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Dear colleagues, 

Life has changed forever since the last time I wrote here. The 
changes are too numerous to address them all and no one knows 
how things will ultimately shake out. One thing is sure: It’s a 
long way from finished.

Alts and private asset classes are where well-capitalized 
insurance companies are looking to for acceptable relative value. 
Global yields in the public bond market are at rates that are hard 
for me to believe: The Japanese 10-yr, for example, with its 
0.10% coupon, has rallied to yield 0.0%. And that’s 43 bps better 
than you’ll get on the German Bund but far short of the HY-ish 
levels on the UST 10-yr trading at 0.71%. The U.K., France, 
Portugal and Spain all trade through UST 10-yrs.

I want to call your attention to several enhancements we’ve 
made to our website. Our newly created Resource Center 
empowers insurance investors to research managers on a variety 
of criteria, see the articles they’ve written, and get their contact 
info. It has become the centerpiece of our website and will 
continue to take center stage. This data is also available through 
S&P Global Market Intelligence.

We are very fortunate to have Sanjay Chawla, CIO of FM 
Global, as this quarter’s interview.  We have created a podcast 
from the interview, as well. Sanjay has an interesting background 
in that he grew up in the corporate pension space and moved to 
insurance later in his career. He also has some very good advice 
for young professionals just entering the workforce.  

Our contributors bring you their latest thinking on the economy, 
investment ideas and strategies for this new time. They are the 
best in the business, and we are happy to bring you their thought 
leadership. We welcome your suggestions for topics/research. 
You can reach us at Journal@insuranceaum.com. We wish you 
and yours a safe and healthy summer.  
 
Best regards,

Stewart

For more, visit Our Team, on the website.
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Our editor speaks with the Senior Vice President, 
Investments Chief Investment Officer at FM Global.

STEWART: Welcome to another edition 
of the Insurance AUM Journal podcast. 
My name is Stewart Foley, and I’ll be 
your host standing with you at the corner 
of insurance and asset management with 
a very special guest today. Mr. Sanjay 
Chawla from FM Global, CIO is here 
today. Welcome Sanjay.

SANJAY: Thank you, Stewart.

STEWART: We are very fortunate to 
have you in studio today. You’re a very 
unique case. You came out of corporate 
America pension environment into the 
insurance space. Heaven only knows 
why you’d do that. I want to hear that 
story. That’s a good one. But before 
then, I think what a lot of people 
want to hear, not only more seasoned 
professionals, but especially students 
and young professionals want to know: 
How does a guy like Sanjay Chawla 
end up as the CIO of a major insurance 
company. What’s that path look like?

SANJAY: Thanks, Stewart. This is a 
great opportunity actually, to be able 
to share some thoughts, so thanks for 
having me on the podcast today. It’s 
been an amazing journey, I have to say. 
I’m absolutely gratified for the path that 
I’ve had. It starts off with some great 
values that your parents pass along to 

you and then the education system.
I grew up in New Delhi in India. 

I went to a private school there. So 
my parents both came from a service 
pedigree as well. My mother was an 
English teacher and my dad was in the 
financial services industry at the time. 
That was at a bank.

Just coming from that part, an 
education was absolutely key. We spent 
a lot of time, just going through different 
things about the quantitative side of 
things, as well as... I also had the chance 
to get very passionate about basketball 
growing up in school, and went on to 
play some serious basketball in high 
school, as well as in college level. So 
much so, even at the national level 
for a couple of years, which was very 
fortunate. I share with my kids today 
is, “Make sure you’re part of a sport,” 
especially a team sport which actually 
just gives you so much to learn from, 
leadership levels and the collaboration 
as well. So that was, to me, that was a 
key part of how I grew up from there. I 
came to the US for grad school, went on 
to actually work in Washington DC at a 
law firm. Ironically it happened to be ... 
How it all comes around, a law firm that 
was specialized and actually one of the 
top firms in corporate pensions, as well 
as in insurance.

So it comes around full circle on 

that front. After that, I had the chance 
to go work for Dow Chemical. I spent 
18 years at Dow Chemical in various 
corporate treasury, regional finance 
roles, leadership roles. And it was just 
an amazing career. I say that’s very 
gratifying manner, because where you 
start from, the sponsors, the mentors 
that give you that support, that build 
the trust and the confidence level, work 
ethics was extremely important for me, 
subject matter expertise.

That got noticed very quickly at Dow. 
And I had just an exciting career that 
took me to the other part of the world, 
Asia as well on expert assignments for 
nine years, actually, which was really 
phenomenal system, amazing amount 
of learning from a financial market 
standpoint, as well as then from a 
geographic perspective as well.

Right, came back, joined the 
pensions’ group. That’s where I spent 
about six years in corporate ventures as 
the head of asset allocation, looking out 
for about 85% of the assets. At that time 
an amazing opportunity came, Raytheon 
was looking for a CIO and took that risk. 
It was one of the best places I worked 
at as well and just amazing confidence 
level. Some of the sharpest people I’ve 
worked with and just a phenomenal 
organization on that front.

So it was a very difficult decision to 

Sanjay Chawla
Guest Q&A
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leave such a great job, but the CIO job 
at FM Global came to me. As I thought 
through that as well, it very much had 
a combination of internal as well as 
external management of the investment 
portfolio, did very much front and center 
on the balance sheet of the company, 
as well as we’ll have the pensions as 
well. It was just a unique opportunity. 
And as I talked to leadership, it was just 
an amazing culture. I have to say, it’s 
been all upward surprises on that front, 
as apposed to, as we call it doing due 
diligence to everything at the start and it 
turned out to be that and better.

STEWART: That’s great. That’s a 
great review. I appreciate that very 
much. The differences between running 
corporate pension money and insurance 
GA money, it’s night and day. I’m sure 
you knew that doing your due diligence 
coming in, what’s the reality versus your 
expectation, coming in, realizing what 
investing for an insurance company 
environment is like versus not? How do 
you rate that change?

SANJAY: Yeah, it’s a great question. 
It actually has for me, it’s been really 
powerful, right? Certainly corporate 
pension, I mean, we, you’re in a very 
responsible job where you’re looking 
out for the retirement nest egg for over 
100,000 people in that respect. So it’s a 
very gratifying role. I remember when I 
was actually getting the job, I was telling 
my kids at the time, “I’m not kidding, 
but our lives will change, because you 
will find less of me, because I now 
have a fiduciary level responsibility, 
which I’ll put that ahead of anything 
and everything else, along that as well.” 
So that is something which you train 
yourself on as well, right? That mindset 
where you engage firstly on anything 
and everything on that front, and an 
arms’ length manner on that front. Yeah, 
as you come onto the insurance side of 
things as well, as I talk about it, is the 
title is chief investment officer.

So the, “I” is common, whether you 

do that for the pension portfolio, as 
well as the insurance portfolio on that 
front. So that’s something which is the 
common base that my expertise, my 
subject matter expertise is very much on 
the investment side. You do that in the 
best interest of the pension plan, when 
you were doing that for pension, large 
corporate pension portfolio. You do that 
the same way for an insurance portfolio 
as well. In addition, we have our 
pension portfolio as well, right? Which 
is smaller compared to some of the 
larger organizations, but the underlying 
principle, the subject matter expertise is 
exactly the same.

What is nice about what I do in the 
insurance world, it’s also puts together 
all the years I spent at Dow in corporate 
treasury and risk management. As we 
talk about it, one of my mentors used 
to say, “It’s all about risk management, 
whatever we do, even as you’re taking 
risk on, you need to make sure you’re 
managing all the risks around a different 
perspective, because that is where it 
starts.” You’re okay to take that risk if 
you have an expected commensurate, 
the word that comes out of that as well. 
Right, so it’s been actually very good.

STEWART: I mean, you’re a man 
of your word. It’s been an incredibly 
volatile 2020 year to date, and you 
have been working extremely diligently 
because we’ve had a tough time getting 
this call on the books and it’s completely 
understandable. There’s a lot of balls in 
the air. I know that you, FM Global looks 
at the world in terms of total return. 
Some insurance companies look at the 
world in book yield-terms, I’d say more 
do than don’t. What are the differences? 
How do you see those? Compare and 
contrast?

SANJAY: Yeah, I mean, I think for us, 
we, FM Global is an amazing company, 
we’re a 185 plus years-old company, 
great business model, very strong surplus 
situation. We’ve got a pretty balanced 
asset allocation framework. That’s 

something which we continue to build 
on as well, right? So we’re able to run 
some growth assets as well in addition 
to just fixed income assets. Which a 
lot of the life insurance companies will 
end up looking at that, and managing 
that portfolio almost holistically in that 
respect, with a smaller piece of other 
risk assets.

Our policies are much shorter-dated 
in that respect, and given the strong 
surplus, we can run the portfolio that 
way. So that’s how we approach it. We 
periodically will run a strategic asset 
allocation framework, what makes best 
sense that help us manage the risks and 
take advantage of the opportunities in 
the market space? But then I do see my 
job as CIO, is to make sure I manage the 
portfolio in as diligent manner, where I 
manage the downside in the best possible 
perspective, keeping the upside open as 
well, right? So the total risk-adjusted 
return, from an optimal perspective, 
becomes my most important driver of 
my fund.

STEWART: I mean, you mentioned 
your former mentor talking about risk-
management being the most important 
goal there. There’s a lot of things going 
on, unemployment all over the place. 
You’ve got a lot of exogenous shocks, 
lot of protests, COVID-19. I mean, 
unprecedented levels of things going 
on, within and outside the markets, 
right now that has a lot of impact on 
insurance companies, portfolios, but in 
various different ways. Where do you 
think the risks are in the capital markets? 
Let’s just start with the capital markets. 
How are you feeling about things at the 
moment?

SANJAY: Yeah, I have to say, as we do 
this as well, equity markets have come 
back up in a very strong manner, which 
obviously, the markets are expecting 
things to come back to normal much 
faster than what was visible a month ago 
or two months ago in that manner. I think 
one of the things that has been talked 
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The Interview with Sanjay Chawla (cont.)

about is just being a huge disconnect 
between financial markets and the 
economic outlook as well. We did get a 
strong, we say that as a strong number 
on a marginal basis on the employment 
side last week. Having said that, it still 
keeps us at a very, significantly high 
unemployment rate number, 13% is still 
a very high number. But it was much 
lower than what the market expected it 
to be. Or the economist expected it to be.

So that is the one part, there’s so 
much lack of transparency and the 
whole framework right now, as taught 
for longterm investors. You want to 
have, the future is never absolutely clear, 
but there’s more transparency in what 
companies can do, what the economic 
outlook can be in that respect. Be it from 
a growth perspective, inflation, as well 
as from an employment standpoint. The 
use-consumer had been the strongest 
pillar out there as we approach this 
year as well. So everything was looking 
very solid actually for this year to be 
delivering another double digit equity 
return.

Yet, when we had this COVID-19 risk 
become a little bit more real in mid to late 
February from a market standpoint, and 
as March unfolded, it was absolutely, 
as you talk about an unprecedented 
time, in that from a capital markets 
perspective. What really, I think there’s 
certain key things that happened, which 
has as we look to make similarities with 
2008-crisis or 9/11, for that matter, by 
far the pace of it was so sharp that it very 
much exceeded anything that we had 
seen in recent times on that front.

So that makes it very hard because 
I mean, right now the market is very 
much trading on a lot of optimism, but 
a lot of the cash flows that we look at 
from a valuation perspective, that needs 
to come through with a little bit better, 
in a higher probability of that to take 
realization on the front. So it is the 
biggest disconnect at the present time. 
And,  as a lot of experts have said, what 
happens with COVID-19 and how that 

evolves in how the vaccination happens, 
how the therapeutics come around.

That will very much determine in 
how that the fear level that is out there in 
the broad population, how that changes 
to something that we get comfortable 
living with this fall, right? So that will be 
one thing that will very much determine 
how we evolve through this capital 
markets. That’s, as you said, exogenous, 

right? And that’s not something which 
we have seen, to this scale, going back 
several decades right now.

STEWART: It’s interesting. I mean 
how quickly markets react, right? Not 
necessarily capital markets, but down 
the street from our house, somebody’s 
selling, has a sign in the window, 
“Designer masks,” there’s a market, 
all of a sudden for cool looking masks. 
If you’d have told me that six, I don’t 
know, maybe a year ago, I’d have been 
like, “Are you kidding me?” It’s like, 
“Yep, that’s that’s life today, right?” So 
in the insurance space, you’re running 
a bunch of money. You’ve got a lot of 
interesting asset classes. You’re a unique 
insurance company. How are you 
managing these risks in that framework? 
I mean, where do you think the biggest 
risk is for yourself on the insurance side 
and maybe insurers more broadly?

SANJAY: Yeah, sure, what really 
actually, when you think about it, the 
story, is what happened in the second 
half of March when the Fed and Treasury 
came out with the Asset Purchase 
Program and then the Congress had 
the stimulus come through. That’s very 
much put a nice floor in the markets 
on that fund. Yet the certainty was not 
absolutely there, because as we know, 
it always takes time, and the markets to 
evolve further, to be able to get the fear 
factor to come down to a certain level. 
And as I mentioned, what we’re dealing 
with is something which has been driven 
by an exogenous factor, not a whole lot 
of transparency on that front. When we 
think about the insurance portfolio, how 
do we look to manage that at this point? 
As I mentioned I think it’s really all 
about managing the downside risk and 
leaving that upside open on that front.

So, which is as you, as you pointed 
out as well, it’s been, as we tried to 
schedule the call as well, it took a little 
bit longer, because the markets have 
been very very active on that front. 
There’s clearly, I think if you think 
about different factors as well, sectors 
will respond differently at this time. 
Fixed income markets, right? I mean, 
you think about investment rate credit. 
Spreads had moved out so significantly 
over a few days, and they moved back 
down as well. The moment the Fed 
announcement came in play. There’s a 
lot of moving parts. I think there was one 
time, I think right around mid-March, 
when the markets almost froze, and that 
was the scary part in the markets. Once 
the Fed came out, we started to see that 
reversal; come through.

Now the equity markets having 
moved up significantly like that, the 
question then comes, as you have the 
Asset Purchase Program that came 
out from the fixed income side of 
things, leads into the growth in the 
equity market. There’s just tremendous 
liquidity in the market.

As rates have gone down so low as 
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The Interview with Sanjay Chawla (cont.)

well, where else do you put the money 
to work as well? Especially as high yield 
became a large component of the Asset 
Purchase Program. But the reality was 
the Fed essentially put a notion in place 
where, “We’ll do whatever it takes to 
bring normalcy back into the market and 
help out on the economy on that front.” 
So far it’s been working well.

The concern that remains is very 
much how long does the COVID-19 
risk continue to draw out, is there a new 
normal now of operation on that front? 
So from that standpoint, as I think about 
managing an investment portfolio, I’m 
okay to give up some of the upside as 
long as I can manage the downside. 
Because as we have seen when the 
downside does come, then I see it comes 
very quickly as we saw in March as well. 
Not just one day, several days when 
minus 9% move in the equity markets 
was seen more than one time as well.

STEWART: Yeah, it’s scary. I mean, 
and it comes out of nowhere, right? 
It’s frightening. You’ve been at this 
awhile and I have to. So quarterly, your 
asset manager trots in, and they hand 
you a book and there’s performance 
in it versus a benchmark, and that’s all 
good. But we both know, and I think we 
haven’t discussed this, but I’m hoping 
you agree with me that there’re good 
reasons to outperform, and then there’re 
bad reasons to outperform. If you didn’t 
do something you said you were going 
to do, and you outperform, that’s a bad 
reason. So it’s not just the pure number a 
lot of times that you’re looking for. How 
do you look at performance and maybe 
differentiate between performance 
and skill of your internal or external 
managers?

SANJAY: Yeah, no, that’s a great 
question. I go back to our ultimate 
objective. What is my mission in that 
respect, now my mission is to make sure I 
do the best possible management around 
the portfolio that allows the insurance 

company to run the business smoothly. 
That’s how I think about, strategically 
have I achieved what I’m in my job to 
do on that front right? So a proper, a very 
detailed assessment of the risks that are 
out there. So that is a core part. When 
I think about how are, even as you get 
higher managers, they will actually 
obviously have strategies they’re 
running. I have the portfolio constructor 
down, looking out for different styles 
and different diversification components 
that are coming from different strategies, 
internal as well as external on that front.

So that is something I spent a lot of 
time, how is that portfolio construction 
coming through? So as a callback, it’s 
almost a fairly commonly used word 
in the investment world, is you try to 
create an all-weather portfolio. You try 
to make sure that the portfolio is much 
more resilient than a commoditized 
portfolio that you have out there, or 
most portfolios, that it can handle the 
downside better. We saw that on the 
way down on that front, when markets 
were lower. On the upside, to be able to 
have that better downside reduction, you 
have to give up some upside. You just 
don’t want to give up a lot on that front, 
because as we have seen markets come 
back with a force as well on that front, 
right?

Rightfully or too optimistically at 
this point, the next several months will 
tell us that. But that is how you want to 
approach that as well. When I construct 
the portfolio, as we do hire external 
managers as well, you’re underwriting 
a certain style. You’re underwriting a 
strategy based on how they will do on 
an upside and downside markets. We 
just want to make sure that they’re doing 
what we underwrote and what they told 
us what they’re doing as well on the 
external side. On the internal side, you 
obviously have more day to day oversight 
on that once you’re tracking that fairly 
closely, and you see that as well, right? 
But as you construct the portfolio from a 
total perspective, you’re factoring in the 

strengths and weaknesses of different 
components that are making a portfolio 
as well.

When you do get that diversification 
effect there, it is doing what you’re trying 
to put out there as a portfolio. So that’s 
how I see the success of our portfolio 
construction. Within that, you’ve got to 
make sure if you underwrote a manager 
or strategy for being able to do 400, 
500 basis points, in a down-market, 
better than what the index, or I call it 
less worse than what the index said, 
they’ve done, their job. Because that’s 
how it will likely happen in that place 
as well. So you just don’t want the style 
drifts, you really want to make sure 
the strategies and managers you have 
in place are high conviction-strategies 
and managers, where they deliver what 
they’re expected to deliver on that front. 
It will not be a 100%, but in majority of 
the times that you want to get that, for 
sure.

STEWART: It’s interesting, it’s always, 
as I teach and whatnot, it’s a difficult 
concept to get across to a retail investor, 
this idea of sticking to your knitting. You 
don’t want style-drift, right? You bought 
exposure and you want that to stay there. 
And that makes total sense to me. I 
want a couple of questions wrapped into 
one. In a percentage terms, how’s the 
portfolio shape up in terms of risk assets, 
in other words, non IG-fixed? And how 
do you feel about privates in a portfolio 
for a company with short-tail liabilities?

SANJAY: As I say, we’re patient capital. 
We’re very long-term investors. In some 
ways that is a differentiator versus some 
other investors as well. Although I do 
say our core differentiation comes from 
talent. As we construct the portfolio, 
it’s also about the talent construction 
on that piece as well, right? So that is, 
when you think about that, if I have to 
hedge a library that’s long duration than 
I would have a lot of fixed income. The 
fact that we’re a commercial property 
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The Interview with Sanjay Chawla (cont.)
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insurance company, and shorter-dated 
policy. I mean, I say that shorter-dated, 
or different duration as well, we can 
actually very much, as I said, look for 
the best risk-adjusted returns that we can 
get.

When we do that, it’s a fairly balanced 
portfolio in that respect. We will run. 
It is very much, when you think about 
risk assets or interest rate assets that we 
have, we run about almost 50-50 on that 
front. When you think about it, when we 
say that as well as that will comprise of 
equities and will also include the private 
investments, and as I said, the longer-
dated private equity, private structures as 
well. Also we do use, once again, high 
conviction in a multi-strategy, absolute] 
recurring mandates as well. That very 
much in a time, like what we did see 
in early, in Q1 of this year, those multi-
strat funds were very positive from a 
contribution perspective, to adding to 
that resilience on that front. So that’s 
something in a quick nutshell, I would 
say. The longer-term private mandates 
allow us to continue to have the longterm 
expected return come through. That adds 
to our differentiated risk-adjusted return 
from an optimal standpoint.

STEWART: Lots of asset managers 
want to get into the insurance asset 
management business. Thank Heaven, 
otherwise we wouldn’t have a business 
at all. So what advice would you give 
them?

SANJAY: As you think about it as well, 
from an insurance perspective, it is a core 
component of ... You have to understand 
what, what each insurance company 
does. So what is the strategic objective 
or not? You can’t paint all the insurance 
companies with one broad brush on 
that front. There’s certainly has been 
a lot more interest of asset managers 
getting into working with insurance 
companies. Always, one advice in an 
informal manner that I share as both 
from an asset management perspective, 

is you really have to think about how can 
you help the insurance client? It’s really 
helped us meet our strategic objectives, 
understand what we’re trying to do. 
We’re passionate, and I say that this is 
all I do, right? I mean, there are times 
when you’re sitting on a dining table 
and one of the kids would say, “Mom, 
dad’s still thinking about work.” So it’s 
very ... You live and breathe this stuff. 
Although you have a five day job, but 
as we all know, you never stop on that 
front, right?

STEWART: Right, absolutely.

SANJAY: These are, we run, we run 
these ... We’re not a large team. So 
any of the experts, the subject matter 
experts that are out there on the asset 
management side want to make sure 
our program is set up to leverage on 
that expertise and on the asset flows 
that we will not see as an insurance 
company, we’ll actually end up getting 
that knowledge transfer as well as the 
sharing from very large asset managers. 
That is something you’ll over time make 
sure there’s a good, solid, collaborative 
effort that we can expand that potential 
of higher risk-adjusted returns that we 
can generate.

STEWART: Okay, so we’re down to 
two questions and one’s going to be very 
fun. And this one, I think you’re going 
to have a great answer for this one. So 

we all have heard a lot about FinTech. 
We’ve all heard a lot about InsureTech, 
all roads lead to tech. How do you think, 
or do you think technology is going 
to impact investment management, 
insurance investment management, any 
of the above?

SANJAY:
Yeah. I mean, it’s, as we’ve seen in this 
last few bunches, while technology is a 
key positive differentiator advantage, I 
think what we saw in the markets as well 
over the last few months, just shows 
what an accelerated path that could be. 
Some of the cleansing out in markets 
has been what people were expecting in 
a two, three, five years down the road, 
started to become a reality almost at this 
time as well. So that’s for sure, even 
for business continuity when you think 
about it, as leveraging on technology 
is going to be a key strength from that 
standpoint as well, right?

On the investment side of things, 
as you think about it, there’s just so 
much importance technology plays. 
I’ll mention the simple ones where we 
rely heavily on numeric and modern 
like Numerix, and other risk systems, 
that you can leverage off, that give you 
enough information that you are actually 
able to make solid investment decisions. 
The other part, which once again, 
collaborating with other asset managers 
as well, that have robust platforms for 
data science, right?

This is a time where you have less 
transparency on what’s out there from 
an economic/market perspective. Data 
science can actually give you some of 
these indicators or leading indicators 
for that matter in a much more plausible 
manner as well. So that is another piece 
where, as we talk about diversification 
within the portfolio, we may not have a 
large amount, be it from a factor strategy 
or one that uses different forms of AI, 
that is here to stay right. It comes out to 
be, internally we ran our fundamental 
strategy and we look to wrap that with 
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“...make sure 
whatever job you’re 

in, you do that in 
the best possible 

manner.”
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other strategy approaches, where we 
can take advantage of technology 
advancement that has happened at the 
investment management shops. Things 
that we can then apply from a holistic 
perspective as well. Not an expert on 
the InsureTech side, given the focus on 
investments, but very much, those are 
areas that are coming up in a very strong 
manner as well.

STEWART: That’s really cool. I just am 
fascinated with it, and I think things that 
were impossible just a few years ago are 
a phone app. It’s just incredible the pace 
of change, I can keep up with it, some of 
it I can’t, but it’s remarkable. I want to 
paint a picture for you. I was a professor 
at Lake Forest College for six years, and 
we frequently had executives in to be on 
a panel. Ultimately what would happen, 
is the executive would say, “Are there 
any questions?” And no one would raise 
their hand.

It’s just like a board meeting, “Any 
questions,” and nobody, right? But 
afterward there’s a line, and there would 
be a line of people waiting to speak to 
you. A young man walks up, or a young 
woman, but I’m going down the path 
with you. The young man is a senior in 
college. He’s 21 years-old and he’s from 
New Delhi. He would say, “Mr. Chawla, 
what advice would you give me?” What 
would you say to him?

SANJAY: Yeah, no, that’s a great 
question. I have to say, having kids 
around that age, I do that a lot, and I 
think you get the title of the lecture guy 
in your household. But it’s just such a 
fascinating thing, because when you 
look back ... When I look back at my 
life, and it’s all the things you could 
do, I think the one thing that is very 
clear, if you pick things up early, you 
have such a differentiated environment, 
right? As I tell our kids as well, “Pick 
up your passion, you can modify that 
passion as you go along, but make sure 
you are thinking of what you want to 
do,” because the best thing you can do 

is become experts in things early on. 
Whatever area or field you decide you 
want to pursue, look to become an expert. 
As I call it, in the seat I sit in, I have laser 
focus on results and the portfolio and the 
investment management. That is what I 
coach.

And I have to say, it’s really amazing, 
gratifying to see the kids already have 
that focus area significantly, right? So 
that is, “Find your passion, pursue that 
diligently.” I want to tell you this, I would 
drop off our daughter at high school and I 
would say “Enjoy learning,” and I would 
get that look, like, “Dad, what are you 
talking about?” It’s really that part. You 
always want to learn. You always want 
to excel, because the sooner you travel 
that road, the avenues and the horizon 
just expand significantly. So I think, I 
feel very grateful for all the support that 
I got, because it was also because I was 
very focused on what I wanted to do and 
the work ethic was strong.

And I actually, as I look back to some 
roles where you’re even guiding some 
of the younger analysts, there’s always 
what I would see is there is a certain 
amount of hunger and progression that 
I want to do something else. And one 
piece of advice I would always give 
them, is just make sure whatever job 
you’re in, you do that in the best possible 
manner. And that is the best way you will 
get the job you really want to do in the 
long run. Every job, everything you do is 
a stepping stone in the learning process. 
The sooner you pick that up, the better 

you will have your path laid out for you 
down the road as well.

STEWART: That’s fantastic advice, 
I love that. I can’t thank you enough 
for being on today. If you don’t know 
Sanjay Chawla, I’m here to tell you, 
it’s a joy. We haven’t known each other 
very long, but you’ll never meet a nicer 
or smarter guy. And I really appreciate 
you taking the time and fitting us in 
this time around. So Sanjay, thanks so 
much. Thanks for being here. Thanks 
for listening. My name is Stewart Foley 
and this is the Insurance AUM Journal 
Podcast. 

Sanjay Chawla is senior vice president and 
chief investment officer at FM Global, one of 
the world’s largest commercial and industrial 
property insurers, where he manages all the 
company’s investment functions. Assets 
managed include general account and 
pension assets, combined total in excess of 
$20B. He is based in Waltham, Mass., USA. 

Chawla joined FM Global in March 2018 
from Raytheon Company where he was 
vice president and chief investment officer, 
responsible for pension assets investments. 
Investment management responsibilities 
included portfolio construction and asset 
allocation across public and private markets, 
risk management, operations, ongoing 
performance and managers’ monitoring and 
diligence.

Prior to that, Chawla worked for Dow Chemical 
for 18 years and held various leadership 
roles in portfolio investments, treasury, risk 
management and corporate finance. Roles 
included global asset allocation, enterprise-
wide and financial risk management, 
and corporate finance at the corporate 
headquarters in Michigan, USA, and during 
expatriate assignments in Asia.

He received an MBA from Virginia Polytechnic 
Institute and State University, Va., USA, and 
a bachelor’s degree in commerce (honors) 
from Shri Ram College of Commerce, Delhi 
University, India.  He has also completed 
executive education programs led by Duke 
Corporate Education, Thunderbird and Indiana 
University.
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1Corporate Credit & Monetary Financing: 
A New Era in US Fed Policy

Are we witnessing a paradigm shift in 
how market participants should view 
US monetary and fiscal policy? Fixed 
Income Investment Director Amar 
Reganti and Investment Analyst Caroline 
Casavant look at the Fed’s latest actions 
in the context of that critical question. 

In the latest example of the Federal 
Reserve (Fed)’s unprecedented 
intervention in financial markets, the 
central bank directed an additional 
US$2.3 trillion of support toward:

• Support of fiscal programs; 
• Extension of existing special-
purpose vehicles (SPVs) to help the 
corporate and ABS markets; and 
• Backstopping the municipal debt 
market.

It is difficult to overstate the importance of 
these developments. A month ago, it was 
unthinkable that the Fed would purchase 
ETFs, much less high-yield corporate 
debt. The line between the private and 
the public sector has continued to blur, as 
has the distinction between the Fed and 
the Treasury. What’s more, the conflation 
of monetary and fiscal policy has not 
been confined to the US, as the Bank 
of England (BoE) recently announced 
that it would explicitly fund government 
spending in the UK. This move, while 
considered temporary and reminiscent of 
actions taking during the global financial 
crisis, is likely to provide a tailwind to 
US proponents of monetary financing 
via “minting the coin.” 

The details of these programs and 
their potential implications are outlined 
below.

EXTENSION OF PMCCF, SMCCF, 
AND TALF
The Fed provided updated term sheets 
for the Primary Market Corporate Credit 

Facility (PMCCF), the Secondary Market 
Corporate Credit Facility (SMCCF), and 
the Term Asset Lending Facility (TALF). 
As in the case of the Commercial Paper 
Funding Facility (CPFF), the updated 
term sheets provide more support for 
markets than the initial iterations did 
and allow the Fed to purchase lower-
quality debt than it ever has before. The 
aggregate size of the three facilities was 
expanded to US$850 billion, while the 
equity investment of the Treasury also 
increased to US$85 billion in credit 
protection.

The Fed expanded the universe of 
eligible bonds that the PMCCF and the 
SMCCF can purchase. Most notably, 
the Fed can now purchase BB- or better 
subinvestment-grade corporate credit 
that was recently downgraded (bonds 
otherwise known as “fallen angels”). 
The Fed extended the collateral eligible 
for TALF, including AAA commercial 
mortgage-backed securities (CMBS) 
and AAA collateralized loan obligations 
(CLOs).

SUPPORT FOR FISCAL 
PROGRAMS: PPP
The Fed announced that it will support 
a fiscal initiative called the Paycheck 
Protection Program (PPP) through the 
Paycheck Protection Program Liquidity 
Facility (PPPLF). The PPPLF will extend 
credit to all depository institutions that 
originate PPP loans on a nonrecourse 
basis, taking Paycheck Protection Loans 
(PPLs) as collateral. The PPL is a loan 
facility created by the federal government 
intended to incentivize small businesses 
to avoid layoffs during the COVID-19 
crisis. The facility provides loans to 
small businesses and then forgives those 
loans if the companies keep employees 
on the payroll for eight weeks.

SUPPORT FOR FISCAL 
PROGRAMS: MSLP
In addition to supporting the PPP, the 
Fed created an SPV to purchase the loans 
issued by eligible lenders associated 
with the Main Street Lending Program 
(MSLP). The Fed’s role in this facility 
is largely operational. The SPV was 
created with a US$75 billion equity 
investment from the Treasury and can 
issue up to US$600 billion in credit. The 
MSLP allows depository institutions, 
bank holding companies, and savings 
and loan holding companies to make 
loans to companies that employ at least 
10,000 people and have revenues of less 
than US$2.5 billion. As participants in 
the program, eligible loan issuers retain 
a 5% share in the loans they issue, with 
the Fed’s SPV purchasing the other 95%.

A MUNICIPAL SECURITIES 
BACKSTOP
The Fed created the Municipal Liquidity 
Facility (MLF), an SPV intended to 
provide US$500 billion to municipalities. 
The facility was created with a US$35 
billion equity investment from the 
Treasury. The MLF exists to purchase 
debt directly from US states,1 counties 
with a population of at least two million, 
and cities with a population of at least one 
million. The Fed also opened the door to 
further intervention by suggesting it will 
monitor developments in the secondary 
markets.

A STEP BACK: THE BIG PICTURE
It’s easy to get lost in the details of 
what’s occurred over the past few weeks. 
The Fed has:

• Created at least nine legally 
distinct SPVs using its emergency 
powers outlined by Section 13(3) 
of the Federal Reserve Act: the 
CPFF, MLF, MMLF, MSELF, 

Wellington Management
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PDCF, PMCCF, PPPLF, SMCCF, and TALF;
• Published multiple term sheets for the new facilities 
created, each of which has different pricing and terms;
• Extended existing dollar swap lines;
• Created a new repo facility accessible to foreign monetary 
authorities;
• Cut the target range for the federal funds rate to the zero 
lower bound (ZLB); and
• Committed to unlimited purchases of Treasuries, agency 
MBS, and agency CMBS.
Put simply, the Fed has surpassed even the limits sent on 

March 23 for its direct support of financial markets. And the 
coordination between the Fed and the Treasury has reached its 
highest level since World War II. In the short term, these actions 
will support market functioning and help to avoid the worst 

economic outcomes that might have occurred amid COVID-19. 
They reflect a core function of the Fed: It’s essentially “a bank 
for the Treasury.” The Fed is serving an important operational 
role on behalf of the US government, similar to its role as the 
auction manager of Treasury debt.

It’s increasingly difficult to argue that monetary and fiscal 
policy exist separately. The evolving needs of the economy have 
necessitated a holistic approach to the nation’s management of 
assets. This evolution has been occurring for years and will 
only continue. The market barely moved when the BoE agreed 
to monetary financing. That’s because direct monetarization of 
debt is not much different from quantitative easing, which has 
already been going on for years.

In short, we are witnessing a paradigm shift in how market 
participants should view monetary and fiscal policy.
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The 4th LP: Investing Between The Silos

By any metric, it has been a great run in buyout PE over the past 
20 years. Strong performance relative to public markets over 
this period has driven impressive industry growth with buyout 
NAV at $1.7T as of the end of 20181. The performance has 
attracted a wave of capital. Dry powder in the space in excess of 
$700B represents almost 3X the LTM deal volume2. Rising PE 
allocations have driven valuations up as more capital competes 
for deal flow. As a result, it has been a great “seller’s market” 
with consistently strong investment returns. But what happens 
when a sponsor is not a seller but a committed “buyer” of a 
portfolio investment they have been managing for a few years? 
An approach often utilized to further invest in performing 
assets is to scale platform companies with acquisitions. While 
this approach has been 
around since the early days 
of PE, it’s use has grown 
strongly in popularity. 
Add-ons have grown from 
representing about 35% of 
buyout transactions in the 
early 2000’s to almost 60% 
in 20181. See exhibit 1.

Further, 26% of add-ons 
in 2018 represented the 4th 
or later add-on acquisition 
for a platform company2. 
The appeal of the approach 
is clear. In the current 
environment of robust 
valuations, often the strategy 
can be a way to average 
down the entry valuation 
of the portfolio company 
by taking advantage of the 
markets tendency to assign 
larger companies higher 
multiples. See exhibit 2.

Seeking ways to capture 
more of the return potential 
from emerging performers 
remains a priority for 
sponsors. Examining buyout 

performance at the deal level helps explain why. Over the past 
20 years, 29% of deals have been either written down or written 
off3. We believe this is a reflection of the inherent information 
asymmetry which characterizes the initial acquisition of a 
portfolio company – it is very difficult to fully capture the 
risk profile of a company until you have owned it for a few 
years. On the other hand, around 30% of deals have generated 
a return on invested capital of 2X or greater, and close to 20% 
have generated a 3X return to investors. See exhibit 3.

Another emerging trend is to extend the holding period for strong 
performing assets. One example of this trend is the increasing 
popularity of partial exits. In an environment characterized by 

robust valuations and strong 
competition for deals, GPs 
are reticent to sell a company 
they believe may have further 
upside potential. Partial exits 
allow the GP to take some of 
their chips off the table while 
booking a partial return and 
distribute capital to LP’s. 
Further, the sponsor is able to 
maintain their control stake 
in the asset and continue to 
execute on their value creation 
thesis. 

While there are a variety 
of capital sources available 
to sponsors to support these 
transactions, funding has 
primarily been sourced from 
platform company operating 
earnings and additional debt, 
supplemented by fund reserves 
set aside by the sponsor. Each 
of the traditional external 
capital sources has unique 
advantages but also certain 
disadvantages that may limit 
the attractiveness to the 
sponsor. 
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EXHIBIT 1: Global Add-Ons As a % of Platforms

Source: Pitchbook as of 2018

EXHIBIT 2: BO Exit Multiples By Ebita Cohorts

Source: Pitchbook as of 2018

1Pitchbook as of 2018. 2Bain 2019 Private Equity Report. 3Hamilton Lane 2018/2019 Market Overview.
Past performance is not indicative of future results. No assurance is provided that any investment objective will be achieved. This material is for informational 
purposes only and sets forth our views as of this date.  The underlying assumptions and these views are subject to change without notice.



One of the obvious sources of follow-on capital to continue 
backing emerging performers early in the life of the fund 
would be the LPs in that fund. After all, they know the sponsor 
as well as the company. 

Among the challenges associated with this option is the 
conflict in setting the valuation on a transaction between a 
sponsor and the LPs invested in the platform via the fund. 
Even a LP with a distinct co-investment and/or secondary

vehicle may struggle with the conflict of negotiating with 
an affiliated entity that has a LP position. In speaking with 
sponsors, these opportunities are often missed as a result of 
their discomfort with the embedded conflict and optics of what 
looks like an “inside deal”. 

Another alternative may be to invite a competitor (another 
buyout sponsor) to invest in the asset. Sponsors are often hesitant 
to pursue that alternative due to the need to share governance rights 
and potential misalignment on exit timeframes. See exhibit 4.

We believe this may be one of the factors driving the growth 
of full exits represented by sales to other sponsors. In 2018, 
almost 1/3 of buyout exits were sponsor-to-sponsor sales – 
often a smaller sponsor selling a strong performer to a larger 
sponsor able to further invest in the asset. See exhibit 5.

A sponsor contemplating the full exit of an asset that they 
believe has further upside potential presents an attractive 
opportunity. Providing incremental non-control capital 
backing strongly performing assets to fund add-ons and/or 
partial liquidity can enable a sponsor to further invest in and 
extend their hold period in their emerging performers in order 
to capture more of the return potential of their best assets.

From the perspective of the capital provider, the strategy 
may have key risk mitigating elements: 

• Reduced information asymmetry associated with 
investing in seasoned platforms backed by incumbent 
control sponsors 
• A shorter path to exit as a result of investing in the asset 
“mid-hold”
• The ability to negotiate a transaction structure that 
bridges the potential misalignment of interests associated 
with coming into a strongly performing asset at a stepped 
up valuation and balances the interests of all parties – the 
sponsor, the fund LP’s, the platform as well as the capital 
provider.
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EXHIBIT 3: Average Distribution of Deal MOIC (Mulitple on 
Invested Capital? By Fund Vintage

Source: Based on Cambridge Associates data from funds closed between 
1996-2015 (2018) US and developed Europe buyouts (by deal count). Past 
performance is not a reliable indicator of future results.

EXHIBIT 4: 

Source: DWS 2019 For illustrative purposes only.

Past performance is not indicative of future results. No assurance is provided that any investment objective will be achieved. This material is for informational 
purposes only and sets forth our views as of this date. The underlying assumptions and these views are subject to change without notice.

EXHIBIT 5: Global Buyout-Backed Exit Value

Source: Bain 2019 Global Private Equity Report



In the current environment, the large silos of dry powder 
backing traditional primary buyout investments and end-of-
life focused secondary strategies are driving robust valuations 
and strong competition for deal flow. In our view, focusing on 
opportunities between these silos to invest in performing mid-
life portfolio companies is an attractive emerging opportunity 
in a less competitive space in the private market ecosystem. 
Effectively, this is a strategy that allows a manager to navigate 
into strongly performing private market companies with 
material further upside. Further, we expect to see opportunities 
of this character increase further still in a downturn as sponsors 
seek to support their best assets in a more capital constrained 
environment. See exhibit 6.

For control sponsors, the appeal of investing further in 
emerging performers is stronger than ever. A sponsor we 
visited with recently stated “we would prefer to continue 
to invest in our best assets than exit and reinvest capital in 
the current valuation environment.” Providing sponsors the 
capital to pursue that strategy is, in our view, a compelling 
opportunity which we expect to scale meaningfully, supported 
by the secular industry trends of increasing add-on activity and 
sponsor-to-sponsor exits.
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EXHIBIT 6: Opportunity ‘Between The Silos” of Dry Powder 

Sources: 1Bain 2019 Private Equity Report; 2Greenhill Cogent; Q1 2019 
3Pitchbook as of 2018; 4Credit Suisse 2018 Report on Secondaries
For illustrative purposes only

Kumber Husain, Head of Private Equity Solutions-Americas
Audie Apple, Investment Specialist-Private Equity 
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Making Insurance Assets Work Harder 
with a Tactical Credit Allocation

The Covid 19 pandemic has helped cause a global recession 
and a corresponding dramatic decrease in government yields. 
Just under $10 trillion dollars in global government debt 
is currently trading with negative yields, with the average 
yield across the $32.5 trillion of US, Japan, Europe and UK 
government debt at only 28 basis points (bps). This reflects 
central banks’ efforts to stimulate growth and a pandemic 
infused flight to quality as investors sold risky assets to buy 
government debt. Both the 10-year and 30-year US Treasurys 
hit new all-time lows in March 2020.

Despite continued low yields, insurers have continued 
their structural commitments to fixed income spread sectors 
for a variety of reasons, including asset liability management 
(ALM), regulatory constraints and capital preservation 

requirements. However, the yield erosion has been painful. 
Consider some current data points relative to those of 10 years 
ago: 

• 21% decline in book yield: 5.3% to 4.2%1 
• Dramatically flatter yield curve: spread between 
2-year and 10-year Treasurys down from 281 to 42 basis 
points—providing little yield advantage in longer-dated 
securities.2 

LIMITATIONS OF A BROADER INVESTMENT 
UNIVERSE 
In response to these market dynamics, or maybe despite 
them, insurers have explored yield-boosting strategies, 
including increasing allocations to lower-quality fixed income 

(BBBs and non-investment 
grade), private debt/equity, 
real estate, commercial 
mortgages, infrastructure 
and other more esoteric asset 
classes. 

While many of the 
newer, more obscure 
sectors can potentially offer 
advantageous risk and return 
tradeoffs and correlation 
dynamics, another aspect of 
them can weigh on results. 
Significant institutional 
buying can contribute 
to supply and demand 
imbalances and lead to 
further spread compression 
and lower expected returns. 
As the famous investor 
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KEY TAKEAWAYS

• Globally, government bond yields are at historically low levels—$10 trillion with negative yields. 
• Covid 19 pandemic has provided a truly exogenous shock to the global economy and helped drive the global credit cycle 
into a downturn regime.
• The pandemic response contributed to credit spreads increasing dramatically, while government yields decreased, resulting 
in unchanged or lower credit yields across most US investment grade fixed income sectors.
• Insurance companies are left still grappling with the challenge of meager yield potential as they strategically allocate large 
percentages of assets to investment grade fixed income spread sectors. 
• We believe insurers’ existing assets could work harder through incorporation of a tactical credit portfolio within their strategic 
asset allocations. 

EXHIBIT 1: Yields vs Market Size Across Fixed Income

Source: Bloomberg, Barclays, JP Morgan as of 3/31/2020. Size represents market value of the index. Yield represents 
yield to worst. Past performance is no guarnatee of future results. All indices are unmanaged and do not incur fees. 
You cannot invest directly in an index.
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Barton Biggs said once, “There is no asset class that too much 
money can’t spoil.”3 After many years of this challenging 
investment environment, numerous insurers are at risk limits 
and have pushed into sectors that are capacity-constrained. 
They have essentially turned over every rock (sector) they can 
find to help enhance potential portfolio yield and return. While 
at the time of this writing it is too soon to analyze the results 
from this push into diversifying asset classes, there will likely 
be portfolio stress in illiquid private markets caused by the 
Covid-19 exogenous shock.

Strategic asset allocations use longer time period 
assumptions, however there are often potential shorter-term 
market opportunities or dislocations that can appear. These 
opportunities may not align with a predetermined strategic 
asset allocation. Additionally insurers’ investment approval 
processes have response time limitations.

The pandemic has helped the global economy to slide into 
recession. The reaction of global markets was a dramatic sell 
off in all risk assets. On February 29, the US corporate bond 
index yield was 2.47%, 23 days later it was 4.72%, a 90% 
increase. This presented a potential opportunity for insurers. 
However, only 23 days after this event the US corporate bond 
index yield fell back to 2.97%, a 37% decrease. Insurers have 
many constraints on their investment portfolios that would 
limit rapid movements in large changes in their portfolio. 
However a tolerance for a small position within the overall 
portfolio could allow for these more tactical opportunities to 
be used to seek added value in the insurer’s portfolio. 

This leads us to the question, “can insurers’ existing assets 
work harder?” We believe they can by incorporating a tactical 
credit portfolio within a strategic asset allocation framework. 

TACTICAL CREDIT ALLOCATION: HELPING 
INSURANCE ASSETS WORK HARDER 
Insurers regularly determine strategic asset allocations based 

on the economic environment and asset opportunities relative 
to risk tolerances and their business needs. This is done within 
ALM, regulatory and business constraints. Typically, the 
resulting strategic allocation centers largely on investment 
grade fixed income, with lesser investments in non-investment-
grade sectors and alternatives, such as private equity, real 
estate and commercial mortgages. 

The table in Exhibit 2 highlights how various fixed income 
sectors’ total returns have performed in different parts of the 
economic cycle.

Based on the potential for different sector total returns 
across the economic cycle, we believe that insurers should 
consider incorporating a tactical portfolio within their overall 
strategic asset allocation. The intention would be for the 
tactical portfolio to dynamically shift among investment 
grade and non-investment grade sector betas. Within the non-
investment grade credit sectors, the portfolio would have the 
flexibility to invest in sectors such as BB/B high yield corporate 
credit, emerging market debt, bank loans, collateralized loan 
obligations and high yield securitized credit. In our view, this 
could be done in an attempt to increase total return potential 
while maintaining a risk profile similar to that of the strategic 
asset allocation. 

Consider a hypothetical insurer that has the ability to 
dynamically allocate across investment grade credit, bank 
loans and high yield credit. We assume the insurer has a 
strategic fixed income portfolio allocation of 90% investment 
grade and 10% non-investment grade. The illustration in 
Exhibit 3 is a snapshot of how the strategic portfolio could be 
structured before and after a tactical credit allocation.

REALLOCATING A TACTICAL CREDIT PORTFOLIO 
We assume the following analysis begins in the late-cycle stage 
of the credit cycle and the hypothetical portfolio is reallocated 
based on the economic cycle to capture potential incremental 

market return. The benchmark for 
this tactical portfolio has a static 
allocation of 50% investment grade / 
25% high yield / 25% bank loans. 

We consider four scenarios across 
the economic cycle, defined by Loomis 
Sayles’ global macroeconomics team. 
Since forecasting economic cycles is 
not an exact science, we lagged the 
new allocations by zero, one, two and 
three months after the beginning of the 
cycle. For example, if the economic 
cycle changed from expansion/late-
cycle stage to downturn in month 12, 
the insurer would not reallocate until 
month 15 in a 3-month lag scenario.
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EXHIBIT 2: Annualized Return 3/31/2000 to 3/31/2020

Source: Loomis Sayles analysis, as of 3/31/2020. Past market performance is no guarnatee of future results. 
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.



The graphic in Exhibit 4 is an illustrative example of 
how a hypothetical tactical portfolio could have been 
allocated during an economic cycle.

With perfect information and timing on the cycle 
shift, the tactical portfolio would have outperformed 
a static allocation by around 1.05%. A more realistic 
scenario assumes identification of a cycle shift within 
three months of its starting point. This would have led 
to approximately 0.63% of incremental performance 
with relatively lower volatility, which we believe is 
significant for a low-return environment. While the 
ability to accurately predict the timing and extent of 
cycle shifts is not possible, the exercise shows the 
impact of tactical allocation during cycle changes.  

OTHER CONSIDERATIONS 
We believe success for these mandates would hinge 
on the ability of a tactical portfolio manager to 
accurately forecast an economic cycle shift and 
position a portfolio effectively. Other dimensions 
that would need to be considered when implementing 
a tactical allocation include the impact of realized 
gains/losses, book yields and transaction costs. Our 
research suggests that tactical portfolios may not 
exhibit substantial turnover as the economic cycle 
has shifted a mere eight times in the past 20 years. 
Further, since “credit repair” and “recovery” tactical 
credit portfolios have the same allocations, only six of 
the cycle changes would have resulted in reallocations 
within the portfolio. 

We believe an insurer who marginally loosens 
allocation constraints would have the potential to 
generate meaningful incremental return with a slightly 
improved level of portfolio risk. 
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EXHIBIT 3: Hypothetical Allocation to Tactical Credit

Source: Loomis Sayles. For illustrative purposes only. The information is not intended to 
represent any actual portfolio.

Source: Loomis Sayles analysis, as of 12/31/2019. Inv. grade corp. = ICE BofA US 
Corporate Index, high yield corp = ICE BofAML US High Yield Index, bank loans = S&P/
LSTA Bank Loan Index. This material is provided for informational purposes only and 
should not be construed as investment advice. Investment decisions should consider the 
individual circumstances of the particular investor. This reflects the current opinions of the 
authors and views are subject to change at any time without notice. Other industry analysts 
and investment personnel may have different views and opinions. See Disclosures for 
dates of cycle stages.

EXHIBIT 5: 20 Years Ending 3/31/2020 Hypothetical Tactical Credit Portfolio

Source: Loomis Sayles analysis, as of 
3/31/2020. All return information shown 
is hypothetical and is being provided 
for illustrative purposes only. The use of 
hypothetical return examples has inherent 
limitations. They are created after periods 
shown and therefore could be deemed 
to have elements of “backtesting” as they 
are derived from the retroactive application 
of a model with the benefit of hindsight. 
Hypothetical results do not reflect all 
material economic and market factors that may have affected investment decisions if these were actual accounts. The hypothetical results do not reflect the impact of 
actual trading which may affect the price and availability of securities, nor do they reflect the impact of management fees, brokerage fees or commissions and other 
expenses. We make no representation that this represents the actual or expected return of any portfolio and you should expect actual performance to differ. You 
cannot invest directly in an index. Investments carry the possibility for loss as well as profit. Historical returns are no guarantee of future results.

EXHIBIT 4: Hypothetical Tactical Portfolio Asset Allocation
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CAPITAL CONSUMPTION 
We acknowledge that the described tactical allocation could 
increase the capital consumption requirements. Current 
regulations could require a large increase in risk-based capital 
consumption for US insurers moving from investment grade 
to non-investment grade bonds (see Exhibit 6). For example, 
a Ba1 bond results in over three times the capital consumption 
for a life insurer than a Baa3, which is only one rating notch 
higher.

The NAIC C-1 Working Group has proposed a new set of bond 
factors for life insurers. The implementation date has not been 
set for the new rules, but we would not be surprised if there 
is a renewed push given the expectations around downgrades 
in Baa rated securities. The change should reduce the ratings’ 
cliffs shown in the table (Exhibit 7). Further, the new charges 
should utilize more granular rating buckets to determine the 
corresponding charge. 

The table in Exhibit 7 shows dramatic increases for low 
single-A-rated bonds and low-Baa-rated securities. Notably, 
there will be sizable decreases for many non-investment grade 
buckets, such as the B1 bucket that would decrease from 10% 
to 6.35%. 

This change in the capital consumption landscape could 
enable portfolio managers to tactically allocate across 
investment grade and non-investment grade sectors more 
efficiently in terms of use of capital per unit of risk, return or 
yield. We believe the change has the potential to expand the 
opportunity set for allocations in a tactical credit portfolio.

CONCLUSION 
In the midst of the pandemic-induced downturn and continued 
low yield environment, we believe a tactical credit portfolio 
is worth consideration as part of an overall strategic asset 
allocation. We believe a tactical credit approach has the 
potential to: 

• Enhance portfolio return, 
• Leave overall portfolio risk dynamics unchanged, and 
• Not dramatically alter the RBC capital consumption 
of the asset portfolio—especially when the revised Life 
NAIC RBC C-1 charges go into effect. 

EXHIBIT 6: Current US National Association of Insurance Com-
missioners (NAIC), Risk-Based Capital Bond Charge

Source: US NAIC, as of 12/31/2019.

EXHIBIT 7: NAIC Proposed Pre-Tax Life C-1 RBC Bond Charges 
Risk-Based Capital Bond Charges

Erik Troutman, CFA, FSA, MAAA
Insurance Strategist - Custom Income Strategies

Pramila Agrawal, PHD, CFA
Portfolio Manager, Director of Custom Income Strategies

Colin Dowdall, CFA
Director of Insurance Solutions



ENDNOTES 
1 Source: Standard & Poor’s Global, NAIC 
Statutory Data: Gross Yield – Bonds. Data as 
of 12/31/2018 (most recent data available) 
compared to data as of 12/31/2009. 
2 Source: Bloomberg US Treasury Curve 
#111. Data as of 12/31/2019 compared to 
data as of 12/31/2009. 
3 Bloomberg.com, 12/2/2019. 

DISCLOSURE 

Regime periods as shown on the credit 
cycle chart are determined by Loomis 
Sayles based on a variety of subjective and 
objective factors, including past economic 
and asset performance metrics. Views and opinions expressed reflect the current opinions of the investment team, and views are subject to change at any time 
without notice. Other industry analysts and investment personnel may have different views and opinions.

Diversification does not ensure a profit or guarantee against a loss. 

Past market experience is not a guarantee of, and not necessarily indicative of, future results. 

This paper is provided for informational purposes only and should not be construed as investment advice. Opinions or forecasts contained herein reflect the 
subjective judgments and assumptions of the authors only and do not necessarily reflect the views of Loomis, Sayles & Company, L.P. Investment recommendations 
may be inconsistent with these opinions. There is no assurance that developments will transpire as forecasted, and actual results will be different. Data and analysis 
does not represent the actual or expected future performance of any investment product. We believe the information, including that obtained from outside sources, 
to be correct, but we cannot guarantee its accuracy. The information is subject to change at any time without notice. 

This document may contain references to third party copyrights and trademarks, each of which is the property of its respective owner. Such owner is not affiliated 
with Loomis, Sayles & Co, L.P. (“Loomis”) and does not sponsor, endorse or participate in the provision of any Loomis Sayles funds or other financial products. 

LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US Patent and Trademark Office.
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Estimating the Capital Exposure to Fallen Angels:
An Insurer’s Perspective  

Like all investors, insurers are currently grappling with an 
economic and market downturn caused by the COVID-19 
pandemic, the likes of which haven’t been seen since the 
global financial crisis. Of particular interest to insurance CIOs 
is the degree of BBB-rated exposure – which has increased 
substantially in recent years – and the threat of widespread 
downgrades and the corresponding impact to Risk Based 
Capital (RBC). While this concern is valid, we believe the 
likely impact in the months and years ahead won’t be as dire 
as some insurers fear.

INCREASE IN BBB EXPOSURE
First one must acknowledge the significant increase in BBB 
exposure in recent years. Currently BBB-rated bonds constitute 
just over 50% of the investment grade universe, compared to 
about 25% in the 1990s and about 35% just before the 2008-09 
crisis1. Because most insurers rely heavily on BBB corporate 
bonds as their portfolio’s core building block2, the Life industry 
average as of year-end 2018 (most-recent available) was 25% 
of invested assets, while P&C and Health averaged 10-11% -- 
this results in a significant exposure to potential downgrades. 
The concern is heightened by the fact that investment RBC 
charges increase substantially when moving from investment 
grade to high yield, as indicated in table 1. Many experts 
worry that a wave of downgrades from investment grade into 
high yield territory will overwhelm the high yield market and 
produce a vicious cycle of forced sales by ratings-conscious 
investors, leading to further spread widening, increasing 
market-wide sales pressure further, causing RBC levels to 
skyrocket, and so on. This scenario is certainly possible – but 
is it likely?

There is little doubt that with an economic slowdown caused 
by COVID-19, downgrades will increase. However, it is 
important to acknowledge that the bulk of these downgrades 
will likely be issuers that were already below investment 
grade before the slowdown; by definition, these issuers’ 
creditworthiness is more challenged than their investment 
grade counterparts irrespective of the economic backdrop. 
Underscoring this, recently S&P noted that roughly 80% of the 
ratings action taken since early February have been on issuers 
that were already considered high yield. While this warrants 

close monitoring as well, high yield exposure is quite low 
throughout the insurance industry, representing less than 5% 
of invested assets.3 

DOWNGRADES IN RECESSIONS
Returning to the BBB-rated cohort, one could examine 
downgrade experience in past recessions to estimate what 
may happen following the COVID-19 experience. In the table 
2 below, we have analyzed Moody’s data from 3 previous 
recessions – 1990, 2001, and 20084 – and we have added an 
even more conservative scenario assuming twice as many 
downgrades as the worst experienced in these three recessions. 
A few things are striking about these results: first, the insurance 
industry is very highly capitalized going into this economic 
slowdown. Second, P&C and Health companies have very 
little sensitivity to downgrades compared to Life because 
their initial BBB exposure is lower and RBC charges do not 
increase as much from BBB to BB. And third, even assuming 
significant downgrades do occur, RBC multiples are likely to 
remain strong.
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1Source: Moody’s Data Report, Global corporate ratings transitions during recessions, 10/14/2019
2Source: SNL, as of 12/31/2018
3 Source: SNL, as of 4/28/2020
4Moody’s methodology examines monthly cohorts throughout the recessionary period and reports results for the worst-performing cohort (i.e. the cohort with the 
worst 12-month rating drift).

Life P&C Health

BBB (NAIC 2) 25.3% 10.3% 10.8%

BB (NAIC 3) 2.4% 1.3% 1.9%

B (NAIC 4) 1.1% 1.0% 1.3%

TABLE 1: Portfolio Exposure 
(% OF 2018 INVESTED ASSETS)

Life* P&C Health

BBB (NAIC 2) 1.30% 1.00% 1.00%

BB (NAIC 3) 4.60% 2.00% 2.00%

B (NAIC 4) 10.00% 4.50% 4.50%

RISK BASED CAPITAL 
(RBC) C1 CHARGES

*pre-tax



In addition to the RBC estimates above, it is important to 
recognize the efforts being made by policymakers to limit the 
economic harm from the COVID-19 pandemic. In the U.S., 
the Federal Reserve (“the Fed”) has undertaken a number of 
aggressive measures including slashing interest rates, providing 
massive liquidity, purchasing new corporate bonds via the 
Primary Market Corporate Credit Facility, and purchasing 
existing corporate bonds and bond ETFs via the Secondary 
Market Corporate Credit Facility. And in a second round of 
measures, the Fed has changed its terms on the corporate 
buying program to include fallen angel debt. If a company was 
rated BBB before March 20, 2020 and is now rated BB- or 
higher, it is eligible for this program. Meanwhile, the federal 
government has passed a $2 trillion relief package to help 
families, education and public health groups, businesses, and 
state & local governments. 

This should not be viewed as a call for complacency; it is 
clear the COVID-19 pandemic is unlike anything experienced 
in recent memory, and the economic consequences will be 
significant. Likewise, it is important to acknowledge that while 
this analysis holds many other factors constant, in reality there 
are myriad ways insurers’ capital levels are being affected 
in the current environment. But we do believe insurance 
companies are well-positioned to manage through this crisis, 
and rather than implementing large adjustments in credit 
portfolios immediately, it may be best for insurers to continue 
monitoring developments and selectively adjusting exposures 
as conditions evolve.

Estimating the Capital Exposure to Fallen Angels: An Insurer’s Perspective (cont.)
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1990 2001 2008 2x worst

BBB (NAIC 2) 8.4% 7.4% 5.4% 16.8%

TABLE 2: Downgrades - Worst 12m Cohorts 
from prior recessions

Life P&C Health

Initial 420% 308% 313%

Assuming 1990 downgrades 405% 308% 313%

Assuming 2001 downgrades 406% 308% 313%

Assuming 2008 downgrades 409% 308% 313%

Assuming 2x worst case 390% 308% 313%

RBC MULTIPLES

Source: Moody’s Data Report, Global corporate ratings
 transitions during recessions, 10/14/2019

Peter Miller, CFA®, FSA, Insurance Research Strategist, Invesco Investment Solutions
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EXHIBIT 1: SECTOR CONCENTRATION IN DIVIDEND PAYERS
Relying heavily on high yield sectors such as financials, energy, industrials and consumer 
discretionary has proven detrimental to yield and performance.

SOURCE: Northern Trust Asset Management, dividend payers in MSCI World Index, dividend contribution as of April 30, 2020, 
performance and dividend cuts (indicated  annual dividend) from January 31, 2020 to April 30, 2020.
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How to Invest in Dividend Equities Now

Companies globally are slashing 
dividend payments as they face a 
combination of declining revenues 
and regulatory measures discouraging 
dividend payments. Not surprisingly, 
companies are now prioritizing liquidity 
and solvency over returning capital 
to shareholders. We think investors 
can alleviate this problem with an 
investment approach that addresses 
two key aspects of dividend investing 
that can help maintain healthy dividend 
yields, even in this environment.

DIVIDEND OUTLOOK: DIFFICULT 
BUT NOT DIRE
The sharp drop in economic activity 
has significantly worsened the cash 
flows of several companies, making it 
difficult for them to sustain dividend 
payments. Further, regulators have 
been encouraging companies, in 
particular banks, to curtail dividends 
and support the broader economy and 
restricting companies benefitting from 
government liquidity programs from 
paying dividends.  As a result, investors 
are bracing for dividend cuts, with 
dividend futures as of April indicating 
cuts of 20% for companies in the S&P 
500 Index and 40% for companies in 
the Eurostoxx 50 Index by the end 
of 2020.  

The degree of dividend cuts 
is likely to differ across sectors, 
regions and companies, depending 
on their sensitivity to economic 
decline and the regulatory measures. 
The challenge is that companies 
that have historically been reliable 
dividend payers over the years—
such as those in the energy, 
financial, consumer discretionary, 
and industrials sectors—are 
particularly susceptible to the 
deterioration in the underlying 

business prospects and/or the impact 
of regulatory measures. These sectors 
contributed half of the income received 
from MSCI World Index prior to the 
onset of the coronavirus crisis. Since 
then, a large majority of companies 
that have cut their dividends within the 
MSCI World Index are concentrated in 
those sectors. 

This may sound altogether dire for 
investors looking to dividend strategies 
for both income and total returns. 
However, we believe that dividends can 
be a steady source of investor return, 
even during times of stress. A thoughtful 
approach to portfolio design can help 
dividend investors navigate the current 
environment and achieve their income 
and return objectives.

For investors looking to maintain 
a healthy level of dividend income, 
we have two key recommendations: 
1) diversify the source of dividends 
across sectors, regions and individual 
companies and 2) integrate a view of 
company’s ability to sustain and grow 
dividends by looking at its quality.

DIVIDEND DIVERSIFICATION
Traditionally, in order to achieve 
income objectives, dividend strategies 

have focused on the high income 
payers. High-dividend payers tend to 
be concentrated in mature industries, so 
certain sectors and regions tend to have 
higher payouts than others.  This results 
in significant concentration of sector 
and regional bets that adds to the risks 
but not necessarily to the returns.

Relying heavily on one or two sectors 
for dividends can expose investors to 
significant risks. This was the case during 
the 2008 global financial crisis, when 
financial companies cut dividends by 
about 60%. In the current environment 
as well, two-thirds of dividend yield for 
high income payers comes from four 
sectors where dividends are most at risk 
and have significantly underperformed.

We believe that there is no need 
to take significant sector biases in a 
dividend strategy as higher dividend 
yield relative to that of the cap–weighted 
index can be achieved through an 
efficient dividend strategy that sources 
its income from all sectors. Dividend 
payers exist across sectors and a more 
balanced approach to dividend investing 
can help avoid the unintended risks of 
sector biases that may be helpful in the 
short term but are uncompensated over 
the long run.  

5
Northern Trust Asset Management



How to Invest in Dividend Equities Now (cont.)
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In a similar manner, dependence on specific regions 

for dividends can prove destabilizing. On a global basis, 
dividends have historically remained stable. However, there 
can be significant regional variations. In 2015, emerging 
markets and Europe ex-U.K. dividends declined by 10% and 
U.K. dividends fell 22%. However, higher dividends in North 
America and Asia counterbalanced these declines, resulting in 
only a 2% decline in global dividends for the year.

Historically, Europe tends to have higher yields than other 
regions, so a number of dividend strategies are significantly 
overweight to Europe. For global dividend strategies, 
reliance on the European region for dividends had resulted 
in underperformance over last decade as European equities 
lagged U.S. equities. In this environment as well, dividends 
cuts have been deepest in Europe on account of local regulatory 
measures and the economic deterioration.

Over the long run, it is evident that the regional bias has 
added to the risks but not to the returns. In summary, a high 
income portfolio that avoids unintended sector and regional 
biases and diversifies its sources of income is essential to avoid 
the adverse impact of dividend concentration in the portfolio. 
The lower the concentration to the source of income, the lesser 
the dividends are at risk.

QUALITY: KEY TO DIVIDEND SUSTAINABILITY
Successful dividend investing has always been about 
identifying companies who can consistently pay and grow 
dividends over the long-term.  In other words, seeking out 
dividend payers without considering future ability to maintain 
them is akin to buying high yield debt without considering its 
default likelihood.  

Many times, higher yield is the result of a price decline. 
Seemingly cheap high-yielding stocks may be yield traps, as 
their attractive yield is the result of markets pricing in their 
impaired fundamentals such as lower sales, profits and cash 
flows. It has been observed that such price declines generally 
precede dividend cuts.  For example, for companies in the 

top decile of dividend yield, their one-year forward dividend 
yield is 75% lower than their one-year trailing dividend yield, 
indicating that a number of them are yield traps.

We believe that investors should take a holistic view to 
judge sustainability of dividends and avoid yield traps. They 
should focus on high quality companies, looking at companies’ 
management efficiency, profitability, and cash flows to help 
determine financial sustainability.

In comparison to peers, high quality companies tend to 
be more profitable, have more conservative balance sheets 
and generate higher cash flows, all which are important to 
protecting a company’s dividend relative to peers during times 
of stress.

CONCLUSION: DESIGN IN DIVIDEND STRATEGIES 
MATTERS
Dividend investing has been popular for decades, and has only 
become more so in recent times as yields from fixed income 
markets have continued their secular decline and economic 
growth expectations have shrunk. However, not every dividend 
strategy will meet the investor’s expectations, as we are in an 
environment that will separate the wheat from the chaff, when 
it comes to dividend payers.

In our dividend strategies, we diversify income sources 
and avoid heavy reliance on certain sectors or regions. We 
focus on high quality companies because our research shows 
their dividends tend to be relatively more sustainable during 
times of stress. When investing in any strategy, we feel it is 
essential to focus on the areas where investors are getting paid 
to take risks, and avoid taking risks where investors are not 
getting paid. This philosophy applies particularly well to high-
dividend yielding strategies.

EXHIBIT 2: EUROPE: HIGH YIELD BUT LOWER RETURNS
European high dividend-paying stocks have higher yield but have 
lagged in return over the last 10 years.

SOURCE: Factset, MSCI. March 2010 to March 2020, MSCI World Index.

EXHIBIT 3: QUALITY AND DIVIDEND CUTS 
The highest quality companies (first and second quintiles) have cut 
dividends less severely than the lower quality companies.

SOURCE: Northern Trust Asset Management, FactSet, January 31, 2020 to 
April 30, 2020 Average dividend per share reduction sorted in quality quintiles 
for MSCI World Index. Dividend per share for an equally weighted portfolio in 
each quintile.
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IMPORTANT INFORMATION. 
This material is provided for informational purposes only. Information is not intended to be and should not be construed as an offer, solicitation or recommendation 
with respect to any transaction and should not be treated as legal advice, investment advice or tax advice.

All material has been obtained from sources believed to be reliable, but the accuracy, completeness and interpretation cannot be guaranteed. The opinions 
expressed herein are those of the author and do not necessarily represent the views of Northern Trust. Information contained herein is current as of the date 
appearing in this material only and is subject to change without notice.

Excerpts reprinted with permission from Northern Trust Asset Management. Read the full article, How to Invest in Dividend Equities Now, and important disclosures 
at: pointofview.northerntrust.com.

© 2020 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A. 

Michael Hunstad, Ph.D.
Head of Quantitative Strategies
Northern Trust Asset Management



INTRODUCTION
In our first report in 2015, we used historical trends to project 
that insurance companies would double their use of exchange-
traded funds (ETFs) in five years. Now five years later, usage of 
ETFs in insurance general accounts has indeed doubled since 
2015. In the one-year period ending Dec. 31, 2019, insurance 
companies increased their ETF assets under management 
(AUM) by 16% to reach USD 31.2 billion. We saw companies 
increase their use of Equity and Fixed Income ETFs. While the 
overall use of ETFs increased, we did observe some parts of the 
industry that had been active in using ETFs pull away. Although 
the use of Fixed Income ETFs increased, the use of Systematic 
Valuation (SV) declined.1

OVERVIEW 
As of year-end 2019, U.S. insurance companies had USD 31.2 
billion invested in ETFs. This represents a tiny fraction of the 
USD 4.4 trillion of ETF AUM and an even smaller portion of the 
USD 6.7 trillion in admitted assets of U.S. insurance companies. 
Exhibit 1 shows the use of ETFs by U.S. insurance companies 
over the past 16 years. (See Exhibit 1.)

After declining slightly in 2018, insurance ETF usage grew 
by 16% in 2019. Indeed, the growth in usage had consistently 
remained in the mid-teens for the past decade, as seen by the 
compound annual growth rate (CAGR) over 1-, 3-, 5-, and 
10-year periods (see Exhibit 2). This roughly equates to the 
doubling of ETF AUM every 4.5 years. (See Exhibit 2.)

Unlike ETF AUM, the amount of ETF shares held by 
insurance companies declined—albeit by only 0.6%—for 
the first time since 2007. However, as Exhibit 3 shows, the 
number of ETF shares used by insurance companies has grown 
substantially over the past 16 years. (See Exhibit 3.)

We used a linear regression to model the growth of ETF 
AUM and shares in insurance general accounts.2 These models 
accurately fit the historical growth of ETFs by insurance 
companies (see Exhibits 5 and 6).

ANALYSIS BY SIZE
In this section, we analyzed the use of ETFs by different 
groupings of insurance companies. In particular, we looked 
at whether size, ownership structure, or types of insurance 
underwritten affect the use of ETFs.3

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 9).

In 2018, we observed Large companies exit ETFs. While 
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S&P Dow Jones Indices

Exhibit 1: ETF AUM Growth

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Chart is provided for illustrative purposes.

Exhibit 2: CAGR of ETF AUM

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Chart is provided for illustrative purposes.

Exhibit 3: ETF Share Growth

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Chart is provided for illustrative purposes..
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ETF AUM increased for companies of all sizes in 2019 (see 
Exhibit 10), Large and Small companies continued to sell ETF 
shares (see Exhibit 11).

Interestingly, Small companies sold ETFs broadly in 2019, 
while Large companies added Fixed Income ETFs (dark blue) 
and sold Equity ETFs (yellow) (see Exhibit 12).

While Large companies have historically had the largest 
number of ETFs in the industry, in 2019, Mega companies 
surpassed them in terms of AUM. However, as a percentage of 
admitted assets, the use of ETFs remained inversely proportional 
to size (see Exhibit 13).

SYSTEMATIC VALUATION
Systematic valuation (SV) is a book-value-like accounting 
treatment that has the potential to reduce income volatility in 
statutory filings. Of the USD 8.5 billion in Fixed Income ETFs, 
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Exhibit 5: Linear Regression of ETF AUM 

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Chart is provided for illustrative purposes.

Exhibit 6: Actual and Modeled ETF Shares

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Chart is provided for illustrative purposes.

Exhibit 9: ETF AUM and Admitted Assets by Company Size

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Charts are provided for illustrative purposes.

Exhibit 10: ETF AUM by Company Size

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Chart is provided for illustrative purposes.

Exhibit 11: CAGR of ETF AUM and Shares by Company Size

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Charts are provided for illustrative purposes.
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Exhibit 12: Change in ETF Shares Held by Small and Large 
Companies

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Charts are provided for illustrative purposes.

Exhibit 13: ETF AUM and ETFs as a Percentage of Admitted 
Assets by Company Size

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Charts are provided for illustrative purposes.

Exhibit 64: SV Designation for Fixed 
Income ETFs

Source: NAIC via S&P Global Market Intelligence. 
Data as of Dec. 31, 2019. Charts are provided for 
illustrative purposes.

Exhibit 65: Historical SV Designation for Fixed Income ETFs

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. 
Chart is provided for illustrative purposes.

Exhibit 66: SV Designation for Fixed Income ETFs by 
Company Type, Ownership Structure, and Size

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. Chart is provided for illustrative 
purposes.

insurance companies designated 19% as SV (see Exhibit 64).
In 2019, SV designation decreased from 2017 and 2018 (see 

Exhibit 65).
Life companies used more SV ETFs than Health or P&C 

companies. Medium and Mega companies were the biggest SV 
users. Stock companies designated funds as SV more often than 
other company types (see Exhibit 66).

ETFs with a specific year maturity were the only maturity type 
to have a majority of the holdings designated as SV. Investment 
Grade ETFs had a higher use of SV than High Yield and Blend 
ETFs. Finally, Broad Market ETFs had the least SV designation, 
while Other ETFs had the most (see Exhibit 67).
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This is an excerpt of the S&P Dow 
Jones Indices report ‘ETFs in Insurance 
General Accounts.’ Read the full report 
on S&P DJI’s website. 

Register to receive our latest research, 
education, and commentary at on.spdji.
com/SignUp.

1 This report is presented as of year-end 2019. As the markets have changed dramatically in the Q1 2020, we will publish a report analyzing the Q1 2020 
transactions once the data is processed. 
2 See Appendix 2 in the full version of the report.
3 See Appendix 1.1 for definitions of size and ownership structure in the full version of the report. 

Raghu Ramachandran, Head of Insurance Asset Channel, raghu.ramachandran@spglobal.com

GENERAL DISCLAIMER

Copyright © 2020 S&P Dow Jones Indices LLC. All rights reserved. STANDARD & POOR’S, S&P, S&P 500, S&P 500 LOW VOLATILITY INDEX, S&P 100, 
S&P COMPOSITE 1500, S&P MIDCAP 400, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, S&P TARGET DATE INDICES, 
GICS, SPIVA, SPDR and INDEXOLOGY are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P”). DOW 
JONES, DJ, DJIA and DOW JONES INDUSTRIAL AVERAGE are registered trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These 
trademarks together with others have been licensed to S&P Dow Jones Indices LLC. Redistribution or reproduction in whole or in part are prohibited 
without written permission of S&P Dow Jones Indices LLC. This document does not constitute an offer of services in jurisdictions where S&P Dow Jones 
Indices LLC, S&P, Dow Jones or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain 
custom index calculation services, all information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity or 
group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties and providing custom calculation 
services. Past performance of an index is not an indication or guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable instruments based 
on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment vehicle that is offered 
by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones Indices makes no assurance that 
investment products based on the index will accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not 
an investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing in any such investment fund or other 
investment vehicle. A decision to invest in any such investment fund or other investment vehicle should not be made in reliance on any of the statements 
set forth in this document. Prospective investors are advised to make an investment in any such fund or other vehicle only after carefully considering the 
risks associated with investing in such funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of 
the investment fund or other investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate 
the impact of any tax-exempt securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a security within 
an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be investment advice. 

These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources believed 
to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, research, valuations, model, software 
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Exhibit 67: SV Designation Allocation by Maturity, Credit Quality, and Bond Type

Source: NAIC via S&P Global Market Intelligence. Data as of Dec. 31, 2019. Chart is provided for illustrative 
purposes.
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or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-engineered, reproduced or distributed in any form or by 
any means, or stored in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be used 
for any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P Dow Jones Indices 
Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for 
any errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN “AS IS” 
BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, 
ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS 
OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE 
OR HARDWARE CONFIGURATION. 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.

S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence and 
objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not available to other 
business 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 
advisers, 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.
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