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German Alternative Investor Landscape
Pension plans, Pension funds & CTAs

‘ BNAersiﬁcaﬁon matters.



Introduction

At the end of last year, the BAI Investor Survey 2021 was published and received wide attention. This publi-
cation is part of a sequence of detailed carve-outs about different investor types in the German Alternative In-
vestor Landscape — with a clear view on the occupational pension provision: “Pensionskassen” — from now on
referred to as pension plans, “Pensionsfonds” — from now on referred as pension funds and Contractual Trust
Arrangements — from now on CTAs

In times of demographic change and an increasingly aging society, the statutory pension system in Germany
is coming under pressure. Against this background and the low-interest-rate environment posing a challenge
in meeting pension obligations, occupational pension provision is more and more essential. We show that with
an allocation of 22.9%, pension plans, pension funds & CTAs are slightly above-average rates compared to all
institutional investors in Germany investing in Al. Due to supply bottlenecks and commaodity price increases,
we experienced rising inflation. The Russian invasion and ongoing war in Ukraine lead to further increases
in energy prices. We are currently experiencing a dramatically changing macroeconomic environment with
uncertain economic development and high inflation forcing central banks worldwide to react. It is of enormous
social importance to understand how the situation affects the occupational pension sector in Germany. This
requires a report on the status quo of Al in the field. We, with this, provide such a status report — showing
which alternative asset classes investors in the area are investing in, how their strategic asset allocation looks
like and is going to change, for which reasons they have been investing so far, and which challenges have
been perceived. The data shows where there is potential to catch up compared to Germany‘s average insti-
tutional investor landscape and where the sector is already ahead. This is always against the background
of the study’s retrospective nature and the fact that the data may be undergoing changes at the moment.

In addition, we take a look at the area of ESG among investors in the field and what role impact investing
already plays. Also, using data from EIOPA, we show that while Germany has the second biggest market
for occupational retirement provision in the EU, there is significant potential to catch up in Al in this field.
Only regarding Private Equity Funds, German occupational pension provision has an above-average all-
ocation in European comparison, lagging behind in Real Estate, Infrastructure, and Other Alternatives.
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Structure and representation of the pension plans, pension funds & CTAs
In this report, we take a closer look at allocation. We are going to answer the following questions ab-
out how German pension plans, pension funds, and CTAs are invested in alternative asset classes:

1. Why do pension plans, pension funds & CTAs invest in Al?

2. Which alternative asset classes do pension plans/ pension funds & CTAs invest in?

3. Which alternative asset classes show increases or decreases in the number of invested pension plans,

pension funds & CTAs?

4. To what extent are pension plans, pension funds & CTAs invested in Al, and what are strategic asset
allocations?

. What are the main challenges for pension plans, pension funds & CTAs in Al?

. How do pension schemes build exposure to alternatives?

. What role does ESG play for pension plans, pension funds & CTAs?

. Which ESG strategies do pension plans, pension funds & CTAs use?

© 0 N O O,

. How does occupational pension provision in Germany compare to the rest of Europe concerning Al?

In many cases, occupational pension provision in Germany is financed through pension plans; and pension

funds. They are classified as ,institutions for occupational retirement provision* (IORPs) for regulatory purposes.

Furthermore, there is the model of a so-called pension trust or CTA, which makes it possible to separate
pension obligations from the balance sheet. In contrast to pension plans and pension funds, they are not
subject to supervision or control by the insurance supervisory authority. In the following, we use the abbre-
viation IORP (pension plans and pension funds) & CTA for the three ways of occupational pension provision.

Pension plans, pension funds & CTAs together are the second largest investor group in the BAI in-
vestor survey 2021, only behind insurance companies, with 30%, 31 out of 104 investors partici-
pating. Our survey covers an estimate of around 45 % of the total assets under management pen-
sion plans and pension funds in German, according to Bafin data. For CTAs, there are no data
available. However, we have an estimated high coverage of the entire CTA landscape in Germany.

The IORPs & CTAs surveyed have an estimated average of around EUR 7 billion in Assets under Ma-
nagement (AuM). However, the distribution is uneven, and the median lies below EUR 5 billion AuM.
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1. Why do pension plans, pension funds & CTAs invest in Al?

According to our data, pension plans, pension funds, and CTAs invest in Al for multiple rea-
sons. But primary motivations are a good risk-return ratio and the possibility of using Al for portfo-
lio diversification (both more than 80%). Besides that, a central motivation is that Al assets provide il-
liquidity and complexity premia - significant drivers basing return for their occupational pension provision.
The low-interest-rate environment, which poses a challenge in meeting pension obligations, was fre-
quently named a reason for Al investments (51%) — while the inflation hedge did not play a role
yet. A fact that might change from this year on due to the changing macroeconomic environment.

Good risk-return ratio
90,0%

80,0%,

Illiquidity premium Portfolio diversification

Inflation hedge Complexity premium

Low interest rate environment Stable, regular returns

Attractive substitute to bonds

Figure 1: Main reasons for Pension plans, Pension funds & CTA to invest in Al

2. Which alternative asset classes do pension plans/ pension funds & CTAs invest in?
Our data shows that in occupational pension provision, participation rates’ are significantly higher in liquid
alternatives and hedge funds than the average of institutional investors in Germany; the difference is as much
as 15 percentage points for hedge funds and 10 for liquid alternatives. Real estate equity also shows sig-
nificantly more investors invested than the cross-section of the institutional investor landscape in Germany.
Concerning all other asset classes, they still have to catch up compared to their peers. Thus it can be said that
the more traditional asset classes among Al are dominant. Real estate has a long tradition as an anchor of
stability in pension plans’ and pension funds’ portfolios and was not necessarily perceived as Al for a long time.

1 Share of all investors invested in the respective asset classes

Alternative Investor Landscape - Pension plans, Pension funds & CTAs 3




Crypto Assets / Token

Commodities

Other real assets (aircraft, farmland, etc.)

Credit Specialties (ILS, Trade Finance etc.)

Real Estate - Debt

Real Estate - Equity

Infrastructure - Debt

Infrastructure - Equity

Corporate Private Debt

Corporate Private Equity

Liquid Alternatives (UCITS)

ll"lll‘m.

Hedgefonds

0,

o

% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0% 70,0% 80,0% 90,0%

W average investor W Pension schemes/Pension funds/CTA

Figure 2: Participation rates

3. Which alternative asset classes show increases or decreases in the number of inves-
ted pension plans, pension funds & CTAs?

German institutional investors from the occupational pension sector converge towards other investor ty-
pes regarding their investment in Al: Thus, they plan to exit those asset classes in which an above-aver-
age share is invested — Hedge funds and Liquid Alternatives (Figure 3). With this emerging turn away
from Liquid Alternatives and Hedge Fund strategies, they follow a trend observed among many inves-
tor types. However, we argue this might have been caused by the macroeconomic environment with
low-interest rates and low inflation. The upcoming stormy times with rising inflation and interest rates,
possibly causing difficulties for traditional asset classes, such as equities and bonds, as well as high vo-
latility, will seed the necessity to hedge unexpected risks. Therefore, from our perception, Liquid Alter-

natives and Hedge Funds are a valuable additional source of return in this macroeconomic environment.

The asset class that most investors claim they want to leave are commodities. However, the conditions have
fundamentally changed since the survey. Against the backdrop of rising inflation and the Russian war of aggres-
sion in Ukraine, we are experiencing an enormous increase in commodity prices. Regarding whether the high
inflation rates in the euro area and the USA are a temporary phenomenon, more and more voices assume a lon-

ger-lasting higher level of inflation. In this case, analysts are forecasting a sustained boom in commaodity prices.

Alternative Investor Landscape - Pension plans, Pension funds & CTAs 4



It remains to be seen whether this changed environment will also influence the strategic orientation of investors.
For Real Estate Equity, the number of invested IORPs & CTAs is expected to stay constant, possibly due to
the already very high participation rate. Driving the catch-up process compared to other types of institutional
investors, other asset classes show increasing expected participation rates — with the highest dynamics in
Corporate Private Debt.
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Figure 3: Proportion of Pension plans, Pension funds & CTAs that have exited or plan to enter the asset class

4. To what extent are pension plans, pension funds & CTAs invested in Al, and what are
strategic asset allocations?

Current asset allocations show that Al already plays a crucial role in IORPs & CTAs’ portfolios. The ave-
rage allocation in Al is 22.9%, slightly above the average of all institutional investor types in Germa-
ny. However, so far, this is mainly driven by the comparatively very high allocations in Real Estate
Equity. Nevertheless, we can see a significant dynamic with an expected increase of Al in SAA of 2.5 per-
centage points in total — more than the average of German institutional investors. While investors in the
occupational pension provision sector plan to decrease their allocation in Real Estate Equity, an increa-
se in asset allocation is planned for all other major asset classes. The most significant planned increa-
se in allocation in absolute terms of 1.4 percentage points is emerging in Infrastructure Equity (Figure 4).
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Figure 4: Approximate current allocation and SAA of Pension plans, Pension funds & CTAs
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5. What are the main challenges for pension plans, pension funds & CTAs in Al?

Pension plans/ pension funds and CTAs see very similar challenges regarding Al (regarding the essential
illiquid assets classes) compared to the average of all German institutional investors surveyed: The issue
of dry powder is seen as the biggest challenge in the upcoming years (40 %), which is not surprising given
historic highs of dry powder in the Al sector. “Exit environment”, “Performance” and “Regulation” follow with
around 24% each. Compared to other investor types — such as insurance companies — the occupational pen-
sion provision sector seems to struggle less with regulation. The survey answers were given at the end of

2021, so it remains to be seen how the emerging changed macroeconomic environment will affect challenges.

Dry Powder
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Figure 5: Main challenges in the coming years (in the asset classes Corporate Private Equity, Corporate Private Debt, Infrastructure Equity, Infrastructure Debt, Real Estate Equity, and Real Estate Debt)
A more detailed analysis of challenges for investors shows they are significantly dependent on the asset class.
While Dry Powder is an issue for 65% of the invested pension plans/ pension funds/ CTAs in Corporate Private
Equity, this is only the case for 19% in Real Estate Equity.

On the other hand, while regulation is named a challenge in Infrastructure Equity and Infrastructu-
re Debt from 47% and 56%, respectively, this is significantly less the case for all other asset classes.
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Figure 6: Main challenges in the coming years by asset class
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6. How do pension schemes build exposure to alternatives?

How they invest in Al is dependent on the asset class. However, for each asset class, single funds
are used primarily, with shares between 33% in the case of Hedge Funds and 71% in Corporate Private
Debt. Also, the Fund of Funds plays a crucial role as an investment vehicle. Therefore, due to their com-
paratively smaller size, pension plans/ pension funds and CTAs invest still less diversely than other insti-
tutional investors, for example, insurances (c.f. the BAI publication German Alternative Investor Land-
scape — Insurance Companies?). Only for Real Estate Equity, where Fund of Funds do not play a role, a
significant share of investors uses other vehicles — 31% direct investments and 19% single investments.

Real Estate - Debt
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Infrastructure - Debt
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Corporate Private Debt

Corporate Private Equity
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Figure 7: Investment vehicles in Al for Pension plans, Pension funds & CTA

7. What role does ESG play for pension plans, pension funds & CTAs?

The topic of ESG also plays a central role in occupational pension provision. In rela-
tion to the average of all German institutional investors surveyed, pension plans, pen-
sion funds, and CTAs pursue an ESG strategy significantly more often (76%) ( Figure 8).

S I
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Figure 8: Proportion of those Pension plans, Pension funds & CTAs. pursuing a targeted ESG strategy

2 https://www.bvai.de/fileadmin/Veroeffentlichungen/BAI_Publikationen/BAl_Investor_Survey/German_Alternative_Investor_Landscape_NEU_17_03_14_54.pdf
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The main reason to invest in ESG compliant Al is avoidance of reputational risks with 79%. But 63% of the
surveyed investors claim to have an intrinsic interest. The same share has recognized the importance of
ESG in risk management regarding investment risk — a factor that has received little attention so far in gene-
ral. Despite the increasing regulation in the area of ESG — for example, pension funds in Germany are sup-
posed to make sustainability risks transparent within the framework of the (European) Sustainable Finance
Disclosure Regulation — regulation is only a secondary motivation for ESG among pension funds (Figure 9).

Avoidance of reputational risks
Intrinsic interest (mission statement)
Risk management (investment risks)
Expectations of our clients / members
Regulatory requirements
Expectations of our shareholders
Higher risk-adjusted return

Marketing aspects (good conscience)

Media pressure

0,0% 10,0% 20,0% 30,0% 40,0% 50,0% 60,0% 70,0% 80,0% 90,0%

Figure 9: Reasons to invest in ESG-compliant Al for Pension plans, Pension funds & CTAs

The majority names environmental issues as the most significant ESG-risk factor (the E of ESG), with a small
margin ahead of governance risks (G) and social risks (S) (Figure 10). Similar to pension schemes (c.f. Alter-
native Investor Landscape — Pension schemes), they are not as exposed to media and are dependent on mar-
keting to focus more on members’ interests than other institutional types of investors.

Climate change-related transition risks (e.g. due to regulatory or
technological changes)

Climate change-related physical risks (e.g. forest fires, floods,
severe weather)

Social risks (e.g. employee protection, health protection)

Governance risks (e.g. corruption, tax issues)

Environmental risks in general (e.g. pollution
prevention/reduction)
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Figure 10: Proportion of Pension plans, Pension funds & CTAs citing factor as a most considerable ESG risk
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8. Which ESG strategies do pension plans, pension funds & CTAs use?

The statement to pursue an ESG strategy is one thing, but the interesting question is that of the con-
crete implementation. As ESG strategy, most interviewed investors name the attempt to integ-
rate ESG aspects into investment decisions using indicators (74%), followed by exclusion crite-
ria for non-ESG-compliant assets (68%). Almost half of the investors are already operating impact
investment — significantly more than the average of German institutional investors (37%) (Figure 11).

Exclusion criteria
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Figure 11: ESG strategies among Pension plans, Pension funds &CTAs

9. How does occupational pension provision in Germany compare to the rest of Europe
concerning Al?

For Occupational Retirement Provision (IORPs), which are pension plans and pension funds in Germany,
international data exists, making it possible to compare the sector in Germany to the one in other European
countries. EIOPA — the European Insurance and Occupational Pensions Authority — publishes data on occu-
pational pension provision in a European comparison®. In terms of volume, Germany ranks second in the EU,
with 10.8% of the capital stock. Per inhabitant, this corresponds to only about EUR 2,800. The Netherlands
is the undisputed leader here, with a share of 73.8% of the EU capital stock and EUR 91,000 per inhabitant.
Even if Germany is still in the upper midfield in a European comparison, the example of the neig-
hbouring country shows what potential is still there is in occupational pension provision.

3 https://www.eiopa.europa.eu/tools-and-data/statistics-and-risk-analysis/occupational-pensions-statistics_en
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Figure 12: Assets in European Institutions for Occupational Retirement Provision by EU Member State

The data show that Germany‘s allocations to alternative investments in occupational pension provision
have to converge with other European countries. Under the category of Collective Investment Underta-
kings, EIOPA lists the allocation in Alternative Assets — Real Estate Funds, Private Equity Funds, Infras-
tructure Funds, and Alternative Funds. The latter is defined as “collective investment undertakings whose
investment strategies include hedging, event-driven, fixed income directional and relative value, managed
futures, commodities, etc.” In the case of real estate funds, with 3.3%, Germany is clearly behind the Eu-
ropean average of 5.2%. The same holds for Alternative Funds, where the allocation in Germany is 1.2%,
compared to 1.85% in the European average. The Netherlands leads the way with 6.2%. The least popu-
lar category is infrastructure funds, with only 0.1% in Germany and only 0,65% on the European Ave-
rage. German occupational pension provision has an above-average allocation regarding Private Equity
Funds, with 1.6% — 0.47 percentage points above the average. However, other countries like Austria and
Spain have a higher allocation — Finland is leading in this regard with a 5.3% Private Equity allocation.
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Figure 13: Asset allocation of German Occupational Retirement Provision in international comparison
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