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Official business

Alaska State Legislature
House

P.O. BOX V
State Capitol

Juneau, Alaska 99811

April 21, 1987

Barry L. Haight, President 
Fairbanks Central Labor Council 
A. F. of L. - C. I. 0.
819 First Avenue 
Fairbanks\ AK ,99701

the House Sta^e Affairs Committee passed out 
House B i l l  2 \ § / . The committee report is attached. Its next 
referral is to the Finance Committee.

I agree with your position that the bill addresses an unfair 
situation and I believe the proposed remedy is appropriate. 
Thank you for writing to share your concerns.

Sincerely,

LiU )
Fran Ulmer, Chair
House State Affairs Committee



F a i r b a n k s  C e n t r a l  L a b o r  C o u n c i l  

A. F. of L. - C. I. O.XI9 FIR ST AV EN U E FA IRB AN KS, A L A S K A

A p r i l  6, 1987

Representative Fran Ulmer, Chairwoman
H o u s e  S t a t e  A f f a i r s  C o m m i t t e e  ,

P.O. B o x  V  r  r‘ ' » v L. * w
Juneau, A l a s k a  9 9 8 1 1  V-t-

D e a r  Fran:

T h e  F a i r b a n k s  C e n t r a l  L a b o r  C o u n c i l  s u p p o r t s  p a s s a g e  of H.B. 215. 
E n a c t m e n t  of this l e g i s l a t i o n  w i l l  r e s o l v e  a l o n g s t a n d i n g  p r o b l e m  
in the p u b l i c  e m p l o y e e  w o r k p l a c e .

A  n u m b e r  of A F L - C I O  m e m b e r s  in the F a i r b a n k s  a r e a  h a v e  r e c e n t l y  
d i s c o v e r e d  th a t  t h e y  h a v e  s e r v i c e  n o t  c r e d i t e d  for r e t i r e m e n t  
j u s t  as t h e y  w e r e  r e a d y  to retire. T h e  p r o b l e m  o f  u n c r e d i t e d  
s e r v i c e  t ends to b e  w o r s e  w i t h  p u b l i c  s a f e t y  e m p l o y e e s  w h o  are 
m o r e  l i k e l y  to s u f f e r  f r o m  o c c u p a t i o n a l  i n j u r i e s  or i l l n e s s  t h a n  
o t h e r  w o r k e r s .

B e c a u s e  of c o n t r a c t  l a n g u a g e  m a n y  C i t y  of F a i r b a n k s  e m p l o y e e s  
c o n t i n u e  to p a y  into the P u b l i c  E m p l o y e e  r e t i r e m e n t  s y s t e m  e v e n  
w h e n  t h e y  a r e  o n  w o r k m e n ' s  c o m p e n s a t i o n .  H o u s e  B i l l  215 w i l l  
r e s o l v e  this u n f a i r  situation.

S in c e r e l y ,

. Haight, President
Central Labor Council

cc: Representative Mark Boyer
Representative Niilo Koponen

BL: jb
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April 7 1987

The Honorable Fran Ulmer 
Chairman
House State Affairs Committee 
P.O. Box V 
Juneau, AK 99811

Dear Madam Chair:

In accordance with Alaska Statute 24.08.036, I am providing 
the analysis below on House Bill 215. The analysis includes 
the long-term and short-term costs to the State if the bill 
is adopted and the impact the bill will have on the 
actuarial soundness of the Public Employees' Retirement 
System (PERS) and the Teachers' Retirement System (TRS) 
funds. Required changes to the appropriation for the 
Division of Retirement and Benefits are discussed in a 
separate fiscal note.

This bill would allow PERS members to receive credit for
periods of leave without pay for which they receive workers' 
compensation payments. They would only have to pay the 
employee's contribution for that equivalent service. It is 
estimated to result in a .02% increase in PERS employer 
contribution rates in FY 88 and level thereafter. The State 
PERS payroll is estimated to be $521,290,584.00 in FY 88 and 
remain level each year thereafter. This would result in an 
annual State cost of $104.3 in FY 88 and in succeeding years 
(the PERS contribution rate increase of .02% times the State 
PERS estimated payroll of $521,290,584.00).

In addition to the State costs above, there would also be an 
increase in political subdivisions FY 88 contribution rate 
of .02%. This would result in an increase in their annual 
costs by $65.9 (rate increase of .02% times the estimated 
political subdivision payroll of $329,282,769.00).

Re: House Bill 215

Note. Please Include Your Social Security Number In All Correspondence s Requests Concerning Your Benetils



GPL 07 '87 09:39 LIO - FAIRBANKS

Rep. Fran Ulmer 
House Bill 215 

PO Box V
Juneau, AK 99811 

Dear Ms. Ulmer:

I have been employed with the City of Fairbanks Fire Dept, since 1970.
In the 17 years I have been employed I have been hospitilized twice for 
smoke inhalation and sustained a neck and shoulder injury in 1975 after 
falling through a roof in the line of duty. Subsequently, I have had 
three surgeries for this injury for which I am currently recuperating 
from the third surgery in February 1987. I should be able to return 
to work by the end of April.

As a result of the job related injuries sustained over the years I have 
been off work for approximately 7 to 9 months cumulatively. In the past 
we were all under the understanGing that time off for on the job injuries 
were for full credited services. Under the new APERS system any on the 
job injuries under 10 days is full credited service while injuries or 
illness requiring more than 10 days in considered LWOP non-credited 
service from date of injury.

I have given you a brief outline of my work and medical background to 
aiveyou an idea although I'm sure you are already aware of the hazards 
of this line of work. I feel we are penalized under the current APERS 
laws system for job related injuries and would like your support for 
House Bill 215.

Sincerely,

Ronald G. Willis

cc: Nilo Koponen
Mark Boyer

Ron Willis
1716 Southern Ave
Fairbanks, AK 99701
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POSITION PAPER 

HB 115

This bill would allow Public Employees' Retirement System (PERS) members who 
take more than ten days leave of absence without pay (LWOP) in a calendar year 
because of an on-the-job injury or work-related illness and who are receiving 
workers' compensation benefits to receive service credit in the PERS. The 
members could establish an indebtedness for that LWOP service in an amount 
equal to their employee contributions which would have been paid had they been 
working.

Because the department is sympathetic to the concerns represented, its 
position is neutral even though the bill has a cost of $104.3 in FY 88 during 
a time when the administration is struggling with holding personal services 
costs down. If it is determined to address these concerns with service credit 
in the PERS, it could be addressed at approximately one-half the cost if 
treated as in the Teachers' Retirement System (TRS). In the TRS, the member 
can receive credit for LWOP service by paying both the employee and employer 
contributions. Even though this would still result in a cost, this would help 
to offset the cost to the employers and thereby make this bill more fiscally 
conservative.

The department is neutral on this bill due to the cost. However, the 
department would support the bill if it were amended as described above.

Date
Department of Adminiscration

20/6D1/0406-02/5



O ffic ia l Business

Alaska State Legislature
House

P.O. BOX V 
State Capitol 

Juneau, Alaska 99811

COMMITTEE ON STATE AFFAIRS

April 13, 1987

Barry L. Haight, Chairman
Fire Fighters Legislation Action Committee
P.O. Box 784
Fairbanks, AK 99707

Dear Mr. Haight:

Thank you for your letter on House Bill 215. The State 
Affairs Committee considered this bill on Wednesday, April 8, and 
passed it on to the Finance Committee. I have enclosed a copy of 
the State Affairs Committee report for your information and will 
send your letter on to the Finance Committee.

Thank you, again, for writing.

S i n c e ^ e U f ,

Fran Ulmer, Chair
House/State Affairs Committee

Enc.



Fire Fighters Legislative Action Committee
P.O. B o x  7 8 4  B a r ry  L . H a ig h t , Chairm an F a ir b a n k s , A la s k a  9 9 7 0 7

A p r i l  6 , 1987

R e p r e s e n t a t iv e  Fran  U lm er, C h a irw aran  
House S t a t e  A f f a i r s  Committee 
R o st O f f ic e  Box "V "
Ju n e a u , A la s k a  998 11

A C h rono logy  -  W o rkers ' Com pensation paym ents a s  C r e d i t a b le  S e r v ic e  under th e  P u b l ic  E rrp loyees 
R e tirem en t System

1960 - The P u b lic  Em ployees R e t irem en t System  (PERS) i s  c r e a t e d , L a t e r  r e v iew  by an  A la s k a  C ourt 
and th e  A la s k a  P u b l ic  E n p lo v e e s  R e t irem en t Board d ete rm in ed  t h a t  l e g i s l a t i v e  in t e n t  was f o r  W o rkers ' 
C cn p en sa t io n  payment to  be in c lu d ed  a s  c r e d i t a b l e  s e r v i c e .  The Departm ent o f  A d m in is t r a t io n  
fo llo w e d  t h i s  p r a c t ic e  u n t i l  19 79 .

19 7 7 -  S t a tu t o r y  d e f i n i t i o n  was ch anged , d ropp in g  " s u b s is t e n c e  and m a in ten an ce "  la n g u a g e .

19 79 - The Department o f  A d m in is t r a t io n  d e c id e d  to  change i t s  in t e r p r e t a t io n  o f  A .S .  3 9 .3 5 .6 8 0 (8 )  to  
f in d  th a t  "com p en sa t io n " and t h e r e f o r e , c r e d i t a b l e  s e r v i c e  under A .S .  3 9 .3 5 .3 0 0  sh ou ld  no lo n g e r  
in c lu d e  paym ents f o r  W orkers ' Co m 's a t io n .

I t  i s  in t e r e s t in g  to  n o te  th a t  in  19 79 , t h e  d epartm en t r e q u e s te d  an  o p in io n  f a n  th e  A t to rn e y  
G en e ra l r e g a r d in g  th e  1.977 s t a t u t o r y  amendment t o  "c om p en sa t io n " under th e  PERS A c t ; th e  A t to rn e y  
G e n e r a l , r e l y in g  on r u le s  o f  s t a t u t o r y  c o n s t r u c t io n , r u le d  th a t  W o rk e rs ’ Com pensation  paym ents w ere 
in c lu d ed  w it h in  th e  d e f i n i t i o n  o f  " c o m p en sa t io n " . A month l a t e r ,  a t  th e  r e q u e s t  o f  th e  d ep a rtm en t , 
a  second  o p in io n  was is s u e d  w ith o u t an y  l e g a l  c i t a t i o n s .  The A t to rn e y  G en e ra l r e v i s e d  h i s  o p in io n  
to  s t a t e  th a t  th e  p o r t io n  o f  an  em p lo y e e 's  s a l a r y  p a id  th rough  W orkers ' C om pensation  paym ents sh o u ld  
not be in c lu d ed  a s  " c o m p en sa t io n " . T h e r e a f t e r , th e  d ep artm en t r e v i s e d  i t s  p o l i c y .  A B oard  o f  
R ev iew  a t  a  l a t e r  d a t e  d e s c r ib e d  t h i s  m aneuver a s  a  " s e l f - s e r v i n g  r a t i o n a l i z a t i o n " .

19 8 2 - The l e g i s l a t  r e  p a ssed  a  s t a t u t o r y  change to  th e  PF.RS A c t and W orkers ' Com pensation  was 
e x p r e s s ly  added to  a  l i s t  o f  it e m iz e d  e x c lu s io n s .

T hu s , we h ave  th r e e  c l a s s e s  o f  em p lo y e e s :

1 )  Those h ir e d  p r e v io u s  to  1979 w ith  whom no t o n ly  a r e  W orkers ' C om pensation  paym ents c r e d i t a b l e  
s e r v i c e ,  but a l s o  unused le a v e  p aym en ts .

2) Those em p lo yees h ir e d  between J u l y  1 ,  1979 and J u l y  1 ,  19 8 2 , who r e c e iv e  W o rkers '
C cn p en sa t io n  paym ents a s  c r e d i t a b l e  s e r v i c e ,  bu t n o t unused l e a v e .

3 ) E n p lo v e e s  h ir e d  a f t e r  J u l y  1 ,  19 8 2 , to  whom n e i t h e r  W o rkers ' C onp en sa tio n  paym ents n o r unused 
le a v e  i s  c r e d i t a b l e  s e r v i c e  under PERS.

T h e r e fo r e , c u r r e n t  law  d i c t a t e s  th a t  an  em p loyee in ju r e d  on th e  jo b  i s  p e n a l i s e d  b y h a v in g  h i s  
r e t ir em en t b e n e f i t s  red u ced . The more s e v e r e  th e  in ju r y  and th e  g r e a t e r  th e  le n g t t i o f  t im e o u t o f  
w ork , th e  g r e a t e r  th e  p e n a l t y .

The F i r e  F ig h t e r s  L e g i s l a t i v e  A c t io n  Committee su p p o r ts  p a s s a g e  o f  House B i l l  2 15  a s  a  r e a s o n a b le  
method o f  s o lv in g  in e q u i t i e s  o f  W orkers ' Com pensation under th e  P u b l ic  Em p loyees R e t irem en t S y stem .

x c :  R e p r e s e n t a t iv e  N i i l o  Koponen
R e p r e s e n t a t iv e  Mark B oyer



HOUSE COMMITTEE REPORT
Date referred: 3/25/87 FURTHER REFERRALS: Finance

(7)

The State Affairs

DATE:

Committee has considered HB 215

"An Act relating to credited service under the Public Employees' Retirement 
System for certain periods of leave of absence without pay; and providing 
for an effective date."
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[ ] replace with ________

[ ] attached amendment(s)
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] do not pass 

] no recommendation 

] individual recommendations 
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Committee
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B i l l  V e rs io n : hb 215
REQUEST________________________________________ Publish Date:_____________

Rev is ion  Date: ____________________________ Agency A ffe c te d : Administration___________
T i t l e :  An A ct r e la t in g  to  c re d ite d  BRU: R e tirem en t and B e n e fits
s e rv ic e  under the PERS.____________________  _____________________________________
Sponsor: Boyer____________________________  Components: R etirem en t and B e n e fits _______
Requestor: ___________________________________________________

STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE

EXPENDITURES/REVE 'iUES: (Thousands of D o l la r s )
FY 87 FY 88 FY 89 | FY SO FY 91 FY 92

OPERATING I I
PERSONAL SERVICES 0 0 0 I 0 0 0
TRAVEL 0 0 0 I 0 0 0
CONTRACTUAL 0 0 0 0 0 0
SUPPLIES 0 0 0 I 0 0 0
EQUIPMENT 0 0 0 I 0 0 0
LAND & STRUCTURES 0 0

0 ! 0 0 0
GRANTS, CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 i 0 0 0
TOTAL OPERATING 0 0 0 i 0 0 0

CAPITAL 0 0 0 i 0 0 0

REVENUE 0 0 0 i 0 0 0

FUNDING: (Thousands o f Doll a r s )
GENERAL FUND 0 0 0 0 1 0 !

0
FEDERAL FUNDS 0 0 0 0 I 0 1 0
OTHER 0 0 0 0 0 i 0
TOTAL 0 0 0 0 0 1 0

POSITIONS:
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: Attach a separate page i f  necessary

An a n a ly s is  of the impact o f t h is  b i l l  on the a c tu a r ia l  soundness 
of the Pub lic  Employees' Retirement System (PERS) i s  provided in the 
attached l e t t e r  to Representative  Ulmer.

Prepared By: J.R. Humpufcyg Phone: A65-<*<460
D iv is io n :  R cti rement/and^genef i ts _________ // .1 ^ ^ ’Date

Approved by Commissioner: Garrey Peska/yp^p^ Date
Agency: Department o f Adm in istrat ion '

D is t r ib u t io n  (by p re p a re r ) :  
L e g is la t iv e  Finance 
L e g is la t iv e  Sponsor 
Requestor
O ff ice  o f Management and Budget 
Impacted Agency(ies)
Senate Sec re ta ry

Rev. 9/16/86 
Page J  o f I 20/6D1 70^06-02
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POSITION PAPER

HB 215

Th is b i l l  would a llow  Pub lic  Employees' Retirement System (PERS) memoers who 
take more than ten days leave o f absence w ithout i a y  (LWOP) in a calendar year 
because o f an on-the-job in ju ry  or work-related " i ln e s s  and who are rece iv ing  
workers' compensation b enef its  to rece ive  se rv ice  c re d i t  in the PERS. The 
members could e s ta b l is h  an indebtedness fo r  that LWOP se rv ic e  in  an amount 
equal to t h e i r  employee co n tr ib u t io ns  which would have been paid had they been 
working.

Although the department i s  sympathetic to the concerns represented by th is  
b i l l ,  i t  does not support a b i l l  w ith a cost of S104.3 in  FY 88 during a time 
when the ad m in is tra t io n  i s  s t rug g ling  w ith holding personal se rv ice s  costs 
down. In a d d it io n ,  i t  has always been the department's posit ion  to oppose 
se rv ice  c r e d i t  fo r  any form of LWOP in any o f the systems. Allowing th is  type 
of LWOP would only serve to open the door to a l low  cred ited  se rv ice  fo r  other 
forms of LWOP. I f  i t  i s  determined to address these concerns with se rv ice  
c re d i t  in  the PERS, i t  could be addressed f t  approximately one-half the cost 
i f  treated as in  the Teachers' Retirement System (TR S ) . In the TRS, the 
member can rece ive  c re d i t  fo r  LWOP se rv ice  by paying both the employee and 
employer co n tr ib u t io n s .  Even though th is  would s t i l l  r e s u l t  in a co s t ,  t h is  
v/ould help to o f f s e t  the cost to the employers and thereby make th is  b i l l  more 
f i s c a l l y  co n se rva t ive .

The department i s  opposed to t h is  b i l l .

2 0 / 6 D 1 / 0 4 0 6 - 0 2 / 5



Public Emoioyees Retirement S v r , "mTeachers Retirement System Judicial Retirement System Elected Public OMicers Retir National Guard Retirement Sv Territorial Retirement System Z _

DIVISION OF RETIREMENT & BENEFITS PLEASE REPLY TO:
d e p a r t m e n t  o f  a d m i n i s t r a t i o n

Retirees Voluntary Dental Vision m. Supplemental Benefits System Group Heaith'Life insurance Benefits Deleted Compensation PianPub ic Employees Social Security Contributions
Z  P.O.BOX CRJUNEAU. ALASKA 99811-0203 PHONE: (907)465-4460 Z 2600 DENALI ST. SUITE 401 ANCHORAGE. ALASKA 99503 PHONE (907) 277-7504 STEVE COWPER, GOVERNOR

April 7 1987

The Honorable Fran Ulmer 
Chairman
House State Affairs Committee 
P.O. Box V 
Juneau, AK 99811

Dear M a d a m  Chair:

In accordance with Alaska Statute 24.08.036, I am providing 
the analysis below cn House Bill 215. The analysis includes 
the long-term and short-term costs to the State if the bill 
is adopted and the impact the bill will have on the 
actuarial soundness of the Public Employees' Retirement 
System (PERS) and the Teachers' Retirement System (TRS) 
funds. Required changes to the appropriation for the 
Division of Retirement and Benefits are discussed in a 
separate fiscal note.

This bill would allow PERS members to receive credit for 
periods of leave w i thout pay for w hich they receive w o r k e r s ' 
compensation payments. The^ would only have tc pay the 
employee's contribution for that equivalent service. It is 
estimated to result in a .02% increase In PERS employer 
contribution rates in FY 88 and level thereafter. The State 
PERS payroll is estimated to be $521,290,584.00 in FY 88 and 
remain level each year thereafter. This w ould result in an 
annual State cost of $104.3 in FY 88 and in succeeding years 
(the PERS contribution rate increase of .02% times the State 
PERS estimated payroll of $521,290,584.00).

In addition to the State costs above, there would also be an 
increase in political subdivisions FY 88 c o ntribution rate 
of .02%. This would result in an increase in their annual 
costs by $65.9 (rate increase of .02% times the estimated 
political subdivision payroll of $329,282,769.00).

Re: House Bill 215

02-B4LH Note: Please Include Your Social Secunty Number In All Correspondence & Requests Concerning Your Benelils.
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Representative Fran Ulmer, Chairwoman House S ta te  A f fa ir s  Corrmittee Post O ff ic e  Box "V”Juneau, Alaska 99811A Chronology -  Workers' Compensation payments as Cred itab le Service under the Public Employees Retirement System1960- The P u b lic  Employees Retirement System (PERS) i s  created . Later review by an Alaska Court and the Alaska P u b lic  Employees Retirencnt Board determined that le g is la t iv e  inten t was fo r Workers' Compensation payment to  be included as cre d ita b le  se rv ice . The Department o f Adm inistration follow ed th is  p r a c tic e  u n t i l  1979.1977- Statu to ry  d e fin it io n  was changed, dropping "subsistence and maintenance" language.1979- The Department o f  Adm inistration decided to change i t s  in terp retatio n  o f A .S . 39.35.680(8) to fin d  that "compensation" and therefore , cred itab le  service  under A .S . 39.35.3CO should no longer includ e payments fo r  Workers' Conpensation.I t  i s  in te r e s tin g  to  note that in  1979, the department requested an opinion from the Attorney General regarding the 1977 statuto ry  amendment to "compensation' under the PERS A ct; the Attorney G en eral, re ly in g  on ru le s  o f statutory construction , ruled that WorK-~s' Conpensation payments were included w ithin  the d e fin it io n  o f "compensation". A month la te r , at the request o f the department, a second opinion was issued without any legal c it a t io n s . The Attorney General revised h is  opinion to  s ta te  that the p o rtio n  o f an employee's sa lary  paid through Workers' Conpensation payments should not be included as "conpensation". T hereafter, the department revised i t s  p o lic y . A Board o f Review a t a la t e r  date described th is  maneuver as a " s e lf-s e r v in g  r a tio n a liz a tio n " .1982- The le g is la tu r e  passed a statutory change to  the PERS Act and Workers' Compensation was exp ressly  added to  a l i s t  o f itemized exclusion s.Thus, we have three c la s s e s  o f employees:1) Those h ire d  previous to 1979 with whom not only are Workers' Ccnpensation payments cre d ita b le  s e r v ic e , but a ls o  unused leave payments.2) Those employees hired between Ju ly  1, 1979 and Ju ly  1, 1982, who receive Workers'Conpensation payments as creditab le  se rv ic e , but not unused leave.3) Employees hired a ft e r  Ju ly  1, 1982, to whcm n eith er Workers' Conpensation pavments noL unused leave i s  cr e d ita b le  service  under PERS.T herefore, current law d ic ta te s  that an employee injured on the job i s  penalized by having h is  retirem ent b e n e fits  reduced. The more severe the in ju ry  and the greater the length o f time out o f work, the g re a te r the p e n a lty .The F ire  F ig h te rs L e g is la t iv e  Action Comnittee supports passage o f House B i l l  215 as a reasonable riEthod o f so lv in g  in e q u itie s  o f Workers' Ccnpensation under the Public Enployees Retirement System.
x c : Representative N i i lo  KoponenRepresentative Mark Boyer
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TO: R e p r e s e n t a t i v e  Fran Ulmer, Chair
Ho u s e  State A f fairs C o m m ittee 
C o m m i t t e e  M e mbers

FROM: R e p r e s e n t a t i v e  M a r k  Boyer

SUBJECT: H B  215 - C r e d i t e d  S e r vice u n d e r  PERS/
W o r k e r s  C o m p e n s a t i o n

DATE: A p r i l  6, 1987

U n d e r  c u r r e n t  law, p a r t i c i p a n t s  in the P u b l i c  E m p l o y e e s  
R e t i r e m e n t  S y s t e m  w h o  are forced to t a k e  leave w i t h o u t  p a y  due 
to o n - t h e - j o b  injury suffer a b r e a k  in c r e d i t e d  s e r v i c e  which, 
u p o n  retirement, reduces t h e i r  benefit. This loss of c r e dited 
service also n e g a t i v e l y  impacts date of e l i g i b i l i t y  for 
retirement, p a r t i c u l a r l y  for p u b l i c  s a f e t y  emplo y e e s  e l i g i b l e  
for the "twenty and out" provision. A n  e m p l o y e e  e l e c t i n g  to 
r e t i r e  o n  the t w e n t i e t h  a n n i v e r s a r y  of d a t e  of h i r e  w h o  w e n t  
on leave w i t h o u t  p a y  w h i l e  r e c e i v i n g  w o r k e r s  c o m p e n s a t i o n  will 
be d e n i e d  r e t i r e m e n t  until an additi o n a l  p e r i o d  of t i m e  equal 
to that leave is worked.

P r i o r  to 1979, c e r t a i n  p e r i o d s  of t i m e  lost d u e  to 
j o b - r e l a t e d  injury w e r e  c o n s i d e r e d  c r e d i t e d  s e rvice u n d e r  
PERS, if e m p l oyees w e r e  r e c e i v i n g  the p o r t i o n  of normal 
c o m p e n s a t i o n  not c o v e r e d  by w o r k e r s  c o m p e n s a t i o n  t h r o u g h  sick 
or annual leave. W h e n  Payroll s e c t i o n  v e r i f i e d  an emplo y e e ' s  
service to t h e  D i v i s i o n  of R e t i r e m e n t  and Benefits, Payroll 
r e p o r t e d  no leave w i t h o u t  p a y  for p e r i o d s  w h e n  the e m p l o y e e  
w a s  on w o r k e r s■ co m p e n s a t i o n  and w a s  r e c e i v i n g  p a y m e n t s  from 
the state c h a r g e d  against leave. This p r a c t i c e  was c h a n g e d  in 
1979, w h e n  R e t i r e m e n t  and Benefits d i r e c t e d  Payroll to report 
p e r i o d s  of time attri b u t e d  to w o r k e r s ' compensation, r a ther 
than to s i c k  or annual leave, as leave w i t h o u t  pay.

It is i n h e r e n t l y  u n f a i r  that p u b l i c  e m p l oyees injured on 
t he job s h o u l d  b e  d o u b l y  p e n a l i z e d  b y  r e d u c e d  income w h i l e  on 
workers' c o m p e n s a t i o n  and r e d u c e d  p e n s i o n  b e n e f i t s  due to loss 
of c r e d i t e d  s e rvice u p o n  retirement. H B  215 w o u l d  r e m e d y  this 
s i t u a t i o n  b y  a l l o w i n g  e m p l oyees to p a y  an amount equal to



n o r m a l  PERS c o n t r i b u t i o n  for time s pent on leave w i t h o u t  
to j o b - r e l a t e d  injury or illness. S i m i l a r  p r o v i s i o n s  

in s t a t u t e  a l l o w  c r e d i t e d  s e rvice for m i l i t a r y  service, 
e m p l o y m e n t  w i t h  a B I A  school, and t e m p o r a r y  s e r v i c e  w i t h  the 
state. T h e r e  w i l l  b e  m i n i m a l  fiscal i mpact on p u b l i c  
employers, since t h e r e  is no cost o t h e r  t h a n  t h e  normal 
c o n t r i b u t i o n  w h i c h  w o u l d  h a v e  b e e n  m a d e  h a d  the e m p l o y e e  not 
been i n j u r e d  in t h e  c ourse of t h e i r  employment.

• • • .. . '• . ■ V
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April 7 1937

The Honorable Fran Ulmer 
Chairman
House State Affairs Committee 
P.O. Box V 
Juneau, AK 99811

Dear M a d a m  Chair:

In accordance w i t h  Alaska Statute 24.08.036, I am providing 
the analysis below on House Bill 215. The analysis includes 
the long-term and short-term costs to the State if the bill 
is adopted and the impact the bill w i l l  have on the 
actuarial soundness of the Public Employees' retirement 
System (PERS) and the Teachers' Retirement System (TRS) 
funds. Required changes to the a p p ropriation for the 
Division of Retirement and Benefits are discussed in a 
separate fiscal note.

This bill w o u l d  allow PERS members to receive credit for 
periods of leave without pay for which they receive workers' 
compensation payments. They w o u l d  only have to pay the 
employee's c o n tribution for that equivalent service. It is 
estimated to result in a .02% increase in PERS employer 
contribution rates in FY 88 and level thereafter. The State 
PERS payroll is estimated to be $521,290,584.00 in FY 88 and 
remain level each year thereafter. This w o u l d  result in an 
annual State cost of $104.3 in FY 88 and in succeeding years 
(the PERS contri b u t i o n  rate increase of .02% times the State 
PERS e s t i mated payroll of $521,290,584.00).

In addition to the State costs above, there would also be an 
increase in political subdivisions FY 88 c o n tribution rate 
of .02%. This would result in an increase in their annual 
costs by $65.9 (rate increase of .02% times the estimated 
political subdivision payroll of $329,282,769.00).

Re: House Bill 215

02-B4LH Note: Please Include Your Social Security Number In All CorresDonaence d Requests Concerning Your Benefits
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A l t h o u g h  there will not be a s i g n i f i c a n t  adveise impact on 
the actuarial soundness of the P E R S  fund if the bill becomes 
law, the unfunded liability will i n c rease by $600,000.00 and 
the funding ratio w i l l  decrease b y  .05%.

Director

JKH/R L S / n l
20/6D1/0406-02/1
cc: C o m m i s s i o n e r  Garrey Peska

Department of Administration
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■ P.O. Box 7 8 4  Barry L. Haight, Chairman Fairbanks, Alaska 9 9 7 0 7

lb  "30 3DA p r il 6 , 1987
Representative Fran Ulmer, Chairwoman House State  A f fa ir s  Committee Post O ffic e  Box "V"Juneau, Alaska ° 9 8 llA Chronology -  Workers' Ccnpensation payments as Cred itab le Service  under the Public Employees Retirement System1960- The P u b lic  Employees Retirement System (FERS) i s  created . Later review by an Alaska Court and the Alaska P u b lic  Employees Retirement Board determined that le g is la t iv e  in ten t was fo r  Workers' Compensation payment to  be included as cred itab le  se rv ic e . The Department o f Adm inistration followed th is  p r a c tic e  u n t i l  1979.1977- Sta tu to ry  d e fin it io n  was changed, dropping "subsistence and maintenance" language.1979- The Department o f Adm inistration decided to change i t s  in te rp re ta tio n  o f A .S . 39.35.680(8) to fin d  that "ccnpensation" and therefore, cred itab le  service under A .S . 39.35.300 should no longer include payments fo r  Workers' Conpensation.I t  is  in te r e s tin g  to  note that it. 1979, the department requested an opinion frcm the Attorney General regarding the 1977 statu to ry  amendment to "conpensation" under the PERS A ct; the Attorney G eneral, re ly in g  on ru le s o f  statutory construction, ruled that Workers' Conpensation payments were included w ith in  the d e fin it io n  o f  "compensation". A month la t e r , a t the request o f  the department, a second opinion was issued without any legal c ita t io n s . The Attorney General revised h is  opinion to sta te  th at the p o rtio n  o f an employee's salary  paid through Workers' Conpensation payments should not be included as "ccn p ensation". Thereafter, the department revised i t s  p o lic y . A Board o f Review ac a la t e r  date described th is maneuver as a " s e lf-s e r v in g  r a t io n a liz a t io n " .1982- The le g is la tu r e  passed a statutory change to the PERS Act and Workers' Conpensation was expressly added to  a l i s t  o f  itemized exclusions.Thus, we have three c la s s e s  o f employees:1) Those hired  previous to 1979 with whom not only are Workers' Ccnpensation payments cre d ita b le  s e r v ic e , but a ls o  unused leave payments.2) Those employees h ire d  between Ju ly  1, 1979 and Ju ly  1, 1982, who receive Workers'Conpensation paynrents as creditab le  se rv ice , but not unused leave.3) Einployees hired  a f t e r  Ju ly  1, 1982, to whom neither Workers' Ccnpensation payments nor unused leave i s  c r e d ita b le  service  under PERS.T herefore, cu rren t law d ic ta te s  that an enployee injured on the job is  penalized by having h is  retirement b e n e fits  reduced. The more severe the injury and the greater the length o f time out o f work, the g re a te r  the p en alty .The Fire F ig h te rs  L e g is la t iv e  Action Committee supports passage o f House B i l l  215 as a reasonable method o f so lv in g  in e q u itie s  o f Workers' Ccnpensation under the Public Employees Retirement System.

x c: Representative N i i lo  Koponen Representative Mark Boyer
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April 7 1987

The Honorable Fran Ulmer 
Chairman
House State Affairs Committee 
P.O. Box V  
Juneau, AK 99811

Dear M a d a m  Chair:

Re: House Bill 215

In accordance with A laska Statute 24.08.036, I am providing 
the analysis below on House Bill 215. The analysis includes 
the long-term and short-term costs to the State if the bill 
is adopted and the impact the bill will have on the 
actuarial soundness of the Public Employees' Retirement 
System (PERS) and the Teachers' Retirement System (TRS) 
funds. Required changes to the a p p r o p r i a t i o n  for the 
D i v ision of Retirement and Benefits are discussed in a 
separate fiscal note.

This bill would allow PERS members to receive credit for 
periods of leave without pay for w h i c h  they receive workers' 
co mpensation payments. They would only have to pay the 
employee's contribution for that equiva l e n t  service. It is 
es t i mated to result in a .02% increase in PERS employer 
contri b u t i o n  rates in FY 88 and level thereafter. The State 
PERS p a yroll is estimated to be $521,290,584.00 in FY 88 and 
remain level each year thereafter. This would result in an 
annual State cost of $104.3 in FY 88 and in succeeding years 
(the PERS contribution rate increase of .02% times the State 
PERS estimated payroll of $521,290,584.00).

In addition to the State costs above, there would also be an 
increase in political subdivisions FY 88 contr i b u t i o n  rate 
of .02%. This would result in an increase in their annual 
costs by $65.9 (rate increase of .02% tih's the estimated 
political subdivision payroll of $329,282,769.00).

02-B4LH Note: Please Include Your Social Security Number In All Corresoondence & Requests Concerning Your Benefits.
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Although there will not be a s i g n i f i c a n t  adverse impact on 
the actuarial soundness of the PERS fund if the bill becomes 
law, the unfunded liability will increase by $600,000.00 and 
the funding ratio will decrease by .05%.

D i r e c t o r

JKH/RLS/nl
20/6D1/0406 -02/1
cc: C o mmissioner G a rrey Peska

Department of A d m i n i s t r a t i o n
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A p r il 6 , 1987
Representative Fran Ulmer, Chairwoman House S ta te  A f fa ir s  Conmittee Post O ff ic e  Box "V"Juneau, Alaska 99811A Chronology -  Workers' Compensation payments as Creditable Service under the Public Employees Retirement System1960- The P u b lic  employees Retirement System (PERS) i s  created . Later review by an Alaska Court and the Alaska P u b lic  Employees Retirement Board determined that L e g is la tiv e  inten t was fo r  Workers' Conpensation payment to  be included as cre d ita b le  se rv ice . The Department o f Adm inistration follow ed th is  p r a c tic e  u n t i l  1979.1977- Statuto ry  d e fin it io n  was changed, dropping "subsistence and maintenance" language.1979- The Department o f  Adm inistration decided to change i t s  in te rp re ta tio n  o f A .S . 39.35.680(8) to fin d  that "compensation" and therefore, cred itab le  service  under A .S . 3 9 .3 5 .3CO should no longer include payments fo r  Workers' Conpensation.I t  i s  in te r e s tin g  to  note that in  1979, the department requested an opinion from the Attorney General regarding the 1977 statu to ry  amendment to  "compensation" under the PERS A ct; the Attorney G eneral, re ly in g  on ru le s o f  statutory construction , ruled that Workers' Compensation payments were included w ithin  the d e fin it io n  o f "compensation". A month la te r , a t  the request o f the department, a second opinion was issued without any legal c it a t io n s . The Attorney General revised h is  opinion to  s ta te  that the p o rtio n  o f an employee's salary  paid through Workers' Compensation payments should not be included as "conpensation". T hereafter, the department revised i t s  p o lic y . A Board o f Review a t a la t e r  date described th is  maneuver as a " s e lf-s e r v in g  r a tio n a liz a tio n " .1982- The le g is la tu r e  passed a statutory change to  the PERS Act and Workers' Compensation was expressly  added to  a l i s t  o f  itemized exclusion s.Thus, we have three c la s s e s  o f employees:1) Those h ire d  previous to 1979 with whom not only are Workers' Compensation payments cre d ita b le  se rv ic e , but a ls o  unused leave payments.2) Those employees h ired  between Ju ly  1, 1979 and Ju ly  1, 1982, who receive Workers'Ccnpensation payments as creditab le  se rv ic e , but not unused leave.3) Employees hired a f t e r  Ju ly  1, 1982, to whan neither Workers' Compensation payments nor unused leave i s  c r e d ita b le  service  under PERS.T herefore, current law d ic ta te s  that an enployee injured on the job i s  penalized by a v in g  h is  retirem ent b e n e fits  reduced. The more severe the in ju ry and the greater the length o f time out o f work, the g re a te r the p e n a lty .The F ire  F ig h te rs L e g is la t iv e  Action Conmittee supports pr-sage o f House B i l l  215 as a reasonable method o f  so lv in g  in e q u itie s  o f Workers' Compensation under the Public Enployees Retirement System.
x c : Representative N ii lo  KoponenRepresentative Mark Boyer
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TO: R e p r e s e n t a t i v e  Fran Ulmer, Chair
H o u s e  State Affairs Committee 
C o m m i t t e e  M e mbers

FROM: R e p r e s e n t a t i v e  M a r k  Boyer

SUBJECT: H B  215 - C r e dited Service u n d e r  PERS/
W o rkers Compensation

DATE: April 6, 1987

U n d e r  c u rrent law, p a rticipants in the P ublic Employees 
R e t i r e m e n t  S y s t e m  who are forced to take leave w i t h o u t  p a y  due 
to o n - t h e - j o b  injury suffer a b r e a k  in credited s e rvice which, 
u p o n  retirement, reduces their benefit. This loss of credited 
service also n e g a t i v e l y  impacts date of e l i g i b i l i t y  for 
retirement, p a r t i c u l a r l y  for public safety e m p l oyees eligible 
for the "twenty and out" provision. A n  emplo y e e  elect i n g  to 
retire on the t w e n t i e t h  a nniversary of date of h i r e  w h o  went 
on leave w i t h o u t  p a y  w h i l e  receiving w o rkers c o m p e n s a t i o n  will 
be d e n i e d  r e t i r e m e n t  until an additional p eriod of t i m e  equal 
to that leave is worked.

Prior to 1979, certain p e r i o d s  of time lost due to 
j o b - r e l a t e d  injury w e r e  considered c r e d i t e d  s e rvice under 
PERS, if employees were receiving the p o r t i o n  of normal 
c o m p e n s a t i o n  not c o vered by workers compen s a t i o n  t h r o u g h  sick 
or annual leave. When Payroll section v e r i f i e d  an employee's 
service to the D i v i s i o n  of R etirement and Benefits, Payroll 
reported no leave w i t h o u t  pay for periods w h e n  the employee 
was on workers' c o m p e n s a t i o n  and was r e c e iving p a y m e n t s  from 
the state c h arged against leave. This p r a c t i c e  was c h a n g e d  in 
1979, w h e n  R e t i r e m e n t  and Benefits d i r e c t e d  Payroll to report 
periods of time a t t r i b u t e d  to workers' compensation, rather 
than to sick or annual leave, as leave w i t h o u t  pay.

It is i nherently u nfair that p u b l i c  employees injured on 
the job should be d o u b l y  penalized by r e d u c e d  income w h i l e  on 
workers' compen s a t i o n  and reduced p e nsion b e n efits due to loss 
of credi t e d  service u p o n  retirement. HB 215 w o u l d  r emedy this 
s i t u ation b y  a l l owing employees to pay an a mount equal to



t h e i r  n ormal PERS c o n t r i b u t i o n  for time s p e n t  on leave w i t h o u t  
p a y  due to j o b - r e l a t e d  injury or illness. S i m i l a r  p r o v i s i o n s  
are in s t a t u t e  allow c r e d i t e d  service for m i l i t a r y  service, 
employment w i t h  a BIA school, and t e m p o r a r y  s e r v i c e  w i t h  the 
state. T h e r e  will b e  m i nimal fiscal i m p a c t  on p u b l i c  
employers, since there is no cost other t h a n  the normal 
c o n t r i b u t i o n  w h i c h  w o u l d  have b e e n  made h a d  t h e  e m p l o y e e  not 
been injured in the course of their employment.
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A P E A

R E C P 1 2  W .  t 1387
MEMORANDUM

TO: Representative Fran Ulmer, Chairperson
State Affairs Committee

FROM: Cherie Shelle
Executive Director

SUBJECT: HB 215 - Credited Service in PERS

DATE: April 6, 1987

The Alaska Public Employees Association urges the committee to 
recommend passage of House Bill 215. This legislation will 
correct an injustice suffered by employees with occupational 
illnesses or o n-the-job injuries. HB 215 is an important 
addition to statutory rights and benefits guaranteed disabled 
w o r k e r s .

This bill will allow employees to receive retirement credit for 
periods during which workers compensation benefits were being 
received. Employees would be required to pay the full amount of 
employee contributions for the period of disability. Employees 
would also be required to pay interest on the indebtedness 
beginning on the date the employee retu'ns to work or terminates 
employment as prescribed by regulation. Retirement benefits 
would be actuarially reduced if there is an outsta n d i n g  liability 
to the system at the time the employee is appointed to 
reti r e m e n t .

This legislation conforms to a recent court decision which 
granted credited service under similar circumstances.

Employees disabled in the course of their employment or unable to 
work because of an occupational illness should not suffer the 
double injury of reduced retirement benefits. This legislation 
corrects this injustice

We urge the committee to act favorably on House Bill 215.

Fairbanks Field Office Anchorage Field Oltice Juneau Field Office
825-D College Road 333 Gambell Street. Suite A 227 4th Street
Fairbanks, AK 99701 Anchoraqe, AK 99501 Juneau. AK 99801

Telephone: (907) 456-5412 Telephone: (907) 274-1688 Telephone: (907) 586-6305
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H O U S E  C O M M I T T E E  R E P O R T
Date r e f e r r e d :  3/27/87 F U R T H E R  REFERRALS: F i nance

( 7 )

D A T E : F 7
The State A f f a i r s  C o m m i t t e e  has c o n s i d e r e d  217

"An Act r e l ating to p u r c h a s e  of foreign i nvestments b y  the b o a r d  of trustees 
of the A l a s k a  p e r m a n e n t  fund."
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310 Second Street 

Juneau, Alaska 99801 

(907)586-2323

M a r c h  4, 1988

T he H o n o r a b l e  A1 Adams, Chairman 
House F i nance C o m m i t t e e  
A l a s k a  State L e g i s l a t u r e  
P.O. Box V  
Juneau, A K  99811

Dear Al:

On Monday, M a r c h  7 you will be c o n s i d e r i n g  HB 217 r e l ating to 
foreign invest m e n t  b y  the A laska Permanent Fund.

We h a v e  r e v i e w e d  the Bill and strongly support the l egislation 
as set forth in the c o m m i t t e e  substitute.

T h e  A l a s k a  State C h a m b e r  favors passage for the following 
reasons:

1. T h e  Fund has d e v e l o p e d  (and earned) a r e p u t a t i o n  for
conservative, careful, and deliberate investment. It 
c l e a r l y  has the profes s i o n a l  c ompetence to u t i l i z e  the 
additi o n a l  p r o p o s e d  investment tools for the b e t t e r m e n t  of 
t he S t a t e  and its citizens.

2. The e x p a n s i o n  of investments to the international arena
p r o v i d e s  f u r t h e r  d i v e r s i f i c a t i o n  of the Fund's s tock and
b o n d  portfolios. This b l e n d i n g  and d i v e r s i f y i n g  permits the 
Fund to c o n t i n u e  its investment m i s s i o n  at lower risk than 
that c u r r e n t l y  being experienced.

3. Generally, f o reign investments g e n erate h i g h e r  earnings than 
d o m e s t i c  investments, '.his is evidenced by the p e r f o r m a n c e  
of such invest m e n t s  in State PERS and T R S . W h i l e  this 
s h o u l d  not b e  a c o m p e l l i n g  argument for foreign investment, 
it is c l e a r l y  indicative that e x p ected returns, over time, 
will be at least equal to domestic investments.

4. Finally, and p e r h a p s  m o s t  important from our viewpoint, is 
the b y - p r o d u c t  b e n e f i t  of foreign investment. The contacts 
m a d e  b y  the Fund will be extre m e l y  valuable. As it 
r e s e a r c h e s  foreign corporations; confers, meets, and enters 
into b u s i n e s s  a r r a n g e m e n t s  w i t h  m a j o r  n o n d o m e s t i c  bankers 
and financiers; and creates d i a logue w i t h  b u s i n e s s  leaders 
t h r o u g h o u t  the world, the Fund will b r i n g  b u s i n e s s  v i s i t o r s  
and p o t e n t i a l  investors to our state. As t h e s e  v i s i t o r s



e s t a b l i s h  r e l a t i o n s h i p s  with the Fund, t h e y  will gain 
fi r s thand e x p o s u r e  to A laska and its b u s iness and economic 
o p p o r t u n i t i e s .

The global o u t r e a c h  w h i c h  will be facilitated by international 
investment is m o s t  t i m e l y  in these d i f f i c u l t  e c o n o m i c  times for 
Alaska. We m u s t  do e v e r y t h i n g  p o s s i b l e  to e xpand our h o r izons 
and d e v e l o p  i n c r e a s e d  e c o nomic activity. E n a c t m e n t  and 
i m p l e m e n t a t i o n  of the C o m m ittee Substi t u t e  for H o u s e  Bill 217 
will h e l p  us a c c o m p l i s h  this.

We r e c o m m e n d  its adoption.



The Honorable Ben Grussendorf 
Speaker of the House 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. Ill, sec. 18, of the Alaska 
Constitution, I am transmitting a bill relating to the 
purchase of foreign investments by the board of trustees 
of the Alaska Permanent Fund. The bill specifically p e r­
mits the purchase of foreign securities by the board.

Returns from foreign investment have exceeded those from 
investments in the United States over most recent 10-year 
periods. In addition, the United States represents less 
than one-half of the world's equity capitalization, and 
that share is declining as foreign economies experience 
more rapid long-term growth. No one national market c o n­
sistently produces superior or inferior returns, and for­
eign securities markets exhibit a low correlation with the 
U.S. market. Consequently, the ability to invest in those 
foreign securities will reduce overall portfolio risk 
while providing an increased return when compared to a 
portfolio of solely U.S. equities.

In sec. 2 of the bill, capital and surplus requirements 
are reduced in recognition of different international a c­
counting conventions. For example, it has been reported 
in Barron's National Business and Financial Weekly that, 
if U.S. regulators required U.S. banks to establish a m o d­
est 10 percent reserve against their loans to the six m a­
jor Latin A m e r i c a n  debtors, it would cost Chase Manhattan 
Bank $4.82 a share this year and Manufacturers Hanover Trust 
Co. more than twice that amount. On the other hand, some 
German banks reserve more than 30 percent against 
le s s e r-developed-country loans. If we were to require 
$500,000,000 in capital and surplus of all foreign banks,
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we might be forced to eliminate investments in banks with 
smaller reported capital but very large unreported r e­
serves, which might make them some of the safest banks in



THE IM PORTANCE  OF IN V E S T IN G  G LO B A LLY  I N  A S H R IN K IN G  WORLD

W h y  foreign investments? T h i s  is a q u e s t i o n  which 

w o u l d n ' t  even have arisen 20 years ago. In 1967, the United 

States' financial markets r e p r e s e n t e d  over two-t h i r d s  of the 

world's equity m a r k e t  capitalization, and the U n i t e d  States 

was the w o rld's u n questioned financial and industrial lead­

er. By the end of 1987, it r e p r e s e n t e d  only 33% of the 

world's equity m arket capitalization, and m a n y  economists 

predict that this percen t a g e  will c o n t i n u e  to shrink.

The w o rld's investable capital markets, excluding cash 

and real estate, totaled some $13 t r i l l i o n  at the end of 

December 1986. The w orld f i x ed-income m a r k e t s  amounted to 

some $7.4 trillion while the w o r l d  e q u i t y  m a r k e t s  totaled 

$5.6 trillion. Some s t a tisticians are p r o j e c t i n g  that by 

the year 2000, world GNP will be o v e r  $15 trillion, w i t h  75% 

outside the U nited States.

With the b r e a kdown of excha n g e  c o n trols and rapid 

technological advances in communications, the i n t e r n a t i o n­

alization of the world's financial m a r k e t s  has been p r o­

ceeding at a rapid pace. To put into p e r s p e c t i v e  the 

m a g n i t u d e  of these changes, one only has to consi d e r  that in 

1973 televi s i o n  news in J u n e a u  w a s  d e l a y e d  at least a day
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and all s c h e duled p r o grams were d e l a y e d  a week. The tapes 

h a d  to be flown to J u n e a u  from Seattle, and not i n f r e q u e n t­

ly, bad w e a t h e r  d e layed their arrival. The only access to 

c u rrent w o r l d  news and the financial markets was the t e l e­

phone.

Today, thanks to satellite telecommunications, the 

Al a s k a  P e r m anent Fund Corporation has instant access not 

only to w o r l d  news but also to the world's financial 

markets. In our o ffice in Juneau, each of our investment 

officers has two televi s i o n  monitors on w h i c h  w e  are able to 

ob t a i n  R e u t e r s  and T e l erate financial services. We have 

instant access to the stock market, the U.S. G o v e r n m e n t  bond 

market, foreign exchange quotations, commodities, financial 

futures, w o r l d w i d e  financial news, and t r a d i n g  in U.S. 

G o v e r n m e n t  bonds in both London and T okyo as well as New 

York.

The r a p i d i t y  w i t h  which the w o r l d  has b e e n  shrinking 

h as been t r u l y  breathtaking. W o r l d w i d e  global t e l e c o m m u n i­

cations and the integration of the w o rld's financial markets 

is no longer a d r e a m  but well on the way to b e i n g  an a c c o m­

pli s h e d  fact.

During the p a s t  17 years, a p eriod of e x p l o s i v e  change, 

the non-U.S. m a rkets have offered s ignificant investment
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oppor t u n i t i e s  for U.S. investors. M a n y  of the w o r l d ' s  

fastest growing economies today are l o cated in the P a cific 

Basin, and investments in this area o f f e r  some of the m o s t  

a t t r a c t i v e  opportunities c u r r ently available.

Opportunities can be seen both in the form of r e turn 

e n h a n c e m e n t  and risk reduction. A  n u m b e r  of s t a t i s t i c a l  

studies have shown definite b e n efits from foreign i n v e s t­

ment, both in the level of r eturn and the r e d u c t i o n  of risk. 

It has been d e monstrated that the inclusion of foreign 

i nvestments in a domestic p o r t folio reduces t h e  v o l a t i l i t y  

(risk) of that portfolio since the w o r l d ' s  financial m a r k e t s  

do not all move in concert. The d egree of b e n e f i t  d e m o n­

strated v aries from one study to a n o t h e r  d e p e n d i n g  u p o n  the 

p a r t i c u l a r  time span used, the countries covered, and the 

types of investments, but the p o s itive c o n c l u s i o n s  p e r s i s t  

through all of them.

Global investing isn't restricted to only a few c o m­

panies; it includes m o s t  of the w o r l d ' s  m a j o r  industries.

The n u mber one oil company in the w o r l d  is Exxon. N u m b e r s  

two and three are foreign companies - The Royal Dutch Shell 

G r o u p  and British Petroleum. The two largest food c o m p anies 

are European - Unilever of Dutch and B r itish ownership; and 

Nestle, a Swiss concern. The n umber two and t h r e e  chemical 

companies in the w orld b ehind Dupont are G e r m a n  - B a y e r  and
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Hoechst. And the top four banks are J a p a n e s e  - Daichi 

Kangyo, Fuji, Sumitomo, and Mitsubishi. Some of the m o s t  

s i g n i f i c a n t  research for m o dern w o n d e r  drugs is being 

u n d e r t a k e n  by a number of m ajor Swiss and B r itish p h a r m a­

ceutical companies.

C urrently the world is involved in fierce c o mpetition 

to d e t e r m i n e  which companies will be the w i n n e r s  in the 

fields of capital goods, consumer electronics, and t e l e­

communications. A  large n umber of the most r a pidly g r owing 

firms are situated outside the U nited States, reflecting 

fast expanding overseas markets and abundant overseas 

supplies of industrial raw m a t e rials and of labor at various 

skill levels. In some instances, investors can only p a r t i­

cipate in certain areas of t echnology by investing in 

foreign firms.

Over the ten year period ending Decem b e r  1986, the 

Stai dard & Poor's 500 Index m a n a g e d  a v e r y  h e a l t h y  c o m­

po u n d e d  return of 13.7% annually. The Capital International 

Europe, Australia, Far East Index returned an annual 22.3% 

for the same period. The next decade may be just the c o n­

verse with the S&P at 22.3% and EAFE at 13.7%. Even if this 

is the case, one can be fairly certain that there will be 

countries, securities, and whole asset classes that will
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ou t p e r f o r m  the U.S. for periods of time d u r i n g  the next 

decade.

The U n i t e d  States' inability to stand apart from the 

rest of the w o r l d  as an independent e ntity is, above all, 

the reason to factor international investing into investment 

plans. In addition, a number of analysts suggest that the 

p r udent m a n  rule and the p r udent expert rule require 

investors w i t h  fiduciary r e s p o n s ibilities to look caref u l l y  

at d e v e l o p m e n t s  worldwide and to put in p l a c e  plans for an 

u n c e r t a i n  future - a future of u n p r e d i c t a b l e  global i n f l u­

ence on investments.

W e  d o n ' t  know how the U.S. m a r k e t  will compare to 

foreign m a r k e t s  over the next t wenty years. The analysis of 

international m a rkets should be embra c e d  b e c a u s e  it can 

p r o tect a securities portfolio against u n f o r e s e e n  dangers. 

U n c e r t a i n t y  about the future should be a compelling force 

leading investors to diversify as w i d e l y  as possible.

- 5 -
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INTERNATIONAL EQUITY MARKETS 
ANNUALIZED RETURNS IN U.S. DOLLARS
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Irsterraatiorial Diversification 
by United States Pension Funds

The investment p o r t f o l i o s  c f  U n i ted  S t a t e s  p e n s io n  
funds, which h a v e  b e en  the  la rg e s t  s in g le  s o u r c e  o f 
funds fo r this c o u n t r y ' s  c a p i t a l  m a rk e t s ,  a re  c u r re n t ly  
undergo ing p r o f o u n d  c h a n g e s .  O n e  o f  t h e s e  is  the 
divers if ication in t o  fo r e ig n  s e c u r i t i e s  in o r d e r  to r e d u c e  
the risk o f  v a r i a b i l i t y  o f  re tu rn  a s  w e l l  a s  to  r a i s e  the 
leve l o f return . W h i l e  the a b s o lu te  am ou n t  g o in g  a b r o a d  
is still rather s m a l l ,  the  p e r c e n ta g e  is g r a d u a l l y  in c r e a s ­
ing. C on s id e r ing  t h e  e x t r em e ly  rap id  ra te  at w h ic h  the 
pension funds a r e  g row in g ,  this d iv e r s i f i c a t i o n  c ou ld  
be  regarded a s  c a p a b l e  o f  h av ing  im p o r ta n t  d om e s t ic  
and in te rna t iona l im p l i c a t i o n s .

Many tens o f  b i l l i o n s  o f  d o l l a r s  a re  b e in g  in ve s ted  
by the pens ion  f u n d s  e a c h  y e a r .  The  g r e a t e r  p a r t  is 
from  private p e n s i o n  p lan s ,  p r im a r i ly  t h o s e  s p o n s o r e d  
by c o rp o ra t io n s .  P r i v a t e  p e n s io n  fu nd  a s s e t s  t o ta le d  
S450 billion at t h e  e n d  o f  1 9 8 0 ,  hav ing  g r ow n  by  m o re  
than 100 p e r c e n t  in ju s t  f ive y e a r s  ( t a b le ) .  A s h a rp  
improvement in t h e  m a rk e t  v a lu e  o f  e q u i t ie s  c on t r ib u te d  
to an unu su a l ly  l a r g e  r is e  la s t  y e a r .  Bu t  e v e n  in the 
absence  o f th is d e v e l o p m e n t  th e re  w ou ld  h a v e  b e e n  a 
ve ry  substant ia l i n c r e a s e .  An e x p lo s io n  o f  in v e s tab le  
resou rces  will m o s t  p r o b a b ly  con t in u e  th r o u g h o u t  the 
decade . This w i l l  h a p p e n  e v e n  a f t e r  a l low in g  f o r  in f la ­
tion. A study p r e p a r e d  f o r  the D e p a r tm e n t  o f  L a b o r

In preparing this study tho  author had the benelit o l many interviews 
with pension plan execu t ives  and off icials of various types o l inter­
mediating financial inst itutions. They genera lly requested anonymity 
with regard'lo in format ion provided concerning amounts , approaches , 
techniques, and views, but the author wishes lo express her aDpre- 
cialion to all of them. S h e  is a lso gratelul for ass istance received 
from stall members o l  the Deoartmenl of Labor and the Securit ies 
and Exchange Comm iss ion .

two y e a r s  a g o  e s t im a te d  tha t , m e a s u r e d  in c on s ta n t  
( 1 9 7 5 )  d o l l a r s ,  thn a s s e t s  o f  p r iv a te  p an s io n  fu n d s  
wtil h a v e  m o r e  than  d o u b le d  b e tw e e n  1 9 7 5  and 1 9 8 5  
a nd  w i l l  h a v e  in c r e a s e d  by  a n o t h e r  9 0  p e rc e n t  by 19 95 . '

C l o s e  to  4 0  p e r c e n t  o f  the  p r iv a te  p e n s io n  fund a s ­
s e ts  a t  th e  end  o f  1 9 8 0  w a s  m a n a g e d  by  the in su ra n c e  
c o m p a n i e s .  T h e  r em a in d e r ,  o v e r  6 0  p e rc en t ,  was h a n ­
d le d  b y  b a n k s  a n d  a d v i s e r /m a n a g e r s .  It is e s t im a ted  
that, o f  th e  to ta l  $ 4 5 0  b i l l io n ,  r o u g h ly  $ 9 - 1 0  bi l l ion w a s  
in v e s t e d  in f o r e ig n  a s s e t s .  M o re  than  h a l f  o f  th e s e  
fo r e ig n  a s s e t s  r e p r e s e n t e d  p e n s io n  fu nd  m on ie s  in ­
v e s t e d  b y  the  in s u r a n c e  c o m p a n ie s ,  m a in ly  in deb t in­
s t r u m e n t s  a n d  la r g e l y  in C a n a d i a n  a s s e t s ,  a l th ough  the  
h o ld i n g s  in c lu d e d  f i x e d - in o om e  s e c u r i t i e s ,  m os t .y  d o l l a r  
d e n o m in a t e d ,  o f  a  n u m b e r  < f n o n -C a n a d ia n  g o v e rn ­
m en ts .  T h e  f o r e ig n  in v e s tm en ts  by  the  o th e r  m an a g e r s  
w e re  m u c h  m o r e  d iv e rs i f ie d .  G e o g r a p h i c a l l y ,  they e n ­
c o m p a s s e d  a s s e t s  in a L o u t  tw en ty  c o u n t r i e s ,  p r e d om ­
in an t ly  in E u r o p e  and  J a p a n ,  a n d  s m a l l e r  am oun ts  in 
c o u n t r i e s  e l s ew h e r e .  L e s s  th an  o n e  th ird c om p r is e d  
f i x e d - i n c o m e  s e c u r i t i e s  ( in c lu d in g  in te rn a t io n a l  a g e n c y  
and o t h e r  s e c u r i t i e s  d e n o m in a t e d  in U n i ted  S ta tes  d o l ­
la rs ,  a s  w e l l  a s  fo re ig n  c u r r e n c y  s e c u r i t i e s ) ;  m o re  than  
two t h i r d s  c o n s i s t e d  o f  e qu i t ie s .

> ICF Inco rpo ra ted . A Private Pension Forecasting Mooel (Ociobar 
1979 ) .  The forecast for I98S . in consiant 1975 Po llars . is approxi­
mately S 475  bi llion and lo r 1995. a lmost S900 billion. The forecasts 
are b a sed  on a number of assumptions, including labor force demo­
graphics , economic growth rates, and pnco developments. As is 
always ihe possibi lity with long-range forecasts, some ol the 
assumptions might turn out to be quile a bit off  the mark, as tho authors 
themse lves caution.

F R B N Y  Quarterly Review/Autumn 1981 1



W h ile  s ta te  and ' o c a l  g o v e rn m e n t  re t i r em en t  fu n d s  
to ta l le s s  than ha l f  a s  m u c h  a s  p r i v a te  p e n s io n  fu nd s ,  
th e y  a l s o  const i tu te  a  h u g e  p o o l  o f  in v e s tm en t  m on ie s .  
At the end o f 1 9 0 0  t h e y  to ta le d  s l ig h t ly  o v e r  $ 2 0 0  
b i l l io n ,  hav ing not q u i t e  d o u b le d  s in c e  1 9 7 5  ( t a b le ) .  
T h e s e  funds  o p e ra te  f o r  the m o s t  p a r t  u n d e r  r a th e r  
r ig id  investment c o n s t r a in t s ,  bu t m od i f i c a t io n s  a re  b e ­
ing s low ly  in t roduced . T w o  s ta te s  a l r e a d y  h a v e  s ta r ted  
d ive rs i fy in g  into fo r e ig n  a s s e t s ,  a n d  o th e r s  m ay  e v e n ­
tu a l ly  fo l low . Sti l l , it w i l l  b e  m an y  y e a r s  b e fo r e  s ta te  
a n d  lo c a l  funds c o u ld  c o n c e i v a b ly  a c c o u n t  f o r  a s ig ­
n i f ican t v o lum e  o f f o r e i g n  in v e s tm en ts .

A lth ough  there  c an  b e  l i tt le  q u e s t io n  that, s h o r t  o f  
s o m e  ca ta c ly sm ic  e v e n t ,  p r iv a te  p e n s io n  fu n d s  wi l l 
b e  in c re a s in g  their f o r e i g n  in v e s tm en ts  du r ing  the res t  
o f  the e ight ies , o ne  c a n  o n ly  h y p o th e s i z e  a b ou t  the 
p a c e  o f  the  ou t f low s . A  g o o d  b a l l - p a r k  g u e s s  m igh t be  
that the s h a r e  o f  fo r e ig n  a s s e t s  in to ta l  p r iva te  p e n s io n  
fu nd  p o r t f o l i o s  will r i s e  d u r in g  the  d e c a d e  at an  a n n u a l  
a v e r a g e  o f  abou t 1A  p e r c e n t a g e  po in t  f r om  the  a p p r o x ­
im a te ly  2  pe rcen t  th e y  w e r e  a t the  e n d  o f  1 9 8 0 .  T h e  
d o l l a r  o u t f low s  im p l ied  b y  th is  a s s u m p t i o n  w ou ld  be  
sub s ta n t ia l ,  but they w o u ld  n o t  b e  s o  la rg e  a s  to h a v e  
ha rm fu l  e f fe c ts  on  e i t h e r  d o m e s t ic  f in a n c ia l  m a r k e t s  o r  
the  v a lu e  o f  the d o l l a r  in f o r e ig n  e x c h a n g e  m a rk e t s .

T h is  a r t ic le  e x am in e s  in fu r th e r  d e ta i l  (1 ) the  m o t iv a ­
t io n s  o f  p en s ion  p la n  s p o n s o r s  f o r  d ive rs i fy ing  in to  
fo re ig n  a sse ts ,  (2 ) t h e  c o n s i d e r a t i o n s  that in p a s t  
y e a r s  re s t ra in ed  the o u t f l o w ,  (3 ) the  a c t iv i t ie s  o f  f in a n ­
c ia l  in te rm ed ia r ie s  tha t h a v e  s o u g h t  a r o le  in c a r ry in g  
o u t  the pen s ion  f u n d s ’ in te rn a t io n a l  t r a n s a c t io n s ,  
(4 ) the m an n e r  and q u a n t i t y  in w h ic h  fu nd s  a re  be ing

p la c e d  a b r o a d ,  and  (5 ) tho  p o s s i b l e  im p l i c a t i o n s  fo r  
the U n i ted  S t a t e s  b a l a n c e  o f  p a y m e n t s  a n d  f in an c ia l  
m a rk e t s .

M o t iv a t io n s  f o r  In t e r n a t i o n a l  d i v e r s i f i c a t i o n  
Two  g o a l s  a r e  s o u g h t  b y  p e n s i o n  p la n  o f f i c i a l s  w ho  
d e c id e  to b r o a d e n  th e i r  p o r t f o l i o s  to  in c lu d e  fo re ig n  
a s s e t s .  T h e  f i rs t  is a  r e d u c t i o n  o f  th e  r is k  a s s o c i a t e d  
with v a r i a b i l i t y  o f  in v e s tm en t  r e tu rn .  T h e  s e c o n d  is an 
im p ro v em en t  in the  le v e l  o f  r e tu rn .  In the  p r iva te  
s e c t o r ,  f a i lu r e  to  im p r o v e  re tu rn  n e c e s s i t a t e s  la r g e r  
c o r p o r a t e  c o n t r i b u t i o n s  to  m e e t  a c tu a r ia l  fu n d in g  re ­
q u i r em e n t s ;  in the p u b l ic  s e c t o r ,  f a i lu r e  to  im p r o v e  re ­
tu rn im p l i e s  tha t, a s  p e n s io n  c om m i tm en t s  r ise ,  la r g e r  
tax a p p r o p r i a t i o n s  a r e  r e q u i r e d .

N o t  s u rp r i s i n g ly ,  th e  p i o n e e r s  in f o r e ig n  a s s e t  d iv e r ­
s i f ic a t ion  w e r e  p r im a r i ly  p e n s io n  fu n d s  s p o n s o r e d  by 
la rg e  c o r p o r a t i o n s  w h o s e  o f f i c i a l s  w e r e  a l r e a d y  fa ­
m i l i a r  to  s o m e  d e g r e e  w ith  f o r e ig n  e c o n o m i e s .  H ow ­
eve r ,  m an y  s p o n s o r s  o f  s m a l l e r  p r i v a t e  fu n d s  a r e  now 
a l s o  in v o lv e d  in s u c h  d i v e r s i f i c a t i o n .  M o s t  re c en t ly ,  
s o m e  o f f i c i a l s  r e s p o n s i b l e  f o r  p u b l i c  e m p lo y e e  p en s io n  
fu n d s  h a v e  b e g u n  to  s h e d  th e i r  d i f f i d e n c e  c o n c e rn in g  
fo re ig n  a s s e t  d iv e r s i f i c a t i o n .  T h e  s t a t e s  o f  A la s k a  anc 
V e rm on t  h a v e  b e e n  l e a d e r s  in p a s s in g  the  requ ire c  
law s  a n d  p u r c h a s in g  fo r e ig n  a s s e t s ,  a n d  th e re  m a y  be 
o th e r  s t a t e s  c o n s i d e r i n g  e n a b l in g  le g i s la t i o n .  H ow e v e r  
the g re a t  m a jo r i t y  o f  s t a t e s  st i l l  h a v e  law s  tha t p roh ib i 
p u b l ic  p e n s i o n  fu n d s  f r om  m ak in g  fo r e ig n  in ve s tm en t : 
o th e r  th an  in C a n a d a .  P u b l i c  p e n s i o n  fu n d s  g o v e rn e t  
by N ew  Y o r k  S t a te  law  a re  p r o h ib i t e d  f r om  investing 
even  in C a n a d i a n  c o r p o r a t e  e q u i t i e s ,  a l t h o u g h  the-

A s se t s  o f  P r iva te  a n d  P u b l i c  P e n s i o n  F und s
In bi llions ol dollars; yoa r -end  valuas*

Stats and local 
government

Private nonmsured Pnvate insured Total retirement
Year pens.on (unds pension tunds f private* funds

1374 ...................................................... U S . 5 60 .8 176.3 88 .0
1975 ...................................................... 146.8 72 .2 219 .0  104.8
;9 7 6  ...................................................... 171-9 99.0 260 .9  120.6
1977 ......................................................  178.5 101.5 280 .0  1 32 .6
1978 ...................................................... ' 9 8 .6  119.1 317 .7  153.0
1979 ......................................................  222 .4 139.2 361 .6  170.1
1980 ...................................................... 286.1 164.6 450 .7  202 .7

• "Hgures rolloct equities at market value and other assets at book value,
t  Includes noninsured " s opa ra te  account" ponsion lunos at the life insurance companies.
* Includes pension lunds and  deferred profit-sharing lunds o l corporations, unions, multiemployer 

groups, and nonprofit organizat ions .
Source: United States Secur it ies and Exchange Commission.
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m ay  invest in fo re ig n  d eb t  tha t is d e n o m in a t e d  In 
U n i ted  S ta te s  d o l la r s— i.e., in E u r o d o l l a r  d e b t  ra te d  A 
o r  b e t te r  o r  in wha t a re  c a l l e d  Y a n k e e  b o n d s  ( b o n d s  
i s s u e d  in the Un ited  S ta te s  b y  f o r e ig n  e n t i t le s ) .  N o n e ­
th e le s s ,  th e re  is a  g row in g  t e n d e n c y  to  l o o s e n  the 
v e ry  r ig id  re s t ra in ts  tha t s t i l l  l im it m o s t  p u b l i c  p e n s io n  
fund  in ve s tm en t  act iv it ies .

A n um b e r  o f  in s ti tu t iona l c h a n g e s  in p e n s io n  fund 
p r a c t i c e s  o v e r  the  p a s t  d e c a d e  th a t  h a v e  d r a m a t ic a l l y  
in c r e a s e d  p e n s io n  c o s t s  h a v e  a d d e d  to  the  in c en t iv e s  

-to s e e k  new  a venu e s  f o r  im p ro v in g  in v e s tm en t  re tu rn s .  
T h e s e  c h a n g e s  in c lu de  (1 )  h e a v ie r  w e ig h t ing  o f  fa te r , 
h ig h e r  e a rn in g  y e a r s  in c a lc u la t i n g  p e n s io n  b ene f i t s ,  
a nd  (2 )  s t e p s  to a d ju s t  b o th  w o r k e r s '  a n d  r e t i r e e s ’ in­
c o m e s  to c om p e n s a t e  f o r  i n c r e a s e s  in the  c o s t  o f  
liv ing . P e n s io n  fund o f f i c e r s  h a v e  c o n s e q u e n t l y  c om e  
to r e g a rd  p e n s io n  p la n  l i ab i l i t i e s  in c r e a s in g ly  a s  a  
p u rc h a s in g  p ow e r  l iab i l i ty  r a t h e r  th an  a s  a  f i x e d - d o l l a r  
l iab i l i ty  and  th e re b y  h a ve  b e e n  a d d i t i o n a l ly  s t im u la te d  
to l o o k  fo r  h ig h e r  r e tu rn s  th an  t h o s e  f r om  the  m o r e  
t rad i t io n a l in ve s tm en ts .

E n a c tm en t  in S e p tem b e r  1 9 7 4  o f  n a t io n a l  le g is la t io n  
•p o p u la r l y  r e fe r r e d  to  a s  E R IS A  (E m p lo y e e  R e t i r em en t  
In c o m e  S e c u r i t y  Act) , w h ich  g o v e r n s  v i r t u a l ly  a l l  p r i ­
v a te ly  s p o n s o r e d  e m p lo y e e  b en e f i t  p la n s ,  a d d e d  to  the 
in te re s t  in d ive rs i f ic a t ion .  P r e v i o u s ly ,  p e n s io n  fu nd  and  
o th e r  f id u c ia r ie s  had  h e en  r e q u i r e d  by  in d iv id u a l s ta te  
law s  to h a n d le  fu nd s  a s  “ a  p ru d e n t  m a n "  w o u ld .  In 
add i t io n ,  a n um be r  o f  s ta te s  p r o v i d e d  d e t a i le d  g u id e ­
l in e s  r e g a rd in g  p e rm is s ib le  a n d  p r o h ib i t e d  in v e s t ­
m en ts ,  a l th ou gh  th e se  w e re  no t  a p p l i c a b le  w h en  a  
t ru s t  a g r e em e n t  g o ve rn in g  the  c r e a t i o n  and  a d m in i s ­
t ra t ion  o f  an e m p lo y e e  b en e f i t  t ru s t  g a v e  the  t ru s te e  
fu l l  in ve s tm en t d is c re t io n .  E R IS A  r e p la c e d  the  s t a t e s ’ 
c om p a ra t i v e ly  s im p le  id s o m e t im e s  r e s t r ic t iv e  ru le s  
with a  d i rec t iv e  that a d d e d  c o n s i d e r a b le  c om p le x i t y  
to  the p ru d e n t  m an  ru le .  P e n s io n  fu n d  f i d u c ia r ie s  m u s t  
n ow  m ak e  in ve s tm en t d e c i s i o n s  "w i th  the  c a r e ,  sk i l l ,  
p r u d e n c e  a nd  d i l ig e n c e  . . . tha t a  p ru d e n t  m an  . . . 
fan  l i a r  with su ch  m a t te rs  w o u ld  u s e " .  M o re o v e r ,  th e i r  
p r e s c r ib e d  du t ie s  in c lu d e  " d iv e r s i f y in g  the  in ve s tm en ts  
w ith in p o r t f o l i o s  s o  a s  to m in im iz e  the  r i s k  o f  la rg e  
l o s s e s " .  C o n s e q u e n t ly ,  the  n a t io n a l  ru le  is no t  o n ly  
m o re  d em and in g  than m o s t  o f  the  e a r l i e r  s ta te  law s 
bu t in e f fe c t  in s is ts  on  d iv e r s i f i c a t i o n .  It h a s  thus 
o p e n e d  the d o o r  to in v e s tm en ts  in c e r t a in  t yp e s  o f  
a s s e t s  that p e n s io n  fund o f f i c e r s  h a d  p r e v i o u s ly  re ­
g a r d e d  a s  im pe rm is s ib le .

A l r e a d y  in the s ix t ie s , th e  s p r e a d in g  k n o w le d g e  o f 
m o d e rn  p o r t f o l i o  th e o ry  p r i n c i p le s  h a d  led  to w id e  
d iv e rs i f ic a t ion  o f  p o r t f o l i o s  a m o n g  d o m e s t ic  f i rm s  and  
in du s t r ie s  to r e d u c e  the r is k  o f  v a r i a b i l i t y  o f  re tu rn . 
In c re a s in g  n um b e rs  o f  f i d u c ia r ie s  a r e  n ow  b e c o m in g  
c o n v in c e d  that d iv e rs i f ic a t ion  b e y o n d  U n i ted  S t a te s

m a rk e t s  w o u ld  fu r th e r  r e d u c e  th i3 r isk . U n i ted  S ta te  
s e c u r i t i e s  m a r k e t s  n o  l o n g e r  d om in a t e  the  w o r l  
s c e n e  to the  e x te n t  th a t th e y  d id :  c a p i t a l i z a t i o n  I 
equ i t ie s  m a r k e t s  o u t s id e  the  U n i t e d  S t a te s  c om p r is  
a p p r o x im a t e ly  o n e  h a l f  o f  the  w o r ld  to ta l ,  and  fo ro ig  
b o n d s  m o re  th an  o n e  h a l f  the  o u t s t a n d in g  to ta l .  More 
o v e r ,  m an y  fo re ig n  in du s t r ia l  f i rm s  h a ve  a v e ry  respec - 
a b le  c a p i t a l i z a t i o n .  In a d d i t i o n ,  f o r e ig n  b u s in e s s  an 
in te re s t  ra te  c y c le s  h a v e  g e n e r a l l y  n o t  c o in c id e d  wi* 
t h o s e  in the  U n i ted  S t a te s .  A l t h o u g h  the  w o r ld  ha 
g r ow n  m o r e  in t e rd e p e n d e n t  o v e r  t im e , th is h a s  bee  
an  e r r a t ic  d e v e lo p m e n t  a n d  th e  c o r r e l a t i o n s  b e tw ee  
the  Un i ted  S t a te s  e q u i t i e s  m a r k e t s  o n  the  o n e  sidt 
a n d  fo r e ig n  m a r k e t s  o n  the  o th e r ,  r em a in  c o n s id e r a b l  
l ow e r  than  the  c o r r e l a t i o n s  o f  m o s t  U n i ted  S t a te s  ir 
d u s t r y  g r o u p s  with the  to ta l  U n i t e d  S t a t e s  m a rk e  
F o r  this r e a s o n ,  s u f f i c ie n t ly  b r o a d  d iv e r s i f ic a t i o n  a c r o s  
n a t io n a l  b o u n d a r i e s  is l ik e ly ,  o v e r  a  p e r io d  o f  tlrm 
to  d a m p e n  the v a r ia b i l i t y  o f  t o t a l  r e tu rn .  M any  pe r 
s io n  fund  o f f ic ia ls  h a v e  t h e r e f o r e  c o n c lu d e d  tha t the r 
a r e  n u m e ro u s  p ru d e n t  in v e s tm en t  p o s s ib i l i t i e s  a b r o a  
a n d  tha t t h e s e  p e rm i t  in v e s tm en ts  to  b e  m a d e  tha t ca  
b e  e x p e c te d  to  h e lp  a c h ie v e  the  E R IS A -m a n d a t e d  g o ;  
o f  m in im iz a t ion  o f  r isk .

M any  p e n s io n  fund  e x e c u t i v e s  a l s o  th ink  in te rm  
t io n a l p o r t f o l i o  d iv e rs i f ic a t ion  p r o v i d e s  o p p o r tu n i t ie  
f o r  in c re a s in g  the  a b s o lu te  ra te  o f  r e tu rn * fo r  any  g ive 
d e g r e e  o f  r isk . A la rg e  n u m b e r  o f  th e  m o s t  rap id : 
g row in g  f i rm s  a re  s i tu a ted  o u t s id e  the  Un i ted  S ta te : 
re f le c t in g  fas t e x p a n d in g  o v e r s e a s  m a rk e t s  and  abu r  
d a n t  o v e r s e a s  s u p p l i e s  o f  in d u s t r ia l  raw  m a te r ia l  
a n d  o f  l a b o r  a t v a r i o u s  sk i l l  l e v e l s .  M o re o v e r ,  whil 
o p in i o n s  d i f fe r ,  s o m e  m a n a g e r s  b e l i e v e  m an y  fo re ig  
s e c u r i t i e s  m a r k e t s  a re  le s s  " e f f i c i e n t "  than  . Un ite  
S t a t e s  m a rk e t s ,  re su l t in g  in m o r e  o p p o r tu n i t i e s  fc 
find ing  u n d e r v a lu e d  s e c u r i t i e s .  T h e r e  is, in a dd i t io n ,  th 
p o s s ib i l i t y  o f  b o o s t in g  re tu rn s  b y  m ov in g  fu n d s  a ro u n  
to t a k e  a d v a n ta g e  o f  the  d i f f e r e n t  c y c l i c a l  s t a g e s  c h a  
a c te r i z in g  b u s in e s s  c o n d i t io n s ,  e q u i t i e s  m a rk e t s ,  f lxec 
in c om e  m a rk e t s ,  and  e x c h a n g e  r a te s  in the  v a r iou  
c o u n t r i e s .  In te re s t  w a s  a l s o  s p u r r e d  by  n eg a t iv e  a 
t i tud es  t ow a rd  d om e s t ic  in v e s tm en t .  T h e  lag  in Unite  
S t a te s  g o v e rn m en t  and  in d u s t r y  p o l i c i e s  in a d ju s t in  
to the  s t e e p  r is e  in e n e rg y  p r i c e s ,  and  the  d e la y  c 
c e r t a in  U n i ted  S ta te s  in d u s t r ie s  in r e s p o n d in g  to fo 
e ign  in n o v a t io n s ,  e n a b le d  n u m e r o u s  e n t e rp r i s e s  a b ro a  
to b e c o m e  v e ry  c om p e t i t iv e  a n d  p r o f i t a b le  whil 
U n i ted  S t a te s  f i rm s lo s t  m a r k e t s  a n d  ran  in to  f inanc i; 
d i f f ic u l t ie s .  M any  p e n s io n  fu nd  e x e c u t i v e s  h a v e  a ls  
b e e n  d i s p le a s e d  with the  p e r f o rm a n c e  o f  m anage r  
o f  d om e s t ic  p o r t f o l i o  in v e s tm en ts .  G i / o n  su c h  consic  
o ra t io n s ,  a  g row in g  n u m b e r  o f  p e n s io n  fund  o f f ic ia  
h a ve  c o m e  to  fe e l th ey  m igh t  g a in  a h ig h e r  retur 
by in ve s t ing  p a r t  o f  th e i r  fu n d s  a b r o a d .
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d a t io n s .  At the s am e  t ime , s t e p s  h a ve  b e e n  ta k en  by 
g r o u p s  a b r o a d  to p r o d u c e  in fo rm a t io n  tha t w o u ld  be 
m o re  c o m p a ra b le  and  c om p re h e n s i v e .  F e d e r a t i o n s  o f 
f in anc ia l  a n a ly s t s  h a v e  b e en  s e t  up w ith in the p a s t  
two o r  th ree  y e a r s  in F r a n c e .  G e rm a n y ,  and  the Un ited  
K in g d om  with the e xp l ic i t  in ten t ion  o f  t ry ing to d e v e lo p  
rep o r t in g  s t a n d a rd s  tha t w ou ld  b e  s im i la r  f o r  a l l E u r o ­
p e an  b u s in e s s  f i rms . H ow  q u ic k ly  th is g o a l  wil l be 
a ch ie v e d  rem a in s  to b e  s e e n .

The liquidity issue
M any  p e n s io n  fund s p o n s o r s  h a v e  b e en  cone -  m ed  
tha t fo re ig n  s e c u r i t i e s  m a rk e t s  w e re  no t su f f i c ien t ly  
l iqu id . C o m p a r e d  with the  Un i ted  S ta te s  m a rk e t ,  s om e  
m a rk e t s  d o  in d e e d  h a v e  o n ly  a  few  s t o c k s  tha t a re  
v e ry  ac t ive ly  t rad ed . In E u ro p e  and  J a p a n  tog e th e r ,  
th e re  m ay  b e  o n ly  a b o u t  o n e  h u n d re d  i s s u e s  that a re  
e x t r em e ly  l iqu id . H ow ev e r ,  th e re  a re  m an y  s t o c k s  in 
wh ich  the t rad in g  is a b o u t  on  a p a r  with t rad ing  in the 
Un i ted  S ta te s  in " s p e c i a l  s i t u a t io n "  s t o c k s .  On  an 
o v e r a l l  b a s is ,  a  n u m b e r  o f  m a r k e t s  a r e  a t le a s t  as  
l iqu id  as the  Un i ted  S t a t e s  m a rk e t ,  a nd  in s o m e  c o u n ­
t r ie s ,  in c lu d ing  m a rk e t s  a s  d i f f e re n t  in s iz e  a s  J a p a n  
and  Hong  K on g ,  the a n n u a l  t u rn o v e r  r a te s ,  m e a s u r e d  
a s  a p e r c e n t a g e  o f  c a p i t a l i z a t i o n ,  a re  e v en  h ighe r .

In t e rm ed ia r i e s  w h o  t a k e  a p o s i t iv e  v iew  tow a rd  the 
l iqu id ity  o f  fo r e ig n  m a r k e t s  s om e t im e s  s t r e s s  that, in 
the a b s e n c e  o f  b r o a d  and  d e e p  m a rk e t s ,  it is in t im ate  
k n ow le d g e  o f  the  p a r t i c ip a n t s  in the m a r k e t s  that is 
m o s t  im po r tan t .  T r a n s a c t i o n s  c an  be  s u c c e s s fu l  if o n e  
k n ow s  w ho  the s t o c k h o ld e r s  a r e  a n d  w o r k s  th rou gh  
a p p ro p r i a t e  c h a n n e ls .

The question o l costs
H ig h e r  t r a n sa c t io n  c o s t s  h a ve  d i s tu rb ed  s o m e  s p o n ­
s o r s .  It h a s  b e en  e s t im a te d  that t u rn o v e r  c o s t s  f o r  a  
" r o u n d  t r ip "  in the  m a r k e t— i.e., a  p u r c h a s e  a n d  a s a le  
— w ou ld  g e n e r a l l y  am e  jn t  to a b o u t  8 p e r c e n t  in E u ­
r o p e  and  6 p e r c e n t  in J a p a n ,  in c lu d in g  the b r o k e r a g e  
f e e s  o r  c om m is s io n s ,  the  s p r e a d s  q u o te d  by  m a rk e t  
m ak e r s ,  and  the  g o v e rn m en t  " s t a m p  t a x e s "  o r  " t r a n s ­
a c t ion  f e e s " .  T h e s e  f ig u re s  c o n t r a s t  s h a rp ly  with the 
1 o r  2 p e r c e n t  p r e v a le n t  in the Un i ted  S t a te s .  M an ag e ­
m en t fe e s  and  c u s t o d i a l  fe e s  a re  a l s o  h ig h e r  a b r o a d .  
S o m e  Un i ted  S t a te s  m a n a g e r s  c om m en t  that, b e c a u s e  
o f  the v a r i o u s  h ig h e r  c o s t s ,  they  h a v e  to be  p a r t i c u la r ly  
c a r e fu l  in r e v am o in g  a fo re ig n  p o r t f o l i o .  O th e r s  o b ­
s e rv e ,  h ow e ve r ,  that o n  a net re tu rn  b a s is  the  h ig h e r  
f o re ig n  c o s t s  a re  no t v e r y  s ign i f ic an t ,  in a sm u c h  a s  the 
y ie ld s  f rom  fo re ig n  m a rk e t  in v e s tm en ts  m ay  b e  m any  
p e r c e n t a g e  po in ts  g r e a t e r  than th o s e  f rom  c o m p a r a b le -  
r isk  Un ited  S t a te s  in ve s tm en ts .

S o m e  o f  the  la r g e r  in t e rm ed ia r i e s  d e n y  that t r a n s ­
ac t ion  c o s t s  a re  n e c e s s a r i l y  h ig h e r  o v e r s e a s .  U n l ik e

the c u r r e n t  s i tu a t io n  in the Un i ted  S t a te s ,  m o r i  fo r e ig r  
m a rk e t s  a re  s t i l l  o n  ( i x e d - ra te  s c h e d u le s  a n d  o n e  c a n ­
not n e g o t ia te  c o m m is s i o n s  o n  a t r a d e -b y - t r a d e  b a s is  
but d i s c o u n t s  c a n  be  o b ta in e d  in c e r t a in  c ou n t r i e s .  Ir 
J a p a n ,  f o r  in s ta n c e ,  w h e r e  ra te s  a r e  xed  by the 
Mi. is t ry  o f  F in a n c e ,  a b a n k  o r  o th e r  f i n a n c ia l  ir** *itutior 
c an  r e c e iv e  up  to a  2 0  p e r c e n t  d i s c o u n t  f r om  tho lee 
n o rm a l ly  c h a r g e d  by  a  s e c u r i t i e s  b r o k e r .  S im i la r l y  ir 
G e rm a n y— w h e re ,  a s  in o th e r  c o u n t r i e s  o n  the C o n t i ­
nent . the  b r o k e r s  a re  u s u a l l y  b a n k s — d is c o u n t s  o f  up 
to 2 5  p e r c e n t  c a n  be  o ^ .a in e d  by b a n k s ,  in su rance  
c om p a n ie s ,  o r  o t h e r  la r g e  in s t i tu t io n s .  In Austra t  a. one 
can  g e t  a  d i s c o u n t  w h e n e v e r  th e re  a re  b ig b lo c k s  o 
s h a r e s  a r o u n d .

F o r e ig n  w i th h o ld in g  t a x e s  o n  in te re s*  a n d  dividenc 
p a ym en ts  a re ,  h ow e v e r ,  a c o s t  that p r e s e n t s  a p a rh c  
u la r ly  t h o rn y  q u e s t i o n  to p e n s io n  fu nd  o f f i c e r s .  S ince 
p e n s io n  fund  in v e s tm en ts  a re  no t  s u b je c t  to income 
ta x e s  in the  U n i ted  S ta te s ,  p e n s io n  p la n  s p o n s o r :  
o f te n  d o  n o t  n g a r d  it a p p r o p r i a t e  to p a y  w ithho ld ing 
ta x e s  a b r o a d .  A l th o u g h  no t e v e ry  m a rk e t  th a t  is p op  
u la r  w ith U n i t e d  S t a t e s  in v e s to r s  im p o s e s  w ithho ld ine 
t a x e s— H ong  K o n g  a n d  S in g a p o r e  a r e  s u c h  e x c ep  
t io n s— b i la t e r a l  tax  t r e a t ie s  b e tw e en  the  U n i t e d  S ta te  
and  m an y  c o u n t r i e s  in E u r o p e ,  a s  w e l l  a s  with Aus 
t ra l ia ,  C a n a d a ,  a n d  J a p a n ,  fo r  e x a m p le ,  d o  con ta i ;  
p r o v i s io n s  f o r  w i th h o ld in g  t a x e s .  T h e  p e r c e n t a g e  
v a ry  f rom  c o u n t r y  to c ou n t ry ,  but a r e  g e n e r a l l y  le s  
f o r  in te re s t  p a ym e n t s  than  fo r  d i v id e n d s .3

Exchange rate and capital transfer prob lem s 
The  ~isk o f  u n f a v o r a b le  e x c h a n g e  ra te  d e v e lo p m e n t  
is a n o th e r  r e a s o n  s o m e  p e n s io n  p la n  e x e c u t i v e s  hav  
b e en  w a ry  o f  in t e rn a t io n a l  d iv e r s i f i c a t i o n .  It w ou ld  ap 
p e a r ,  h ow e v e r ,  tha t m o s t  o f  t h o s e  w h o  h a v e  o v e r c o m  
th e ir  h e s i ta t io n  fe e l  th e y  d o  n o t  h a v e  to w o r r y  a b o i  
s h o r t - t e rm  c u r r e n c y  f lu c tu a t io n s  s in c e  c u r re n t  liab i l 
t ie s  c on s t i tu te  o n ly  a  m in o r  p a r t  o f  th e i r  to ta l p e n s io  
fund l iab i l i t ie s .  H en c e ,  they  w o u ld  n e v e r  b e  o b l i g e d  t 
l iq u id a te  the  ( r e la t i v e ly  sm a l l )  f o r e ig n  p o r t i o n  o f  the

1 Under the lax treaties, withholding laxes on d iv idends are usually 
15 percent. In some countries, the g ross lax initially withheld is mgner 
than 15 percent, and Iho Untied S ta les investor has lo rec laim the 
excess. In a lew countries ( including Austna and C anad a ) ,  tho rat 
lax is less lhan 15 percent. As lo r  mte it income, ihe United Slates 
model lax treaty ca l ls  lo r  no withholding tax. but some counines are 
unwilling lo go along with this. Germany, the United K ingdom, ano Iho 
Netherlands do, but Belgium and Canada, lo r  examole . nave a 
withholding lax o l 15 percent, France and Japan  10 percent, and 
Switzer land 5 percent. There is usually r.o withholding lax on caoital 
gains. A new model tax treaty has been dra lted oy iho United Sta les 
Treasury Department, but it will p robably not alfect tax ra les lor 
institutional investors. Some counines . il should be noled, provide the 
possibility o l exemption Irom withholding taxes lor certain categories 
o l  investors.
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p e n s io n  fund a s s e t s  on  sh o r t  n o t ic e ,  w h e n  c u r re n c y  
m o v em e n t s  m igh t m ak e  su ch  a s tep  u n d e s i r a b le .  R e ­
g a rd in g  the m ed ium  and  lo n g  te rm , s o m e  p e n s io n  
fund m a n a g e r s  b e l ie v e  it is p o s s ib l e  to  f o r e c a s t  the 
d i r e c t io n  in wh ich  a c u r re n c y  wi l l m o v e  la r g e ly  o n  the 
b a s is  o f  fu n d am en ta l  e c o n o m ic  c o n s i d e r a t i o n s  su ch  a s  
l i k e ly  in f la t io n a ry  d e v e lo p m e n t s ,  the  p r o b a b l e  ra te  o f  
r e a l  g row th ,  and e x p e c ta t io n s  r e g a rd in g  the  fo re ign  
t r ad e  o r  c u r re n t  a c c o u n t  b a la n c e .  O t h e r s  ta k e  the 
" n e u t r a l "  p o s i t io n  o f  m ak in g  n o  c u r r e n c y  a s s u m p t i o n s  
s in c e  th ey  believe. (1 ) it is im p o s s ib l e  to p r e d ic t  wha t  
the c u r r e n c y  d e v e lo p m e n t s  a r e  l i k e ly  to  be , and  (2 ) 
o th e r  f a c t o r s  a re  m o re  im p o r t a n t  in the  c h o i c e  o f  
fo r e ig n  in ve s tm en ts .  In s o m e  c a s e s ,  fo r e ig n  c u r r e n c y -  
d e n om in a t e d  In ve s tm en ts  a re  b e in g  h e d g e d .

A n o th e r  type  o f  c o n v e r s i o n  r is k  is th e  e re c t i o n  o f  
g o v e rn m en t  b a r r i e r s  to the w i th d raw a l a t w i l l by  fo r ­
e ign  i v e s t o r s  o f  e a rn in g s  o r  l iq u id a t i o n  p r o c e e d s .  
M^.iy  o f  the  n on in du s t r ia l  c o u n t r i e s  a l r e a d y  h a v e  reg u ­
la t io n s  tha t im p o s e  c e r ta in  e xp l ic i t  limits ~.n w ith­
d r aw a l .  O th e r s  p ro v id e  f o r  a d  hoc a dm in i : ' -  .ive d e ­
c i s i o n s  by s om e  g o v e rn m en t  a g e n c y .  O f  14 0  m em b e r  
c o u n t r i e s  o f  the In te rn a t io n a l  M o n e ta r y  Fund  ( IM F ) 
c o v e r e d  in a  1 9 8 0  Fund re p o r t ,  o n ly  th i r ty - th re e  had 
nn r e s t r i c t i o n s  o f  any k ind o n  c a p i t a l  p aym en ts .*  O f  
th e se ,  s ix te e n  w e re  e i th e r  in d u s t r ia l  o r  o i l - e x p o r t in g  
c o u n t r i e s .

A l th ough  a c oun t ry  m igh t no t h a v e  r e s t r i c t io n s  on  
c ap i t a l  p a ym en ts ,  it m igh t h a v e ,  o r  c h o o s e  to  im ­
p o s e ,  r e s t ra in ts  on  fo re ig n  c ap i t a l  in f low s .  A n um b e r  
o f  c o u n t r i e s  that h o ld  s t rong  a t t r a c t i o n s  f o r  fo re ig n  
in v e s to r s  limit su ch  in v e s tm en ts  t h r o u g h  e i t h e r  le g a l 
o r  r e g u la t o r y  b a r r . e r s .  D u r ing  the p a s t  y e a r ,  h ow e ve r ,  
th e re  h a s  b e e n  s om e  sm a l l  e v id e n c e ,  with a c t i o n s  by 
M e x ic o  a s  o n e  e x am p le ,  o f  a  p o s s ib l e  t e n d en c y  to 
e a s e  th e s e  re s t ra in ts ,  p a r t ly  in the  b e l i e f  th a t  e c o ­
n om ic  p r o g r e s s  c o u ld  b e  fu r th e r e d  m o r e  r a p id ly  if 
fo r e ig n  p r iv a te  cap ita i w e re  a l low e d  to m a k e  m o re  o f  
a c on t r ib u t io n .

T he  in t e rm e d ia r i e s  (o r  p e n s io n  fu nd  d iv e r s i f i c a t i o n  
As p e n s io n  p lan  s p o n s o r s  b e g a n  to d i s p la y  a g row in g  
in te re s t  in fo re ign  p o r t f o l i o  in v e s tm en ts ,  p a r t l y  in 
r e s p o n s e  to s u g g e s t io n s  by a  few o u t s id e  a d v i s e r s ,  
f in anc ia l  in te rm ed ia r i e s  o f  v a r i o u s  k in d s  s t r o v e  to 
p o s i t io n  t h em se lv e s  to c o m p e t e  in th is n ew  fie ld . 
T h e s e  in c lu d e d  the t rad i t io n a l m a n a g e r s  o f  p e n s io n  
fu nd s ,  n am e ly ,  c om m e rc ia l  b a n k s  a n d  in s u r a n c e  c o m ­
p a n ie s ,  a s  w e l l  a s  the o th e r  r y p e s  o f  in v e s tm en t  m an ­
a g e r s  that had a cq u i r e d  a s ig n i f ic an t  s h a r e  o f  the

* International Monetary Fu id. Annual Reoort on Exchange Arrange­ments and Exchange Restrictions ( 1 9 8 0 ) .  For two additional countries, 
the IMF was unaoie to detormino the situation.

p e n s io n  fund  b u s in e s s  b e g in n in g  in the 1 9 6 0 s .  O th e rs  
s o u g h t  to g a in  e n t ry  by s h ow in g  that, u n l ik e  m os t  
U n i ted  S t a te s  p e n s io n  fund  a d v i s e r s  and  m an a g e r s  
w h o  h a d  h ad  l itt le e x p e r i e n c e  w ith fo re ig n  m a r k e t s  and 
t h e r e f o r e  w e re  u n a b le  to p r o d u c e  r e le v a n t  t rack  
r e c o r d s ,  th e y , o n  the  c o n t r a r y ,  h a d  tho  requ is i te  
k n ow le d g e  a n d  e x p e r i e n c e .  S t i l l  o t h e r s  fo u n d  a n iche  
fo r  t h e m s e lv e s  by  e s t a b l i s h in g  s e r v i c e s  that w e re  
a n c i l l a r y  to  the  in te rn a t io n a l  in vestment* m an a g em e n t  
fu n c t ion  itse l f .

The banks
B a n k  trus t  d e p a r tm e n t s  a r e  s t i l l  the  p r in c ip a l  m a n a g e r s  
o f  p e n s io n  p la n  fu n d s — and  n ow  a l s o  o f  a  la r g e  po r t ion  
o f  the  in t e r n a t i o n a l l y  in v e s te a  a s s e t s .  E ven  the la rg e r  
b a n k s  tha t h a v e  b e c o m e  ac t iv e  in fo re ig n  a s s e t  m an ­
a g em e n t  had  in i t ia l ly  to  in ten s i fy  th e i r  k n ow le d g e  in 
c e r t a in  r e l e v a n t  a r e a s ,  w h i le  o t h e r s  h a d  to w o rk  f rom  
l  m uch  l o w e r  b a s e  to a c q u i r e  e x p e r t i s e  o n  fo re ig n  
e c o n o m i e s  a n d  c o m p a n ie s ,  fo r e ig n  s e c u r i t i e s  m a rk e t s  
and  c u r r e n c y  m a r k e t s ,  a nd  the  r e le v a n t  n e tw o rk s  o f  
fo r e ig n  in t e rm ed ia r i e s .  A few  pu t  s e c u r i t i e s  a n a ly s t s  
and  in v e s tm en t  m a n a g e r s  o n  the  s c e n e  in ex is t ing  
f o r e ig n  b r a n c h e s .  O th e r s  h a v e  g a th e r e d  in fo rm a t io n  
on  f o r e ig n  f i rm s  and  m on i t o r e d  e c o n o m i c  d e v e lo p m e n t s  
in p a r t  t h r o u g h  e x te n s iv e  v is i t s  a b r o a d .  O v e r  time, 
s o m e  o f  the  b a n k s  h a v e  e s t a b l i s h e d  new  fo re ig n  aff i l i­
a te s  o f  v a r i o u s  k in d s ,  with o n e  p u r p o s e  be ing  to h and le  
the  f o i e i g n  in ve s t in g  o r ,  a s  a m in im um , the a s s o c ia te d  
fo re ig n  r e s e a r c h  act iv i ty  f o r  the  b a n k s '  Un i ted  S ta te s  
c l ie n t s .  W h e r e  th e s e  f o r e ig n  o f f i c e s  a re  m an ag in g  the 
in v e s tm en ts ,  th e y  d e a l  w ith f o r e ig n  b r o k e r s .  T h e s e  a re  
u s u a l ly  L o n d o n  o r  o t h e r  E u r o p e a n  b r o k e r s  if the m an ­
a g e r  is o p e r a t in g  o u t  o f  L o n d o n  o r  s o m e  o th e r  E u ro ­
p e a n  c ity , a n d  J a p a n e s e  b r o k e r s  if the  m a n a g e r  is 
o p e r a t in g  ou t  o f  T o k y o  o r  H o n g  K o n g  in c o n n e c t io n  
w ith  A s ia n  a n d  A u s t ra l i a n  in v e s tm en t s .  A n um b e r  o f  
b a n k s  a r e  a l s o  p ro v id in g  g lo b a l  m a s t e r  c u s to d ia n sh ip  
s e r v i c e s  (b o x ) .

T h e  b a n k s  h a v e  b e e n  u s ing  c om m in g le d  funds  e s ­
p e c i a l l y  e s t a b l i s h e d  f o r  f o r e ig n  in v e s tm en ts  as  the 
p r in c ip a l  v e h i c le  f o r  in ves t ing  t h o s e  p o r t i o n s  o f  c l ien ts ' 
p e n s io n  fu n d s  tha t h a ve  b e e n  d e s ig n a t e d  fo r  invest­
m en t a b r o a d ,  a l t h o u g h  a  few  b a n k s  a ls o  m an a g e  f o r ­
e ign  a s s e t s  f o r  p e n s io n  fu n d s  th rou gh  s e p a r a t e  a c ­
c o u n ts .  In a d d i t io n ,  s o m e  r e la t iv e ly  sm a l l  am oun ts  a re  
in v e s te d  in f o r e ig n  s e c u r i t i e s  f o r  p e n s io n  fund c l ien ts  
w h o  h a v e  no t  e xp l i c i t ly  a l l o c a t e d  a  p o r t io n  f o r  fo re ig n  
in v e s tm en t .  T h i s  o c c u r s  w h en  s o m e  o th e r  typ e  o f  c om ­
m in g le d  fu nd  to  wh ich  s o m e  o f  a  c l ie n t 's  a s s e t s  have  
b e e n  a l l o c a t e d  (w h e th e r  it b e  a  d iv e rs i f ie d  c om m on  
t ru s t  fu nd , f o r  e x a m p le ,  o r  a  g row th  fund o r  s om e  
o th e r  s p e c i a l i z e d  fu nd ) in c lu d e s  s e c u r i t i e s  o f  fo re ig n  
f i rm s  tha t fit w ith in  the  f r a m e w o r k  o f  that p a r t ic u la r
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Custodial Services for Pension Funds’ Foreign Investments

Under ERISA's rules concerning fiduciary responsi­
bility, the so-ca lled indicia (evidence) of ownership of 
foreign assets held fo r employee benellt plans must bo 
maintained In locations subject to the jurisdiction of 
United States district courts, except as might be other­
wise authorized by the Secretary of Labor by regula­
tion. Prior to 1977 there were many questions concern­
ing the effect of this rule on holding indicia abroad. 
In that year, however, the Department of Labor, which 
is the agency with primary jurisdiction over employee 
benefit plan fiduciary responsibility, Issued a regulation 
specifying that indicia could be held abroad II the 
related assets were under the management and control 
of a United States bank, insurance company, o r  invest­
ment adviser/manager registered with the Securities 
and Exchange Commiss'on, providing these met certain 
given criteria. Otherwise, the indicia could be held 
abroad only if in Ihe physical possession of a United 
States bank o r  an SEC-registered b roker o r dealer, or 
if in the custody of an entity designated by the SEC 
as a "satisfactory control location".

Many United Sta les banks were not happy with the 
1977 ruling since only brokers and dealers , but not 
banks, may appear before tho SEC. Thus, fo r foreign 
locations where a bank did not have a branch that could 
render custodial services. Ihe bank had to have a 
broker or dea le r intercede with the SEC lo r approval of 
a foreign custodial agent, o r else had to utilize the ser­
vices of a branch of a competitor United States bank. 
In response to appeals Irom banks and the American 
Bankers Association, the requirements were eased 
effective March 30 of this year to permit United States 
banks to keep the indicia in the custody of a foreign 
bank o r other specified types of foreign entities as 
long as the custodian is supervised o r regulated by a 
government agency or regulatory authority in the host 
country.

Several United States banks are now also providing

so-ca lled global master custodianship services that 
further facilitate the handling of foreign Investments 
for any given pension plan sponsor . These services are 
provided regard less of who the managers are. Chase 
Manhattan 8ank i3 the major g lobal master custodian 
for United States-basod sponsors , having started this 
activity in the early seventies before enactment or 
ERISA. It ha3 relied upon its foreign branches as sub­
custodians in most of the countries where it has 
branches and has used foreign bank3 in the same 
capacity in other countries. Citibank a lso has providod" 
such services fo r a number of years. In the past few 
years there have been several additional United States 
entrants into the field. Some of these actually rely 
heavily upon another large domestic o r foreign bank 
and its network of branches o r correspondents for the 
custodial services required in the many locations where 
large corporate plan sponsors may have foreign in­
vestments. A particularly interesting recent entrant is 
the Mitsubishi Bank of California . Many of the clients 
for its g loba l master custodianship services are re­
gional banks that are master trustees fo r pension plans 
with rather small amounts invested overseas . To p/o- 
v idr its g loba l custodianship services, the Mitsubishi 
Bank makes use of the worldwide facilities of the 
Mitsubishi Sank of Japan and the latter’ s various finan­
cial affiliates.

The g loba l master custodianship services offered are 
more comprehensive at some banks than at others, 
but among those generally available are safekeeping 
of the indicia, collection of dividends and interest, 
currency translation, and centra lized reporting of all 
investments and income. Thus, no matter in how many 
countries the funds of a pension plan are invested, and 
no matter how many managers are handling portions 
o f that plan's funds, overa l l responsibil ity fo r the cus­
todial, bookkeeping, and accounting operations can be 
placed in the hands of a single overseer.

fund. At the end  o f  1 9 80 ,  in te rn a t io n a l  c om m in g le d  
fu nd s  am oun ted  to 2  p e r c e n t  o f  a l l e m p l o y e e  b ene f i t  
c om m in g le d  funds se t  up  by b a n k s  a n d  a p p r o x im a t e ly  
’/z p e rc en t  o f  the a g g r e g a t e  e m p lo y e e  b en e f i t  fu nd s  
m an a g e d  by  them  a s  e i th e r  t ru s te e  o r  in ve s tm en t  
m anag ing  ag en t .1

1 Federal Financial Institution Examinations Council. Trust Assets ol Banks and Trust Comoames— 1560. These daia are compiled py ihe 
Board ol Governors ol the Federal Reserve Syslem, the Federal 
Oeposit Insurance Corporation, and Ihe Oflico of Ihe Comptroller ol 
Ihe Currency.

The  M o rg a n  G u a ra n t y  T ru s t  C o m p a n y  p i o n e e r e d  in 
e s ta b l i s h in g  an in t e rn a t io n a l  c om m in g le d  fu nd  fo r  
E R ISA  a c c o u n t s .  It in fo rm e d  a l l  E R IS A  c l ie n t s  in 1 9 7 4  
that, u n le s s  the c l ie n t  o p t e d  o th e rw is e ,  a  m o d e s t  p r o ­
p o r t io n  o f  the ir  p e n s io n  fu nd  r e s e r v e s  w o u ld  b e  in­
v e s te d  in fo re ig n  equ it ie s ,  to  be  bu i l t  up  at a b o u t  1 
p e r c e n t  a  y e a r  to a r o u n d  5  p e r c e n t  by 1978 .*  S u b s e -

• Only a lew clients reac ted  Morgan's plan, and ihis " s l r o ng "  approach 
is Known lo have oeen lo i loweo oy three more oanks. O lher Danxs 
propose foreign commingled lund investing to their cl ienls on an 
"invitation" oasis.
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qu en t ly ,  the m ax im um  a l l o c a t i o n  w a s  r a i s e d  to 10 
p e r c e n t ,  a n d  M o rg an  n ow  h a s  o n e  equ ity  lu n d  and  
two b o n d  fu nd s  h o ld in g  m os t  o f  the a s s e t s  p u r c h a s e d  
w ith  E R IS A  r e s e r v e s  d e s ig n a t e d  fo r  f o r e ig n  in ve s t ­
m e n t s— ab ou t  6 -7  p e r c e n t  o f  the  to ta l d i s c r e t i o n a r y  
e m p lo y e e  b ene f i t  fu n d s  u n d e r  its m an a g em e n t .  C it i­
b a n k ,  w h ic h  se t  up  its  fi rs t in te rn a t io n a l  fund  fo r  
E R IS A  c l ie n t s  in 1 9 78 ,  d o e s  a l l  the  fo r e ig n  in ve s t ing  
o f  a l l o c a t e d  r e s e r v e s  th ro u g h  c om m in g le d  fu nd s .  C u r ­
ren t ly ,  its in te rn a t io n a l  equ ity  a n d  b o n d  fu n d s  to ta l 
c l o s e  to 3 p e r c e n t  o f  its a g g r e g a t e  d i s c r e t i o n a r y  em ­
p l o y e e  b ene f i t  fu nd s ,  a n d  it is r e c o m m e n d in g  to m o s t  
c l i e n t s  tha t they  in c r e a s e  th e i r  in t e rn a t io n a l  a l l o c a t i o n  
to  10 p e r c e n t  o v e r  the  n ex t  few  y e a r s .

S i n c e  the m id - 1 9 7 0 s  a  n u m b e r  o f  o th e r  b a n k s  h a ve  
a l s o  e s taD l i s h e d  in te rn a t io n a l  c om m in g le d  fu n d s .  T h e  
s m a l l e s t  is the  G i r a rd  B an k ,  w h ic h  h a s  o n ly  a b o u t  
S 8 0 0  m i l l i o n  o f  to ta l  e m p l o y e e  b en e f i t  fu n d s  u n d e r  
m a n a g e m e n t  but n o n e th e le s s  in t ro d u c e d  an  in t e rn a ­
t io n a l  p o o l e d  fund  th is May . In c o n t r a s t ,  s o m e  b a n k s  
tha t a r e  am ong  the  l a r g e s t  h o ld e r s  o f  E R IS A  fu n d s  
h e s i t a te d  f o r  qu ite  s om e  t im e b e f o r e  d e c id in g  to o f f e r  
in t e rn a t io n a l  in v e s tm en t  s e r v ic e s  to  su c h  c l ie n t s .  N ow  
th e y  a r e  r e a d y  to jo in  th e  c om p e t i t io n .  B a n k e r s  T ru s t  
h a s  r e o r g a n i z e d  a c om m in g le d  fund  tha t h ad  b e en  
r e la t i v e ly  d o rm a n t  f o r  f i f te en  y e a r s  and  is c u r re n t ly  
t a lk in g  to  c l ie n ts  a b o u t  the d e s i r a b i l i t y  o f  fo r e ig n  d i­
v e r s i f i c a t i o n .  C h a s e  M an h a t ta n  B a n k  h a s  tw o  in te rn a ­
t io n a l  c om m in g le d  fu n d s  s ta r t ing  o p e r a t i o n s ,  and  p la n s  
to  a s k  a l l  o f  its E R IS A  a c c o u n t s  to put in 2 -3  p e r c e n t  
o f  th e i r  r e s e r v e s .  And  the B a n k  o f  A m e r ic a  h a s  ju s t  
e s t a b l i s h e d  a  c om m in g le d  fu nd  with th re e  d iv i s io n s ,  
f o r  in v e s tm en ts  in e qu i t ie s ,  f i x e d - in c om e  s e c u r i t i e s ,  
a n d / o r  in te rn a t io n a l  c a s h .  T h is  a p p a re n t l y  is the  f i rs t 
in t e rn a t io n a l  fund  with a  s e p a r a t e  c a s h  d iv i s io n ;  it 
w i l l e n a b le  a p e n s io n  p la n  s p o n s o r  to m a k e  a  s p e c i f i c  
a l l o c a t i o n  f o r  in v e s tm en t  in h ighy  l iqu id  fo r e ig n  a s s e t s .

At a l l  but the  v e ry  la r g e s t  b a n k s ,  the c om p le x i t i e s  
a n d  c o s t s  o f  h and l in g  fo r e ig n  in v e s tm en ts  g e n e ra l l y  
ru le  o u t  s e p a r a t e  a c c o u n t s  a s  o p p o s e d  to  c om i/ . in g le d  
fu n d s .  At any  in s t i tu t ion  w h e re  an  a c c o u n t  is ha  id le d  
s e p a r a t e ly ,  the c l ie n t  is not o n ly  c h a rg e d  a  h ig h e r  fe e  
bu t  is g e n e ra l l y  r e q u i r e d  to u n d e r t a k e  a  m in im um  fo r ­
e ign  in ve s tm en t  o f  s e v e r a l  m i l l i o n  d o l l a r s .  T h e  m ain  
r e a s o n  fo r  this la t te r  ru le  is that p ru d e n t  m in im iz a t io n  
o f  r is k  is r e g a rd e d  a s  n e c e s s i t a t in g  d iv e r s i f i c a t i o n  into 
s e c u r i t i e s  in a i  le a s t  f ive  d i f f e re n t  c o u n t r i e s .

The life insurance companies
Li fe  in s u ra n c e  c o m p a n ie s  r a n k  s e c o n d  to b a n k s  in the 
v o lu m e  o f  p e n s io n  fu n d s  m a n a g e d .  At the  e n d  o f  1 9 80 ,  
p e n s io n  fund a s s e t s  a c c o u n t e d  f o r  3 5  p e r c e n t  o f  the 
c o m p a n ie s '  to ta l a s s e t s .  T h e s e  p e n s io n  fu n d s  a re  
h a n d le d  e i th e r  as  p a r t  o f  e a c h  in s u r a n c e  c om p a n y ' s

" g e n e r a l  a c c o u n t " ,  w h e re  the  fu n d s  a re  m in g le d  with 
l i fe  in s u r a n c e  and  h e a l th  in s u r a n c e  fu nd s ,  o r  in d iv id ­
u a l ly  a s  " s e p a r a t e  a c c o u n t s " .  M os t  s t a te s  im p o s e  
s e v e r e  r e s t r i c t io n s  on  g e n e r a l  a c c o u n t  in ve s tm en ts ,  
in c lu d in g  r ig o r o u s  r e s t r a in t s  o n  f o re ig n  in ve s tm en ts .  
N ew  Y o r k  S ta te ,  fo r  e x am p le ,  l im i ts  p o r t f o l i o  in ve s t ­
m en ts  o u t s id e  the  Un i ted  S t a te s  to s t ip u la te d  p e r c e n t ­
a g e s  o f  an  in s u ra n c e  c om p a n y ' s  a s s e t s ,  n am e ly ,  1C 
p e r c e n t  ( o r  C a n a d ia n  s e c u r i t i e s  a n d  1 p e r c e n t  fo r  all 
o th e r  f o r e ig n  s e c u r i t i e s .7 T h e  r u le s  o f  N ew  Y o r k  S ta te  
a re  im p o r ta n t  e v en  fo r  in s u r a n c e  c o m p a n ie s  b a s e d  ir  
o t h e r  s t a te s  s in c e  they  m u s t  b e  in " s u b s t a n t i a l  c o m ­
p l i a n c e "  with N ew  Y o r k  r e g u la t i o n s  if th ey  w ish  to dc 
a n y  in s u r a n c e  b u s in e s s  in th is s ta te .  A b ou t  h a l f  the 
s ta te s  a re  e v e n  m o re  re s t r ic t iv e  th an  N ew  Y o r k .  N e igh 
bo r in g  N ew  J e r s e y ,  h ow e v e r ,  is a m o n g  the l e s s  res t r ic  
tive s t a 'e s .  T h a t  s ta te  im p o s e s  n o  l im it o n  in ves tm en t : 
in C a n a d a ,  d e em e d  no t  to b e  a fo r e ig n  c o u n t r y  to 
in v e s tm en t  p u rp o s e s ,  and  p e rm i t s  in v e s tm en ts  in o the  
fo r e ig n  s e c u r i t i e s  o f  up to 2 p e r c e n t  o f  a s s e t s ,  a l th ou g i  
in v e s tm en ts  in a ny  o n e  fo r e ig n  c o u n t r y  a r e  no t  t< 
e x c e e d  1 p e rc e n t .  T en  s ta te s  h a v e  no  s ta tu te s  at a: 
r e g a rd in g  fo r e ig n  in v e s tm en ts .1

In m an y  s ta te s  the l i fe  in s u r a n c e  c o m p a n ie s  hav- 
s o m e  e x t r a  le ew a y  fo r  g e n e ra l  a c c o u n t  fo r e ig n  invest 
m en t s  by  w a y  o f  a c a tc h -a l l  in v e s tm en t  c la u s e ,  r e f e r r e  
to in the in du s t ry  a s  the " b a s k e t ”  c la u s e ,  w h ich  per 
m its  a  sm a l l  p e r c e n t a g e  o f  to ta l a s s e t s  to b e  h e ld  i 
a lm o s t  a n y  w ay  an  in s u ra n c e  c o m p a n y  s e e s  fit. In Ne\ 
Y o r k  S ta te  this " b a s k e t "  am o u n t s  to 4  p e r c e n t ;  in Ne- 
J e r s e y  it is 5 p e rc en t .  M o s t  c o m p a n ie s  p r e fe r  to uti l iz 
th is l e e w r y  fo r  d om e s t ic  in v e s tm en ts ,  bu t a few  m ay  b 
m ak in g  u s e  o f  p a r t  o f  it to a d d  to  fo r e ig n  in ve s tm en t 
b e y o n d  the l im its o th e rw is e  p e rm i t ted .

“ S e p a r a t e  a c c o u n t s "  w e re  in t r o d u c e d  in the ear : 
1 9 6 0 s ,  w h e n  s t r o n g  c om p e t i t io n  fo r  p e n s io n  fund  bus 
n e s s  b e g a n  to e m e rg e  f r om  new  s o u r c e s ,  and  s p o n s o i  
w e r e  m an i fe s t in g  d i s c o n t e n t  with th e  r e tu rn s  fro i 
th e i r  t r a d i t io n a l  in v e s tm en ts  with th e  l i fe  in su ra n c  
c o m p a n ie s .  T he  s e p a r a t e  a c c o u n t s  h a v e  no  r e s t r i c t io r  
r e g a rd in g  fo re ig n  o r  a n y  o t h e r  t yp e s  o f  in v e s tm en t  
a l t h o u g h  E R IS A  " p ru d e n t  m a n "  r e s p o n s ib i l i t i e s  hoi 
f o r  the  m an a g e m e n t  o f  th e s e  a c c o u n t s  a s  f o r  o t t r  
a c c o u n t s .

r The hie insurance comoany's asseis that are usea as me case  lor 
determining (ha indicated amounts are actually the comoany's 
"admitted assets'', a term denoting asseis that are in good standing.
The aoove-montioned permitted foreign investments are in addition : 
investments in any foreign country where tho company is authorized 
to do ousiness. The tatter investments are not to exceed one and 
one-na l l  times the comoany's reserves 3nd other obligations m mat 
country, or tho amount it is required by law to invest in the country, 
whichever is greater.

1 The author is indebted lo the Amencan Council o l  Lile insurance lor 
mlormation on the various stale laws.
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Ona  in s u ra n c e  c om p a n y — The  P ru d e n t ia l  In s u r a n c e  
C o m p a n y  o f  A m e r ic a ,  the la rg e s t  Un i ted  S t a t e s  li fe  
in s u r a n c e  c om p a n y — m oved  m o re  q u ic k ly  th an  o th e r s  
in d ive rs i fy in g  into fo re ig n  a s s e t s .  As e a r l y  a s  1 9 7 6  
it e s ta b l i s h e d  a  c om m in g le d  fund  f o r  p e n s i o n  and  
p ro f i t - s h a r in g  fu n d s  c a l le d  P R IV E S T ,  w h o s e  a s s e t s  
w e re  to  c o n s i s t  p r im a r i ly  o f  p r iv a te  (I.e. d i re c t )  p la c e ­
m en ts ,  t rad i t io n a l ly  a n  im po r tan t  p a r t  o f  l i fe  i n s u r a n c e  
in ve s tm en ts .  O n e  o l the in itia l g u id e l in e s  s p e c i f i e d  that 
up to 10 p e r c e n t  o l the p o r t f o l i o  c o u ld  b e  a l l o c a t e d  to 
C a n a d ia n  in v e s tm en ts  and  up to  5 p e r c e n t  to  o th e r  
fo re ig n  in v e s tm en ts .  T h is  y e a r ,  in a n o t h e r  m o v e ,  P r u ­
d en t ia l  e m b a r k e d  o n  two p i lo t  p r o g r a m s  o f  SEO m i l l i on  
in fo re ig n  b o n d s  a n d  S2S m i l l i on  in fo re ig n  e q u i t i e s  to 
tes t  and  d e v e lo p  its a cqu is i t io n ,  t ra d in g ,  a n d  o th e r  
o p e r a t i o n s  in the fo re ig n  s e c u r i t i e s  m a rk e t s .  T h e  c o m ­
p an y  e x p e c t s  that b y  the  beg in n in g  o f  1 9 8 2  it w i l l  be  
a b le  to o f f e r  a  p o o l e d  fund  f o r  fo r e ig n  b o n d s  a n d  o n e  
f o r  fo r e ig n  equ i t ie s  to  a ny  p e n s io n  p la n  s p o n s o r  w is h ­
ing to d iv e rs i fy  in te rn a t io n a l ly .  It a l s o  a n t ic ip a t e s  e s ­
tab l ish in g  an  in te rn a l unit to h a n d le  fo re ig n  c u r r e n c y -  
d e n om in a te d  in v e s tm en ts  fo r  its g e n e ra l  a c c o u n t ;  s u c h  
in v e s tm en ts  w o u ld ,  h ow e v e r ,  be  c o n s t r a in e d  in s iz e  
by  s ta te  r e g u la t i o n s  r e g a rd in g  fo r e ig n  in v e s tm en ts .

A e tn a  L i fe  In s u ra n c e  C o m p a n y  h a s  c h o s e n  a  d i f f e r ­
en t  pa th . In J u n e  it c om b in e d  with W a rb u rg  In v e s tm en t  
M a n ag em en t  In te rn a t io n a l ,  an S E C - r e g i s t e r e d  B r i t i sh  
f i rm  that a l r e a d y  w a s  m an ag in g  a  s i z a b le  v o lu m e  o f  
E R IS A  fu nd s ,  to fo rm  a  jo in t ly  ow n e d  U n i ted  S ta te s  
su b s id ia ry ,  A e tn a  W a rb u rg  In ve s tm en t  M a n a g em en t  In ­
te rn a t io n a l .  A e tn a  is r e s p o n s ib le  fo r  the m a rk e t in g  
o p e r a t i o n s  and  W a rb u rg ,  o p e r a t in g  ou t  o f  L o n d o n ,  fo r  
th e  in v e s tm en t  and  a dm in is t r a t iv e  ac t iv i t ie s .  In this 
u n d e r ta k in g ,  c l ien ts '  fu n d s  a re  be ing  h a n d le d  in s e p ­
a ra te  a c c o u n t s .

O th e r  l i fe  in s u r a n c e  c o m p a n ie s  a re  a l r e a d y  th ink ­
ing o f  fo l l ow in g  su it  v ia  o n e  c h a n n e l  o r  a n o t h e r  that 
w o u ld  e n a b le  th em  to  p r o v id e  fo re ig n  in ve s tm en t  
fa c i l i t ie s  to e m p l o y e e  bene f i t  fu nd s .  O n e  is a c t i v e ly  
s tudy ing  the a l t e rn a t iv e  rou te s  fo r  en te r in g  the  fo r e ig n  
p o r t f o l i o  in ve s tm en t  a re a ,  with the  e x p e c ta t i o n  tha t a 
d e c i s i o n  wi l l b e  m ad e  w ithin the c om in g  y ea r .  A n o th e r  
is c o n tem p la t in g  the in t ro d u c t io n  o f  f o r e ig n  in v e s tm en t  
s e r v ic e s  w h en  it c o n s i d e r s  e x c h a n g e  ra te  c o n d i t i o n s  
m o re  o p p o r t u n e .  In at le a s t  o n e  s ta te  w h e re  th e  r e g u ­
la t io n s  r e g a rd in g  fo re ig n  in v e s tm en ts  a re  e v e n  m o re  
re s t r ic t iv e  than  in N ew  Y o rk ,  s t e p s  a re  b e in g  t a k e n  to 
try to g e t  t h e s e  c h a n g ed ,  w h ich  w ou ld  o p e n  the  w ay  
fo r  in s u r a n c e  c om p a n ie s  to o f f e r  p e n s io n  fu n d s  f o r ­
e ign  in v e s tm en t  o p p o r tu n i t ie s .

S o m e  in s u r a n c e  c om p a n ie s  h a v e  b e e n  e s p e c i a l l y  
in te re s te d  in fo re ig n  in ve s tm en t in M ex ic o .  In 1 9 7 9  the 
l i fe  in s u r a n c e  indus t ry  a t tem p ted  to g a in  p a s s a g e  by  
the  N ew  Y o r k  S ta te  L e g is la tu re  o f  a b i l l a l low in g

the  c o m p a n i e s  to in ves t  up to 1 0  p e r c e n t  o f  th 
g e n e ra l  a c c o u n t  fu n d s  in M ex ic a n  s e c u r i t i e s— 
c a n  h e  d o n e  w ith  C a n a d i a n  s e c u r i t i e s .  W h en  thi3 e l l 
fa i le d ,  the a p p r o a c h  w a s  sh i f ted  to ob ta in in g  t 
s t a tu t o r y  c h a n g e s -. (1 )  an  in c r e a s e  in the g e n e ra l  c 
ing o n  fo r e ig n  a s s e t  In v e s tm en ts  f r om  the p r e s  
1 p e r c e n t  to 2  p e r c e n t ;  a n d  (2 )  p e rm i s s io n  f o r  an  ac 
t io n a l  1 p e r c e n t  o f  to ta l a s s e t s  to b e  p la c e d  in Me 
c a n  in v e s tm en ts .  T h e s e  c h a n g e s  c a m e  vB ry  c l o s e  
p a s s a g e  in 1 9 8 0 ,  and  th e i r  s p o n s o r s  a re  fa i r ly  hope 
o f  a c tu a l  p a s s a g e  th is t im e  a ro u n d .

Investment advisers and other intermediaries 
The  th i rd  g r o u p  o l p o r t f o l i o  m a n a g e r s ,  t h o s e  c a l 
in v e s tm en t  a d v i s e r s  by  the  SE C ,  p la y  a  p a r t ic u la  
im p o r t a n t  r o l e  in h a n d l in g  p e n s io n  fund a s s e t s  
the  l a r g e r  U n i t e d  S t a te s  c o rp o r a t i o n s .  T h e y  a r e  a 
av id  c o n t e n d e r s  f o r  the  new  fo re ig n  in v e s tm en t  b i  
n e s s .  T h e re  w e r e  o n ly  a v e r y  few  s u c h  m a n a g e r s  t 
y e a r s  a g o ,  bu t  a  to ta l o f  a b ou t  fo r t y  t o d a y . ’  C u r r  
c om p e t i t o r s  i n c lu d e  f o re ig n  a s  w e l l  a s  U n i ted  S ta  
f i rm s  a n d  a l s o  U n i ted  S t a te s  s u b s id ia r i e s  s e t  up 
f o r e ign  f i rm s o r  jo in t ly  by Un i ted  S t a te s  a nd  fo re  
fi rm s . T h e  r e c e n t  d e v e lo p m e n t  in this c o u n t r y  
m e rg e r s  r e s u l t in g  in la r g e  f in anc ia l  c o n g lo m e r a t e s  t: 
e n c o m p a s s  a w id e  r a n g e  o f  f in anc ia l  o p e r a t i o n s  i t  
m ak e  fo r  an  in c r e a s in g ly  v a r ie d  p ic tu re .

T h o s e  m a n a g e r s  o f  E R IS A - s u b je c t  p e n s io n  fu r 
tha t a re  no t  U n i t e d  S t a te s  b a n k s  o r  in s u r a n c e  cc  
p a n ie s  mus t  b e  r e g i s t e r e d  with the S E C .  W h i le  a nu 
b e r  o f  f o r e ig n -b a s e d  m a n a g e r s  a r e  r e g is t e re d ,  m£ 
d o  no t  w ish  to m a k e  kn ow n  all the  in fo rm a t io n  t: 
S E C  re g is t r a t i o n  r e q u i r e s .  T h e y  a v o id  this by sett ; 
up s p e c i a l  s u b s id ia r i e s ,  u s u a l l y  in th e  U n i ted  S ta te s ,  
d e a l  with E R IS A  c l ie n t s .  A p p a re n t ly  the m a jo r i t y  
th e s e  s u b s id i a r i e s  a re ,  at m os t ,  c o n t a c t  p o in ts  w 
U n i ted  S t a t e s  c l i e n t s .  T h e  a c tu a l  fo r e ig n  in ve s tm i 
ac t iv i ty  and  r e l e v a n t  r e s e a r c h  is g e n e r a l l y  u n d e r ta k  
f rom  an o f f ic e  l o c a t e d  in a  fo re ig n  m a rk e t  c en te r .

In g e n e ra l ,  f i rm s  o f  fo r e ig n  o r ig in  a re  a b le  to d isp . 
a lo n g t im e  k n o w le d g e  o f ,  a nd  e x p e r i e n c e  in, fo re i 
s e c u r i t i e s  m a r k e t s  tha t pu ts  them , in the o p in io n  
s o m e  p e n s io n  p la n  e x e c u t i v e s ,  a  b ig  s tep  a h e a d  
d o m e s t i c  m a n a g e r s ,  e v en  th o s e  that have  o p e n e d  
fo re ig n  o f f i c e s .  A n u m b e r  o f  the  fo re ig n  fi rm s  h a v e  be 
a c t iv e  fo r  m a n y  d e c a d e s  r a th e r  than  f o r  ju s t  a f 
y e a r s — a l t h o u g h  in m o s t  c a s e s  the ir  fo r e ig n  inves tm t 
o p e r a t i o n s  unti l r a th e r  r e c e n t ly  d id no t  in c lu d e  Asi 
a nd  o t h e r  a r e a s  o u t s id e  E u r o p e  that a re  n ow  a tt ra  
ing c o n s i d e r a b l e  a t ten t ion  f rom  in te rn a t io n a l  in vo s tc  
U n i ted  S t a t e s  m a n a g e r s ,  o n  the o t h e r  h a nd , a re  o ft  
c o n s i d e r e d  to h a v e  an  a d v a n ta g e  b e c a u s e  o f  the ir  f:' For a listing, sea Pensions and Investment Ago, 'International Protile 
(Aon l 27, 1931 ) .
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quen t ly  g r e a t e r  fam i l ia r i ty  with s o p h i s t i c a t e d  In v e s t ­
m en t  to o ls ,  in c lud ing  m o d e rn  p o r t f o l i o  t h e o r y  and  
a d v a n c e d  s ta t is t ic a l  te c h n iq u e s .  M o re o v e r ,  f o r  m an y  
s p o n s o r s ,  the ab i l i ty  o f  a  m a n a g e m e n t  f i rm  to shosv It 
ha s  a w e l l - s t ru c tu re d  d e c i s io n -m a k in g  p r o c e s s  is o f  
g r e a t e r  im p o r t a n c e  than the n a t io n a l i t y  o r  lo c a t i o n  o f  
the fi rm .

S o m e  d om e s t ic  f i rm s s e e k  to a c q u i r e  the  fam i l ia r i t y  
with fo re ig n  m a r k e t s  and  fo re ig n  s e c u r i t i e s  n e c e s s a r y  
fo r  m an ag in g  fo re ig n  in v e s tm en ts  b y  p la c in g  s ta f f  
a b r o a d .  O th e r s  re ly  u p on  the a va i la b i l i t y  o f  in c r e a s in g  
am oun ts  o f  p u b l i s h e d  in fo rm a t io n  f r om  a r o u n d  the 
w o r ld  a n d  fa c i l i t ie s  f o r  in s tan t g lo b a l  c o m m u n ic a ­
tion. N e i th e r  tac t ic , h ow eve r ,  p r o v i d e s  the  t r a c k  r e c o r d  
s p o n s o r s  o f te n  wan t  to s e e .  H en c e ,  a n o t h e r  a p p r o a c h  
has  b e e n  to team  up  with an  e x p e r i e n c e d  fo r e ig n  
m on e y  m a n a g e r  to  fo rm  a  U n i ted  S t a te s  s u b s id ia r y .  
T h e re  a re  now  a  n u m b e r  o f  s u c h  jo in t  v e n tu r e s .  W h a t ­
e v e r  the  se tup , w h e re  th e re  a re  b o th  f o r e ig n  a n d  d o ­
m es t ic  o f f ic e s ,  the  Un i ted  S t a t e s - b a s e d  r e p r e s e n t a t i v e s  
g e n e r a l l y  ac t p r im a r i ly  a s  c o n ta c t  p e r s o n s  w h i le  the  
o v e r s e a s  p e r s o n n e l  a re  the  o n e s  m o s t  d i r e c t ly  in v o lv e d  
in . th e  s u b s ta n t iv e  i s s u e s  o f  p o r t f o l i o  d iv e r s i f i c a t i o n .  A s  
is the c a s e  with the  f o re ig n  f i rm s , o v e r s e a s  o f f i c e s  d e a l  
with fo re ig n  b r o k e r s .  A lth o ugh  a  few  U n i te d  S t a t e s  
b r o k e r a g e  f i rm s h a ve  e s t a b l i s h e d  n ew  o f f i c e s  a b r o a d  
du r ing  the  p a s t  two y e a r s ,  th e  b u s in e s s  o f  th e s e  
b r a n c h e s  is m o r e  in the re ta i l  e n d  and  with fo r e ig n  
in s t i tu t ions  that w ish  to  in ves t  in the  U n i ted  S t a t e s  r a th e r  
than with Un ited  S ta te s  in s t i tu t iona l in v e s t o r s  w h o  a re  
putting m on e y  in to  fo re ig n  a s s e t s .

A h and fu l  o f  f i rm s  h a v e  fo u n d  a  v e r y  s p e c i a l  n iche  
fo r  th em se lv e s  in p ro v id in g  a d v ic e  to p e n s i o n  p la n  
s p o n s o r s  reg a rd in g  in te rn a t io n a l  p o r t f o l i o  m a n a g e r s  
and  o th e r  m a t te rs  r e le v a n t  to f o r e ig n  d iv e r s i f i c a t i o n .  
M os t  e x p a n d e d  in to  the  in te rn a t io n a l  f ie ld  a f t e r  e x ­
p e r ie n c e  o f  a s im i la r  k ind  in the d o m e s t i c  a r e a .  In te r -  
s e c  R e s e a r c h  C o r p o r a t i o n ,  h ow e v e r ,  w a s  e s t a b l i s h e d  
in 1 9 7 5  a s  a  new  f i rm ; the  fi rs t U n i ted  S t a t e s  c o u n s e l o r  
in the in te rn a t io n a l  a re a ,  it a l s o  a d v i s e s  p o r t f o l i o  m a n ­
a g e r .  A m ong  the  s e r v ic e s  g e n e r a l l y  r e n d e r e d  b y  th e s e  
c o u n s e l o r s  a re :  a s s e s sm e n t  o f  a p e n s io n  p la n ' s  o b ­
je c t i v e s  and  n e e d s  and  the a p p r o p r i a t e n e s s  o f  fo r e ig n  
in ve s tm en t  fo r  tha t p lan , a n a ly s i s  o f  the  f o r e ig n  in v e s t ­
ment: " s t y l e "  o r  " p h i l o s o p h y "  o f  m a n a g e r s ,  m on i t o r in g  
the p e r f o rm a n c e  o f  m an a g e r s ,  and  r e c o m m e n d a t i o n s  
reg a rd in g  re ten t ion  o r  d i s c h a rg e  o f  e x is t in g  m a n a g e r s  
a n d / o r  th e  c h o i c e  o f  new  m an a g e r s .

The  fo re ig n  in ve s tm en t  s e r v ic e s  o f f e r e d  by  the  in­
d e p e n d e n t  m an a g e r s  have  p a r a l l e l e d  th o se  b y  b a n k s  
and  in su ra n c e  c o m p a n ie s  with r e g a rd  to h a n d l in g  p e n ­
s ion  fund3  as s e p a r a t e  a c c o u n t s  o r  c om b in e d  with 
o th e r  a c c o u n ts ,  a l t h o u g h  the la t t e r  a r e  a c t u a l l y  m u tua l 
fu nd s .  H ow eve r ,  in a  r e c e n t  d e v e lo p m e n t  tha t is c o n ­

tr ibu t ing  to  tho  o n g o in g  b lu r r in g  o f  l in e s  b e tw e en  trac 
t io n a l ty p e s  o f  f in a n c ia l  in s t i tu t ion s , s e v e r a l  In d ep e  
den t  m a n a g e r s ,  a s  w e l l  a s  c o n s u l t a n t s  a n d  b r o k e r a i  
f i rm s , h a ve  e s t a b l i s h e d  o r  t a k e n  o v e r  s ta te  o r  na t ion  
c h a r t e r e d  t ru s t  b a n k s .  T h e s e  wi l l e n a b le  the  f l rm 3 
se t  up  c o m m in g le d  fu n d s  a n d  p r o v id e  c u s t o d ia l  se 
v ic e s  in e x a c t l y  the  s am e  w a y  b a n k s  c an .

T h e  in c r e a s e  in i n t e r n a t i o n a l  d i v e r s i f i c a t i o n  
T h e  n u m b e r  o f  c o m p a n ie s  tha t h a v e  p u t  s o m e  portfc 
o f  th e i r  p e n s io n  fu n d s  in to  f o r e ig n  a s s e t s  h a s  g ro v  
d r a m a t ic a l l y  d u r in g  the  p a s t  few  y e a r s .  A re c e n t  su 
vey  o f  a lm o s t  e le v e n  h u n d r e d  o f  the  l a r g e s t  A m e r ic :  
c o r p o r a t i o n s  fo u n d  that, o f  t h o s e  c o m p a n ie s  inte 
v iew ed  that r a n k e d  a m o n g  the  Fortune top  1 0 0  indu 
t r ia ls , the n u m b e r  h o ld in g  f o r e ig n  a s s e t s  h a d  inc rease  
f rom  17  p e r c e n t  in 1 9 7 7  to 3 4  p e r c e n t  in 1 9 8 0 ;  a m o r  
Fortune's s e c o n d  10 0 ,  the  n u m b e r  h a d  g row n  fro  
7  p e r c e n t  to 2 9  p e r c e n t .  In t e r e s t  h a d  in ten s i f ied  mo 
a m o n g  f i rm s  r e s p o n s i b l e  f o r  fu n d s  with a s s e t s  o f  o v  
S 2 5 0  m i l l ion ,  bu t s m a l l e r  p e n s i o n  fu n d s  h a d  a l s o  b 
c o m e  m uch  m o r e  in v o lv e d .  F u l l y  11 p e r c e n t  o f  a l l  I f  
f i rm s  s u r v e y e d  had  s o m e  p o r t i o n  o f  th e i r  p e n s io n  fu r 
r e s e r v e s  in f o r e ig n  a s s e t s  at th e  e n d  o f  1 9 8 0 ,  a n d  a 
o t h e r  18  p e r c e n t  s a id  they  w e r e  p la n n in g  to s ta r t  i; 

. v e s t in g  in t e rn a t i o n a l ly  du r in g  19 81  o r  1 9 8 2 . "  T h u s  t 
the  end  o f  n e x t  y e a r  a lm o s t  o n e  th i rd  o f  the  su rv ey s  
f i rm s  m ay  h a v e  b e c o m e  in t e rn a t i o n a l  d iv e r s i f ie r s .

The "sty le" o f investment
M any  o f  the  p e n s io n  p la n s  tha t a r e  p r e p a r e d  to plac 
a  fa i r ly  s i z a b le  am o u n t  a b r o a d  a p p o r t i o n  the func 
a m o n g  m o re  than  o n e  m a n a g e r ,  s om e t im e s  in c lu d i r  
d i f f e r e n t  t yp e s  o f  i n t e rm e d ia r i e s  a s  w e l l  a s  bo th  Unite 
S t a t e s - b a s e d  a n d  f o r e ig n - b a s e d  m a n a g e r s .  If a  spo i 
s o r  h a s  o n ly  o n e  m a n a g e r ,  w h ic h  w ou ld  b e  g e n e ra l  
the  s i tu a t io n  f o r  s m a l l e r  in v e s t o r s ,  th is w o u ld  be  
" g l o b a l "  o r  " i n t e r n a t i o n a l "  m a n a g e r ,  r e s p o n s ib le  ft 
in v e s tm en ts  in m an y  c o u n t r i e s  a l l  o v e r  the g lo b  
e i th e r  th ro u gh  a  c o m m in g le d  fu nd  o r  o th e rw is e ,  
th e re  is m o re  than o n e  m a n a g e r ,  th e re  m igh t be  
g lo b a l  m a n a g e r ,  a n d / o r  a " r e g i o n a l "  m a n a g e r  fc 
m a n a g e r s )  r e s p o n s i b l e  f o r  in v e s tm en ts  in o n ly  a pa 
( o r  p a r ts )  o f  th e  w o r ld .  S o m e t im e s  a s p o n s o r  mz 
c h o o s e  " s p e c i a l i s t "  m a n a g e r s  l im i ted  to a  sp e c i f  
type  o f  in v e s tm en t  s u c h  a s  e q u i t i e s  o r  b o n d s ,  o r  cha  
a c t e r i z e d  by  a  s p e c i f i c  w ay  o f  a p p r o a c h in g  the ma 
k e ts  su c h  a s  m a r k e t  " t im in g " .  F in a l ly ,  s o m e  o f  t f  
m a n a g e r s  a re  g iven  p e rm i s s io n  to in ves t p a r t  o f  the 
in te rn a t io n a l  a l l o c a t i o n ,  w hen  they  c o n s i d e r  it de s i

'•G roanw icn  Resoarch Associates, Largo Corporals Pensions 1981 Report lo Panicioants. The approximate ly 1 ,100 companies surveyed 
ranked among the 1 ,600 biggest firms in Iho country.
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ab le ,  in d o l la r - d e n om in a te d  a s s e t s  e i t h e r  in the  Un ited  
S ta te s  o r  in the E u r o d o l l a r  m a rk e t .  In o th e r  c a s e s ,  h ow ­
e ve r ,  the s p o n s o r ' s  g u id e l in e s  a l l ow  d o l l a r - d e n o m in a t e d  
a s s e t s  to be  h e ld  o n ly  f o r  l iqu id ity  p u r p o s e s .

T h e  s p o n s o r  a ls o  h a s  a  c h o ic e  o f  s e v e r a l  typ es  o f  
c om m in g le d  funds . S o m e  a ro  in d e x  (p a s s i v e ly  m an ­
a g e d )  fu n d s ;  o th e r s  a re  a c t iv e ly  m a n a g e d  fu n d s .  T h e  
in d ex  fu nd s  a re  r e g a rd e d  a s  a  w a y  to o b t a in  w id e ly  
d ive rs i f ie d  fo re ig n  a s s e t s  f o r  a r e la t iv e ly  low  m an a g e ­
m en t fee . T h e y  a ls o  h a v e  b e en  u t i l i z e d  a 3  a  y a rd s t i c k  
a g a in s t  w h ich  to  m e a su re  the p e r f o rm a n c e  o f  a  p lan 's  
o th e r  p o r t f o l i o  m an a g e r s .  H ow e v e r ,  the in d e x  fund3  
a r e  m uch  le s s  p o p u la r  than the  o th e r  in te rn a t io n a l  
c om m in g le d  fu nd s .  A m on g  the a c t iv e ly  m a n a g e d  c om ­
m in g led  fu nd s  a re  a few  that a re  l im i ted  a s  to  type o f  
e n t e rp r i s e  and  n um be r  o f  c o u n t r i e s  in w h ic h  th ey  in­
v es t ,  o f te n  b lu e -ch ip  c o m p a n ie s  in the  m o s t  a d v a n c e d  
in d u s t r ia l i z e d  c oun t r ie s .  T h e s e  a r e  s o m e t im e s  c h a r a c ­
t e r i z ed  within k n ow le d g e a b le  c i r c le s  a s  " c l o s e t  in d ex  
fu n d s " .  O th e r  c om m in g le d  fu n d s  m ay  e m p h a s i z e  
g row th  c om p a n ie s  o r  s o m e  p a r t i c u la r  type  ( o r  typ es ) 
o f  indus t ry  o r ,  at a g iven  t ime , m a y  e v e n  h a v e  a 
m a jo r i t y  o f  a s s e t s  in o n l y  o n e  fa v o r e d  c o u n t r y .  S t i l l  
o th e r s ,  in c on t r a s t ,  c h o o s e  b r o a d  d iv e r s i f i c a t i o n ,  e i th e r  
by  type  o f  fi rm o r  in du s t r ia l  s e c t o r  o r  n a t io n a l  e c o n ­
om y , with in ve s tm en ts  in s o m e  c a s e s  b e in g  m ad e  in 
a s  m an y  a s  tw e lve  o r  m o r e  c o u n t r i e s .  W h i le  a  few  b an k s  
a n d  o th e r  m an a g em en t  f i rm s  o f f e r  ju s t  o n e  in te rn a t io n a l  
s e c u r i t ie s  fund , a  n um be r  o f f e r  s e v e r a l  d i f f e r e n t  fu nd s  
that v a ry  a s  to typ e  o f  s e c u r i ty  o r  c u r r e n c y .  T h is  p r o v id e s  
a  s p o n s o r  with g re a te r  f le x ib i l i ty  in a l l o c a t i o n  c h o i c e s  
a s  w e l l  a s  g r e a t e r  e a s e  o f  g u id e l in e  m od i f i c a t io n s .

O n c e  a  d e c i s io n  h a s  b e e n  m a d e  to d i v e r s i f y  in te r ­
n a t io n a l ly ,  a  p e n s io n  p la n  s p o n s o r  m a y  re ly  o n  new  
c a s h  f low s  a s  a  s o u r c e  o f  fu n d s  f o r  s u c h  in v e s tm en ts .  
At s o m e  b a n k s ,  h ow eve r ,  w hen  a  c l ie n t  h a s  a g r e e d  • 
to  a l l o c a t e  a  g iven  p o r t i o n  o f  its r e s e r v e s  to  an in­
t e rn a t io n a l  fund , ih e  b a n k  s im p ly  l i q u id a te s  a  c o r r e ­
s p o n d in g  am oun t  o f  the  c l ie n t ’ s  d o m e s t i c  h o ld in g s .  
M any  s p o n s o r s  have  bu i lt  up  fo re ig n  in v e s tm en ts  
o n ly  w h en  e c o n om ic  and  f in anc ia l  c o n d i t i o n s  s e em  to 
f a v o r  s u c h  m ov e s ,  but o t h e r s  h a v e  k ep t  up  the ir  
p la n n e d  o u t f low s  r e g a r d le s s  o f  the  c h a n g in g  in te rn a ­
t iona l c o n s t e l l a t i o n  o f  in te re s t ,  e x c h a n g e ,  a n d  in f la t ion  
ra te s  a nd  o f  c ap i ta l  m a rk e t  c o n d i t io n s .  F o r  th em , the 
b a s ic ,  lo n g - te rm  c o n s id e ra t i o n s  that led  to th e i r  o r ig i ­
na l d e c i s io n  to c om m it  p a r t  o f  the ir  fu nd s  a b r o a d  re ­
main  the d e te rm in ing  in v e s tm en t  m o t iv a t io n .  R e la t iv e ­
ly few  p e n s io n  p la n s  that h a v e  in v e s te d  a b r o a d  
h a v e  e n g a g ed  in any  ne t r e v e r s a l  o f  s u c h  in v e s tm en ts .  
T h is  p o s i t ive  a tt i tude s e e m s  l ik e ly  to  c on t in u e .  O f  the 
Fortune top  100  in du s t r ia l  f i rm s a l r e a d y  in ves t ing  
a b r o a d  in 1980 , o v e r  7 5  p e r c e n t  h a v e  sa id  th e y  e xp e c t  
to in c r e a s e  su ch  in v e s tm en ts  d u r in g  1 9 8 1 - 8 2 ,  and

ro u g h ly  6 0  p e r c e n t  o f  t h o s e  tha t r a n k  am o n g  the nox 
3 0 0  f i rm s h a v e  e x p r e s s e d  the  s a m e  in te n t io n , "

The amounts invested
C u r re n t ly ,  r e l a t iv e ly  few  f i rm s  h a v e  m o r e  than 5 por 
c en t  o l th e i r  p e n s io n  fu nd  r e s e r v e s  in v e s te d  in fo ro ig  
s e c u r i t i e s ,  but the  n u m b e r  Is r is ing , a n d  s om a  a r 
sh o o t in g  fo r  10 o r  e v e n  2 0  p e r c e n t  in the no t  too  d l :  
tan t fu tu r e .17 M o r e o v e r ,  a s  m an y  a s  o n e  in f o u r  o f  th 
r e s p o n d e n t s  to  a 1 9 8 0  s u r v e y  s a id  tha t th e y  e xp e c te  
to h o ld  b e tw e en  2  p e r c e n t  a n d  5 p e r c e n t  at the end  c 
that y e a r  in c o n t r a s t  to  the  o n e  in ten  that w e re  ho le  
ing su c h  a m o u n t s  tw e lv e  m on th s  e a r l i e r . 13

O n e  c a n  d o  n o  b e t t e r  th an  m a k e  an  e d u c a t e d  gues  
r e g a rd in g  the  to ta l  am o u n t  o f  fo r e ig n  s e c u r i t i e s  a 
r e a d y  a c q u i r e d  f o r  e m p lo y e e  b e n e f i t  fund  p o r t fo l io  
T h e  D e p a r tm e n t  o f  L a b o r ,  w h ic h  o b ta in s  an  annu. 
f in an c ia l  r e p o r t  f r om  a l l  E R IS A - c o v e r e d  em p loy e  
bene f i t  p la n s ,  d o e s  no t  r e q u i r e  tha t fo r e ig n  in ve s tm en  
be  r e p o r t e d  s e p a r a t e l y  f r om  d o m e s t i c  in ve s tm en t 
T hu s ,  o n ly  b y  g o in g  th r o u g h  t h o u s a n d s  o f  r ep o r t s ,  a r  
id en t i fy ing  a l l th e  s e c u r i t i e s  l i s te d ,  c o u ld  the fo re ic 
in v e s tm en ts  b e  s o r t e d  ou t ,  bu t th is  is no t  be ing  don  
F u r t h e rm o r e ,  r e p o r t s  o n  p u r c h a s e s  a n d  s a l e s  o f  fc 
e ign  s e c u r i t i e s  f i led  o n  U n i t e d  S t a t e s  T r e a s u r y  fo rn  
a nd  u s e d  f o r  U n i ted  S t a t e s  b a la n c e - o f - p a y m e n t s  st 
t is t ic s  d o  no t  in d ic a te  w h ic h  o f  t h e s e  a re  t ran sac t io t  
f o r  p e n s io n  fu nd  a c c o u n t s  a n d  o f t e n  d o  no t  indue 
t r a n s a c t i o n s  f o r  s u c h  a c c o u n t s  tha t a re  e x e c u te d  : 
m a n a g e r s  f rom  o v e r s e a s  o f f i c e s  o r  e v e n  by  Unitt 
S t a t e s - b a s e d  m a n a g e r s  w h o  t r a n sm i t  th e i r  t r a n s a c ts  
o r d e r s  d i re c t ly  to fo r e ig n  b r o k e r s .  A few  p e n s io n  fui 
c o n s u l t a n t s  try to k e e p  t a b s  o n  the a m o u n t s  in ves ts  
bu t n o n e  o f  t h e s e  e s t im a te s  a r e  c o m p le t e .

B a n k s  m a n a g e d  $ 2 2 9  b i l l i o n  o f  e m p lo y e e  bene  
fu n d s  at the e n d  o f  1 9 8 0 . "  A p p r o x im a t e l y  S1 .5  billi . 
o f  th is to ta l  w a s  in the  in t e r n a t i o n a l  c om m in g le d  func 
T h e  b a n k s  h e ld  a d d i t i o n a l  f o r e ig n  a s s e t s  f o r  the e 
p lo y e e  b en e f i t  fu n d s  e i t h e r  b e c a u s e  o f  in te rn a t io r  
d iv e r s i f ic a t i o n  f o r  s e p a r a t e  a c c o u n t s  o r  b e c a u s e  
fo re ig n  s e c u r i t i e s  the b a n k s  p u r c h a s e d  f o r  c om m ing l  
fu n d s  that w e re  n o t  in t e rn a t io n a l  fu n d s . 11 H ow ev

<■ Greenwich Research Associa tes, op. cit.
11 The two stale retirement lur .ds that hold foreign assets have 5 cercer 

as their current a l locations, and at least one would not hesitate to 
go as hign as to  oercent.13 Institutional Investor (Aon l 1980 ) .

>* Fedoral Financial Institutions Examination Council , op. oil.
15 Foroign socunties purchases for "d om es t ic "  comming led accounts 

olton are securities lo r  which Amencan Depositary Receipts aro 
avai lable, and therefore might frequently ropresent purchases from 
United States residents rather than new cuttlows.
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th e se  la t te r  types  o f  h o ld in g s  a p p a r e n t l y  d id  not 
e x c e e d  SI b i l l ion , o r  $ 2  b i l l ion  a t  m o s t .  Thin w ou ld  
imp ly  that ro u gh ly  1-1 Vi p e r c e n t  o f  th e  e m p lo y e e  b e n ­
efit a s s e t s  with b a n k s  w a s  in v e s ted  a b r o a d ,  in c lu d ing  
in ve s tm en ts  in C a n a d a  a n d  in U n i t e d  S t a te s  d o l l a r -  
d e n om in a te d  fo re ig n  i s s u e s .  T h is  c o m p a r e d  with an 
e s t im a ted  Vi p e rc e n t  a y e a r  e a r l i e r ,  w h e n  e m p lo y e e  
bene f i t  fu nd s  m an a g e d  by b a n k s  t o t a le d  $ 2 0 5  b i l l ion .

Li fe  in s u ra n c e  c om p a n ie s ,  wh ich  h a d  a s s e t s  to ta l in g  
$ 479  b i l l ion  at the e n d  o f  1 9 8 0 ,  w e r e  r e s p o n s ib le  fo r  
the m an a g em e n t  o f  $ 1 6 5  b i l l io n  o f  p r i v a t e  p e n s io n  p la n  
fu nd s :  $ 33  b i l l io n  in s e p a r a t e  a c c o u n t s  a n d  $ 1 3 2  b i l l io n  
in the g e n e ra l  a c c o u n t s .  A m ong  the  in s u ra n c e  c o m ­
p an ie s '  to ta l ' a s s e t s ,  a p p r o x im a t e ly  $ 2 0  b i l l io n  (4 p e r ­
cen t ) c o n s i s t e d  o f  fo r e ig n  s e c u r i t i e s .  D e b t  s e c u r i t i e s ,  - 
wh ich  a lw a y s  bu lk  la rg e  in l i fe  i n s u r a n c e  c om p a n y  
p o r t f o l io s ,  a c c o u n te d  f o r  $ 1 9  b i l l io n  o f  the  $ 2 0  b i l l io n .  
M os t  o f  th is c om p r i s e d  C a n a d ia n  p a p e r  (g o v e rn m e n t ,  
g o v e rnm en t  a g en c y ,  and  c o r p o r a t e )  a n d  s o m e  sm a l l  
am oun t  o f  in te rn a t io n a l  a g e n c y  b o n d s ,  bu t th e re  w e re  
a l s o  b o n d s  o f  the  g o v e rn m e n t s  o f  M e x ic o ,  J a p a n ,  
F ra n c e ,  °w e d e n ,  Is ra e l ,  a n d  s om e  o t h e r  c o u n t r i e s ,  as 
we l l a s  d eb t  o f  n o n -C a n a d ia n  c o r p o r a t i o n s . "  F o r e ig n -  
is su e d  s to c k  p r o b a b ly  am ou n te d  to  n o  m o r e  than  $1 b i l­
l ion . A lm o s t  a l l  the  fo r e ig n  in v e s tm en t s  w e r e  f o r  the 
l i fe  in s u r a n c e  c om p a n ie s '  g e n e ra l  a c c o u n t s ,  a n d  o n ly  
a  v e ry  sm a l l  p a r t  fo r  the  s e p a r a t e  a c c o u n t s .  S in c e  
ro u g h ly  3 0  p e r c e n t  o f  th e  to ta l g e n e r a l  a c c o u n t s  c o n ­
s is te d  o f  p e n s io n  fund  m on ie s ,  p e n s io n  fu n d s  m igh t be  
r e g a rd e d  a s  the s o u r c e  o f  a p p r o x im a t e ly  $ 6  b i l l io n  o f  
the fo re ig n  a s s e t  in v e s tm en ts  ( c o m p a r e d  with a b ou t  
$ 5  b i l l io n  the p re v io u s  y e a r ) ,  e v e n  t h o u g h  the p e n s io n  
fu n d s  did no t  h a v e  the  r e s p o n s ib i l i t y  fo r  s t ipu la t in g  
how  the ir fu n d s  w e re  to  be  in v e s ted .

W h i le  in te rm ed ia r i e s  o u t s id e  th e  in s u r a n c e  and  
b a n k in g  c om m un it ie s  h a v e  s ig n i f ic a n t  am o u n t s  o f  p e n ­
s io n  fund r e s e r v e s  u n d e r  m a n a g e m e n t ,  a ga in  o n ly  
e s t im a te s  a re  a v a i la b le  c o n c e rn in g  th e  fo re ig n  s e c u r i ­
ties in ve s tm en ts  th ey  m a n a g e d  a t the  e n d  o f  1 9 8 0 .  O ne  
c om p i la t i o n  s u g g e s t s  the  to ta l w a s  a lm o s t  $1 b i l l io n ,  up 
a p p ro x im a te ly  $ 2 0 0  m i l l i on  f r om  1 9 7 9 . "

In sum m a ry ,  the  fo r e g o in g  e s t im a te s  s u g g e s t  tha t at 
the end  o f  1 9 8 0  r o u g h ly  $ 9 -1 0  b i l l i o n ,  a p p ro x im a te ly  
2 p e rc e n t ,  o f  p r iv a te  p e n s io n  fund  a s s e t s  w a s  h e ld  in 
fo re ig n  s e c u r i t ie s  th ro u gh  a ll m a n a g e m e n t  in te rm ed i­
a r ie s ,  in c lu d ing  the  p o r t i o n  o f  i n s u r a n c e  c om p a n y  
g e n e ra l  a c c o u n t  fo re ig n  in v e s tm en ts  a l l o c a b le  to p e n ­
s ion  funds . T h e  ad d i t io n a l  f o r e ig n  a s s e t s  m an a g e d  
in te rn a l ly  by p r iv a te  c o r p o r a t i o n s  a t  tha t t ime a p p a r e n t ­
ly t o ta le d  le s s  than S 1 0 0  m i l l i o n .  H ow e v e r ,  s o m e  'a rge

’ • American Council o l  Lila Insurance, J987 Ule Insurance Fact Book.
ir In lormalion Irom Intersec Research Corpora l ion .

s p o n s o r s  w h o  n ow  h a v e  the ir  ow n  s ta f f s  m an ag in g  d o ­
m e s t i c a l ly  in v e s ted  p e n s io n  fu n d s  a n t ic ip a te  they  wil l 
be  a b le  to u n d e r t a k e  in te rn a l  m a n a g e m e n t  o f  a t le a s t  
pa rt o f  th e i r  f o r e ig n  in v e s tm en ts  in a n o t h e r  f ive y e a r s  
o r  s o ,  a f t e r  the  s ta f f  h a s  g a in e d  m o r e  k n ow le d g e  ab ou t  
fo re ig n  m a r k e t s  a n d  fo re ig n  s e c u r i t i e s .

A s p e n s io n  fu n d s  c o n t in u e  to in c r e a s e  th ro u g h ou t  
the 1 9 8 0 s ,  a  ne t  o u t f low  w o u ld  h a v e  to  o c c u r  e a c h  
y e a r  ju s t  to m a in ta in  an  u n c h a n g e d  fo r e ig n  In ve s tm en t 
p e r c e n t a g e — u n le s s  the m a r k e t  v a lu e  o f  the  ex is t ing  
fo re ig n  h o ld in g s  t o o k  a  s u d d e n  ju m p .  A ny  g row th  of 
the p o r t i o n  a l l o c a t e d  to fo r e ig n  a s s e t s  w ou ld  e x p a n c  
the f low  fu r th e r ,  a l t h o u g h  it is l i k e ly  that the annua : 
i n c r e a s e  in to ta l  a l l o c a t i o n s  wi l l s l a c k e n  a f t e r  a num be r 
o f  y e a r s .  P a r t  o f  the  r ise  that m u s t  b e  e x p e c te d  dur inc 
the e ig h t ie s  w i l l u n d o u b te d ly  r e f l e c t  the v e ry  re c em  
c h an g e  in a t t i tude  o f  a  n u m b e r  o f  b ig b a n k s  and  li ft 
i n s u r a n c e  c o m p a n ie s  tha t h a v e  d e c id e d  to  com pe te  
in p ro v id in g  n ew  fo r e ig n  a s s e t  in v e s tm en t  o p p o r tu n i  
t ies f o r  E R IS A  c l ie n t s .  T h e  s a m e  is t rue c on c e rn in e  
the  e n t r a n c e  o f  i n d e p e n d e n t  m a n a g e r s ,  b r o k e r s ,  anc 
c o n s u l t a n t s  in to  the  b u s in e s s  o f  t ru s t  b a n k in g .  W ith ar 
in c r e a s in g ly  a c t iv e  and  d iv e r s i f i e d  g r o u p  o f  in te rm ed i 
a r i e s  a v a i l a b le  a s  fo r e ig n  a s s e t  m a n a g e r s  a nd  cu s tod i 
a n s ,  it s e e m s  l i k e ly  tha t a d d i t i o n a l  p e n s io n  p la n  s p o n  
s o r s  w i l l b e  a t t r a c te d  to  in te rn a t io n a l  d ive rs i f ic a t ion

A s s u m in g  tha t f o r e ig n  d iv e r s i f i c a t i o n  g r ow s  o v e r  th ­
rea t o f  the  d e c a d e  at a  ra te  tha t r a i s e s  the  s h a r e  c 
f o re ig n  a s s e t s  in to ta l p r iv a te  p e n s io n  fu nd  p o r t f o l i o  
by an  a n n u a l  a v e r a g e  o f  a b o u t  Vz p e r c e n t a g e  po in t , b 
1 9 9 0  fo r e ig n  a s s e t s  w o u ld  c o m p r i s e  r o u g h ly  7 p e r c e r  
o f  to ta l p r iv a te  p e n s io n  fu nd s ,  w ith m an y  la rg e  func 
r e a c h in g  w e l l  b e y o n d  10  p e r c e n t .  O n  the b a s is  o f  th 
f o r e c a s t s  o f  p e n s io n  fund  r e s e r v e s  m a d e  by  ICi 
7 p e r c e n t  in fo re ig n  a s s e t  h o ld in g s  in 1 9 9 0  w ou i 
am o u n t  to  a p p r o x im a t e ly  $ 1 2 0  b i l l io n  (in c u r re n t ,  i.e 
in f la ted ,  d o l l a r s ) . "  T h is  w o u ld  im p ly  that du r ing  e ac  
o f  the n e x t  few  y e a r s  the  o u t f low  w ou ld  rem a in  b e lo  
$ 1 0  b i l l i o n  and  w o u ld  r is e  a b o v e  tha t le ve l o n ly  so r r  
t im e  in the  m id d le  o f  th e  d e c a d e .  T h e  am ou n t s  w ou  
be  la r g e r  if a s ig n i f ic a n t  n u m b e r  o f  s ta te  and  lo c  
p e n s io n  p la n s  w e r e  to s ta r t  in ve s t ing  a b r o a d .

Im p l i c a t i o n s  f o r  U n i t e d  S t a t e s  m a r k e t s
W h a t  m igh t  b e  the  im p l i c a t io n s  f o r  the U n i ted  Stati 
b a la n c e  o f  p a ym e n t s  a n d  f i n a n c ia l  m a rk e t s  a s  pensic 
fu n d s  in c r e a s in g ly  d i v e r s i f y  in to  fo re ig n  a s s e t s ?  T! 
fo r e g o in g  e s t im a te s  s u g g e s t  tha t du r ing  the  fi rs t h: 
o f  the  d e c a d e  ne t o u t f low s  m igh t  e x p a n d  f rom  the a 
p r o x im a t e l y  $ 2 %  b i l l io n  o f  la s t  y e a r  to som e th in g  shi

'• The ICF "cyc ic iong ”  model on which this ligura is based assumed th 
consumer once  index would show a n se o l  7 oercont in 1936 and 
6.S oercent in 1990. The ICF estimate o l  total orivato oension plan 
assets m 1990 came to approximate ly S I . 7 tril lion (ICF. op. at.).
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of S10 billion by tho 1711 -̂19803.'* These aro not par­
ticularly large sums when compared with other types 
of capital outflows. For example, during the last five 
years. United States banks increased their dollar claims 
on foreigners (excluding claims on their own foreign 
branches) by an annual average of almost S18 billion. 
And new direct foreign investments by United States 
residents amounted to an annual average of over S4 
billion. Inclusion of reinvested earnings would increase 
this figure to S16 billion. *

A growing international orientation by United 
States pension funds will presumably affect to some 
extent the location of their short-term liquid reserves, 
the volume of which can fluctuate considerably. For 
example, since 1978, "cash and deposits" of private 
noninsured pension funds have accounted for 4 per­
cent of total assets after having constituted only 2 
percent for many years, and at the end of 1980 such 
liquid assets amounted to S9.3 billion.11 This un­
doubtedly reflected the diversion of funds from long­
term investments in 1978, due to the drop in bond and 
stock market prices and the surge in short-term in­
terest rates. Thereafter, liquid reserves were kept at 
high levels presumably because of uncertainty about 
the outlook for capital market developments and the 
continuing attraction of short-term rates. In the future, 
at similar junctures, when short-term rates abroad are 
also attractive, pension fund managers may pay in­
creased attention to the alternative foreign liquid 
investment possibilities (as perhaps indicated by the 
establishment of an international cash division in the 
Bank of America's new international commingled fund). 
A persistent trend toward greater international diver­
sification of short-term investments would introduce 
the possibility that the management of such invest­
ments would contribute to exchange market volatility. 
However, these flows would be just one stream in a 
multitude of many fluctuating sources of supply and 
demand in the huge short-term financial markets.

At the same time that United States investors have 
begun to look abroad, the incentive to diversify and 
the breadth and depth of United States capital markets 
have led additional numbers of foreign investors to 
look to the United States. Indeed, throughout the past

11II is lo bB noled that, even when foreign lixed-incom e investm ents are United Slates dollar denom inated, a s  Ihe bulk ol Ihe insurance com pany investments have been, the borrowers generally  convert the lunds into foreign currencies, resulting in llows through the exch an ge markets.
3 Board ol Governors of the Federal Resorve System , Federal Reserve 

Bulletin, and Ihe United Sla tes {Department ol Com m erce. Survey 
ol Current Business.n United Slates Secunties and E xchango Com m ission , S E C  Monthly 
Statistical Review  (May 1981).

H it  Foraign Securities Purchaaos by 
Private InvestorsBillions o l dollars 

12-    -----

H --------------------------------------------N et p u rcn ases of
10 _____ _______________________________________ United S ta te s  se c u n tie s ----------by fo io ign  pnvate investors

, 1 i I I I I I i I I I J
1970 71 72 7 3 7 4 7 5 7 6 77 7 8 79 80

*  No data available on com ponents of net p u rch ases by United S la te s  private investors.Source: United States Oepartm ent of Com m erce.Bureau ol E conom ic Analysis. Su rvey ot Current B u sin o ss. Juno 1981.
decade, except for a bulge in outflows during the yeat 
1974 through 1977 resulting from the elimination of th 
interest equalization tax and the reemergence of th 
Yankee bond market, foreign private inflows into th 
United States securities markets were considerab 
greater than outflows into foreign securities marke 
by all private United States investors— pension fund 
foundations and other institutions, businesses, and inc 
viduals (chart).3 Thus, any diversion to foreign marke 
of pension fund resources that might otherwise ha\ 
been invested in domestic capital markets has in me 
years been much more than offset in amount by inflov 
from private foreign residents. In addition, there ha- 
been considerable investments in United States priva 
securities by foreign official agencies.

a  So m e pem son fund outflows aro not recorded in these figures, par­ticularly. a s  noied aoove, wnen m anagers are operating out ol overser otlicos and/or foreign brokers aro being used .
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The clear-cut existence of a two-way flow of funds 
in an increasingly interdependent world, but one 
where the United States continues to exert an extraor­
dinarily strong pull on foreign investors— not only into 

the securities market but also into real estate and 
direct investments— makes it appear improbable that 
the riv>e in investments abroad by United States pen­
sion funds (and other institutional investors) will lead 
to a secular downward pressure on the United States * 
dollar. The current Administration's general attitude “ 
concerning the need to encourage investment, and 
its budget and tax policies, may reinforce foreign­
ers’ interest in investing in this country. Moreover, 
the longer term foreign investment strategies that 
United States pension plan sponsors have by and 
large followed, and the relatively low weight most of 
them give to short-run exchange market conditions, 
means that the management of these funds is not

likely to be a significant source of instability in ex­
change markets. Indeed, the presence of more inter­
national capital flows that are governed by a longer 
view could actually be a source of stability.

Thu3, the growing international diversification o 
United States pension fund portfolios seems, from the 
vantage point of 1981, to be a development that it 
capable of providing benefits for both pension plar 
sponsors and pension fund beneficiaries— if the spon 
sors are sufficiently knowledgeable to make the prope 
choices concerning guidelines and managers. More 
over, the expanding diversification appears unlikely tc 
have any noticeably adverse effects on the exchang> 
rate for the dollar or any perceptibly negative effect 
on United States financial markets. The outflows wil 
not be particularly large, compared with other capita 
outflows, and investment.3 in this country's markets b' 
foreigners will probably continue to be much greater

Edna E. Ehrlic
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In ternat ional Investing: The Challenges 
and the Opportun i t ies
Rodger F. Smith

I N T R O D U C T I O N

International investing by American pension 
funds is a relatively recent phenomenon. In many 
ways, the institutional part of the business was 
born in 1974 when Morgan Guaranty Trust 
launched the first commingled fund for pension 
funds to invest in international securities.

The birth was controversial in several ways. 
First, 1974 was the beginning of life with 
ERISA— a formalization of prudence. This new 
law created major turmoil among plan sponsors. 
Second, it came at the end of a two-year period 
of rapidly declining domestic equity prices, in 
1973 and 1974. Third, Morgan Guaranty did not 
ask its clients for approval. Instead, clients that 
did not want international exposure were forced 
to say "no," which was in keeping with Morgan 
Guaranty's traditional sense of responsibility.

In hindsight, the timing of the move was al­
most perfect. The bottom of the market was 
reached very quickly, international performance 
in the early years was very strong, and the inter­
national investment management business as we 
know it today began to grow in earnest.

We have come a long way in just a decade. 
Much has been tried—and much more learned 
by plan sponsors and investment managers alike. 
The purpose of this seminar on International 
Equity Investing is to bring this learning together 
and to seek to channel future thought as the busi­
ness moves from the rapid growth phase that 
has characterized it during the past several years 
into a more mature growth phase.

Before turning to a detailed examination of the 
business itself, it is useful to step back for a m o­
ment and look at the market forces that are driv­
ing the business— primarily America's largest 
pension funds. Pension funds are a trillion dollar 
business. They are also growing at an underlying 
rate of 12-15 percent per year. This rate of growth 
means that pension funds spawn a new business 
totalling nearly 5150 billion each and every year. 
Truly, the business of managing pension funds is a 
very large, rapidly growing, and increasingly prof­
itable business for investment management firms.

To put international investing by American 
pension funds into perspective, four different fac­
tors should be examined; first, the number of p en ­
sion funds that invest abroad; second, the dollars 
they invest abroad today, and their intentions 
to change these investments in the future; third, 
the reasons pension funds invest internationally; 
and, fourth, the reasons pension funds do not 
invest internationally. This background will serve 
as a springboard for each of the subsequent 
speakers who will discuss more specific aspects 
of international investing.

I N T E R N A T I O N A L  I N V E S T I N G  B Y  
A M E R I C A N  P E N S I O N  F U N D S

The number of American pension funds investing 
internationally has increased significantly in re­
cent years. Each year in the fall, Greenwich Re­
search Associates conducts extensive research on 
the investment policies and practices used by 
large corporations in the management of their 
employee benefit funds. The Greenwich Research 
Associates universe includes the nation 's 1,600 
largest companies. These companies range from 
AT&T down to companies with plan assets as 
small as $10 million. In aggregate, their assets 
total more than $475 billion; they represent 80 
percent of all corporate pension assets in Amer­
ica, and they account for the lion's share of the 
present dollars invested internationally.

More Plans Gett ing Involved
As shown in Table 1, the number of companies 
investing internationally more than doubled from 
8 percent in 1979 to 17 percent in 1981. Growth 
slowed during the following two years w ith only 
a 1 percent increase each year to 18 percent in 
1982 and to 19 percent this past year. This equates 
to approximately 250 large corporations that 
presently invest a portion of their employee ben­
efit funds outside the United States.

Companies with larger plan assets more often 
invest internationally, Table 1 shows that almost 
two thirds of the companies with plan assets over
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TABLE 1. How companies Investing abroad have been 
changing

Plan assets 1979 1980 1981 1982 1983

O v e r  S I  billion 26 40% 59% 60% 63%J Z S l -1,000 m illion 21 25 35 40 31$100-250 m illion 11 14 18 23 22U nder S100 m illion 3 6 8 9 6T otal com panies B 13 17 18 19

Source: Greenwich Rerearth Associates.

than two and one-half times to a projected 523 
billion by the end of 1986.

Assets invested internationally are concen­
trated among the very largest funds. In fact, 85 
percent of present assets and 76 percent of pro­
jected 1986 assets are concentrated among com­
panies with plan assets over SI billion.

What is driving this expected 514 billion 
growth in assets invested internationally during 
the next three years? There are three different 
factors involved:

M

v=t

$1 billion currently invest abroad. In contrast, 
approximately one-third of the companies with 
plan assets of 5250 million to SI billion invest 
abroad; one fifth of the companies with plan as­
sets of $100 million to $250 million invest abroad; 
while only 6 percent of companies with plan as­
sets under $100 million presently invest interna­
tionally. International investing is clearly a large- 
company phenomenon.

Dollar Comm itment Is G row ing Rapidly

Dollars invested abroad by corporate pension 
funds have also increased rapidly— and signifi­
cant further growth is projected during the next 
three years. As shown in Table 2, pension assets 
invested internationally more than doubled from 
$4 billion in 1982 to almost $9 billion in 1983. 
This increase is ahead of last year's expectation 
of an increase to S8 billion in 1983. This is partic­
ularly interesting in light of the strong U.S. stock 
market and the strength of the dollar during that 
period.

Looking ahead, corporate pension funds ex­
pect to increase international investments more

T A B L E  2. H ow  projected abroad have been d ollarsch an g in g invested
1982 1983 1986

Plan assets Actual Actual Projected

O v e r  S t billion $2,420* $7,118 $17,346S251- 1.000 m illion 1.067 1,285 4.462S100-250 m illion 313 288 775Under $100 m illion 157 71 224Total com panies $3,957 $8,761 $22,807
* Dollars in billions.
Sounc: Greenwich Research Associates

Total pension assets (net contributions plus 
investment gains) are growing at an underly ­
ing rate of 12-15 percent per year. This "no r­
mal" growth in pension assets accounts for 
almost one-third of the projected grow th of 
international assets from $9 billion in 1983 
to 523 billion in 1986. W ith  pension funds 
becoming increasingly well funded, a larger 
percentage of future growth will come from 
investment gains as opposed to net con tr ibu­
tions.
More companies are making initial comm it­
ments to international investing. In fact, 9 
percent of the companies included in our 
1983 research indicated they plan to start in ­
vesting abroad by the end of 1984, This will 
bring the total number of companies invest­
ing internationally to approximately 375, as­
suming all these expectations are fulfilled. 
During the past four years, however, only 
55 percent of the intentions to start investing 
abroad were actually fulfilled. Therefore, 
companies investing abroad for the first time 
account for slightly less than one-fifth of the 
total projected asset growth.
Plan sponsors that presently invest abroad 
are increasing the percent of assets invested 
internationally. This increase in asset mix ac­
counts for fully one-half of the projected $14 
billion growth in international assets.

But Comm itm ent Remains Low as 
Percentage of Total Assets
While international assets presently account for 
less than two percent of total employee benefit 
fund assets, the companies that invest abroad 
presently invest only slightly less than four per­
cent of their assets internationally. As shown in 
Table 3, these companies plan to increase interna-



T A B L E  3. H o w  percent of total assets Invested in tern atio n ally  is ch an g in g
Percent 1983 19S6
invested Actual ProjectedN o n e 84.0% 71.0%

1 3.0 2.0
2 3.0 2.0
3 3.0 2.0
4 1.0 1.0S 2.0 6.0
6-10 2.0 4.0O v e r  10 0.0 0.0N o  answer/uncertain 2.0 12.0 ’M ean* 3.8 5.6M ed ian 3.0 5.0* Note: Mean and median exclude None. 
Source: Greenwich Research Associates.

tional investments by 180 basis points to nearly 
six percent by the end of 1986. Interestingly, none 
of these funds now invest—or plan to invest— 
more than 10 percent of their total pension assets 
abroad. Because equity investments are 50 to 60 
percent of total assets, international investments 
could total more than 10 percent of equity assets, 
bu t not more than 10 percent of total assets.

R E A S O N S  T O  I N V E S T  A B R O A D :  
T H E O R Y  A N D  E V I D E N C E

Corporate pension funds invest abroad for two 
primary, and complementary, reasons. To in­
crease investment returns and to reduce total 
portfolio risk.

Initially, a majority of companies favored in­
ternational investing as a way to reduce total 
portfolio risk by increasing diversification. As do ­
mestic equity markets improved, the pendulum 
began swinging the other way to the point where, 
in last year's research, reasons to invest abroad 
favored increasing returns over reducing risk by 
a 70 to 30 margin.

Retu rn Experience
Empirical research shows that returns earned in 
international markets have exceeded returns 
earned domestically over long-time horizons. For 
the 10 year period 1973-1983, shown in Table 
4, the compound annual rate of return for the 
Capital International EAFE index was 11.1 per-
COP f ,1n̂  tUw in C ~ t

T A B L E  4. T im e  w eighted  return rates of

Five years Ten years

1978-1983 1973-1933E A FE  Index 10.1% 11.1%
SStP 500 17.3 10.6C P I 8.4 8.2

of the S&P 500 by an average of 50 basis points 
annually over the entire period.

Relative to inflation, EAFE returns were also 
superior—outperforming the annual 8.2 percent 
increase in the Consumer Price Index by 290 basis 
points annually over the past decade.

During the past five years, however, the pic­
ture was different. For the period 1978-1983, the 
domestic market was strong w ith the S&P 500 
return of 17.3 percent outperforming the 10.1 per­
cent return of the E/ ' ii l. dex by a whopping 
720 basis points. Dm is same period, the 
EAFE Index again outp._. , .m ed  the 8.4 percent 
increase in the Consumer Price Index by an aver­
age of 170 basis points.

The long-term case for increased returns from 
international investing is strong. The past five 
years have not provided s i v  :-or returns, bu t re­
turns have exceeded the increase in consumer 
prices.

Risk Experience

Total portfolio risk has also been reduced by in­
vesting in international markets. As shown in Ta­
ble 5, the standard deviation of the EAFE Index 
during the ten-year period, 1973-1983, was 
slightly higher than that of S&P 500— 18.4 per­
cent versus 18.2 percent. However, because re­
turns from international markets are not highly 
correlated, total equity portfolio risk has been 
reduced by investing abroad. For example, by in­
vesting 10 percent of a domestic equity portfolio 
internationally, total equity portfolio risk was re­
duced to 17.8 percent— a decline in total equity

T A B L E  5. Stan d ard  d evia tio n  o f returns
Ten years 
1973-1933EAFE Index 18.4%S it P  500 18.2S & P / E A F E —90/10 17.8S& P / E A F E —80/20 17.5
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risk of a little more than two percent. By increas­
ing the international component to 20 percent, 
total equity portfolio risk was further reduced 
to 17.5 percent, almost a four percent reduction 
in risk.

During the past ten years, therefore, domestic 
investors were rewarded for investing in terna­
tionally both by increased returns and reduced 
risk.

R E A S O N S  N O T  T O  I N V E S T  
A B R O A D

Corporate pension executives who do not invest 
abroad cite four reasons as most important in 
their decisions:
• Senior management reluctance;
• Lack of international experience internally;
• Foreign currency risk; and
• Political risks.

Interestingly, two concerns voiced by invest­
ment professionals about putting money abroad

are not shared by plan sponsors. First, is the con­
tinued strength of the U.S. dollar. A number of 
investment organizations want to see the dollar 
weakened before committing assets abroad. This 
factor is not holding large corporations back.

A second concern to investment managers, 
but not to plan sponsors, is the perceived near- 
term attractiveness of the American stock market.

C O N C L U S I O N

American pension funds have moved interna­
tional investing from an emerging growth busi­
ness into a new, bu t more mature growth busi­
ness. More companies are investing abroad, more 
money is being invested abroad, and plan spon­
sors are increasing the percentage of assets in­
vested internationally. All of these trends are cur­
rently positive, making the challenges facing plan 
sponsors and investment managers increasingly 
important—and exciting. W ith this as back­
ground, let's proceed now to look at the specific 
challenges of managing international portfolios.



International rates of return
9

Equities: Annual leturns in local currencies
%  pa 1975 1976 1977 1973 1979 1980 1981 1982 1983 1984

r i f f
75-84U S A 37.3 23.7 - 7.3 6.6 18.6 32.6 - 5.0 21.6 22.6 6.2 14.8Jap an 19.2 21.4 - 3.1 26.0 4.2 9.5 17.3 6.0 25.2 26.4 14.8U K 152.0 2.2 49.1 8.5 11.4 35.4 13.7 29.2 29.1 31.9 31.7Can ada 18.3 9.2 6.2 30.6 50.6 24.0 - 10.7 6.5 33.8 - 1.4 15.4Germ any 41.8 - 3.9 12.2 9.7 - 7.4 4.0 4.0 19.4 44.2 11.2 12.5Australia 57.5 3.8 6.7 21.2 49.5 45.0 - 20.2 -  10." 70.3 - 4.8 18.1Switzerland 46.0 3.2 5.4 - 1.4 10.4 2.9 - 8.1 14.8 30.4 5.9 10.0France 46.1 -  11.4 0.2 53.9 24.3 10.7 - 10.2 14.9 68.0 23.2 19.4Singapore 70.8 12.7 0.4 34.6 28.7 56.9 15.8 - 14.1 32.7 - 24.9 17.9Netherlands 61.8 7.0 7.7 4.7 15.4 27.2 - 0.4 24.7 61.0 29.6 22.2H rn g  Kong 118.6 30.5 - 12.4 23.2 S8.6 79.7 - 7.0 - 36.6 16.8 47.8 26.6

Bonds: A nnual returns in local currencies
°7o pa 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984

.1 VC 
75-34U S A 9.7 16.6 0.1 - 0.4 - 2.4 - 3.2 l . l 43.0 0.3 14.6 7.2Japan 13.9 10.9 23.9 3.8 - 5.9 6.3 13.0 10.3 10.2 12.1 9.6U K 41.8 12.3 50.1 - 3.4 4.5 21.3 1.4 54.5 16.2 7.2 19.0C anada 1.7 18.3 5.2 0.7 - 3.5 1.3 - 3.5 44.7 9.3 15.6 8.2Germ any 17.5 15.5 17.7 2.9 - 0.7 0.7 4.3 22.9 4.8 15.4 9.8Australia 4.1 4.9 20.3 16.2 - 2.9 -  10.2 - 5.0 » 32.S' 9.1 14.5 7.7Switzerland 14.8 16.7 9.6 10.3 - 2.6 0.1 0.2 10.6 2.6 3.3 6.4France 16.1 4.7 9.9 17.0 - 4.4 .2.6 3.5 19.5 20.6 20.3 10.7Netherlands 11.5 10.9 7.7 5.2 1.6 2.7 5.4 29.1 7.6 14.7 9.4

Equities: Annual returns converted into US dollars

/Ire
Vo pa 19/5 '976 1977 197$ 197o 19S0 198/ 1932 19$3 1984 75-84U S A 37 24 -7 7 19 33 -5 22 23 6 15Japan IS 26 19 55 -16 29 9 -1 27 16 17U K 117 -14 68 15 21 46 -9 9 16 5 23Canada 15 ;o -2 21 52 22 -  10 3 32 -7 12Germ any 30 7 25* 24* - 4* -  I0‘' -  10* 10* 241 - 5* 8'Australia 49 -  10 12 22 44 55 -24 -  22 56 -  13 13Switz 41 i i 30 21 12 -8 -9 3 20 - I I 10France 45 -20 6 73 29 -2 -29 -3 36 6 10Singapore 59 14 5 46 29 62 19 -17 32 -27 19Neth 51 17 17 20 20 13 -  14 17 38 12 18U K 114 41 -11 18 83 74 -16 -45 -3 47 21

Bonds: Annual returns converted into US dollars

.-1 ve
°'o pa 1975 1976 1977 I97S 1979 1980 1981 1982 1983 1984 75-84U S A 10 17 0 0 -2 -3 1 43 0 15 7Japan 12 15 57. 28 -24 25 4 3 12 .1 12UK 22 -6 69 3 14 30 -19 31 4 -15 11C anada -  1 19 -3 -7 -2 -  1 -3 40 8 9 5Germ any 8 28 j 3 18 5-11 -9 16 -9 0 7Australia -  1 -9 26 17 -7 -4 -9 16 0 5 3Switz II 25 35 35 -  1 -  10 -  1 -  1 -6 -  13 6France 15 -6 16 32 -  1 -9 -  18 1 -2 4 2Neth 4 21 17 21 5 -8 -9 21 -8 -  1 6

•tixcluding Germ an lax credit.



• ‘ T H E  1 0  L A R G E S T  M A R K E T  C A P I T A L I Z A T I O N S

A N D  T H E I R  S H A R E  O F  N A T I O N A L  S T O C K  M A R K E T S  v  <
r

X X of X X of X X of
USA nil 1 Ion tot A 1 JAPAN r 111 Ion tota 1 UNITEO KINGOOM million tota 1

IBM 77860 4.5 SUMITOMO BANK 14821 2.3 BRITISH PETROLEUM 12340 5.0
EXXON CORP 41381 2.4 DAIICMI KANGYO BANK 14162 2.2 BRITISH TELECOM 1C080 4.1
GENERAL ELECTRIC 2;oao 1.6 TOYOTA MOTOR CORP 13374 2.1 SHELL T i T 90S 1 4.0
AMERICAN TEL & TEL 21751 1.3 MITSUBISCH1 BANK 13321 2.0 GENERAL ELECTRIC 6261 2.6
GENERAL MOTORS 21608 1.2 FUJI BANK 13233 2.0 BAT INDUSTRIES 5919 2.4
STANDARO OIL INOIANA 15402 0.9 SANwA BANK 12615 1.9 IMPERIAL CHEMICAL 5838 2.4
OU PONT DE NEMOURS 13299 0.0 MATSUSHITA ELECT I NO 10465 1.6 BTR 54?e 2.2
ATLANTIC RICHFIELD 12813 0.7 INDUSTRIAL BAN* OF JAPAN 9280 1.4 GLAXO HOLOINGS 54 19 2.2
CHEVRON 12444 0.7 HITACHI LTD 9047 1.4 MARKS 4 SPENCER 4408 1.6
MOBIL 12435 0.7 TOKYO ELECTRIC POWER 8701 1.3 BEECMAM GROUP 3239 1.3

TOTAL TOP TEN 2S6101 14.8 TOTAL TCP TEN 119039 18.2 TOTAL TOP TEN 60783 28.0
TOTAL STOCK MARKET X 1732 billion total stock market S 651 billion TOTAL STOCK MARKET X 245 b il l  Ion

X X of x * of X X of
CANADA ml 111 on tot A 1 GERMANY million tota 1 AUSTRALIA million total

BELL CANAOA 601 S 5.2 SIEMENS A163 9.1 BROKEN HILL PROPRIETARY 4020 7.6
IMPERIAL OIL 6461 5.0 DAlMtER-9EKZ 7369 8.2 CRA 2202 4.2
NORTHERN TELECOM 4030 3.1 ALLIANZ VEPSICHERUNG 4449 S.O WESTPAC 1255 2.4
SEAGRAM CO 38S2 3.0 DEUTSCHE BANK 4384 4.9 MIM HOLDINGS 1096 2.1
GULF CANAOA 3372 2.6 BAYER 3493 3.9 ANZ GROUP HOLOINGS 104? 2.0
TEXACO CANADh 3227 2.5 K06CHST 3435 3.8 CSR 957 1.8
CANAO I AN PAC ENTERPRISES 3226 2.5 BASF 2955 3 .3 WESTERN MINING 925 l.B
CANAOIAN PAC I TO 3128 2.4 RWE 2252 2.5 NATIONAL AUSTRALIA BANK 824 1.6
ALCAN ALUMINIUM 2494 1.9 MUNCHENER RUCKYERSICH 2010 2.2 COMALCO 607 l.S
SHELL CANADA 2429 1.9 VEOA 1958 2.2 SANTOS 800 1.5

TOTAL TOP TEN 39054 30.1 TOTAL TOP TEN 40468 4 5.1 TOTAL TOP TEN 13920 26.5
TOTAL STOCK MARKET X 130 Oil 1 Ion TOTAL STOCK MARKET X 90 611 1 Ion TOTAL STOCK MARKET X 53 billion

S X of X X of X X of
FRANCE ml 11 Ion tota 1 SWITZERLAND million tota 1 NETHERLANDS million total

AOUITAInE (ELF) SNEA 2429 5.0 NESTLE 53 81 11.7 ROYAL OUTCH PETROLEUM 15774 43 .4
AYI0NS DASSAULT 6REGUET 1651 3.4 SCHWEIZ BANKGESELL. UBS 4615 10.4 PHILIPS 34?0 9.4
AIR LIQUIOE 1639 3.4 CIDA-GEIGY 3600 7.0 UNILEVER 3156 3.7
L'OREAL 1050 2.2 SCHWEIZ BankvEREIn SBS 3587 7.8 NATIONALE-NEOERLANO 1876 5.2
moet- henmessy 954 2.0 hoffmann- la rccme 2481 5.4 AKZO 1252 2 . 4
BSN-GERVAIS DANONE 919 1.9 SCHwEIZ KREDItanstalt 2428 5.3 ALGEUE NE BANK NEDERLAnO 1021 2.8
FRANCAISE DES PE.’ROLES 856 l.B SANQOZ 1577 3.4 HEINEKEN 845 2.3SAN0FI 811 1.7 ZURICH YERSICMERUNG 1227 2.7 AW£ Y 779 7.1
GENERALE DES EAUX 739 1.5 SCHWEIZ RUCKYERSICMERUNG 106S 2.3 AMRO 3ANK 772 2.1
ESSO 697 1.4 WINTERTHUR 987 2.1 AEGON 770 2.1

TOTAL TOP TEN 11745 24,3 TOTAL TOP TEN 27156 53.9 TOTAL TOP TEN 29673 81.5
TOTAL STOCK MARKET S 46 b* 111 on TOTAL STOCK MARKET X 46 6 1 1 1 Ion TOTAL STOCK MARKET X 3b billion

S X of X X of S X of
HONG KONG ml 11 Ion tot i 1 ITALY million tota 1 SINGAPORE million total

HONGKONG SHANGHAI BANK 323 1 10. U FIAT 2826 10.5 OCBC OVERSEA CHINESE BK 2000 7.7
HANG SENG BANK 1795 5.6 ASSICURAZIONI GENERALI 2726 10.1 SIME DARBY 790 3.1
HONGKONG LANO 1554 4.8 STET 2045 7.6 DEVELOPMENT BK SINGAPORE 773 3.0MUTCH ISCN WHAMPOA 1521 4.7 SIP 1501 5.6 UNITED OVERSEAS BANK 771 3.0CHINA LIGHT 4 POWER 1499 4.6 OLIVETTI 1409 5.5 MALAYAN BANKING 702 2.7
HONGKONG TELEPHONE 1301 4.0 SEIM 1112 4.1 SINGAPORE PRESS HOLDINGS 676 2.6HONCKONG ELECTRIC 1295 4.0 MONTEDISON 772 2.9 CONSOLIDATED PLANTATIONS 613 2.3
HONGKONG KOWLOON WHARF 1269 3.9 ALLEANZA ASSICURAZIONI 7 S1 2.8 GENTING 561 2.1SWIRE PACIFIC 1266 3.9 MEDIODA*"A 713 2.6 STRAITS TRAOING 449 1. 7CHEUNG KONG 800 2.5 BANC, .-mmercIALE 698 2.6 KUALA LUMPUR KEPONG 444 1.7

TOTAL TOP TEN 1553 1 48.0 TOTAL TOP TEN 1*633 54.3 TOTAL TOP TEN 7 787 ?q. o
TOTAL STOCK MARKET X 32 b 11 lion TOTAL STOCK MARKET X 27 6 1 1 1 ton TOTAL STOCK MARKET X 26 billion

SWEDEN
1

million
X of 
tota 1

X
SPAIN ml 1 1 Ion

X of 
total

X
BELG1UM mil lion

X of 
total

VOLVO 1871 9.2 TELEFONICA NAC1 ONAL 2469 17.2 petrofina 1670 13.4ASEA 1253 6.1 MIUROELECTR1CA ESPAnOLA 056 6.0 INTERCOM 1014 3.1ERICSSON 1163 5.8 1BER0UER0 725 5.1 EBES 873 7.0SAAB-SCANIA 917 4.5 BANCO OE SANTANOER 705 4.9 SOC1ETE GEN OE BELGIQUE 596 4.8
ELECTROLUX 909 4.5 banco central 632 4 . 4 GROUHE BRUXELLES IAMQERT 523 4.2PHARMACIA 801 3.9 BANCO ESPAnOL OE CREDITO 603 4.2 SOL VAY 513 4.1ASTRA 710 3.5 BANCO OE BILBAO 428 3.0 UNERG 364 2.9SCA SVEN5KA CELLULOSA 671 3.3 UNION electrica- fenosa 415 2.9 SOCIETE GEN DE BANQUE 359 2.9
SKANOINAV. ENSkUDA BANK 64? 3.1 FECSA 341 2.4 KREOIETBANK 328 2.6SKANSKA 614 3.0 BANCO MISPANO AMERICANO 299 2.1 royale OELGE VIE ACC. 301 2.4

total top ten 9576 46.9 total top ten 7473 52.2 TOTAL TCP TEN 6541 S 2. 4
total STOCK market X 20 bl 1 lion TOTAL STOCK MARKET X 14 Dll 1 ion total stock market X 12 billion

Market capitalisation Is doflnod as tho total number of sharos outstanding times per share price (at 26 April .985). 
The 10 ) a rg os t companies for all countrlos aro seloctod from the 1600 companies includod In CAPITAL INTERNATIONAL 
PERSPECTIVE, Tho total market cap»ta I 1 1 at I cn for oacn country Is an estimate of tho aggregate market value of all 
listed shares, excluding foreign securities and investment trusts. The total markot cap 11a I 11 a1 1 on of the USA refers 
to the New y o rk Stock E«change only, that of Japan to first Section only, for industry c I ass I f 1 ca1 1 on of the above 
companies, see quarterly ssues of CAPITAL InTC RnA TIONAl PERSPECTIVE.



3. I N C R E A S E D  R E T U R N S :

The rewards which m a y  be derived 

from investments in m a n y  of the 

world's fastest growing markets, 

sectors and stocks. This is shown 

very clearly by the fact that in only 

one year since 1977 has the U.S. 

been a m o n g  the top five performing 

markets.

4 A D D E D  C U R R E N C Y  G A I N S :  

A n  investment in an overseas stock 

market will have exposure to 

currency changes as well as stock 

price movements.

If the dollar weakens, the value of a 

stock in such a market will go up in 

U.S. dollar terms.

TOP PERFORMING M A J O R
STOCK M A R K E T S  W O R L D W I D E  SINCE 1977
(% change vs. prior ye jr — U.S. dollar terms)

Year 1st 2nd 3rd 4th 5th

1977 U.K.
-t-55

Switz.
*28

Germany
*24

Japan
*15

Holland
-15

1978 France
+68

Japan
+52

Sing. Mat 
+44

Italy Belgium
+29

1979 Norway
+177

Hong Kong Canada 
+80 +50

Australia
+42

Sing./Mai. 
+28

1980 Italy
+78

Houq Kong Sing./Mai. Austra'ia 
+71 +62 -52

U.K.
-39

1931 Sweden
+36

Denmark
+24

Sing./Mal. 
+ 18

Japan
-15

Spam
+11

1982 Sweden
+23

U.S.A
+21

Holland
+15

Germany
-9

U.K.
*8

1983 Norway
+79

Denmarn
+63

Australia
+53

Sweden
*49

Hidand
-36

1984 Hong Kong Spain 
+45 *-36

Japan 
+ 17

Belgium
—17

Hodanj
+11

1985 Austria 
+ 177

Germany
m :19

itaiy
-133

Switz
-11)7

.-artce
-55

Only once since 1977 has the U.S. stock market been 
among the five best performers in the world.

Source: Capital International. S.A., Genera All figures shown in 
U.S. dollar terms, capital appreciation plus dividends.

A n  investment cart be m a d e  to take 

advantage of a rise in an overseas 

stockmarket. If it is anticipated that 

the U.S. dollar will strengthen, the 

currency can be hedged to protect 

against such strengthening.

Thus, in one case there is 

opportunity, and in the other, 

protection. A  very potent and 

attractive combination.

CUMULATIVE P E R F O R M A N C E  OF 
M A J O R  STOCK MARKETS 1977-1985
(total return with dividends reinvested)

1st 2nd 3rd 4th 5th

U.K. japan Italy
*417 *370 -353

Holland jermanv
-316 -290

These figures lor cumulative performance 1977-1985 
become even more impressive when compared with the 
U.S. +171% (12th) over Ihe period.
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