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Table 1. UK pension funds home country bias: Aggregate portfolio holdings 1991-1997.

1991 1992 1993 1994 1995 1996 1997
International equity as a 27.3 27.5 30.0 28.9 29.9 29.3 27.4
ratio of total equity (%)

International assets as a 26.0 26.5 28.0 25.3 26.7 25.0 22.8
ratio of total assets (%)

Note: This table shows the percentage of equity and total assets held outside the UK by the pension funds
tracked by the WM Company.



Table 2. Decomposition of UK pension funds' returns from international 
equity (average annual percentages)

A. Constant benchmark for normal portfolio weights (equation (4))
Normal Security selection Market timing Residual Total

Mean return 13.510 -0.243 -0.594 -0.241 12.431
(t-value) (2.52) (-0.42) (-1.44) (-2.69) (2.38)
Proportion of funds with positive mean (%) 100 21.46 3.64 23.48 100

B. Trended benchmark for normal portfolio weights (equation (5))
Normal Security selection Market timing Residual Total

Mean return 13.967 -0.089 -1.051 -0.395 12.431
(t-value) (2.73) (-0.15) (-1.71) (-3.09) (2.38)
Proportion of funds with positive mean (%) 100 27.93 2.02 17.41 100

C. Cross-sectional average weights (equation (6))
Normal Security selection Market timing Residual Total

Mean return 12.916 -0.356 0.000 -0.129 12.431
(t-value) (2.43) (-0.61) N/A (-2.59) (2.38)
Proportion of funds with positive mean (%) 100 15.38 N/A 25.1 100

D. World market capitalization weights (equation (7))
Normal Security selection Market timing Residual Total

Mean return 13.279 0.215 -0.363 -0.699 12.431
(t-value) (2.52) (0.26) (-0.20) (-1.40) (2.38)
Proportion of funds with positive mean (%) 100 74.9 49.8 15.38 100

Notes: 1. For each fund, the monthly stock returns were decomposed into returns from
normal asset allocation, security selection, market timing, and a residual (c.f. Brinson et al
(1986)). Then the mean of each component across the funds was calculated;
t-values for the means were computed using the time-series standard errors
of the returns components as in Fama and MacBeth (1973) and are reported in
parentheses.
2. The results assuming a trended benchmark for the normal portfolio weights
adjust the normal portfolio weights for a linear trend using the initial and
terminal portfolio weights. World market weights were computed based on the
capitalization of the markets.
3. Returns that are significantly different from zero at the ten percent critical level are bold-faced.
4. The sample covers 247 UK pension funds over the period 1991:1 - 1997:12.



Table 3.  Comparison of total and international investment performance

Normal Security selection Market timing Residual Total

A.  Constant benchmark for normal portfolio weights (equation (4))
Total portfolio
mean return
- percentage points 12.31 0.01 -0.34 0.06 12.03
(t -value) (2.29) (0.02) (-2.16) (1.00) (2.29)
- percent of total 102.25 0.08 -2.84 0.51 100

International equity portfolio
mean return
- percentage points 13.51 -0.24 -0.59 -0.24 12.43
(t -value) (2.52) (-0.42) (-1.44) (-2.69) (2.38)
- percentage of total 108.68 -1.96 -4.78 -1.94 100

B.  Trended benchmark for normal portfolio weights (equation (5))
Total portfolio
mean return
- percentage points 12.26 0.03 -0.30 0.04 12.03
(t -value) (2.30) (0.05) (-1.64) (0.69) (2.29)
- percentage of total 101.90 0.26 -2.49 0.34 100

International equity portfolio
mean return
- percentage points 13.97 -0.09 -1.05 -0.40 12.43
(t -value) (2.73) (-0.15) (-1.71) (-3.09) (2.38)
- percent of total 112.36 -0.72 -8.46 -3.18 100

Notes:
1.  The table is based on the same decomposition of returns as in Table 2, using the constant benchmark (Panel A 
based on equation (4)) and the trended benchmark (Panel B based on equation (5)) for normal portfolio weights.
The figures for the international equity portfolio decomposition are derived from panels A and B of Table 2.
2.  The figures for the total portfolio decomposition are derived from panel A, Table 6 in Blake, Lehmann, and Timmermann
(1999). The data in that table are based on a panel of 306 UK pension funds monitored by the WM company over the  
period 1986:1 - 1994:12. The total portfolio includes domestic and international assets.
3.  Returns that are significantly different from zero at the 10 percent critical level are bold-faced.



Table 4. Tests for outperformance in security selection and market timing: Bonferroni bounds.

Security selection Market timing
A. Constant normal weights (equation (4))
Minimum t-statistic -2.45 -4.16
(p-value) (1.000) (0.004)
Maximum t-statistic 4.40 0.36
(p-value) (0.001) (1.000)
B. Trended normal weights (equation (5))
Minimum t-statistic -3.03 -2.79
(p-value) (0.309) (0.651)
Maximum t-statistic 2.63 1.00
(p-value) (1.000) (1.000)
C. Cross-sectional average weights (equation (6))
Minimum t-statistic -2.90 -3.09
(p-value) (0.468) (0.246)
Maximum t-statistic 3.98 1.87
(p-value) 0.009 (1.000)
D. World market capitalization weights (equation (7))
Minimum t-statistic -1.59 -1.00
(p-value) (1.000) (1.000)
Maximum t-statistic 2.30 1.47
(p-value) (1.000) (1.000)

Notes: 1. For each fund, the monthly stock returns were decomposed into returns from
normal asset allocation, security selection, market timing, and a residual (c.f. Brinson et al
(1986)). Then the mean of each component across the funds was calculated;
t-values for the means were computed using the time-series standard errors
of the returns components as in Fama and MacBeth (1973) and are reported in
parentheses.
2. Bonferroni bounds test whether the fund that produced the largest (or smallest) t-statistic 
was genuinely an outperformer after controlling for arbitrary correlation patterns across the 
full set of funds in our sample. Results that are significantly different from zero at the ten 
percent critical level are bold-faced.
3. The sample covers 247 UK pension funds over the period 1991:1 - 1997:12.
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