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Abstract

This paper intends to develop an international asset allocation algorithm for pension fundsin
Taiwan. The methodology of the research is to simulate the efficient frontier of domestic and
foreign investment instruments, considering the exchange and inflation rates risk. It analyzes
the impact of different restrictions imposed by regulations toward funds’ foreign investments, and
develops an optimal asset alocation strategy for pension fund sponsors in Taiwan. Compared
with international counterparts, Taiwan’s pension funds invest much less assets in foreign
investment instruments. While most developed countries pension funds invest over one-third
of their assets in foreign instruments, pension funds sponsors in Taiwan seem to be relatively
conservative. The results indicate that foreign stocks are appropriate investing targets which
can well diversify the portfolio risks even when the exchange and inflation rates factors are
considered. However, once restrictions toward foreign investments are imposed, the efficient
frontier will move downward significantly. In addition, after taking consideration of the risk
and return characteristics of al the investment instruments, the results show that North America

and Europe’ s stock markets are the best foreign targets for Taiwan’s pension funds to invest in.

Keywords: International Asset Allocation, Pension Funds, Taiwan
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1 1982-2000 ( )

*x CPI

1982 11.18 11.23 11.48 -19.50 12.51 44.66 43.34 19.88 -6.26 5.69 39.96 2.44
1983 8.60 8.83 9.08 L7177 9.98 4.84 9.74 22.90 26.42 22.38 40.32 -1.21
1984 8.31 8.54 8.79 9.99 9.24 18.28 14.45 4.96 13.48 411 39.52 1.66
1985 7.34 7.50 7.75 -0.35 8.21 12.46 29.71 31.50 39.39 -2.73 39.90 -1.32
1986 5.49 5.69 5.69 24.43 5.96 22.83 18.02 17.24 93.82 79.79 35.55 2.64
1987 5.00 5.25 5.25 125.18 5.75 -3.40 0.06 4.59 39.85 44.46 28.60 1.93
1988 5.12 5.38 5.38 118.78 5.88 8.62 12.10 16.06 35.19 4.10 28.22 1.10
1989 8.05 8.28 8.30 88.00 9.71 19.25 17.47 30.89 2.68 16.35 26.17 3.14
1990 9.50 9.50 9.50 -52.93 10.25 6.61 6.49 -291 -34.29 29.06 27.11 4.55
1991 9.11 9.11 9.11 1.56 9.47 17.64 22.03 29.89 11.54 -3.37 25.75 3.89
1992 7.75 7.80 8.00 -26.60 8.39 7.36 8.61 6.14 -18.20 13.66 25.40 341
1993 7.73 7.73 7.86 79.76 8.15 16.00 12.50 10.53 35.97 -4.25 26.63 4.63
1994 7.23 7.39 7.39 17.36 7.09 -7.94 -5.42 1.73 13.03 29.79 26.24 2.65
1995 7.12 7.21 7.25 -27.38 7.03 29.46 27.70 37.07 2.99 2.66 27.27 457
1996 6.58 6.75 6.90 34.02 5.79 -2.23 0.47 24.32 -8.40 22.13 27.49 2.53
1997 6.03 6.01 6.01 18.08 6.41 11.52 12.16 32.93 -25.34 21.57 32.64 0.26
1998 5.44 6.41 6.51 -21.60 6.22 14.96 6.89 29.04 2.69 24.20 32.22 2.13
1999 5.03 5.05 5.07 31.63 6.06 -10.60 -1.20 23.47 57.96 28.91 31.40 0.13
*2000 5.00 5.00 5.01 -26.79 5.65 13.39 9.02 -3.03 -14.97 -9.99 31.32 0.55
7.14 7.30 7.39 23.44 7.78 11.77 12.53 17.75 14.08 17.29 31.14 2.09

7.12 7.29 7.37 13.57 7.76 11.06 11.91 17.06 10.18 15.69 31.04 2.07

171 1.66 1.72 50.21 1.93 12.77 12.01 12.54 30.57 20.44 5.24 1.76

5.00 5.00 5.01 -52.93 5.65 -10.60 -1.20 -3.03 -34.29 -9.99 25.40 -1.32

Data Stream

Morgan Stanley Capital International

*2000

**1997,1999

20



3 1988-2000

*%7
(yield)
1988 5.38 118.78 5.88 12.10 16.06 30.47 35.53 4.10 31.87 80.06 -18.71
1989 8.28 88.00 9.71 17.47 30.89 14.41 181 16.35 68.79 55.74 92.04
1990 9.50 -52.93 10.25 6.49 -291 -10.60 -36.02 29.06 -17.51 -7.83 7.38
1991 9.11 1.56 9.47 22.03 29.89 40.58 9.09 -3.37 9.91 149.66 -15.71
1992 7.80 -26.60 8.39 8.61 6.14 6.76 -21.29 13.66 18.91 1341 -32.41
1993 7.73 79.76 8.15 12.50 10.53 0.57 25.70 -4.25 99.76 53.92 91.70
1994 7.39 17.36 7.09 -5.42 1.73 80.24 21.62 29.79 -14.38 0.64 -21.98
1995 7.21 -27.38 7.03 27.70 37.07 -13.61 0.86 2.66 -5.73 -12.83 4.72
1996 6.75 34.02 5.79 0.47 24.32 14.06 -15.38 22.13 2.93 22.21 25.70
1997 6.01 18.08 6.41 12.16 32.93 21.35 -23.55 21.57 -48.20 31.64 51.19
1998 6.41 -21.60 6.22 6.89 29.04 -32.17 5.25 24.20 -11.00 -35.11 -30.11
1999 5.05 31.63 6.06 -1.20 23.47 -5.05 61.77 28.91 69.41 58.89 83.98
*2000 5.00 -26.79 5.65 9.02 -3.03 -14.41 -15.20 -9.99 -29.71 -9.16 -9.16
7.05 17.99 7.39 9.45 18.16 10.20 3.86 13.45 13.46 30.86 17.58
7.04 7.76 7.38 9.03 17.35 6.94 0.68 12.62 6.20 23.09 9.67
1.40 49.80 1.56 9.51 13.67 27.92 26.16 13.49 41.60 47.33 45.06
5.00 -52.93 5.65 -7.20 -3.03 -32.17 -36.02 -9.99 -48.20 -35.11 -32.41
Data Stream
Morgan Stanley Capital International
*2000
**1997,1999
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2 1982-2000

@ @ B @ 6 6B O 6 0
(1) 100 100 -032 09 050 055 003 -038 -0.29
(2 1.00 100 032 09 050 056 004 -037 -0.30
(3) -032 -032 100 -024 -031 -026 004 049 0.17
@7 09 09% -024 100 050 057 001 -031 -0.29
(5) 050 050 -031 050 100 091 029 -011 -0.27
(6) 055 056 -026 057 091 100 041 -0.05 -0.36
(MM SCI 003 004 004 001 029 041 100 011 -0.09
(8)M SC -038 -037 049 -031 -011 -005 011 100 0.46
(9M SCI -029 -030 017 -029 -027 -036 -0.09 046 1.00
4 1988-2000

@ @ 6 & 6 6 O 6 O 1 @
(1) 100 -022 092 034 -007 018 -039 0.06 0.08 0.18 -0.04
(2 -0.22 100 -0.13 0.00 021 036 057 -014 065 053 049
(3)7 092 -013 100 036 -0.11 010 -029 0.01 023 028 0.13
4 0.34 000 036 100 045 -0.17 -0.26 -0.65 -0.01 0.25 -0.04
(5)M SCi -0.07 021 -0.11 045 100 -0.10 0.17 002 0.08 0.28 0.28
(6)M SCI 018 036 010 -017 -0.10 100 0.21 0.12 -0.05 044 -0.13
()M SCI -0.39 057 -0.29 -0.26 017 021 1.00 -0.02 0.63 041 0.28
(8)M sClI 0.06 -0.14 0.01 -0.65 002 012 -0.02 100 -0.16 -0.34 0.08
(M sCi 0.08 065 0.23 -001 008 -0.05 063 -0.16 1.00 045 0.63
(10)M SCI 018 053 028 025 028 044 041 -034 045 100 0.25
(11)M SClI -0.04 049 013 -004 028 -0.13 0.28 008 063 025 1.00
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5 1982-2000

7 MSCI MSCI
(%) (%)
A 9.0000 1.9978 0.0067 0.8564 0 0.0848 0.0520
10.0000 2.7876 0.0059 0.7452 0 0.1693 0.0796

11.0000 3.7967 0.0071 0.6112 0.0388 0.2323 0.1106
12.0000 4.8732 0.0084 0.4762 0.0793 0.2943 0.1418
13.0000 5.9808 0.0096 0.3413 0.1198 0.3563 0.1730
14.0000 7.1050 0.0109 0.2063 0.1603 0.4184 0.2042
15.0000 8.2389 0.0121 0.0713 0.2007 0.4804 0.23%4

B 9.0000 2.3551 0.0194 0.8312 0 0.0720 0.0774
10.0000 3.6880 0.0288 0.6969 0 0.1472 0.1270
11.0000 52314 0.0383 0.5627 0 0.2224 0.1766
12.0000 6.8444 0.0477 0.4285 0 0.2977 0.2262

13.0000 8.4872 0.0575 0.2910 0.0046 0.3701 0.2767
14.0000 | 10.1433 0.0685 0.1446 0.0223 0.4347 0.3299
15.0000 | 11.8064 0.0792 0.0000 0.0374 0.5009 0.3825

6 1982-2000
7 MSCI MSCI
(%) (%)
A 7.0000 | 3.1708 0 0 0.0142 0.8162 0 0.0762 0.0935
8.0000 | 4.5165 0 0 0.0232  0.6805 0 0.1523 0.1440
9.0000 | 6.0487 0 0 0.0323 0.5448 0 0.2285 0.1945
10.0000 | 7.6562 0 0 0.0416 04076 0.0021 0.3033 0.2454
11.0000| 9.2981 0 0 0.0522 0.2601 0.0192 0.3691 0.2994
12.0000 | 10.9579 0 0 0.0627 0.1125 0.0364 04349 0.3534
B+ 7.0000 | 3.1708 0 0 0.0142 0.8162 0 0.0762 0.0935
8.0000 | 7.7062 0 0 0.1333 0.6667 0 0.2000 0
9.0000 | 16.7215 0 0 0.3218 0.4782 0 0.2000 0
10.0000 | 26.3218 0 0 0.5103 0.2897 0 0.2000 0
11.0000 | 36.0427 0 0 0.6988 0.1012 0 0.2000 0
C= 7.0000 | 5.5681 0 0 0.0965 0.8035 0 0.1000 0
8.0000 | 14.7678 0 0 0.2850 0.6150 0 0.1000 0
9.0000 | 24.4577 0 0 04735 0.4265 0 0.1000 0
10.0000 | 34.2239 0 0 0.6620 0.2380 0 0.1000 0
11.0000 | 44.0157 0 0 0.8505 0.0495 0 0.1000 0
D#= | 7.0000 | 5.5681 0 0 0.0965 0.8035 0 0.1000 0
7.7103 | 15.1709 0 0 0.3000 0.6000 0 0 0
* 20% ** 10%
*rx 10% 30%
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7 1982-2000

7 MSCI MSCI
(%) (%)

A 6.0000 | 2.3202 | 0.2858 0.1023 0.0073 0.5389 0 0 0.0146 0.0510
7.0000 | 3.1708 0 0 0.0142 0.8162 0 0 0.0762 0.0935
8.0000 | 4.5165 0 0 0.0232 0.6805 0 0 0.1523 0.1440
9.0000 | 6.0487 0 0 0.0323 0.5448 0 0 0.2285 0.1945
10.0000] 7.6562 0 0 0.0416 0.4076 0 0.0021 0.3033 0.2454
11.0000] 9.2981 0 0 0.0522 0.2601 0 0.0192 0.3691 0.2994
12.0000{10.9579] O 0 0.0627 0.1125 0 0.0364 0.4349 0.3534

B+ |6.0000 | 2.3453 0 0.2731 0.0072 0.6581 0 0 0.0088 0.0528
7.0000 | 3.4028 0 0 0.0181 0.7812 0.0115 0 0.0751 0.1142
8.0000 | 5.0319 0 0 0.0328 0.5984 0 0.0564 0.1251 0.1874
9.0000 | 6.8158 0 0 0.0484 0.4089 0 0.1109 0.1699 0.2618
10.0000] 8.6603 0 0 0.0641 0.2195 0 0.1655 0.2148 0.3362
11.0000]10.5336] © 0 0.0798 0.0300 0 0.2200 0.259 0.4106
12.0000{13.3639] O 0 0 0 0 0 0.5084 0.4916

12%
8 1988-2000
7 MSCI MSCI MSCl MSCl
(%) (%)
7.0000 | 3.6032 0 0.7805 0.1809 0.0387

A 8.0000 | 5.1466 0 0.6753 0.2599 0.0648
9.0000 | 6.7183 0 0.5701 0.3390 0.0909
10.0000 | 8.3023 0 0.4650 0.4180 0.1170
11.0000 | 9.8927 0 0.3598 0.4971 0.1431
12.0000 |11.4868 0 0.2546 0.5761 0.1693
13.0000 |13.0832 0 0.1495 0.6552 0.1954
14.0000 |14.6813 0 0.0443 0.7342 0.2215

B 7.0000 | 3.4264 0 0.7755 0.1362 0.0609 0.0060 0.0214
8.0000 | 4.7989 0 0.6726 0.1833 0.1005 0.0061 0.0374
9.0000 | 6.1907 0 0.5698 0.2303 0.1402 0.0062 0.0535
10.0000 | 7.5912 0 0.4670 0.2773 0.1799 0.0062 0.0696
11.0000 | 8.9964 0 0.3642 0.3243 0.2196 0.0063 0.0857
12.0000 |10.4044 0 0.2613 0.3714 0.2592 0.0063 0.1017
13.0000 |11.8142 0 0.1585 0.4184 0.2989 0.0064 0.1178
14.0000 |13.2252 0 0.0557 0.4654 0.3386 0.0064 0.1339

24



9 1994 %

59 25 7 2
29 54 1 9
61 0 23 0
40 17 21 3
47 8 35 2
36 16 39 0
25 20 29 7
21 9 38 5
30 0 66 0
30 0 10 0
19 0 11 0
7 1 61 1
4 1 76 1
314 11.6 36.7 2.3

Global perspective: A summary of Waston Wyaitt's Survey on the

1994 Investments Performance of Retirement Fund Assets in Magor World
Markets, Waston Wyatt
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%

1993 1998
25 46
18 35
13 17
63 73
64 99
35 26

36.3 42.7

2000.07.27
11 %

1998 2003
45 40
35 30
23 23
19 25
18 18
16 23
11 12
8 13

6 2
4 5
18.5 19.1

Foreign stock weightings to increase in many nations,

2000, Pensions and Investments
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