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Abstract

Stocks and bonds represent the two most common assets in pension fund portfolios. For both
pension fund participators as well as pension fund administrators it is necessary to examine the
impact of stock and bond markets on the pension fund. This paper investigates the connection
between stock, and, respectively bond market and pension funds. The relationship between the
pension market and representative stock and bond market indexes was confronted. Research
data based on pension statistics from the Organisation for Economic Co-operation and De-
velopment were included in our research. A stronger impact was shown of the bond market
on pension fund performance. The paper is divided into 5 chapters. In the first chapter, we
introduce theoretical approaches along with essential knowledge in terms of a deeper analysis
of research problems. The second chapter focuses on a literature review, with the third detailing
the methods and methodology of research. The fourth chapter focuses primarily on achieving
and interpreting the results of research in the context of the set objectives. In the fifth chapter,
the achieved results are aggregated in the form of particular recommendations formulated after

studying the issue.
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1. INTRODUCTION

Private and public pension schemes are currently facing several challenges (Maci & Valentova
Hovorkovia, 2017; Vychytilova, 2015). The economic crisis has led to a reduction in public rev-
enues and thus the ability to ensure adequate living standards of their citizens at old age through
pay-as-you-go pension schemes. This development naturally generates an increased space for the
empowerment of the private pension administrators in providing retirement income. The com-
mon and the greatest challenge for public and private pension schemes, however, is the nega-
tive demographic trends currently present in almost all advanced economies (Schulmerich et al,
2014; Rimashevskaya et al., 2017; Sinicakova et al., 2017). Population aging leads not only to an
increase in the retirement age population in proportion to the (employed) working age popula-

tion, but also to an increase in the number of years spent in retirement. One risk to the sustain-
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ability of pension schemes is the policy of low interest rates, which together with the slow pace of
economic growth reduces the scope for potential appreciation of retirement savings (Sinicakova
& Gavurova, 2017). In order to ensure adequacy, the study of pension compensation represents
a basis for a thorough analysis and a review of the current pension systems (Yao, 2014). The
analysis of pension systems is involved in a special section of economy and the so-called pension
economy. A principal category in the study of economics is represented by examining pension
income (Zou et al, 2016). A pension can perform two basic tasks. Firstly, it generates income for
individuals based on their previous economic activity (Wang, 2016; Androniceanu, 2017; Papik,
2017). Secondly, a pension can be seen as a type of insurance based on long-term contracts be-
tween savers and pension administrators (Hainaut, 2014; De Hann, 2016; Alda, 2017; Wiafe et
al., 2017). The pension economy aggregates knowledge of microeconomics, particularly in deci-
sion-making and risk perception, based on individual preferences along with efforts to maximize
usefulness. The pension economy is also based on principles of macroeconomics, and it analyses
the impact of the pension system on the capital market, labour market as well as the fiscal impact
of the pension system on public finances (Gavurova et al., 2017; Zabkowicz, 2016; Bartram,
2016; Fabus, 2017; Farias, 2017). The above characteristics indicate that the pension economics
deals with issues of the allocation, recovery and redistribution of scarce resources throughout
the life cycle of a saver with implications on the macroeconomic and microeconomic petception
of the state guaranteed pay-as-you-go pension system and private pension funds (Thomas et al,
2014; Sun et al., 2017; Tao et al., 2017; Vassallo et al., 2017).

In this paper, we introduce the relationship among pension funds with selected stock and bond
market indexes. We have chosen stocks and bonds as representing the majority assets of port-
folios of pension funds across countries. We use data from the Global Pension Statistics Da-
tabase of the Organisation for Economic Co-operation and Development, which summarises
data from all the 35 member countries. As for the selected benchmarks in our research, broadly
diversified indexes were used: the Standard & Poot’s 500 Index, the Euro Stoxx 50 Index, the
Morgan Stanley Capital International Pacific Index, the Morgan Stanley Capital International
World Index, Standard & Poor’s 500 Bond Index, the Bank of America Merrill Lynch Index, the
Bloomberg Barclays US Aggregate Bond Index, and the Big World Index.

2. THEORETICAL BACKGROUND

The theoretical basis of the analysis is established on the authors’ knowledge of the effective
operation of interim pension schemes. This system converts it into a funded system of financing
based on the pension fund. The authors have also noted a different fund management strategy

in the case of a defined benefit or a defined contribution pension plan.

Gruber (2012) points out the issue of risk sharing and redistribution of resources in different
types of pension schemes. According to the author, funded pension systems face several issues,
particularly the risk of inadequate compensation ratio between wages and pensions and the as-
sociated investment and interest rate risk. For the stability of the pension system, mainly the
political risks arising from the nature of the four-year political cycle are critical. The greatest
risk is represented by a demographic decline not compensated by additional measures. Gruber




defines an optimal degree of risk sharing as a dependent variable, from which value derives from
an increase in pension savings, for instance equity and pension funds as a variable dependent on
the development of the capital market, depending on the allocation of resources. When transfer-
ring capital across generations through compulsory contributions to a funded system, the profit
generation t + 1 is multiplied by the value of the marginal product of capital. Consequently, the
profit generation t + 1 is higher than the profit generation t. The PAYG system allows the real-
location of funds within a generation, thereby sharing the risk of integration when the resources
are limited, but the so-called Pareto efficiency principle also comes into pla, according to which
any individual or a group of individuals cannot obtain sufficient resources without funding cuts
of another individual or a group. The only option is to increase the total volume of resources

through additional revenues.

Hertrich (2013) highlights the positive impact of a broadly diversified investment portfolio man-
aged by pension trustees on the capital market. Therefore, the portfolio of the pension fund
has to be formed by a mix of fixed interest assets and interest sensitive assets. The volume of
bonds exceeds the volume of shares, especially due to the particularity of the pension saving and
investing scheme. Exclusive of bonds and equities, pension assets should be allocated to alterna-
tive investments as well. Hertrich (2013) supports the investments of pension funds into com-
modities, the processing of which underlies an appropriate risk diversification. According to the
author, investments in physical assets such as the real estate have an impact on the efficiency and
performance of the pension fund in the medium- and long-term horizon. The short-term impact
on portfolios of physical assets of pension funds stems from the nature of the unproven invest-
ment. Hertrich (2013) recommends introducing a system of guaranteed minimum and maximum
income. Revenues in excess of the guaranteed bandwidth would serve as a hedge portfolio in the

case of a negative development of the portfolio in the future.

According to Mitchel et al. (2016), the role of regulators is very important. The possibility of es-
timating the development of the pension fund sources is very important in making a decision on
an investment. A stable flow of funds enables the administrators to choose an efficient strategy
with regard to the risk specialization of the fund. The payment of funds may be supported by the

possibility of accurately estimating future entitlements with regard to the retirement age limit.

Devolder et al. (2013) also highlight differences in investment strategies with defined benefit as
well as defined contribution pension plans. According to the authors, the risk of higher volatil-
ity is particularly associated within defined contribution pension schemes. Therefore, the asset
portfolios of pension funds are more hazardous than those of defined benefit pension plans.
These types of pensions bring a higher risk for participants concerning future pension. The
investment strategies of pension funds are in the case of a defined benefit scheme very conserva-
tive. The asset portfolio is dominated by bonds. The risk of a defined benefit plan bears a pen-
sion fund manager, who must ensure the agreed financial performance for the participants of
the pension scheme. Pension plans with the defined benefit face a greater risk due to population

aging than the contribution pension plans.

In the preparation and management of the pension fund, managers must take into account the
clients’ attitude towards risk. According to Bajtelsmit (2015), pension savers can be divided into

three groups. The first group of clients is risk-averse savers. A risk averse is such a pension
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scheme participant, who prefers minimizing the risk of a potential loss. In other words, among
various investments giving a similar expected return with a different level of risks, the partici-
pant prefers the one with the lower risk. The second group is risk-seeking clients. In this case,
the pension scheme participant prefers a higher appreciation potential even at the cost of higher
risks from a similar investment. The third group consists of risk-neutral clients. For the pension
savers, it is a case of a neutral preference among different types of securities in the pension fund’s
portfolio. The pension fund managers invest in a broad portfolio of assets, taking into account
the different preferences of pension savers. The author analyses the relationship between infor-
mation and access to the risk. The information helps reducing the cost of decision-making. In
the case of pension funds, a better access to information leads to a more efficient decision-mak-

ing on the allocation of pension savings in line with the pension fund’s investment strategy.

Clements et al. (2014) emphasize the particularly positive impact of the employee pension funds
on the long-term sustainability of the pension system. According to the authors, the main chal-
lenge for the pension system is to ensure the protection of citizens’ savings and the adequacy of
pension entitlements consistent with the pension system’s revenues and expenditures. The es-
sence of the transformation of the pension system into a system based on occupational pension
funds is the reallocation of funds linked to a more funding pillar, respectively, part of the privati-
zation of mandatory pension schemes. An alternative could be the introduction of a supplemen-
tary pension scheme under the administration of a particular employer or a group of employers.
For the effective functioning of an occupational retirement pension scheme, basic definitions
must be formulated — compulsory or voluntary participation in the scheme, the percentage to be
paid for the contributions as a part of the pension plan, retirement age or a minimum number of
years. An important issue in this area is also the taxation of the benefits paid and the method of

reimbursing the accumulated funds.

Biirtler (2002) emphasizes the reform of the old-age insurance system. According to the author,
the reform of the old-age insurance is one of the persistent problems of society. A key policy
issue in the ongoing debate is the flexibility to better meet with the different individual needs
of pensioners. The paper argues that more flexible retirement options can have a significant
impact on both the solvency of the pension system and the distribution between and within

generations.

Schulmerich et al. (2014) highlight the education factor as a key variable affecting the future
amount of a pension. Higher education leads to more effective strategies for a pension saving
planning. According to the authors, in the pension economics, it is important to ensure that
there exists a choice between defined benefit and defined contribution plans. The authors point
to the positive impact of a mandatory participation in the funded system on the stability of pen-
sion savings. In the case of a defined contribution scheme, it is important to ensure an individual
investment strategy for highly qualified employees in accordance with their investment prefer-
ences. The main task of a defined benefit pension scheme is to provide a minimum guarantee of
the pension provision and is, therefore, more appropriate for less-skilled workers in accordance
with their investment profile. According to the authors, it is important to simplify and transpat-
ently propose individual pension plans. The investment profile and focus of the individual pen-

sion funds should concentrate on the differences between the market risk assets. Each pension
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plan should include basic types of pension funds ranging from less risky bonds to the riskier
equity funds. Investment managers should also offer expanded investment opportunities de-
signed especially for sophisticated pension savers. In the case of occupational pension funds, it
is important for the stability of the pension system to ensure the protection of pension savings
from the threat of the employer’s insolvency. It is therefore important to regulate investments in
own securities in the case of pension plans established by employers or interest groups and em-
ployers. Any effective pension schemes are characterized by appropriate regulation defining the
minimum requirements necessary for the payment of the pension and the amount of the annuity

that is counted towards the accumulated funds and the estimated life expectancy.

Vogel, Ludwig, Borsch-Supan highlighted (2017) the role of population aging. The authors take
into account the three most demographically old European nations — France, Germany, and
Italy — to focus on the three important channels of adaptation to reduce the detrimental ef-
fects of aging in these countries. These channels are investing abroad, creating endogenous
human capital and increasing the retirement age. Their quantitative finding is that creation of
endogenous human capital combined with the increase in the retirement age has strong implica-
tions on the economic aggregates and welfare. It mainly affects the open economy (Ohanyan &
Androniceanu, 2017). These adjustments reduced the maximum welfare losses of demographic
changes in the households by about 2.2 percentage points in 2010, in terms of the consumption

equivalent variation.

Often, the authors are confronted with concerns stemming mainly from demographic changes
in this area, which may disturb the market balance, pensions and investments. Among the meas-
ures proposed, most commonly included measures are increasing the statutory retirement age,
strengthening the position of private pension managers or policies promoting employment and
active participation in the capitalisation pension system. On the contrary, the authors differ in
the concept and the position of the various types of pension schemes and pension plans. In our
opinion, the most important lesson is a guide to the proper setting of the pension system, includ-
ing the relationship between the interim and the funded pillar. Important areas are those trying
to find a way to apply theoretical knowledge to specific outputs in the form of quantifying the

impact of macroeconomic and microeconomic variables on the pension portfolio efficiency.

3. RESEARCH OBJECTIVE AND METHODOLOGY

The designated methodology is aimed at a comparison of the pension funds in the selected coun-
tries with several benchmarks representing the global stock market, respectively global bond
market indices. This analysis can answer the arisen questions such as the pension funds success
in management of the entrusted funds in relation to the average market indicators. By using the
econometric modelling at the same time, we try to estimate the impact of each independent vari-
able — in this case equity, respectively bond indices to assess the pension funds. In this analysis,
directly measured/achieved values ate excluded. Also, the intraday changes of index values are

examined, correspondingly the value of pension funds.

The first part of the analysis is focused on the interaction between the selected equity index and

an average recovery of the pension funds managed by different asset management of companies
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throughout the Organisation for Economic Co-operation and Development member countries.
The selected stock indices, meaning the independent variables, come from the Standard & Poor’s
500 Index, the Euro Stoxx 50, the Morgan Stanley Capital International Pacific Index, and the
Morgan Stanley Capital International World Index.

The essential equation of the first regression model is as follows:

PF=g,+ 5, SP+ p, ES+8;, MSP+g, MSW D

where the involved variables are:
PF — the dependent variable: the pension funds;
B, — intercept: constant value;
B, — the estimated regression coefficient of the first independent variable;
SP — the first independent variable: the Standard & Poor’s 500 Index;
B, — the estimated regression coefficient of the second independent variable;
ES — the second independent variable: the Euro Stoxx 50 index;
B, — the estimated regression coefficient of the third independent variable;
MSP — the third independent variable: the Morgan Stanley Capital International Pacific Index;
B, — the estimated regression coefficient of the fourth independent variable;

MSW — the fourth independent variable: the Morgan Stanley Capital International World In-
dex.

In the second part of this research, an impact of the dominant component of the portfolio un-
der management by pension administrators, namely bonds, is analysed to evaluate the pension
assets. They involve the assets with fixed income compared with the shares having a lower risk
but also lower potential returns. Yet, they are an attractive option for allocating funds under
management for the individual, not just the specialised bond of the pension funds. As it is stated
in the previous section, we will try to assess the impact of selected variables representing the
bond market to evaluate the pension funds through econometric modelling. In the analysis, we
observe intraday changes in the selected exogenous and endogenous variables. As the independ-
ent variables, the broad global bond indices compiled by respected investment enterprises are
selected. For the needs of our model, we chose four bond indices, namely the Standard & Poot’s
500 Bond Index, the Bank of America Merrill Lynch Index, the Bloomberg Barclays US Aggre-
gate Bond Index and the Big World Index.

The elementary equation of the second regression model is as follows:
PF=g,+ p, SPB+ 5, ML+g, BB+8, BV (@)
where the involved variables are:

PF — the dependent variable: the pension funds;

B, — intercept: constant value;

B, — the estimated regression coefficient of the first independent variable;

SPB - the first independent variable: the Standard & Poor’s 500 Bond Index;




B, — the estimated regression coefficient of the second independent variable;

ML — the second independent variable: the Bank of America Merrill Lynch Index;

B, — the estimated regression coefficient of the third independent variable;

BB — the third independent variable: the Bloomberg Barclays US Aggregate Bond Index;
B8, — the estimated regression coefficient of the fourth independent variable;

BW — the fourth independent variable: the Big World Index.

4. RESULTS AND DISCUSSION

There are the both models analysed in this section.

4.1 The first regression model

For the explored period, the largest average annual appreciation of the Standard & Poor’s 500 In-
dex is at the level of 8.8%, while the smallest variance can be observed while assessing the Euro
Stoxx 50 Index. When compared with an average annual appreciation of the pension funds with-
in the Organisation for Economic Co-operation and Development member countries, which
amounted to 2.34%, it can be concluded that all the selected indices recorded a higher average

appreciation than the pension funds in the surveyed countries.
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Fig. 1 — The average annual yield of the selected market indices and the aggregate value of the pension funds from
2005 to 2015. Source: The Organisation for Economic Co-operation and Development data

The first model equation is as follows:

PF= 26.8545+0.257954 SP-0.17554 ES+0.61093 MSP+0.113586 MSW.
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Tab. 1 — Summary of the first regression model. Source: own elaboration

istical

indicator coefficient standard error | t-test statistics p-value _Sta??tlca
significance

constant 26.8545 0.555499 48343 | <0.00001 —
value
SP 0.257954 0.0202 12.7701 < 0.00001 Hofok
ES -0.17554 0.007318 -23.9874 < 0.00001 Hokok
MSP 0.61093 0.019367 31.545 < 0.00001 Hokok
MSW 0.113586 0.035319 3.216 0.00132 ok

Legend — statistical significance: * — (0.054,+0.01); ** - (0.014, + 0.001); *** - (0.0014, - 0)

Looking at the results, we can conclude that there is detected a positive impact expressed through
the correlation coefficient with the three of the four variables of interest. The coefficient rep-
resenting the independent variable of the Euro Stoxx 50 index reaches a negative value. This
results in a devaluation of the pension funds by 0.17%, if the value of the Euro Stoxx 50 index in-
creases by one percentage point. From an analytical point of view, this outcome can correspond
to a small presence of the European equities in the total portfolio of the pension funds. The
other variables involved in this analysis reach the correlation coefficient higher than 0, which
represents a confirmation of the hypothesis regarding the positive impact of the independent
variables on the dependent variable associated with the pension funds. It is quite interesting
that just only the Euro Stoxx 50 index reaches a negative estimated regression coefficient. Also,
there is to note the size of the assigned coefficients. The highest one is related to the Morgan
Stanley Capital International Pacific Index, whilst the lowest one to the Morgan Stanley Capital
International World Index. Their ratio is approximately about six which means the first one
bears a six times more powerful influence on the dependent variable. A constant value bears a
huge coefficient that is more than ten times higher than the maximum regression coefficient of

the independent variables.

Taking the value of t-statistics into consideration, where the significance level « through trying
to prove that we have tested the relationship is not random and that is whether we can confirm
adequate records in favour of statistical significance of all the variables of interest. The values of
the t-test statistics lie outside the range from -1.96 to 1.96. This means that we can reject the zero
hypothesis H,. Basically, the detected result is that the measured coefficients are different from

zero, and thus they are statistically significant.

If we have a look at the p-values of the independent variables, it is apparent that the previous
findings are correct. The p-value indicator allows us to reject the hypothesis regarding the sta-
tistical significance of the variables. Hence, the alternative hypothesis can be adopted in gen-
eral. The aggregated data show that all the selected indicators demonstrate a lower level for the
p-value than the confidence level « = 0.05, allowing us to reject the zero hypothesis H,. It can
be concluded that a given variable is statistically significant to explain the dependent variable

representing the pension funds indicator.

The coefficient of determination R2 achieves a relatively high value of 94.08% in the first model.

An economic interpretation of this result indicates that the suggested model explains more than
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94% of the variability of the dependent variable concerning the pension funds. Another impor-
tant coefficient of determination is adjusted R2. In this case, it reaches a value of 0.940697, which

can be also considered high, indicating the statistically significance of the model.

The first model value of the F-test statistics reaches a level of 10,342.37 The critical value for
this model is a level of 2.996. Therefore, the valid F-test fulfils this requirement, as 10,343.37 is
higher than the critical value of 2.75297. With reference to the testing process for the statistical
significance of the coefficients of the regression model, we can conclude that the independent

variables are jointly statistically significant.

According to this interpretation, it can be summarised that the proposed model confirms the
assumed relationship between the change in a value of the equity indices and the development
of the pension funds managed by asset management companies in the member countries of the
Organisation for Economic Co-operation and Development. All the variables studied in this
analysis achieve statistical significance. In this model, the coefficient of determination R2 as well
as its adjusted version have reached a relatively high level, even during the execution of the t-test

and the F-test, sufficient evidence in favour of the statistical significance.

4.2 The second regression model

The centre of focus of the second regression model is the bond market, represented by the selected
bond market indices. The average annual evaluation of the selected indices ranges from 3.66% to
5.40%. Compared to the share index, this figure is higher at a level below average of appreciation.
However, the entire examined bond index managed to overcome the average performance of the
stock index Euro Stoxx 50 during the observed period. Between 2005 and 2015, it achieved an
average annual appreciation of 2.34%, a result which encompasses with average performance of
the pension funds within the Organisation for Economic Co-operation and Development member
countries. Thus once again it can be said that the actual performance of the bond market outper-
formed the specialised pension funds.
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Fig. 2 — Average annual yield of the selected bond indices and the aggregate value of the pension funds from 2005 to
2015. Source: The Organisation for Economic Co-operation and Development data
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The first model equation is as follows:

PF= 2.22005+0.228467 SPB+0.115595 MI_+0.742753 BB+1.57153 BW.

Tab. 2 — Summary of the second regression model. Source: own elaboration

. . Standard . Statistical
Indicator Coefficient t-test statistics p-value .
Error Significance

constant 2.22005 0.718818 3.0885 0.00203 o
value

SPB 0.228467 0.0178908 12.7701 < 0.00001 Fokok
ML 0.115595 0.00726516 15.9109 < 0.00001 Hokok

BB 0.742735 0.0157258 47.2304 < 0.00001 ook
BW 1.57153 0.0126801 123.9368 < 0.00001 Fokok

Legend — statistical significance: * — (0.054,+0.01); ** - (0.014,+ 0.001); *** - (0.0014, + 0).

The above stated figures represent 2,604 measurements over a period from 2008 to 2015. Based
on the descriptive statistics data, we can confirm the presumed assumptions of the second re-
gression model. The coefficients of all the investigated variables bear positive values. This dem-
onstrates a statistically positive relationship between the development of the benchmarks of the
bond market and an average recovery of the pension funds in the Organisation for Economic
Co-operation and Development member countries. The highest estimated regression coefficient
is related to the Big World Index; the lowest one to the Bank of America Merrill Lynch Index,
with the ratio roughly at the level of fourteen. This demonstrates a very high range of influence
of the involved independent variables on the pension funds variable. Is should be noted that the
constant value is approximately a quarter higher than the maximum estimated regression coef-

ficient of the independent variables.

An analysis of the aggregated data was carried out to interpret the t-test outcome for each in-
dividual variable. The critical value of the confidence level & = 0.05 in this case is the interval
(-1.96,1.96). The Standard & Poot’s 500 Bond Index reached a value of 12.7701, which is higher
than a critical level. The second variable, the Bank of America Merrill Lynch Index, was at the
level of 15.9109. The third indicator of the Bloomberg Barclays US Aggregate Bond Index stood
at 47.2304 and finally, the Big World Index reached the value of 123.9368. These results show all
the involved variables as above a critical level. Based on the collected data, it can be concluded
that according to the results of the t-test, the zero hypothesis H for all the studied variables is

rejected. This outcome expresses a statistically significant diversity.

From the point of view of statistical significance of the individual variables, it must be noted that
all the contained indicators reach the p-values below a confidence level of 0.05. This results in
the finding that all the variables are statistically significant and their regression coefficients have
been declared true. Basically, the zero hypothesis H,, stating that all the estimated regression

coefficients are at the level of zero is rejected, i.e. the results of the investigation are verified.

The coefficient of determination R2 of the second model achieves the relatively high level of

0.9787. An interpretation of the achieved result indicates that the proposed model explains more
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than 97% of the variability of the dependent variable expressing the pension funds. The adjusted
coefficient of determination R2 0.9786 also reaches a level which may be considered very high.

These values state that the model is economically significant.

To end the interpretation of the second model, it is also necessary to assess the value of the F-test
carried out in the model, which reached the level of 29,792.99. The critical value for this model is
the level of 2.75297. Therefore, with a reference to the associated testing of the statistical signifi-
cance of the coefficients within the regression model, it can be concluded that the independent

variables are jointly statistically significant.

Summary

Based on the above mentioned econometric interpretation, it can be confirmed that there is a
statistically significant positive correlation between the development of bond market indices
and the appreciation of the pension portfolio management of the asset management compa-
nies within the Organisation for Economic Co-operation and Development member countries.
In practice, this result indicates that pension funds are significantly correlated with the main
component used by most portfolio managers, which is currently fixed income securities. The

dependence achieved is even stronger than that of the stock indices.

The analysis shows that the performance of the pension funds is correlated with a number of the
economic indicators examined. For the future of the pension system, in the context of shifting a
higher level of responsibility for financial well-being in old age, it is necessaty to take measures in
order to increase the net income of system participants from the ongoing funded system. From
this perspective, the main obstacle to the long-term macroeconomic environment of low inter-
est rates, which, together with the unconventional measures taken by central banks, pushes the
yield curve of bond assets. Therefore, in the context of existing trends, a consistent co-operation
regulator and pension administrator are important in order to streamline the process of invest-

ing and managing pension savings with an emphasis on savers’ interests.

5. CONCLUSION

Pension funds play a crucial role not only in the financial market, but also in the provision of
the pension income. For this reason, attention needs to be devoted to analysing the effectiveness
of the functioning of pension funds in a more prudent way than to the other financial market
investments. In addition to the overall economic consequences, the inability of the pension
managers to recover accumulated funds may become a very important social issue for the general
population. Investing in pension funds cannot be confidently assessed against other commercial

investment options.

In the majority of developed countries, but also in emerging economies, there is a trend towards
an increasing share of pension funds in the pension systems. As a result of demographic devel-
opments, a further strengthening of responsibility for financial well-being at an old age will be
observed in many countries in the future. A major challenge for pension administrators as well
as for the pension investment regulator will be to ensure adequate retirement compensation for

the widest masses of the population.
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In this paper, we have tried to assess and interpret the impact of certain variables on the overall
performance of the pension funds among the member countries of the Organisation for Eco-
nomic Co-operation and Development. Considering the relationship between the performance
of the pension fund and the ratio of assets under management to the gross domestic product,
an average pension size can be determined according to the different types of pension system
management. The key points that should be taken into account in the process of assessing the
impact of the relevant factors to the pension manager measuring the investment portfolio are
specific ways of financing the pension unit, the share of foreign investment development, along

with characteristic national regulations.

From the pension fund managet’s point of view, it is a big challenge to manage the ideal port-
folio composition and to generate competitive returns while ensuring reasonable caution when
investing in accordance with regulatory requirements as well as client needs. In this context, the
considerations outlined above are therefore very important for the consistent maintenance of the
pension fund’s status and its actual implementation. These include, in particular, the retention of
the structure of assets regarding the pension fund’s statute, which represents the growth, balance
or conservative characteristics of the managed portfolio.
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