded Liability
	Problems With Securitizing U L
	Suggestions Re: Securitizing U L
	Margrabe Options
	Problems With Margrabe Options
	Suggestions Re: Margrabe Options
	Intergenerational Transfers
	Problems With IGT
	Suggestions Re: IGT
	Dynamic Asset Allocation
	Problems With DAA
	Suggestions Re: DAA
	Slide Number 135
	Asset and Liability Management by CADES,
	Executive summary	
	CADES background	
	Research work survey	
	Balance-sheet modelling : asset
	Balance-sheet modelling : liability
	Economy modelling
	Parameterization/calibration
	Net debt dynamic
	Dual form and risk definition
	Solving method
	Results : Debt risk profile
	Results on the current portfolio
	Results on the current portfolio : �the risk region
	Stochastic dominance
	Stochastic dominance
	Results on the current portfolio : �dynamic analysis
	Portfolio analysis : �Portfolio universe in a performance / risk framework
	Portfolio analysis : �Portfolio universe in a performance / risk framework
	Model sensitivity – model risk
	Model sensitivity – model risk
	Conclusion�« being forewarned is being forearmed »
	Slide Number 158
	Slide Number 159



