
�Resolution 2829 is a regulation that sets the guidelines for
investing the assets held by private pension funds.

� It is split into 3 chapters, 72 articles and 2 apendices.

�The comments made will focus mainly on defined benefit plans.

�Because they are the most common in Brazil and around the
world.

�Because what is most common around the world is for the
fund beneficiary to choose the allocation of the assets in
defined contribution plans.

Considerations about defined contribution plans

�USA – 401(K) Plan – the chance to choose the allocation and in
many cases the manager.

�UK – investment options with pre-defined allocation; e.g. 100%
fixed income or 20% fixed income and 80% equities.

Introduction



Introduction

� Chile – compulsory; expected return on a plan tends towards the
average of the returns on them all. The beneficiary chooses the
allocation.

� Brazil – Concern with defined contribution plans, which do not
allow any right of choice.

�The beneficiaries receive the same allocation independent of the
individual’s risk profile and, most importantly, the time left
before they retire.

Why resolution 2829 is important

� It is the best, most up-to-date and most complex ever published in
the country.



Key Points In Resolution 2829 – New Concepts

Asset-Liability Matching

� Asset-Liability Matching is used in all countries which have a mature

pension industry, particularly the USA, the UK, the Netherlands and

Canada .

� This technique is only just starting to be developed in Brazil, so is not yet

widely used. The recurrent high inflation in the country hammered the

currency and made it difficult to create efficient matching models.

� The high real interest rates paid by short term Federal Government bonds

helped the life of the fiduciaries.

� Resolution 2829 and the fall in interest rates will change this picture.



Key Points In Resolution 2829 – New Concepts

Investment Policy

� The concepts that guide the definition of an investment policy in
Resolution 2829 are among the most up-to-date in use in the
industry worldwide.

� Centralizing the allocation decision was a practice that was always
looked down on in Brazil by small and mid-sized pension funds.

�delegated allocation.

�lack of correlation to liabilities.

�impossibility of controlling own risk.

� Allocation is the overriding factor for long term return.



DECISIVE FACTORS FOR THE PERFORMANCE OF A PORTFOLIO

Investment Policy

Key Points In Resolution 2829 – New Concepts
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�  In the same way that the UK changed – since 1995, British pension law has
required there to be regular preparation and review of the investment policy for a
plan – so Brazil will also change with this Resolution.
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Key Points In Resolution 2829 – New Concepts

Designating the Manager

� In line with best practices.

� The 1995 British pension law also imposes specific obligations on
pension plan fiduciaries.

� Resolution 4206 sets fines ranging between R$ 2 thousand and R$
1 million for individuals in the fund administrator. In effect, this
forces the pension fund to take out insurance.

Custodian

� In best practices, all pension fund assets are held under custody,
and the asset administrator/manager is not the same as the
custodian.



Key Points In Resolution 2829 – New Concepts

Control and Risk Assessment

� This is the first time that risk control and evaluation have been
emphasized in such a way in Brazilian legislation.

� It is in agreement with the best practices of the pension industry.

Day Trading

� No rule exists anywhere in the world.

� Banning day-trading could harm pension fund management and
would be very difficult to enforce in practice.



Key Points In Resolution 2829 - Limits
On Investments

PENSION FUND ALLOCATION IN DIFFERENT SEGMENTS
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Key Points In Resolution 2829 - Limits
On Investments

Distinction between Defined Benefit and Defined Contribution Plans

� Exposure to higher risk assets is allowed on a larger scale for
defined contribution pension plans, which tend to be defined
individually by each of the plan’s beneficiaries, and on a smaller
scale for defined benefit plans, which are managed by
professionals in the financial services industry.

� In more developed countries, when a defined benefit plan has a
deficit and thus needs to improve its return, the fiduciary reacts
naturally, raising the exposure to risk in their investment policy.

� In the United States, which has the largest market for defined
contribution plans, one of the concerns of the regulatory
agencies is the fact that these plans invest a little more in stocks
than defined benefit plans.



Key Points In Resolution 2829 - Limits
On Investments

Treatment of Investment Funds (Opening Portfolios)

� The Resolution states that, for legal effects, the assets in
investment funds whose shares have been acquired by a pension
fund must be consolidated with the other assets held.

� When pension funds acquire shares of open-ended funds, they do
so because they view that shares as an asset, and studying the
historical behavior of this share/asset has led them to identify an
attractive risk/return ratio unlike that offered by the other assets
available on the market; this is why, when included in their
portfolio, its effect will be to reduce the overall risk of the portfolio.



Derivatives/Leverage

� It is forbidden to invest in funds whose activities on the
derivatives market imply a leverage greater than once their
respective net equity.

� In the case of an open-end mutual fund, we highlight what has
already been mentioned as regards listed funds, i.e. that it is
the aim of pension funds, when they acquire shares of a mutual
fund, to hold an asset that can improve returns, with behavior
that is different from the other assets, otherwise they could
acquire the assets directly for their portfolios.

Key Points In Resolution 2829 - Limits
On Investments



Key Points In Resolution 2829 - Limits
On Investments

Fixed Income

� Asset classification by credit risk.

�It is mandatory for a risk classification agency operating in the
country to make an evaluation to characterize the assets as low
credit risk, with the exception of federal government bonds.

� Limits set per issuer and per issue, except, once again, for federal
government bonds, and “the prior existence of control procedures
and procedures for assessing market risk other risks inherent in
operations involving derivatives is mandatory“.



Development of Allocation in Fixed Income by Brazilian Pension Funds 
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Key Points In Resolution 2829 - Limits
On Investments



� For defined benefit plans, the limit on exposure to equities is lower than in
previous resolutions. This reduction runs counter to what is happening
everywhere else in the world, where exposure to equities is rising, as can be
seen in the graphic below.

Key Points In Resolution 2829 - Limits
On Investments
Equities
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Key Points In Resolution 2829 - Limits
On Investments

Equities

� The limit on equities has been cut significantly as the corporate
governance of the companies that issue the stock worsens.

� The limits on exposure to shares available this way are unprecedented in
the global pension industry. They seem to seek to encourage Brazilian
firms to adopt good governance practices, opening more space in the
pension fund portfolios, rather than really regulating their exposure to
stocks.

� Of the 436 companies whose stock is listed on the Bovespa, two have been
allowed to be traded according to the new market; none is classified
according to level 2 and only 22 are classified as level 1.

� The share indexes that are normally used as benchmarks for portfolios of
traded stocks, defined in Resolution 2829 (IBOVESPA, IBX, FGV – 100) as
the only ones that can be accepted as a parameter for charging
performance fees, do not include any concept of good governance
practices in their calculation formula.



� Private Equity

� The limits seem to be very broad compared to those set in
other countries.

� In the United States, if we take the 1000 largest plans of each
type, the defined benefit plans ended 2000 with 3.4% of their
assets invested in private equity, while the defined
contribution plans had no investments in this segment.

Key Points In Resolution 2829 - Limits
On Investments

Equities



Key Points In Resolution 2829 - Limits
On Investments
Equities
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� A reduction in investments in real estate was already present in
previous resolutions, and has been put into practice, as can be seen in
the graphic shown on the next page.

� In December 2001, the percentage of pension fund assets invested in
real estate was an average of 6.8%, already below the limit proposed of
8% starting in 2009.

� In other countries, pension fund investments in real estate are on
average lower than 6%. The exceptions are Italy, with 45% of assets
invested in this area, Switzerland with 16% and Norway with 14%.

� Unlike what happens in Brazil, where pension funds invest in large-
scale property developments, the pension funds in the USA, UK and
Canada invest in small real estate businesses, which makes it easy for
them to leave one business and join another.

Key Points In Resolution 2829 - Limits
On Investments
Real Estate
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   Foreign Investments

� Investing assets abroad is forbidden.

� This will be on the agenda for discussion in coming years, as it
could bring a huge number of new assets and options, contributing
to improve the diversification of the portfolios, though also bringing
unknown risks to Brazilian fiduciaries.

� In most countries whose legislation imposes limits on investments
by pension funds, foreign investments are only allowed when the
volume of assets compared to the GDP is already very high.

Key Points In Resolution 2829 - Limits
On Investments



�The Dutch pension fund, ABP, is the largest in Europe and second largest in
the world, with assets of around US$ 150 billion.

�The following steps are taken in the management of the fund’s assets :

�asset-liability matching;

�defining an investment policy;

�strategic allocation (macro definition based on type of asset, countries to
receive investments, currency hedges, duration, etc.);

� tactical allocation (allocation defined in more detail and portfolio terms
decided);

�selection of managers (which may be inside or outside the fund);

� risk control (ABP defines three basic types of risk: market risk, credit risk
and operational risk);

�monitoring and control (portfolio valuation, accounting, checking and
analysis of risk and return, individual evaluation of each portfolio and
group of portfolios, control of deviation from established investment
policy).

How Europe’s Largest Pension Fund Manages Its
Assets



� In 2000, ABP’s assets were allocated as follows:

� Fixed Income – Europe: 25 %

� Fixed Income – United States: 15%

� Shares – Europe: 21%

� Shares – International: 20%

� Real Estate: 8%

� Structured Products: 9%

� Other: 2%

� The legal framework of Resolution 2829 allows Brazilian pension funds to
utilize an investment process similar to that of ABP.

� In allocation, however, this similarity is not possible because foreign
investments are forbidden.

How Europe’s Largest Pension Fund Manages Its
Assets
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Pension Fund Asset Allocation In Different
Countries



Around the world, pension fund asset

allocation has been a reaction not only to

investment limits, but also to the accounting

standards adopted to evaluate the assets and

liabilities, and the way a plan is treated

whenever there is a deficit.

Pension Fund Asset Allocation In Different
Countries



Allocation Of British And Dutch Pension Funds
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UK

• Established asset economic value

• Established liability economic value

• Deficit must be covered in 1 to 5 years

Netherlands
• For assets, shares have their market
value while bonds their book value
•Liabilities discounted at 4% independent
of the market
•Defict must be covered immediately

“The combination of British accounting standards give pension plans
a greater capacity to take risks”
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