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A Study of Public Service Pension Fund
Operations

Chang Che-shen

Abstract

After years of study, the public service pension system was changed as of July 1 of 1995 from the
totally government-financed system to the contributory plan that is to be contributed by the
government as well as the participants. The Management Board of Public Service Pension Fund was
set up to be in charge of the collection/payment, management and investment of the Public Service
Pension Fund. With the Fund size continuously grows, its investment has become increasingly
important. Future efforts will be made for the Fund toward the strategies of equal emphasis on the
external and in-house management, equal consideration to the domestic and overseas investment and
the balance between fixed-income and equities by placing equal importance on its security and
profitability. This article mainly focuses on the study of the updated status and the management of the

Fund and aims as a solid reference for further improvement.

Keywords:Public Service Pension Fund, contributory plan, defined benefit plans
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AP 7

An Analysis of Economically Targeted Investments
by Pension Funds in the United States

Ueng Ching-kuen

Abstract

In many countries, the assets of pension funds are likely the greatest reservoir of capital and able
to wield significant power in financial market. They have been recognized as potential sources of
funds for economic or social developments. In particular, those governments in fiscal difficulties
have looked to pension funds with growing interests to influence the use of their assets in a way that
promotes economic, social, and political goals. Consequently, as a means to stimulate economic
development, many states have adopted policies to provide incentives for, or require, pension funds to
invest in in-state ventures. For example, such a policy is likely to require the trustees of a pension
fund plan to invest a certain percentage of a fund’s assets in the stocks of in-state corporations. In
compliance with government requirements, a preference for investments that stimulate local economic
development are generally categorized as “economically targeted investments” or sometimes referred

to as “politically targeted investments.”

All pension funds are established for the benefit of the pension plan participants and
beneficiaries. In this connection, it is critical task to ensure market returns and security of pension
funds’ assets in the event of economically targeted investments made by funds’ trustees as required or
encouraged by governments. Thus, this paper is mainly designed to analyze the legality and

legitimacy with respect to economically targeted investments.

Keywords:economically targeted investments, pension funds, trust, trustees, beneficiaries, fiduciary
obligations, prudence, Employee Retirement Income Security Act of 1974, political

pressure
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Frederic S. Mishkin and Stanly G. Eakins, Financial Markets and Institutions 485, H1E A\ R AEHRKiH, fifth edition
(2007).

See Brian R. Talcott, Economically targeted investments:Using public pension fund dollars to close capital gaps in
oregon, 74 or. L. Rev. 1031, 1031 (Fall 1995).

See Patrick S. Cross, Economically targeted investments:Can public pension plans do good and do well?, 68 Ind. L.J.
931,934 (Summer, 1993).

5 See Tessa Hebb and Larry Beeferman, US pension funds’ labour-friendly investments, available at
http://web.mit.edu/is08/pdf/Hebb_Beeferman.PDF (last visited August 31, 2008).

See Alec Sauchik, Beyond economically targeted investments:Redefining the legal framework of pension
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(August, 2001).
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See Sharon Reece & Mary Beth Navin, Regulating public pension fund investments:The role of federal

See David Hess, Protecting and politicizing public pension fund assets:Empirical evidence on the effects of

governance structures and practices, 39 U.C. Davis L. Rev. 187, 188 (November 2005).

17" See id. at 206.

See Tessa Hebb & David Mackenzie, Canadian labour-sponsored investment funds:A model for U.S.

economically targeted investments. In Fung, Archon, Hebb, Tessa & Rogers, Joel (Eds.), Working capital:
The power of labor's pensions (pp. 128-157). Ithaca, NY: Cornell University Press (2001).
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then prevailing that a prudent man acting in a like capacity and familiar with such matters would use in the
conduct of an enterprise of a like character and with like aims; (C) by diversifying the investments of the plan
so as to minimize the risk of large losses, unless under the circumstances it is clearly prudent not to do so;
and (D) in accordance with the documents and instruments governing the plan insofar as such documents and
instruments are consistent with the provisions of this subchapter and subchapter III of this chapter.”
Employee Retirement Income Security Act of 1974, §404(a)(1), 29 U.S.C. 29 U.S.C. § 1104 (1999), available
at http://www4.law.cornell.edu/uscode/29/usc_sec 29 00001104----000-.html (last visited August 14, 2008).
See Hoffer, supra note 23.
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Fiduciary responsibilities, interpreted by the U.S. Department of Labor, available at

http://www.dol.gov/dol/topic/health-plans/fiduciaryresp.htm (last visited August 31, 2008) °

3 See Talcott, supra note 3, at 1047.

% See Wessel, supra note 29, at 334-335.
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38

39
40

“(b) A fiduciary with respect to a plan shall not— (1) deal with the assets of the plan in his own interest or for
his own account, (2) in his individual or in any other capacity act in any transaction involving the plan on
behalf of a party (or represent a party) whose interests are adverse to the interests of the plan or the interests
of its participants or beneficiaries, or (3) receive any consideration for his own personal account from any
party dealing with such plan in connection with a transaction involving the assets of the plan.” Employee
Retirement Income Security Act of 1974, §406(b), 29 U.S.C. 29 U.S.C. § 1106 (1999) » available at
http://'www4.law.cornell.edu/uscode/29/usc_sec_29 00001104----000-.html (last visited August 14, 2008).
See Robert J. Lynn, INVESTING PENSION FUNDS FOR SOCIAL GOALS REQUIRES CHANGING THE LAW, 53
U. Colo. L. Rev. 101, 104-105 (Fall, 1981).

See Sauchik, supra note 6, at 1951.

See Cassandra Chrones Moore, Whose pension is it anyway?:Economically targeted investments and the Pension Funds,
Cato Policy Analysis No. 236 (September 1, 1995) ,available at http://www.cato.org/pubs/pas/pa-236.html (September 1,
2008).
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4 See Talcott, supra note 3, at 1035.

42 See Sauchik, supra note 6, at 1944-1946.
“ See Talcott, supra note 3, at 1035.

# See id. at 1047-1048.
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[ ERISA's Prudent Man Rule in ERISA BE | IR A SR E BN
Regulation No. 2550.404a-1% ] )fi# f& BT S AN AR E
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® “(a) In general. Section 404(a)(1)(B) of the Employee Retirement Income Security Act of 1974 (the Act)
provides, in part, that a fiduciary shall discharge his duties with respect to a plan with the care, skill,
prudence, and diligence under the circumstances then prevailing that a prudent man acting in a like capacity
and familiar with such matters would use in the conduct of an enterprise of a like character and with like
aims.
(b) Investment duties. (1) With regard to an investment or investment course of action taken by a f iduciary of
an employee benefit plan pursuant to his investment duties, the requirements of section 404(a)(1)(B) of the
Act set forth in subsection (a) of this section are satisfied if the fiduciary: (i) Has given appropriate
consideration to those facts and circumstances that, given the scope of such fiduciary's investment duties, the
fiduciary knows or should know are relevant to the particular investment or investment course of action
involved, including the role the investment or investment course of action plays in that portion of the plan's
investment portfolio with respect to which the fiduciary has investment duties; and (ii) Has acted accordingly.
(2) For purposes of paragraph (b)(1) of this section, "‘appropriate consideration" shall include, but is not
necessarily limited to, (i) A determination by the fiduciary that the particular investment or investment course
of action is reasonably designed, as part of the portfolio (or, where applicable, that portion of the plan
portfolio with respect to which the fiduciary has investment duties), to further the purposes of the plan, taking
into consideration the risk of loss and the opportunity for gain (or other return) associated with the investment
or investment course of action, and (ii) Consideration of the following factors as they relate to such portion of
the portfolio:(A) The composition of the portfolio with regard to diversification;(B) The liquidity and current
return of the portfolio relative to the anticipated cash flow requirements of the plan; and(C) The projected
return of the portfolio relative to the funding objectives of the plan.(3) An investment manager appointed,
pursuant to the provisions of section 402(c)(3) of the Act, to manage all or part of the assets of a plan, may,
for purposes of compliance with the provisions of paragraphs (b)(1) and (2) of this section, rely on, and act
upon the basis of, information pertaining to the plan provided by or at the direction of the appointing
fiduciary, if--(i) Such information is provided for the stated purpose of assisting the manager in the
performance of his investment duties, and(ii) The manager does not know and has no reason to know that the
information is incorrect.
(¢) Definitions. For purposes of this section:(1) The term investment duties means any duties I mposed upon,
or assumed or undertaken by, a person in connection with the investment of plan assets which make or will
make such person a fiduciary of an employee benefit plan or which are performed by such person as a
fiduciary of an employee benefit plan as defined in section 3(21)(A)(i) or (ii) of the Act.(2) The term
investment course of action means any series or program of investments or actions related to a fiduciary's
performance of his investment duties.(3) The term plan means an employee benefit plan to which title I of the
Act applies.”, 29 CFR §2550.404a-1(1999), available at http://www.dol.gov/DOL/allcfr/EBSA/Title 29/
Part 2550/29CFR2550.404a-1.htm (last visited September 1, 2008).
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B ke RS2 5t A\ il Bl T 32 (R JGRIRFT IS R IEE AT SR BIRR e - RGeS R0 - ISR ZEt AT e
F#E | JFRANAYEESR - See Hoffer, supra note 23.

29 C.FR. § 2509.94-1 (1999)— Interpretive bulletin relating to the fiduciary standard under ERISA in considering
economically targeted investments, available at http://www.dol.gov/DOL/allcfr/EBSA/Title 29/Part 2509/ 29CFR2509.
94-1.htm (last visited September 1, 2008).

Leigh v. Engle, 858 F.2d 361, 368 (7th Cir. 1988).

See Sauchik, supra note 6, at 1941-44.

See Talcott, supra note 3, at 1031-1032.
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See Talcott, supra note 3, at 1031-1032.
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53 See Sauchik, supra note 6, at 1955.
' See id. at 1950.

> See Lisa A. Hagerman, Gordon L. Clark & Tessa Hebb, Investment intermediaries in economic development: Linking
Public Pension Funds to urban revitalization, available at http://www.frbsf.org/publications/community/review/

062007/hagerman.pdf (last visited August 30, 2008).
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% See Hoffer, supra note 23.

7 See Talcott, supra note 3, at 1050-1051.

B See Hagerman, Clark, and Hebb, supra note 55.
% See Sauchik, supra note 6, at 1951.
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See id. at 1951.
See Thomas A. Smith, Institutions and Entrepreneurs in American Corporate Finance, 85 Cal. L. Rev. 1, 32 (1997).
See Sauchik, supra note 6, at 1953.
See id. at 1953-1954.
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 See id.
5 See Deborah J. Martin, The public piggy bank goes to market:public pension fund investment in common
stock and fund trustees' social agenda, 29 San Diego L. Rev. 39, 61 (February/March, 1992).
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See Roberta Romano, The politics of public pension funds, Public Interest ( Spring, 1995), available at
http://findarticles.com/p/articles/mi_m0377/is_n119/ai_17002010 (last visited August 15, 2008).

See Hess, supra note 16, at 259-260.

See Romano, supra note 66.

See Moore, supra note 40.

See Talcott, supra note 3, at 1052.

See Romano, supra note 66.
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A Personal View on the Management System
of Public Service Pension Fund in the

Republic of China

Ko Fei-fung

Abstract

The Public Service Pension Fund ( PSPF ) was established on July 1 of 1995. From that time till
end of June of 2008, the cumulated average rates of fund investment return was reached to 4.34% .
The fund’s performance, in general, with having solid operation and good control that caused most
participants of the pension plan satisfaction to the sound record. As one of government funds in the
country, PSPF investing was always caught by the all media’s attention on its market actions. The
article was referred to the industry experiences of international pension funds and author’s opinion that
stress the importance of a well-advised pension fund asset-liability management model. Using fund
surplus management can deal with the solvency problems and the funding ratio indicator may support
some available options for PSPF to adopt a good management structure. Furthermore, the research on
the subject of PSPF management system have been proposed 3 suggestions to the fund administration
as following : 1. MBPSPF should act as Manager of Managers role in the fund management system.
2. Setting an object with time schedule to improve the status of funding ratio of PSPF. 3.Adopting the

investment structure of liability-driven investing by PSPF.

Keywords:Public Service Pension Fund, surplus management, manager of managers, asset liability

management, liability-driven investing
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