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Possible factor behind simultaneous rise in stocks and bonds
Bonds and stocks have been rising together mainly in the US. One possible factor behind
this could be the flows of investor groups managing portfolio investments. This is because
we suspect that it could be due to their profit taking due to higher stock prices as well as
bond purchases on the other side. In this report, we examine asset management at US
public pension funds (investor groups managing portfolio investments) represented by
entities such as CalPERS.
According to Public Plans Data (hereinafter referred to as PPD), there are 299 US public
pension funds. In 2020, assets under management amounted to $4.5tn, slightly more than
double the assets managed by the Government Pension Investment Fund of Japan. The
asset mix in that year was as follows: equities 46.2%, bonds 23.5%, private equity 9.3%, and
real estate 8.7% (left-hand chart below). We point out that the ratio of equities has declined
over the past 20 years in contrast to an uptrend in the ultra-long term. The asset mix has not
changed greatly over the past five years (right-hand chart below).
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Considering the past price trends of each asset, we presume the assets were rebalanced.
Looking at data over the past five years since FY161, the percentage change of asset price
indices was largely consistent with rebalancing during FY16-18. In FY19, US public
pension funds bought bonds, despite the fact that the percentage change of bonds was
higher than that of stocks. However, we need to consider the rise in private equity this
year, which cannot be measured using indices2. In FY20, it was difficult to analyze data at
the end of the fiscal year because of high volatility from the previous fiscal year.
This data was only updated until FY20. However, we presume that bonds were rebalanced
more than usual in FY21 because the price of equities and real estate advanced sharply.
Based on our assumption that rebalancing occurred at the end of the fiscal year, we
estimate that the rebalancing flow to bonds was about $200bn3 (chart below).
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Note: MSCI ACWI Index was used for equities, Bloomberg Global Aggregate Index for
bonds, and NCREIF Property Index for real estate.
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Source: PPD, Bloomberg; compiled by Daiwa Securities.
Notes: 1) We presume that positive values indicate purchases of stocks and bonds,
respectively.
2) Estimated values are calculated by multiplying amounts for stocks and bonds in
previous fiscal year by their respective percentage change. We presume that actual
trading is based on more detailed flows.
3) Due to insufficient data, we were unable to analyze all funds. We analyzed 77% of
funds on a market cap basis (n=152), with figures for the remaining funds being
estimated from derived figures.

We also consider another possible reason for bond purchases by public pension funds
from the standpoint of assets and liabilities (future payments to pension fund members 4).
Although liabilities have been larger than assets, the funded ratio improved moderately
towards FY20, hitting a bottom in FY16. For reference, we estimate that this ratio improved
in FY21 due to a sharp rise in asset prices (left-hand chart on next page).
Of the 144 funds that can be analyzed by the funded ratio, only five funds posted a ratio of
more than 1 as of end-FY20. However, when the percentage change of each index is
applied, the number of funds with a funded ratio of more than 1 increased to 15 in FY21
(right-hand chart on next page). The improvement in the ratio may give pension funds an
incentive for a conservative asset management stance in terms of risk-taking. If so, they
are likely to raise the target ratio for bonds in their asset allocations. In fact, the bond
allocation ratio rose slightly from 22.8% in 2016 to 23.5% in 2020.
Besides public pension funds, we presume that investor groups such as defined-benefit
corporate pension funds and investment trusts also manage portfolio investments. It can
be said that these groups are also currently selling equities and buying bonds via
rebalancing.
Given the ongoing low market volatility despite the fact that the Jackson Hole conference
implied tapering within the year, we forecast that the market will continue to post ‘acrossthe-board purchases’—higher prices of stocks and bonds—for the time being. Meanwhile,
1

The end of the fiscal (accounting) year (FY) differs depending on the fund. For about half the funds in the data published by PPD, the FY-end
is end-Jun. In the analysis for this report, end-Jun is regarded as the end of the FY, and data for funds whose FY-end month is not Jun is
adjusted based on asset prices.
2 During Jul 2018-Jun 2019, many unicorn firms listed on the market, including Lyft, ZOOM, and Uber. It could be that the higher stock prices of
these firms contributed to bond purchases via a surge in private equity that cannot be measured using indices.
3 After subtracting members’ pension premiums and benefits to members, excess payment amounted to $102.0bn. We calculated FY21
figures, assuming that excess payment was the same amount as in FY20.
4
Unlike in corporate accounting, the present value of liabilities was calculated after discounting pensions that should be paid in the future by the
projected rate of interest. According to PPD, even in FY19, the projected rate of interest was 7.18%, confirming a downtrend from 8.07% in
FY00.
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as a risk scenario, we should note the possibility that the selling of bonds could be
triggered by a drop in the price of assets other than bonds.
Histogram of Funded Ratio at 144 Targeted Funds

Trends of Funded Ratio at 144 Targeted Funds
($ bn)
6,000

0.77
0.76

5,000
0.75
4,000

0.74
0.73

3,000

0.72
2,000

0.71
0.7

1,000
0.69
0

0.68

FY15

FY16

FY17

Assets

Liabilities

Source: Bloomberg; compiled by Daiwa Securities.
*Forecasts.

FY18

FY20

FY21*

Funded ratio (right)

Source: PPD, Bloomberg; compiled by Daiwa Securities.
Note: Pink bars indicate ratio of below 1, while dark blue bars show ratio of more than 1.
*Forecasts.

-3-

IMPORTANT
This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be
made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the
content of this report, which may not be redistributed or otherwise transmitted without prior consent.
Ratings
Issues are rated 1, 2, 3, 4, or 5 as follows:
1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months.
2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months.
3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months.
4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months.
5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months.
Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for
Taiwan, and S&P/ASX 200 for Australia.
Target Prices
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment.
Disclosures related to Daiwa Securities
Please refer to https://lzone.daiwa.co.jp/l-zone/disclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities held by
Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other disclosures
concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa Securities.
Explanatory Document of Unregistered Credit Ratings
This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:
https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law
(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the
following items.
 In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with
you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of
your securities, if you are a non-resident.
 For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand
with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.
 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest
rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could
exceed the amount of the collateral or margin requirements.
 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.
 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as
certified public accountants.
* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current
market conditions and the content of each transaction etc.
** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company
and you based on current market conditions and the content of each transaction etc.
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take
responsibility for your own decisions regarding the signing of the agreement with our company.
Corporate Name: Daiwa Securities Co. Ltd.
Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108
Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
Instruments Firms Association

