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AAbstract: 
 
The public pension scheme in Japan is a modified pay-as-you-go system with 
a certain level of reserve fund. It incorporates the benefit indexation system 
along with an increase in CPI or wages, and the “macroeconomic slide 
system” that limits the indexation to stabilize pension finances. The public 
pension scheme has a much more complicated risk structure than that of 
private pension plans. In addition, the reserve fund is significantly large. 
Hence, applying an ALM model is very important for analyzing its basic 
portfolio. As its risk structure is very complicated, a specially developed ALM 
model must be applied to analyze the public pension scheme. In this paper, 
we develop an ALM model that measures the probability distribution of 
future “real” values of the reserve fund and simulate them assuming about 
150,000 portfolios with a combination of four traditional asset classes. There 
is no unique optimum portfolio for the reserve fund of the public pension 
scheme and it differs significantly according to the definition of “risk.” 
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