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Infinite Period Asset and Liability Management for Pension Fund

Satoshi Yamashita

(The Institute of Statistical Mathematics)

Tomoo Yato

(Nomura Research Institute, Ltd.)

Recently, there has been extensive study on asset and liability management (ALM)
as a multi-period portfolio selection problem. However, most studies have assumed finite
investment periods and consequently cannot be implemented in actual asset management.
This paper takes the pension fund ALM as an example with an infinite investment horizon
and proposes a method for constructing an optimum multi-period portfolio. In the process
of deriving the main result, problems in dynamic programming and scenario analysis are
pointed out and we compare their pros and cons. We apply the Markov decision process
(MDP) to solve the pension fund ALM problems. The method’s validity is examined
based on a criterion that focuses on the changes in the rate of pension premium.

Key words: Markov decision process, pension fund, asset liability management, multiperiod opti-
mization, rate of pension premium.



