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The Editorial

Stewart J. Foley, CFA
Editor In Chief
stewart@insuranceaum.com

Stewart is the Founder 
& Managing Partner of
Insurance AUM and the 
Insurance AUM Journal, and the Lecturer 
& Special Advisor on the Practice of Finance 
at Lake Forest College. 
Stewart draws on his decades of experience 
managing over $25 billion of insurance general 
account assets in the US, London and Bermuda 
markets to find the best, most relevant content 
for the insurance and investment community.
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We are extremely fortunate to spotlight Eric Kirsch, Executive Vice President and Global 
Chief Investment Officer; President, Aflac Global Investments, as this Journal interviewee. 
Eric is one of the most well-regarded CIOs in the world, and he has some interesting insights 
to share – not only on markets, but on team building and career advice for entry-level college 
students, as well. He was more than generous with his time, and we hope you enjoy his 
interview as much as we did.  

In addition to some outstanding articles, we are humbled to include two distinguished bodies 
of work in The Special Reports section of this edition. First, thank you to David Holmes for 
once again allowing us to highlight his outstanding work, Insurance Investment Outsourcing 
Report - League Tables 2019, summarizing outsourcing activity for the 2018 calendar year. As 
most of you know, David painstakingly compiles this information through manager surveys, 
conversations and other hands-on methods. Because it is not yet available anywhere else, 
we are fortunate to include it in this edition. We are also thankful to Raghu Ramachandran 
for providing an excerpt from his incredible work, S&P Dow Jones Indicies Insurance 
Research Report - ETFs In Insurance General Accounts. This updated version of his 2018 
award-winning ‘best paper’ demonstrates Raghu’s extensive knowledge on how insurers are 
increasing their allocations to ETFs. Both bodies of work are industry-wide and best-in-class. 

View The Special Reports in their entirety at:
Insurance Investment Outsourcing Report - League Tables 2019
https://assetoutsourcingexchange.com/exchange/home/research

S&P Dow Jones Indicies Insurance Research Report - ETFs In Insurance General Accounts
www.spdji.com/indexology/fixed-income/etfs-in-insurance-general-accounts-2019

Each quarter, we work hard to put the best thought leadership available, directly into your 
hands, in a straight-forward way. Because we are insurance investment professionals like you, 
we look for articles that suit the unique characteristics of our industry, providing a diverse 
set of topics and asset classes in each edition. Our contributors are at the top of their field, 
producing best-quality work. But, we would love your feedback, too. What would you like to 
see in upcoming Journals? Let’s work together to make every edition better than the last. Send 
your comments or requests to: editor@insuranceaum.com

Lastly, thank you very much for your kind words and the warm reception we have received 
industry-wide. We hope you enjoy this issue, as it wouldn’t be possible without the outstanding 
work of our contributors, our entire team and you - our readers.  

Best regards,

Stewart

David F. Holmes
Head Of Research
david.holmes@
assetoutsourcingexchange

David is Founder & Director of 
Insurance Asset Outsourcing 
Exchange and is a Partner with 
Eager, Davis & Holmes LLC. 
David provides invaluable, actionable research, 
which embodies his 30+ years of industry 
experience.

Robinn Jerutis
Head Of Design
robinn@insuranceaum.com

Robinn brings 20+ years of 
visual marketing and branding 
experience in the fields of 
investment securities, intellectual property 
and real estate. Robinn develops and 
manages our design and creative output.

Tom Childers
Head Of Technology

Tom has over 40 years 
of experience as a software 
engineer, architect and CTO. 
Now semi-retired, he provides 
managerial and technical support to a variety 
of non-profit organizations, as well as tending 
our infrastructure.

For more, visit Our Team, on the website.
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Our View 
ARE INSURANCE COMPANIES INCREASING 
USE OF NON-AFFILIATED INVESTMENT MANAGERS?  
Yes, increasingly so! But you wouldn’t know it from a glance at year-to-year AUM numbers. 

David Holmes
Insurance Investment Outsourcing Exchange
david.holmes@assetoutsourcingexchange.com

Stewart Foley
Insurance AUM
stewart@insuranceaum.com
Following are excerpts from the Insurance 
Investment Outsourcing Report – 2019 Edition. 
This report is published by the Insurance Asset 
Outsourcing Exchange and Insurance AUM. View 
full report at: https://assetoutsourcingexchange.
com/exchange/home/research

Insurance Asset
Outsourcing Exchange

1Insurance Asset Outsourcing Exchange, Insurance Asset Outsourcing Size and Growth, August, 2018. 
2Insurance Asset Outsourcing Exchange, Improving Thought Leadership; ESG Snapshot, February, 2019.

Forty-six investment managers post non-affiliated general account (GA) assets totaling $2.16 trillion on a global basis as of year-end 2018. A 
“same sample” of investment managers reporting non-affiliated insurance AUM both this year (2018 YE) and last year (2017 YE) posts essentially 
flat “0%” growth in aggregate. 

Analysis behind the numbers reveals a “leaky bucket.”  New assets are moving strongly toward third-party investment manager solutions. 
Insurance Asset Outsourcing Exchange’s Insurance Asset Tracker (IAT) database documents a 40% increase in new outsourced mandates in 2018 
over the prior year. 

However, insurance company M&A takes its toll on aggregate outsourced AUM. Larger insurance companies are acquiring smaller companies in 
record numbers and taking large multi-sector fixed income portfolios in-house. The number of US-domiciled insurers declined 3.5% in 2018 alone.1 

DO AUM RANKINGS MATTER?  
Yes and no. AUM scale supports investment resources and insurance-focused services and expertise. But year-to-year AUM changes of specific 
investment firms don’t reveal much on the surface. In addition to new accounts, asset flows and terminations, AUM changes result from 
obfuscations such as mergers and acquisitions on both the supply side (investment managers) and demand side (insurance companies), insourcing 
of insurance assets, and insurance company spinoffs.

The investment managers profiled in this report offer dedicated resources for third party insurance asset management. This report provides an 
introductory overview of these firms’ capabilities, the clients they serve and the investment solutions they feature for insurance companies. 

OTHER RESOURCES FOR INSURANCE COMPANIES AND INVESTMENT MANAGERS  
The Insurance Asset Outsourcing Exchange researches the insurance industry’s use of third-party investment solutions and the investment firms 
providing those solutions. Our proprietary data is constantly updated, well-documented, and available free to insurers. We also offer other 
resources for insurance companies, including RFP templates, links to the insurance-focused investment white papers we find most insightful, an 
annual compendium of insurance-focused investment consultant firms, and much more.

The Insurance AUM Journal collects compelling insurance investment-focused white papers produced each quarter and shares them broadly 
throughout the insurance industry. The Journal is insurance investment community’s “most preferred” media source for thought leadership.2

We are thankful for the investment managers who have shared their profiles in this report, and for the support of so many insurance company 
investment professionals and insurance-focused investment consultants who read this publication and support our work.
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The Special Report: Insurance Investment Outsourcing Report - League Tables (cont.)

 Rank Investment Management Firm 12/31/2018 12/31/2017
  1 BlackRock 246.8 281.3
 2 Goldman Sachs 193.0 192.1
 3 Amundi 173.5 180.8
 4 DWS 160.4 180.5
 5 Aberdeen Standard Investments 140.1 111.7
 6 JP Morgan Asset Management 113.0 103.0
 7 Wellington Management Company LLP 110.9 103.7
 8 MetLife Investment Management (MIM) 108.2 103.9
 9 PIMCO 88.0 93.7
 10 New England Asset Management, Inc. 70.3 67.9
 11 Conning 67.8 68.6
 12 Macquarie Investment Management 65.5 69.8
 13 Western Asset 56.4 57.8
 14 Wells Fargo Asset Management 51.0 48.9
 15 Guggenheim Investments 45.6 NA
 16 Schroders 37.2 38.1
 17 PineBridge Investments 36.9 35.8
 18 Invesco Ltd 31.6 34.7
 19 Morgan Stanley 29.6 27.4
 20 Neuberger Berman 28.9 21.3
 21 Insight Investment 26.4 31.2
 22 Natixis Investment Managers 26.2 22.6
 23 AAM Insurance Investment Management 24.5 19.5
 24 PGIM Fixed Income 20.9 NA
 25 AXA Investment Managers, Inc 20.2 NA
 26 Mellon Investments Corporation (Mellon) 18.6 18.5
 27 Northern Trust Asset Management 18.1 21.1
 28 Payden & Rygel 16.4 15.5
 29 Vanguard 16.3 17.1
 30 Robeco 15.6 NA
 31 Ares Management LLC 14.1 NA
 32 AllianceBernstein 13.0 13.6
 33 Prime Advisors, Inc 11.9 12.3
 34 T Rowe Price 10.3 8.6
 35 Allianz Global Investors 9.7 NA
 36 Quadrant Real Estate Advisors 9.4 NA
 37 Income Research + Management 9.1 8.1
 38 Loomis, Sayles & Company, LP 8.3 4.5
 39 Voya Investment Management 4.3 2.1
 40 MFS Investment Management 3.4 2.1
 41 Securian Asset Management, Inc 3.3 6.9
 42 Madison Scottsdale Insurance Asset Management 3.0 3.0
 43 Opus Investment Management, Inc 2.6 1.1
 44 Fort Washington Investment Advisors, Inc 1.5 1.3
 45 Segall Bryant & Hamill 1.2 1.0
 46 Stone Harbor Investment Partners LP 1.0 NA
  Totals ($Billion) $2,163.7 $2,030.9

Global 
Non-Affiliated

General Account 
Insurance Assets 

$Billion

Not reporting AUM in this category: 
Vontobel Asset Management
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The Special Report: Insurance Investment Outsourcing Report - League Tables (cont.)

 Rank Investment Management Firm 12/31/2018 12/31/2017
  1 BlackRock 124.7 122.8
 2 Goldman Sachs 111.9 114.2
 3 Wellington Management Company LLP 85.6 84.4
 4 JP Morgan Asset Management 72.7 60.5
 5 DWS 69.3 76.8
 6 New England Asset Management, Inc 61.0 57.7
 7 Conning 58.7 59.0
 8 Macquarie Investment Management 47.2 51.2
 9 Wells Fargo Asset Management 46.9 45.3
 10 PIMCO 43.0 39.9
 11 Guggenheim Investments 42.7 NA
 12 Western Asset 30.1 33.7
 13 AAM Insurance Investment Management 23.5 18.5
 14 Northern Trust Asset Management 18.1 21.1
 15 Mellon Investments Corporation (Mellon) 17.0 16.8
 16 Vanguard 16.3 17.1
 17 Invesco Ltd 15.3 22.1
 18 PGIM Fixed Income 14.2 NA
 19 Neuberger Berman 13.2 8.1
 20 Morgan Stanley 12.8 9.4
 21 Prime Advisors, Inc 11.7 12.1
 22 Natixis Investment Managers 10.1 10.2
 23 Payden & Rygel 9.6 9.8
 24 Quadrant Real Estate Advisors 9.4 NA
 25 T Rowe Price 8.6 7.3
 26 Income Research + Management 8.4 7.4
 27 Ares Management LLC 8.3 NA
 28 Insight Investment 6.6 8.4
 29 AllianceBernstein 3.9 3.8
 30 Loomis, Sayles & Company, LP 3.8 4.5
 31 Securian Asset Management, Inc 3.3 6.9
 32 Voya Investment Management 3.0 0.9
 33 Madison Scottsdale Insurance Asset Management 3.0 3.0
 34 Opus Investment Management, Inc 1.9 1.1
 35 MFS Investment Management 1.5 1.3
 36 Fort Washington Investment Advisors, Inc 1.5 1.3
 37 Aberdeen Standard Investments 1.2 1.1
 38 Segall Bryant & Hamill 1.2 1.0
 39 Stone Harbor Investment Partners LP 1.0 NA
 40 Allianz Global Investors 0.9 NA
 41 Amundi 0.3 0.0
 42 AXA Investment Managers, Inc 0.2 NA
  Totals ($Billion) $1,023.5  $938.5 

North America 
Domiciled 

Non-Affiliated 
General Account 
Insurance Assets 

$Billion

Not reporting AUM in this category: 
MetLife Investment Management, 
PineBridge Investments, 
Vontobel Asset Management
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The Special Report: Insurance Investment Outsourcing Report - League Tables (cont.)

 Rank Investment Management Firm 12/31/2018 12/31/2017
  1 Amundi 173.1 180.8
 2 Aberdeen Standard Investments 138.9 110.6
 3 BlackRock 122.1 158.5
 4 DWS 91.1 103.8
 5 Goldman Sachs 81.1 77.8
 6 PIMCO 45.0 53.8
 7 JP Morgan Asset Management 40.3 42.5
 8 Western Asset 26.3 24.1
 9 Wellington Management Company LLP 25.3 19.3
 10 AXA Investment Managers, Inc 20.0 NA
 11 Insight Investment 19.8 22.8
 12 Macquarie Investment Management 18.3 18.7
 13 Morgan Stanley 16.8 18.0
 14 Invesco Ltd 16.4 12.5
 15 Natixis Investment Managers 16.2 12.4
 16 Neuberger Berman 15.6 13.3
 17 Robeco 15.6 NA
 18 New England Asset Management, Inc 9.3 10.2
 19 AllianceBernstein 9.1 9.8
 20 Conning 9.1 9.7
 21 Allianz Global Investors 8.8 NA
 22 Payden & Rygel 6.8 5.7
 23 PGIM Fixed Income 6.7 NA
 24 Ares Management LLC 5.8 NA
 25 Loomis, Sayles & Company, LP 4.5 0.0
 26 Wells Fargo Asset Management 4.1 3.6
 27 Guggenheim Investments 3.0 NA
 28 MFS Investment Management 1.9 0.8
 29 T Rowe Price 1.7 1.3
 30 Mellon Investments Corporation (Mellon) 1.6 1.7
 31 Voya Investment Management 1.3 1.1
 32 AAM Insurance Investment Management 1.0 1.0
 33 Opus Investment Management, Inc 0.8 0.0
 34 Income Research + Management 0.6 0.7
 35 Prime Advisors, Inc 0.2 0.2
 36 Madison Scottsdale Insurance Asset Management 0.1 0.0
  Totals ($Billion) $957.9 $914.7

Ex-North America 
Domiciled 

Non-Affiliated 
General Account 
Insurance Assets 

$Billion

Not reporting AUM in this category: 
MetLife Investment Management, 
PineBridge Investments, 
Vontobel Asset Management
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The Special Report: Insurance Investment Outsourcing Report - League Tables (cont.)
	 	 Investment	 	 Non-Affiliated	 Affiliated	 VA/
 Rank Management Firm Total GA GA Unit-Linked
  1 PIMCO 563.0 88.0 412.9 62.1
 2 Amundi 551.2 173.5 377.7 
 3 MetLife Investment Mgmt (MIM) 526.2 108.2 418.0 14.4
 4 AXA Investment Managers, Inc 516.5 20.2 475.5 20.8
 5 BlackRock 471.7 246.8  224.8
 6 Aberdeen Standard Investments 347.1 140.1  207.0
 7 Natixis Investment Managers 268.0 26.2 238.0 3.8
 8 PGIM Fixed Income 260.1 20.9 239.3 
 9 Goldman Sachs 254.6 193.0 0.1 61.6
 10 Allianz Global Investors 248.1 9.7 181.0 57.4
 11 DWS 208.4 160.4  48.0
 12 Wellington Mgmt Co LLP 176.9 110.9  66.0
 13 AllianceBernstein 161.2 13.0 85.2 63.0
 14 JP Morgan Asset Mgmt 155.6 113.0  42.7
 15 Guggenheim Investments 126.2 45.6 80.6 
 16 Voya Investment Mgmt 117.1 4.3 70.0 42.9
 17 T Rowe Price 102.4 10.3  92.2
 18 New England Asset Mgmt, Inc 97.3 70.3 27.0 
 19 Conning 91.5 67.8 23.8 
 20 Mellon Investments Co (Mellon) 86.3 18.6 0.1 67.7
 21 Macquarie Investment Mgmt 65.5 65.5  
 22 Wells Fargo Asset Mgmt 59.8 51.0 1.2 7.6
 23 Western Asset 56.4 56.4  
 24 Invesco Ltd 55.6 31.6  24.0
 25 Northern Trust Asset Mgmt 43.8 18.1  25.6
 26 Morgan Stanley 41.4 29.6  11.8
 27 Neuberger Berman 39.5 28.9  10.6
 28 Ft Washington Invest Advisors, Inc 37.8 1.5 36.2 0.1
 29 PineBridge Investments 36.9 36.9  
 30 Securian Asset Mgmt, Inc 29.1 3.3 22.7 3.2
 31 Insight Investment 26.4 26.4  
 32 AAM Insurance Investment Mgmt 24.7 24.5 0.2 
 33 Loomis, Sayles & Company, LP 23.9 8.3  15.6
 34 MFS Investment Mgmt 21.6 3.4  18.2
 35 Robeco 18.2 15.6  2.6
 36 Payden & Rygel 16.4 16.4  
 37 Vanguard 16.3 16.3  
 38 Ares Management LLC 14.1 14.1  
 39 Prime Advisors, Inc 12.0 11.9 0.2 
 40 Opus Investment Mgmt, Inc 9.8 2.6 7.2 
 41 Quadrant Real Estate Advisors 9.4 9.4  
 42 Income Research + Mgmt 9.1 9.1  
 43 Madison Scottsdale Ins Asset Mgmt 3.0 3.0  
 44 Segall Bryant & Hamill 1.2 1.2  
 45 Stone Harbor Investment Partners LP 1.0 1.0  
  Totals ($Billion) $6,002.6 $2,126.5 $2,696.8 $1,193.7

Global Affiliated GA, 
Non-Affiliated GA 

& Variable Annuity/
Unit-Linked Assets 

$Billion
12/31/2018

Not reporting AUM in this category: 
Vontobel Asset Management
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The Special Report: Insurance Investment Outsourcing Report - League Tables (cont.)

GA Non-Affiliated Insurance Assets 
By Strategy 
$Million, 12/31/2018

HIGH YIELD | Investment Mgmt Firms
 1 Western Asset 4,532
 2 BlackRock 4,412
 3 Neuberger Berman 3,330
 4 T Rowe Price 2,298
 5 PIMCO 1,661
 6 Wellington Management Company LLP 1,633
 7 DWS 1,591
 8 AXA Investment Managers, Inc 1,301
 9 Robeco 1,116
 10 JP Morgan Asset Management 1,079
 11 Wells Fargo Asset Management 1,059
 12 Macquarie Investment Management 891
 13 Morgan Stanley 865
 14 Ares Management LLC 808
 15 Amundi 774
 16 AllianceBernstein 709
 17 Loomis, Sayles & Company, LP 652
 18 Allianz Global Investors 631
 19 Conning 555
 20 PGIM Fixed Income 342
 21 Ft Washington Investment Advisors, Inc 269
 22 Northern Trust Asset Management 267
 23 Guggenheim Investments 220
 24 MetLife Investment Management (MIM) 183
 25 AAM Insurance Investment Management 143
 26 Payden & Rygel 30
 27 Aberdeen Standard Investments 2
 28 Prime Advisors, Inc 2
  Total $31,355

BANK LOANS | Investment Mgmt Firms 
 1 Invesco Ltd 5,476
 2 Conning 3,442
 3 Ares Management LLC 2,834
 4 DWS 2,433
 5 BlackRock 1,512
 6 Guggenheim Investments 1,210
 7 T Rowe Price 975
 8 Neuberger Berman 514
 9 Natixis Investment Managers 470
 10 PIMCO 454
 11 Wells Fargo Asset Management 343
 12 Wellington Management Company LLP 330
 13 Voya Investment Management 298
 14 JP Morgan Asset Management 239
 15 Stone Harbor Investment Partners LP 3
  Total $20,534

EMERGING MARKET DEBT | Investment Mgmt Firms
 1 JP Morgan Asset Management 8,539
 2 Western Asset 4,612
 3 BlackRock 3,945
 4 Wellington Management Company LLP 3,492
 5 PIMCO 2,914
 6 Payden & Rygel 2,783
 7 AXA Investment Managers, Inc 2,617
 8 Neuberger Berman 1,928
 9 PGIM Fixed Income 1,540
 10 AllianceBernstein 1,141
 11 Conning 1,075
 12 Stone Harbor Investment Partners LP 1,031
 13 DWS 772
 14 AMUNDI 688
 15 Morgan Stanley 450
 16 Macquarie Investment Management 371
 17 T Rowe Price 184
 18 MetLife Investment Management (MIM) 99
 19 Loomis, Sayles & Company, LP 77
 20 Aberdeen Standard Investments 36
  Total $38,294

DIVIDEND EQUITY | Investment Mgmt Firms
 1 Conning 1,503
 2 Northern Trust Asset Management 1,300
 3 Wellington Management Company LLP 1,033
 4 Voya Investment Management 277
 5 Wells Fargo Asset Management 221
 6 Allianz Global Investors 203
 7 New England Asset Management, Inc 144
 8 Madison Scottsdale Insurance Asset Mgmt 62
 9 Invesco Ltd 49
 10 BlackRock 34
 11 Securian Asset Management, Inc 24
  Total $4,850

These	four	strategies	are	excerpted	from	full	report.
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Definition of Terms
General Account (GA) 
These assets fund the liabilities underwritten by the insurer and are available to pay claims and benefits to which insureds or 
policyholders are entitled. General account assets exclude assets held in separate accounts for variable annuity and unit-linked 
investments as well as pension fund assets. 
Non-Affiliated General Account Assets
This category the General Account assets each firm manages for insurance companies that are not owned in whole or in part by their 
investment firm, its affiliates or parent company. 
Affiliated General Account Assets 
This category the General Account assets of the investment firm’s client organizations that are owned in whole or part by the 
investment firm, its affiliates or parent company. 

The Special Report: Insurance Investment Outsourcing Report - League Tables (cont.)

 Rank Insurance Asset Manager AUM ($Billions)

  1 BlackRock 246.8

 2 Goldman Sachs 193.0

 3 Amundi 173.5

 4 DWS 160.4

 5 Aberdeen Standard Investments 140.1

 6 JP Morgan Asset Management 113.0

 7 Wellington Management Company LLP 110.9

 8 MetLife Investment Management (MIM) 108.2

 9 PIMCO 88.0

 10 New England Asset Management, Inc 70.3

Insurance Asset 
Manager Profiles

Top 10 Rankings
2019 Edition

Global Non-Affiliated 
GA Assets

$Billion, 12/31/2018

The publisher reserves all property rights to this report. It may not be reproduced or distributed outside your organization without our written authorization. 
Copyright 2019, Eager, Davis & Holmes
1Insurance Asset Outsourcing Exchange, Improving Thought Leadership; ESG Snapshot, February, 2019.



OVERVIEW
As of year-end 2018, U.S. insurance companies had USD 26.2 billion invested in 
ETFs. This represents a tiny fraction of the USD 3.4 trillion of ETF assets under 
management (AUM) and an even smaller portion of the USD 6.3 trillion in admitted 
assets of U.S. insurance companies. Exhibit 1 shows the use of ETFs by U.S. insurance 
companies over the past sixteen years.
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Key Takeaways
• Insurance companies continue to 
 increase the use of ETFs  
• Mega insurers are moving into using 
 ETFs 
• Insurance companies are moving 
 away from Smart Beta while the rest 
 of the ETF industry is moving in

The Special Report: S&P	Dow	Jones	Indices	Insurance	Research	Report

ETFs In Insurance General Accounts Raghu Ramachandran
Head of Insurance 
Asset Channel
raghu.ramachandran@spglobal.com

Following are excerpts from ETFs in 
Insurance General Accounts – 2019. 
This report is published by the S&P Dow 
Jones Indices, a division of S&P Global. 
View full document at:
https://www.spindices.com/indexology/
fixed-income/etfs-in-insurance-general-
accounts-2019

S&P Dow Jones Indices

Introduction
In our last report1,  we showed that in 2017, insurance companies increased their use of 
exchange-traded funds (ETFs) by a significant amount (37% year-over-year). In 2018, insurance 
companies continued to increase their use of ETFs and, in spite of a market correction in the Q4 
2018, held ETF assets in line with long-term growth trends. Furthermore, in 2018, the industry 
also displayed a divergence in their investment patterns—with companies that had previously 
been slow to adopt ETFs increasing their usage, and other companies, which in the past had 
grown ETF usage rapidly, retrenching. A divestment from Smart Beta ETFs, in particular, caused 
a drag on the overall share ownership and AUM of insurance companies invested in ETFs. In 
our fourth annual analysis of ETF usage in insurance general accounts, we explore the changing 
dynamics and current usage of over 1900 companies in this market.

1“ETFs in Insurance General Accounts – 2018,” 
Raghu Ramachandran, S&P Dow Jones Indices, 
May 2018.
3https://my.spindices.com/indices/equity/sp-500; 
data retrieved 20 May 2019.

Exhibit 1: ETF AUM Growth

Source: National Association of Insurance Commissioners (NAIC) via S&P Global Market Intelligence.  
Data as of 12/31/18. Chart for illustrative purposes.

Exhibit 2: CAGR of ETF AUM

Source: NAIC via S&P Global Market Intelligence. Data as of 12/31/18. Chart for illustrative purposes.

While ETF AUM steadily increased 
over the prior six years, in 2018, the 
AUM of ETFs in the industry declined 
for the first time since 2011. In 2018, 
U.S. insurance company ETF AUM 
decreased by 3% from the prior year.  
However, usage still showed a double-
digit compound annual growth rate 
(CAGR) over the 3-, 5-, and 10-year 
periods (see Exhibit 2).

The last quarter of 2018 had marked 
downturn in the equity and fixed income 
markets. The S&P 500 dropped 14% in 
the 4th quarter; a week before year-end 
the S&P 500 was off 20%.3

A Division of S&P Global
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On December 19th, 2018 the Federal 
Reserve increased the Fed Funds rate 
for a fourth and last time in 2018.4 
And even though 10-year Treasury5 
and corporate6 yields fell during the 
quarter, corporate spread increased by a 
larger amount in the Q4 2018.7 To test if 
market volatility in Q4 2018 depressed 
the year-end AUM numbers, we also 
looked at the number of shares held 
by insurance companies. Unlike AUM, 
the number of shares of ETFs used 
by insurance companies continued to 
increase in 2018 (see Exhibit 3).

The long-term growth rate of shares has 
also been in the double digits, but with 
a slower pace than AUM growth (see 
Exhibit 4).

In spite of the decrease in AUM, the 
growth in ETF usage still greatly 
exceeded the growth rate of admitted 
assets over the long term (see Exhibit 5).

The Special Report: S&P DJI Insurance Research Report - ETFs In Insurance GA (cont.)

Exhibit 3: ETF Share Ownership Growth

4https://apps.newyorkfed.org/markets/autorates/
fed%20funds; data retrieved 20 May 2019.
5https://fred.stlouisfed.org/series/DGS10/; data 
reterived 20 May 2019.
6https://fred.stlouisfed.org/series/BAMLC0A-
2CAAEY; data reterived 20 May 2019.
7https://fred.stlouisfed.org/series/BAMLC0A-
2CAA; data reterived 20 May 2019.

Exhibit 4: CAGR of ETF Shares

Exhibits 3,4,5 Source: 
NAIC via S&P Global Market Intelligence. 
Data as of 12/31/18. 
Charts for illustrative purposes.

Exhibit 5: Historical Growth of Admitted and ETF Assets
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The Special Report: S&P DJI Insurance Research Report - ETFs In Insurance GA (cont.)

9“U.S. Insurance General Accounts 2018,” Cerulli 
Associates, Nov. 12, 2018, p. 44.

We used a linear regression to model the 
growth of ETF AUM held by insurance 
companies. This model accurately fit the 
historical growth of ETFs in insurance 
companies (see Exhibit 6).

A regression analysis of share usage led 
to a similar result (see Exhibit 7).

We used these regression models to 
estimate the trended growth of ETFs. If 
insurance companies continue to invest 
according to trend, the use of ETFs 
by insurance companies could almost 
double in five years—using both AUM 
and share trends. This is substantially 
faster than the expected growth of 
admitted assets9  (see Exhibit 8).

Exhibit 8: Projected Growth of Admitted Assets, ETF AUM, and ETF Shares

Exhibit 6: Linear Regression of ETF AUM

Exhibits 6,7 Source: 
NAIC via S&P Global Market Intelligence. 
Exhibit 8 Source: 
NAIC via S&P Global Market Intelligence 
& Cerulli Associates.
Data as of 12/31/18. 
Charts for illustrative purposes.

Exhibit 7: Linear Regression of ETF Shares
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The Special Report: S&P DJI Insurance Research Report - ETFs In Insurance GA (cont.)

ANALYSIS BY SIZE
We analyzed the use of ETFs to see if the 
size of the insurance company affected 
the use of ETFs. We classify a company 
as small if it has less that USD 500 
million in Admitted Assets. Medium 
companies have admitted assets 
between USD 500 million and USD 
5 Billion. Companies with admitted 
assets between USD 5 Billion and USD 
50 Billion are classified as Large and, 
finally, Mega companies have more 
than USD 50 Billion in admitted assets.

Mega insurance companies owned most 
of the assets belonging to insurance 
companies, but only held about one-
third of the insurance ETF holdings (see 
Exhibit 11).

However, these companies increased 
their AUM by 39% over 2017. 
Meanwhile, Large companies pulled 
back from ETF allocation. Large 
companies increased their ETF AUM 
by 54% in 2017 but decreased it by 25% 
in 2018. On ETF share and AUM bases, 
both Small and Large companies pulled 
back from their use of ETFs. Medium 
companies were relatively flat for the 
year in terms of AUM, but increased the 
number of ETF shares held by 15% (see 
Exhibits 12 and 13).

Exhibit 11: Admitted Assets and ETF Assets by Company Size

Exhibit 13: CAGR of ETF AUM and Shares by Company Size

Exhibit 12: ETF AUM by Company Size

Exhibits 11,12,13 Source: 
NAIC via S&P Global Market Intelligence. 
Data as of 12/31/18. 
Charts for illustrative purposes.
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The Special Report: S&P DJI Insurance Research Report - ETFs In Insurance GA (cont.)

While Large companies held the 
majority of insurance ETF assets, Mega 
companies were quickly reaching parity. 
However, Small companies continued 
to hold a higher portion of ETFs in 
their admitted assets. The proportion of 
admitted assets held in ETFs continued 
to decline with the size of the company 
(see Exhibit 14).

ANALYSIS OF
SMART BETA ETFS
The majority of ETF investments by U.S. 
insurance companies were Traditional 
market-weighted ETFs. While about 
20% of the U.S. total market invested in 
Smart Beta ETFs,only 12% of AUM was 
allotted to these alternative strategies by 
insurance companies (see Exhibit 64).

In terms of size, Small and Medium 
companies invested more in Smart Beta 
than Large or Mega companies.  P&C 
companies used, proportionally, twice as 
many Smart Beta ETFs as Life & Health 
companies.  Similarly, the proportional 
use of these ETFs by Other companies 
is much larger than that of Stock or 
Mutual companies (see Exhibit 65).

Exhibit 14: ETF AUM and ETFs as a Percentage of Admitted Assets by Company Size

Exhibits 14,64,65 Source: 
NAIC via S&P Global Market Intelligence. 
Data as of 12/31/18. 
Charts for illustrative purposes.

Exhibit 64: U.S. and Insurance ETF AUM by Smart Beta

Traditional Traditional

Exhibit 65: Smart Beta Allocation by Company Type, Organizational Structure & Company Size
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The Special Report: S&P DJI Insurance Research Report - ETFs In Insurance GA (cont.)

While the broader U.S. market preferred 
the Value and Growth Smart Beta 
ETF categories, insurance companies 
preferred Dividend and Value (see 
Exhibit 66).

However, companies have significantly 
pulled back from the use of Smart Beta 
ETFs. In fact, absent the decline in 
Smart Beta ETFs, the use of ETFs by 
insurance companies grew on both an 
AUM and share basis (see Exhibit 67).

This is in stark contrast to the non-
insurance U.S. ETF market, where 
growth rates for AUM and shares of 
Smart Beta ETFs have outperformed 
those of market-weighted ETFs (see 
Exhibit 68).

Exhibit 67: CAGR of Insurance ETF AUM and Shares by Smart Beta 

Exhibit 66: U.S. and Insurance ETF AUM by Smart Beta Category

Fundamentals

Other

Multi-
Factor

Quality
Momentum

Fundamentals

Other

Multi-
Factor

Quality
Momentum

Exhibit 68: CAGR of U.S. ETF Market AUM and Shares by Smart Beta

Exhibits 66,67,68 Source: 
NAIC via S&P Global Market Intelligence. 
Data as of 12/31/18. 
Charts for illustrative purposes.
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The Special Report: S&P DJI Insurance Research Report - ETFs In Insurance GA (cont.)

Nor does it seem that a particular part of 
the industry discriminates against Smart 
Beta. In Exhibit 69, we see that all types 
of insurance companies reduced their 
use of Smart Beta ETFs in the past year. 
A similar analysis for organizational 
structure or size would yield similar 
results.

We also see that the insurance industry 
is moving from Smart Beta in all 
categories except for those with the least 
allocation (see Exhibit 70). Reasons 
why the insurance industry behaves 
differently from the broader U.S. 
ETF market deserves further industry 
analysis.

Exhibits 69,70 Source: 
NAIC via S&P Global Market Intelligence. 
Data as of 12/31/18. 
Charts for illustrative purposes.

Exhibit 70: Insurance ETF AUM by Smart Beta Category

Exhibit 69: CAGR of Smart Beta Insurance ETF Market AUM and Shares by Company Type

SMART BETA 2017 ONE-YEAR  2018 
CATEGORY AUM GROWTH (%) AUM
Dividend 1,216,640,021 -21.03 960,812,606
Value 925,372,212 -21.45 726,859,047
Multi-Factor 615,231,284 -58.04 258,161,760
Growth 560,014,821 -22.49 434,072,294
Risk-Oriented 428,945,853 -34.88 279,341,639
Fundamentals 389,630,465 -22.27 302,842,663
Momentum 74,943,987 3.97 77,920,199
Quality 11,586,502 719.71 94,975,796
Other 191,190,094 -66.51 64,024,667
Total 4,413,555,239 -27.52 3,199,010,671
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The Special Report: S&P DJI Insurance Research Report - ETFs In Insurance GA (cont.)

GENERAL DISCLAIMER
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TION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or 
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in connection 
with any use of the Content even if advised of the possibility of such damages.
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units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each 
analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, investment advis-
ers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic benefits 
from those organizations, including organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise 
address.



Our editor speaks with the Executive Vice President 
& Global Chief Investment Officer; President 
of Aflac Global Investments.

IAUM: How do you define risk when 
managing Aflac’s portfolios?

KIRSCH: We approach risk in two 
different ways, both qualitatively and 
quantitatively, which then ties back to 
our business model. 

From a qualitative perspective, Aflac’s 
type of insurance is very unique, offering 
supplemental income, as well as cancer 
and disability coverage, which generate 
strong  margins. The business has a 
very stable underwriting and liability 
profile. As a result, our investment 
portfolio requires a conservative 
approach emphasizing preservation of 
principal, while earning a competitive 
rate of income, aligning policyholder 
and shareholder objectives. We do this 
in a capital-efficient way given our 
objectives and liability profile. 

From the quantitative approach, we 
focus on Strategic Asset Allocation 
(SAA), which calibrates our liabilities, 
capital objectives, credit ratings, the 
regulatory environment and other 
factors to produce optimal portfolio 
allocations at capital-efficient levels 
using quantitative optimization models. 
As you know, 80-85% of our business 
is in Japan, which adds another layer 
of complexity. Our SAA gives us 

guideposts for various asset classes, 
from which we decide how much 
capital at risk we are willing to allocate 
to the investment portfolio. From 
there, we’re able to cascade into things 
like risk limits - whether those limits 
be around asset classes, issuers, our 
exposure to interest rates, credit spreads 
or foreign exchange. In addition, there 
is a separate risk team and governance 
committees that track our results versus 
our risk limits. Using both a quantitative 
and qualitative investment approach 
results in the best risk-adjusted return, 
given our risk appetite. 

IAUM: Based on that definition, how 
do you manage the various risks in 
your portfolios, particularly given their 
global nature?   

KIRSCH: First, we carefully monitor 
all of these risks and continually model 
our portfolio through various stress tests 
to ensure we are within risk limits in 
multiple economic cycles. In addition, 
we have global teams monitoring 
credit, interest rate, and currency 
markets. From there, we make tactical 
adjustments to our portfolio allowing us 
to navigate the ever-changing landscape 
of global markets.

IAUM: What do you think are the 
biggest risks facing insurers’ investment 
portfolios today?

KIRSCH: Taking a broader - macro 
view - trying to find good relative 
value amid the continued low-yield 
environment is the biggest risk factor. 
Coming out of the financial crisis 
combined with the quantitative easing 
by all the Central Banks, caused interest 
rates to hit all-time lows. Of course, that 
was a great challenge and much talked 
about within the insurance industry 
by various analysts, shareholders and 
regulators. The focus was on liabilities 
and a companies’ ability to generate 
enough yield to meet them. 

About two years ago we began to see 
rates rise, and many were hopeful that 
we would be in a 3-4% rate environment 
- which would really help to meet return 
hurdles. However, rates have gone back 
down. In fact, as we speak, the ten-year 
treasury rate is around 2.20%. Still, 
the greatest challenge is finding good 
relative value. 

Because insurance companies have to 
be invested, we can’t just sit in cash. 
Regardless if we have low interest rates 
and tight credit spreads, everything 
is expensive. We still need to be fully 

Eric Kirsch
Guest Q&A With

The Interview

847.868.0044 | journal@insuranceaum.com | insuranceaum.com

Q2 2019
VOL 3 | ISS 2

Insurance AUM Journal
PAGE 18



invested. But, good fundamental 
credit and structure research can get 
incremental value within your SAA and 
risk parameters. I am confident that as 
an industry, we’ll be fine on the whole. 
Speaking for Aflac - we have a robust 
investment process and a robust risk 
management process. Our business 
model allows us to have a more 
conservative investment philosophy, 
meaning we don’t have to stretch for 
yield. Never the less, low yields and 
tight spreads across all asset classes is a 
major challenge for the industry. 

A growing concern is that we’re in the 
longest bull market we’ve ever had, as 
well as having minimal impairments 
over the past few years. At some point 
the credit cycle may turn, along with 
the economy, and with that we’ll see a 
pickup of impairments industry-wide. 
As a result, we have a defensive posture 
as we move toward 2020-2021. We’re 
not calling for a recession, but in such 
an environment you want your portfolio 
to be well-positioned to weather any 
storms that may be coming. 

As an example, the economy went 
into hyper-drive with the tax cuts, and 
we have had excellent growth since. 
Profits and employment have been at 
peaks. It’s hard to see how you stay 
at peak production forever, especially 
when in the backdrop you have all these 
macro challenges: China, trade, Europe 
slowing down, Japan is still stuck in 
neutral if you will. At some point our 
growth will slow. What’s concerning 
is that growth doesn’t have to go from 
where it is to recession for us to have a 
bad market. 

What if growth goes from this 3.5-
4.0% goldilocks scenario to 1.5-2.0% 
growth? Are the markets and investors 
prepared for that? The Federal Reserve 
has said for two years that they would 

raise rates, and the markets sold off on 
that in the fourth quarter when they did. 
It wasn’t like we didn’t know. They told 
us they were going to do it. 

Let’s just say that the market moves 
from this 3.5-4.0% growth to 1.5-
2.0% growth – that’s maybe enough 
to have a market correction. We saw 
spreads widen out in the fourth quarter 
then come running back in the first 
quarter, but there may be a cycle where 
they don’t come running back. If that 
happens, you could have spreads going 
to 150-200 bps on investment grade and 
some BBBs going to below investment 
grade, creating some forced sellers - 
particularly insurers because they might 
not have the capital or the appetite - so 
it becomes self-fulfilling. 

It doesn’t have to be a dark, awful 
scenario but anything above the 
recent level of impairments may cause 
investors to overact. Insurers are well-
capitalized by and large and are prepared 
to handle a normal level of downgrades 
and impairment activity, but does the 
market over-react to a change in the 
cycle? That would be the sort of black 
swan event that you would be on watch 
for, if there could be one. 

IAUM: What is your view of public vs. 
private markets going forward?  

KIRSCH: I believe on a go-forward 
basis that private markets are going 
to be critical to capital formation. 
When I think about some of the major 
challenges in the United States such as 
infrastructure or major projects around 
the world, governments are already 
at high-levels of debt. It’s going to be 
difficult for them to issue more debt 
to make these very necessary types of 
investments. 

Using that as an example, I think 
private markets could be partners with 

public markets to drive some of those 
initiatives. I also see a world of more 
innovation coming from both large 
companies as well as stand-alone, 
smaller companies. That bodes well for 
insurance companies - life insurance 
companies in particular like us - because 
they have longer, stable liabilities 
and can afford to take liquidity risk. 
Fundamental analysis on both the credit 
and structure of the securities allows us 
to find good relative value in the private 
markets. 

I believe that the supply of private 
securities will continue to grow, and the 
demand will be there. Over the next 10, 
20 or even 30 years, I see the insurance 
sector being a very interesting space, 
because they have plenty of capital to 
put to work. From what we’ve seen 
over the last 2-3 years in middle-market 
loans/private equity - we’re in the early 
innings of what is going to be a long 
cycle of capital formation. 

IAUM: How will asset allocation 
methodologies change going forward?   

KIRSCH: We continue to think 
about how technology will impact the 
investment industry. We have advanced 
our own internal models and have come 
a long way from the days of a simple 
asset allocation model. We have some 
exposure to this arena through our 
activities in the venture capital market. 

Some of the innovations include using 
quantitative science to better understand 
asset classes and risk factors, using 
super-charged quantitative engines. 
These techniques may be able to dive 
deeper into risk factors, allowing the 
creation of customized asset allocations, 
depending on your particular view 
of markets. They may also be able to 
better understand sensitivities in your 
liabilities, as well. 
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While all that gives us better 
information, we certainly don’t manage 
day-to-day based on a model. Sure, 
models give us guidance, projected 
outcomes, and guideposts, but when 
we’re in markets and thinking about 
our views and economies, we don’t 
just listen to a model. We do, however, 
use that information as valuable input, 
which I think is going to become even 
more intelligent as innovation and 
artificial intelligence grows.    

IAUM: What is your outlook for 
financial markets over the next 12-24 
months?  

KIRSCH: We have a cautious approach 
going forward. Growth has been very 
strong in the US and worldwide, but it 
is now starting to marginally ease. Over 
the next 12-24 months we will be more 
conservative, thinking that the economy 
will slow down - not necessarily a 
recession though. 

We certainly will focus on the 
consequences of a slowdown. That’s 
where we worry, and that could be the 
impetuous for a change in the credit 
cycle. It doesn’t have to be a deep 
recession, but any change in the credit 
cycle causes a change in how investors 
and we feel about the credit exposure 
of our balance sheet. If we’re wrong, 
I don’t think we have missed many 
opportunities because everything is so 
expensive anyway. We don’t want to 
reach for yield, so being a little bit more 
conservative doesn’t really cost us that 
much. It just puts us in a better position 
if the economy swings to lower growth.

IAUM: What role does the nature of 
your liabilities impact your investment 
decisions?   

KIRSCH: Liabilities are very much 
considered in that equation and factors 
into how we’ve set up our modeling for 

the asset classes that make sense for us. 
Our products and the type of insurance 
that we offer are pretty unique, meaning 
that our liabilities are long-dated and 
very stable. As a result, we are able to do 
our strategic asset allocation work while 
calibrating our investment strategy. 
   
IAUM: What are some of the qualities 
that you look for when hiring investment 
professionals?  

KIRSCH: There are some obvious 
things you look at: experience levels, 
technical expertise, and fit-within our 
culture. Insurance companies asset 
managers have unique investment 
strategies, so fit within this style is 
important. We want candidates to 
understand our particular style and 
make sure they wish to contribute to our 
results. 

Equally as important for us are things 
like cultural fit within our investment 
group. We work in a very collaborative 
way, and therefore we look for team 
players. About 80% of our assets 
are based in Japan. Our global team 
must collaborate effectively. We hire 
investment professionals who want to 
add great value to our investment results 
but who also want to be part of a great 
company, Aflac. 

We’re fortunate to be part of a great 
organization, a great company with the 
great heritage - a great culture. Our 
expression here is ”All Aflac”. Rather 
than just joining the investment team, 
you’re joining this wonderful insurance 
company where investments are very, 
very important to our ultimate results, 
while at the same time fitting into the 
larger Aflac culture is very important, as 
well.
   

IAUM: I know that you spend a lot of 
time working with students at your 
undergraduate alma mater, Baruch 
College. What advice do you give 
college students graduating from now?  

KIRSCH: I was just at Baruch a month 
or so ago to give a talk to a Finance 
class. What I saw in students’ eyes was 
something like, ‘this guy speaking here 
is successful, I’ll never get a job that 
will get me there’. I can see that in their 
eyes. 

I tell them that getting that first job out 
of college is the hardest part. Once you 
get that job, you’re as good as anybody 
you’re working next to or with. You 
may think you’re the underdog – there 
are other students coming out of more 
prestigious institutions but once you’re 
in the company you actually control 
your destiny. 

And hard work, with the right moral 
compass, creates your brand. Once 
you’re on that floor, there isn’t a manager 
that I’ve ever known - or myself as a 
manager - who looks across the floor 
and says, “What school did you come 
from?” Once you’re there, you’re there. 

What does define you is your work 
product; how you collaborate, how you 
brand yourself, and how much you’re 
willing to put into it. Get yourself a 
scorecard, you want to get an A+. If 
you get an A+ across the board, you’re 
going to have a wonderful career - a 
wonderful journey. 

I tell them that someday you’ll be 
standing up here talking to a group of 
students just like yourself. You will 
write your own history book. What 
school you went to isn’t going to matter. 
I know sometimes there is that twinkle 
in their eye, and they’re scared to death 
because they think they aren’t coming 
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from the best school. But it’s not true 
- they are coming from a great school, 
Baruch College. You may start out as 
the underdog, but once you’re in the 
workforce, it’s up to you. 

IAUM: You are undoubtedly one of the 
most well-respected CIOs in the world, 
but not everyone knows that you started 
from fairly humble beginnings. How has 
your background contributed to your 
success?  

KIRSCH: I appreciate the kind 
comments. First I’m humbled and 
honored to have this opportunity at 
Aflac. I served the insurance industry 
for 17 years or so – I have gotten to 
learn from so many CIOs, CFOs and 
CEOs. And, I continue to learn in this 
position from my team, my peer group 
and my company as a whole. 

Coming from the projects of Brooklyn 
made me feel like the underdog. But 
I followed my dreams and knew that 
I had to work hard to create my own 

brand. It wasn’t just my hard work. It 
was also the hard work of the team of 
people I was managing. 

I was fortunate to start managing people 
at a young age and quickly realized that 
it was sort of like a band, and I got to 
be the orchestra leader. I may not have 
been the smartest person on the team, 
but I could orchestrate pretty well. To 
the extent I’ve been able to have success 
over the years - that was the winning 
formula, so I followed it. 

Lead by working hard, practicing 
teamwork and collaboration; that 
speaks for itself and others will be glad 
to follow your lead. If you’ve done 
those things right, other things will fall 
into place. 

I don’t think I’ve ever lost that. When 
we begin new projects - some of which 
are very difficult - I’ll be right there, side 
by side, to help lead our team through it. 
Managing through those difficult times, 
in large part, has defined my success. 

IAUM: What would you tell your 
21-year-old self?   

KIRSCH: I would tell him to follow his 
dreams. He will have to work very hard 
but in the end it will all pay off. I would 
tell him to find good mentors and take 
their advice along the way. I would tell 
him the importance of staying true to his 
moral compass. I would tell him that if 
he does all these things, after 20, 30 or 
40 years he will have had a very great 
career - a great journey. 

I would also tell him that it’s not all 
about work. I would remind him to 
stay balanced with family, charitable 
causes and helping other people. Most 
of us have been working for decades 
in this industry. I don’t share my story 
to brag, there’s nothing to brag about. 
But I do want those starting out to know 
that they can write their own history 
book and build their own brand, while 
working with great mentors and bosses 
along the way.

Eric M. Kirsch 

Eric joined Aflac in November 2011 as first senior vice president; global chief investment officer and was promoted to executive vice president in July 
2012. In January 2018, Eric’s role expanded, and he was named president of Aflac Global Investments, the asset management subsidiary of Aflac 
Incorporated. In his role, he is responsible for overseeing the company’s investment efforts including Aflac’s investment portfolio and its investment 
teams in the United States and Japan.

Prior to joining Aflac, he served as managing director and global head of insurance asset management at Goldman Sachs Asset Management, where 
he managed a global team of 55 professionals and oversaw the management of over $70 billion of insurance assets across the United States, Europe 
and Asia.

Prior to that, he spent 27 combined years at Deutsche Asset Management (DeAM) and Bankers Trust Company, most recently serving as managing 
director and global head of insurance asset management. At DeAM Eric was responsible for a staff of more than 100 people and managing over $150 
billion in insurance assets across the globe. He also served as a member of the Global Operating Committee of DeAM.

Prior to that, he served as managing director and head of North America Fixed Income, responsible for more than $150 billion of assets across multiple 
fixed income investment strategies. He also previously served as vice president and stable value portfolio manager at Bankers Trust Company.

Throughout his career, Eric has been responsible for the full array of investment grade and high yield fixed income strategies, money markets, loans, 
municipals, equities and alternatives. Eric received a Bachelor of Business Administration from Baruch College in 1984 and a Master of Business 
Administration from Pace University in 1988. He earned his CFA designation in 1990. Eric also serves as a trustee of the Jersey Shore University Medical 
Center Foundation and the Baruch College Fund.
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Technology Revisited: 
Another Look At Its Role In Investing For Insurers

More than four-fifths of investment 
professionals polled in our recent 
North American Insurance Survey said 
technology would have little or no 
impact on investment strategy. Such 
a view contrasts with those expressed 
by insurers in Europe and Asia, and 
conflicts with our own experiences. 
Bruce Porteous, Investment Director, 
Global Insurance at Aberdeen Standard 
Investments, looks at why this may be the 
case, examines the role that technology 
plays in investing for insurers elsewhere, 
and argues that regulatory convergence 
will pressure the US market to be more 
like the rest of the world.

Technology seems to excite and dismay 
in equal measure. For every tech 
evangelist espousing the world-changing 
benefits of artificial intelligence (AI), 
there’s a modern-day Luddite warning 
of threats to livelihoods and even to 
humanity itself.

Regardless of which side of the aisle 
you occupy, it’s unlikely you would 
think that new technologies would have 
no significant impact on your industry, 
or in the way you run your business.

So image our surprise when senior 
insurance investment professionals 
in the US, Canada and Bermuda told 
us just that last year. These executives 
were taking part in the Aberdeen 
Standard Investments North American 
Insurance Survey which was published 
last October.

NO BIG DEAL? 
EA staggering 83 percent said 
technology would have no impact, or 

just a ‘minor’ impact, on investment 
strategy and management approach. 
Only 3 per cent thought technology 
would have a ‘major’ effect in this 
respect.

We’ve been doing similar surveys 
around the world since 2015. This 
apparently relaxed attitude towards the 
role of technology contrasts with views 
expressed by insurance investment 
professionals who are based in Europe 
and Asia.

For example, life insurers elsewhere, 
especially in Europe, have been relying 
more and more on technology to better 
match their assets and liabilities. This 
helps them pursue more capital efficient 
investment strategies.

Technology has also helped investment 
managers squeeze out more risk-
adjusted returns. This is amid a shift 
towards market-based valuation 
approaches to assets and liabilities, 
the adoption of more risk-sensitive 
solvency regimes and a decade of low 
interest rates.

INFORMED INSIGHTS 
So what explains this lackluster response 
from North America? It could do with 
survey methodology. The way questions 
are phrased often leave room for 
ambiguity and interpretation. It may be 
that respondents felt it would take more 
time for technology, especially untested 
technology, to effect big changes.

A lot of the comments we received in the 
survey were along the lines of: ‘Fintech 
sits in the strategic development 
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Standard Investments (ASI), responsible for 
developing ASI’s global insurance proposition 
and business. Over his career with Standard 
Life Aberdeen, he has gained experience in 
marketing, corporate finance and international 
business development, especially the early 
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exceptional returns. He gained banking 
experience in a retail mortgage bank start-
up at Standard Life Aberdeen and has broad 
risk management and regulatory development 
experience, especially Basel II and Solvency 
II, Chairing the Association of British Insurer’s 
Solvency II Committee through Solvency II 
implementation. At Tillinghast, Bruce also 
gained experience of global insurance M & A, 
corporate restructuring and market entry. 

Aberdeen 
Standard Investments

division outside of investments. That 
team drives that discussion and they 
bring us in when appropriate.’

While AI algorithms are being used to 
pilot different investment strategies, 
they are still immature. Right now 
technology tends to facilitate the 
investment process, such as assist 
decision-making, rather than act as a 
major agent of change.

It may also be that North American 
insurance executives are more interested 
in harnessing the power of technology in 
areas other than investing. For example, 
the industry is studying how ‘big data’ – 
analyzing vast amounts to information 
to find patterns and trends – can help 
client acquisition, claims payments, risk 
underwriting and premium calculations.

It may even be that North American 
insurers aren’t under the same pressures 
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1Technology Revisited: Another Look At Its Role In Investing For Insurers (cont.)

to innovate as their counterparts 
elsewhere. In Europe, for example, 
insurers develop technology solutions to 
get ahead in a competitive marketplace 
and because attractive assets are so scarce.

‘The contrast in the Northern American 
market is that competitiveness is more 
limited,’ observes Gareth Mee, an 
actuarial partner at Ernst & Young. 
‘Most (North American) insurers 
have well-trodden paths for accessing 
the assets they need to support their 
business plans’.

REASSESSING TECHNOLOGY 
Our own experiences, from analyzing 
earlier surveys and talking to our 
clients around the world, teach us not to 
downplay the role played by technology.

To be fair, some 53 per cent of North 
American respondents ‘strongly’ 
agreed with a separate assertion that the 
insurance industry is on the verge of a 
‘seismic, tech-driven shift within the 
next ten years’.

However, dismissing technology as 
‘something-to-be-revisited-later’ seems 
short-sighted. Here are three ways in 
which technology is already helping 
insurers and their investment managers:

DATA MANAGEMENT 
You’ve probably heard that data is ‘the 
new oil’. That’s because information 
has become a valuable commodity that 
has multiple applications across many 
industries.

Like their counterparts in other industries, 
insurers and their investment managers 
need ways to gather and make sense of 
highly granular, or detailed, data sets.

Being able to do this with asset data, for 
example, allows them to understand and 

manage the risks associated with those 
assets. This knowledge helps build 
efficient asset portfolios that tightly 
match cash flows with prescribed 
fixed liabilities and control capital 
requirements (see below).

What’s more, insurers need faster 
access to data. Typically they need 
this within five working days from the 
end of each month to meet regulatory 
reporting requirements and to manage 
their balance sheets. Indeed, some 
insurers are now close to achieving 
‘real time’ balance sheet risk and capital 
management.

This requires the underlying operational 
infrastructure, capabilities and 
processes in place to deliver information 
on time and in a robust and reliable 
manner. Building this capability is both 
challenging and expensive. However 
the pressure for faster and ever more 
granular data will only increase.

OPTIMAL CASH FLOW 
MATCHING 
There’s great demand for asset portfolios 
that cash flow match a prescribed fixed 
liability profile, within prescribed cash flow 
matching constraints. This means finding 
investments that pay a fixed amount at set 
times to cover predictable liabilities, such 
as regular annuity pay outs.

THE DRIVERS OF THIS DEMAND 
COME FROM TWO SOURCES. 
The first is investment returns. Insurers 
need to boost returns in a low interest 
rate environment. Buying undervalued 
assets can help achieve this. One way 
is to invest in assets that are hard to 
buy and sell at short notice, which 
offer a so-called ‘illiquidity premium’. 
This is because investors need to be 
compensated by cheaper prices for less 
flexibility.

Regulatory regimes, such as the 
European Union’s Solvency II and the 
proposed Insurance Capital Standard 
(ICS) from the International Association 
of Insurance Supervisors, allow insurers 
to take credit for the illiquidity premium 
if they cash flow match their assets 
and liabilities. This means beneficial 
treatment when valuing liabilities that 
leads to less capital being tied up.

The second driver is risk and capital 
management. Insurers that cash flow 
match their assets and liabilities, and 
who hold assets for the long term, are 
subject to less market risk. They can 
therefore set aside less capital to cover 
potential investment losses. Again, 
this benefit of cash flow matching is 
recognized by both Solvency II and ICS.

Technology can help cash flow match 
in the optimal, or most efficient, 
manner. Software and algorithmic tools 
screen the potential universe of assets; 
eliminate those that are unsuitable; cash 
flow match assets and liabilities; perform 
complex insurance calculations; and 
identify asset portfolios that minimize 
the amount of capital set aside to meet 
regulatory requirements.

SYSTEMATIC DERIVATIVES 
STRATEGIES
Low interest rates have forced insurers 
to try and take more risks to meet 
investment targets. That’s why more 
insurers are considering investing in 
equities. But high equity volatility 
means they need to set aside 40 percent 
of the market value of an equity 
investment to meet capital requirements 
set by Solvency II and ICS.

Insurers can use derivatives to dampen 
volatility. So-called ‘collar strategies’ 
involve buying put options – the right 
to sell shares at a specified price within 
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1Technology Revisited: Another Look At Its Role In Investing For Insurers (cont.)

a fixed time frame – to limit potential 
losses. They also involve selling call 
options – buyers get the right to buy 
shares at a specified price within a 
specific time frame – to help pay for the 
cost of the puts and to cap gains.

However, regulators and insurers may 
not always agree on the long-term 
effectiveness of a derivatives strategy in 
reducing volatility. This is particularly 
the case when the strategy relies on 
judgement and discretion, which can be 
unreliable during times of market stress.

One way of tackling this problem 
is to remove all discretion from the 
implementation of the collar strategy by 
employing a prescribed set of systematic 
rules. This is where technology comes 
in because it requires extensive data 
and testing to design those rules. Daily 
systematic trading rules also require 
advanced technology to implement.

The benefits are considerable. The 40 
per cent capital requirement for equity 
investments can be reduced to 20 per 
cent when using a systematic derivatives 
strategy to reduce volatility. This doesn’t 
reduce expected returns. In fact, it greatly 
enhances risk-adjusted returns.

Looking ahead
Despite the results from the survey we’re 
expecting industry attitudes towards 
technology to converge. Insurance 
investment professionals in the US will 
move in line with their counterparts in 
Europe and Asia.

We think this for two reasons. The first 
is regulatory. Europe’s Solvency II, 
regarded as a gold standard within the 
industry, is driving regulatory change 
around the world and heavily influencing 
the proposed ICS. Canada and Bermuda 
are already moving towards European 
norms. So far, the US has been slower 
to evolve.

But it’s only a matter of time because 
there is a global view that European-
style rules are better equipped to regulate 
today’s insurance markets. If that’s the 
case, then constructing efficient asset 
portfolios for insurers will take on a new 
urgency in the US. This, in turn, would 
require embracing technology.

Market conditions provide the second 
reason. Insurers everywhere are turning 
to illiquid alternative assets – corporate 
loans, real estate loans and private 
equity – to boost returns on investments 
in an environment of low interest rates. 
This will drive demand for cash flow 
matched and capital efficient portfolios 
as European-style regulations become 
standard. Once again, technology will 
play a vital role.

Excite or dismay? That is the subject for 
another article. However, dismissing the 
importance of technology in insurers’ 
investment processes cannot be an 
option.
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Until recently, one of the striking features of the current economic expansion was 
the decline in the US labor force participation rate (LFPR). Most forecasters had 
predicted that the LFPR would continue to fall amid the ongoing retirement of the 
baby boom generation. Recently, however, there has been a stabilization and slight 
improvement in the LFPR. What gives?

Only about half of the decline in the LFPR was due to the baby boomers, many of 
whom will continue to retire in large numbers. The other half, after falling for over 
20 years, has begun to turn around since 2015. This increase in the participation rate 
of “prime” workers (25 – 54 year-olds) is encouraging.

The gradual climb back of prime workers has helped to prolong the expansion with 
muted inflationary pressures, as the growing supply of workers has slowed the 
tightening of the labor market. With this expansion now rivaling the longest in US 
history, it is worth asking:

• How many more workers can the US bring back into the labor force (or keep 
engaged) over a sustained period?

• Will these additional workers be enough to help keep the expansion going, and 
for how long?

“BASE CASE” AND “BEST CASE” SCENARIOS
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Can US Workers Help 
Keep The Expansion Humming?

Wellington Management 

Juhi Dhawan, PhD 
Macro Strategist 

Just the facts
• The US labor force is expected to 
grow by 0.5% per annum over the next 
10 years — faster than the previous 
10 years and enough to modestly 
accelerate the potential growth rate of 
the US economy.
• The employment-to-population ratio 
for prime workers is now within striking 
distance of the levels seen during the 
1980s and 2000s expansions.
• If that ratio were to rise by another 
2%, it would match its highest level ever, 
reached during the 1990s expansion. 
(This is not a given, as it would depend 
on some policy changes being made.)
• US LFPRs are among the lowest in the 
developed world (Figure 1, next page), 
especially for men and older workers, 
with room for material improvement.

Data source: Organization for Economic 
Cooperation and Development (OECD). 
As of February 2019.

US labor force trends could potentially help 
lengthen the economic expansion by two years 
or more, argues our senior macro strategist.

2

My base case: Given labor supply trends in place today and barring any unforeseen events (like a potential shock to the economy), 
I believe there is some room for more prime workers to return to the workforce, potentially helping to lengthen the current 
economic expansion by another two years.

My best case: With the right policy changes, I believe it is possible the expansion could last up to five more years, with as many as 
five million prime workers returning and five million older workers staying on under this scenario.

Where might these additional workers come from? More disabled workers reentering the labor force are one potential source. Also, 
many millennials who opted to stay in school longer will soon graduate and join the workforce. Parental leave and similar policies 
in the US lag many other countries, suggesting that some workers who left the labor force for childcare can be lured back with the 
right incentives.

Education is another area where the US has some catching up to do with its global peers. Not surprisingly, LFPRs are significantly 
higher for workers with college degrees than for those with little or no education. Meaningful efforts to bridge that gap will be one 
key to increasing prime-worker participation in the labor force going forward.
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Immigration would seem another logical 
way to bring in additional workers. US 
immigration policy used to be the model 
for the world; today, in contrast to the 
US, many countries are opening their 
doors to skilled foreign workers. If US 
restrictions on immigration were eased 
down the road, we’d likely be able to 
add many more workers.

Meanwhile, older (55 – 73) worker 
participation rates are headed higher 
globally due to longer lives, flexible 
work arrangements, and other factors. 
Nowhere is this more evident than 
in Japan (Figure 2). In the US, where 
the social safety net is thin, such 
participation rates will likely keep 
rising. Indeed, choices made by the 
baby boomers in the coming years will 
be critically important for any upside 
surprises in labor force growth.

FINAL THOUGHTS
As wages rise, many of the workers 
who had left the labor force for various 
reasons are making their way back. 
How long this phenomenon can persist 
is where the role of policy comes in. 
Prudent policy management — not only 
fiscal and monetary, but also social — 
can extend economic cycles, especially 
in economies increasingly driven by 
services rather than goods. Future 
policy developments with the potential 
to enhance the labor supply will be 
worth watching.

I believe that over the next five years, 
we may see policy focus more directly 
toward raising LFPRs. Under an 
upside scenario, we could not only 
see millennial participation rates reach 
prior highs, but also more older workers 
staying in the workforce longer. 

-

Figure 1: Labor force participation rates for 25- to 54-year-olds

Source: Organization for Economic Cooperation and Development (OECD). 
As of February 2019. Based on available data and for illustrative purposes only.

Figure 2: Labor force participation rates for 55- to 64-year-olds

Source: Organization for Economic Cooperation and Development (OECD). 
As of February 2019. For illustrative purposes only.

2

Conceivably, this could even result in what I believe would be a “best-of-both-worlds” scenario — labor force growth accelerating 
past the projected 0.5% per annum1 without a big spike in wages and inflation, even as the unemployment rate remains low.

1Data source: Organization for Economic Cooperation and Development (OECD). As of February 2019.
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Any views expressed here are those of the author as of the date of publication, are based on available information, and are subject to change without notice. 
Individual portfolio management teams may hold different views and may make different investment decisions for different clients. Any forward-looking 
estimates or statements are subject to change and actual results may vary. 
Originally published by Wellington Management March 2019.

Certain data provided is that of a third party. While data is believed to be reliable, no assurance is being provided as to its accuracy or completeness. 
Additional information can be provided upon request. This material is not intended to constitute investment advice or an offer to sell, or the solicitation of an 
offer to purchase shares or other securities. Investors should always obtain and read an up-to-date investment services description or prospectus before 
deciding whether to appoint an investment manager or to invest in a fund.

Can US Workers Help Keep The Expansion Humming? (cont.)2
Key Conclusions
• To the extent that some workers rejoin the labor force armed with higher education, this will likely boost productivity 
 growth and potentially overall economic growth as well.
• A larger supply of workers historically has helped to keep a lid on wages (and inflation). A slower rise in wages, 
 all else equal, translates to a more patient US Federal Reserve (Fed) with regard to raising interest rates.
• As millennials gain a bigger share in the workforce, consumer spending in areas related to housing, as well as 
 discretionary spending generally, is expected to rise.
• If more older Americans work longer (as expected), entitlement spending will be less pressured, likely allowing 
 government deficits to fare better than current projections.
• From an industry standpoint, older workers can add considerably more value in service industries, which are less 
 taxing physically, than in industries primarily involving goods.
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Can US Workers Help Keep The Expansion Humming? (cont.)2



A Boutique of Vontobel Asset Management

Despite boasting some of the lowest default rates across the global fixed income market, as well as typically higher yields and 
greater investor protections than vanilla corporate bonds of the same rating, Asset-Backed Securities (ABS) remains an under-
utilised market for many pension funds.

TwentyFour Asset Management is one of Europe’s most prominent ABS buyers, and one of the few whose portfolios invest across 
the entire spectrum of the market, from triple-A rated Residential Mortgage-Backed Securities (RMBS) to the lower rated tranches 
of collateralised loan obligations (CLOs).

TwentyFour partner Ben Hayward, who manages the firm’s ABS business line, outlines five things every investor should keep in 
mind when looking at this compelling asset class.
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3Five Things To Consider When Investing In ABS
TwentyFour Asset Management 

Chart 1: European RMBS Redemptions, 
              Expected and Realised Losses 2000-20161

1Source: Fitch Ratings ‘Structured Finance Losses - EMEA 2000-2016 Issuance’ (Jul 2017)

Vintage Repaid (%) No loss expected Loss expected Loss realised Total loss 
2000 99.7 0.3 0.0 0.0 0.00 
2001 87.4 12.6 0.0 0.0 0.00 
2002 98.7 1.3 0.0 0.0 0.00 
2003 97.9 2.1 0.0 0.0 0.00 
2004 95.0 4.9 0.1 0.0 0.05 
2005 94.7 5.2 0.1 0.0 0.10 
2006 87.3 12.2 0.5 0.0 0.51 
2007 86.5 12.6 0.8 0.0 0.81 
2008 87.9 12.1 0.0 0.0 0.01 
2009 85.7 14.3 0.0 0.0 0.00 
2010 79.9 20.1 0.0 0.0 0.00 
2011 84.9 15.1 0.0 0.0 0.00 
2012 63.5 36.5 0.0 0.0 0.00 
2013 37.9 62.1 0.0 0.0 0.00 
2014 38.4 61.6 0.0 0.0 0.00 
2015 18.6 81.4 0.0 0.0 0.00 
2016 38.9 61.1 0.0 0.0 0.00 
Total 82.6 17.2 0.2 0.0 0.17 

1. LOOK PROPERLY AT PERFORMANCE 
It is a common misconception that the credit performance 
of ABS transactions structured around the time of the global 
financial crisis has been a horror show.

The data shows this is not the case. As fixed income investors, 
our number one priority is capital preservation – getting our 
principal back. From this perspective, even if we take what 
are widely perceived to be the ‘worst’ issuance years for 
performance (2005, 2006 and 2007), we see that well over 80% 

of all the European RMBS issued in those years has already 
redeemed, while expected and realised losses for that entire 
period are both well under 1% (Chart 1). On all European  
RMBS issued since 2009, losses already incurred or expected 
to be incurred in future by investors have been exactly zero.1

ABS is also unique within fixed income investments in terms of 
its  transparency to the end investor. For any publicly sold ABS, 
loan-level data on repayments, arrears and defaults is available 
for anyone to scrutinise. At TwentyFour, this means we can 
rely on our own analysis of the collateral backing transactions, 
and conduct bespoke modelling of loan performance.

Ben Hayward 
Partner, Portfolio Manager
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3Five Things To Consider When Investing In ABS (cont.)

2. LIQUIDITY IS RELATIVE
ABS is sometimes unfairly branded as a more “illiquid” asset 
class than regular corporate or government bonds, often simply 
because it is seen  as an ‘exotic’ alternative to these markets. 
However, the vast majority of senior tranches in the European 
ABS market are eligible collateral for central banks, and are 
therefore highly liquid.

ABS investors are also able to trade via an ongoing process 
of ‘Bids Wanted in Competition’ (or BWIC) lists. These are 
essentially public auctions where a bondholder sends out a list 

of securities they wish to sell, inviting bids from investors. 
End investors can provide liquidity when investment banks 
are unwilling, and the BWIC process is more economical for 
participating investors as banks normally charge a lower bid-
offer spread than for regular intermediary trading.

One particularly useful feature of BWIC trading is that activity 
tends to increase during periods of volatility, such as the period 
covering late 2018 and early 2019. At times of market stress, 
when liquidity in traditional markets typically deteriorates, 
ABS investors can benefit from transparent liquidity.

Chart 2: ABS & CLO BWICs ($mm) 2017-2019

Source: Citigroup, JP Morgan, Mar 2019
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3. GEOGRAPHY MATTERS
In some asset classes, broad similarities in regulation and 
structuring mean the governing jurisdiction of a security is of 
little consequence to investors. In ABS, geographical nuances 
can make a big difference to returns.

One reason for this is physical proximity to the assets backing 
the transactions. TwentyFour portfolio managers devote 
significant time and resources to visiting, for example, the 
office buildings and shopping malls that are typical collateral 

for Commercial Mortgage-Backed Securities (CMBS), and 
talking to the management of such properties. This is a critical 
part of our investment process, and would be impossible to 
carry out effectively on a global basis.

Another reason for this is the important differences between 
the regulatory frameworks governing the major ABS markets. 
For example, stricter lending rules, lower default rates and 
compulsory risk retention for issuers are three investor-friendly 
advantages European ABS has over its US counterpart.
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3Five Things To Consider When Investing In ABS (cont.)

4. FAVOUR FLEXIBILITY
ABS is a specialist asset class where experience and expertise 
can be well rewarded. However, do not confuse ‘specialist’ 
with ‘narrow’. ABS is probably the most flexible part of the 
fixed income universe.

Because each ABS is structured into a number of tranches, 
each with  different levels of credit protection for bondholders, 
investors often have a wide choice of ratings and yields within 
each transaction from the same issuer. In the corporate bond 
market, if you like Vodafone for example, only triple-B rated 
bonds are currently available; there is no way of getting triple-A 
or single-B rated exposure to Vodafone. In ABS a single RMBS 

transaction, such as Kensington Mortgages’ Finsbury  Square 
2019-1, offers bonds with ratings from triple-A down to 
triple-B.

Beyond ratings, there is also a huge range of geographies, 
asset types  and yields present across the market, meaning 
ABS portfolios can target an equally large range of investment 
objectives. TwentyFour currently runs mandates that range 
from high quality investment-grade to sub-investment grade 
portfolios seeking to maximise income and capital growth. 
These various strategies can be compared with cash, sovereign 
bonds, senior secured loans, corporate bonds and high yield 
bonds, but typically offer a better risk-return profile.

Chart 3: ABS & Corporate Bond Spreads by Rating and Sector

Source: TwentyFour, Barclays, Mar 2019
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5. GET CLARITY FROM YOUR MANAGER
Despite its admittedly long list of acronyms, ABS is not an 
overly complicated asset class when it is explained properly. 
Unfortunately, we believe there are those in the market that can 
sometimes  miscommunicate certain aspects of their investment 
process to  investors, and it is important to get clarity on these.

Some managers, for example, are frequent investors in ‘private’ 
ABS trades, which are not distributed publicly via a syndication 
process and  prices are not disclosed to the market. While there 
may be nothing wrong with the underlying credit, private trades 
are typically illiquid and unrated. If they are illiquid, then we 
believe they do not belong in open-ended structures. If they are 
unrated, managers will sometimes apply their own internal or 
‘shadow’ ratings, and it is important to question whether these 
are conservative enough to accurately reflect the risk.
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3Five Things To Consider When Investing In ABS (cont.)

IMPORTANT DISCLOSURES
This document has been prepared and approved by TwentyFour Asset Management LLP and TwentyFour Asset Management US LP (collectively; 
“TwentyFour”), a company of  the Vontobel Group (“Vontobel”; collectively “we, our”), for information purposes only.

This document shall not constitute an offer or invitation or any solicitation of any offer to sell or to subscribe for or buy any securities described 
herein or to effect any  transactions or to conclude any legal act of any kind whatsoever. This document is not intended to be relied upon as the 
basis for an investment decision, and is not, and  should not be assumed to be, complete. Consequently, we accept no liability whatsoever for any 
consequential losses arising from the use of this document or reliance on the  information contained herein.

We are not acting as advisor or fiduciary. Nothing in this document should be construed as legal, tax, regulatory, accounting or investment advice 
or as a recommendation, or  making any representations as to suitability of any investment and/or strategies discussed and any reference to a 
specific security, asset classes and financial markets are for  the purposes of illustration only and there is no assurance that the manager will make 
any investments with the same or similar characteristics as any investments presented.  Accordingly, as the material was prepared without regard 
to specific objectives, financial situation or needs of any potential investors, they should seek professional guidance  before deciding on whether to 
make an investment.

This document has not been submitted to or approved by the securities regulatory authority of any state or jurisdiction. It is directed at professional 
clients or eligible  counterparties and is not intended for distribution to or use by retail clients as defined in US securities law or given their natural 
meaning as applied by the Securities and  Exchange Commission where not. Neither this document nor any copy of it may be distributed in any 
jurisdiction where its distribution may be restricted by law. Persons who  receive this document should make themselves aware of and adhere to 
any such restrictions.

TwentyFour, Vontobel and their respective affiliates and the individuals associated therewith may (in various capacities) have positions or deal in 
securities (or related  derivatives) identical or similar to those described herein.

All opinions and estimates are those of TwentyFour given as of the date thereof and are subject to change, may have already been acted upon 
and may not be shared by  Vontobel. All information contained in this document is based on the best information available at the date indicated in 
the document. Neither TwentyFour, Vontobel nor any  other person undertakes to provide the recipient with access to any additional information 
or update this document or to correct any inaccuracies therein which may become  apparent. Although we believe that the information provided in 
this document is based on reliable sources, it does not guarantee the accuracy or completeness of information  contained in this document which 
is stated to have been obtained from or is based upon trade and statistical services or other third party sources.

Past performance is not a reliable indicator of future performance. All investments come with risk and positive returns, including income, are not 
guaranteed meaning  your investment may go down as well as up and you may not get back what you invested. Commissions, fees and other 
forms of remuneration may affect the performance  negatively. Investing in ABS comes with risks that can include but are not necessarily limited to 
market or economic developments, credit risk and inflation risk. This document  does not disclose all the risks and other significant issues related 
to ABS or fixed income more generally.

TwentyFour Asset Management LLP, is registered in England No. OC335015 and is authorised and regulated in the UK by the Financial Conduct 
Authority, FRN No. 481888.  Registered Office: 8th Floor, The Monument Building, 11 Monument Street, London, EC3R 8AF United Kingdom. 
TwentyFour Asset Management US LP: 1540 Broadway,  38th Floor, New York, NY 10036 USA. Copyright TwentyFour Asset Management LLP, 
2019 (all rights reserved).

Contact Details:
Jeffrey Kutler | Executive Director | Institutional Clients, Insurance
Vontobel
1540 Broadway | 38th Floor | New York, NY 10036
T: 212-415-7058 | M. 646-431-3310
jeffrey.kutler@vusa.com | www.vontobel.com 

Another thing to watch out for is how a portfolio’s yield is 
calculated. AtTwentyFour, we quote the portfolio’s yields 
based on the current Libor rate and on a currency hedged 
basis, as this is the most accurate reflection of the true yield 
of a portfolio combining securities denominated in multiple 
currencies. Yield figures are shown gross of expenses, while  

performance is net. If a manager is quoting based on forward 
Libor (a yield calculation relying on future rate rises) or on an 
unhedged basis (allowing higher-yielding currencies to push 
up the yield), then investors should be mindful that they are not 
comparing like with like.
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A collateralized put-writing strategy—represented in this paper by the CBOE S&P 500 PutWrite Index (the “PutWrite Index”)— 
consists of a short position in a 30-day at-the-money equity index put option and an investment in short-term U.S. Treasuries with 
a value equal to the put option’s notional value. Writing a put option has the effect of converting future equity capital appreciation 
and dividend/buyback return potential into upfront cash flows collected through premiums. Utilizing an insurance-like mechanism 
in which premiums are collected to help mitigate losses that may result from equity decreases, an equity index put-writing strategy 
can generate a more consolidated return profile compared to public equity investments.

847.868.0044 | journal@insuranceaum.com | insuranceaum.com

Q2 2019
VOL 3 | ISS 2

Insurance AUM Journal
PAGE 34

Executive Summary
In this paper we explore how the introduction of an equity index put-writing strategy to a strategic asset allocation has the potential to add 
value to a typical non-life insurance portfolio. Subsequently, we explore how such a strategy has the potential to reduce an insurer’s net 
investment income (NII) volatility—a potential concern following the implementation of ASU 2016 – 01.
A Few Key Takeaways

• ASU 2016 – 01 could cause an insurer’s NII volatility to double depending on its holdings.
• A strategic allocation to an equity index put-writing strategy could reduce NII volatility under the new accounting rules by 32% in our model.
• An equity index put-writing strategy may help reduce surplus volatility while keeping NII and AM Best’s capital adequacy ratio (BCAR) constant.

We find that an equity index put-writing strategy offers attractive risk-adjusted return potential and complements the other assets typically 
held in non-life insurance portfolios.

In early 2016 the Financial Accounting Standards Board (FASB) issued Accounting Standards 
Update 2016 – 01 (ASU 2016 – 01), changing how financial institutions account for unrealized 
capital gains and losses on their equity investments. The update eliminated the “available-for-
sale” classification typically used to measure the value of equity holdings, requiring instead 
that equity holdings be measured at fair value and that any changes to fair value go through 
net income. With the aging bull market in stocks becoming more unpredictable, many insurers 
that hold equity investments are seeking to replace or supplement their portfolios with a less 
volatile strategy without sacrificing equity-like returns.

As illustrated in Figure 1, the PutWrite Index produced equity-like returns with less volatility than the specified equity indices 
from June 1986 to December 2018, resulting in a better risk-adjusted return profile. These results are driven by the design of 

Figure 1: Collateralized Put Writing Has The Potential To Offer Better Risk-Adjusted Return 
Index Annual Return vs. Risk, June 1986 through December 2018

Source: Bloomberg LP, CBOE. Index data is gross of fees. Investing entails risks, including possible loss of principal. Indexes are unmanaged and are 
not available for direct investment.
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the PutWrite Index. Figure 2 illustrates how a put-writing strategy generally behaves in three different markets; while it may 
underperform its reference index in strong up markets, a put-writing strategy generally keeps pace in a moderate bull market and 
does comparatively better in flat markets and down markets.

I. Down Markets: The put-writing strategy investor risks a decline in value similar to that of the underlying index, 
 but those declines may be partially offset by the premium collected.
II. Flat Markets:  The put-writing strategy investor keeps the premium collected.
III. Up Markets:  The put-writing strategy investor does not participate in the full gain of underlying index beyond 
 the premium collected.

 
As we dig deeper into the monthly return distribution of the PutWrite Index compared to public equity opportunities, depicted 
in Figure 3, we find that the index exhibits a more centralized peakedness in returns—that is to say, the lower volatility of a put-
writing strategy results in monthly returns that are more consistent than those found in public equity markets. This less-extreme 
return profile is particularly attractive under ASU 2016 – 01, as returns on both equities and options will be included in an insurer’s 
reported earnings.

PutWrite: A Potentially Risk-Reducing Strategic Allocation For Non-Life Insurers (cont.)

Figure 2: A Put-Writing Strategy Outperforms The Index In Flat & Down Markets
Illustration of a Put-Writing Strategy Option Payoff

Source: Neuberger 
Berman. For illustrative 
purposes only. Investing 
entails risks, including 
possible loss of principal. 
Indexes are unmanaged 
and are not available for 
direct investment.

Source: Bloomberg LP. 
Index data is gross of fees 
unless stated otherwise. 
Selected time period 
reflects longest common 
history of indexes. 
[Analysis limited to 
inception of HFRI indexes 
of 12/31/1989.] Investing 
entails risks, including 
possible loss of principal. 
Indexes are unmanaged 
and are not available for 
direct investment.

Figure 3: PutWrite Index Has Produced More Consistent Monthly Returns
Monthly Return Distribution, June 1986 through December 2018
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Beyond traditional performance measures such as return and volatility, tail risk is an important concern for insurers and other 
institutional investors alike. Figure 4 provides a historical drawdown analysis of the PutWrite Index compared with the S&P 500 
Index during different periods of market stress. Perhaps not surprisingly, the drawdowns of the PutWrite Index are significantly 
smaller than those of the S&P 500—a finding consistent with the return profiles depicted in Figure 3—while the index also 
recovered from these selloffs more quickly.

Figure 4: PutWrite Index Has Suffered Less Extreme Drawdowns & Recovered More Quickly
June 1986 through December 2018

Source: Bloomberg LP, CBOE. Investing entails risks, including possible loss of principal. Indexes are unmanaged and are not available for direct investment.

Overall, a put-writing strategy can offer the opportunity for return efficiency in a cost-effective and liquid format.1

THE CASE FOR A PUT-WRITING STRATEGY IN AN INSURANCE PORTFOLIO
While a put-writing strategy may look attractive on a standalone basis, it’s important to examine the asset class from a total 
portfolio perspective. Specifically, how might a put-writing strategy interact with the rest of an insurer’s portfolio? To evaluate 
this, we consider a constrained optimization framework.

Figure 5: Sizable Public Equity Exposure Could Create Unwanted Earnings Volatility
P&C Insurance Industry Portfolio Allocation

Source: SNL, Neuberger Berman.

Asset	Class Allocation	(%)
Cash	&	Short	Term 8.8

Government	&	Agencies 7.9
Municipal	Bonds 22.5
US	Corp	A/above 11.0

US	Corp	BBB 12.1
US	HY 2.9
EMD 1.0
CLO 1.4

Loans 2.7
Structured	Products 15.7

Public	Equity 9.4
Alternatives 4.5

Cash/Gov/Agency	
16.7	

Municipal	Bonds	
22.5	

IG	Corporate	
23.1	

HY/EMD/CLO/Loans	
8.1	

Structured	Products	
15.7	

Public	Equity	
9.4	

Alternatives	
4.1	

We begin with a sample 
non-life insurance portfolio 
presented in Figure 5, which 
we will henceforth refer to as 
the “Industry” portfolio. To 
construct this portfolio, we take 
a weighted average of the U.S. 
property & casualty industry 
asset allocations, removing 
outlier companies. As we 
see in Figure 5, the resulting 
Industry portfolio has a fairly 
large allocation to municipal 
bonds and investment grade 
corporate bonds. There is also 

PutWrite: A Potentially Risk-Reducing Strategic Allocation For Non-Life Insurers (cont.)
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a sizable (9.4%) allocation to public 
equity, a potential source of unwanted 
volatility in a company’s earnings under 
ASU 2016 – 01.

OPTIMIZATION FRAMEWORK
Using the Industry portfolio allocation 
as our baseline, we run two different 
optimizations: one without an allocation 
to the PutWrite Index (“No PutWrite”) 
and one with (“PutWrite”). While the 
portfolios could be further optimized 
by relaxing the constraints on other 
asset classes, we take care to keep the 
broad asset class allocations of these 
optimized portfolios consistent with 
that of the Industry portfolio; as these 
optimizations are otherwise identical, 
any increased efficiency of the PutWrite 
optimization can be attributed to the 
addition of a put-writing strategy.

Working within an asset-liability 
management framework, we optimize 
our portfolios minimizing surplus 
volatility (the volatility of assets minus 
liabilities) rather than asset volatility 
in order to capture the interactions 
between an insurance company’s assets 

and liabilities. To model the liabilities 
we construct a liability-replicating 
portfolio that approximates the interest-
rate sensitivities using KRDs of a non-
life insurer’s liabilities. However, due 
to the relatively short duration of the 
typical non-life insurer’s liabilities, the 
portfolios that result from this exercise 
do not deviate significantly from the 
asset-only optimization.

We also account for the dividend 
received deduction (DRD), which 
provides equity allocations with some 
advantages compared to a put-writing 
strategy. After prorating the DRD, a 
non-life insurer pays approximately 
10% in federal income tax on the 
dividend portion of its public equity 
income, whereas it pays 21% on capital 
gains from equity and on taxable income 
generated by a put-writing strategy. 
While our analysis incorporates this 
relative tax benefit for public equity, we 
still find it optimal to allocate a portion 
of the public equity portfolio into the 
PutWrite Index.

Finally, we recognize that BCAR—
which is used to evaluate the strength 
of a P&C insurer’s balance sheet—is an 
ongoing concern for a number of P&C 
insurers. As an extra constraint in each 
optimization, we do not allow for the sum 
of BCAR B1 and BCAR B2 to increase 
beyond the sum of BCAR B1 and BCAR 
B2 level of the Industry portfolio.

OPTIMIZATION RESULTS
As shown in Figure 6, we construct 
two efficient frontiers—one for each 
set of parameters—with the Industry 
portfolio as a reference point. Visually, 
the PutWrite efficient frontier sits to the 
left of the No PutWrite efficient frontier, 
suggesting that inclusion of the PutWrite 
Index improves the insurance portfolio’s 
risk-adjusted returns at lower levels of 
risk.2 We can think of the vertical distance 
between the two efficient frontiers as the 
return potential a put-writing strategy 
can add to a non-life insurance portfolio 
given various levels of risk. Similarly, 
we can consider the horizontal distance 
between the frontiers as the potential 
surplus volatility reduction a put-writing 
strategy can provide.

Figure 6: Allocation To A Put-Writing Strategy May Improve An Insurer’s Risk-Adjusted Return

Source: Neuberger Berman. Estimated returns and estimated volatility (risk) shown are hypothetical and are for illustrative purposes only. They are 
not intended to represent, and should not be construed to represent, predictions of future rates of return or volatility. Actual returns and volatility 
may vary significantly. Unlike actual investment performance, hypothetical model results do not represent actual trading and accordingly they may 
not reflect the impact that material economic and market factors might have had on decision-making if assets were actually managed during the 
relevant period. Investing entails risks, including possible loss of principal. Indexes are unmanaged and are not available for direct investment.

PutWrite: A Potentially Risk-Reducing Strategic Allocation For Non-Life Insurers (cont.)
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We investigate further by examining a portfolio on each of the efficient frontiers. We choose two model portfolios that maintain 
the estimated returns of the Industry portfolio, labeled as “noPW” and “PW” in Figure 6. Figure 7 shows a detailed allocation for 
these model portfolios.

ACCOUNTING STANDARDS UPDATE 2016 – 01 AND NII VOLATILITY
The adoption of ASU 2016 – 01 enhanced the benefits that a put-writing strategy may provide non-life insurance companies. 
Before ASU 2016 – 01, companies could record unrealized gains and losses as other comprehensive income (OCI), potentially 
reducing the NII volatility from public equity exposure to that of the dividend yield’s volatility. However, with unrealized equity 
gains and losses now being recorded in net income under ASU 2016 – 01, an insurer’s NII volatility increases.

By design, fixed income allocations between the model portfolios remain relatively similar to better isolate the effects of a put-
writing strategy. After including a put-writing strategy, we find that the PW portfolio reallocates from public equity and other 
alternatives, BBB- rated corporate bonds and the put-writing strategy. Ultimately, this rotation among asset classes resulted in a 
24-basis-point decrease in the model portfolio’s expected surplus volatility at the same level of estimated return.

PutWrite: A Potentially Risk-Reducing Strategic Allocation For Non-Life Insurers (cont.)

Figure 7: A Closer Look At Our Model Portfolio Allocation

Source: Neuberger Berman.

 Estimated Surplus Asset Surplus Spread BCAR RBC
 Return(%) Volatility(%) Duration Duration Duration B1+B2(%) R1+R2(%)

PC Industry 4.06 2.3 4.0 1.9 3.9 10.0 3.1
noPW 4.06 2.2 3.5 1.4 3.3 10.0 3.2
PW 4.06 2.0 4.2 2.1 4.3 10.0 2.4

Figure 8: A PutWrite Allocation Can Mitigate Some Of The Effects 
Of The New Accounting Rules

Source: Neuberger Berman.
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PutWrite: A Potentially Risk-Reducing Strategic Allocation For Non-Life Insurers (cont.)

We estimate NII volatility by measuring the volatility of high yield bonds, equity and alternatives, where equity volatility reflects 
the changes under ASU 2016 – 01. In our framework, investment grade corporate bonds are assumed to have no NII volatility. 
Using our Industry portfolio as an example, ASU 2016 – 01 causes NII volatility to more than double from 17% to 39% (see Figure 
8). We can make a similar comparison between the noPW portfolio and the PW portfolio; while noPW has an NII volatility of 
40%, the addition of an allocation to the PutWrite Index can reduce this to 27%, mitigating some of the effects of ASU 2016 – 01.

STRUCTURING AND INSURANCE ACCOUNTING FOR INVESTMENTS IN PUT-WRITING STRATEGIES
The optimal structure for an insurer to hold PutWrite depends on the insurer’s unique objectives and constraints. If Schedule 
BA limitations are binding, PutWrite can be structured such that it is held on Schedule D. Alternatively, a more favorable fee 
arrangement may be found in a structure that is recorded on Schedule BA. Neuberger Berman’s Insurance Analytics team can help 
insurers select a structure that meets their investment goals and constraints.

CONCLUSION
By increasing income volatility, the new accounting rules put into place by ASU 2016 – 01 have made equity a less attractive 
investment for non-life insurers. We believe a strategic allocation to a collateralized put writing strategy can help. With the 
unrealized gains and losses of public equity investments now included in net income, as are the premiums and earnings generated 
by a put- writing strategy, the lower relative volatility of a put-writing strategy may represent a way for non-life insurers to mitigate 
the income impact of the new accounting rules.

A put-writing strategy offers an attractive return-risk profile that supplements the typical asset allocations of non-life insurance 
investors. As demonstrated through our optimization framework, an efficient frontier inclusive of the PutWrite Index sits to the 
left of one without it, suggesting that a put-writing strategy has the potential to reduce portfolio risk without detracting from other 
objectives like expected return and BCAR.

Endnote
1For a more detailed look into put-writing strategies, please refer to: Derek Devens et al., “Uncovering the Equity Index Put-Writing Strategy,” Neuberger 
Berman, June 2017.
2Fixed income returns are estimated based on current yields less expected defaults. Equity and alternative assumptions are based on Neuberger Berman’s 
intermediate-term capital market assumptions which use a Black-Litterman approach. Risk is measured based on the historical volatility of public indices. 
The estimated return and volatility are based on forward-looking assumptions and the historical performance of the CBOE S&P500 PutWrite Index.
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This material is intended as a broad overview of the portfolio managers’ current style, philosophy and process. This material has been prepared 
exclusively for the recipient and is not for redistribution. This material is provided for informational purposes only and nothing herein constitutes 
investment, legal, accounting or tax advice, or a recommendation to buy, sell or hold a security. Information is obtained from sources deemed 
reliable, but there is no representation or warranty as to its accuracy, completeness or reliability. All information is current as of the date of this 
material and is subject to change without notice. Any views or opinions expressed may not reflect those of the firm as a whole. Third-party economic 
or market estimates discussed herein may or may not be realized and no opinion or representation is being given regarding such estimates. 
Neuberger Berman products and services may not be available in all jurisdictions or to all client types. Investing entails risks, including possible loss 
of principal. This material may include estimates, outlooks, projections and other “forward-looking statements.” Due to a variety of factors, actual 
events or market behavior may differ significantly from any views expressed. Diversification does not guarantee profit or protect against loss in 
declining markets. Indexes are unmanaged and are not available for direct investment. Past performance is no guarantee of future results.
Options involve investment strategies and risks different from those associated with ordinary portfolio securities transactions. By writing put options, 
an investor assumes the risk of declines in the value of the underlying instrument and the risk that it must purchase the underlying instrument at an 
exercise price that may be higher than the market price of the instrument, including the possibility of a loss up to the entire strike price of each option 
it sells but without the corresponding opportunity to benefit from potential increases in the value of the underlying instrument. If there is a broad 
market decline and the investor is not able to close out its written put options, it may result in substantial losses to the investor. The investor will 
receive a premium from writing options, but the premium received may not be sufficient to offset any losses sustained from exercised put options. 
Put writing makes an explicit trade-off between up-market participation and down-market participation, while still seeking reasonable returns in flat 
markets. As such, in up markets, an investor typically will not participate in the full gain of the underlying index above the premium collected.
The CBOE S&P 500 PutWrite Index (PUT) is designed to track the performance of an index option put writing strategy that sells a sequence of one-
month, at-the- money, S&P 500 Index puts and invest cash at one- and three-month Treasury Bill rates. The number of puts sold varies from month 
to month, but is limited so that the amount held in Treasury Bills can finance the maximum possible loss from final settlement of the SPX puts, i.e., 
put options are fully collateralized.
Client accounts are individually managed and may vary significantly from composite performance and representative portfolio information. Specific 
securities identified and described do not represent all of the securities purchased, sold or recommended for advisory clients. It should not be 
assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable.
Gross of fee returns do not reflect the deduction of investment advisory fees and other expense. If such fees and expense were reflected, returns 
referenced would be lower. Advisory fees are described in Part 2 of Neuberger Berman’s Form ADV. A client’s return will be reduced by the advisory 
fees and any other expenses it may incur in the management of its account. The deduction of fees has a compounding effect on performance 
results. For example, assume Neuberger Berman achieves a 10% annual return prior to the deduction of fees each year for a period of 10 years. 
If a fee of 1% of assets under management were charged and deducted from the returns, the resulting compounded annual return would be 
reduced to 8.91%. Please note that there is no comparable reduction from the indices for the fees.
Estimated returns and estimated volatility (risk) shown are hypothetical and are for illustrative and discussion purposes only. They are not intended 
to represent, and should not be construed to represent, predictions of future rates of return or volatility. Actual returns and volatility may vary 
significantly. Estimated returns and volatility reflect Neuberger Berman’s forward-looking estimates of the benchmark return or volatility associated 
with an asset class. Estimated returns and volatility do not reflect the alpha of any investment manager or investment strategy/vehicle within an asset 
class. Information is not intend to be representative of any investment product or strategy and does not reflect the fees and expenses associated 
with managing a portfolio. Estimated returns and volatility are hypothetical and generated by Neuberger Berman based on various assumptions 
and inputs, including current market conditions, historical market conditions and subjective views and estimates. Neuberger Berman makes no 
representations regarding the reasonableness or completeness of any such assumptions and inputs. Assumptions, inputs and estimates are 
periodically revised and are subject to change without notice. Estimated returns and volatility are not meant to be a representation of, nor should 
they be interpreted as Neuberger Berman investment recommendations. Estimated returns and volatility should not be used, or relied upon, to make 
investment decisions.
This material is general in nature and is not directed to any category of investors and should not be regarded as individualized, a recommendation, 
investment advice or a suggestion to engage in or refrain from any investment-related course of action. Neuberger Berman is not providing this 
material in a fiduciary capacity and has a financial interest in the sale of its products and services. Investment decisions and the appropriateness 
of this material should be made based on an investor’s individual objectives and circumstances and in consultation with his or her advisors. This 
material may not be used for any investment decision in respect of any U.S. private sector retirement account unless the recipient is a fiduciary that 
is a U.S. registered investment adviser, a U.S. registered broker-dealer, a bank regulated by the United States or any State, an insurance company 
licensed by more than one State to manage the assets of employee benefit plans subject to ERISA (and together with plans subject to Section 4975 
of the Internal Revenue Code, “Plans”), or, if subject to Title I of ERISA, a fiduciary with at least $50 million of client assets under management and 
control, and in all cases financially sophisticated, capable of evaluating investment risks independently, both in general and with regard to particular 
transactions and investment strategies. This means that “retail” retirement investors are expected to engage the services of an advisor in evaluating 
this material for any investment decision. If your understanding is different, we ask that you inform us immediately.
Neuberger Berman Investment Advisers LLC is a registered investment adviser. The “Neuberger Berman” name and logo are registered service 
marks of Neuberger Berman Group LLC. • T0356 01/19 273867 ©2019 Neuberger Berman Group LLC. All rights reserved.
Neuberger Berman • 1290 Avenue of the Americas New York, NY 10104-0001 • www.nb.com
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The persistent low interest rate 
environment continues to pressure 
insurance company CIO’s to search 
for yield-enhancing opportunities. 
Complicating matters further, many 
investors believe we are in the late stages 
of the credit cycle, making them wary of 
taking on additional credit risk. For high 
yield corporate bond investors sharing 
this concern, high yield municipal 
bonds may be an attractive alternative.

Before discussing the details of high 
yield municipal bonds, it is important 
to remember the backdrop for most 
insurance company investment 
portfolios. Since the financial crisis, low 
government bond rates and relatively 

tight credit spreads have resulted in 
low insurance portfolio book yields. 
For the overall life industry, year-end 
2017 book yield stood at about 4.5%, 
while the P&C industry saw a book 
yield of about 3.0%.1 Some institutional 
investors have the ability to shift more 
of their fixed income allocation into 
high yield corporates; however, risk-
based capital requirements in the U.S. 
significantly constrain insurers’ ability 
to meaningfully allocate to high yield. 
That said, insurers do often maintain 
modest high yield corporate allocations 
within fixed income portfolios – on 
average 5.7% for Life and 4.4% for P&C 
as of year-end 20171 – and swapping out 
a portion of that high yield corporate 

allocation for high yield municipals 
can potentially improve portfolio 
diversification while maintaining above 
average risk-adjusted yields.

To estimate risk-adjusted yields for 
high yield corporate bonds, which are 
taxable, and high yield municipals, 
which are tax-exempt, one must first 
adjust for taxation to formulate a 
consistent comparison. As of January 
31, 2019, taxable-equivalent yields on 
the Bloomberg Barclays High Yield 
Corporate and the S&P High Yield 
Municipal Bond Indexes were 6.9% and 
5.68%2, respectively. Before concluding 
which asset class has the more attractive 
yield, the impact of expected defaults 
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Chart 1: High Yield Bond Comparisons: Corporate vs. Municipals

Source: Bloomberg Barclays High Yield Corporate Index and S&P High Yield Municipal Bond Index. 
Data as of January 31, 2019. The taxable-equivalent yield is from the perspective of a Life insurer 
using a 1.186 adjustment factor (reflecting 21% corporate tax rate and 30% proration). Expected 
default losses are sourced by Moody’s Investors Service “US Municipal Bond Defaults and 
Recoveries, 1970-2017”. Performance data quoted represents past performance, which is 
not a guarantee of future results.

n Corporate Bonds
n Municipal Bonds

should also be incorporated as we 
discuss next.

According to Moody’s annual default 
analysis through year-end 2017, 10-
year cumulative defaults for below-
investment-grade corporates were 
29.3% vs. 7.6% for below-investment-
grade municipals. According to 
Moody’s, the average recovery rate for 
municipal bonds was 68%, significantly 
higher than the average 47.9% ultimate 
recovery rate for senior unsecured 
US corporate bonds.3 Assuming these 
recoveries in default, this means average 
annual default losses were 1.53% and 
0.24% for corporates and municipals, 
respectively. A natural question is 
why would high yield corporates and 
municipals experience such disparate 
rates of default if they have similar 
credit ratings? The answer is essentially 
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An Opportunity Worth Considering: High Yield Municipal Bonds (cont.)

one of flexibility – corporate issuers 
have a greater ability to restructure 
debt and access capital markets again 
over time, whereas municipal issuers 
are faced with political and practical 
constraints that make a bond default 
very difficult to overcome. Using these 
estimates for expected default losses, 
and the previously-discussed taxable-
equivalent yields, we can see that 
default-adjusted yields for high yield 
corporates and high yield municipals 
are quite similar: 6.9% - 1.53% = 5.37% 
for corporates and 5.68% - 0.24% = 
5.44% for municipals, see chart 1. With 
these yields being so similar, investors 
may ask what is the benefit of allocating 
to high yield municipals? The answer is 
diversification.

The diversification potential of high 
yield municipals can be estimated via 
realized correlations with other asset 
classes. It is often noted that high 
yield corporate bonds behave similarly 
to equities, particularly in risk-off 
market environments. Over the past 
10 years this has been the case, with 
realized correlation between high 
yield corporates and U.S. equities of 
0.72. Contrast this high correlation 
with that of high yield municipals and 
equities, which has nearly been 0 over 
the past 10 years (0.05 as of January 
31 2019). It’s also worth noting that 
the correlation between high yield 
municipals and high yield corporates 
has been low (0.32) over the past 10 
years.4 Thus, by incorporating high 
yield municipal bonds into a multi-asset 
portfolio, overall portfolio volatility can 
be reduced, which can be particularly 
important for investors concerned about 
a turn in the credit cycle and a shift to a 
risk-off environment.

While there can be meaningful diversification benefits from high yield municipal 
bonds, it is also important to consider their risks. For investors already comfortable 
with high yield credit exposure, arguably the most important risk factor to consider 
with high yield municipals is liquidity. The high yield municipal market is smaller 
and more fragmented than the high yield corporate market, meaning investors 
should carefully consider their expected holding period and transaction costs prior to 
implementation. Furthermore, in practice, the high yield municipal market consists 
of both unrated bonds and bonds rated below-investment-grade, so it is important for 
investors to define the universe of bonds that is appropriate for their return objectives 
and risk tolerance. As such, an allocation to high yield municipals may be best suited 
to buy-and-hold investors with long expected holding periods and investors with 
access to deep credit research expertise.

The high yield municipal market is an often-overlooked part of the market. Like any 
asset class, there are certain risks that should be carefully considered before investing 
– but it should not be dismissed as an opportunity before considering its diversification 
benefits. Default-adjusted yields are comparable to high yield corporates, and for 
investors with the ability to forgo liquidity – insurance companies being the prime 
example – high yield municipals can act as a portfolio diversifier relative to equities 
and other high-risk assets that may suffer in the next market downturn.

Endnote
1Source: SNL. Data as of December 31, 2017.
2Life and P&C insurers pay taxes on 30% and 25% of their municipal bond income, respectively. 
The taxable-equivalent yield here is from the perspective of a Life insurer using a 1.186 
adjustment factor (reflecting 21% corporate tax rate and 30% proration) applied to the index 
yield of 4.79%. The associated P&C taxable-equivalent yield would be slightly higher.
3Source: Moody’s Investors Service “US Municipal Bond Defaults and Recoveries,1970-2017”.
4Correlations have been calculated using monthly returns from Feb. 2009 through Jan. 2019 
for the Bloomberg Barclays US High Yield Corporate Index, the Bloomberg Barclays High Yield 
Municipal Index, and the S&P 500 Index.

Disclosure
Invesco Advisers, Inc. is an investment adviser; it provides investment advisory services to 
individual and institutional clients and does not sell securities.

Diversification does not guarantee a profit or eliminate the risk of loss.

All material presented is compiled from sources believed to be reliable and current, but 
accuracy cannot be guaranteed. This is not to be construed as an offer to buy or sell any 
financial instruments and should not be relied upon as the sole factor in an investment making 
decision. As with all investments there are associated inherent risks. This should not be 
considered a recommendation to purchase any investment product. This does not constitute a 
recommendation of any investment strategy for a particular investor. Investors should consult a 
financial professional before making any investment decisions if they are uncertain whether an 
investment is suitable for them. Please obtain and review all financial material carefully before 
investing. Past performance is not indicative of future results. The opinions expressed are those 
of the author, are based on current market conditions and are subject to change without notice. 
These opinions may differ from those of other Invesco investment professionals.
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Corporate debt is the fastest-growing area of hard currency emerging markets (EM) debt, with almost USD $2.2 trillion outstanding 
and new issuance averaging 15% of debt outstanding per year since 2011. The asset class generated strong risk-adjusted returns 
over the five years ended December 31, 2018, due to the broadly healthy balance sheets of most EM companies and a tilt toward 
investment-grade Asian markets. During 2018, when other emerging markets assets—particularly equities and local currency 
debt—suffered notable sell-offs, the EM corporate market proved relatively resilient.
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Key Points
• Emerging markets (EM) corporate debt is now a larger market than U.S. high yield or EM 
 sovereigns, with over USD $2 trillion of bonds across 50 countries.
• Thanks to an average BBB- rating and generally healthy fundamentals, the asset class 
 generated an 8.5% annualized return over the past decade, with modest drawdowns.1

• A scarcity of dedicated EM corporate investors, inefficient markets, and labor-intensive 
 research needs create alpha opportunities across cycles, in our view.
• It is difficult, if not impossible, to assess an EM corporate bond issue without understanding 
 the home country’s politics, economics, and equity markets. In-depth fundamental research is vital.

AFTER A DECADE OF STRONG PERFORMANCE, 
THE ASSET CLASS DESERVES A SERIOUS LOOK.

1Credit rating and 10‐year return are for the J.P. Morgan Corporate Emerging Markets Bond Index (CEMBI) Broad Diversified, as of December 31, 2018.

Going forward, we see sustained 
opportunities in EM corporate debt, 
as new issuers continue to come to 
market and the asset class becomes 
more widely held among institutional 
investors. Additionally, we believe the 
asset class offers many opportunities 
for bottom-up fundamental managers 
to generate meaningful alpha for their 
clients.

As of December 31, 2018, the EM 
corporate debt universe encompassed 
over 1,300 companies across 50 
countries. Since 2011, the market has 
grown an average 15% per year, fueled 
by numerous debut issuers, unlike the 
stable-to-shrinking U.S. high yield and 
EM sovereign debt markets.

$3,000 

$2,290 

$1,109 

$8,490 

$5,377 

$1,235 

$5,415 

0 

2,000 

4,000 

6,000 

8,000 

10,000 

EM Debt U.S. Treasury U.S. IG Corporate U.S. High Yield EM Equity 

B
ill

io
ns

 (U
SD

) 

EM Local (Investable) 

EM Corporate 

EM Sovereign 

(Fig. 1) Size of Global Bond Sectors 
EM debt offers investors a large and diverse opportunity set. 
Debt outstanding, as of April 30, 2019 
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Seeking Alpha In Emerging Markets Corporate Debt (cont.)

Higher credit quality, USD denomination, and a structural tilt toward Asia made EM corporate debt among the most defensive EM 
assets during recent market corrections. In 2018, for example, the J.P. Morgan CEMBI Broad Diversified declined 2% while most 
other EM assets declined 5%–15%.

6
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Figure 2: Rolling 6-Month Correlations Of Credit Spreads
Correlations with other risk assets increased in the wake of the global financial crisis. June 30, 2002 through April 30, 2019

Past performance is not a reliable indicator of future performance.
Sources: J.P. Morgan, MSCI, and Bloomberg Index Services Ltd. Copyright © 2018, Bloomberg Index Services Ltd. Used with permission. U.S. 
investment grade = Bloomberg Barclays U.S. Investment Grade Index; EM sovereign = JP Morgan EMBI Global Index; EM corporate = J.P. Morgan 
CEMBI Broad Diversified; U.S. High Yield = Bloomberg Barclays U.S. High Yield Index; Euro High Yield = Bloomberg Barclays European High Yield 
Index; EM equity = MSCI Emerging Markets Index.

Figure 3: Risk & Return Profiles
EM corporate bonds have featured relatively strong risk-adjusted performance. April 30, 2009 through April 30, 2019
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EM	corporate	bonds	have	featured	relatively	strong	risk-adjusted		perfomance.	
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Bubble	size	corresponds	to	relative	size	of	asset	class.	

EM CORPORATES OFFER DIVERSIFICATION POTENTIAL
While many institutional investors currently do not have strategic allocations to EM corporate debt, the asset class offers meaningful 
potential diversification benefits relative to many widely held institutional assets, particularly commodities, core fixed income, and 
U.S. equities.



847.868.0044 | journal@insuranceaum.com | insuranceaum.com

Q2 2019
VOL 3 | ISS 2

Insurance AUM Journal
PAGE 45

Seeking Alpha In Emerging Markets Corporate Debt (cont.)6
In the wake of the 2007-2009 global financial 
crisis, correlations with other risk assets 
increased, impacted by the U.S. Federal 
Reserve’s quantitative easing (QE) polices. 
However, now that QE and balance-sheet 
stimulus are being unwound, correlations 
have fallen to multiyear lows. We believe 
that over time they will revert to pre-crisis 
levels. In addition, the U.S. is approaching 
the late phase of the economic cycle while 
emerging markets overall are in their early 
cycle. In our view, this means correlations 
are likely to decline further.

In addition to generating attractive risk-adjusted 
returns at the index level, a closer examination 
of the EM corporate debt universe shows that 
different regions historically have offered Source: J.P. Morgan

Figure 4: EM Corporate Debt Ownership
Different buyer bases potentially allow managers to exploit regional inefficiencies.
Debt Outstanding, as of October 31, 2018
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significantly different risk/return profiles, allowing investors to calibrate their exposures throughout a market cycle.

Very different domestic buyer bases also potentially allow active managers to exploit technical inefficiencies across regions. In 
Asia, large numbers of local buyers historically have tended to provide support during market sell-offs, generating a more defensive 
return profile. In Latin America, by contrast, foreign investors—including U.S. crossover investors—dominate the market, making 
for more frequent technical dislocations.

WHAT WE’RE WATCHING NEXT
In our view, the past few years have demonstrated that EM corporate debt is an under-owned asset class that offers potentially 
attractive risk-adjusted returns at the index level as well as many potential opportunities for outperformance through security 
selection. Over time, we expect the asset class will become more widely embraced by institutional investors as the U.S. high yield 
market shrinks and the size and depth of the EM corporate opportunity set become better understood.

However, we believe it is difficult, if not impossible, to fully assess an EM corporate bond issue without understanding the home 
country’s politics, economics, and equity markets. A commitment to in-depth fundamental research is critical to identifying alpha 
opportunities and evaluating ideas across regions as the opportunity set shifts. A truly global trading platform also can help 
managers recognize potential price dislocations while ensuring they are adequately compensated for providing liquidity to the 
market and can execute trades during local market hours around the world.

  Emerging Middle East Latin
 Asia Europe & Africa America

Important Information This material is being furnished for general informational purposes only. The material does not constitute or undertake to give 
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