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Motivation: Pension Investments and Debt Markets

Government debt and investors (Fang, Hardy & Lewis (2025)):
o Debt has increased significantly post-Covid, etc.

@ Sovereign issuers exposed to NonBank Financial Intermediaries
(NBFIs)

e Most price elastic => Investment funds
o Less price elastic, more stable => Pensions
Other markets and investors (e.g., Zhou (2024))
@ Pensions provide natural "stable" hands" for long term bonds

o Investment funds & other NBFIs exposed to investor runs



Motivation (cont.)

In this paper: Have global pension allocations to debt changed?

To address:
@ Compile global data set of pension holdings
@ Study general trends in allocations finding:

o Declining share of fixed income

o Increasing share of mutual funds, equities, and alternatives
@ Analyze impact of changing interest rates finding:

@ Debt holdings increase with government yields

o Other assets decline
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1. Data

For global patterns across countries
@ OECD Global Pension Statistics
@ Annual cross-country portfolios for 87 countries

@ Asset categories: Bills and bonds, equities, mutual funds

For US pension funds

@ Financial Accounts of the US (Z1)

@ Public Plans Database (PPD) for participation in alternatives
For global patterns in alternative investments by pensions
@ Preqin Investor

For government bond yield data

@ Finaeon



2. Trends: From Fixed Income to Mutual Funds

Figure: Pension Funds Allocation: US

N w S
o o o
! ! !

Holdings Share of Total Assets (%)
>

1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

------ Cash and Deposits Equities
-=- Bills and Bonds —— Mutual Fund Shares



Trends: From Fixed Income to Mutual Funds

Figure: Pension Funds Allocation: Advanced European Economies
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Trends: Direct vs Indirect Fixed Income Holdings?

Figure: Direct and "See-Through" Bond Holdings: Advanced European
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@ Decline in Fixed Income includes Mutual Fund holdings



Trends: Public vs Private Debt Holdings: US

Figure: Share of Total Assets
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Trends: Increase in Pension Alternatives Investments: US

Figure: Alternative Asset holdings in U.S. State and Local Pensions
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Trends: Global Increase in Pension Alternatives
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3. Connection to Interest Rates

Pensions reducing fixed income holding globally

Is this shift related to interest rates?
o Relate shares to long term rates
o Panel of 87 countries, 1980-2023

o Regress portfolio shares on yields
Sharei,t :ﬂo + BlYieldH + o + Eit

where "Share" is portfolio share for country ¢



Table: Pension Investors’ Portfolio Allocation and Government Bond Yields

Bonds Equity MF Shares Foreign Assets

Gov Yield (%) 107  -047%  -1.49"** -3.37%%*
(0.36)  (0.25) (0.40) (1.05)

Observations 1005 1025 868 582

R? 0.745  0.726 0.817 0.663

Higher bond yield increases bond allocation

Higher bond yield reduces mutual funds, equity and foreign assets



Defined Benefits (DB) vs Defined Contribution (DC)

DB vs DC pensions may respond differently

e Break out pensions into DB versus DC by country
@ Some countries have different types of DB and DC

@ Regress portfolio shares on yields

Shareﬁf/g’e =BPB (DBP x Yield; ;) + B2 (DC™P® x Yield; 1) + aiP° + ¢,

where "Share" is portfolio share for country i by DB or DC and type



Table: DB vs. DC Pension Allocation and Government Bond Yields

Bonds Equity MF Shares Foreign Assets

DB x Gov Yield (%) 1.26**  0.26 S1.71 -3.18%**
(0.55)  (0.38) (0.64) (0.81)
DC x Gov Yield (%)  0.14 -0.35 -0.77 -1.37%
(0.30)  (0.30) (0.51) (0.58)
Observations 1086 1079 990 626
R? 0.734  0.812 0.751 0.812

o DB pensions drive sensitivity to yields

o DC pensions insignificant except to Foreign Assets



Advanced Economy Vs Emerging Market Debt Holdings

Table: AE vs. EME: Pension Portfolio Allocation and Yields

Bonds Equity MF Shares Foreign Assets

AE x Yield (%) 0.90* 0.02 -2.08** -6.72%**
(0.48)  (0.33) (0.80) (2.23)
EME x Yield (%) 1.23** -0.95** -0.85%** -1.92**
(0.53)  (0.38) (0.31) (0.76)
Observations 1005 1025 868 582
R? 0.745 0.730 0.822 0.693

Emerging Market more yield sensitive than AE



Conclusions and Next Steps

General Take-Aways
@ Pension funds are moving away from fixed income globally
o Movement toward riskier assets such as equities and alternatives
o Pensions are traditionally viewed as stabilizers

e But movements towards riskier holdings may change this role

Question for future research: What are the implications for issuers?



	Motivation
	Sovereign Debt
	Pensions and Govt Bond Yields
	Conclusions

