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ABSTRACT 

In this paper, I address the theme of asset allocation in a pension fund portfolio using 

passive index funds and exchange-traded funds (ETFs). To illustrate this, I have created 

five model portfolios according to CAPM (Capital Asset Pricing Model) and MPT 

(Modern Portfolio Theory) models. My results are interesting because one of the five 

portfolios comes on top of the rest as a suitable portfolio for the pension fund. Since 

many investors are not experts, they usually leave the responsibility of managing their 

asset portfolios to asset managers. And in order to attract as many investors as possible to 

their boutiques, asset managers will harp on about their superior portfolio returns that 

beat the market. To beat the market they incur transaction costs which lower returns for 

investors. Most investors have come to acknowledge that capital markets are efficient 

thus the idea about beating them is a false proposition. In the face of this reality, asset 

managers and investors have turned to passive investment strategies. I conclude that 

superior asset allocation and passive index investing through exchange-traded funds form 

a unique set of tools for pension fund investment managers.  

 

KEYWORDS: asset allocation, CAPM, MPT, pension fund, passive index funds, ETF 
funds, passive strategies, active strategies 
 

 
 



2 

 

ASSET ALLOCATION: EXPLORING THE 
CASE FOR CONTINUING RELIANCE ON 
FINANCIAL ECONOMIC MODELS BY ASSET 
MANAGERS 

 

 

By 

Ibrahim Mbithi 

  

 

This thesis proposal is submitted in partial fulfillment of requirements toward a 

Master of Business Administration degree in International Business and Finance to 

the Graduate School of Schiller International University    

  

Fall Semester 2009 

 

 

Date of Submission: November 10, 2009 

 

Heidelberg Campus 2009 

 

 

 

 

 
 
 
 



3 

 

ACKNOWLEDGEMENTS 

The writing of this thesis would not have been possible without the support of a few 

people. I am deeply in debt to Dr. Harvey Utech, my professor at Schiller International 

University, whose thought-provoking insights on managerial finance and accounting 

motivated me to write this thesis. I would also like to thank the Fund Managers from the 

Department of Equity Derivatives at Commerzbank who answered my questions on 

passive index investing and exchange-traded funds. In the same vein, I would also like to 

thank my personal friend Mr. Laziz Alidjanov of the Department of Fixed Incomes at 

Deka Investment Management for his encouragement throughout this enterprise. While 

they may not agree with all of the conclusions in this paper, they have strengthened my 

arguments in important ways.     

 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 

 

 


