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SURVEY OF INVESTMENT REGULATION OF PENSION FUNDS

OECD Secretariat



Methodological issues

The information collected concerns all forms of quantitative portfolio restrictions applied to pension funds
in OECD countries at different legal levels (law, regulation, normative, etc). Pension funds are independent
legal entities that are established and managed mainly for the purpose of providing retirement and other
old-age benefits (such as disability, health benefits) to the members of a pension plan. Pension funds as
defined in this form exist in all countries except Greece, the Slovak Republic, and Turkey.

Two classifications of pension funds are relevant from the perspective of investment regulation, which are
further discussed in the document DAFFE/AS/PEN/WD(2000)12/ADD1/REV1. The first is between
closed and open pension funds, a classification that was developed under the taxonomy exercise during the
December 1999 meeting (see DAFFE/AS/PEN/WD(99)15). The main difference is that a closed pension
funds supports a retirement plan restricted to specific paﬁicipants (e.g. employees from a specific
company, industry, or government agency) while an open pension fund supports retirement plans that do
not have membership restrictions.

The second classification is between pension funds that support mandatory pension plans and those that
support voluntary pension plans. Compulsion may apply to both employees and employers. In some
countries, for example, employers are required to provide pension plans funded via a closed pension fund
or an insurance contract (e.g. Switzerland), while in others they can also channel their contributions
through an open pension fund (e.g. Australia). Employees are required to contribute to these pension
plans. In other countries, employees are required to contribute only to open pension funds, managed by
financial intermediaries (e.g. Mexico and Poland), or to either closed or open funds (e.g. Hungary).

In most countries, closed and open pension funds are subject to the same investment regulations. However,
in Hungary mandatory pension funds are subject to more stringent regulations than the voluntary funds. In
Mexico, different regulatory regimes exist for closed and open funds, but little information is available on
the closed funds. Finally, in Poland, the open pension funds operate in the mandatory pension system,
while the closed (employee) pension funds collect only voluntary contributions. Therefore, the investment
regulation of the latter contains fewer restrictions.

Main findings

Table 2 contains a summarised description of all the quantitative restrictions applied to pension fund
investment portfolios in OECD countries. Some form of quantitative regulation is applied in all member
countries. By far the most common ones are regulations intended to limit conflicts of interest between plan
members and pension fund managers. In all countries except Japan, pension funds are subject to self-
investment limits, the ceiling ranging from 25% in Finland and Switzerland to 0% in Denmark.

Many OECD countries also limit investment in a single issue or in securities from the same issuer. The
limit is usually set at around 10% of the fund, though in some countries it is higher (e.g. Italy at 15%).

About half of OECD countries where pension funds exist also place limits by asset type (see Table 1). The
most common are limits in equities and foreign securities. Equity limits are applied by sixteen of the
twenty-seven OECD countries with pension funds. These limits range from 65% in Belgium to 0% in
Mexico. Table 1 lists the countries and limits in equities. Some countries also place tighter restrictions on
investment in unquoted shares. This is the case in Belgium, France, and Finland.



Eleven OECD countries place no limits on investment in equities. These countries are Australia, Canada,
Ireland, Italy, Japan, Luxembourg, the Netherlands, New Zealand, Spain, the United Kingdom, and
the United States.

Countries that limit investment in equities tend also to restrict investment in other asset categories, such as
property. The ceilings range from 50% in Switzerland to 0% for Hungarian and Mexican mandatory
pension funds. In general, the limit for direct investment in property is lower than that for equities. The
only two exceptions are Finland and Switzerland, where pension funds are allowed to invest a greater
percentage of their asset in real estate than in stocks.

Various countries also limit loans by pension funds, such as mortgage loans (Austria, Belgium, Czech
Republic, France, Finland, Germany, Hungary, Mexico, Poland, and Portugal). The limit ranges from
70% in Finland to 0% in the countries with open funds (Czech Republic, Hungary, Mexico, and
Poland).

Investment limits in other domestic assets such as bonds and bank deposits are much less extended. Limits
on corporate and mortgage bonds are imposed only in Germany, Hungary, Mexico, and Portugal. A few
countries also place limits on investment in liquid assets, such as deposits (Germany, Italy, Portugal, and
Spain).

While no OECD countries impose ceiling in investment in government bonds, four countries apply floors.
In Austria pension funds are required to invest at least 35% of their assets in mortgage bonds, government
bonds, and Euro denominated debentures. French pension funds must invest a minimum of 50% in EU
government bonds. In Denmark, pension funds must invest a minimum of 60% of their portfolio in
domestic debt. Finally, in Mexico, pension funds must invest at least 51% of the funds’ assets in inflation-
linked or inflation protected securities and at least 65% in securities that either have a maturity shorter than
183 days or have floating rate notes whose rate is revised in less than 183 days.

Some countries also impose limits on ownership concentration, that is on the portion of a company’s
capital that pension funds can own. The ceiling ranges from 30% in Canada to 5% in Spain and Sweden.

Finally, some countries restrict investment in foreign securities, either through direct ceilings or via
currency matching rules. The latter are present in Denmark, Finland, Germany, and Portugal, where
pension funds are required to cover at least 80% of their liabilities with assets in the same currency and
Italy, where the minimum level is 33%.

Direct limits on foreign securities exist in some countries, ranging from 65% in Belgium to 0% in Mexico.
Most countries that limit investment in OECD countries impose even tighter limits on investment in
securities from non-OECD countries. In fact, only a few countries permit investment in non-OECD
securities, including Australia (no limit), Canada (30% limit), Hungary (9% for mandatory pension
funds, 6% for voluntary pension funds, investment in non-OECD equity not permitted), Ireland, Italy
(5%), Netherlands (no limit), New Zealand (no limit), Norway (no limit), Portugal (20% limit), the
United Kingdom (no limit), and the United States (no limit).
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