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Executive Summary
One of the key changes that occurred in the Israeli capital market in the past decade is
the growing share of institutional investors’ holdings in the capital market and
consequently, their increased impact on trading patterns and liquidity in various sectors
and in specific stocks. At the same time, the size of the assets managed by institutional
investors continues to increase rapidly, leading consequently to their increasing role in
capital alloction in the Israeli market.
These trends raise questions concerning the potential effects of these developments on
the future of Israel’s capital market. This document presents an analysis of these effects,
and examines several features of institutional investors and their investments in the local
equity and debt market.
The first feature highlighted in this study is the intensity of concentration in the
institutional market, specifically in terms of the number of institutional investors that
manage the public’s long-term assets, and the distribution of assets across institutional
investors. In general, a rise in concentration may manifest as a decline in the liquidity of
the underlying assets. This study explores institutional investor concentration based on
several generally accepted measures, across several categories (e.g., by asset manager,
by financial asset class), comparing the situation in Israel to other developed economies.
The comparison is followed by an analysis of institutional investors’ tendency to invest
in shares issued by major companies, which creates a high correlation with stock
exchange indices;, and by a discussion of the implications of this trend for the capital
market. The study explores the argument that stock liquidity is adversely affected by the
fact that institutional investors are essentially long-term investors, and by the trends that
lead to increased concentration in the asset management industry.
Taken together, the findings show that institutional investors have become an
increasingly dominant force in the local market, and at the same time (pension funds are
becoming increasingly concentrated, while insurance companies are already highly
concentrated. Furthermore, a statistically significant correlation is found between
institutional investors’(pension funds, provident funds, and insurance companies)
holdings and a decline in liquidity of the stock they hold, measured by trading volume,
turnover ratio, and bid-ask spread. The evolving consequences may manifest as, among
other things, an artificial rise in asset prices and impairment of fair pricing mechanisms.
In contrast, mutual fund holdings and free float ratio are positively correlated with
increased liquidity.
The study concludes by proposing several courses of actions that may contribute to a
reversal of institutional investors’ growing concentration, a trend that is supported by
the findings of this study. Proposals include action to encourage the entry of foreign
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institutional investors as active investors in the local stock market, contemplation of a
new public committee to discuss how to promote competition by encouraging major
foreign institutional investors’ entry into market segments that are exclusively
controlled by local institutional investors, and action to increase free float in the capital
market.

We would like to thank the Competition Authority and the Capital Market Authority,
Insurance and Savings for their constructive comments on this document, which
contributed to the clarification and elaboration of important points in this study.
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Background
Regulatory Developments in the Medium- and Long-term Savings
Industry
In the past two decades, several public committees have debated various structural
capital market reforms with the aim of reducing concentration and increasing
competition between the financial institutions that manage the public’s savings, among
other goals. We review the recommendations and implications of the major committees
that have had a formative impact on institutional management of the public’s mediumto long-term savings in this period.
In the early 2000s, the banks were the main players in Israel’s capital market: By
managing the public’s deposits and receiving the public’s provident fund deposits, the
banks controlled almost all of the economy’s sources of financing, 1 and were
responsible for the majority of credit granted to households and businesses. Not only
were there no financial entities outside the banking system that played a significant role
in credit granting, but even within the banking system the competition was limited to the
two largest banks (Leumi and Hapoalim).2 Moreover, due to the diverse range of services
that the banks offered — they accepted deposits, granted loans, managed the public’s
assets, and managed equity and debt issues of commercial companies — concerns grew
that conflicts of interest and abuse of knowledge caused the banks to invest savers’
money in a manner that did not best represent savers’ interests, and to inefficiently
allocate the economy’s financing capital.
The Bachar Commission
The Interministerial Team in the Matter of a Capital Market Reform,3 headed by
Dr. Yossi Bachar, submitted its report in September 2004. The team’s recommendations
were designed to reduce concentration in the capital market and the inherent conflict of
interests of the financial intermediaries operating in Israel’s capital market. These
conflicts of interest stemmed from the fact that the banks served as financial
intermediaries in a comprehensive range of activities that included “classic” banking
business (receiving deposits and granting credit) as well as underwriting, investment

1

At end 2003, the banks managed app. 87% of the provident funds (NIS 165 billion), app. 90% of
the mutual funds (NIS 75 billion), NIS 678 billions in public deposits and app. 76% of credit to the
public (NIS 566 billion); Report of the Interministerial Team in the Matter of the Reform in the
Capital Market , Jerusalem, 2004.
2

At end 2003, Bank Leumi and Bank Hapoalim managed 60% of the public’s deposits in the
banking system and 63% of the credit granted by banks to the public.
3

Report of the Interministerial Team in the Matter of the Reform in the Capital Market
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consulting, and asset management (“universal banking”). One of the Committee’s key
recommendations was to remove the management of provident fund and mutual
fund assets from the banks’ control. The Committee’s recommendations that focused
on enhancing competition were designed to reduce the high degree of concentration in
credit allocations in the capital market, to create sources of finance that would serve as
alternatives to banks, and to increase the competition among long-term savings service
providers.
Another set of recommendations (“regulatory recommendations”) aimed to establish a
comprehensive regulatory regime for provident fund and pension fund management and
to establish a supervisory framework for fund management and pension consulting
services.4 The Bachar Committee sought to resolve the existing issues that hindered the
supervision of Israel’s capital market, including the absence of a comprehensive legal
framework for the operations of provident funds, problems related to the Advising Law,
and the decentralization of the regulatory authorities, which caused occasional market
failures in Israel’s capital market. The recommendations designed to standardize and
create uniformity in the supervision of all products in the pension savings market
included a recommendation to pass a law that would establish the regulatory rules and
rules of enforcement for the provident fund market (“Control of Financial Services Law
(Provident Funds) 5765-2005”).5 The Committee’s recommendations regarding
investment consulting and marketing and remuneration of financial consultants were
implemented in the Control of Financial Services Law (Pension Consulting, Marketing,
and Settlement System) 5765-2005.6 This law determines that no investment advising
license will be issued to a banking corporation that has a holding (in such percentage as
the law determined) in an insurance company, an asset management company, or a
mutual fund management company.
Reform in the Pension Savings Market
In 2008, two regulatory reforms were implemented in the area of pension savings, with
a significant impact on the savings market and the degree of competition in it. The first
comprehensive reform was the Expansion Order on Mandatory Pension, which
imposed mandatory pension contributions for all salaried employees in Israel
(implemented with respect to self-employed individuals as well in 2017). The law created

4

Bachar Committee Report.

5

Control of Financial Services Law (Provident Funds).

6

Control of Financial Services Law (Pension Consulting, Marketing, and Settlement System) 57652005. In order to include the pension settlement system, the name of this law was amended in
2011 to Control of Financial Services Law (Pension Consulting and Pension Marketing) 5765-2005.
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a huge repository of savings that did not exist in the past, with more financial assets
directed to the capital market and the non-bank credit system.7
The second comprehensive change was Amendment No. 3 (5768-2008) to the Control of
Financial Services Law (Provident Funds) 5765-2005, which equalizes the tax rules
across various pension products and facilitates the transition between the three products
(pension funds, provident funds, and insurance policies).8 In addition to the equal tax
treatment, the law eliminated the option of withdrawing pension savings as a lump sum,
and eliminated tax benefits for medium-term savings, which cancelled the relative
advantage of provident funds as a tax-free lump-sum product for medium to long-term
savings. Before Amendment No. 3, funds accruing in provident funds could be
withdrawn as a tax-free lump sum after 15 years, but after the Amendment, withdrawal
would generate a significant tax liability. This reform reflected the state’s decision to
incentivize long-term savings.
The Hodek Committee
The Hodek Committee, which was established in 2009 in the wake of the financial crisis,
submitted its recommendations in 2010. The Committee drafted rules for investments in
corporate bonds, including institutional investors’ requirement to conduct a financial
analysis before making investments, and defined a list of minimum recommended
financial covenants for corporate bond issuers.9 The Committee’s recommendations
also included a pre-investment reporting requirement, requirements related to
investment and risk management policies, and reporting requirements over the entire
lifetime of the investment. Alongside the regulatory framework designed to mitigate one
problem, the Hodek Committee created a second market failure in Israel’s credit market,
as all its proposed guidelines for stricter requirements apply exclusively to corporate
bond issuers in Israel, while regulatory oversight of the remaining investment vehicles
such as private/ tailor-made loans and foreign corporate bonds, remained lax.10 Indeed,
since 2010, private loans granted by institutional investors increased sharply, resulting

7

Mandatory Pension Expansion Order.

8

Control of Financial Services Law (Provident Funds).

9

Nurit Dror, Three Years Since the Implementation of the Hodek Committee Recommendations,
TASE Research Unit, November 2013.
https://info.tase.co.il/Heb/Statistics/ResearchReviews/2013/Pages/Stat_141_Research_2013_10
_202314.aspx
10

A personal arrangement in which the company owner receives a loan directly from an
institutional investor.
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in a steady rise in institutional investors’ non-tradeable credit portfolios.11

Management Fees
The Control of Financial Services Regulations (Provident Funds)(Management Fees)
2012, issued by the Bank of Israel’s Capital Market, Insurance, and Savings Division,
capped maximum management fees that funds may charge on pension savings accounts.
Said otherwise, the law defines the maximum management fees for each pension
savings vehicle. This regulation has been in effect since 2013, and does not apply to
managerial insurance plans or to pension savings plans that were opened before this
date.12,13

The Committee to Encourage Competitiveness in the Economy
In 2013, Israel introduced the Law for the Promotion of Competition and Reduction of
Concentration, also known as the Concentration Law. The Law was enacted in response
to the conclusions of the Committee to Encourage Competitiveness in the Economy,
which were published in March 2012. According to the Committee’s report, the Israeli
economy is characterized by excessive economy-wide concentration, compared to other
economies across the world. This concentration is reflected in the small number of
individuals who control a significant share of the economy’s real and financial assets.
Such concentrated control was achieved through various methods, including the use of
a pyramidal structure of ownership.
The Committee also determined that the economy’s concentrated structure potentially
affects incentives for economic activity, competition in the economy, and its economic
risks, and therefore is potentially detrimental to the health of the financial system and
economic competition, and to savers, minority shareholders, and corporate bondholders.
Adverse effects are potentially created by the decoupling of economic interests and
means of control, asset tunneling to controlling shareholders, inefficient allocation of
resources, and a decline in managerial standards. Competition could be adversely
affected by multi-market contacts, while stability could be undermined by a rise in

11

In June 2019, private loans totaled NIS 120 billion, representing app. 7% of institutional
investors’ assets. In contrast, in 2010, total private loans granted by institutional investors were
less than NIS 13 billion, or app. 2% of institutional assets.
12

Maximum fees in pension funds are 0.5% of total savings accrual and 6% of monthly
contributions. In managerial insurance policies and provident funds, maximum fees are 1.05% of
savings accrual and 4% of monthly contributions.
13

Control of Financial Services Regulations (Provident Funds)(Management fees).
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potential systemic risk. The Committee therefore recommended action in three domains,
and these recommendations served as the foundation for the Law’s requirements:14
1. Regulation of the distribution of public assets in order to reduce concentration and
prevent anti-competitive practices;
2. Separation of control of significant financial assets and significant real assets;
3. Restriction on the operations of pyramidal holding structures.
These legislative amendments were directly designed to create a structural reform of
ownership in the economy. Economy-wide developments in the ownership structure in
recent years have also been affected by additional factors. For a discussion of these
factors, please refer to Developments in the Structure of Holdings in Israel’s Capital

Market 2010-2018, a study published by the Economics Department in 2019.15

Implementation of the Goldschmidt Committee Recommendations
In 2014, The Goldschmidt Committee (The Committee for the Examination of
Institutional Investors’ Investments in Private/Tailor-Made Loans) submitted its report
to the Commissioner of the Capital Market. The Committee studied existing regulation
on how institutional investors invest in private/tailor-made loans, as reflected in the
circulars and directives published by the Bank of Israel’s Division of Capital Market,
Insurance, and Savings, and recommended additions to these directives in order to
resolve and mitigate the risks inherent in such investments.16 In early 2015, the Capital
Market Division incorporated the Committee’s recommendations in a series of draft
directives on tailor-made loans.
In January 2018, the Capital Market Division issued Update No. 4 “Management of
Credit and Debt Assets,” which addresses tailor-made loan granting policies and proper
management of these loans by institutional investors.17 According to the regulations
issued by the Division, institutional investors must disclose to the public the details of
loan agreements and borrowers, including whether the loan is syndicated, the security
identity number, the security’s number in the issuer’s register, its rating, date of

14

Law for Promotion of Competition and Reduction of Concentration.

15

Development in Ownership Structure in the Israeli Capital Market 2010-2018.

16

Press release: Dr. Amnon Goldschmidt submitted the Report of the Committee for the
Examination of Institutional Investors’ Investments in Private/Tailor-Made Loans to
Commissioner of Capital Market Dorit Salinger.
17

Management of Investment Assets.
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acquisition, average duration, currency, average interest rate, yield to maturity, par
value, price, fair value, , and the percentage of the investor’s total assets. This degree of
detail is similar to the degree of disclosure required for corporate bonds, although in this
case the data are valuations rather than market value.

Default Pension Funds
The Circular “Directives in the Matter of Selecting a Provident Fund” was issued in
March 2016.18 The Circular determined that the Commissioner of the Capital Market will
select two pension funds to serve as the default pension funds for employees. The
selection criterion for the default funds was low management fees. In 2018, a new
competitive proceeding was conducted, in which four pension funds were selected. The
these funds’ entry increased both competition in the pension market and savers’
bargaining power, and affected prices.

Developments in Managed Assets
Institutional investors — the provident funds, pension funds, insurance companies, and
mutual funds — manage the public’s long-term (retirement) and medium-term (mutual
funds) savings. Institutional investors’ AUM increased significantly as a result of the
mandatory pension law in 2008, which generated a constant increase in pension
contributions, and the rise in asset values fueled by economic growth in the aftermath of
the 2008 financial crisis. Figure 1 shows that institutional investors’ assets under
management have doubled in the past decade, reaching approximately NIS 2 trillion.

18

Directives in the Matter of Selecting a Provident Fund – Amendment.
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Figure 1. Assets Managed by Institutional Investors, 2010-2020.19

As Figure 2 illustrates, a major share of the assets (app. NIS 900 million, or 43%) are
managed by pension funds. According to Figure 2, no significant change occurred in the
past decade in the distribution of investments across investment vehicles, with the
exception of a decline in the share of provident funds and a corresponding increase in
the shares of pension funds and insurance policies. This change was apparently driven
by the 2008 regulations that equalized tax rules and facilitated transitions from one
product to another. Medium-term savings in mutual funds account for app. 15% of
institutional investors’ AUM, and this share has remained relatively stable over the
course of the decade.

19

Based on data from Predicta, which include ETFs from end 2018 and do not include investment
data of “yield-guaranteed” life insurance policies and the companies’ nostro assets.
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Figure 2. Distribution of Managed Assets by Institution Type, 2010-2020

Such a significant increase in managed assets implies that an enormous volume of
investable assets were injected into the financial markets, which potentially requires
portfolio adjustments and increased management expertise in the various market
segments both in and outside Israel.
The increase in the volume of managed assets is evident in all types of assets in which
the institutional investors invest. According to Figure 3, no significant change occurred
in the composition of institutional investors’ portfolios over the decade. A closer
examination, however, reveals several trends. First, the share of both linked and
unlinked government bonds (including earmarked bonds) of total AUM declined
significantly from 46.5% in 2012 to 38% in 2020. This trend is consistent with the fiscal
trend observed in this period, specifically the decline in the debt-to-GDP ratio. In
contrast, the share of investments in equity instruments in Israel shows some stagnation,
with only a minor increase in the period from 6.8% to 7.8%. A more significant increase,
from 14.6% to 22%, occurred in the share of foreign investments. That is to say, a
significant share of growth in asset volume was directed to foreign investments. The
final trend that is evident mainly in the second half of the decade is an increase in the
share of non-tradeable assets, which is part of the global trend of increased investments
in real estate and in private equity funds. Property acquisition includes properties in and
outside Israel.
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Figure 3. Distribution of AUM, by Asset Class, 2010-2020

Institutional Investors’ Ownership in the Israeli Equity Market
One reason for the relative growth in investments in foreign assets is the relatively
limited size of Israel’s capital market. Figure 4, which shows the change in institutional
investors’ assets compared to total market capitalization of TASE stocks, indicates that
AUM doubled from NIS 1 trillion to NIS 2 trillion while total market cap in Israel
remained stable at around NIS 700 billion (In effect, at the end of this period, total market
capitalization was 16% lower than in 2010). It is important to note that a focus on total
market capitalization is somewhat misleading because the value of most of the
companies listed in the TASE and in leading stock indices rose in this period; Total
market capitalization in this period was also significantly affected by the considerable
decline in the value of several major companies (such as Teva), the entry of newly listed
companies, and the removal of delisted companies (including large dual-listed
companies).
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Figure 4. Total Market Capitalization of TASE Compared to Institutional Investors’
AUM, 2010-2020

Despite the evident differences between the aforementioned trends, a considerable share
of institutional investors’ AUM continued to flow to Israel’s stock market, also at the
expense of controlling shareholders, whose relative share declined from 67% to 60% over
this decade. This situation created a significant increase in institutional investors’ share
in the stock market, which is shown in Figure 5. This share did not change dramatically
before 2015, but has since doubled from 12% (2015) to 25% (June 2020). This increase is
the result of two opposite trends: a 27% decline in the total market capitalization of the
TASE since its record high in 2015, and a 50% increase in institutional investors’ equity
holdings in Israel, which totaled NIS 170 billion in June 2020. This trend becomes less
dramatic if holdings in mutual funds are excluded. In that case, institutional investors’
holdings rose from approximately 11% of the total market capitalization in 2015 to 19%
in June 2020.
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Figure 5. Institutional Investors’ Equity Holdings in TASE, 2010-2020

Because the Israeli stock market still has a relatively high proportion of companies
controlled by a controlling shareholder and a relatively low free float ratio compared to
global figures, institutional investors control a much greater share of the free float.
Institutional investors’ share of the free float rose from 25% in 2010 to 36% in 2020.

Figure 6. Percentage of Free Float Held by Institutional Investors, 2010-2020

In summary, Figure 7 describes the cumulative change in each of the parameters
described above, and includes the nominal GDP growth rate for the sake of comparison.
This figure shows that institutional investors’ assets grew more than the GDP (which
increased by 60% over this period), and highlights the high rate of public asset
accumulation in the past decade.
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Figure 7. Institutional Investors’ Cumulative Growth, 2010-2020

Potential Implications
Institutional investors’ growing share of the equity market may have significant
implications for the capital market. On the one hand, institutional investors are large
entities with extensive resources and an ability to invest the resources necessary to
analyze firms and assess the effects of the business moves of the firms in which they
invest. Their investments also are based on a long-term outlook. Therefore, the greater
the share of the market that institutional investors control, the greater their influence on
firms’ business strategies, corporate governance standards, and policies (such as ESG).
A 2006 study based on data collected from 23 OECD countries between 1982 and 2000
found a positive feedback loop between stock market growth and institutional investors’
business development. According to this study, institutional investors create an
environment that facilitates stock market growth, and a developed stock market
contributes to institutional investors’ growth.20
On the other hand, as long-term investors, institutional investors adopt a “buy and hold”
position and only infrequently modify the composition of their portfolios. The
implication of this strategy is that the shares held by institutional investors do not
frequently change hands, which effectively reduces the number of shares available for
trading, artificially reduces the free float (which includes institutional investors’
holdings), and in turn can be expected to reduce the liquidity of these assets. Numerous
studies on this topic have concluded that liquidity is statistically significantly associated
with free float rate. A study published in 2016,21 for example, examined this association

20

G. Aras & A. Muslumov, “Institutional Investors and Stock Market Development: A Causality
Study”, ISE Review, Vol. 29 (2005), pp. 1-14.
21

Xiaoya (Sara) Ding, Yang Ni & Ligang Zhong, “Free float and market liquidity around the world”,
Journal of empirical finance, Vol. 38A (2016), pp. 236-257.
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using liquidity measures in 55 developed and developing countries and found that shares
with a greater free float rate have greater liquidity, at all levels of economic development
and in all geographic regions. Another study published in 2018,22 studied the association
between free float and liquidity based on FTSE 100, the London Stock Exchange’s major
index, between 2002 and 2016, and found a positive association between free float and
liquidity. This study also found a correlation between an increase in institutional
investors’ holdings and a decline in liquidity. Lower liquidity impairs the market’s
efficient operations and is typically correlated with increased volatility. However, longterm holdings, coupled with institutional investors’ continued investments, are also
expected to mitigate fluctuations in asset prices.
Institutional investors’ growing share of the equity market may also lead to rising asset
prices that are not caused by fundamental factors. While the supply of assets is reduced
as a result of their long-term acquisition by institutional investors, the total volume of
managed assets continues to grow, and drives up the demand for such assets (assuming
that the distribution of managed assets remains unchanged and market growth is not
correlated with growth in institutional investors’ demand). A relatively old study, which
examined the effects of institutional investors’ increased holdings in the 1980s and 1990s
on stock prices (when institutional investors doubled their equity holdings), argued that
the increased holdings, which fueled a demand for large-cap stocks and a decline in the
demand for small-cap stocks, could explain approximately 50% of the increase in the
price of large-cap stocks relative to small-cap stocks.23
Another market factor that potentially amplifies the aforementioned effects is
concentration in the institutional market, which is the number of institutional entities
that manage the public’s assets and their shares of these assets. When concentration is
low, management of the public’s assets represents a broad range of opinions, which is
expected to contribute to market liquidity and fair pricing. We elaborate on this feature
in the following chapter.
From another perspective, the more institutional investors concentrate their investments
in specific firms, the greater their impact on these firms’ stocks. We therefore conducted
an in-depth analysis of institutional investors’ equity investments in stocks listed on the
TA-125 index, and investigate associations between the presence of institutional

22

Ghaith El-Nader, "Does stock ownership impact liquidity and dividends?",
Investment Management and Financial Innovations, 15(3) (2018).
23

Paul A. Gompers & Andrew Metrick, “Institutional Investors and Equity Prices”, The Quarterly
Journal of Economics, Vol. 116, No. 1 (Feb. 2001), pp. 229-259.
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investors and the concentration of their holdings, and the liquidity of those stocks.
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Concentration of Institutional Asset Management Firms
The effects of institutional investors’ growing presence in the equity market are
intensified by increased market concentration, that is, when fewer market players
manage a more significant share of the public’s money, and have a greater impact on the
market. Concentration may affect various domains, including the volatility and liquidity
of the assets in which institutional investors are invested; firms’ ability to issue stock in
a competitive market; issue pricing; and institutional investors’ involvement in
corporate governance, corporate policies, and business practices, to name a few.
According to data for June 2020, 51 asset management firms24 manage the public’s
money in Israel (medium- and long-term savings, in all investment vehicle types),
compared to 60 management firms in 2010, reflecting a 17% decline in the number of
asset management firms in this period.
Figure 8. No. of Institutional Asset Management Firms, 2010-2020

The majority of these asset management firms are relatively small firms that manage the
assets of professional associations or specific firms, while some of them are managed
by the larger institutional investors.
As of June 2020, 11 asset management firms (22%) control 90% of all managed assets,
compared to 15 asset management firms (25%) in 2010. Of these, 8 firms (16%) control
75% of AUM, and of these, 4 firms (8%) control 50% of AUM. Furthermore, the same 15
firms that managed approximately 90% of AUM in 2010 now manage 93% of AUM.
Figure 9 shows that the number of asset management firms that control 50% of the total
managed assets has remained unchanged over the decade, yet the number of asset
management firms that control 90% of the public’s assets dropped from 15 to 11.

24

Identified by name by Predicta.
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Figure 9. Distribution of Asset Management Firms that Control More Than 50%, 75%,
and 90% of the Public’s Managed Assets, 2010-2020

This
development appears to be even more dramatic when excluding the data for Amitim
Senior Pension Funds (“Amitim”), Israel’s largest institutional investor.25 Exclusion is
justified by the fact that Amitim was established by the government and is not open to
new investors and therefore does not constitute competition for the remaining
institutional investors. Excluding Amitim, as of June 2020, 11 asset management firms
(22%) control 90% of the public’s managed assets, compared to 17 asset management
firms (29%) in 2010.

25

In June 2020, Total AUM of Amitim is app. NIS 393 billion. Amitim is a government-owned
consolidated company that manages the eight old pension funds that are under an arrangement:
Mivtahim, Central Retirement Fund, Makefet, Pension Fund of Hadassah Employees,
Construction Workers’ Fund, Agricultural Workers’ Fund, Pension Fund of Egged Members, and
Nativ Fund. In 2003, the senior pension fund arrangement, which are defined in the law as a
national economic rehabilitation program. The arrangement was designed to bring these funds to
actuarial balance to ensure their ability to cover their payout obligations to their members. To
create actuarial balance in these funds, the government passed a law in which it committed to
provide financial assistance to the funds in the amount of app. NIS 78 billion (in 2003 values),
over the years of the arrangement. The establishment of the consolidated entity commenced in
2004 and was completed in 2008. Amitim Senior Pension Funds is a closed fund that does not
accept new members, and consequently, Amitim’s management is substantively different from all
other pension funds in Israel that largely focus on generating short-term yields. Amitim manages
long-term returns by setting a binding target return or by meeting a requirement to match its
assets and liabilities.
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Figure 10. AUM, by Asset Management Firm

Figure 10 shows the changes in the share of each firm. In general, the shares of the
relatively large management firms increased over the decade, mainly at the expense of
Amitim, whose share declined from 26% to 19% (because it is not open to new members),
and at the expense of many of the smaller management firms. Table 1 presents the
changes in the 15 largest management firms over the decade.
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Table 1. Changes in the Shares of the Asset Management Firms that Manage
Approximately. 90% of the Public’s Medium- and Long-Term Savings, 2010- 2020
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Table 2 summarizes the reasons for the changes in the market shares and ranks of the 18
largest asset management firms over the past decade.26
Table 2. Number of Asset Management Firms, by Change in Size, 2010-2020
Number
entities

of

financial

Change
rank27

4

Significant
decline

3

Decline

7

Total

3

Significant
increase

5

Increase

8

Total

3

Unchanged

18

Total
institutional
investors

in

Main reasons
change in rank

for

Government strategy
(Amitim),
organic
growth only, partial
divestiture

M&As, expansion to
additional
areas,
increase in operations

M&As,
growth

organic

In summary, seven asset management firms dropped in rank, mainly due to a lack of
expansion or partial sale of operations. Eight asset management firms rose in rank,
mainly due to business expansion and M&As. The rank of three firms remained stable
over the decade.

26

This table includes all the firms that managed app. 90% of the public’s assets at end 2010 or as
of June 2020.
27

A “significant decline” or “significant increase” is a change of more than two ranks; a “decline”
or “increase” is a change of two ranks, and “unchanged” implies that a change of one rank or no
change occurred.
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From a different perspective, as of June 2020, the 10 largest asset management firms
manage approximately NIS 1,807 billion, which constitutes 88% of institutional
investors’ AUM. At the beginning of the previous decade, the 10 largest asset
management firms managed 85% (NIS 840 billion) of the public’s medium- and longterm savings. That is, the market share of the 10 largest asset management firms
increased in this period.

Figure 11. AUM of the 10 Largest Asset Management Firms, 2010-2020*

On average, each of the 10 largest asset management firms manages 8.8% of AUM,
compared to 8.5% in 2010. Asset management firms also apparently became more similar
in terms of their share of AUM, which is also supported by median market share values:
8.3% in June 2020 compared with 7.2% in 2010.
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Figure 12. Mean and Median Share of AUM of the 10 Largest Asset Management Firms,
2010-2020*

Moreover, in this case, the increase in the share of AUM managed by the 10 largest asset
management firms appears to be more significant after excluding Amitim. As of June
2020, the 10 largest firms managed a total of approximately NIS 1,477 billion, which
constitutes 89% of the total assets managed by all asset management firms, compared
with 82% (NIS 600 billion) at the beginning of the previous decade.

To sum up this section, despite the significant increase in AUM, described in the
previous sections, the number of asset management firms that manage these assets
declined slightly, and the major share of AUM is controlled by a small number of
management firms that have become increasingly dominant in the market, and
increasingly similar in the size of their portfolios. If these trends continue, concentration
in the market is expected to increase.

See Appendix A for an analysis of AUM by institutional investor.

To further explore institutional investors’ concentration of ownership, the following
section presents data on generally accepted measures of concentration.
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Measures of Concentration: CR3, CR5, CR10, HHI
According to Bain’s definition, concentration is a function of the number of firms and
each firm’s share in the total market production in a given period.28 According to Tirole,
concentration measures are economic indicators of the degree of concentration in a
sector or in an entire market.29 High concentration generally indicates low competition.
Concentration in the pension savings industry is generally quantified using the following
concentration ratios:
CR3 – the aggregate market share of the largest three companies;
CR5 – the aggregate market share of the largest five companies;
CR10 – the aggregate market share of the largest five companies.

Concentration coefficients are calculated based on the sum of the market shares of a
number of the largest institutional investors in the industry:

Where Si is entity i’s market share of the total assets/premiums/deposits in a market. In
the case of perfect competition, the concentration ratio decreases as the number of
entities in the industry increases (a lower concentration ratio reflects less concentration).
The main shortcoming of concentration ratios is that by emphasizing only the major
industry players, they fail to reflect the contribution of the smaller entities operating in
the industry.

The Herfindahl-Hirschman Index (HHI) is the sum of the squared market shares of all
the entities in the industry:

Sn represents the market share of firm n as an integer (percentage) rather than a decimal
value. For example, a market has two firms whose market shares are 30% and 70%,

28

J. Bain, Barries to New Competition, Cambridge 1956.

29

J. Tirole, The Theory of Industrial Organization, Cambridge 1988.
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respectively. In this case, HHI = 702 + 302 = 5,800. In the extreme case in which a single
firm controls 100% of the industry, HHI = 10,000, which is the maximum HHI. If
thousands of firms each control a small share of the market, the HHI is very small and
indicates perfect competition. HHI thus can be used to classify markets by their degree
of concentration as follows:30
(1) HHI < 1,000 indicates that the market is slightly concentrated;
(2) 1,000 < HHI < 1,800 indicates that the market is moderately concentration, and;
(3) HHI < 1,800 indicates a market that is highly concentrated.

It is important to note that other cut-off points are also being used. For example, a
slightly concentrated market is one in which HHI is below 1,500; a moderately
concentrated market is one in which HHI is between 1,500 and 2,500, and a highly
concentrated market is one in which HHI is over 2,500. Consequently, in this study we
report HHI values without determining the degree of market concentration they may
represent.
The advantage of HHI over other concentration ratios is that it takes into account the
market shares of all the firms operating in the market, and is also sensitive to variance in
market shares: HHI increases as market share variance grows. The index’s main
shortcoming is that it is a simplistic, technical tool that fails to take into account the
unique features of a given market.
Concentration ratios were calculated with respect to asset management firms’ total
AUM and institutional type (provident funds, pension funds, mutual funds, insurance
policies). In analyzing these findings, we focus on a review of the trends and
developments of the past decade.

30

S.T. Call & W.L. Holanin, Microeconomics, 1983 Belmont, California: Wadsworth Publishing, pp.
314-315.
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Table 3. Concentration ratios, 2010-2020
CR3
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Jun-20

Interpretation

Mutual funds

51%

53%

51%

48%

41%

38%

37%

36%

45%

45%

46%

Provident funds

43%

41%

40%

38%

37%

36%

36%

37%

39%

41%

43%

No significant change

Insurance policies

75%

74%

74%

74%

73%

72%

72%

71%

70%

69%

70%

Decline in concentration

Pension funds

80%

79%

78%

77%

76%

75%

73%

71%

70%

69%

68%

Decline in concentration

Pension funds excluding Amitim

57%

57%

58%

60%

60%

60%

60%

60%

61%

60%

58%

No significant change

Total asset management firms

45%

47%

47%

44%

44%

45%

44%

42%

41%

41%

41%

Decline in concentration

Total asset management firms excluding Amitim 38%

38%

38%

38%

38%

38%

39%

38%

38%

39%

39%

No significant change

Decline in concentration

CR5
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Jun-20

Interpretation

Mutual funds

72%

77%

72%

68%

64%

60%

58%

54%

65%

57%

69%

Slight decline in concentration

Provident funds

56%

55%

54%

53%

53%

53%

52%

54%

56%

94%

58%

No significant change

Insurance policies

96%

96%

96%

97%

97%

96%

96%

95%

95%

86%

94%

No significant change

Pension funds

90%

90%

89%

88%

88%

88%

87%

87%

87%

84%

85%

Decline in concentration

Pension funds excluding Amitim

80%

81%

82%

83%

83%

83%

84%

84%

85%

59%

83%

Slight increase in concentration

Total asset management firms

62%

63%

62%

60%

60%

61%

61%

60%

59%

59%

59%

Slight decline in concentration

Total asset management firms excluding Amitim 57%

58%

58%

58%

56%

57%

57%

57%

59%

57%

59%

No significant change

CR10
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Jun-20

Interpretation

93% 94%

94%

92%

91%

91%

88%

84%

91%

93%

94%

No significant change

Provident funds

79%

78%

80%

80%

81%

82%

84%

86%

86%

87%

Increase in concentration

Insurance policies

100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

No significant change

Pension funds

99%

99%

99%

99%

99%

99%

99%

99% 100% 99%

No significant change

Pension funds excluding Amitim

98%

98%

98%

98%

98%

98%

98%

99% 100% 100% 100%

Total asset management firms

85%

86%

86%

86%

85%

86%

85%

85%

87%

88%

88%

Slight increase in concentration

Total asset management firms excluding Amitim 82%

83%

83%

84%

84%

84%

84%

85%

88%

89%

89%

Increase in concentration

Mutual funds

79%

99%

No significant change

HHI

Mutual funds
Provident funds

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

20- יונInterpretation

1,227 1,305 1240 1125 1019

1156 Decline in concentration

786

763

748

737

724

963

893

834

1065 1093

730

727

775

839

935

976

Increase in concentration

Insurance policies

2,317 2,324 2,369 2,335 2,293 2,246 2,224 2,173 2,147 2,122

2,116 Decline in concentration

Pension funds

4,390 4,323 4,034 3,706 3,528 3,332 3,059 2,823 2,630 2,494

2,446 Decline in concentration

Pension funds excluding Amitim

1,499 1,508 1,524 1,569 1,577 1,589 1,616 1,633 1,695 1,662

1,610 Increase in concentration

Total asset management firms

1,138 1,213 1173 1076 1051 1060 1031

Total asset management firms excluding Amitim

848

867

867

868

846

858

859

976

951

948

966

Decline in concentration

851

894

908

918

Increase in concentration

Analysis of Concentration Ratios – Main Conclusions
Before presenting the conclusions of this analysis, it is important to stress that these
savings products are by large substitute products, excluding mutual funds, and are
typically managed by the same asset management firms included in the analysis.
Therefore, the most relevant unit of analysis for our purpose is an industry-wide
perspective that encompasses all types of institutional investors.



Taking together all the asset management firms that manage the public’s savings
(excluding Amitim), no significant change occurred in the aggregate market shares
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of the three and five largest asset management firms that manage the public’s savings
in this period. The aggregate market share of the 10 largest firms, however, did
increase, which implies a decline in overall competition in the market. Importantly,
HHI values (around 1,000) suggest that this market is on the borderline between a
slightly concentrated and moderately concentrated market, although making such a
determination with certainty requires an in-depth examination of additional market
features.


The provident fund and mutual fund markets are less concentrated and more
competitive than the insurance policy and pension fund markets.31



Several ratios indicate an increase in concentration and decline in competition in the
pension fund market (excluding Amitim), which is explained by the significant
decline in the number of management firms operating in this market.



In contrast, in the insurance policy market, CR3 and HHI indicate a decline in the
market share of the largest asset management firms and an increase in competition.
It should be noted, however, that no more than 10 asset management firms are active
in this market.



In the provident fund market, no significant change occurred in the market shares of
the largest institutional investors based on CR3 and CR5, yet concentration in this
market increased based on CR10 and HHI.



All indices point to a slight decline in concentration and rise in competition in the
mutual fund market.

31

This figure is affected by the fact that a large number of small provident funds control the
assets of professional associations or specific corporations, and several of these are managed by
larger institutional investors. Therefore, concentration in the provident fund market is effectively
higher.
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International Comparison
Pension Funds
June 2020 data show that AUM of Israeli pension funds more than doubled in the past
decade, reaching to app. NIS 900 billion (app. USD 257 billion), which constitute app.
43% of total AUM and app. 64% of the GDP). Pension funds’ average annual growth rate
is app. 13%. If we add provident funds, which for the most part constitute substitutes for
pension funds, AUM is app. NIS 1.4 trillion, with an average annual growth rate of app.
10%.
Though largely in line with the global trend, the trend in Israel nevertheless reflects a
higher annual growth rate. Despite low global economic growth that has persisted since
the 2008-2009 financial crisis, global pension assets at end 2019 (without the effects of
the COVID pandemic) totaled app. USD 51 trillion. OECD countries alone accounted
for USD 49 trillion (of which, USD 32 trillion in pension funds). At end 2019, pension
savings totaled app. 77% of the total GDP of OECD countries (pension funds’ assets
constitute app. 60% of the GDP).32 In the past decade, the average annual rate of growth
of total OECD pension assets was app. 9%, and the rate of growth rate of the pension
funds was app. 7%.33
Approximately 82% of global pension savings are concentrated in seven countries: US,
Japan, UK, Australia, Canada, The Netherlands, and Switzerland. For the sake of
comparison, Israel’s pension savings account for 0.5% of global pension savings, which
corresponds to the share of Israel’s GDP of total global GDP.

32

OECD GDP Statistics

33

OECD, "Pension Markets in Focus" , 2020.
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Figure 13. Global Pension Assets (Pension Funds and Other Pension Vehicles), 2009201934

Pension savings relative to GDP show a wide variety across the developed countries
included in this analysis. In Australia, Switzerland, and the UK, pension assets exceeded
the size of the domestic economy, while US pension savings totaled 80%-90% of the
GDP (although this percentage increases to 120% if IRA funds are included). In Israel
and Denmark, pension assets total 50%-60% of the domestic economy (similarly to the
ratio for OECD pension assets, which was 60.1% at end 2019). In other words, the size of
the pension asset market relative to GDP in Israel is similar to the ratio in other
developed countries. The annual growth rate of Israel’s pension market, however, is
much higher compared to other developed countries.35

34

Ibid. Other pension vehicles include DB pensions, insurance companies, and other pension
plans,
35

OECD Pension Funds in Figures. It is important to note that the regulatory regime that applies
to the pension industry varies across countries and has a significant effect on the size and
features of the industry in each country.
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Figure 14. Pension Assets Relative to GDP in Select Countries, 2007-2019

According to the findings of a 2020 survey of 22 countries that manage app. USD 46.7
trillion in pension assets (app. 92% of global pension assets), conducted by the Thinking
Ahead Institute,36 300 pension funds manage app. 44% of these assets, and of these, 20
funds manage app. 18% of these pension savings. Figure 15 illustrates that these figures
have remained stable over the past five years.

Figure 15. Concentration of Global Pension Savings, 2014-2018

The Ten Largest Pension Management Firms in Selected Countries
The 2020 Thinking Ahead survey also shows that the 10 largest pension funds in Japan
control app. 66.4% of the total managed pension assets, and 45% of these assets are
managed by the government-owned pension fund. In contrast, the 10 largest pension
funds in the UK manage app. 16% of the total managed pension assets.

36

The Annual Pension & Investments", Thinking Ahead Institute world 300 Analysis, 2020";

Global Pension Assets Study – 2020
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It is important to reiterate that as of 2020, only 12 pension fund management firms
operate in Israel. Of these, 6 firms manage app. 90% of all pension savings (of which 44%
are managed by "Amitim"). Excluding Amitim, five pension funds manage app. 83% of
the market’s total pension savings.

Figure 16. Relative Size of Pension Funds in the UK (2019), Japan (2019), and Israel (2020)

The Largest Pension Fund Management Firms
According to end-2019 figures, the largest government-owned pension funds in the
world are Social Security Trust Fund (which manages app. USD 2.9 trillion, app. 13% of
total US pension savings) and Government Pension Investment (which manages app.
USD 1.45 trillion, app. 44.6% of total pension savings in Japan).37
Of the privately owned pension funds, the largest pension fund in the world (at end
2019) is ABP Federal Retirement Thrift Savings Fund in the US, which manages app.

37

Global Pension Assets Study – 2020.
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USD 0.6 trillion (app. 25% of total pension savings in the US), which is followed by ABP
Civil Servants, which manages app. USD 0.52 trillion (more than one third of total US
pension savings), and California Public Employees (USD 0.38 trillion, app. 1% of total
US pension savings).
Figure 17 shows that in both Israel and Japan, the three largest pension funds account for
a significant share (more than one half) of total pension savings. In other words, these
markets are characterized by a relatively high degree of concentration. In contrast, in the
UK, Switzerland, Australia, and the US, the three largest pension funds manage no more
than 15% of the total pension savings in each country. In other words, the pension
markets in these countries appear to be less concentrated.

Figure 17. Market Share of the Three Largest Pension Funds (TOP3) of Total Pension
Savings, by Country, 2016

Based on 2016 figures, the pension markets of countries such as Norway, China, South
Korea, and Singapore show a high degree of concentration.38 In these countries, a single
pension fund manages the majority (over 60%) of the public’s savings in pension funds.
Excluding China, the significant contribution of a single fund to the economy of these
countries creates significant potential for systemic risk.
In the corresponding period in Israel (end 2016), Amitim managed USD 92 billion, app.
52% of the country’s total pension assets (27% of GDP). Excluding figures for Amitim,
the largest pension fund in Israel is Menorah Mivtahim Pension Ltd, which manages
app. USD 23 billion or 27% of total pension assets (app. 7% of GDP).

38

R. Beetsma, S. Vos, & Ch. Wanningen, "Systemic Aspects of Pension Funds and the Role of
Supervision", CESifo Forum 2016.
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In Israel, the size of the three largest pension funds compared to GDP39 is quite high
(app. 40% of the GDP), compared to other countries in our sample. In Japan and Canada,
this ratio ranges around the 30% mark, while in Australia, Switzerland, and the US the
ratio is app. 17%-19%, and in the UK app. 7%. However, when excluding Amitim
figures, the size of the three largest pension funds in Israel compared to GDP is app.
16%.

Figure 18. Size of the Three Largest Pension Funds (TOP3) Compared to GDP, by
Country, 2016.

Insurance Companies
In 2017, the public’s savings managed by insurance companies totaled app. USD 27.8
trillion, or 47.5% of GDP in the OECD.40 In June 2020, assets managed by insurance
companies in Israel totaled app. NIS 348 billion (USD 100 billion), or app. 25% of GDP.
The average growth rate of these assets was app. 16%. Insurance spending, defined as
the ratio of direct gross premiums to GDP, is an indicator typically used to highlight the
relative significance of the insurance industry for the domestic economy. In Israel, life
insurance spending is app. 5% of GDP, which is similar to life insurance spending in
Australia and Canada, but lower than in all other selected countries (in the OCED, life
insurance spending is app. 9%). In other words, the size of the insurance market in Israel
compared to the size of the domestic economy is smaller compared to other developed
countries.

39

Data include Amitim.

40

OECD, "Annual Survey of Large Pension Funds and Public Pension Reserve
Funds", 2019
Annual Survey of Large Pension Funds and Public Pension Reserve Funds
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Figure 19. Total Insurance Spending, by Country, 2010-2018

Mutual Funds
The ratio of assets managed in mutual funds compared to GDP varies across developed
countries. In the US and Canada, this ratio is app. 100%; In France, Switzerland, UK,
and Germany, managed mutual fund assets range from 60% to 80% of GDP.
In Israel, the size of mutual fund market compared to GDP is lower than the other
developed countries that we examined. In June 2020, managed assets in mutual funds
totaled NIS 301 billion (app. USD 87 billion), or app. 22% of GDP. In other words, the
size of the medium-term institutional market compared to GDP is smaller than in the
other developed countries we examined.
Furthermore, in Israel mutual fund assets compared to GDP remained stable. One
possible explanation for the stagnation of this market compared to other countries is the
introduction of additional medium-term savings vehicles in the Israelis market, such as
savings policies and investment provident funds.
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Figure 20. Managed Assets in Mutual Funds Relative to GDP, by Country, 2010-2019

Allianz Global Investors, the largest mutual fund management firm in Europe, manages
app. EUR 1.5 trillion. The second largest mutual fund management firm, Black Rock,
manages app. EUR 0.8 trillion. In 2019, managed assets in the US mutual fund industry
totaled app. USD 21.3 trillion, app. 64% of which were managed by the 10 largest asset
management firms. Furthermore, app. 53% of mutual fund assets are managed by only
five asset management firms, and the share of assets managed by a small number of
mutual fund management firms in the US rose between 2015 and 2019.

Figure 21. Total Mutual Fund Assets Managed by the Largest Asset Management Firms
in the US41

41

Trends and activities in the investment company industry, Investment Company Fact Book

38
Department of reaserch, Development and Strategic Economic Consulting
Israel Securities Authority

A study published in 2009 by Ferreira and Ramos42 on the competition and concentration
in the mutual fund industry in 27 countries (app. 50,000 mutual funds) found that in most
of the countries in their study, the mutual fund industry tends to be quite
concentrated: In all the countries in their sample, the five largest mutual fund
management firms manage app. 60% of mutual fund assets, on average. They also found
a relatively low degree of concentration in common law countries with high turnover
ratios. Furthermore, competition was higher in countries that maintained a better quality
of legal and economic institutions and less restrictive regulation.
In Israel, five mutual fund management firms (28% of asset management firms in this
market) manage app. 69% of total managed mutual fund and ETF assets, and the three
largest management firms manage app. 46% of the assets in this market. The findings
regarding the state of concentration and competition in Israel’s mutual fund market are
similar to Ferreira and Ramos’s (2009) global findings.
Summary
The size of Israel’s pension market relative to its domestic economy does not differ
significantly from OCED countries, although the pension market in Israel has grown at
a higher rate in the past decade. Concentration in Israel’s pension market is relatively
high and similar to the degree of concentration found in Japan, Norway, China, South
Korea, and Singapore. The size of the medium-term institutional market (mutual funds)
relative to GDP is smaller compared to other developed countries examined in this
analysis, yet the degree of concentration is similar.

42

M. Ferreira & S. Ramos, "Mutual Fund Industry Competition and Concentration: International
Evidence", January 1, 2009. http://dx.doi.org/10.2139/ssrn.1343096
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Analysis of Institutional Investors’ Holdings in TA-125 Stocks
Due to the size of their investment portfolios, institutional investors tend to invest in
liquid, large-cap stocks. According to June 2020 figures, on average, app. 89% of the 12
largest institutional investors’ investments in the stock market in Israel are invested in
TA-125 stocks, compared to an average of app. 83% a decade ago. Similar findings
emerge even if mutual fund data are excluded.

Figure 22. Institutional Investors’ Percentage Holdings in TA-125 / TA-100 Stocks of
Total Stock Holdings, end-2010 and June 2020.

As of June 2020, the institutional investors hold app. 26% of the total market cap and app.
37% of the free float of TA-125 stocks, while the 12 largest institutional investors hold
app. 23% of the total market cap and app. 34% of the free float of TA-125 stocks,
compared to a holding of only app. 10% of the total market cap in 2010. In other words,
the share of institutional investors doubled in the past decade. Furthermore, institutional
investors now hold app. 20% of the 20 largest market cap companies in the TA-125,
compared to app. 10% in 2010.
Additional evidence of institutional investors’ investment strategies emerges from the
correlation between the composition of their TA-125 equity portfolio and the
composition of the index itself. According to June 2020 data, on average, a statistically
significant correlation of 0.72 was found between the weights of stocks in the TA-125
and their weights in the portfolios of the largest institutional investors. In other words,
the composition of these stocks in institutional investors’ portfolios is similar to the
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composition of the TA-125 index. At end 2010, this correlation was 0.76, which implies
that the correlation declined slightly over the decade, yet remains high.43
Furthermore, correlations vary widely between the largest institutional investors and
range between 0.5 and 0.9: A correlation around 0.5 was found for two institutional
investors, while the correlation of the majority of institutional investors is app. 0.8, with
one correlation of 0.86.

Figure 23. Correlations between Composition of TA-100/TA-125 and Percentage
Holding in Investment Portfolios, by Institutional Investor, end-2010 and June 2019

Institutional Investors’ share of Individual Stocks
Institutional investors’ holdings in TA-125 stocks range from single-digit holdings to
app. 70% of a stock’s market cap. In most cases, institutional investors’ holdings account
for app. 20%-40% of the market value of any single stock. In contrast, in 2010,
institutional investors held no more than 30% of any stock listed in the TA-100, and most
holdings were around 5%-20% of the market cap of any single stock.
In no specific sector were institutional investors’ single stock holdings higher than or
different to other sectors. See Appendix B for additional information on institutional
investors’ holdings by sector.
Figure 24. Breakdown of Institutional Investors’ Shares 44 in TA-125 Stocks, by Sector,

43

Similar findings are obtained when examining the correlations for institutional investors
excluding mutual funds. In 2020, the correlation was 0.69, compared to 0.77 in 2010.
44

The 12 largest institutional investors.
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June 2020

As of June 2020, in 24 stocks, the percentage holdings of institutional investors45 exceed
35% of the stocks’ market value. Furthermore, in 27 firms, a single institutional investor
holds more than 10% of the stocks’ market cap. In 2010, 8 institutional investors had
holdings in TA-100 companies that exceeded 25% of the market cap of any stock.

45

The 12 largest institutional investors.
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Correlations between Institutional Holdings and Liquidity
The analysis of the above figures supports the assumption that institutional investors in
Israel invest mainly in large-cap stocks, which are typically more liquid. We, however,
wish to examine the impact of institutional investors’ increasing holdings on the
liquidity of these stocks. The argument we explore is that stronger institutional presence
in a stock will impair its liquidity because institutional investors’ long-term investment
outlook reduces the effective free float of these stocks.46 To examine this argument, we
conducted the regression analyses described below.
Explanatory Variables
1. Percentage holding of institutional investors (pension funds, provident funds, and
insurance companies) (IH%) – the share of TA-125 (TA-100) stocks held by pension
funds, provident funds, and insurance companies in the period 2010-2019.
2. Percentage holdings of mutual funds (MFH%) – the share of TA-125 (TA-100) stocks
held by mutual funds, in the period 2010-2019.
3. Free float rate (FF%) – the percentage of shares that are not held by interested parties
(excluding institutional holdings on behalf of the public) of TA-125 (TA-100) stocks in
the period 2010-2019.
Dependent Variables
1. Turnover – average daily trading volume (ADTV) in NIS millions, per year.
2. Turnover ratio – average daily turnover ratio per year. A stock’s turnover ratio is
calculated by dividing the daily turnover by market cap.
3. Bid-ask spread – average bid-ask spread - the spread between the best bid price and
the best ask price for data stock sampled at a 5-minute frequency.
Regression Model
To calculate the correlations we use a panel-data regression with two-way fixed effects
for each stock and year. This model allows us to control for all the constant differences
between the companies other than the explanatory variables, and to control for
differences between years that are constant across companies, such as changes in interest
rates and regulatory regimes.
𝑦𝑖,𝑡 = 𝛼 + 𝛽1 ∗ %IH𝑖,𝑡 + 𝛽2 ∗ %MFH𝑖,𝑡 + 𝛽3 ∗ %FF𝑖,𝑡 + Λ i + Λ t + 𝜖𝑖,𝑡
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Note that this argument applies to the entire population of long-term savers, including
institutional investors.
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Yi,j is the dependent variable for firm i in year t, Λ i are the fixed effects terms for stock
i, and Λ t are the fixed effects terms for year t.
Table 4. Regression Results
Explanatory
variable

Turnover
ratio

ADTV

Bid-ask
spread

Share
of
institutional
holdings (pension
funds, provident
funds,
and
insurance
companies)
(IH%)

Coefficient

-188,414

-0.00496

0.000087

p-value

0.0068***

<0.001***

<0.001***

Share of mutual
funds’ holdings
(MFH%)

Coefficient

462,274

0.00499

-0.00007

p-value

0.0108**

0.0287**

<0.001***

Free float (FF%)

Coefficient

117,449

0.0036

-0.00022

p-value

0.0203**

<0.001***

<0.001***

*** statistically significant at 99%, ** statistically significant at 95%, * statistically
significant at 90%.
Seprating each institutional type resulted with similar values, while insurance
companies have similar coefficients with a lower significance level (90%).
Analysis of Findings
The results of the analysis indicate that, when controlling for all the differences noted
above, a statistically significant negative correlation emerges between institutional
investors’ holdings in a stock, and the turnover ratio and ADTV of that stock; and a
statistically significant positive correlation emerges between institutional investors’
holding and bid-ask spreads (where high spreads reflect lower liquidity). In other words,
all three explanatory variables indicate that liquidity is lower in stocks with higher
institutional percentage holdings.
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In contrast, mutual fund holdings’ show the opposite association between holdings and
the three explanatory variables, with similar coefficients and significance levels yet
opposite signs. In other words, all three variables indicate higher liquidity as mutual fund
holdings increase.
We found that all three variables also indicate higher liquidity when the free float ratio
increases, which is consistent with the research literature on this topic.
Note that this analysis examines the broad argument concerning the impact of
institutional holdings on stock liquidity, and therefore does not distinguish between
asset management firms or specific fund features.
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Summary
In this study, we analyzed the developments that occurred in Israel’s capital market in
the past decade, focusing on institutional investors’ involvement in the market:
Institutional investors’ assets doubled while the size of the stock market remained
largely unchanged. Today, institutional holdings account for 25% of the total market cap.
The growing share of institutional investors in the stock market has potentially
significant implications, which are described in academic literature. Among other
things, a decline in liquidity is expected as a consequence of institutional investors’
long-term (“buy and hold”) investment strategy, which is typically less dynamic in
nature. Also expected is an increase in asset prices resulting from the mismatch between
the relatively fixed supply and the growing demand. The empirical analysis in this study
focused on two features of the institutional investors and their stock market investment
characteristics that might amplify these potential effects.
The first feature is the market concentration of the asset management industry, that
is, how many institutional investors manage the public’s savings and the distribution
among them. For example, if an analysis of concentration shows that concentration is
low, we can say that market players represent a relatively diverse range of opinions,
which contributes to increased liquidity and effective pricing mechanisms. Our analysis
is supplemented by an international comparison based on available data, which was used
to identify trends related to the size and investment management strategies of long-term
savings assets. The following insights emerge from this analysis:


Taking together all asset management firms that control the public’s savings in Israel
(excluding Amitim data), the market shares of the three and five largest institutional
investors show no significant change in the past decade. However, the market share of
the 10 largest management firms increased, and overall competition in the market
diminished.



In Israel’s pension industry, several measures indicate that concentration increased and
competition declined. This is explained by the significant decline in the number of
institutional investors in this market.



In contrast, in the insurance market, HHI, CR3, and CR5 point to a decline in the market
share of the largest institutional investors and an increase in competition. It is, however,
important to note that no more than 10 institutional investors are active in this market.



The provident fund and mutual fund markets are less concentrated and more competitive
than the insurance and pension fund markets. In the mutual fund market, all indices
indicate that concentration declined and competition increased.
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The size of pension fund assets in Israel relative to GDP is similar to the ratio in OECD
countries, although in Israel this ratio increased at a higher rate over the past decade.



Concentration in the pension industry in Israel is relative high and similar to levels in
Japan, Norway, China, South Korea, and Singapore.



The size of the medium-term institutional market in Israel is smaller relative to other
developed countries that we examined, yet concentration in Israel’s mutual fund sector
is similar to that of other countries.
Next, we examined the quantifiable implications of institutional investors’ tendency
to invest more in large-cap stocks, as shown by the fact that 89% of the assets managed
by institutional investors are concentrated in TA-125 stocks, and by the strong
correlation between the composition of TA-125 stocks in institutional investors’
portfolios and the weights of these stocks in the index. Calculations based on recent
figures show a statistically significant correlation of 0.72 between stocks’ weight in
the TA-125 index and their weights in institutional investors’ portfolios.
We conducted an empirical analysis to examine the effect of the growing holdings of
institutional investors on the liquidity of these stocks. Findings indicate a statistically
significant negative association between institutional investors’ (pension funds,
provident funds, and insurance companies) percentage holding in stocks and their
turnover ratio, and a statistically significant positive association with bid-ask spread
(where higher spreads are indicative of lower liquidity). In other words, based on the
three variables we examined (turnover, turnover ratio, and bid-ask spread), an increase
in institutional holdings indicates lower liquidity. The opposite results were obtained
with respect to mutual fund holdings and free float: an increase in these variables was
associated with higher liquidity.
Taken together, these findings show that institutional investors have become
increasingly dominant in the domestic market, and specific markets) are already
concentrated or becoming more concentrated (insurance policies and pension funds,
respectively. Institutional investors’ investment strategies (a focus on large-cap
companies) are also associated with a decline in turnover and turnover ratio in the stocks
in which they have holdings.
Recommendations for Future Action
The findings presented in this study focused on the developments in the past decade, but
the trends, especially the growing size of institutional investors’ holdings compared to
domestic market cap, and their effects may continue to grow in the coming decade as
well. The implications of these trends were partly described in this study, and include
but are not limited to declining liquidity, an artificial increase in asset prices, and
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impairment of fair pricing mechanisms. Several courses of action may affect these
trends:


Efforts to encourage international institutional investors as active investors in the
domestic stock market, in order to drive liquidity, fair pricing, and diversification of
stock investments.



Consideration should be given to the establishment of a public committee to discuss
increasing competition through the entry of major foreign institutional investors into
market sectors controlled exclusively by domestic institutional investors, such as
pension savings, in order to expose Israeli savers to a greater variety of investment
managers, styles, and vehicles.



Efforts to encourage an increase in free float in the domestic market and further reduce
controlling shareholders’ stake in traded companies.



Efforts to establish new institutional investors (infant-industry protection).



Encourage market making by banks in Israel and encourage entry of additional
international market makers.
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Appendix A - Concentration by Type of Institutional Investor
Market shares of asset management firms (as of June 2020)
Insurance companies: The eight asset management firms operating in this market
control app. NIS 348 billion (17% of the public’s savings). This is similar to the situation
at end 2010, when the nine management firms active in this market controlled app. NIS
140 billion (app. 14% of the public’s savings).
Provident funds: The 36 companies operating in this market control app. NIS 516 billion
(25% of the public’s savings). In contrast, in 2010, 46 companies operated in this market
and managed app. NIS 300 billion (app. 31% of the public’s savings). The number of
provident funds declined over the past decade.
Pension funds: The 12 pension asset management firms control app. NIS 892 billion
(app. 43% of the public’ savings). In contrast, in 2010, 16 management companies
controlled app. NIS 400 billion (app. 40% of the public’s savings). Excluding data for
Amitim, pension asset management firms currently control app. 30% of the public’s
savings, compared to only app. 19% a decade ago (in other words, Amitim’s market share
was much more significant a decade ago that it is today).47
Mutual funds and ETFs: Eighteen asset management firms manage NIS 301 billion (app.
15% of the public’s savings). No significant change occurred since 2010, when 22
management firms controlled app. NIS 160 billion (app. 16% of the public’s savings).
It is important to note that a single asset management company may manage assets in
multiple investment vehicles (provident funds, pension funds, insurance policies, and
mutual funds), and is counted in each sector in which it operates.

47

This situation stems from the fact that Amitim is a closed fund that does not accept new
members.
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Figure 25. Distribution of asset management firms, by Institutional Type, 2010-2020

When considering average AUM, pension funds are the largest institutional investors,
with an average AUM of NIS 74 billion in 2020, compared to NIS 25 billion in 2010. The
average AUM of insurance companies is app. NIS 43 billion (compared to app. NIS 15
billion at end 2010). Average provident fund and mutual fund assets by asset
management company range between NIS 14 billion and NIS 17 billion.
Over the past decade, pension funds’ average size as a percentage of total AUM
increased from 6% to 8%. In contrast, in insurance companies, mutual funds, and
provident funds, this ratio remained stable over the decade (13%, 35.6%, and 2.6%,
respectively).
When median AUM is examined, extreme values have a smaller effect on the results.
Figures show that pension funds’ median AUM exceeds NIS 39 billion (app. NIS 6
billion at end 2010). Over the past decade, pension funds’ median AUM increased from
2% to 4.4% of the public’s total managed savings. In other words, over the past decade,
the number of asset management firms that control pension funds declined and their
AUM increased.
Insurance companies’ median AUM exceeds NIS 43 billion (up from app. NIS 12 billion
at end 2010). Over the past decade, insurance companies’ median AUM increased from
9% to 12% of total public’s managed savings. The insurance companies are the most
concentrated institutional investors. In other words, a small number of companies
manage the public’s insurance policy savings, and this situation has remained stable
over the past decade.
Provident funds’ median AUM exceeds NIS 3 billion. Over the past decade, provident
funds’ median AUM remained stable over the decade, at 0.5% of total public’s managed
savings. In other words, in the past decade the number of companies that manage
provident funds declined, yet still a large number of relatively small asset management
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firms control the public’s provident fund savings.
Similarly, mutual funds’ median AUM exceeds app. NIS 9 billion (up from NIS 2 billion
at end 2010, although this figure fluctuated over the decade). Over the past decade,
mutual funds’ median AUM remained steady at app. 2%-3% of the public’s total
managed savings. Over the decade, both the number and relative size of the management
firms that control mutual funds remained unchanged, although both showed some
increase between 2015 and 2017.
Figure 26. Median AUM of asset management firms, By Institutional Type

Pension Funds
Today, six asset management firms (50% of asset management firms in the pension fund
market) control 90% of the public’s savings in this market. In contrast, a decade ago, the
five entities that managed app. 90% of the public’s savings in this market constituted
31% of the total number of asset management firms in this market.
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Figure 28. Asset Management Firms in the Pension Fund Market that Manage More than
50%, 75%, and app. 90% of the Public’s Total Managed Pension Fund Assets, 2010-2020

As described above, Amitim has a significant impact on the analysis of data concerning
the pension fund sector. When excluding data of Amitim, the largest pension fund in the
Israeli market, the results of the concentration analysis show that today, seven asset
management firms (that constitute 64% of the asset management firms in this market)
control app. 90% of pension fund assets. In 2010, seven asset management firms
controlled 90% of the pension fund assets but they constituted only 47% of all asset
management firms. Five firms currently control app. 75% of pension fund assets, and of
these, three firms control app. 50% of pension fund assets. Over the decade, the number
of asset management firms in this market dropped by app. 25%.
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Figure 29. Asset Management Firms in the Pension Fund Market That Manage More
than 50%, 75%, and app. 90% of the Public’s Total Pension Fund Assets, Excluding
Amitim, 2010-2020

Insurance Companies
Five (63%) asset management firms control app. 90% of the public’s savings in the
insurance market. Of these, four entities control app. 75% of insurance policy savings.
The number of asset management firms did not change significantly over the past
decade. We conclude that although the sector has a high degree of concentration,
concentration remained stable over the decade.
Figure 30. Asset Management Firms in the Managerial Insurance Market That Manage
More than 50%, 75%, and app. 90% of the Public’s Total Managed Assets in This Market,
2010-2020
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Provident Funds
Close to 40 asset management firms control provident fund savings. Of these, 12 firms
(app. one third) control app. 90% of the public’s savings in this investment vehicle, and
of these, 8 firms control app. 75% of the public’s provident fund assets. Findings indicate
that concentration in the provident fund market rose slightly but remained lower than
the degree of concentration in the pension funds and insurance policy markets.
Figure 31. Asset Management Firms in the Provident Fund Market That Manage More
than 50%, 75%, and app. 90% of The Public’s Total Managed Assets In This Market,
2010-2020

Mutual Funds
Nine asset management firms in the mutual fund market (app. one half of all asset
management firms in this market) control app. 90% of mutual fund assets. Six asset
management firms control app. 75% of mutual fund assets. These figures are similar to
the situation a decade ago. In other words, concentration in the mutual fund market
remained stable over the past decade. Nonetheless, figures show that between 2013 and
2017, app. 90% of mutual fund assets were controlled by a larger number of controlling
entities, indicating less concentration during this period.
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Figure 32. Asset Management Firms in the Mutual Fund Market That Manage More than
50%, 75%, and app. 90% of the Public’s Total Managed Assets in this Market, 2010-2020
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Appendix B: Institutional Investors’ Holdings, by Investment
Sector
TA-125 stocks account for app. 29% of the number of stocks traded on the TASE and
88% of the total stock market cap. In 2010, TA-100 stocks accounted for 17% of the total
number of stocks traded on the TASE and app. 87% of the total stock market cap.

Figure 33. Stock Market Cap by Sector, June 2020

According to figures for June 2020, the 12 major institutional investors (not including
ETFs) hold 23% of the total market cap of TA-125 stocks, compared to 10% at end 2010.
Over the past decade, institutional investors increased their holdings in all stock market
sectors and currently hold approximately one third of the market cap in the financial
sector, real estate and construction, commerce and services, and investments and
holdings.

Figure 34. Institutional Investors’ Share in TA-125, by Sector, end 2010-June 2020
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Table 5 shows that as of June 2020, and similarly to 2010, all the asset management
firms48 have, on average, holdings in app. 80% of the stocks included in TA-125 in most
sectors, although their share of total market cap varies across sectors. According to
figures for 2020, major institutional investors hold, on average, app. 1% of the market
cap of the manufacturing sector (maximum percentage holding is 2.6%); 1.7% (maximum
3.4%) of the technology sector; and 2.5% of the real estate and construction sector
(maximum 5%), of the investments and holdings sector (maximum 4.8%), and the
commerce and services (maximum 4.6%). The highest average holding of institutional
investors in a single sector is app. 3%, in the finance sector (maximum 5.3%).
In 2010, institutional investors’ percentage holdings were lower (0.2%-1.7%). In other
words, over the past decade, all major institutional investors doubled their percentage
holding in all TA-125 sectors, on average.

Table 5. Shares of Institutional Asset Management Firms, by Stock Market Sector
Average holding

Maximum holding

2010

2020

2010

2020

TA-100 stocks

TA-125 stocks

TA-100 stocks

TA-125 stocks

2.40%

3.40%

3.30%

5.30%

3.20%

5.00%

1.40%

2.60%

0.50%

1.30%

2.70%

4.60%

2.30%

2.90%

2.90%

4.80%

Technology
% of number of stocks
% of market cap

70%

78%

1.20%

1.70%

Finance
% of number of stocks
% of market cap
% of number of stocks
% of market cap
% of number of stocks
% of market cap
% of number of stocks
% of market cap
% of number of stocks
% of market cap
% of number of stocks
% of market cap
% of number of stocks
% of market cap
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86%
1.70%
76%
1.20%
89%
0.60%
62%
0.20%
83%
1.20%
81%
0.90%

85%
3.10%
Real estate and construction
87%
2.50%
Manufacturing
82%
1.20%
Healthcare
68%
0.50%
Commerce and services
80%
2.70%
Energy and gas/oil exploration
80%
2.00%
Investments and holdings

90%

84%

1.10%

2.50%

Of the largest institutional investors.

