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The AllianzGI RiskMonitor seeks 
to glean the impact the market 
environment has had on the sen-
timent, attitudes and behavior of 
institutional investors. This report 
identifies investors’ most pressing 
concerns, their objectives for the 
year ahead and analyzes their
behavior in the face of the
increased volatility.
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Executive Summary

This year’s AllianzGI RiskMonitor finds the risk management strategies employed by institutional investors need an urgent overhaul. 
Only two in five institutional investors admit the methods they used during the recent global financial crisis provided sufficient 
downside protection.
 
The strategies institutional investors used to manage risk in one of the most difficult times in modern investment history, which is 
the financial crisis, are almost identical to those still used today. Asset class and geographic diversification remains the most widely 
used risk management strategies pre and post crisis.

This is particularly important given the rougher investment climate expected this year.  Unsurprisingly, institutional investors say 
market volatility is their main investment concern in 2016. Add to that the other big concerns this year - low yield and uncertain 
monetary policy and there is little doubt that investors are in for a bumpier ride compared to the last few years.

Given the choppy markets early this year and more turbulence on the cards, apprehension around equity-market risk remains 
entrenched in investors’ minds as it continues to be the top threat to portfolio performance this year as well although the worry 
expressed in this regard seems to have escalated considerably.

Interest rate risk, event risk and foreign-exchange risk are also high on the list of threats that could derail their performance.

However, the concerns around market turbulence and equity market risk have not been converted into a wide-spread defensive 
attitude. Institutional investors report their primary investment goal for 2016 is to maximize their risk-adjusted returns; generating 
yield, benchmark outperformance and absolute return being other objectives.

Further, their inclination towards equities suggests their risk appetite has not been completely dampened by the market volatility. In 
particular, US equities and European equities garner the top spots among the investments earmarked for long exposure again this 
year.

Alternatives are also gaining traction with institutional investors since they provide diversification to their portfolios. Illiquid assets 
also seem to be favored by many who believe they will provide returns in addition to diversification. Meanwhile, ESG integration still 
has some headway to make with corporate mandate still being a major driver of ESG usage.

The AllianzGI RiskMonitor seeks to glean the impact the market environment has had on the sentiment, attitudes and behavior of 
institutional investors. This report identifies investors’ most pressing concerns, their objectives for the year ahead and analyzes their 
behavior in the face of the increased volatility.
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Methodology

This report catalogues the fourth rendition of the Allianz Global Investors RiskMonitor study in collaboration with CoreData
Research.

To understand institutional investor attitudes towards risk, portfolio construction and asset allocation, 755 institutional investors 
across the Americas, Europe and Asia-Pacific were interviewed via an extensive global survey during the first quarter of 2016.
 
Respondents were drawn from a variety of ‘asset owning’ institutions; pension funds, foundations, endowments, sovereign wealth 
funds, family offices, banks and insurance companies*.

Institutional respondents by regions: 250 Europe, 250 The Americas, 255 Asia Pacific

*Bank and insurance respondents represent a broad mix with concentrations of professional buyers/gatekeepers, fund selectors, fund-of-funds (external manager 
appointments etc.), heads of research (influence in manager selection), portfolio specialists (those who build model portfolios using external managers). There is no 
retail participation in this study from financial advisors, or internally focused portfolio managers.

The Americas Europe and the Middle East Asia-Pacific Global

Insurance company
Public pension

Private pension
Bank

Family office
Sovereign wealth fund

Endowment
Corporation (nonfinancial)

Foundation
Other

27%
16%

14%
12%

10%
9%

3%
5%

4%

24%
26%

17%
11%

8%
4%
4%

2%
2%

0%

25%
20%

19%
12%

9%
6%

3%
3%

2%
1%

25%
18%

24%
13%

7%
5%

1%
4%

1%
2%2%

The Americas Europe and the Middle East Asia-Pacific Global

Less than US$ 1 billion

US$ 1 billion to US$ 5 billion

US$ 5 billion to US$ 10 billion

US$ 10 billion to US$ 50 billion

US$ 50 billion or more

10%

18%

10%

31%

31%

7%

17%

9%

26%

41%

10%

15%

16%

25%

34%

13%

11%

28%

18%

30%
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Regional RiskMonitor: Europe and the Middle East

Overview

Background

On a global level investors have hardly changed their risk management strategies, with the majority of 
approaches used today almost identical to those in 2008. However, since the financial crisis, investors in 
Europe and the Middle East (EMEA) have made changes to their risk management strategies compared 
to peers globally. The primary risk strategy now is duration management, which saw a 15% increase in 
usage compared to pre-crisis levels (43% to 58%). Despite this change, diversification approaches — both 
geographic at 56% and asset class at 55% — remain prevalent among investors in the region.

This is understandable given that institutional investors in the EMEA region consider market volatility to be 
among the biggest investment concerns, along with monetary policy and the low yield environment. The 
persistent low yield environment, meanwhile, is uppermost in the minds of EMEA investors who deem this 
factor a greater investment concern. They also exhibit a more voracious appetite for high yield corporate 
debt.

Despite the bigger thirst for higher yielding assets, investors in the EMEA region lag the rest of the world 
when it comes to investing in alternative assets. And while ESG usage is on a par with global peers, there 
remains some way to go in this respect. 

In terms of threats to portfolio performance, European institutional investors are most concerned about 
event risk. This could be due to concerns about terrorist attacks as well as the UK’s decision to leave the EU 
which, along with other events, has the potential to derail investment markets. Interest rate risk and equity 
market risk also feature among the top threats to investment performance for institutional investors in the 
EMEA region. 

The recent global financial crisis underscored the importance of robust risk management. Managing in-
vestment risk is critical for any institutional investor regardless of their geographical location, but investors 
in different regions are often confronted with a host of macroeconomic, regulatory and financial challeng-
es specific to that region. All of which has a significant impact on risk management strategy, investment 
strategy and asset allocation.   

Despite the threats faced by Europe, the EU Commission’s economic forecast projects that growth is set to 
rise or remain broadly stable in most member states by 2017. Investment in the region overall is anticipated 
to increase by 3.8% next year. But with Euro area net exports expected to remain a drag on growth in 2016, 
domestic demand will need to drive this investment. 1  

Although the outlook is not negative, the EMEA region faces a host of challenges. Uncertainty and volatility 
in the run up to, and immediate aftermath of, the UK’s decision to leave the EU could pose a threat to 
economic growth and investment performance. When added to the ongoing refugee crisis and threat of 
terror attacks, it is perhaps no surprise that European institutional investors deem event risk as the biggest 
threat to investment performance in the coming year.

Europe Commission Spring 2016 Economic Forecast1
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Main investment concerns

Investment concerns

Volatility and equity market risk appear to be the main concerns for the year ahead for institutional inves-
tors globally. Volatility has increased since the start of the year amid a global economic slowdown, Chinese 
economic woes, geopolitical tensions in EMEA, the UK’s decision to leave the EU and the presidential 
election in the US. 

Market volatility is the primary concern for investors in the EMEA region, although to a lesser degree than 
globally (36% vs 42%). However, low yield presents a more significant challenge to institutional investors 
in EMEA than their global peers (29% vs 24%). This is understandable given the negative yield scenarios at 
play in some countries. Negative interest rates imposed by the European Central Bank add to the struggle 
faced by institutional investors already burdened with trying to meet their institutions’ objectives and 
managing liabilities. With sluggish global growth and persistently low inflation, the low yield environment 
looks like it is here to stay for a while.

Meanwhile the ECB’s accommodative monetary policy stance, which contrasts to the Fed’s intention to 
implement more rate increases, has led to a situation of global monetary policy divergence. And the pro-
longed period of low interest rates presents a challenge to investors in search of yield.

Institutional investors in the region also exhibit increased concern about assets becoming more correlated 
— perhaps indicating that the reverberations of the financial crisis still have a hold on investor sentiment.

Meanwhile equity market risk (43%) is the most prevalent threat to portfolio performance in EMEA, as it is 
globally. In fact, the risks perceived by investors in the region closely mirror those of their global counter-
parts. However, differences can be observed when it comes to liquidity risk and inflation risk, both of which 
pose less of a concern for investors in EMEA. In early 2016, falling oil prices pushed inflation in the Eurozone 
below zero. With consumer price inflation forecast at 0.2% in the euro area this year and 0.3% in the EU, 
investors in the EMEA region appear to have become accustomed to this low inflation environment.

Investors in EMEA are just as worried as investors worldwide about the impact of sluggish global economic 
growth on investment performance. They consider a potential slowdown in China less of a threat, with 5% 
fewer investors believing it will affect their portfolio’s performance. EMEA investors display raised concern, 
however, around currency swings (28% vs 21%). Although shifts in foreign currency can sometimes benefit 
investors, they also add an element of uncertainty, of which EMEA investors appear aware.

Global EMEA

Market volatility

Low yield environment

Monetary policy

Assets becoming more correlated

Deflationary pressures

Currency volatility

Other

36%

29%

15%

42%

24%

16%

7%

6%

4%

1%

10%

5%

4%

1%
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Perceived threats to portfolio performance

Global EMEA
Equity market risk 77% 75%

Event risk 75% 81%

Interest-rate risk 75% 78%

Foreign-exchange risk 74% 71%

Credit risk 70% 73%

Commodity risk 62% 61%

Liquidity risk 55% 54%

Counterparty risk 41% 47%

In�ation risk

Considerable threatModerate threat

36% 34%

Despite the US presidential election hitting the global headlines, institutional investors in the EMEA region 
are not overly worried that the outcome will influence performance. Indeed, their concern is markedly less 
than that observed at the global level (5% vs 16%).

Risk management strategies

The risk management strategies deployed by institutional investors are perhaps in need of an overhaul. Al-
though only two in 5 (38%) institutional investors globally say the strategies used during the recent global 
financial crisis provided sufficient downside protection, little action has been taken to change the status 
quo and the strategies being used now have barely changed since 2008.

However, investors in Europe and the Middle East have implemented changes. The primary risk strategy 
today is duration management, which saw a 15% increase in usage compared to pre-crisis levels (43% to 
58%). Other than that, diversification approaches — both geographic at 56% and asset class at 55% — 
remain prevalent among investors in the region.
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Risk management strategies in Europe and the Middle East

Preparedness to handle investment risk

Pre-Crisis Now
Asset-class diversification

strategies

Geographic diversification

Duration management

Dynamic asset allocation /
Dynamic risk management

Risk budgeting

Direct hedging

Inflation-protection strategies

Currency overlay

Liability driven investment

Working with
third-party advisors

Tail risk hedging

Derivative/option overlay

Managed volatility strategies

Other

52%

52%

49%

43%

39%

34%

27%

24%

23%

21%

20%

15%

13%

3%

Asset-class diversification
strategies

58%

Geographic diversification 56%

Duration management

55%

Dynamic asset allocation /
Dynamic risk management 44%

Risk budgeting 47%

Direct hedging

28%Inflation-protection strategies

28%

Currency overlay 42%

Liability driven investment

30%

Working with
third-party advisors

24%

Tail risk hedging

29%

Derivative/option overlay

22%

Managed volatility strategies

27%

Other 2%

% Yes

Investors in the EMEA region also appear to be more cautious when it comes to their ability to tackle risks 
ahead. Fewer institutional investors based in the region feel they are well prepared to handle such risks 
compared to peers worldwide (46% vs 55%). However, the number of individuals who say their organiza-
tion is not at all prepared is in line with the global figure of 9%. But a greater number of EMEA investors say 
they are moderately prepared (45%vs 36% globally). This could be because they do not want to overstate 
their readiness to deal with risks.

Global The Americas Europe and the Middle East Asia-Pacific

57%

33%

10%

46%

45%

9%

60%

31%

9%

55%

36%

9%

Well prepared

Well prepared - % 1/2 out of 5

Moderately prepared

Not at all prepared

Moderately prepared - % 3 out of 5 Not prepared - % 4/5 out of 5

Percentage of Respondents Employing the Risk Management Strategy
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Asset Allocation Trends

Although economic growth in Europe has been lethargic and forecasts are cautious at best, equity markets 
in the region have seen a few bright spots amid the gloom. The Eurozone’s economy picked up at the 
beginning of 2016 and low valuations, resulting from a sell-off of European assets, can make for attractive 
bargains.

Institutional investors in the region show a strong domestic bias, with almost half (48%) planning to go 
long on European equities. This compares with just 28% of investors worldwide. In addition to the belief 
their home markets will perform, currency considerations may also play a part in EMEA investors’ prefer-
ence for domestic equities.

Equities are also the preferred asset class by investors globally, but their preferences are split across Euro-
pean (28%), US (29%) and emerging-market (15%) equities. 

The second most attractive asset class among EMEA investors is high yield corporate debt. This highlights 
the thirst for yield in the region and hints at the increased risk EMEA investors are willing to stomach for 
performance. To further underline this trend, they have a larger appetite for private equity than their global 
counterparts (19% vs 12% globally).

Although EMEA investors are not overly concerned by the impact US politics could have on their invest-
ments, they do not favor US equities. Eleven percent fewer institutional investors in Europe than worldwide 
(18% compared to 29%) expect to buy and hold US equities.

Meanwhile, investors in EMEA have less faith in emerging market equities than their global counterparts — 
37% plan to go short on these assets compared to 26% globally. And mirroring their appetite for high yield 
bonds, they have more faith in this sector than institutional investors on a global level, with fewer EMEA 
investors planning to short the asset class.

The perception of emerging market equities as being cheap persists, with the majority (38%) believing 
there is little evidence of abnormal price escalation in this area. While this is only slightly less (35%) for de-
veloped market equities, more investors believe there is potential for price escalation in developed market 
equities (42%) than emerging market equities (35%).

Following the dramatic drop in oil prices at the start of the year, a portion of institutional investors think 
commodity prices are now creeping up. Commodities have staged something of a recovery recently, but 
the longer term outlook is uncertain.  

Top asset classes investors would overweight/underweight

Top asset classes investors would go long / buy

GLOBAL

US equities

European
equities

Corporate debt:
Investment grade

EMEA

29%

28%

27%

European equities

Corporate debt: 
High yield

Private equity (including 
venture capital) / Real 
estate (private or listed)

48%

28%

19%

Top asset classes investors would go short / sell

GLOBAL

Corporate debt:
High yield

Sovereign debt:
Emerging market

Emerging-market
equities

EMEA

31%

27%

26%

Emerging-market
equities

Corporate 
debt: High yield

US equities /Sovereign debt:
Developed market / Sovereign 
debt: Emerging market / 

37%

26%

22%
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Abnormal price escalation

Alternatives and ESG usage by region

39% 36% 25%

32% 39% 29%

Developed market

Emerging market

Real estate

Developed market

Emerging market

Sovereign debt

39% 36% 25%

Commodities
38% 42% 20%

39% 36% 25%

35% 42% 23%

38% 35% 27%

Developed economies

Emerging market

Equities

39% 36% 25%

32% 39%

 High yield

 Investment grade

Corporate debt
45% 37% 18%

38% 41% 21%

39% 36% 25%40% 35% 25%

32% 39% 29%24% 39% 37%

Little or no evidence of 
abnormal price escalation

Potential for abnormal price 
escalation in next 12 months

Abnormal price escalation
is likely already underway

Global

The Americas Europe and the
Middle East

Asia-Pacific

Alternatives 79%
48%ESG

Alternatives 77%
42%ESG

Alternatives 65%
45%ESG

Alternatives 74%
45%ESG

Meanwhile, one of the greatest changes in price escalation expectations compared to last year can be seen 
in institutional investors’ sentiment toward corporate investment grade debt. As these investors turn to 
corporate credit for the defensive portions of their strategies, it is likely that these assets will see their price 
inflated. In fact, yields on investment-grade corporate bonds fell in March, driving up the price of these 
assets.

The use of alternative assets in EMEA lags the rest of the world, with 65% of investors in the region using 
the asset class compared to 74% of institutional investors worldwide. As with investors in the rest of the 
world, those in EMEA consider alternatives a source of diversification and this is the primary reason they 
invest. Interestingly, although investors in this region are more concerned about rising asset correlations, 
fewer believe alternatives can help in this regard. Only 18%, compared to 25% globally, invest in alternatives 
due to the potentially lower correlation with other strategies or asset classes.

Although assets in strategies aligning to ESG principles have been increasing, less than half of institutional 
investors (45%) in this study incorporate ESG factors into their investment decision-making. While ESG is 
no longer on the fringes or considered a fad, there is nevertheless some way to go before this philosophy is 
considered mainstream.
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Institutional investors have come under mounting pressure to incorporate ESG into their investment strat-
egies. In March 2016, the UN Principles for Responsible Investment (UN PRI) released a report calling on 
asset owners to take more responsibility in this area and ensure mandates given to fund managers include 
requirements for analyzing and reporting ESG factors. 1

Institutional investors in EMEA echo the global view on ESG, with the same percentage of both inves-
tor sets incorporating ESG principles into the way they invest (45%). The primary reason for doing so is 
the same for EMEA as globally, with 38% using this investment philosophy for ethical reasons. The only 
divergences can be seen in the desire to minimize risk, which is higher in EMEA (by 2%) and the demand of 
corporate policy, which is lower by 1% among investors in the region. 

https://www.unpri.org/news/pri-launches-report-calling-on-asset-owners-to-go-further 1
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Risk management overhaul needed: A call for better tools

Risk management strategies pre-crisis and now

Globally, investors 
have barely changed 
their risk manage-
ment strategies 
with most strategies 
being similar to those 
before the crisis.

The risk management strategies employed by institutional investors need an urgent overhaul. Although 
only two in 5 (38%) institutional investors say the strategies used during the recent global financial crisis 
provided sufficient downside protection, little action has been taken to change the status quo and the 
strategies being used now have barely changed since 2008.

The strategies institutional investors used to manage risk in one of the most difficult times in modern 
investment history, that is throughout the financial crisis, are eerily similar to those still used today. There is 
no change in the predominant strategies among investors with asset class and geographic diversification 
remaining the most widely used.

The top three strategies investors used by global investors before or during the 2007-2008 financial crisis 
included asset-class diversification strategies (57%), geographic diversification (53%) and duration
management (44%). There has been some increase in certain strategies like risk budgeting or tail risk 
hedging but the main strategies remain the same.

Dynamic asset allocation also seems to be a popular risk management strategy considered by institutional 
investors. Asset allocation is a function of many things including risk tolerance, investment time horizon 
and market environment among others. Dynamic asset allocation allows investors to process new
information about the market environment and set allocations accordingly in contrast to a static allocation.

The lack of change in risk management strategies pre and post crisis is consistent across the globe,
underlining the need for an international review.

Pre-Crisis Now
Asset-class diversification

strategies

Geographic diversification

Duration management

Dynamic asset allocation /
Dynamic risk management

Risk budgeting

Direct hedging

Inflation-protection strategies

Currency overlay

Liability driven investment

Working with
third-party advisors

Tail risk hedging

Derivative/option overlay

Managed volatility strategies

Other

57%

53%

44%

41%

39%

30%

25%

21%

21%

20%

18%

16%

12%

7%

Asset-class diversification
strategies 58%

Geographic diversification 56%

Duration management 54%

Dynamic asset allocation /
Dynamic risk management 50%

Risk budgeting 52%

Direct hedging 25%

Inflation-protection strategies 26%

Currency overlay 35%

Liability driven investment 26%

Working with
third-party advisors 24%

Tail risk hedging 26%

Derivative/option overlay 22%

Managed volatility strategies 25%

Other 10%

% Yes

Percentage of Respondents Employing the Risk Management Strategy
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Only 38% believe 
the strategies their 
organization used 
before or during the 
crisis provided
adequate downside
protection. 

Risk management strategies during financial crisis

This uniformity would not raise concerns had these strategies provided the necessary protection. However, 
only 38% of institutional investors said their risk management strategies provided them with adequate 
downside protection during the crisis. Therefore, the fact that they continue to favor the same strategies 
that proved not fit for purpose in a time of high stress should raise alarm among investment professionals 
serving this part of the market.

Take the example of alternatives. Two thirds (67%) of institutional investors claim to have a good under-
standing of alternatives. The fact that this is lower than the number of investors allocating to these asset 
types suggests there is a slight disconnect between knowledge and investment where some institutional 
investors are putting money into strategies they do not fully understand.

A considerable portion (60%) say they take into their own hands the matter of measuring the risks posed 
by alternative assets even as a third (32%) say they rely on external consultants to measure and manage 
these risks on their behalf.

A significant number of investors (38%) feel they do not have the necessary tools to assess the cash flow 
patterns or liquidity risk associated with alternative investments. The clamor for better risk management 
tools in the realm of alternatives (62%) seems even more sensible in this light. In fact, the call for better risk 
management tools associated with alternatives got louder this year (62% compared to 49% last year).

However, in the same breath, institutional investors are unwilling to sell themselves short with three in five 
(60%) saying they are able to measure alternatives risk effectively. This suggests that although they might 
consider the measurement methods operational and fit for purpose, they need assistance when it comes 
to managing the risk they measure.

The Americas

Global

Europe and the Middle East

Asia-Pacific

Insurance

Traditional Institution

Bank

Other

38%

41%

37%

36%

33%

37%

49%

42%

The risk management strategies my organization used before or during
the 2007-08 financial crisis provided adequate downside protection.

% Agree
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Understanding risk associated with alternatives

This discrepancy between the need for support and the reluctance to undermine their own work could 
suggest institutional investors should consider calling on additional external resources in this regard. In a 
world where outsourcing is becoming par for the course, investors could benefit from making greater use 
of external professionals when it comes to managing risk, particularly in the alternatives arena.

Half of investors say they do not rely on external consultants to measure and manage risk. However, given 
the struggles they revealed and the need for a risk management overhaul outlined earlier in this report, 
they could use the additional assistance from a third party.

Institutional investors may be looking to the industry for support to re-haul their approach to risk manage-
ment as 66% say there is a need for new portfolio strategies to help balance risk-return trade off and 62% 
say new strategies need to be forged to provide greater downside protection in volatile markets. Three in 5 
(62%) also say there is need for further innovation in this field.

Attitudes to risk management across the regions are quite consistent except the Europe and the Middle 
East region appears to be less vociferous than the other areas under review. Fewer investors in Europe and 
the Middle East feel the need for new strategies or additional innovation. This can be considered worrying 
since fewer institutional investors in this region believe the strategies they used in the crisis were fit for 
purpose.

One-third rely on 
external consultants 
to manage risks posed 
by alternatives.

0

 We rely on external consultants to 
measure and manage the risks posed

by alternative assets.

Agree

Neither Agree
nor Disagree

Disagree

32%

18%

50%

We are able to effectively measure the 
risks posed by alternative assets.

Agree

Neither Agree
nor Disagree

Disagree

60%

16%

24%

We need better tools to manage the risks
associated with alternatives.

62%

27%

11%

Conventional risk-management tools are
effective for managing 

alternative-investment risks.

33%

29%

38%

Agree

Neither Agree
nor Disagree

Disagree

We do not have the necessary tools to
assess the cash flow patterns or liquidity risk 

associated with alternative investments.

38%

32%

30%

Agree

Neither Agree
nor Disagree

Disagree

I understand alternative investments well.

67%

13%

20%

Agree

Neither Agree
nor Disagree

Disagree

Agree

Neither Agree
nor Disagree

Disagree
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Greater need for new portfolio strategies

Willing to invest in better strategies

The good news is that institutional investors are willing to invest in better risk management strategies. 48% 
of institutional investors are willing to pay more for better risk management strategies. In fact, half (54%) 
say their organizations have already allocated more resources in their bid to improve risk management 
strategies in the coming year.

Risk management is a critical part of investing and it is essential that institutions take necessary steps to 
ensure protection against the various manifestations of risk. While it is understandable that institutional 
investors can be sensitive to costs of risk management strategies, there really is no getting around this and 
investors need to find the right balance between cost and protection.

That being said, cost still remains a major inhibitor to risk management among institutional investors as 
47% say this is keeping them back from implementing their risk management strategy. Although
institutional investors are sitting on considerable assets under management, they are often under pressure 
to keep costs low – be they government retirement plans or funds with private sponsors.

Institutional inves-
tors are willing to 
pay more for better 
risk management
strategies.

Institutional inves-
tors agree that there 
is a greater need 
for new portfolio 
strategies.

55%

65% 66%62%60%

70%
66%66%

54%

69%
65%62%

Global The Americas Asia-PacificEurope and the Middle East

% Agree

There is a need for new
portfolio strategies that

balance risk-return trade-off.

There is a greater need for new
portfolio strategies that will
provide greater downside

protection in volatile markets.

There is a need for further
innovation in risk management
strategies to replace traditional

approaches.

Agree Neither agree nor disagree Disagree

My organization is willing to pay more if it means 
access to better risk management strategies.

48% 26% 26%

45% 30% 25%

47% 25% 28%

57% 22% 21%

50% 25% 25%

My organization has allocated additional resources
to improving risk management in the coming year.

54% 26% 20%

48% 32% 20%

56% 25% 19%

59% 22% 19%

45% 28% 27%

Global

Insurance

Traditional Institution

Bank

Other
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Obstacles to implementing risk management strategies

Risk management and cost

Difficulty measuring risk posed by alternatives and the liquidity of underlying instruments is also a concern 
as 38% and 37%, respectively, say these are obstacles they face when looking to implement their risk
management strategy.

To provide some perspective on the cost angle, according to the latest data from the OECD, on average, 
funded pension funds’ operating expenses account for 0.52% of assets under management. So if an
institution has $200bn under management, $1.04bn goes toward expenses.

Although a considerable number of investors feel cost inhibits the implementation of their risk strategy, 
the majority (59%) say the benefits of a sound approach in this regard outweigh the cost incurred. These 
two findings can be considered somewhat at odds with one another, though arguably, the investors inter-
viewed could feel held back by institutional policy meaning they appreciate the advantages of a robust risk 
management strategy but cannot always implement it fully due to the cost burden.

Cost and the diffi-
culty measuring 
risk of alternative 
assets are ma-
jor inhibitors to 
implementing better 
risk management 
strategies.

% Yes, Multiple answers allowed

Cost

Difficulty measuring risk
of alternative assets

Liquidity of underlying instruments

Lack of appropriate products
or solutions from providers 

Lack of understanding of tail-risks

Difficulty managing risk of
alternative assets

Other

47%

38%

37%

32%

30%

22%

3%

The benefits of implementing a sound risk management 
process outweigh the cost incurred.

Implementing risk management strategies is expensive 
and cumbersome.

My organization has a cost-effective way of managing 
portfolio risk.

59% 32% 9%

53% 24% 23%

41% 38% 21%
Agree Neither agree nor disagree Disagree



18

AllianzGI RiskMonitor 2016

More than half 
of investors are 
prepared to tackle 
investment risks in 
the coming year.

More than half are
familiar with sophis-
ticated techniques 
like VaR and realized 
volatility.

Preparedness to tackle risk

Measures to assess risk

Regionally, investors in Asia-Pacific are the most prepared to tackle risks (60%) while those in Europe and 
the Middle East are the least prepared as less than half (46%) are ready to handle these risks and 45% are 
just moderately prepared . The Americas however are home to the greatest number of investors who feel 
they are not prepared at all (10%).

Realized volatility is the most prevalent measure used to assess portfolio risk. This ex-post estimate of the 
return variation is employed by more than half of the institutional investors under review (55%). Around 
half of institutional investors also use estimated or simulated risk measures such as Value-at-Risk or Condi-
tional Value-at-Risk (49%).

Despite all of this, the majority of institutions feel prepared to tackle the risks to investment performance 
the year will send their way.  However, over a third (36%) are only moderately prepared with another 9% 
saying they are not at all prepared, which could indicate they need to give risk management more atten-
tion. Debatably, investors may be overinflating their preparedness, particularly given the earlier call for 
change in the risk management arena.

Global The Americas Europe and the Middle East Asia-Pacific

57%

33%

10%

46%

45%

9%

60%

31%

9%

55%

36%

9%

Well prepared

Well prepared - % 1/2 out of 5

Moderately prepared

Not at all prepared

Moderately prepared - % 3 out of 5 Not prepared - % 4/5 out of 5

48%

55%

49%

45%

32%

40%

Realized volatility

Absolute loss in
terms of dollars

Liquidity/ability to meet
cash flow requirements

Correlation in
different market

regimes

12-month or
fiscal year drawdown

Estimate/simulated
risk measures such

as Value-Risk (VaR) or
Conditional Value-

at-Risk (CVaR)

% Yes, Multiple answers allowed
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The market volatility coupled with continued economic uncertainty, resulting from the unknown
ramifications of the UK’s decision to leave the EU and the fight against terrorism to name a few concerns, 
means institutional investors are still concerned about tail risk events even though fewer investors (37% 
compared to 41% last year) think a tail risk event is likely this year.

Tail risk describes the type of market shocks that are not generally expected, but since the financial crisis, 
institutional investors have become increasingly wary of these potentially cataclysmic events. The question 
of whether a tail risk event is looming provokes a difference of opinion among investors. A considerable 
number (37%) globally believe a tail risk event is likely to take place in the next 12 months. This view is
however countered by the more positive 33% who think this is unlikely.

Concern is highest in the Americas (41%) followed by the EMEA region (38%). Institutional investors in 
Asia-Pacific are the least worried about a potential tail risk event, with 33% expressing concern.

There is consensus however that since the financial crisis there has been the growing perception that 
the possibility of a tail risk event is more of a reality than it was previously – 66% of investors say this is a 
growing concern.

Although institutional investors’ main goal is to maximize their risk adjusted return, the potential damage 
caused by a tail risk event means 58% are willing to sacrifice return for protection in this regard. However, 
in the same breath, investors are aware that fear of tail risk events has led to risk aversion and 51% say this 
is excessive.

The greatest change in institutional investors’ concern regarding the investment environment is around 
a potential global economic slowdown. This is expected to have more of an impact this year compared to 
last year. A much higher number of investors (38%) say this is a risk to investment performance this year. 
The figure compares to 12% last year.

Tail risk still a concern

Likelihood of a tail-risk event in the next 12 months

The Americas

41%

GlobalAsia-Pacific
Europe and the

Middle East

37%33%38%

37% believe a tail 
risk event is likely 
this year compared 
to 41% last year. 
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The increased apprehension over the global economy is undoubtedly warranted. The last three months 
of 2015 recorded the slowest pace of global growth since 2012 when the European Union and Japan were 
both in recession. In the second week of April, the International Monetary Fund cut its outlook for 2016 
economic growth for the fourth time in the past year, on the back of low oil prices, China’s slowdown and 
chronic weakness in developed economies. Annualized global growth is now expected to be 3.2%, down 
from the 3.4 percent forecast in January.

In a meeting in mid-April 2016, the International Monetary Fund Committee agreed that although global 
recovery is continuing, expansion is modest. Despite some improvement in the past months, the com-
mittee noted, “financial market volatility and risk aversion are rising amid questions about medium-term 
global growth prospects. The situation may ultimately weigh on sentiment…” i

 
This is certainly being reflected in institutional investors’ outlook.

A slowdown in China and a new banking crisis are the next two events where concern has risen sharply. 
This year, a greater number of think both of these will have a potentially negative impact on their invest-
ment performance. 

Attitudes towards tail risk

Risk to investment performance

Tail-risk has become an increasing worry
since the financial crisis.

We are willing to sacrifice upside potential
in order to have tail-risk protection.

Alternative investments are necessary to
effectively protect a portfolio from tail-risk.

A persistent fear of another tail-risk event has led
to excessive risk aversion among investors.

Diversification across traditional asset classes is
an effective protection from tail-risk events.

I am confident we have a good
understanding of tail-risk.

I am confident that our portfolio has appropriate
downside protection for the next tail event.

I do not have access to the appropriate tools
or solutions to deal with tail risk.

66%

58%

51%

51%

44%

44%

40%

37%

% Agree

Global economic slowdown

Economic slowdown in China

New banking crisis

40%

32%

30%

The Americas

Global economic slowdown

Economic slowdown in China

Geopolitical tensions

38%

37%

33%

Global

Economic slowdown in China

Geopolitical tensions

Global economic slowdown

45%

38%

37%

Asia Pacific

Global economic slowdown

New banking crisis

Geopolitical tensions

38%

36%

35%

Europe and the Middle East

Institutional inves-
tors are worried 
about the impact of 
a global economic 
slowdown on their 
investment perfor-
mance.
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After witnessing nearly three decades of double-digit growth, China has been showing signs of slowing 
down and has been replaced by India as the fastest growing major economy of the world.

Concern regarding a new banking crisis is also justified to a certain extent. In February 2016, former Bank 
of England governor Mervyn King called for reform of the financial system, saying a crisis is ‘certain’
otherwise.

The slowdown in China is more of a concern for investors in Asia-Pacific (45%) considering they feel more 
likely to be affected due to geographical proximity. Interestingly a greater number of investors in this 
region feel geopolitical tensions will impact performance (38%). Fewer investors in the Americas echo this 
sentiment (27%). 
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While the few years following the financial crisis were relatively benign, the anticipation around volatility 
has now reached fervent levels, especially given the initial rumblings experienced in the second half of 
2015. The market turbulence ushered in by the start of 2016 remains at the front and center of institutional 
investors’ minds as volatility and apprehension around equity market risk are among the prevailing threats 
in this year’s RiskMonitor.

The Latin saying ‘praemonitus, praemunitus’, meaning forewarned is forearmed is probably useful in most 
cases but navigating the turbulent markets is far from simple despite being forewarned, even for sophisti-
cated investors. Despite their long term investment outlook, a rise in volatility can have several repercus-
sions on institutional investors’ portfolios.

Over four in 10 investors (42%) globally say market volatility is their main investment concern this year. 
The turbulence in the first part of 2016 has not been kind to the investment management industry. Many 
reported declines in their first-quarter net income as market swings cut into fee revenue and with many 
firms cutting costs as a result.

Market volatility is a prominent investment concern across all regions as the largest share of investors in 
the Americas (39%), Europe and the Middle East (36%) and Asia-Pacific (49%) believe this is their main 
investment concern. The next two largest concerns for American investors are monetary policy (23%) and 
low yield (22%) which is expected given the hype and uncertainty around the Fed rate hike at the end of 
last year and the prospects of a further hike this year.

Meanwhile for institutional investors in the EMEA and Asia- Pacific region, low yield is the next biggest 
concern (29% and 21%, respectively) followed by monetary policy (15% and 10%, respectively). With rates 
dropping to negative levels in some countries in Europe, institutional investors in Europe are on the quest 
for higher returns in this low yield environment.

Some institutions have already started feeling the pain resulting from the shocks at the start of the year.
Pension funds in Canada, for example, registered a drop in their solvency ratio in the first quarter as bond 
yields fell and their investment portfolios posted losses. ii   Furthermore, analyst forecast the earnings of 
S&P 500 companies will have fallen by 7% in the first quarter of the year and in Europe, the drop is expect-
ed to be even greater at 12% iii.

Volatility and equity market risk persistent concerns

Low yield environment

Market volatility

Monetary policy

The Americas Europe and the Middle East

Asia-Pacific Global

Monetary policy

Market volatility

Low yield environment

Monetary policy/Deflationary pressures

Market volatility

Low yield environment

Monetary policy

Market volatility

Low yield environment

39%

23%

22%

36%

29%

15%

49%

21%

10%

42%

24%

16%

Main Investment Concerns for 2016

Market volatility is 
the biggest invest-
ment concern for 
2016.
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Interestingly, these dismal forecasts come against a backdrop of strong index performance. The FTSE-All 
World equity index reached a 2016 high in mid-April and the S&P 500, has been in what could arguably be 
called a bull market since March 2009, the low point for US equities. iv  

Globally, the top threats to portfolio performance are equity-market risk (77%), interest rate risk (75%), 
event risk (75%) and foreign-exchange risk (74%).

Equity-market risk is considered the biggest threat by institutional investors in the Americas (81%) followed 
by credit risk (76%) and interest-rate risk (75%).

However, in the EMEA region, institutional investors consider event risk (81%) to be the biggest threat, 
probably due to the UK’s decision to leave the EU and the terrorist attacks in France and Brussels.

Institutional investors in the Asia-Pacific region think foreign exchange risk (80%) is the greatest threat to 
portfolio performance followed by equity market risk (77%) and event risk (77%).

Echoing last year’s results, and reflecting the concern around anticipated drops in corporate earnings, 
over three quarters of institutional investors (77%) globally believe equity market risk poses a considerable 
threat to their portfolio’s performance over the next 12 months.

Although the threat of equity market risk was the most prevalent concern last year, the worry expressed 
in this regard escalated considerably in this edition.  Last year only 25% believed this to be a “considerable 
threat” – representing a 20 percentage-point increase to 45%, the largest difference in sentiment observed 
over the course of the year.

Threats to portfolio performance by region

Equity-market risk

Credit risk

Interest-rate risk

Foreign-exchange risk

Event risk

Event risk

Interest-rate risk

Equity-market risk

Credit risk

Foreign-exchange risk

% Considerable + moderate threat

Event risk

Credit risk

Foreign-exchange risk

Foreign-exchange risk

Equity-market risk

Interest-rate risk

Event risk

Commodity risk

Equity-market risk

Interest-rate risk

81%

78%

75%

73%

71%

77%

75%

75%

74%

70%

80%

77%

77%

70%

61%

The Americas

Europe and the Middle East

Asia-Pacific

Global

81%

76%

75%

72%

68%
Equity-market 
risk is the dominant 
threat to portfolio 
performance for 
investors globally.
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And institutions are right to be concerned. According to the International Monetary Fund, equity-market 
spill-overs to advanced economies coming from leading emerging markets such as China, have risen 28% 
since the 2008 financial crisis. This is just one example of the way equity market risk has increased as of 
late.

Event risk has also experienced a significant leap with 21% more this year feeling this is a moderate threat. 
Arguably this concern has been driven by the uncertainty inspired by the UK’s decision to leave the EU and 
a certain element of fear as a result of the terrorist attacks in France and Brussels.

The next greatest rise in fear is in relation to foreign exchange risk and credit risk – both increased by 
10% this year. Foreign exchange risk is of particular concern to investors in the US. Decreasing returns on 
securities due to the dollar strengthening in recent years together with the rise in market volatility have led 
to foreign exchange exposures reducing overall returns for investors in the US.

Although a volatile environment can be ripe with investment opportunity, institutional investors are aware 
of the difficulty that can come with navigating turbulent markets. Meeting return objectives during periods 
of market volatility is one of the most testing tasks they face – 66% say this is challenging. 

Year-on-year change in threats to portfolio performance

Equity-market risk

Interest-rate risk

Event risk

Foreign-exchange risk

Commodity risk

Liquidity risk

Counterparty risk

Inflation risk

Considerable threat
Moderate threat

Credit risk

2016

2015

2016

2015

2016

2015

2016

2015

2016

2015

2016

2015

2016

2015

2016

2015

2016

2015

77%

80%

75%

76%

75%

53%

74%

68%

70%

67%

62%

64%

55%

60%

41%

61%

36%

53%

The threat of equity 
market risk has
escalated - 45%,
compared to 25% last 
year, deem it a
‘considerable’ threat.



25

AllianzGI RiskMonitor 2016

Some institutional investors have already made their struggles public. The Rhode Island pension fundv  in 
the US, for example, returned 0.76% in the first three months of 2016, well below the 7.5% annual return the 
state assumes when setting contribution rates. This has caused the fund’s managers to begin re-evaluat-
ing how its $7.5bn in assets is being invested.

Investors also struggle to avoid making emotional decisions during periods of volatility (63%) and 55% 
find sticking to their investment strategy in volatile times difficult. This suggests institutional investors are 
making great efforts to weather the storm gracefully. They are working hard to remain grounded while the 
market winds try to blow them about.

The way they invest in the face of volatility is key to institutional investors’ ability to take advantage of the 
investment opportunity afforded by the turbulence without the risk outweighing the potential return. 
Therefore, overcoming these difficulties will be essential not only to their success over the course of this 
business cycle but also over the longer term when volatility will once again rear its head.

Managing volatility

Meeting return objectives during periods
of market volatility.

66%

6%
28%

63%

12%
25%

Not making emotional investment
decisions during times of market volatility.

55%

18%
27%

Sticking to investment strategy
in volatile times.

Striking the right balance between
volatility protection and returns.

52%

12%
36%

49%

9%
42%

Picking the right volatility management
strategy among the myriad of options

available.

37%

17%
46%

Implementing strategies that
reduce the impact of market volatility on

our portfolio.

Challenging Somewhat challenging Not challenging

Two-thirds report 
meeting return 
objectives during 
periods of market 
volatility is challeng-
ing.
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Diversification remains the investment strategy institutional investors flock to when facing volatility. Over 
two in five (44%) look to diversify across asset classes and 42% aim to do so geographically. Fixed income 
and defensive equity also make an appearance as institutional investors plan to allocate 35% to defensive 
equity and the same number plan to increase allocation to fixed income.

Diversifying geographically and diversifying across asset classes were also part of the top three strategies 
for all investors when broken down by region. However, investors in Europe and the Middle East are likely 
to use defensive equity (40%) unlike investors in Asia-Pacific and the Americas who would increase alloca-
tion to fixed income (35% and 36%, respectively). Given the negative yields in Europe, institutional investors 
are wary of further investing in fixed income.

Institutional investors’ appetite for alternatives as a buffer for volatility has decreased compared to last year. 
In 2016, 21% would look to increase exposure to less traditional asset classes in the face of turbulent mar-
kets while this decreased from 28% last year. This could suggest alternatives are more appealing in theory 
rather than in practice considering when volatility actually hit, fewer investors were advocating an increase 
in this regard.

Strategies employed in periods of high market volatility

% Yes, Multiple answers allowed

Diversify across asset classes

Diversify geographically

Defensive equity

Increase allocation to fixed income

Increase allocation to high-quality stocks

Option based strategies

Dynamic Multi Asset/Global Tactical Asset Allocation funds

Increase allocation to alternative assets

Absolute return funds

Protection/Risk Parity funds

Other

44%

42%

35%

35%

29%

27%

22%

21%

18%

10%

2%

Diversifying across 
asset classes and 
diversifying
geographically are 
the most popular 
during periods of 
high market vola-
tility. 
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Year-on-year change in strategies employed in periods of high market volatility

+6%

Diversify geographically Dynamic Multi Asset/Global
Tactical Asset Allocation funds 

Increase allocation to
high-quality stocks

Protection/Risk
Parity funds

Increase allocation to
alternative assets Absolute return funds

Biggest Increase

Biggest Decrease

2015 2016

31% 42%

+11%

22%16% 24% 29%

+5%

27% 10%

-17%

28% 21%

-7%

21% 18%

-3%

The appeal of protection or risk parity products has also dropped dramatically by 17 percentage points, 
from 27% to 10% this year. Risk parity products emerged in the market promising to offer a combination of 
lower risk and higher return compared to a traditional 60/40 equities and fixed income portfolio by using 
leverage to increase diversification. However, it has come under some criticism since that it is essentially 
leveraged bond exposure.

Geographical diversification enjoys greater allure as a greater number of investors (42% compared to 31% 
last year) would look to expand their exposure geographically in the face of increased volatility. Therefore, 
asset managers with the ability to invest at a global level are in a better position to serve this part of the 
market.

The concern with diversification being the core strategy employed by institutional investors during
turbulent periods in the market is one which will be explored in the following chapter of this report.

The strategy with 
the highest positive 
change from last 
year is diversifying
geographically 
while the most 
significant decrease 
is protection/risk 
parity funds.  
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Investment goals for 2016

The threats to portfolios and performance have not been converted into a wide-spread defensive attitude 
among institutional investors. Institutional investors (37%) report their primary investment goal for 2016 is 
to maximize their risk-adjusted returns. This is followed by generating yield or income (19%), benchmark 
outperformance (15%) and absolute return (15%).
 
This could be in response to the current low yield environment which investors ranked as their second 
biggest investment concern. Despite major economies having recovered after the financial crisis, rates 
have persistently been low. And with sluggish economic growth making a comeback and low inflation, rate 
hikes are unlikely in the short term. The low yield environment is here to stay and can be considered as the 
‘new normal’.

Institutional investors often have liabilities and other obligations that they are required to meet. Low yields 
present a massive challenge when it comes to achieving their objectives. One example of this is Moody’s 
expectation of returns falling below targets, thus leaving US public pension plans with higher unfunded 
liabilitiesvi. In fact, pension plans in Canada have already seen some of these difficulties being realized as 
they registered a drop in their funding solvency due to falling bond yields and subsequent investment 
portfolios losses.

This suggests that despite the potential risks posed by the equity markets, institutional investors are keenly 
aware of the opportunity awarded by this market environment.

Risk adjusted return maximization and generating yield were the two primary investment goals for 2016 
across all institution types.

The third most prevalent goal for traditional institutional investors was benchmark out-performance (17%) 
while for banks it was absolute return (14%). Outperforming a benchmark (14%) and absolute return (14%) 
tied for third place for insurance companies.

On the hunt: Income in a low yield environment

37%

19%

15%

15%

6%

6%

2%

Risk adjusted return maximization

Yield / income

Benchmark out-performance

Absolute return

Capital appreciation

Loss-minimization

Liability-driven investment / liability hedging

Risk adjusted 
return maximiza-
tion is the primary 
investment goal for 
2016. 
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Investment goals for 2016 by institution type

Insurance Traditional
Institution Bank Other

Risk adjusted return maximization

Yield / income

Benchmark out-performance

Absolute return

Capital appreciation

Loss-minimization

Liability-driven investment / liability hedging

33%

21%

14%

14%

8%

6%

4%

37%

19%

17%

15%

4%

6%

2%

45%

16%

8%

14%

10%

6%

1%

25%

19%

8%

17%

3%

17%

11%

The counter to risk is opportunity and although the majority of investors consider the equity markets to 
be a threat to their investment performance, a considerable percentage also believe these are the asset 
classes which will help them reach their goal of maximizing their risk adjusted returns. Two equity asset 
classes – US equities and European equities – garner the top spots among the investments earmarked for 
long exposure again this year. Institutional investor appetite for equities suggests their risk appetite has not 
been completely dampened by the market volatility.

The third most appealing asset class, investment grade corporate debt, is arguably a reflection of the 
turbulent times. Some institutional investors have already begun putting this preference into practice. 
According to reports by Reuters and the Wall Street Journal, large pension funds in the US now hold more 
bonds than stocks for the first time in a decade, with some of the corporate schemes hoovering up corpo-
rate debt last year.

In times of market upheaval, flows to real assets are documented to rise and in fact, 23% of institutional 
investors are due to allocate funds to real estate. This indicates the asset class is still considered to be a safe 
haven, despite the housing market crashes experienced in the recent past.

In reflection of this finding, in April, Norway’s sovereign wealth fund, announced plans to increase its real 
estate holdings by $17bn. As one of the largest institutional investors in the world, the largest in Europe, 
the Government Pension Fund of Norway sets the pace of investment trends and this is one other investors 
globally are already set to follow. Furthermore, larger asset owners have been found to experience econo-
mies of scale when allocating to asset classes beyond equity and fixed income, like real estate.
 
Regional data finds investors in the Americas and Europe and the Middle East favor their local equity 
markets with domestic markets in both regions coming out on top. Corporate debt sits in second in both 
regions as well. Preferences of investors in the Asia-Pacific region diverge, with corporate debt holding the 
strongest appeal as 34% would go long on these assets. Unlike other regions, investors in this region are 
less inclined to allocate to their local equity market with 20% looking to go long. This appetite is in line with 
that for global equities.

Japan’s Government Pension Investment Fund, the world’s biggest investor with $1.3tn in assets, had been 
rumored to be significantly changing its asset allocation due to declining government bond yields. In early 
2016, new chief Norihiro Takahashi said although it needs to hedge against foreign currency to protect 
its assets, the basic asset mix of the fund will remain unchanged – meaning the bond overweight will be 
maintained.vii 

Asset allocation trends
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Top asset classes favored for long exposure

Changes in long exposure

There has been a considerable increase in appetite for corporate debt – both investment grade  (27%
versus 10% in 2015) and high yield (17% versus 9% in 2015). The appeal of real estate at 23% of investors, 
from 18% last year also finds the asset class enter the top five for 2016. This could be considered indicative 
that even as investors’ thirst for yield has increased, they remain prudent and are aware of the market 
environment. 

US equities 42%

29%

25%

21%

21%

Corporate debt:
Investment grade

Real estate (private
or listed)

European equities

European equities

Global equities

Corporate debt:
High yield

Real estate (private
or listed)

The Americas
Europe and the
Middle East Asia-Pacific Global

% Yes, Multiple answers allowed

48%

28%

19%

19%

18%

Private equity (including
venture capital

US equities/
Corporate debt: Investment
Grade

Corporate debt:
Investment grade 34%

27%

26%

20%

20%

Global equities

Real estate (private
or listed

Corporate debt:
Investment grade 

Asia Pacific equities

US equities European equities

US equities 29%

28%

27%

23%

17%

Real estate (private
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Global equities/
Corporate debt: High yield
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Emerging-market

equities

Private equity
(including venture

capital)

Asia-Pacific
equities

Corporate debt:
High yield
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26%

9%

17%

10%

16%

27%

12%

15%

12%
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11%

Global investors are 
most likely to go long 
on US equities and 
European equities. 

There has been a 
considerable
increase in appe-
tite for corporate 
debt – both invest-
ment grade and high
yield.
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This is further evidenced by their reasons for going long on these asset classes. While US equities and
European equities were selected for their high return potential, the defensive element of institutional 
investors’ strategy comes through in the appeal of investment grade corporate debt. Almost three in 10 
(27%) say downside protection is what draws them to this asset class while the low risk nature of such 
investments appeals to 19%.

Other reasons for going long on US equities are the high liquidity and income potential it provides. Inves-
tors express strong belief in the return potential of European equities as well with 34% citing this as the 
reason for their long exposure to the asset class. The confidence in the potential for real estate to provide 
high returns is slightly lower with investor motivations for allocating here being more equally split with low 
correlation and income potential gaining importance.

For 46% of institutional investors, global equities represent the opportunity to generate returns. Coupled 
with the 18% driven by the cheap valuations, global equities also look set to play a key role in supporting 
institutional investors to reach their goals for the year.

Although equities do have the probability of generating high returns, they also represent added risk, 
which, as outlined earlier, investors are aware of. One institutional investor has already felt some pain in 
this regard – Denmark’s ATP returned just 0.4% in the first three months of 2016, due to losses generated 
by equities and inflation-hedging strategiesviii. This was a significant contrast to the 17.2% return posted for 
2015.

US equites European equities Corporate debt: Investment grade

1 High return potential
(Upside) 40%

2 High liquidity 18%

3 Low risk /
Income potential 15%

1 High return potential
(Upside) 34%

2 Evaluation (cheap) 21%

3 Hedge against inflation 13%

1 Downside
protection / potential 27%

2 Low risk 19%

3 Income potential /
Evaluation (cheap) 15%

Real estate (private or listed) Global equities Corporate debt: High Yield

1 Low correlation
(Diversification)

24%

2 High return potential
(upside) 23%

3 Income potential 19%

1 High return potential
(Upside) 46%

2 Evaluation (cheap) 18%

3 Currency hedge 8%

1 Evaluation (cheap) 26%

2 High return potential
(Upside) 24%

3 Low risk 15%

Reasons investors to go long/buy the top asset classes

High return poten-
tial is the most fre-
quently-cited reason 
for going long on all 
types of equities. 
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Institutional investors are significantly bearish in their sentiment toward high yield corporate debt – 31% 
would go short on this asset class. Sovereign debt in the emerging markets is the second most shorted 
asset class with 27% expecting a decline in this area. Also, despite the appeal of equities, 26% are doubtful 
about the prospects of emerging market equities with another 22% expressing the same concern about 
Asia-Pacific equities.

Top asset classes favored for short exposure

Corporate debt:
High yield 31%

24%

19%

19%

17%

Asia Pacific equities

Emerging-market
equities

Emerging-market
equities

Funds of Hedge fund

Sovereign debt:
Emerging market /
Commodities (Long) /
Sovereign debt:
Developed market /
Corporate debt:
Emerging market

Sovereign debt:
Emerging market

Sovereign debt:
Developing market

The Americas
Europe and the
Middle East Asia-Pacific Global

% Yes, Multiple answers allowed

37%

26%

26%

26%

22%

US equities

Corporate debt:
High yield

Corporate debt:
High yield 39%

36%

29%

28%

22%

Asia Pacific equities

Commodities (long)

Emerging market
equities

Sovereign debt:
Emerging market

Sovereign debt:
Emerging market

Corporate debt:
High yield 31%

27%

Commodities (long)

22%

22%

Asia Pacific equities

26%Emerging-market
equities

Institutional inves-
tors are most likely 
to short are high 
yield corporate 
debt, Asia Pacif-
ic equities and 
emerging-market 
equities.
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Changes in short exposure

Reasons investors would go short/sell the least appealing classes

Greater differences in sentiment can be observed in the year-on-year data for the asset classes institutional 
investors are looking to short. The largest gap is for sovereign developed market debt as 10% fewer people 
are betting against these assets. This could suggest a measure of greater faith in the economic stability of 
Western nations, despite the headwinds they face.

2015

2016

Changes
in short

exposure

Corporate debt:
High yield

Corporate debt:
Investment grade

Sovereign debt:
Developed market

European equities /
Infrastructure (equity or debt)

Asia Pacific
equities

Emerging-market
equities

23%

19%

14%

29%

9%

17% /
10%

22%

9% /
2%

8%

19%

26%

31%

Corporate debt: High yield Sovereign debt: Emerging market Emerging-market equities

1 High downside risk 30%

2 High credit risk 24%

3 Little upside potential 13%

1 High downside risk 24%

2 High currency risk 16%

3 High credit risk/ 
Little upside potential 14%

1 High downside risk 40%

2 Little upside potential 24%

3 Lack of liquidity 13%

Asia Pacific equities Commodities (Long)

1 High downside risk 52%

2 Little upside potential 19%

3 High currency risk 11%

1
High downside risk 32%

2
Little upside potential 31%

3

2
1

Evaluation (expensive) 13%

Investors are doubtful 
about the prospects 
of emerging market
equities and Asia-Pa-
cific equities com-
pared to last year.

High downside risk 
is the most likely rea-
son for going short 
most asset classes.
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The potential for high downside risk (30%) and high credit risk (24%) are cited as the reasons for investors’ 
looking to short high yield debt. Investors also refer to the high downside risk posed by emerging market 
sovereign debt (24%) and the high currency risk these assets can present (16%). High downside risk is also 
cited as the reason for shorting emerging market equities (40%). Concerns around Asia-Pacific equities on 
the other hand center around high downside risk (52%) and little upside potential (19%).

Risk tolerance plays a critical role in explaining investor behavior. Risk is an inherent part of investing and 
risk tolerance levels can have a strong influence on investment decisions.

We identify two types of investors – ‘Yield Hunters’ and ‘Risk Reducers’. Yield Hunters are those who are 
bullish on equities (going long on two or more types of equities) and Risk Reducers are bullish on fixed 
income (going long on two or more types of fixed income). In a market environment fraught with volatility, 
bullishness on equities can be considered a fair proxy of risk-taking behavior – these yield-hunting inves-
tors can be considered more prone to taking risk in their quest for higher returns. Meanwhile, being bullish 
on fixed income can be considered a sign of playing it safe; these investors are more risk-averse.

Having distinguished between the two groups of institutional investors, we can look at how risk tolerance 
affects investor behavior, their risk management strategies, readiness to handle risks, among other things.

The top three risk management strategies used by Yield Hunters before the financial crisis were very 
similar to those Risk Reducers employed. However, after the crisis, Risk Reducers seem to have made a sig-
nificant move towards duration management (60%) making it their most used strategy. Yield Hunters also 
seem to have boosted their use of duration management (56%). This makes sense given duration man-
agement is an important technique used in managing a fixed income portfolio and a very commonly used 
strategy by institutions for asset-liability management. The gravitation towards duration management 
on both sides, particularly by the Risk Reducers, underlines the challenges of succeeding in an uncertain 
interest rate environment.

Risk tolerance and investor behavior

Top risk management strategies pre-financial crisis

Geographic
Diversification

Asset-class diversification 
strategies

Dynamic asset allocation/ 
Dynamic risk management

Yield Hunters

57%

53%

43%

Asset-class diversification 
strategies

Geographic
Diversification

Duration management

Risk Reducers

58%

50%

48%

Top risk management strategies now

Geographic
Diversification

Asset-class diversification 
strategies

Duration management

Yield Hunters

60%

56%

56%

Duration management

Asset-class diversification 
strategies

Geographic
Diversification

Risk Reducers

60%

57%

52%

Risk Reducers seem 
to have made a 
significant move 
towards duration 
management after 
the crisis.
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Even in times of market volatility it is interesting to see how Yield Hunters and Risk Reducers react
differently. Given they are making riskier decisions, Yield Hunters (66%) find it more challenging than Risk 
Reducers (53%) to not make emotional decisions during market turbulence.
 
However, Risk Reducers (43%) find it more difficult to implement strategies that reduce the impact of 
market volatility in their portfolio than Yield Hunters (33%). They also struggle (59% vs 48% Yield Hunters) 
to strike the right balance between volatility protection and returns, perhaps due to their lower appetite for 
risk.

A slightly greater number of Yield Hunters (44%) compared to Risk Reducers (37%) expect to increase their 
exposure to risky assets, this is despite more Yield Hunters (39%) expecting a tail risk event in contrast to 
Risk Reducers (30%). But Yield Hunters (57% vs 48% Risk Reducers) believe a persistent fear of another tail-
risk event has led to an excessive risk aversion among investors.
 
Interestingly, more Yield Hunters (55%) believe they are prepared to deal with risks to investment perfor-
mance in 2016 than the Risk Reducers (47%).

Challenges in decision-making during market volatility

Yield Hunters Risk Reducers

Not making emotional investment decisions 
during times of market volatility 

66% 53%

Yield Hunters Risk Reducers

Implementing strategies that reduce the
impact of market volatility on our portfolio

33% 43%

Yield Hunters Risk Reducers

Striking the right balance between volatility 
protection and returns

48% 59%
% Very challenging + challenging

Yield Hunters 
(66%) find it more 
challenging than Risk 
Reducers (53%) to 
not make emotional 
decisions during 
market turbulence.
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Preparedness to deal with risks to investment performance

Attitudes towards risk

55%

35%

10%

Prepared Neither Not
prepared

Yield Hunters

47%

38%

16%

Prepared Neither Not
prepared

Risk reducers

Further, 65% of Yield Hunters compared to 53% of Risk Reducers assert the need for further innovation in 
risk management strategies to replace traditional approaches.

Despite the apprehension triggered by the market turbulence, institutional investors are aware of the 
opportunity this environment represents, especially for active management. More turbulent market con-
ditions will require institutional investors to adopt a more tactical approach to asset allocation. This means 
greater investment flexibility and dynamism to reach investment goals unlike the last few years which 
were relatively more favorable for investment; the notion of all boats rising with a rising tide.

Three in five (58%) institutional investors agree that an active strategies provide better downside protec-
tion in volatile markets. They also express strong belief in the potential of active strategies to outperform 
passive in the long run (59%) and consider it to be the best option when the market is not fully correlated 
(66%).

In the coming year, I will be increasing
my exposure to risky assets.

Agree Neither agree nor disagree Disagree

A persistent fear of another tail-risk event
has led to an excessive risk aversion

among investors.

There is a need for further innovation in
risk management strategies to
replace traditional approaches.

44%

28%

28% 37%

25%

37% 53%33%

14%

57%26%

17%

48%
29%

22%

65%
25%

9%

Yield Hunters Risk Reducers Yield Hunters Risk Reducers Yield Hunters Risk Reducers

Active management the preferred option

Yield Hunters believe 
a persistent fear of 
another tail risk
event has led to
excessive risk aver-
sion.
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Attitudes towards active investment

Active management is the best option
when the market is not fully correlated.

Actively managed portfolios are worth the cost.

Skillful managers are consistently able
to achieve superior performance net of cost.

Active strategies are more likely to outperform
passive in the long run/over full market cycles.

Active strategies provide better downside protection
than passive investments in volatile markets.

Alpha generation is a priority for my organization.

There is little alpha to be
found in today’s competitive markets.

66%

60%

60%

59%

58%

56%

47%

% Agree

Today on average institutional portfolios are made up of 67% active investments and 33% in passive.
Institutional investors do not expect this to change drastically over the course of the next three years with 
an expected portfolio mix of 63% active and 37% passive.

Three in five agree 
that an active strat-
egies provide better 
downside protection 
in volatile markets.

This all bodes well for the asset management industry as given the tumultuous environment, institutional 
investors are placing their faith squarely in the hands of skillful active managers. ‘Skillful’ is the key word 
here since the ability of active managers to outperform the markets has often been called to question 
in recent times with strong market performance providing good returns for active. In fact, there is some 
skepticism about the levels of alpha available in today’s competitive markets (47%).

However, skilled active managers should be able to generate superior returns and while managing down-
side risk and navigating market volatility. 

Active / passive split

ActivePassive ActivePassive

ActivePassive ActivePassive

ActivePassive ActivePassive

ActivePassive ActivePassive

67%
33%

In 3 YearsToday

69%
31%

The Americas

61%
39%

In 3 YearsToday

65%
35%

Asia-Pacific63%
37%

In 3 YearsToday

66%
34%

Europe and the Middle East

63%
37%

In 3 YearsToday

67%
33%

Global

Institutional investors 
expect little change 
in active-passive 
portfolio mix in the 
next 3 years.
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While investing in alternatives is virtually common place now, there still are some hurdles to overcome 
to improve penetration, understanding and usage. Alternatives have experienced a significant growth 
trajectory mainly because of their ability to provide valuable diversification to a portfolio. In fact, diversifi-
cation is the main motivation behind 30% of institutional investors’ allocation to alternatives. The potential 
low correlation to other asset classes (25%) takes second place this year, most likely driven by the increased 
market volatility.

74% of global investors invest in alternative assets. Alternative investments are most widespread in the 
Americas as four in five investors (79%) say they invest in alternatives, followed closely by Asia-Pacific 
(77%) and Europe and the Middle East (65%).

Diversification (30%) is the most prevalent reason global investors invest in alternative assets followed by 
low correlation to other investment strategies/asset classes (25%) and higher returns than conventional 
debt or equity investments (14%). These seem to be the most common reasons for investing among inves-
tors in all regions.

However, while diversified portfolios are important and alternatives are a great tool to facilitate that, it 
seems institutional investors are now also looking to alternatives for performance. As yield dries up in the 
traditional fixed income asset classes, investors will be looking to alternative investments for higher returns 
as well.

Alternatives

Investment in alternative assets

79%

65%

74%

77%

The Americas

Europe and the Middle East

Global

Asia-Pacific

% Yes

The majority of
global investors
use alternatives.
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With rates at record lows, yield is a major concern among investors. The search for income has pushed 
many investors towards equities, but illiquid assets appear to be another instrument of choice in the hunt 
for yield. The financial crisis of 2007-08 brought some of the risks associated with these assets to the fore 
and this detracted from the appeal of these assets. But as these scars fade from memory and investors are 
looking to eke out returns, illiquid assets appear to have found favor among many with 67% of institutional 
investors saying illiquid alternative investments can provide attractive risk adjusted returns relative to 
traditional investment strategies.

The tumultuous environment has also led to increased importance of illiquid instruments and over half 
(56%) also feel these investments are key to building portfolios in the current market environment. In fact, 
the earlier observed increased appeal of real estate investments shows institutional investors are putting 
their beliefs regarding illiquid assets into action. Private equity and infrastructure, the other two prevalent 
illiquid asset classes are less attractive to institutional investors although 12% do prefer the former for long 
exposure.

In addition to paying out illiquidity premia, illiquid assets also provide diversification opportunities. As a
result of the recent market volatility, investors are looking to shield themselves from market corrections 
and illiquid alternatives could be a viable option particularly for institutional investors with longer invest-
ment horizons and can use these instruments to distance themselves from short term market shocks.  

Reasons for using alternatives

Diversi�cation

Low correlation to other investment
strategies/asset classes

Higher returns than conventional
debt or equity investments

Risk management

Reduce overall portfolio volatility

To manage liabilities and longevity risk

Reliable income stream

Hedge against in�ation

Reduce portfolio drawdowns

Other

30%

25%

14%

8%

8%

5%

4%

3%

2%

1%

The resurgence of illiquid alternatives

Diversification is 
the most popular 
reason for using 
alternatives.
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Attitudes to private market / illiquid alternatives

Private market or illiquid alternative investments can provide attractive risk
adjusted returns relative to traditional investment strategies/asset classes.

Private market or illiquid alternative investments play an important role
constructing portfolios for the current market environment.

I am satisfied with the performance of my private market or illiquid
alternative investment strategies during the course of 2015.

We invest in private market or illiquid alternative investment strategies in
order to benefit from reduced mark-to-market volatility.

67% 24% 9%

56% 26% 18%

51% 33% 16%

45% 27% 28%

Agree Neither agree nor disagree Disagree

On the other side of the coin are the risks of such a strategy. As investors suggest, liquidity (46%) is the 
primary barrier to using these instruments. It is not surprising that liquidity is the main factor keeping 
institutions back from allocating to private or illiquid instruments. Although institutional investors tend to 
have longer term horizons, some institutions can withstand high levels of illiquidity more than others. For 
example, the €11bn German fund Ärzteversorgung Westfalen-Lippe (ÄVWL), can tolerate high levels of 
illiquidity due to a high level of risk capital which was a result of high reserves built up in the past.ix

 
The risks of investing in illiquid assets resurfaced during the financial crisis. These assets make it very diffi-
cult to make short term tactical decisions or to rebalance portfolios. Their lack of flexibility also means they 
have limited ability to help cater for unanticipated liquidity needs which can be a major barrier to increased 
usage.

Illiquid assets can be elemental in an institutional portfolio, however having a large percentage of such 
investments can hinder investors’ agility. For example, pension funds regularly need to hedge their interest 
rate or inflation risk. If there were to be a sharp rise in interest rates, they would need access to liquid
strategies so that they can rebalance their portfolio and having an excessive amount of illiquid assets 
during this time may not allow them to do that to the degree they deem necessary.

However, being locked in to an illiquid strategy may help protect investors from their own biases. Earlier we 
noted investors struggle to avoid making emotional decisions during periods of market upheaval. Having 
an allocation to illiquid assets means they are less likely to make rash choices driven by fear, at least on that 
portion of their portfolio.

Two-thirds agree 
that illiquid alter-
native investments 
can provide attrac-
tive risk adjusted 
returns compared 
to traditional invest-
ment strategies.
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Barriers to illiquid alternatives

Liquidity

Transparency

Performance/returns

46%

32%

22%
46%

32%

Transparency (32%) is also a concern among institutional investors when it comes to investing in illiquid 
assets. Illiquid assets are notorious for their opacity and complexity particularly in some of the more 
obscure options and because they sometimes tend to be customized over-the-counter derivatives. There 
have been some regulatory changes since the financial crisis to address this. 

However, although the transparency, or lack thereof, is inhibiting the greater penetration of illiquid
alternatives, it is this opaque nature which helps drive the higher returns. In a less transparent or the more
complex a market, mispricings are more likely to exist. Thus offering a greater number of untapped
opportunities to produce excess risk-adjusted returns.

The performance of liquid alternatives throughout 2015 has polarized institutional investors with a third 
(33%) saying they are not satisfied with the performance of liquid strategies. The year was uneven for
liquid alternatives with a few fund closures and a fairly broad dispersion in performance. While that does 
not necessarily mean doom for the asset class, it does help explain the polarization exhibited by
institutional investors when questioned about their satisfaction with performance in this regard.

Liquid alternatives remain an important asset class that greatly benefits investors since it offers the
potential to generate uncorrelated returns and decrease volatility in a portfolio all the while providing 
greater liquidity. This is not lost on the majority of institutional investors as three in five (57%) believe liquid 
alternatives have an important role to play in constructing portfolios in the current market environment.

In 2016, liquid alternatives have been delivering as the Wilshire Liquid Alternative Index, which provides a 
representative baseline for how the broad liquid alternative investment category performs, returned 1.48% 
in March, outperforming the HFRX Global Hedge Fund Index’s 1.24% return by 24 basis points.  

In fact, investors are positive about the role liquid alternatives play in providing attractive risk adjusted 
returns relative to traditional investments and asset classes (56% agreed). Three out of five (61%) prefer the 
liquidity of the investment vehicle to be aligned with that of the underlying assets/strategy.

Liquid alternatives

Liquidity is the larg-
est barrier to illiquid
alternatives.
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Attitudes to liquid alternatives

Barriers to liquid alternatives

We prefer liquidity of the investment vehicle to be aligned with the
liquidity of the underlying assets/strategy.

Liquid alternative investments play an important role constructing
portfolios for the current market environment.

Liquid alternative investments can provide attractive risk adjusted returns
relative to traditional investment strategies/asset classes.

I am satisfied with the performance of my liquid alternative 
investment strategies during the course of 2015.

61% 24% 15%

57% 28% 15%

56% 24% 20%

47% 20% 33%

Agree Neither Agree nor Disagree Disagree

The primary reason inhibiting institutional investment in liquid alternatives is the performance/returns 
(50%) of these instruments, followed by transparency (37%), and liquidity (12%). 

Performance/returns

Transparency

Liquidity

Other

50%

37%12%

1%

57% believe liquid 
alternatives have an
important role to 
play in constructing 
portfolios in the 
current market 
environment.

Performance is the 
biggest barrier to 
investing in liquid 
alternatives.
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Incorporating ESG factors

ESG integration - slow but steady
Although assets in strategies devoted to ESG principles have been increasing, less than half of institutional 
investors (45%) in this study incorporate ESG factors in their investment decision-making. While ESG is 
definitely no longer on the fringes or considered a fad, there is clearly still some headway to be made for 
this philosophy to be considered completely mainstream.

Investors might turn to ESG to simply avoid ‘sin stocks’, such as big tobacco, gambling or arms companies. 
However, if ESG really is key to long term investment growth, there needs to be greater commitment on 
the part of investors in this regard. Investors do not have to choose between performance and ethics. 
The multitude of ESG options almost ensures investors can find the right investment fit for them. ESG 
investments have expanded and can range from alternative assets to private equity. This is also a way for 
institutions to express their organizational values.

There has been a lot of pressure for institutional investors to incorporate ESG into their investment strategy 
to a greater degree. In March 2016, the UN Principles for Responsible Investment (UN PRI) launched a 
report calling on asset owners to take more responsibility in this arena and ensure the mandates they give 
to fund managers include requirements for analyzing and reporting ESG factors. xi 

For more than a third of those who use ESG principles when making investment decisions, the motivations 
are ‘pure’, so to speak. 38% say they use ESG principles for “ethical reasons” to avoid certain industries 
which can be considered amoral such as tobacco, gambling and weaponry. Avoidance of certain industries 
is the most basic type of ESG analysis but truly incorporating ESG into portfolio construction goes beyond 
this.

Slightly less (31%) are driven by their corporate policy and a further 19% by the threat of reputational risk. 
Although the end result is an institution that invests using ESG principles, having the incentive be corporate 
policy or risk minimization could hamper the long term adoption of this way of investing. These findings 
suggest that just as many investors incorporate ESG factors because they fully subscribe to the principles 

Europe and the
Middle East

The Americas Asia-Pacific

Global

48% 42%

45%

45%

% Yes

45% of global 
investors incorpo-
rate ESG factors 
into their investment 
decisions.
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of ESG as those who are forced to implement the strategy as part of less philosophical reasons, such as 
corporate policy.

The rest of the reasons investors incorporated ESG into investment decision making was generating higher 
returns (8%) and providing additional diversification (3%).

Close to half (46%) of institutional investors say a key benefit of using ESG factors when investing is the 
reduction of reputational and legal risks.

Two in five (43%) say incorporating ESG factors have improved their performance. In support of the earlier 
observation that ESG has still a way to go when it comes to penetration, over four in ten (45%) disagree that 
ESG investing would lead to higher return.

Only a few (26%) institutional investors believe incorporating ESG factors into their investment decision 
making could lead to higher risk-adjusted returns. 

Reasons for incorporating ESG into investment decision-making

Ethical reasons 

Corporate policy

To minimize risk 
(reputation risk and litigation risk)

Generates higher returns

Provides additional diversification

Other

38%

31%

19%

8%

3%

1%

Corporate policy still 
remains a big driver 
of ESG usage.
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Attitudes towards ESG 

ESG investing is beneficial since it reduces
reputation risk and litigation risk.

17%37%46%

29%28%

Incorporating ESG factors have improved our
investment performance.

43%

44% 32%24%

ESG investing will be standard practice in the
next few years.

42% 28%30%

ESG risks have increased over the last
12 months.

45%

Implementing ESG factors would lead to
higher risk-adjusted returns.

Agree

Neither agree nor disagree

Disagree29%26%

It seems performance is still holding back institutional investment in ESG even though performance and 
social impact of investments are definitely not mutually exclusive. When ESG factors are considered in 
investment analysis they can help identify companies with robust standards. In turn, these high
standards could indicate a sound business model and therefore imply better long-term, risk-adjusted 
returns. Subjecting investments to greater scrutiny, whether it is environmental, social, or governmental, 
could enhance portfolio performance in the long term, especially if the trend toward increased regulation 
continues. 
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Performance is still 
holding back
institutional invest-
ment in ESG – only 
26% agree that 
implementing ESG 
factors would lead to 
higher risk-adjusted 
returns.
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