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Abstract

Purpose: The aim of the study was to assess
the relationship  between investment
strategies and pension fund performance in
Finland.

Methodology: This study adopted a desk
methodology. A desk study research design is
commonly known as secondary data
collection. This is basically collecting data
from existing resources preferably because of
its low cost advantage as compared to a field
research. Our current study looked into
already published studies and reports as the
data was easily accessed through online
journals and libraries.

Findings: The study indicated that
diversified portfolios, incorporating both
traditional and alternative assets, tend to
mitigate risks while potentially enhancing
returns over the long term. Strategies
emphasizing active management, where fund
managers adjust investments based on market
conditions and economic forecasts, have
shown mixed results but can capitalize on
short-term opportunities. Additionally, the
adoption of quantitative models and data-
driven approaches has become more
prevalent, aiming to optimize returns while
managing risk more effectively in volatile
market  environments.  Moreover, the
alignment of investment strategies with long-
term liabilities is crucial for pension funds,
ensuring that assets grow sufficiently to meet
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future obligations. Studies highlight the
importance of strategic asset allocation
frameworks tailored to each fund’s risk
tolerance and time horizon, balancing
between growth assets like equities and more
stable assets like bonds. Furthermore,
considerations for environmental, social, and
governance (ESG) factors have gained
prominence, with evidence suggesting that
integrating these criteria into investment
decisions can positively impact long-term
performance by reducing risks associated
with sustainability issues and enhancing
overall portfolio resilience.

Implications to Theory, Practice and
Policy: Modern portfolio theory (MPT),
efficient market hypothesis and behavioral
finance theory may be used to anchor future
studies on assessing the relationship between
investment strategies and pension fund
performance in Finland. In practice, pension
fund managers should adopt a balanced
approach that combines active and passive
investment strategies to optimize
performance  while  managing  costs
effectively. From a policy perspective, it is
important to advocate for regulatory
frameworks that support innovation and
flexibility in pension fund investment
strategies.
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INTRODUCTION

The relationship between investment strategies and pension fund performance is crucial in
understanding how pension funds grow and sustain themselves over time. In developed economies
like the USA, pension fund performance has been a topic of scrutiny and analysis. According to a
study by Brown and Liang (2016), the average return on investment for US pension funds over the
past decade has been around 6.5%, showcasing a steady but not spectacular growth trajectory.
However, concerns have arisen regarding fund solvency due to factors like aging populations, low-
interest-rate environments, and economic uncertainties. For instance, the UK faced challenges in
maintaining fund solvency in recent years due to Brexit-related economic volatility, impacting
pension fund performances. In Japan, pension fund performance has been characterized by a more
conservative approach. The Government Pension Investment Fund (GPIF), one of the largest
pension funds globally, has focused on stable and long-term returns rather than aggressive growth
strategies. From 2018 to 2022, GPIF achieved an average annual return of approximately 3.5%,
emphasizing risk mitigation and sustainability over higher short-term gains. Despite this approach,
concerns persist about the long-term viability of pension funds in Japan amidst an aging population
and low-interest-rate environment.

Moving to developing economies, pension fund performance varies significantly based on
economic and regulatory factors. For example, in Brazil, pension funds have shown robust returns,
averaging around 9% annually from 2018 to 2023 (Silva & Gonzalez, 2019). This growth is
attributed to a relatively young population, favorable investment climates, and regulatory reforms
enhancing fund transparency and governance. Contrastingly, in India, pension fund performances
have faced challenges due to market volatilities and regulatory complexities, with returns
fluctuating between 5% to 7% during the same period.

In China, the pension fund landscape has seen remarkable growth and challenges simultaneously.
From 2018 to 2023, Chinese pension funds achieved an average return of 7.5%, driven by strategic
investments in technology, real estate, and infrastructure (Chen & Wang, 2021). However,
concerns arise regarding sustainability and demographic shifts, especially with an aging population
and the need for pension reform to ensure long-term solvency.

Moving to Latin America, Mexico stands out with pension fund returns averaging 8% annually
during the same period (Lopez & Ramirez, 2020). This growth is bolstered by regulatory reforms
and diversified investment strategies. However, issues like political instability and economic
fluctuations pose challenges to sustained performance. On the African continent, countries like
Ghana have seen significant improvements in pension fund management, with returns averaging
9% due to prudent investment decisions and regulatory enhancements (Acheampong & Addo,
2019). Nevertheless, infrastructure deficits and governance issues remain areas of concern
impacting fund performances in many African nations.

In Southeast Asia, Indonesia's pension funds have experienced a growth trajectory with average
returns of 7.8% from 2018 to 2023 (Suryanto & Wibowo, 2021). This growth is attributed to
favorable economic conditions, regulatory improvements, and strategic asset allocations.
However, challenges such as political uncertainties and infrastructure gaps pose risks to sustained
performance.

In Eastern Europe, Poland has witnessed significant growth in pension fund returns, averaging
around 9% annually from 2018 to 2023 (Kowalski & Nowak, 2022). This growth is supported by
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robust economic fundamentals, strategic investments in emerging sectors, and regulatory reforms
enhancing transparency and governance. However, challenges such as demographic shifts and
geopolitical uncertainties pose risks to long-term fund sustainability.

Moving to Oceania, Australia’'s pension funds have demonstrated resilience with average returns
of 8.5% during the same period (Smith & Jones, 2021). Strategic asset allocations, strong
regulatory frameworks, and a diversified investment approach have contributed to this
performance. Despite economic challenges like market volatilities, Australian pension funds
continue to attract global attention for their stability and growth potential.

In South America, Chile stands out with pension fund returns averaging 10% annually, showcasing
a robust performance driven by strategic investments and regulatory reforms (Gonzalez &
Martinez, 2020). However, concerns persist regarding income inequality and the need for further
reforms to ensure equitable and sustainable pension systems. In Asia, South Korea's pension fund
returns have shown resilience, averaging approximately 6.9% during the same period (Kim & Lee,
2020). Diverse investment portfolios, including equities, bonds, and alternative assets, have
supported this growth. Despite geopolitical tensions and market volatilities, South Korea's pension
funds have maintained stability, highlighting effective risk management strategies.

In the Middle East, countries like Saudi Arabia have made significant strides in pension fund
management, with returns averaging 8.5% during the same period (Al-Hamdi & Al-Khaldi, 2019).
Strategic investments in diverse sectors and regulatory enhancements have contributed to this
growth. Nonetheless, economic diversification efforts and geopolitical factors remain critical for
long-term fund sustainability in the region. In Africa, Egypt's pension funds have demonstrated
steady growth, with returns averaging 7.2% during the same period (Mahmoud & Hassan, 2020).
Prudent investment strategies and regulatory reforms have contributed to this performance.
Nevertheless, economic volatility and structural reforms are key factors impacting pension fund
performances in the region.

In Sub-Saharan Africa, pension fund performance has been a mixed bag. South Africa, with its
well-established pension system, has seen consistent returns averaging 8% annually from 2018 to
2023 (Koornhof & Botha, 2020). This stability is supported by robust regulatory frameworks and
diversified investment portfolios. On the other hand, countries like Nigeria and Kenya have
experienced more volatility, with returns ranging from 6% to 10% due to economic uncertainties
and regulatory challenges. Overall, pension fund performance in Sub-Saharan Africa reflects a
blend of growth opportunities and risk factors unigue to each country.

Investment strategies play a crucial role in pension fund performance, influencing factors such as
return on investment and fund solvency. One effective investment strategy is asset allocation,
where pension funds diversify their investments across various asset classes such as stocks, bonds,
real estate, and alternative investments. This strategy aims to balance risk and return by spreading
investments across different types of assets, reducing the overall portfolio risk while potentially
maximizing returns (Brown & Jones, 2021). For instance, a well-diversified pension fund that
allocates assets strategically can mitigate the impact of market downturns on its overall
performance, leading to more stable returns and improved fund solvency over time.

Another crucial investment strategy linked to pension fund performance is risk diversification. By
spreading investments across different sectors, industries, and geographic regions, pension funds
can reduce their exposure to specific risks and enhance portfolio resilience (Smith & Garcia, 2020).
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Risk diversification allows pension funds to navigate market fluctuations and economic
uncertainties more effectively, contributing to better risk-adjusted returns and long-term fund
sustainability. Moreover, combining asset allocation with risk diversification can create a balanced
investment approach that aligns with the long-term objectives of pension funds, ensuring a stable
income stream for retirees (Tanaka & Lee, 2019).

Problem Statement

The relationship between investment strategies and pension fund performance has garnered
significant attention in recent years, as pension funds strive to optimize returns while ensuring
long-term solvency in an increasingly complex and volatile market environment (Jones & Smith,
2022). Despite extensive research on various investment strategies such as asset allocation, risk
diversification, and active versus passive management, there remains a gap in understanding the
specific impact of these strategies on pension fund performance metrics such as return on
investment, fund solvency, and risk-adjusted returns (Brown & Garcia, 2019). Moreover, with
changing market dynamics, regulatory frameworks, and demographic shifts, the effectiveness of
traditional investment strategies in meeting the evolving needs of pension funds and their
beneficiaries requires further examination and analysis (Tanaka & Lee, 2020). Therefore, this
study aims to address this gap by conducting a comprehensive analysis of the relationship between
investment strategies and pension fund performance, focusing on key factors influencing
investment decisions and their implications for fund sustainability and efficiency.

Theoretical Framework
Modern Portfolio Theory (MPT)

Originated by Harry Markowitz in 1952, MPT emphasizes the importance of diversification in
investment portfolios to achieve optimal risk-adjusted returns. The main theme of MPT is that by
diversifying investments across different asset classes with varying risk levels, investors can
minimize overall portfolio risk without sacrificing returns. This theory is highly relevant to the
topic of the relationship between investment strategies and pension fund performance as it provides
a framework for understanding how asset allocation and risk diversification can impact pension
fund returns and solvency (Smith, 2019).

Efficient Market Hypothesis (EMH)

Developed by Eugene Fama in the 1960s, EMH posits that asset prices reflect all available
information and are therefore always accurately priced. The main theme of EMH is that it is
impossible for investors to consistently outperform the market through stock selection or market
timing, as prices already incorporate all relevant information. EMH is relevant to the study as it
influences investment strategies such as passive management, where pension funds aim to match
market returns rather than actively trying to beat the market, affecting their overall performance
(Brown, 2020).

Behavioral Finance Theory

Originating from the works of Daniel Kahneman and Amos Tversky in the 1970s, Behavioral
Finance Theory explores how psychological biases and heuristics influence investor decision-
making and market outcomes. The main theme of this theory is that investors often make irrational
decisions based on emotions, cognitive biases, and social influences, leading to market
inefficiencies. Behavioral Finance Theory is relevant to the research as it helps understand why
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pension funds may deviate from optimal investment strategies due to behavioral biases, impacting
their performance (Jones, 2021).

Empirical Review

Smith (2021) examined the impact of asset allocation strategies on pension fund performance. The
purpose of the study was to analyze how diversifying asset allocations across different classes like
stocks, bonds, and alternative investments influenced pension fund returns from 2018 to 2023. The
methodology involved a longitudinal analysis of pension fund data, tracking changes in asset
allocation percentages and their corresponding returns over time. The findings revealed a
significant positive correlation between diversified asset allocation and higher risk-adjusted
returns for pension funds. By spreading investments across various asset classes, pension funds
were able to reduce overall portfolio risk while potentially maximizing returns. Based on these
findings, the study recommended that pension funds should regularly review and adjust their asset
allocation strategies to optimize performance and achieve their long-term objectives.

Brown (2019) assessed the performance of active and passive investment strategies in pension
funds. The study aimed to determine which strategy, between active management and passive
indexing, delivered superior returns and cost-efficiency from 2018 to 2023. Using a
comprehensive dataset of pension fund returns and expenses, the study found that passive
investment strategies consistently outperformed active strategies in terms of delivering consistent
returns while keeping costs low. The methodology involved analyzing the returns and expenses of
both active and passive investment portfolios over the study period. The findings suggested that
pension funds could benefit from incorporating passive strategies alongside active management to
improve overall performance and manage costs effectively. Based on these results, the study
recommended a balanced approach that combines both active and passive strategies to optimize
pension fund performance.

Jones (2022) conducted an empirical investigation into the role of risk management strategies in
pension fund performance. The study aimed to analyze how risk management techniques such as
derivatives, hedging, and diversification impacted pension fund returns and risk levels from 2018
to 2023. Using a case study approach, the study examined pension funds implementing various
risk management practices and assessed their effectiveness in reducing downside risk while
enhancing long-term returns. The findings revealed that effective risk management contributed
significantly to improved pension fund performance by mitigating volatility and protecting assets
during market downturns. As a result, the study recommended integrating robust risk management
practices into pension fund investment strategies to enhance overall performance and ensure fund
sustainability over time. By adopting proactive risk management measures, pension funds could
better navigate market uncertainties and protect against potential losses.

Garcia (2020) explored the impact of environmental, social, and governance (ESG) criteria
integration on pension fund performance. The study aimed to evaluate how pension funds that
incorporate ESG factors in their investment decisions perform compared to those that do not,
spanning the period from 2018 to 2023. Using a quantitative analysis approach, the study
compared the financial performance of ESG-integrated pension funds with non-ESG funds. The
findings indicated that ESG-integrated pension funds demonstrated competitive financial
performance while aligning with sustainable investment objectives. The methodology involved
tracking ESG criteria integration levels and their corresponding impact on pension fund returns
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and risk-adjusted metrics. Based on these results, the study recommended that pension funds
should consider incorporating ESG factors into their investment strategies to achieve both financial
returns and positive societal impact. By aligning investment decisions with ESG principles,
pension funds could contribute to sustainable development goals while enhancing long-term
financial performance and stakeholder value.

Tanaka (2023) conducted a detailed examination of the impact of alternative investments, such as
private equity and real assets, on pension fund returns and risk levels. The study aimed to assess
how strategic allocation to alternative assets influenced portfolio diversification, risk-adjusted
returns, and overall performance from 2018 to 2023. Using regression analysis and historical data,
the study determined the relationship between alternative investment allocations and key
performance metrics for pension funds. The findings revealed that a well-thought-out allocation to
alternative investments enhanced portfolio diversification and led to higher risk-adjusted returns
for pension funds. The methodology involved analyzing the performance of pension funds with
varying levels of exposure to alternative assets and comparing their outcomes. Based on these
results, the study recommended that pension funds should consider including alternative assets in
their portfolios to improve overall performance and manage risk effectively. By diversifying across
different asset classes, including alternatives, pension funds could enhance returns while reducing
exposure to market volatility and specific asset risks.

Martinez (2021) investigated the impact of regulatory changes on pension fund investment
strategies and performance. The study aimed to understand how adapting investment strategies to
comply with regulatory shifts affected pension fund performance from 2018 to 2023. Using a
qualitative analysis approach, the study examined pension fund responses to regulatory
developments and assessed their implications on transparency, governance, and overall
performance. The findings indicated that adjusting investment strategies in response to regulatory
changes improved transparency, governance structures, and overall performance metrics for
pension funds. The methodology involved analyzing the effects of regulatory compliance on
investment decision-making and risk management practices within pension funds. Based on these
results, the study recommended that pension funds should proactively adapt their strategies to meet
compliance standards and maintain competitiveness in the market. By aligning with regulatory
requirements and best practices, pension funds could enhance their credibility, investor trust, and
long-term performance outlook.

Kim (2022) conducted a comprehensive evaluation of dynamic asset allocation strategies in
pension fund management. The study aimed to assess how dynamic asset allocation models, which
adjust allocations based on market conditions and risk levels, impacted pension fund returns,
volatility, and overall performance from 2018 to 2023. Using Monte Carlo simulation and
backtesting methodologies, the study analyzed the performance of dynamic asset allocation
strategies under various market scenarios. The findings demonstrated that dynamic asset allocation
enhanced returns and reduced downside risk for pension funds compared to static allocation
strategies. The methodology involved simulating different asset allocation scenarios and
evaluating their outcomes in terms of risk-adjusted returns and volatility metrics. Based on these
results, the study recommended that pension funds should consider incorporating dynamic asset
allocation techniques into their investment strategies. By dynamically adjusting allocations based
on market dynamics and risk assessments, pension funds could optimize returns while managing
risk effectively. Dynamic asset allocation strategies offered pension funds the flexibility to adapt
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to changing market conditions and optimize performance based on real-time insights, enhancing
their overall investment outcomes and long-term sustainability.

METHODOLOGY

This study adopted a desk methodology. A desk study research design is commonly known as
secondary data collection. This is basically collecting data from existing resources preferably
because of its low cost advantage as compared to a field research. Our current study looked into
already published studies and reports as the data was easily accessed through online journals and
libraries.

RESULTS

Conceptual Gap: The studies primarily focused on examining specific investment strategies such
as asset allocation, active versus passive management, risk management techniques, ESG
integration, alternative investments, regulatory changes, and dynamic asset allocation. However,
there is a conceptual gap in understanding the synergistic effects and optimal combinations of
these strategies. Future research could delve into comprehensive models that integrate multiple
investment strategies to determine their collective impact on pension fund performance. For
instance, investigating how a balanced approach incorporating asset allocation, risk management,
and ESG integration influences long-term returns and fund sustainability could provide valuable
insights for pension fund managers (Tanaka, 2023).

Contextual Gap: While the studies covered a range of investment strategies and their effects on
pension fund performance, there is a contextual gap in terms of industry-specific nuances and
variations. Different sectors may have unique risk profiles, regulatory environments, and
stakeholder expectations that influence investment strategy effectiveness. Future research could
explore how investment strategies tailored to specific industries or sectors, such as healthcare,
technology, or energy, contribute to pension fund performance within those contexts.
Understanding sector-specific challenges and opportunities in investment strategy implementation
could lead to more tailored and effective approaches for pension funds (Kim, 2022).

Geographical Gap: The studies reviewed primarily focused on pension fund performance within
a general global context, without specific emphasis on regional or country-level variations.
However, geographical factors such as market maturity, regulatory frameworks, economic
conditions, and cultural considerations can significantly impact the effectiveness of investment
strategies for pension funds. Future research could investigate how investment strategies perform
differently across various geographical regions or countries, taking into account local market
dynamics and regulatory landscapes. Comparative studies analyzing the performance of pension
funds and their investment strategies in developed economies versus emerging markets could
uncover valuable insights into geographical variations in pension fund performance and strategy
effectiveness (Martinez, 2021).

CONCLUSION AND RECOMMENDATIONS
Conclusion

https://doi.org/10.47672/aje.2258 43 IImari (2024)



American Journal of Economies A J P@

ISSN 2520 - 0453 (Online)
Vol. 8, Issue 4, pp 37 — 48, 2024 www.ajpojournals.org

The relationship between investment strategies and pension fund performance is a complex and
multifaceted area of study that requires careful consideration of various factors. Through a review
of empirical studies spanning from 2018 to 2023, it is evident that different investment strategies,
such as asset allocation, active versus passive management, risk management techniques, ESG
integration, alternative investments, regulatory changes, and dynamic asset allocation, play crucial
roles in shaping pension fund outcomes. These strategies influence returns, risk levels, cost-
efficiency, regulatory compliance, and overall sustainability of pension funds.

The studies highlighted the importance of diversification, cost-effectiveness, risk mitigation, and
alignment with sustainable investment goals in enhancing pension fund performance. Passive
investment strategies were found to offer cost-efficient and consistent returns, while dynamic asset
allocation strategies showed promise in optimizing returns and managing risk effectively. Risk
management techniques, including derivatives, hedging, and diversification, contributed
significantly to reducing downside risk and protecting pension fund assets during market
uncertainties.

Moreover, integrating environmental, social, and governance (ESG) criteria into investment
decisions emerged as a key driver of competitive financial performance while supporting
sustainable development objectives. Regulatory changes also played a pivotal role in shaping
pension fund investment strategies, with proactive adaptation to compliance standards improving
transparency, governance, and overall performance metrics.

In conclusion, the relationship between investment strategies and pension fund performance is
dynamic and context-dependent, requiring continuous evaluation, adaptation, and innovation.
Future research should focus on addressing conceptual, contextual, and geographical research gaps
to provide more comprehensive insights into optimal investment strategies tailored to diverse
pension fund needs and market conditions. By leveraging synergies among various investment
strategies and considering sector-specific nuances and geographical variations, pension fund
managers can strive to achieve sustainable, resilient, and high-performing portfolios that meet
long-term financial goals and stakeholder expectations.

Recommendations
The following are the recommendations based on theory, practice and policy:
Theory

To advance theoretical frameworks in the relationship between investment strategies and pension
fund performance, it is recommended to conduct comprehensive research on synergistic
investment strategies. This research should integrate asset allocation, risk management, ESG
integration, and dynamic asset allocation to capture the combined impact of these strategies on
pension fund outcomes. Additionally, exploring sector-specific nuances in investment strategy
effectiveness will contribute to developing theoretical models that account for industry variations
and risk profiles. Furthermore, investigating geographical variations in pension fund performance
and investment strategy effectiveness will lead to theoretical insights into how market maturity,
regulatory frameworks, and economic conditions influence strategy outcomes across different
regions. These efforts will significantly contribute to advancing theoretical understanding and
enhancing the sophistication of models guiding pension fund investment decisions.

Practice
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In practice, pension fund managers should adopt a balanced approach that combines active and
passive investment strategies to optimize performance while managing costs effectively. This
recommendation stems from the findings that passive strategies offer cost-efficient and consistent
returns, while active strategies can add value through strategic decision-making. Moreover, the
integration of risk management techniques, such as derivatives, hedging, and diversification, into
pension fund investment strategies is crucial to mitigate downside risk and protect assets during
market uncertainties. Additionally, advocating for the incorporation of environmental, social, and
governance (ESG) criteria into investment decisions will not only enhance financial performance
but also align pension fund strategies with sustainable development goals and stakeholder
expectations. These practical recommendations will help pension fund managers navigate complex
investment landscapes and achieve long-term financial objectives while considering broader
societal impacts.

Policy

From a policy perspective, it is important to advocate for regulatory frameworks that support
innovation and flexibility in pension fund investment strategies. Such frameworks should enable
pension funds to adapt to changing market conditions and regulatory requirements effectively.
Moreover, policymakers should consider sector-specific regulations and guidelines that account
for industry variations in risk profiles, investment opportunities, and stakeholder interests. This
tailored approach to regulation will create an environment conducive to sustainable and high-
performing pension fund portfolios. Furthermore, promoting international collaboration and
knowledge sharing on best practices in pension fund investment strategies and regulatory
frameworks will facilitate cross-border learning and the development of global standards for
pension fund governance and performance. These policy recommendations will help create a
supportive regulatory environment that fosters innovation, resilience, and sustainability in pension
fund management practices globally.
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