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Abstract
This paper intends to explore the optimal fund management supposed that fund managers
are concerning for surplus risk and contribution risk. The methodology of the research is to
find that when the scheme sponsors consider both of the above risks, how they will perform to
minimize those risks and explore the optimal asset allocation of pension scheme. Wrapping up
Myners report and this thesis's results lead to some substances: First, every pension scheme

will have a scheme-specific funding standard that reflects the maturity structure of the
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liabilities of the scheme, and for the defined benefit schemes, the size of the pension benefit
depends on factors such as final salary, length of pensionable service, and age of member.
Secondly, if the management of asset allocation of the pension scheme concerning for surplus
and contribution risks, the asset classes of the scheme will be selected on the basis of their
counterparty with liabilities in terms of correlation and volatility rather than on the basis of
expected return. Taking pension fund of public servant as an example, we find that fund
managers should put more allocation on fixed income securities and trust operation and less
allocation on risk assets. Thirdly, the measurement of the portfolio performance has been
traditionally dominated by “peer-group” pension fund benchmarks and the expected return
and volatility of the portfolio have been the first two concerned factors. The performance
measurement of liability driven performance attribution (LDPA) is associated with the
management of asset-liability management, and the information that is required over the
LDPA performance measurement framework is as follows: the present value of the pension
liabilities as determined by the pension scheme’s actuary along with the pay-out rate of those

liabilities, and the value of LDAs along with a customized benchmark returns of those assets.

Keywords: pension fund management, strategic asset allocation, pension liabilities, liability

driven performance attribution, liability driven assets.
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