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An Optimization Model for Policy Asset Allocations

Naoshi TAMANOUCHI! and Yasufumi SARUWATARI*

Abstract

Due to deregulation, domestic corporate pension plans are now allowed to al-
locate their assets quite flexibly. On the other hand, they have the responsibility
to provide continuous and stable pension benefits for their plan participants. So,
it is necessary for them to make investments from a long-term viewpoint. Policy
asset allocation plays an important role in this sense. It is an asset allocation
which should be kept firmly for a long period, and should also be regarded as
a benchmark for Japanese corporate employees’ pension plans in managing their
investments. In this paper, we propose an optimization model to obtain a policy
asset allocation. In order to construct a model, the behaviour of investors in
actual investments is took in consideration, since actual asset allocation is de-
termined by the actual economic environment. In addition, a down-side risk is
employed as an objective function when we derive the optimization model. In
particular, we present an approximation algorithm in order to solve the model
efficiently. The algorithm solves relaxation problems iteratively, and seeks for the
best solution under certain conditions. We implemented the algorithm and car-
ried out some computational experiments. The results showed the validity and
applicability of our model for practical use.
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