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P e n s i o n
funds  a r e
c l o s e d
en t i t i e s  f o r
complementary
r e t i r e m e n t

(EFPC,  i n  Po r tuguese )  a imed  a t
supplementing the social security
benefits of its contributors. For this
r ea son ,  E FPCs  a r e  i n s t i t u t i on s
wh i ch  i nve s t  the i r  r e sou rce s  i n
long-term purposes (to achieve its
actuar ia l  targets)  abiding by the
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regulatory limitations to which they
are subject.

Despite their common aim, EFPCs
are  qu i te  d i f fe rent  f rom one
another ,  e i ther  in s ize or  in the
composition of their portfolio, when
comparing developed and emerging
countries. In 2007, pension funds
f rom OECD member  count r ies
managed some US$ 18 t r i l l ion
dol lars in resources. In the same
year ,  the  amount  of  assets  in
pens ion funds  f rom a l l  o ther
countr ies  reached on ly  US$ 0 .8
trillion, that is, 22 times less.

Retirement and
pension fund
portfolios may turn
into a stable source
for financing the
productive sector
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Such differential can also be seen
when i t  comes  to  ana lyz ing the
importance of EFPC assets compared
to  GDP  in  d i f fe ren t  economies .
Chart 1 shows that in 2007, OECD
member  count r i e s  showed an
average coefficient of 75%, while
non-OECD countries reached a little
less than 28%. Nevertheless, there
are some important exceptions. The
Netherlands, with 132%, stands out
among deve loped  count r i e s ,
whereas Chile, with 64%, presents
a profile which resembles that of a
developed country.

Another major character ist ic  of
emerging countries is the striking
variance. Many countries, such as
Russ ia and China,  have very low
coef f i c i en t s  –  lower  than  2% –
because  the i r  comp lemen ta r y
r e t i r emen t  s y s t ems  we re
implemented only recently.

Bes ides  the  fac t  that  the
d i sseminat ion of  pens ion funds
began fairly recently, there are other
factors that help understand the
di f ferences between the re lat ive
importance of EFPCs, such as: a) per
cap i ta  income;  b )  h i s tory  of
macroeconomic  s tab i l i t y ;  and c )
average age of  par t i c ipat ing
population.

Thus, the purpose of this issue of
Braz i l ian Economic Ins ights  i s  to
make it clear that the current glo-
bal financial crisis, together with a
consistent scenario of reduction in
the  B raz i l i an  economy’s  bas i c
in te re s t  r a te ,  o f fe r s  g rea t

perspectives for pension funds to
diversify their investments.

Pension funds in Brazil and the
world

The composi t ion of  the asset
portfo l ios  of  pens ion funds a lso
shows great  var iat ion among
countr ies .  Chart  2 d isp lays that ,
among developed countries, there is
a predominance of investments in
company assets, either in variable-
income or fixed-income securities. In
the US, Japan, and Germany, at least
2/3 of assets are invested in the
private market. Considering the mag-
nitude of pension funds and the
amount of assets managed, it  is ,
undoubtedly, a significant sum at the
companies’ disposal.

Among deve lop ing  count r i e s ,
there are considerable differences
in  the  compos i t ion  o f  pens ion
funds’ portfolios. Russia and Chile
stand out  because the i r  pens ion
funds’ portfolios resemble those in
deve loped  count r i e s ,  w i th  the
predominance  o f  p r i va te  f i xed -
income securities and stocks. Public
bonds are hardly present. In the ca-
ses of  Braz i l ,  Mexico,  the Czech
Republic and Turkey, there is a 50%
to 75% concentration in government
bonds.

Such difference points to the fact
that the investment standard of funds
is  c lose ly  re lated to both the
development of  domest ic  capita l
markets and the characteristics of the

change in its profile – longer terms,
and pre-f ixed or inflation-indexed
rates.

In such a case, pension funds will
p robab l y  f ee l  s t imu l a t ed  to
i n t roduce  changes  i n  t he i r
investment portfolios, particularly if
the current  actuar ia l  targets  are
not lowered. There is  a trend to
invest less in public bonds, which
are predominant in pension fund
portfolios today.

Therefore,  not only wi l l  capita l
marke t s  have  a  new source  fo r
deve lopment ,  bu t  the  B raz i l i an
inves tment  in  product ion,  in  i t s
turn, will also be able to rely on a
s t ab l e  sou r ce
fo r  f i nanc ing ,
wh i ch  shou ld
become  even
more  r e l e van t
du r i ng  pe r i od s
of credit restriction.

Such changes, however, will not
occur  automat ica l l y .  There  i s  a
comprehens ive set  of  i ssues and
cha l lenges  for  Braz i l i an  pens ion
funds. It is vital to invest more        in
techn ica l  know-how and
management in order to improve
EFPC´s risk assessment of sectors,
companies and projects. Corporate
governance of supported companies,
as well as the choice of partners –
par t i cu la r l y  dur ing pro jec t
implementat ion – are also issues
that should be taken into account.

The re  i s ,  a t  t he  s ame  t ime ,  a
s t rong  s im i l a r i t y  o f  i n t e r e s t s

Diversifying investments
will require improving in
funds  r i sk  assessment

be tween  pens i on  funds  and  the
BNDES. The former needs assets to
p rov i de  l ong - t e rm  p ro f i t ab i l i t y ,
which can maintain benefits for its
contributors. The latter, as a long-
te rm f inancer ,  suppor t s  not  on ly
industry and infrastructure projects
to acce lerate the development of
the  B ra z i l i an  e conomy ,  bu t  a l so
p rov i de s  t he  s t r u c tu r e  tha t
companies may need to open their
capital .

In such a sense, long-term projects,
particularly infrastructure projects,
naturally become candidates to raise
those  funds .  E lec t r i c  energy  and
t ranspor t ,  fo r  i n s tance ,  a re  ve r y

attract ive, s ince
they do not only
p rov i de  more
p r e d i c t a b l e
profitability, but
also more stable

ca sh  f l ows .  Such  i n ve s tmen t s
i n c r ea se  bo th  the  s y s t em i c
competit iveness of the economy –
gene ra t i ng  w ide sp read  pos i t i v e
e f f e c t s  ab road  –  and  a l so  the
po ten t i a l  f o r  l ong - t e rm  g rowth .
U l t ima te l y ,  t he  cu r r en t  g l oba l
f i nanc ia l  c r i s i s  may  p rov ide  new
opportunities to pension funds, with
pos i t i ve  e f fec t s  fo r  the  B raz i l i an
economy as a whole.
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public debt of these countries. The
predominance of short-term public
bonds  w i th  f inanc ia l  indexat ion
seems  to  be  a  key  fac to r  i n
describing the reduced demand for
long- te rm p r i va te  secu r i t i e s .
According to BIS 2007 data, almost
50% of Brazil’s public debt had a
maturity of less than a year, while
in  Ch i l e  and  Russ i a  such  sha re
co r re sponds  to  12% and  8%,
respectively.

Brazilian pension funds today

Brazi l ian pension funds are st i l l
d i s tan t  f rom the  s tage  o f
counte rpar t  funds  in  deve loped

countries. However, over the last
few years, the pension fund industry
has shown rapid growth. Between
2002  and  2007 ,  the  re l a t ion
between pension funds’ assets and
GDP inc reased  approx imate l y  5
percentage points, from 12.8% to
17.6% (Chart 3).

Be tween  2007  and  2008 ,  th i s
number dropped to 15.4%, a loss
of 2.2 percentage points, or 12.5%.
This is mainly a reflection of losses
due to the worsening of the current
g loba l  economic  c r i s i s ,  wh i ch
caused a decrease in the price of
financial assets – particularly stocks.
Accord ing  to  the  B raz i l i an
Association of Closed Entit ies for

to the price effect, as mentioned
above ,  bu t  a l so  to  the  ac tua l
preference of pension funds for this
class of assets.

Be tween  2002  and  2007 ,  the
fluctuation of the IBOVESPA index
would have increased the value of
pension funds by 70% if they had
kept their stock portfolios. In this
period, however, the increase in the
Stock Market st imulated pension
funds to se l l  part  of  the i r  s tock
portfol ios. The opposite occurred
throughout 2007 and 2008. In this
period, pension funds bought stocks
because of the decrease in the Stock
Market. If pension funds had not
done  so ,
t h e i r
portfol io of
s t o c k s
wou ld  be
21% lower
than the value at the end of 2008.

Conclusion and perspectives

Due to the characteristics of their
l i ab i l i t i e s—futu re  benef i t s  to
cont r ibu to r s—,  pens ion  funds
natura l l y  demand long  matur i t y
assets. In this sense, they can play
an important role as a f inancing
source for long-term investments.

In Brazil, in spite of over a decade
of macroeconomic stability and the
return to swifter economic growth
over the last few years, funds still
invest the majority of their resources
in public bonds.

 

50.3 
66.4 61.9 73.1 

8.1 13.1 
22.0 

1.3 10.7 

13.3 

16.6 17.5 

18.9 

30.1 9.0 30.2 
11.0 

29.7 

14.5 9.9 

8.7 

59.9 
17.0 

59.0 
34.0 

61.1 

4.8 2.5 4.4 
18.3 

3.7 

35.2 

10.0 5.6 
15.4 

0% 

10% 

20% 

30% 

40% 

50% 

60% 

70% 

80% 

90% 

100% 

Brazil Mexico Czech  
Republic 

Turkey Russia Chile Japan German US 

Government Bonds Private Bonds Stocks Other 

Chart 2: Composition of Pension Funds’ Portfolios in Selected Countries (2006) 

Source: OECD (2007)

Such a scenario, however, may go
through some key changes in the
coming years. The current global
financial crisis had a very distinct
impact on the Brazi l ian economy
when compared to other crises over
the past 10 years.  Wage earners
managed to keep thei r  jobs and
purchasing power, thus maintaining
the  consumpt ion  l eve l  o f  mos t
households and al lowing internal
demand to play an important role
in minimizing the negative impact
of financial shock and of the fall in
exports.

Fur thermore ,  in f la t ion  has  not
increased; instead, it is expected to

m a i n t a i n
l o w e r
levels over
t h e
c o m i n g
m o n t h s .

The government, besides becoming
a creditor of foreign currency, was
not affected by a fiscal crisis and
was  ab le  to  adopt  an t i c yc l i ca l
measures. In such a scenario, the
process  of  reduc ing pub l i c  debt
compared to GDP is  expected to
accelerate in the fol lowing years,
particularly if interest rates continue
to fall.

A more likely scenario for coming
yea r s  i s  the  inc rease  in  l i qu id
fundraising by EFPCs – most of the
Braz i l i an  popu la t ion  i s  s t i l l
compr i sed  o f  young  peop le  – ,
together with a slowdown in the
growth  o f  pub l i c  debt  and  the

There is a trend that stake of public
bond will fall in the retirement
and pension funds portfolios
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Complementary Pensions (ABRAPP),
from December 2007 to October
2008  –  immed ia te l y  a f te r  the
worsening of the international crisis
i n  September  2008  –  the  to ta l
amount of assets in the portfolio of
pens ion  funds  fe l l  f rom R$ 457
billion to R$ 439 billion.

In the first few months of 2009,
there was a small recovery. Whether
such tendency wi l l  be conf i rmed
th roughout  the  yea r  bas i ca l l y
depends  on the  recovery  of  the
S tock  Marke t  and  the  economy
growth rate.

Despite the rapid growth between
2002 and  2008,  inves tments  o f
B raz i l i an  pens ion  funds  were
concent ra ted  on  f i xed - income
asse t s ,  pa r t i cu la r l y  pub l i c  debt
bonds. According to Chart 4, from
2000 to  2008 ,  such  a s se t s
accounted for around  50% of the
institutions’ assets.

As  we h igh l ighted  in  Braz i l i an
Economic Insights N. 57, there are
some characteristics in the Brazilian
pub l i c  debt  tha t  inc rease  the
demand for government bonds. The
Brazilian State has a debt structure

based on short-term bonds, indexed
by fluctuating (and high) interest
rates, which simultaneously offers
marke t  l i qu id i t y ,  sa fe t y ,  and
prof i tabi l i ty  to investors .  Pr ivate
securities are actually restricted by
h igher  cap i ta l  cos t s  and  lower
market liquidity. The reduced share
of corporate bonds within pension
funds’  assets  –  roughly  3.6% in
February 2009 – is a consequence
of this.

It can also be seen in Chart 4 that

the share of stocks in total assets
went through major changes from
2002 to 2008. Such changes were
brought about, to a great extent, by
the appreciation of the IBOVESPA
index between 2002 and 2007 –
going from some 11,000 points to
64,000 points – and the following
decrease, from 2007 to 2008, to
37,000 points.  In this sense, the
variation in the share of stocks in
the composition of pension funds’
assets should be attributed not only
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public debt of these countries. The
predominance of short-term public
bonds  w i th  f inanc ia l  indexat ion
seems  to  be  a  key  fac to r  i n
describing the reduced demand for
long- te rm p r i va te  secu r i t i e s .
According to BIS 2007 data, almost
50% of Brazil’s public debt had a
maturity of less than a year, while
in  Ch i l e  and  Russ i a  such  sha re
co r re sponds  to  12% and  8%,
respectively.

Brazilian pension funds today

Brazi l ian pension funds are st i l l
d i s tan t  f rom the  s tage  o f
counte rpar t  funds  in  deve loped

countries. However, over the last
few years, the pension fund industry
has shown rapid growth. Between
2002  and  2007 ,  the  re l a t ion
between pension funds’ assets and
GDP inc reased  approx imate l y  5
percentage points, from 12.8% to
17.6% (Chart 3).

Be tween  2007  and  2008 ,  th i s
number dropped to 15.4%, a loss
of 2.2 percentage points, or 12.5%.
This is mainly a reflection of losses
due to the worsening of the current
g loba l  economic  c r i s i s ,  wh i ch
caused a decrease in the price of
financial assets – particularly stocks.
Accord ing  to  the  B raz i l i an
Association of Closed Entit ies for

to the price effect, as mentioned
above ,  bu t  a l so  to  the  ac tua l
preference of pension funds for this
class of assets.

Be tween  2002  and  2007 ,  the
fluctuation of the IBOVESPA index
would have increased the value of
pension funds by 70% if they had
kept their stock portfolios. In this
period, however, the increase in the
Stock Market st imulated pension
funds to se l l  part  of  the i r  s tock
portfol ios. The opposite occurred
throughout 2007 and 2008. In this
period, pension funds bought stocks
because of the decrease in the Stock
Market. If pension funds had not
done  so ,
t h e i r
portfol io of
s t o c k s
wou ld  be
21% lower
than the value at the end of 2008.

Conclusion and perspectives

Due to the characteristics of their
l i ab i l i t i e s—futu re  benef i t s  to
cont r ibu to r s—,  pens ion  funds
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assets. In this sense, they can play
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source for long-term investments.

In Brazil, in spite of over a decade
of macroeconomic stability and the
return to swifter economic growth
over the last few years, funds still
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in public bonds.
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Such a scenario, however, may go
through some key changes in the
coming years. The current global
financial crisis had a very distinct
impact on the Brazi l ian economy
when compared to other crises over
the past 10 years.  Wage earners
managed to keep thei r  jobs and
purchasing power, thus maintaining
the  consumpt ion  l eve l  o f  mos t
households and al lowing internal
demand to play an important role
in minimizing the negative impact
of financial shock and of the fall in
exports.

Fur thermore ,  in f la t ion  has  not
increased; instead, it is expected to

m a i n t a i n
l o w e r
levels over
t h e
c o m i n g
m o n t h s .

The government, besides becoming
a creditor of foreign currency, was
not affected by a fiscal crisis and
was  ab le  to  adopt  an t i c yc l i ca l
measures. In such a scenario, the
process  of  reduc ing pub l i c  debt
compared to GDP is  expected to
accelerate in the fol lowing years,
particularly if interest rates continue
to fall.

A more likely scenario for coming
yea r s  i s  the  inc rease  in  l i qu id
fundraising by EFPCs – most of the
Braz i l i an  popu la t ion  i s  s t i l l
compr i sed  o f  young  peop le  – ,
together with a slowdown in the
growth  o f  pub l i c  debt  and  the

There is a trend that stake of public
bond will fall in the retirement
and pension funds portfolios
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Such differential can also be seen
when i t  comes  to  ana lyz ing the
importance of EFPC assets compared
to  GDP  in  d i f fe ren t  economies .
Chart 1 shows that in 2007, OECD
member  count r i e s  showed an
average coefficient of 75%, while
non-OECD countries reached a little
less than 28%. Nevertheless, there
are some important exceptions. The
Netherlands, with 132%, stands out
among deve loped  count r i e s ,
whereas Chile, with 64%, presents
a profile which resembles that of a
developed country.

Another major character ist ic  of
emerging countries is the striking
variance. Many countries, such as
Russ ia and China,  have very low
coef f i c i en t s  –  lower  than  2% –
because  the i r  comp lemen ta r y
r e t i r emen t  s y s t ems  we re
implemented only recently.

Bes ides  the  fac t  that  the
d i sseminat ion of  pens ion funds
began fairly recently, there are other
factors that help understand the
di f ferences between the re lat ive
importance of EFPCs, such as: a) per
cap i ta  income;  b )  h i s tory  of
macroeconomic  s tab i l i t y ;  and c )
average age of  par t i c ipat ing
population.

Thus, the purpose of this issue of
Braz i l ian Economic Ins ights  i s  to
make it clear that the current glo-
bal financial crisis, together with a
consistent scenario of reduction in
the  B raz i l i an  economy’s  bas i c
in te re s t  r a te ,  o f fe r s  g rea t

perspectives for pension funds to
diversify their investments.

Pension funds in Brazil and the
world

The composi t ion of  the asset
portfo l ios  of  pens ion funds a lso
shows great  var iat ion among
countr ies .  Chart  2 d isp lays that ,
among developed countries, there is
a predominance of investments in
company assets, either in variable-
income or fixed-income securities. In
the US, Japan, and Germany, at least
2/3 of assets are invested in the
private market. Considering the mag-
nitude of pension funds and the
amount of assets managed, it  is ,
undoubtedly, a significant sum at the
companies’ disposal.

Among deve lop ing  count r i e s ,
there are considerable differences
in  the  compos i t ion  o f  pens ion
funds’ portfolios. Russia and Chile
stand out  because the i r  pens ion
funds’ portfolios resemble those in
deve loped  count r i e s ,  w i th  the
predominance  o f  p r i va te  f i xed -
income securities and stocks. Public
bonds are hardly present. In the ca-
ses of  Braz i l ,  Mexico,  the Czech
Republic and Turkey, there is a 50%
to 75% concentration in government
bonds.

Such difference points to the fact
that the investment standard of funds
is  c lose ly  re lated to both the
development of  domest ic  capita l
markets and the characteristics of the

change in its profile – longer terms,
and pre-f ixed or inflation-indexed
rates.

In such a case, pension funds will
p robab l y  f ee l  s t imu l a t ed  to
i n t roduce  changes  i n  t he i r
investment portfolios, particularly if
the current  actuar ia l  targets  are
not lowered. There is  a trend to
invest less in public bonds, which
are predominant in pension fund
portfolios today.

Therefore,  not only wi l l  capita l
marke t s  have  a  new source  fo r
deve lopment ,  bu t  the  B raz i l i an
inves tment  in  product ion,  in  i t s
turn, will also be able to rely on a
s t ab l e  sou r ce
fo r  f i nanc ing ,
wh i ch  shou ld
become  even
more  r e l e van t
du r i ng  pe r i od s
of credit restriction.

Such changes, however, will not
occur  automat ica l l y .  There  i s  a
comprehens ive set  of  i ssues and
cha l lenges  for  Braz i l i an  pens ion
funds. It is vital to invest more        in
techn ica l  know-how and
management in order to improve
EFPC´s risk assessment of sectors,
companies and projects. Corporate
governance of supported companies,
as well as the choice of partners –
par t i cu la r l y  dur ing pro jec t
implementat ion – are also issues
that should be taken into account.

The re  i s ,  a t  t he  s ame  t ime ,  a
s t rong  s im i l a r i t y  o f  i n t e r e s t s

Diversifying investments
will require improving in
funds  r i sk  assessment

be tween  pens i on  funds  and  the
BNDES. The former needs assets to
p rov i de  l ong - t e rm  p ro f i t ab i l i t y ,
which can maintain benefits for its
contributors. The latter, as a long-
te rm f inancer ,  suppor t s  not  on ly
industry and infrastructure projects
to acce lerate the development of
the  B ra z i l i an  e conomy ,  bu t  a l so
p rov i de s  t he  s t r u c tu r e  tha t
companies may need to open their
capital .

In such a sense, long-term projects,
particularly infrastructure projects,
naturally become candidates to raise
those  funds .  E lec t r i c  energy  and
t ranspor t ,  fo r  i n s tance ,  a re  ve r y

attract ive, s ince
they do not only
p rov i de  more
p r e d i c t a b l e
profitability, but
also more stable

ca sh  f l ows .  Such  i n ve s tmen t s
i n c r ea se  bo th  the  s y s t em i c
competit iveness of the economy –
gene ra t i ng  w ide sp read  pos i t i v e
e f f e c t s  ab road  –  and  a l so  the
po ten t i a l  f o r  l ong - t e rm  g rowth .
U l t ima te l y ,  t he  cu r r en t  g l oba l
f i nanc ia l  c r i s i s  may  p rov ide  new
opportunities to pension funds, with
pos i t i ve  e f fec t s  fo r  the  B raz i l i an
economy as a whole.
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P e n s i o n
funds  a r e
c l o s e d
en t i t i e s  f o r
complementary
r e t i r e m e n t

(EFPC,  i n  Po r tuguese )  a imed  a t
supplementing the social security
benefits of its contributors. For this
r ea son ,  E FPCs  a r e  i n s t i t u t i on s
wh i ch  i nve s t  the i r  r e sou rce s  i n
long-term purposes (to achieve its
actuar ia l  targets)  abiding by the
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regulatory limitations to which they
are subject.

Despite their common aim, EFPCs
are  qu i te  d i f fe rent  f rom one
another ,  e i ther  in s ize or  in the
composition of their portfolio, when
comparing developed and emerging
countries. In 2007, pension funds
f rom OECD member  count r ies
managed some US$ 18 t r i l l ion
dol lars in resources. In the same
year ,  the  amount  of  assets  in
pens ion funds  f rom a l l  o ther
countr ies  reached on ly  US$ 0 .8
trillion, that is, 22 times less.

Retirement and
pension fund
portfolios may turn
into a stable source
for financing the
productive sector


