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Today’s Outline

 Pension Funds: The Basics

 Strategic Asset Allocation

 Major Economic Indicators for 

Investment Decisions
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The Asset Management Industry 

as of 31 Dec 2012
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Pension funds contain assets that are set aside to support a 

promise of retirement income. Generally, that promise is 

made by a private organization or a government. This 

organization is referred to as a plan sponsor.

There are two types of pension funds.

1. A defined-contribution plan specifies the sponsor’s 

obligations in terms of contributions to the pension fund 

rather than the benefits to plan participants.

2. A defined-benefit plan is a plan that specifies the plan 

sponsor’s obligations in terms of the benefit to plan 

participants.

Pension Funds: the Basics
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• For a defined-contribution plan, because the 

benefit is not promised, the participants bear the 

risk of poor investment results or the benefit is 

not enough to cover living expenses.

Example: Government Pension Fund (covers 

1.2 million government officers)

• For a defined-benefit plan, because the sponsor 

has a financial obligation to pay specified future 

benefits, the sponsor bears a risk of not being 

able to make the promise.

Example: Social Security Fund (covers 11 

million employees of private companies)

Pension Funds: the Basics

http://www.sso.go.th/
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Government Pension Fund

Contributions: 3% from employer (the government) + 3% from employee

Pension Benefits: Lump sum equals to total contributions plus investment 

income

Pension Funds: The Government Pension 

Fund

Mrs. Somsri, age 45, is a government officer and has just 

become a member of the GPF. 

• She has monthly income of B15,000

• Her contribution = 3% x 15,000 = B450 per month

• Employer Contribution = 3% x 15,000 = B450 per month

• Total monthly contribution is then 900 Baht per month or 

10,800 Baht per year.

When Mrs. Somsri retires at age 60

• Her retirement benefit is a lump sum equal to total 

contribution plus investment income earned during the 

contribution period.

http://www.google.co.th/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=REiFWAntzDQFyM&tbnid=nY1xHjrPNWHiPM:&ved=0CAUQjRw&url=http://www.123rf.com/photo_8397735_a-working-woman.html&ei=_IUPUYLPJ5GSiQeTtYHgDg&bvm=bv.41867550,d.bmk&psig=AFQjCNEs2WXAeNnn3DJeQLiQV8NojNPubA&ust=1360058209895362
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45 46 47 60

-10,800 -10,800 -10,800

FV = 251,380

• Assuming annual investment return of 6% (annual 

compounding), her contribution of 10,800 per year for 15 years 

will grow to 251,380 Baht by the time she retires at age 60. (PV = 

0, PMT = 10800, N = 15, I = 6, FV = 251,380)

• Her lump sum pension will then be 251,380 Baht.

• As a plan participant, Mrs. Somsri bears the risk that

• Investment return may be < 6% or…

• this lump sum amount may not be enough to cover her 
living expenses for the rest of her life. 

Lump sum = 251,380

Pension Funds: The Government Pension 

Fund

http://www.google.co.th/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=QKGpe4Qbzi6i7M&tbnid=TTPTQxAQzjRBVM:&ved=0CAUQjRw&url=http://www.wpclipart.com/cartoon/people/women_cartoons/old_lady_cartoon.png.html&ei=YToPUdi7OoqwiQfwpoGgDw&bvm=bv.41867550,d.bmk&psig=AFQjCNH2BxKuySesCOXnLp_VisrX8G8BCQ&ust=1360038879665570
http://www.google.co.th/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=REiFWAntzDQFyM&tbnid=nY1xHjrPNWHiPM:&ved=0CAUQjRw&url=http://www.123rf.com/photo_8397735_a-working-woman.html&ei=_IUPUYLPJ5GSiQeTtYHgDg&bvm=bv.41867550,d.bmk&psig=AFQjCNEs2WXAeNnn3DJeQLiQV8NojNPubA&ust=1360058209895362
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Social Security Fund

Contributions: 3% from employer + 3% from employee

Pension Benefits: 

• Contribute < 15 years

Lump sum equals to contributions plus investment income

• Contribute = 15 years

monthly pension equals to 20% of the average of the last 5 

years of salary

• Contribute > 15 years

monthly pension equals to 20% of the average of the last 5 

years of salary + bonus equals to 1.5% of the average of the 
last 5 years of salary for each additional year of contribution

Pension Funds: The Social Security Fund
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Mr. Somkid, age 45, is an employee of a private 

company and has just become a member of the SSF. 

• He has monthly income of B15,000. 

• His contribution = 3% x 15,000 = B450 per month

• Employer Contribution = 3% x 15,000 = B450 per 

month

• Total monthly contribution is then 900 Baht per month 

or 10,800 Baht per year.

When Mr. Somkid retires at age 60. (Note that he has 

contributed for 15 years)

• His retirement benefit = 20% x 15,000 = 3,000 Baht 

per month or 36,000 Baht per year for the rest of his 

life.

Pension Funds: The Social Security Fund

http://www.google.co.th/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=XpMsTDboVv0TyM&tbnid=wMR2OLU0I_EhOM:&ved=0CAUQjRw&url=http://www.canstockphoto.com/vector-clipart/young-suit.html&ei=UIUPUfPnFY6ziQeSjIDwDA&bvm=bv.41867550,d.bmk&psig=AFQjCNGt1JH11RQrcSngCrXGz4YczGqCjg&ust=1360058013073998
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45 46 47 60

-10,800 -10,800 -10,800

• Mr. Somkid has been contributing B900/month or B10,800/year for 15 years.

• He is entitled to monthly pension of 3,000 Baht per month or 36,000 Baht per year 

for the rest of his life. Although it does not seem much, he is guaranteed to receive 

this monthly pension even if he lives long until the age of 80, 90 or 100+

• Assuming annual investment return of 6% (annual compounding), his contribution of 

10,800 per year for 15 years will grow to 251,380 Baht by the time he retires at age 

60. (PV = 0, PMT = 10800, N = 15, I = 6, FV = 251,380)

• Assuming Mr. Somkid passes away at age 75 and a discount rate of 6%, his 

retirement benefits of 36,000 Baht per year for 15 years have a PV of 349,641 Baht. 
(FV = 0, PMT = 36000, N = 15, I = 6, PV = 349,641)

61 62 63

+36,000 +36,000 +36,000

FV = 251,380

PV = 349,641

75

+36,000

Pension Funds: The Social Security Fund
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http://www.google.co.th/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=XpMsTDboVv0TyM&tbnid=wMR2OLU0I_EhOM:&ved=0CAUQjRw&url=http://www.canstockphoto.com/vector-clipart/young-suit.html&ei=UIUPUfPnFY6ziQeSjIDwDA&bvm=bv.41867550,d.bmk&psig=AFQjCNGt1JH11RQrcSngCrXGz4YczGqCjg&ust=1360058013073998
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GPF SSF

Type Defined Contribution Defined Benefit

Contribution 
Rate

3% employee + 
3% employer

3% employee + 
3% employer

FV of Total 
Contribution

251,380 251,380

Benefit Lump-sum at 
retirement = 251,380

Monthly pension until 

death = 3,000 

(PV = 349,641 if live for 
15 years)

Risk Taker Participants 
(Mrs. Somsri)

Plan Sponsor (SSF)

Pension Funds: the Basics
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Today’s Outline

 Pension Funds: The Basics

 Strategic Asset Allocation

 Major Economic Indicators for 

Investment Decisions
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Asset Allocations as of Dec 2012
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Strategic Asset Allocation of the SSF:

Assessment of the Liabilities

High Growth: High Risk Liability Matching : Low Risk
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Strategic Asset Allocation of the SSF:

Return and Risk Objectives
Objectives Details

Primary Objective To maximize the expected value of fund reserves at 

the end of 20 years, subject to an acceptable degree 

of risk.

Investment Horizon 20 years

Return Objective 5.5% per year

Risk Objectives 1. Short-term : SSO will not tolerate a greater than 

5% chance of the return in any one year being 

below -2% in any year

2. Long-term: SSO will not tolerate a greater than 

30% chance of the projected fund reserves being 

depleted by 2060
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Strategic Asset Allocation of the SSF:

Candidate Asset Classes (1)
Asset Class Expected Return 

(Geometric)

Volatility Index

Thai Govt Bonds 3.8% 6.7% ThaiBMA Govt Bond Index

Thai Corp Bonds 4.4% 5.7% ThaiBMA Corp Bond Index

Global Sovereign (H) 3.6% 5.1% Barclays Global Aggregate Index

Global Credit (H) 4.5% 6.8%

Thai Equities 8.7% 28.9% SET Index

DM Equities (UH) 6.3% 18.6% MSCI World Index

EM Equities (UH) 8.5% 26.9% MSCI EM Index

Real Estate (H) 7.1% 10.3% NCREIF Property Index

Infrastructure (H) 7.0% 12.4% UBS Global Infrastructure Index
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Strategic Asset Allocation of the SSF:

Candidate Asset Classes (2)
Asset Class Key Return Drivers Key Risk Factors

Thai Govt Bonds Income (from Yield) Interest rate + reinvestment + inflation

Thai Corp Bonds Income (Yield + Spread) All of the above + credit

Global Sovereign (H) Income (from Yield) All of the above + credit + FX

Global Credit (H) Income (Yield + Spread) All of the above + credit + FX

Thai Equities Income + growth Price risk + liquidity

DM Equities (UH) Income + growth Price risk + liquidity + FX

EM Equities (UH) Income + growth Price risk + liquidity + FX

Real Estate (H) Income Liquidity + valuation + manager

Infrastructure (H) Income Liquidity + valuation + manager + regulation
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Strategic Asset Allocation of the SSF:

Combinations of Asset Classes
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Strategic Asset Allocation of the SSF:

Combinations of Asset Classes

Equity % Bonds %

Expected 

Return

Fund Value in 

2031 (Billion 

THB)

'Worst 

Case' 

Return

Current AA 10% 90% 4.6% 3,905.2           -1.3%

4% Return 2% 98% 4.0% 3,517.3           0.5%

4.5% Return 8% 92% 4.5% 3,803.1           -0.7%

5% Return 15% 85% 5.0% 4,169.0           -2.8%

5.5% Return 22% 78% 5.5% 4,573.6           -5.2%

6% Return 30% 70% 6.0% 5,088.6           -8.0%

6.5% Return 37% 63% 6.5% 5,590.7           -10.6%

7% Return 46% 54% 7.0% 6,315.4           -13.9%
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Strategic Asset Allocation of the SSF:

Recommended SAA
Broad Asset 

Class

Sub-Asset Class Current 

Asset 

Allocation

Strategic

Asset 

Allocation

Tactical

Asset 

Allocation

Fixed Income Thai Fixed Income 88.0 51.0 44 - 58

Global Sovereigns

Global Corporates

EM Bonds

2.0 16.0 3 - 27

Equities Thai Equities 9.5 8.0 4 - 12

DM Equities

EM Equities

15.0 3 - 27

Real Assets Real Estate

Infrastructure

Commodities

0.5 10.0 0 - 20

Ratio of Low Risk: High Risk Assets 90:10 64:36

Expected Return 4.5% 5.5%

Chance of return in any year being below -2% nil 1 in 20 years

Chance of Fund Reserves depleted by 2060 57.7% 28.5%
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SAA for various types of Investors
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SAA for various types of Investors
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Issues related to SAA

Home BiasSize Does Matter

Not Worth It : the case of Private Equity
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Today’s Outline

 Pension Funds: The Basics

 Strategic Asset Allocation

 Major Economic Indicators for 

Investment Decisions
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Asset Class Returns over Time:

We need diversification across asset classes
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Asset Class Returns over Time: 
We also need diversification across countries
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SSO Global Outlook : USA
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SSO Global Outlook : Euro Zone
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SSO Global Outlook : Japan
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SSO Global Outlook : China

32
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SSO Global Outlook : Thailand
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Investment Themes for Long-term Investors

Rising Income of 

the Middle Class

Urbanization Aging Population
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Investment Themes for LT Investors
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