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Historical Patterns of Public 
Pension Investment
Sean H. Vanatta (2026)
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The puzzle:

• Public pensions heavily 
invested in public debt 
(1910s–1950s)

• Balanced government 
financing and retiree 
returns

• Shift in 1950s–60s 
toward corporates and 
equities
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The Explanation (Paper)

Unraveling 
of Fiscal 

Mutualism

Legal changes 
(prudent man rule)

Professionalization 
of investment 
management

Shift in pension 
objectives (from 

safety to risk-
adjusted returns)
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Pressure from low municipal bond yields
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A common intellectual shift 
connects these changes. 

Modern Portfolio Theory: a change 
in understanding of risk and return 
from asset-level safety to 
portfolio-level optimization.
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My Suggestion

Unraveling 
of Fiscal 

Mutualism

Legal changes 
(prudent man rule)

Professionalization 
of investment 
management

Shift in pension 
objectives (from 

safety to risk-
adjusted returns)

5

Pressure from low municipal bond yields

Modern Portfolio Theory
(portfolio view of risk)
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How MPT Might Affect Each Pillar
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Before MPT How MPT might affect this pillar

Legal “’safety with a reasonable return’” (p.6)
• “Prudent Man” expands the feasible 

set of assets
• Diversification is legally acceptable

Investment Management
“Rothschild… quickly realized that he 

could not manage CalPERS nearly 
$200M portfolio by himself.” (p.24)

• Portfolio optimization requires 
specialization

• Performance becomes measurable

Actuarial
“built their valuations of pension 

liabilities on a steady, long-term rate of 
return” (p.6)

• Fixed return assumptions -> stochastic 
market-linked returns

• Liability valuation becomes linked to 
portfolio composition

Source: Vanatta, S. H. (2026). Historical Patterns of Public Pension Investment. Working Paper. 
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Empirical Suggestion
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Trace how financial 
theory entered practice

01

Examine role of advisors 
(e.g., Moody’s)

02

Assess evolution of 
analytical frameworks

03

Source: Vanatta, S. H. (2026). Historical Patterns of Public Pension Investment. Working Paper. 
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Next Steps
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Identify channels of 
transmission to each 

pillar

Timing of adoption of 
portfolio reasoning

Variation across states 
and institutions
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Global Pension Asset 
Allocations and Debt Markets
Ding Ding, Xiang Fang, Bryan Hardy, and Karen K. Lewis (2026)
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The puzzle:

• Pensions are major bond 
investors, yet direct 
bond holdings have 
fallen sharply

• This happens as interest 
rates decline, 
suggesting a shift away 
from fixed income

• At the same time, mutual 
funds and alternatives 
rise, blurring whether 
exposure or 
implementation is 
changing
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The Explanation (Paper)
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Facts:

Decline in direct pension 
fund bond holdings 

Increases in holdings of 

• mutual funds, 

• foreign assets, 

• alternatives 

Interpretation:

“Search for yield” 

Lower rates → less bond 
demand 

Implicit claim:

Pension funds reduce 
bond exposure when 
yields fall 
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My Suggestion: Separate Exposure from Vehicle
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More mutual funds ≠ less bond exposure

Exposure (what): 

• Equities, 
• Bonds (sovereign, credit), 
• Alternatives, 
• Etc. 

Vehicle (how): 

• Direct holdings
• Mutual funds 
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Reframing the mechanism
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Two ways portfolios adjust:

• Change what you hold
• Lower yields → less bond exposure 

• Change how you hold it
• Same exposure → more use of funds

Other institutional drivers:

• Changes in sovereign borrowing 

• Growth of asset management (ETFs, 
etc.) 

• DB → DC transition 

DC allocations driven by glidepaths, benchmarking: 

More mechanical, flow-based responses

Be crisp on 
definitions here!
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Reframing the empirics

Data measures:

• Direct bond holdings

• Direct equity holdings

• Mutual fund holdings

Missing:

• Sub-mutual fund breakdown of underlying 
assets

14

Direct bonds ↓ Mutual funds ↑ 

≠

Bond exposure ↓

Recover exposures
Look-through mutual 
funds 
Or bound underlying 
allocations 

Separate margins
Exposure (risk-taking) 
Vehicle (implementation) 

Incorporate other drivers
DB vs DC composition 
Sovereign debt supply 
Institutional constraints 
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Important Information
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This material is provided for informational purposes only and is not intended to be relied upon as a forecast, research 
or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any 
investment strategy. The opinions expressed in this material may change as subsequent conditions vary. The 
information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed 
by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. There is no 
guarantee that any forecasts made will come to pass. Any investments named within this material may not necessarily 
be held in any accounts managed by BlackRock. Reliance upon information in this material is at the sole discretion of 
the reader. 

This material may contain “forward-looking” information that is not purely historical in nature. Such information may 
include, among other things, projections, forecasts, estimates of yields or returns, and proposed or expected portfolio 
composition. Moreover, where certain historical performance information of other investment vehicles or composite 
accounts managed by BlackRock, Inc. and/or its subsidiaries (together, “BlackRock”) has been included in this material 
and such performance information is presented by way of example only. No representation is made that the 
performance presented will be achieved, or that every assumption made in achieving, calculating or presenting either 
the forward-looking information or the historical performance information herein has been considered or stated in 
preparing this material. Any changes to assumptions that may have been made in preparing this material could have a 
material impact on the investment returns that are presented herein by way of example. 

© 2026 BlackRock, Inc. or its affiliates. All Rights Reserved. BLACKROCK is a trademark of BlackRock, Inc. or its 
affiliates. All other trademarks are those of their respective owners.
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