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Importance of Unlocking the Potential of Institutional Investors

Insurance Companies

and Pension Funds They serve as catalysts for the development of
stock exchanges and corporate bond markets

can play an important

role in boosting capital LSAChRIgl(QV R4 Re[eliNo FeclIEINnElL CIag )Y

boosting trading volumes and market liquidity
markets

They increase stability in capital markets,
enhancing investor confidence and resilience

They can help address Africa’s infrastructure gap

via investment in instruments that fund this.

3 Source: OECD (2025) Africa Capital Market Report 2025

Official Use Only



Vital Sources of Long-term Capital
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Capital Market Enabling Conditions

@ WORLD BANKGROUP

Enabling Conditions

(1) General
macroeconomic
conditions
Capital Markets Development 4
A Primer for Policymakers (7) Debt management 3
capacity and operating ; (2) Financing needs

procedures

(5) & (6) Monetary
and Exchange rate
conditions and...

(3) Structure of the
economy

osure Authorizeth

(4) Fiscal and debt
positions
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Challenges in Emerging Markets

Figure 1. Capital Markets Ecosystem

capital markets are at best only partially fulfilling the roles above
Woarld Map of Financial Market Development, 2016
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Laws, reguiabons, ksting and disclosure
standards, suparvizion, and related institubions

Information  Analysis, Raing agencies, Audit Firms, etc.

Global and local institutional
investors - Pension Funds,
Insurance companies, Financial
Intermedianes, Mutual Funds,
THE ROLE OF CAPITAL MARKETS IN EMDES In the majority of developing and emerging markets, the local ~ Individuals

Govarnmants, Muncipalities,

Cornpanias, Financsal
Intermadarias.._
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Pension Fund Enabling Conditions

» A strong and lasting political commitment

World Bank

to the reform

« A well-designed fiscal strategy for
financing the transition.

* A sound financial infrastructure

Legal framework

Institutional framework (payment
systems/ securities settlement/
electronic trading/ custodian
institutions/ accounting & audit)
Available financial instruments
Regulatory & supervisory framework

ure Authorized

Public Disclos

ure Authorized

Public Disclos

WPS4890

Poricy RESEARCH WORKING PPAPER 4890

Enabling Conditions for Second Pillars
of Pension Systems

ei? alph
Roberto Rocha

The World Bank
Financial Systems Department

Policy Development Division
_-'\[:]"l] 2009
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Stock Market Enabling Conditions

IMF INTERNATIONAL MONETARY FUND
« Funded pillar has to be sufficiently large

« Country needs to implement vigorous structural

reforms to meet enabling conditions Pension Reform and Stock
* robust fiscal strategy Market Development =
« sound financial infrastructure. SRS e S O
_ _ WP/25/49 A
 Imperative for policymakers to act promptly, A
decisively, and persistently — strong and long- E
lasting political commitment a prerequisite O
 Younger nations benefit considerably from o
developing a funded pension pillar early. e o) e e s e >
«  For a number of emerging market economies such e o e ey e i U
as China, technological innovation is essential to ;
escaping the middle-income trap in the next twenty
years - pension reform can play a vital role in 2025
supporting stock market development, which in turn FEB

will be key for providing long-term equity financing
that is crucial for technological innovation.
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Pension fund investment trends

Global Pension Fund Assets

Global Pension Assets heading for $70tn

USS trillion

70% USA <5% non-OECD + China

70
60

EMDE pension funds can be large % GDP

50
40
30
20
10

Pension Fund Assets % GDP Non-OECD Coutries

140.0

120.0

100.0

0

80.0

TT0e/eT/TE
T20Z/CT/TE
020Z/CT/TE
6T0C/CT/TE
8T0C/CT/TE
LTOC/CT/TE
9T0Z/CT/TE
STOZ/CT/TE
YT0C/CT/TE
€T0C/CT/TE
ZT0Z/CT/TE
TT0Z/CT/TE
0TOZ/CT/TE
600¢/CT/TE
800¢/CT/TE
L00T/CT/TE
9002/2T/TE
S00Z/CT/T€E
¥00¢/CT/TE
€00¢/CT/TE
Z00Z/CT/TE
T00Z/CT/T€E

60.0
40.0

20.0

0.0

Source: OECD

uejsied
auesyn
elueqy
esAejepy
BI1q3S
ejo8uy
eweued
anbiquezoy
1dAS]

et auopu|

Official Use Only

(Jo2nqnday s a1doad) eulyd

elqez

eIg109D

eueAng

0220101

BIss Ny

eueyD

BIUB WY

euadIy

elUEWOoY

puejeyl

eluezue|

elpu|

amgequiz
aweung

epuesn

eAuay

IME[Ey

shpunep

elesing
elUoOpadely YioN
nJjad

a1|qnday uealuwoq
eauing map ended
(euyd) neaepy
uejsyyezey
SaAIplely

|'ze.q

Aenznin

OADSO)Y

edleLwer

BI1E0.)

08eqo] pue pepiur
JopeAles [3
(euy) Buoy BuoH
elen

euems}og

BIUY Yinos
alodeduig
elqiwen

U135 uajpan



Pension fund investment trends
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Pension fund investment trends

2022 Portfolio mix (average) for Top 20 funds

Figure 14. Unlisted infrastructure investments of top 20 LPFs, 2016-22

As percentage of total investments

7.0%
6.0%
9.0%

49.0% 22.8%

2020 Portfolio mix (average) for Top 20 funds 4.0%

3.0%

2.0%

1.0%

0.0%
2016 2017 2018 2019 2020 2021 2022

41.70% 22.70%

B Source: September 2023: Global top 300 pension funds — A Thinking Ahead Institute and Pensions & Investments joint study
. Equities . Bonds . Alternatives & Cash Note: Asset allocation for the National Social Security fund of China, for the Central Provident Fund of Singapore and for the Employees’ Provident Fund India was
not available
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Pension fund investment trends
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Pension fund investment trends

* Costs and fees key driver of investment
performance

 Comparisons difficult — 2019 I0PS survey
40-year charge ration range 15-25%
(<pension after fees)

* Compared with 2014 survey charges
declines in ~75% of countries

* 2/3 have cap on fees — most actual
charges below the cap (40% case close to/
at cap)

* Evidence that occupational DC / personal
plans linked to employment much more
cost effective than personal plans

IOPS Working Papers on Effective Pensions Supervision, No.32

2018 UPDATE ON IOPS WORK ON FEES AND

Centralized Partial
services centralization

Sweden Colombia

(PPM)

Denmark Poland

(ATP)

Bolivia Bulgaria
Kosovo Hungary
Pension

Trust
Mexico

New Zealand
Chile

Source: OECD
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Diversification Drives Investment Returns

rvet etorn Colombiae  Nethertands
& Ganada
Romania ,, . . . gm .
6 Portfolio Diversification vs. REAL Investment Returns,
2009-2015
4 ) o Iceland nited . .
oo B sw' Despalains, Remizova & Stewart (2017)
Slulienia ;pain A“i"ia
Estonia Italy
¢ Greece Thailand
Participation in Government Securities In the Pension Funds portfolios Evolution of the Weighted Average Maturity
.  Repibic -
0 Hepuhlic. Diversifit - - ) == Federal Government Public Debt
0 10 20 30 40 50 80 70 80 ” = Bu SIEFORES 4,846 days
o0
Source: authors’ calculations based OECD Global Pension Statistics #
-~ 2,841 days

Source: CONSAR

EKEE KPP RYD
N 2n <

Official Use Only



Balance Local Development + International Diversification

Development of Investment Abroad vs. Investment Limits

Chile + Peru
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Governance and Investment Returns are Linked
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Pension Fund Good Governance

In the ISSA framework there are 3 cross cutting —

impacting all outcomes:
. Strategic Planning — Guidelines 45-49 ISSA Guidelines:
*  Operational Risk Management — Guidelines 50- Good Governance
53
. Internal Audit of Operations — Guidelines 54-57 = "

. There are then six specific categories
. Actuarial Soundness — Guidelines 58-61 (which .
will deliver financial stability)
. Enforcing Prudent Person — Guidelines 62-70
(which will deliver sound investments)
. Prevention and Control of Corruption and Fraud,
and Service Standards for Members and
Beneficiaries Guidelines 71-75 (which deliver
Member Coverage, Contributions, Benefits and
Services); and S ——
. HR Policies and Investments in ICT — Guidelines
76-85 (which refer to Resources).

T CUIDELIMNES FOit FENSHN FUND GOVERKANCE
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Governance, Diversification, Investment Returns

>>>
Figure 4: Increasing Diversification of Canadian Pension Fund Asset Mix

Asset type as a share of total AUM (%)

7
"\ ONTARIO
Calsse de dépét et placement '
@ u Québec O LIRSS

100% 7 B - -

90% A -

501 - — Absolute Return

) Cormmodities /

70% 1 Natural Resources

60% l ® Infrastructure >

50% A Real Estate Table 1: Asset Allocation, end-2018 (or nearest available date

=01 B
40% A B Fixed Income
o0y 4 ®m Eguities
Year of establishment 1952 1992 1951

10% 1

0o Assets relative to GDP 2% 3% 56%

1985 1995 2005 2010 2015 Pre 1992 1996 2000 2005 2015 Coverage relative to emplogment 9% 12% 50%
Source: World Bank (2017), page 53.

Asset allocation

Government debt 79% 63% 28%
Non-government debt 8% 0% 22%
Deposits 9% 9% 6%
Equities 4% 27% 39%
Propertg, infrastructure and other 0% 1% 59
nvestments

Memo: foreign investment 0% 0% 21%

Source: Jackson and Inglis (2021), pages 2, 7 and 15.
Note: Assets relative to GDP in India are for March 2018. The asset allocation data for India and Indonesia are for the end of 2017. The government debt figure for Indonesia
includes non-government debt.



Investment Vehicle Choices also Depends on Governance Capacity

>>2

Figure 3: Investment Vehicle Choices depend on Governance capacity

Unlisted

Securities

Listen Securities:
Equity, Debt

Longer-dated
Short-dated Government Mutual Funds
Goverment Securities

Securities

Bank Deposits

Governance Strength Needed

Inflation Protection and Diversification

Source: Guven and others (2021), p. 73.
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Capital Market Instrument vs. Risk Profile

CORPORATE INSTRUMENTS

Bank deposit - Private debt Unlisted equity / PE
® ® ® ® ® ® ®
_ Corporate bonds Listed equity

HOUSING INSTRUMENTS

- Housing fund -
INFRASTRUCTURE INSTRUMENTS

Covered
bonds Project bonds

Infrastructure _
funds
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Investment Vehicle Choices also Depends on Governance Capacity

Development

Economic e

Objective

Provident Fund —

Investment Stages

Retirement
Security

s

Government Domestic

debt infrastructure
and state-
owned
enterprises
Focus on

eliminating
fraud, graft,
and theft

Direct Domestic
placement public
corporations markets
and real
estate

International "Mark-to- Lifecyle “Liability

investment market”
accounting

Governance Stages

Focus on
eliminating
self-dealing

and conflicts of
interest

Focus on
developing
general
investment
expertise

funds -driven”
strategy

Focus on
developing
specialized
investment
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Rethinking Capital Markets

Hybrid
approaches

Potential
bond
YEES

SME Direct
financing lending
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Potential Issuers

Potential bond
S

ICE Costa Rica 15t green bonds

National Brazil (BNDS)
development South Africa (DBSA)
banks

Bancamia Colombia

Kenya, Tanzania, and Zambia
Mortgage Nigeria (NMRC)

finance Armenia (NMC)
corporations Cagamas Malaysia

Infrastructure Malaysia
bonds Chile (monlines)

GBI Ccovered bonds/ sukuks

KNOWLEDGE @chinacnov
& RES EARCH s coerTvess o

b7l THE MALAYSIA DEVELOPMENT EXPERIENCE SERIES

Malaysia’s Domestic
Bond Market:
A Success Story

The Malaysian Journey
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Potential Structures

SGITEH TGS South Africa
/ REITS

InfraREITS India
TIMOs Uruguay
AN Namibia
LAC/ Peru
Infra debt Colombia
funds

FINANCE, COMPETITIVENESS & INNOVATION INSIGHT | LONG-TERM FINANCE

Direct Lending

Leveraging Pension Fund Investment
for Domestic Development:
Namibia’s Regulation 29 Approach

Home loans South Africa ("SAHL")

Malaysia Cagamas

|FC warehouse/ line of credit I » <« 1
recycling Indonesia i
Malawi For Pension Funds

Canadian /European pension funds
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SME Financing

WPS7160

3 Pouicy RiesearcH WorkinGg Paren 160
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-Bond issuances QX={V

by SM ES/ SME Exchanges in Emerging Market Economies
. A Stockaking of Development Practices

Bond issuances

by SME lenders

Ao

e

Ao

-
Public Disclosure Authorized

el iir 2] lei 7 SME securitization Korea / India,
SME loans Factoring funds Peru / Chile / China
Factoring platforms — Costa Rica

SME debt funds B¥.\e e Encen] Hon b E In Focus
MOBILIZE INSTITUTIONAL O\
INVESTORS FOR SME i;’lith
FINANCING IN EME otes fo)
SME covered  RIG :
bonds

Platforms Peru

@WORLD BANKGROUP
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Infrastructure Financing — Matching Supply and Demand
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How to Bridge the Gap?
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Example- Colombia
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Pension entities are combining their expertise and purchasing power

Co-Investment Options in Infrastructure

A GUIDE FOR INSTITUTIONAL INVESTORS

IIIIIIIIIIIIII ™ -

o /N ggmgm | ntermational ]
Australian (& = (TyHE= | Finance corporation
Aid i WORLD BANKGROUP

U frobrre B,
Al Programme Creating Markets, Creating Opportunities

International
IFC | Eereton
WORLD BANKGROUP

DEVELOPMENT
IMPACT OF MCPP

Since 2013, IFC's Managed Co-Lending Portfolio Program (MCPP) has mobilized more than

$16 billion from 17 partners. Clients reported that each year since 2014, they on average:™

[ Supported
and are held by

Generated over 8,248 GWh of electricity to
+5 MILLION CUSTOMERS

AL o

+ 2 MILLION
customers to phone lines PATIENTS

Reached

+207,000 FARMERS

Since 2015, IFC clients reported that they provided an average

of
+1 MILLION MICROFINANCE LOANS @
towomen-owned firms

*$8.5 BILLION OF LOANS'COMMITTED AS OF SERTEMBER 30, 2023

Pacific Islands X1

XN

ASSET OWNERS FORUM
South Africa

Convened by Batseta

< N\

Kenya Pension
Funds Investment”®
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