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Introduction
Repeated economic crises have compelled practitioners and academics in finance to 

re‑examine the standard paradigm of the discipline. As Soros G [1] argued, global capitalism 
may be destabilized endogenously by one of its core elements: market fundamentalism. By 
placing financial capital in control, this ideology has rendered the system unsound and unstable. 
Calls for market discipline, if misapplied, risk amplifying volatility rather than reducing it. The 
recognition that financial markets may be inherently unstable presents a formidable challenge 
to policymakers and regulators. This article reviews Soros’ reflexivity theory, assesses the 
current role of institutional investors, explores applications of game theory in market analysis, 
and considers policy concerns in shaping effective financial regulation.

Market reflexivity

In one of the most influential critiques of financial systems, Soros G [2] advanced the thesis 
that global capitalism-particularly its financial markets-is in “crisis.” Central to his argument 
is the claim that this crisis arises from endogenous destabilization within the system itself. 
Soros challenges the prevailing belief that markets naturally gravitate toward equilibrium, 
likening them not to a pendulum but to a wrecking ball. Rather than correcting temporary 
dislocations, financial markets are prone to excesses, and once a boom‑bust cycle surpasses 
a critical threshold, it does not revert but instead topples one economy after another. George 
Soros’s theory of market reflexivity contends that financial markets are not self‑correcting 
toward equilibrium but are instead driven by feedback loops between perception and reality, 
often producing bubbles and crashes. It challenges mainstream economics by demonstrating 
how investors’ beliefs actively reshape fundamentals, rendering markets prone to instability 
rather than balance. Central to this view is the fallibility of market participants, whose 
imperfect knowledge leads to flawed perceptions. These perceptions influence trading 
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Abstract

Repeated economic crises have prompted both practitioners and scholars to examine the role of 
institutional investors in destabilizing global financial markets. This article begins with a review of Soros’ 
reflexivity theory, highlighting its relevance to systemic instability. It then updates the current landscape 
of institutional investors, assessing their influence on market dynamics. Three game theory studies are 
considered to illuminate strategic interactions in the present financial market. Finally, the paper addresses 
policy challenges in designing effective government regulation within an increasingly complex and 
fast‑evolving financial ecosystem.
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behavior, driving prices upward, which in turn alters fundamentals 
and reinforces the original belief. This positive feedback loop-the 
engine of every bubble-can sustain distortions for extended periods 
before collapsing abruptly. Soros further argued that institutional 
investors, as dominant actors in financial activity, play a critical role 
in amplifying such destabilizing dynamics within global markets.

Institutional investors

Institutional investors are well known for herding behavior-
chasing trends or exiting markets simultaneously-which can 
magnify volatility. Their growing dominance is evident in the 
rise of institutional ownership from 26% of NYSE market 
capitalization in 1980 to 82% in 2023, making price movements 
increasingly dependent on collective actions. Hedge funds and 
asset managers further heighten instability during stress periods 
through leverage, arbitrage, and short‑selling. Operating across 
borders, large institutions transmit shocks internationally. They 
are also leading adopters of Artificial Intelligence (AI), moving 
from experimentation to enterprise‑wide deployment. While AI 
offers immense value in enhancing efficiency, data quality, and 
information access, its disruptive potential ranks among the top 
investor concerns, alongside capital allocation discipline and 
geopolitical risk. The largest institutional investors in 2026 are 
asset managers like BlackRock and Vanguard, each overseeing 
trillions of dollars. BlackRock leads with over $14 trillion assets 
under management, while Vanguard follows at about $12 trillion. 
The other in the top ten group include: 

State Street Global Advisors (~$3.6T)

Fidelity Investments(~$3.3T)

UBS Asset Management (~$3T)

J.P. Morgan Asset Management (~$2.3T)

Goldman Sachs Asset Management (~$2T)

BNP Paribas Asset Management ($1.4T)

Wellington Management (~$1.3T)

PIMCO (~$1.05T)

Collectively, the top 500 firms manage around $140 trillion, 
with the top 20 controlling nearly half of that total. The top 20 firms 
control about 47% of total assets, and about 84% of top 20 assets 
are managed by US-based firms. Their size means they not only 
stabilize markets through diversification but also amplify systemic 
risks when shocks occur. When stock prices begin to influence 
underlying fundamentals, a self‑reinforcing process can emerge, 
driving both fundamentals and prices far from conventional 
equilibrium. In such cases, trend and bias intensify through a 
reflexive double feedback loop. This dynamic often manifests 
as “buy high, sell higher” behavior, where investment strategies 
deliberately shape expectations and outcomes. Yeung (1999b) 
described this as BEEP SHOT-“Buy to Engineer an Elevation in 
Prices and Sell Higher along the Overreacting Track”-a practice 
readily executed by large institutional investors with the capacity 
to amplify market movements.

Game theoretic behaviour in financial markets

The standard paradigm in financial economics assumes 
that asset markets are efficient, while conventional regulatory 
philosophy holds that individuals or institutions without privileged 
access to information should be free to participate. These 
assumptions, however, are challenged in the context of reflexive 
financial markets. A major development in recent decades has 
been the rise of investors with significant market power-primarily 
institutional investors such as insurance companies, pension funds, 
and investment firms. Because equity prices are heavily influenced 
by trading, large‑scale speculative activity by institutional investors 
can exert a substantial impact on market outcomes. Empirical 
evidence shows that such movements often stem from speculative 
behavior rather than changes in fundamental information [3,4]. 
As a result, financial markets have increasingly taken on the 
characteristics of a strategic game. Yeung [5] proposed that 
institutional investor speculation in equity markets is best modeled 
as a non‑cooperative stochastic differential game. His study 
demonstrated that:

A.	 the market is more volatile with institutional investor 
speculation.

B.	 institutional investors are able to influence market 
outcomes to a degree stronger than that of market fundamentals,

C.	 profits from institutional investment are positively related 
to the level of uncertainty, 

D.	 institutional investors are attracted to markets with high 
uncertainty, and

E.	 as competition among institutional investors increases, 
speculative profits fall.

Yeung et al. [6,7] examined the collaborative behavior of 
firms within financial technology networks, highlighting how 
cooperation can generate economies of scale, economies of scope, 
and technology spillovers. Linking FinTech firms through symbiotic 
relationships provides critical channels for efficiency gains and 
innovation diffusion. A prominent example is Ant Group, which 
has evolved into a full‑spectrum fintech ecosystem encompassing 
digital payments, lending, wealth management, and blockchain. 
Headquartered in Hangzhou, Ant serves over 1.3 billion users 
worldwide and, as of 2026, is valued at approximately US$150 
billion. Its global expansion through Ant International underscores 
the strategic importance of cooperation in FinTech. The application 
of cooperative game theory to reduce transaction costs and time, 
share technology, reach customers, and expand market coverage 
represents an emerging trend in financial market analysis.

Policy concerns

Technically, the strategy space under the existing institutional 
environment and arrangements must be qualified or examined. 
It remains, however, a serious challenge to the authorities to 
guide such “reflexive” asset markets to behave in the manner 
required by the objectives of monetary policy, so that a new 
financial market game would emerge which is played under fair 
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conditions for regulators, investors, speculators, and banks. The 
actual policy practice required practical design, implementation 
and administration - position limits, short-selling limits, leverage 
limits, disclosure requirements, etc. from the side of institutional 
investors and bankers, and financial intermediaries. The recent rise 
of the Fintech industry and AI has brought about unprecedented 
changes in the financial industry. The industry involves wide-
ranging applications of emerging technologies, including artificial 
intelligence, blockchain technology, cloud computing technology, big 
data technology, and internet technology. Fintech is revolutionizing 
the financial industry at an extraordinary pace and has enjoyed a 
deluge of investments and technological advancements in the last 
few years [8-11]. The global financial environment has changed, 
our concepts, analysis, and policy must change. The rise of entities 
like the Ant Group is not just a new payment arrangement but a 
full-spectrum fintech ecosystem. The success of future government 
policies hinges on balancing regulatory compliance with aggressive 
international expansion [12].

Conclusion
This article examines the instability of global financial markets 

through the lens of Soros’ reflexivity theory, highlighting how 
market fundamentalism and institutional speculation undermine 
equilibrium. Policymakers face the challenge of guiding reflexive 
markets toward monetary policy objectives, requiring practical 
measures such as position limits, leverage caps, and disclosure 
rules. Meanwhile, the rapid rise of FinTech and artificial intelligence 
has transformed the financial industry, with technologies like 
blockchain, cloud computing, and big data reshaping services. 
Entities such as Ant Group exemplify full‑spectrum ecosystems, 
underscoring the need for policies that balance regulatory 
compliance with aggressive international expansion.
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