
Financing innovation for long term economic 
development
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1.Market conditions are the main driver. Equity investment depends on expected 

returns, dividend yields, volatility, interest rates, and the overall economy. Low interest 

rates and strong economic conditions encourage more equity investment, while financial 

crises lead to lower risk-taking.

2.Asset–liability management (ALM) shapes strategy. Insurers and pension funds match 

investments with the timing and structure of their liabilities. Institutions with long-term 

liabilities can usually hold more equities.

3.Regulation influences portfolios. Capital requirements and solvency rules affect how 

much equity institutions can hold because equities often require higher capital and 

increase balance-sheet volatility.

4.Accounting rules affect incentives. Market-value accounting can increase short-term 

financial volatility, which may discourage insurers from holding large equity positions.

5.Institutional characteristics and products matter.  Company size, business model, and 

the type of insurance products affect risk tolerance. Products where policyholders bear 

the investment risk allow greater equity exposure.

6.Taxation has a smaller impact.Taxes on dividends and capital gains may influence 

short-term allocation decisions but are less important than market conditions or 

regulation

Source: European Commission (2019), Study on the Drivers of Investments in Equity by Insurers and Pension Funds

Equity exposure in insurance companies and 

pension funds depends mainly on market 

conditions, their liability structures, and 

regulations, which is why they usually hold 

relatively small equity allocations.
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UK pension system funding innovation (example)

The pension system is being deliberately redirected to finance innovation and private economic growth by channeling long-term retirement 

savings into private markets such as venture capital, growth equity, infrastructure, and private credit.

Mechanism:

Policymakers aim to mobilize large pools of pension capital, particularly from defined contribution (DC) pension funds, and allocate a portion 

of these assets to illiquid investments that fund innovative companies and strategic sectors. Reforms such as the Mansion House Compact 

and Accord encourage pension funds to invest 5–10% of their portfolios in private markets, potentially unlocking £50–£74 billion by 2030, 

much of it directed toward UK companies

Examples: National Employment Savings Trust and “Smart Pension”, multiple insurance participation



Region
Dutch pension

funds (%)
British pension

funds (%)

Domestic 1.4 36.8

Euro area 9.7 13.1

Other European
Union

2.4 2.3

Other Europe 10.1 4.8

Northern
America

47.7 22.9

Asia 21.3 16.0

Latin America & 
Caribbean

3.6 1.6

Oceania 2.7 2.2

Africa 0.9 0.4

Regional distribution of listed equity investments for 

Dutch and British defined benefit pension funds



(*) Worrisome insurance and re insurance practices regarding private 

credit due to regulatory arbitrage

• Institutional investors are increasingly concerned about the financial strength of life 

insurers owned or backed by private equity (e.g., Apollo, Blackstone, Golden Gate), many 

of which are also linked to reinsurers.

• These insurers have systematically shifted portfolios toward private credit, often via 

captive reinsurance vehicles in jurisdictions like Bermuda or the Cayman Islands, gaining 

capital flexibility but increasing opacity, illiquidity, and valuation risk.

• Uncertainty around asset quality, true liquidity, and capital adequacy is prompting some 

investors to consider withdrawing capital, raising the risk of liquidity stress.

• In adverse scenarios, some entities may lack sufficient capital buffers to absorb outflows, 

potentially triggering contagion across insurers and reinsurers.

• This is not neutral for policyholders: deteriorating solvency could translate into higher 

default risk on annuities and life insurance obligations.

• European insurers under Solvency II have more constrained exposure, but indirect 

contagion risks remain via market valuations, spreads, and investor sentiment.
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