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Abstract: Institutional investors are very important players in the glob-
al financial markets. Their presence and contribution to the financial industry 
is inevitable. Almost every institutional investor, such as the pension funds, 
insurance companies and investment funds are growing throughout the years 
and are obtaining leading positions. In this context, asset allocation is cru-
cial decision-making process for each of the mentioned institutional investors.  
The asset allocation decision determines the investment strategies and assist 
in anticipating the rates of return. Hence, the aim of this paper is to show the 
asset allocation decision of the institutional investors, to understand their in-
vestment strategies and determine the differences in the investment portfolio 
of these investors. Thus, the investment portfolio of the institutional investors 
mostly consists of cash and deposits, bills and bonds, loans, equity and land 
and building. The main difference exists in the amount they invest in each of 
these instruments and as a determining factor are the economic and financial 
conditions in the country. 
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1.	 Introduction

Institutional investors represent legal entities that manage and invest 
the money of other people, which are also synonymous with the classification 
“intermediary investors”. They represent important part of the global finan-
cial system, due to their contribution to the capital markets. The institutional 
investors’ main activities include investing in various financial instruments, 
which consequently increase the value, the activity, and the stability of the 
securities market. Furthermore, developed capital markets are characteristic 
of developed countries, while less developed capital markets are characteris-
tic of the developing countries. Nevertheless, institutional investors are major 
players not only in the developed markets, but in the emerging markets as 
well. Salehi and Sehat (2019) in their paper found that institutional investors 
play a major role in the corporate governance structure. It is worth mentioning 
that institutional investors are mainly consisted of pension funds, insurance 
companies and investment funds. The importance of each of the institutional 
investor differentiates among the countries. In some countries, pension funds 
play the main role (Australia, Israel), while in others, insurance companies 
are the most important (Norway, Germany) (OECD, 2011). Within the OECD 
area, institutional investors became very important players, with a continuous 
increase in their assets. The United States holds the major position, followed 
by Japan and United Kingdom (Gonnarad, et al, 2008). In the last two decades 
there has been evolution of the institutional investors in the global economy 
and financial system. Hence, the share of the assets held by nonbank financial 
institutions grew for more than 50%, which shows that institutional investors 
crucial in supporting the global economic activities (Garcia, et al, 2021). Con-
sidering the importance of each of the institutional investors, the main purpose 
of this paper is to present the investment strategies of the pension funds, the 
insurance companies and the investment funds. Hence, this paper presents in 
which assets these investors mostly invest in and how much they take part of 
the GDP for each of the mentioned countries. 

2.	 Assets under management and investment trends of 
institutional investors

Assets under management refers to the total market value of the invest-
ments that an entity or a person manages on the clients’ behalf. The total asset 
management industry since the global Covid 19 pandemic has been growing, 
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reaching $103 trillion in 2020. Interesting achievement is of the institutional 
investors that have reached $61 trillion or 59% of the global market (Heredia, 
et al, 2021).  However, the asset allocation of institutional investors has been 
changing in the past several years. In the early 1970s, pension funds mostly 
invested in domestic, fixed-income instruments. In the following years, insti-
tutional investors started to reshape their investments strategies by investing 
more in equity markets, with a long-term strategic allocation of 60% equities 
and 40% fixed income (CFA Institute, 2022). It is worth mentioning that reg-
ulatory developments have been very important for the institutional investors’ 
development and their asset allocation strategies (CGFS, 2007). 

Moreover, digitalization, the aging population and climate change are 
considered the key factors that affected the long-term investing perspective 
of institutional investors in 2021 (Hamlin, 2021). Nevertheless, the long-term 
nature of the liabilities of the pension funds are affected by the inflation and 
interest rate changes. It is worth mentioning that the investment activities of 
the pension funds are usually oriented towards private equity, infrastructure, 
and venture capital. Literature shows that pension funds are moving away from 
investing in stocks and bonds, because investing in alternatives has shown 
to provide greater returns and lowered the risk. However, in the past sever-
al years, institutional investors recognized the infrastructure investment as 
an important asset class because it ensures diversification. The long-term ori-
entation of pension liabilities matches the infrastructure projects which are 
generally long-term investments. Additionally, infrastructure investments are 
beneficial because they decrease the sensibility to increasing inflation (Croce, 
2012). Nevertheless, the level of pension funds’ investment in infrastructure 
differentiates among the countries and it mostly depends on the maturity of the 
infrastructure markets, the regulation that exists in the financial sector and the 
pension fund system (Croce, 2012). For instance, hedge funds do not represent 
a single asset class, but they diversify their investment strategies to obtain bet-
ter returns. According to the Preqin  Hedge Fund database (2022), hedge funds 
obtain their returns by implementation of various strategies, such as equity 
strategies (43%), relative value strategies (8%), managed futures/CTA (7%), 
credit strategies (12%), macro strategies (8%), niche strategies (3%), event 
driven strategies (111%), multi-strategy (8%), alternative risk premia (1%). 
From the traditional point of view, institutional investors mainly have been 
investing in shares and other equity. However, literature shows that institutional 
investors’ assets under management also include bonds, loans, and deposits. 
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2.1 Investment strategies of pension funds

Pension funds are very important players in the financial markets glob-
ally. Their importance has grown in the past several years due to their contribu-
tion to the financial flows in the capital markets (Kim, 2010). The level of the 
development of a country is a determinant for the contribution and the role of 
the pension funds. Considering their investment activities in the capital mar-
kets, it can be said that the capital market development is directly related to the 
pension funds’ growth (Faure, 2007). Competitive advantage of the investment 
strategies of the pension funds is their long-term investment nature and their 
investment scale, which no other institutional investor matches (Raisa, 2012). 
Moreover, the investment of pension funds abroad depends on the country. 
For instance, Dominican Republic, Egypt, India, Nigeria etc. forbid the pen-
sion funds to invest abroad, while other countries, such as Finland, Iceland, 
Israel etc. permit investments abroad only in those countries that are consid-
ered “eligible”. Contrary to those countries, Switzerland does not impose any 
limitations on the investments that can be made abroad by the pension funds 
(OECD, 2021). 

The investment preferences and regulation of the pension funds is di-
rectly associated with the capital markets’ development. Those countries that 
have underdeveloped capital markets usually have strict investment regula-
tion, contrary to those that have developed capital markets where pension fund 
have less strict investment regulation. The differences that exist in the asset 
allocation of the pension funds can be explained by the liability structure and 
the investment regulations. Hence, in some countries, pension funds have en-
tire portfolio composed of fixed-income securities, while in others this is not 
the case. The asset allocation strategies depend on several factors, such as the 
members’ age structure, the capital market return forecast, and historical rea-
sons (Hinz, et al, 2010). According to the OECD analysis, at the end of 2020, 
the pension fund assets have increased compared to 2019 and exceeded 35 
trillion dollars. For this period, it was estimated that out of the overall pension 
fund investment, the equities and bonds were around 75%.  Only bonds alone 
accounted for more than 50% of pension fund investments. Nevertheless, in-
vestments in equities was mostly detected in Hong Kong (China), Poland, 
Malawi, Lithuania and Namibia. However, there are differences among the 
countries regarding the assets of the pension funds. Therefore, seven countries 
in the OECD area account for more than 90% of total pension funds’ assets 
(OECD, 2021). 
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Furthermore, pension funds are important players in the financial mar-
kets, since they have accelerated growth in these markets. Nevertheless, litera-
ture shows that financial market growth does not necessarily promotes stabili-
ty, but contrary it can be source of instability and stagnation (Fumagali and Lu-
carelli, 2011). The demand of various instruments by the pension funds can be 
source for innovation and development in the capital markets. In the last years 
of the previous century, new instruments such as zero-coupon bonds, mort-
gage-backed securities, indexed future, and options were created to meet the 
demand of the pension funds (Bonizzi and Churchill, 2016).  Considering that 
innovation is demand-driven phenomenon, all institutional investors are linked 
in with financial innovation. Therefore, financial innovation is a necessity for 
pension funds and their demand for an asset which offer attractive risk/return 
portfolio (Whalen, 2012). It is worth mentioning that the investment strategy 
of the pension funds has changed in the last fifteen years. Up until 2000’s, 
equities were the main category in which pension funds invested, because it 
offered them higher returns which were needed for their long-term investment 
orientation. Furthermore, in the Graph 1 below is presented the total amount 
investment in equity by the pension funds. Macedonia and Serbia have con-
tinuity in their investment in equity, while Bulgaria and Romania show some 
fluctuations. From 2011 until 2014, there is a slight increase of investment in 
equity in Bulgaria, when it reached its peak in 2016. From 2017 onwards there 
was sharp decline of investment in this instrument. Romania has reached its 
peak in 2013 and in the years that followed, sharp decline can be detected as 
well. 
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Graph 1. Pension funds’ investments in equity (in US dollar, millions)

Source: OECD Statistics (2022) (a)

In the Table 1 below is presented the asset allocation of the pension 
funds for Austria, Belgium, Finland and Hungary. In Austria, the highest per-
centage is for cash and deposits, in Belgium for bills and bonds, in Finland for 
equity and in Hungary for bills and bonds (OECD website (b), 2022). Hence, 
there are differences among the pension funds in different countries and which 
investment strategies they will use or in which financial instrument they will 
invest, depend on many factors. Nevertheless, the investment portfolio of the 
pension funds in these countries is similar, because it consists of cash and de-
posits, bills and bonds, loans, equity and land and building. 

Table 1: Asset allocation (% of GDP) of pension funds

ASSET ALLOCATION (% of GDP)

country
cash and 
deposits

bills and 
bonds loans equity

land and 
building

Austira 2% 0.5% 0.2% 0.2% 0.2%
Belgium 1.9% 10.6% 0.6% 7.1% 0.4%
Finland 4.1% 22% 3.6% 47.9% 11.7%
Hungary 3.1% 57.5% 0.1% 9% 0.5%

Source: OECD website (b) 2022
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In the table 2 are presented the financial assets as percentage of GDP 
of the pension funds in Austria, Belgium, Finland and Hungary for the period 
2014-2019. In Austria it can be seen that there is a growth of the contribution 
of the financial assets to the GDP, reaching the highest percentage in 2019. 
Similar situation is in Belgium, contrary to Finland, where the highest percent-
age is in 2017, followed up with a decline in 2017, 2018 and 2019.  Similarly 
to Finland, there is decline in Hungary throughout the years, with the lowest 
percentage in 2019 (OECD website (b) 2022).

Table 2: Financial assets (as % of GDP) of pension funds

FINANCIAL ASSETS (AS % OF GDP)
country 2014 2015 2016 2017 2018 2019
Austira 5.8% 6% 6% 6.2% 5.9% 6.5%

Belgium 6% 5.7% 6.8% 7.6% 7.4% 8.4%
Finland 1.4% 1.4% 1.7% 1.5% 1.4% 1.3%
Hungary 4.2% 4.1% 4% 4.4% 4% 3.9%

Source: OECD website (b) 2022

2.2 Investment trends of insurance companies

The insurance industry has been on the rise, especially during the period 
and after the corona crisis. According to Smolarova and Tentis (2021), insur-
ance companies in 2020 were mostly interested for balance sheet investments, 
because they see it as a source of permanent capital. In Graph 2 are presented 
the results of the total shareholder returns for the first quarter of 2021. Hence, 
contrary to the 2020 when most of the insurance companies, and generally the 
insurance industry experienced disruptions, in 2021 there were improvements. 
During the first quarter of 2021 the insurance stocks have recovered and soft-
ware providers and life insures showed best results.  
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Graph 2: Total shareholder returns (%) for the period 01.01.2021-
30.06.2021

Source: Smolarova and Tentis (2021) 

Moreover, theory shows that consolidation, digitalization and special-
izations are factors that will play an important role in creating the investors’ 
decisions and their value-creation strategies in the upcoming years (Smolaro-
va and Tentis, 2021). Although the economic turbulences that have occurred 
from the corona crisis, many of the insurance companies believe that they will 
experience economic recovery in 2022, especially through digital technology 
investments. Nevertheless, a research made by Deloitte Center for Financial 
Services (2022) shows that the rising rates of inflation combined with the flat 
interest rates can represent an obstacle for obtaining positive results by the in-
surance industry. For better understanding the insurance companies, and over-
view of their investment portfolio and investment strategies should be made. 
According to the research made by Stojakovic and Jeremic (2016), the invest-
ment portfolio of insurance companies is composed of debt securities, shares 
and loans. More specifically, the largest share have the debt securities, where 
the bonds account for 35% of the total investment portfolio. Nonetheless, 
shares also have important position in the insurance companies’ investment 
portfolios, but they contribute to higher risk of the portfolio. Lastly, loans are 
also present in the investment portfolio, but, their share has been decreasing, 
especially in the period from 2002-2010, from 17% to 15.4% (Stojakovic and 
Jeremic, 2016). 
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Moreover, insurance industry is very important for the global financial 
market stability. Insurance companies are large investors, they are connected 
with the banks and they serve as a safeguard of the businesses and the house-
holds by insuring their risks. The insurance companies’ balance sheets are 
composed of illiquid liabilities through which they protect the insures against 
liquidity shortages. Through their investment strategies, which include invest-
ment in corporate and government bonds they can affect the interest rates and 
the pricing in the secondary market on a long-term horizon. The insurance 
companies and the pension funds hold around 20% of the debt securities that 
are issued by the governments in the euro area. Furthermore, insurance com-
panies are also involved in the credit derivatives market. Nevertheless, they 
invest in less risky credit products (ECB Financial Stability Review, 2009). 
Insurance companies, as well as the pension funds have long-term investment 
horizon. Therefore, they help in stabilizing the prices in the financial markets. 
Additionally, profitability is one of the key factor for the insurance sector’s 
performance. Hence, in this context, low interest rate, slow economic growth 
and poor equity market performance negatively affect the profitability rate of 
the insurance companies (Dorofti and Jakubik, 2015). According to the Sigma 
(2012), when there is a weakness in the financial market conditions, the prof-
itability of the insurance companies is negatively affected. This is due to the 
fact that the stock market index and the asset side of the insurance companies 
are connected, because equities are part of the investment activities of the in-
surance companies.  

Additionally, development of the investment strategies is very import-
ant for the insurance companies. A primary decision has to be made regarding 
the asset categories that will be included in the portfolio. In this process, the 
market conditions are initially monitored in order to predict the rates of return 
for the holding period. As it can be seen from the Table 3, insurance companies 
in Belgium, Finland, Hungary and Germany mostly invest in cash and depos-
its, bills and bonds, loans, equity and land and building. More specifically, in 
Belgium, insurance companies invest mostly in bills and bonds (59%), flowed 
up by investment in loans (11.9%), equity (4.86%), land and building (2.81%) 
and cash and deposits (2.1%). Similar situation is in Finland, where insurance 
companies mostly invest in bills and bonds (18.6%), cash and deposits (6.1%), 
equity (4.18%) and land and building (1.76%). In Hungary, insurance compa-
nies also invest mostly in bills and bonds (45.67%), then in cash and deposits 
(1.95%), land and building (1.57%), equity (0.8%) and loans (0.54%). Las but 
not least, insurance companies in Germany mostly invest in bills and bonds 
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(41.76%), equity (7.84%), loans (5.72%), land and building (1.61%) and cash 
and deposits (0.8%) (OECD website (c), 2022). 

Table 3: Asset allocation (% of their total investment) of insurance com-
panies

ASSET ALLOCATION (% of their total investment)

country
cash and 
deposits

bills and 
bonds loans equity

land and 
building

Belgium 2.10% 59% 11.90% 4.86% 2.81%
Finland 6.10% 18.60% 1.89% 4.18% 1.76%
Hungary 1.95% 45.67% 0.54% 0.80% 1.57%
Germany 0.80% 41.76% 5.72% 7.84% 1.61%

Source: OECD website (c) (2022)

In the Table 4 are presented the financial assets as % of GDP for Austria, 
Belgium, Finland and Hungary for the period 2014-2019. Hence, it can be seen 
that the highest percentages in Austria are in 2014 and the lowest in 2019. In 
Belgium, the highest percentages are as well in 2014 and the lowest in 2018. 
In Finland, the highest percentages are in 2016 and the lowest in 2018, while 
in Hungary the highest percentages are in 2014 and 2016, while the lowest in 
2018 and 2019. As a general conclusion it can be said that the financial assets 
of the insurance companies (as % of GDP) are highest in Belgum (OECD 
website (a) (2022).

Table 4: Financial assets (as % of GDP) of insurance companies

FINANCIAL ASSETS (AS % OF GDP)
country 2014 2015 2016 2017 2018 2019
Austira 36.1% 35.0% 34.0% 32.0% 29.8% 29.7%
Belgium 79.0% 76.2% 73.0% 70.0% 67.9% 74.7%
Finland 33.0% 34.0% 33.8% 33.5% 30.9% 32.3%
Hungary 8.0% 7.7% 8.0% 7.5% 6.8% 6.8%

Source: OECD website (c) (2022)



Mila Mitreva: INVESTMENT TRENDS OF INSTITUTIONAL IINVESTORS

47

2.3 Investment trends of investment funds

The main purpose of the investment funds is to collect capital and in-
vest it through a portfolio of assets. Their contribution for the capital markets is 
inevitable, because as institutional investors they contribute to growth and cre-
ation of jobs. In 2020, investment funds in EU held 18.8 trillion euros in assets, 
which were invested through a portfolio of assets that mainly incudes stocks, 
real estate, bonds etc. At the end of 2020, the European investment fund mar-
ket was second largest in terms of assets under management. Around 60% of 
the total 18.8 trillion euros was invested in UCITS-undertakings for collective 
investment in transferable securities, while the rest were invested in alternative 
investment funds. Investment funds in EU have been continuously growing, 
especially in the period 2011-2020. This growth can be explained by the net 
sales of the investment funds and the market appreciation (European Court of 
Auditors, 2022). Interesting fact is that investments funds have increased their 
share in credit provisions to residents and non-residents through purchases of 
debt securities. This investment strategy of the institutional investors reflects 
cost efficiency and comparative advantage to the strictly regulated banking 
system (Garcia, 2021). Moreover, in the Table 5 are presented the financial 
assets as % of GDP of the investment funds in Austria, Belgium, Finland and 
Hungary for the period 2014-2019. In Austria, the highest share of the finan-
cial assets is the same for the period 2014-2017, while in 2018 there has been 
a slight decrease. In Belgium, there has been an increase in 2017, while for 
the rest of the years the share of the financial assets as a percentage of GDP is 
almost the same. In Finland, an increase can be noticed throughout the years, 
while in Hungary there are some fluctuations. Thus, the general conclusion for 
all of these countries is that there are fluctuations in the financial assets of the 
investment funds as percentage of the GDP. Nevertheless, in Austria and in 
Finland, the financial assets have the highest percentages. 
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Table 5: Financial assets (as % of GDP) of investment funds

FINANCIAL ASSETS (AS % OF GDP)
country 2014 2015 2016 2017 2018 2019
Austira 48.6% 48% 48% 48.6% 43.7% 47.5%
Belgium 31% 35.6% 34.9% 40.5% 36.4% 38.9%
Finland 45.6% 51.5% 53.6% 57.5% 52.1% 56.6%
Hungary 16.6% 16.3% 16% 15.9% 14.1% 13.8%

Source: OECD website (d) (2022)

3. Institutional investors and ETFs (Exchange-traded funds)

Since the introduction of the ETFs, they have been continuously grow-
ing and attracting many investors. Therefore, ETF represent a fund that is trad-
ed like a financial asset that reflect a stock index (Petrova, 2015). With their ad-
vantages, ETFs have been attracting the institutional investors in the past sev-
eral years. Institutional investors are interested in ETFs because they provide 
them stable liquidity and enable them to handle inflows or outflows without 
any major disruption to the share price (JP Morgan Asset Management, 2022). 
According to the Deutsche Bank study on institutional investors’ investments 
in ETFs, it was estimated that institutions control almost two thirds of the US 
ETF market. More specifically, in 2018, around 900 new institutional inves-
tors have used ETFs. Nevertheless, out of all institutional investors, pension 
funds prefer open-ended index funds opposed to the ETFs (Tuckwell, 2019). 
Additionally, when it comes to ETFs and institutional investors different types 
of investment strategies can be used. Some of those strategies are related to in-
dex-based funds, actively managed funds, leveraged, inverse and inverse lev-
eraged ETFs. After the investment strategies are chosen, there are also several 
ways through which ETFs can provide returns to investors. This process can be 
done through dividend payments, capital gains distributions or increased mar-
ket price (SEC, 2022). It is worth mentioning that the exchange traded funds 
mostly track the more liquid market segments, but the US market has the lead-
ing position compared to the euro area, where the ETF sector can still grow. 
Nonetheless, the role of ETFs in the equity sub-segment has a good position, as 
they account for 10% of all equities held by the euro area investment funds. In 
the US, exchange traded funds represent around 15% of total investment fund 
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assets, while in Europe it is around 5%. Out of the all institutional investors, 
investment funds are the largest investors in ETFs in Europe (ECB, 2017). 

Conclusion

Financial stability and developed capital markets are the main factors 
on which the success of the institutional investors’ investment is achieved. 
Although a growth in the financial sector across the globe is detected, there are 
still differences among the countries. United States still has the leading position. 
However, the financial sector must be included in the liquidity transformation 
process in order to contribute the financial growth at the current pace. In this 
context, institutional investors play very important role in the financial system. 
In this paper it was shown that pension funds, investment funds and insurance 
companies invest in cash and deposits, bills and bonds, loans, equity and land 
and building. Interesting finding was obtained for the insurance companies in 
Belgium, Finland, Hungary and Germany, where bills and bonds are mostly 
represented in their total investment activities. Additionally, an analysis was 
made for the financial assets as percentage of GDP for each of the institutional 
investors for the period 2014-2019. It can be concluded that the differences 
that exist among the investment strategies of the institutional investors may be 
explained by the differences of the economic and financial conditions that exist 
among the countries, the level of inflation and the interest rates. The amount of 
their investments in various financial instruments also varies, and this may be 
result of the anticipated rates of return. Undoubtedly, assets under management 
of institutional investors are constantly increasing, and this should be taken in 
consideration by the developing countries. The governments in these countries 
should work on developing better financial conditions and they should find 
ways to stimulate the growth of the capital markets. With those measures, more 
investments by the institutional investors will be made and the outcome will be 
beneficial for every participant in the financial sector. 
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