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PRESENTATION 

The value of investments and any income arising from them can go down as well as up and 

investors may not get back the amount originally invested. Past performance is not a reliable 

indicator of future performance. 

 

Andries Hoekema 

Insurance companies invest to generate returns that help them support the pricing and performance of 

their insurance products, so it is very important that they get their investment strategies right.  At HSBC 

Global Asset Management, we want to help insurance companies improve and maximise the 

performance of their investment strategies, so we wanted to find out more about what drives the 

investment strategy decisions for various types of insurance companies.   

 

What we did is we started by looking at four categories of insurance companies: Life and annuity, 

Property and casualty, Reinsurance, and Health. 

 

These are quite distinct categories that have distinct business models and from there we then looked 

into a variety of countries where we have data available to see what asset allocation looks like for these 

different insurance companies.  We found quite significant differences even within the same category of 

insurance company across countries, and we have come to the initial conclusions that there are four 

main drivers for these differences. They are regulation and taxation, also the historical availability of local 

investment options in each country, and the development of expertise around investing in such 

categories, and then there can also be competitive dynamics on the product side, on the side of the 

products that insurance companies sell.  So we will look into these four categories of insurance 

companies and see a little bit more about what these differences are and what explains them.   

 

So we start by looking at life and annuity insurers.  What distinguishes these most is the long-dated 

profile of their liabilities, on the contracts as they are written for annuity and life insurance, so their 

investment strategies are completely focused on these liabilities, on the long duration of these liabilities.  

And what you see is that they put together investment strategies to support these, they like to buy 

investments that are yield focused, that have a very long maturity and they like to be buy-and-hold 

investors.  Ideally, life insurance companies look for stable predictable cash flows that hold for a long 

period of time and they are happy to buy investments on a buy-and-hold basis.  And you can see the 

importance of this approach in the difficulty that many of them, at the moment, in finding investments that 
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have these characteristics that provide significant yield for a long period of time, to cover the promises 

that they have made to policyholders, for policies maybe written decades ago.  They are very, very long-

dated policies.    

 

So let's look at some of the differences that we see in different countries and we will start by using an 

example in the U.S..  In many countries, life insurance companies have traditionally been large buyers of 

Government bonds.  In the U.S., they are not.  They own 10 times as much in terms of corporate bonds 

as they own Government bonds on their balance sheet.  So why would that be the case?  A good way to 

start explaining this is to look at regulation.  The way regulation works in the U.S. is that anything above 

a A-rating has the highest corporate rating in terms of the regulations and, basically, that means that 

insurance companies there, life insurance companies at least, are incentivised to go down the credit 

spectrum a little bit to get better yield because it doesn’t cost them any more regulatory capital.  Another 

example you can find by looking at Germany.  In Germany, you see significant allocations to local debt 

instruments, “Pfandbriefe” or covered bonds and “Schuldscheine” or local loans.  Obviously, German 

insurance companies had long exposure to this asset class, there is good local availability of these types 

of investments, and they have developed expertise over the years to invest in these assets and to book 

them and deal with them properly.  And when you look at the country next door in the Netherlands, you 

don’t see any of these allocations.  Instead, what you see is a significant allocation to Dutch residential 

mortgages.  Again, an example of home bias, but this one is a little bit more interesting in that it has 

been a recent development.  They have gone from pretty much nothing to a 12% allocation for life 

insurance companies, and this is partly driven by regulation, essentially meaning that banks have to hold 

more capital these days against these mortgages, whereas insurance companies under Solvency II are 

finding these assets attractive to hold, and at the same time, there has been some other competitive 

dynamics going on in the insurance market itself.  Insurance companies have become active in the 

pensions buyout business and they are finding that by buying portfolios of mortgages, they can put 

attractive returns against these portfolios of pensions that they want to buy out, and be more competitive 

in that particular market.  In addition, of course, Dutch borrowers are quite sensitive to good attractive 

rates for very long periods of time in the mortgage market.  So these things combine to create significant 

shifts in asset allocation, driven by local competitive dynamics.   

 

Next, we will look at property and casualty insurers.  These have much more short-dated liability profiles.  

Typically, they expect to see their claims being paid out of running premium, and so the investment 

portfolio has a different type of role.  In fact, what you see is that they will invest mostly in liquid assets 

and liquidisable assets, as you might say.  So, essentially, they will have more cash in their allocations 

and they will have more allocations to instruments that can be readily liquidated, and not so much an 

investment profile that has lots of illiquid investment in it.  That is to be expected, but still you will see 
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many differences between countries, even within this particular category, and let’s look at, again, a few 

of these differences starting with the U.S..   

 

We will look at two different things about U.S. P&C insurance companies.  Firstly, you can see that they 

are heavy investors in equities.  Quite significant, nearly 30% of their assets are in equities.  That is not 

normal for many insurance companies, and clearly, this is driven by regulation.  In the U.S., property and 

casualty insurance companies have a regulatory capital cost of equities that is nearly half of what it 

would be for life insurance companies.  Clearly, that is a significant driver.  Another very interesting thing 

to see is when you start looking at what is inside the bond portfolio of these insurance companies.  Their 

single largest portfolio driver there is municipal bonds.  In life insurance companies you don’t nearly see 

as many of those and the reason for this is that municipal bonds are mostly tax-free in the U.S. and P&C 

insurance companies benefit more from this tax-free status than life insurance companies would, so tax 

is also a driver of differences in asset allocation, as you can see.   

 

Next, we will have a look at reinsurance companies.  In principle, they are similar to property and 

casualty, but there is a big difference, and that is that they take a different element, a different part of the 

risk spectrum, so you will see that they tend to have even more of an allocation to cash and the simple 

reason behind is that they are expected to see more lumpy outflows, they will only pay out if there is a 

very significant natural disaster or some sort of similar event, and so therefore they need to be even 

more liquid than your property and casualty insurance companies.  Within the reinsurance business, by 

necessity, therefore, it means that the investment returns are less of a driver of competition or of 

competitive power as they could be for other types of insurance companies.  Really, it is all about the 

premium and the business mix.  And another element is that it is harder to compare country-by-country 

and this is because of the nature of reinsurance.  It is a very international business and what you see is 

that it tends to be concentrated in a few specific areas in terms of legal residence.  The nature of the 

business is international, but they are all in the same places like Bermuda and similar locations, so it 

becomes harder to compare country-by-country.  But, in general, you will see them being very liquid and 

have very little long-dated investment, and it is a particular asset allocation structure you will find for 

these insurance companies.   

 

The fourth category that we recognise is health insurance.  It is a granular type of business in terms of 

risk, such as… similar to P&C insurance, but it has got some particular parts to the business model that 

make it different.  So it tends to be the case that health insurance is quite a regulated industry.  

Oftentimes, it is hard or impossible, even illegal, for companies to compete on price in terms of premium, 

so that basically means they will focus on other elements of the service, and you will see this coming 

through in the way they put their asset allocation together.  As a result of the business model, you tend 

to see a split of two-asset allocation within these portfolios.  There is a large allocation to cash and very 
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short-dated instruments to help support the on-going claims payments, and then there is a separate 

investment portfolio, which is there to generate returns to help often finance investment programmes, 

and these investment programmes are often put together, together with some of the care providers that 

they work for, for instance, hospitals; there could be prevention programmes et cetera.  So you see a 

cash allocation and an investment allocation that are quite distinct from each other, and it is a specific 

feature of health insurance companies.   

 

Let's look at two examples of health insurance asset allocation and we will put them together, side-by-

side on the page.  Firstly, there is the U.S., where again you see a significant allocation to equities; this 

will be driven by regulation, as I have explained before, and then you see the Netherlands where there 

are hardly any equities, again driven by regulation; Solvency II is quite expensive in terms of equities.  

Next to that, you see that there is a significant allocation to cash and there is some focus on local 

available instruments, so you will see the split of the two types of asset allocation on one page for 

different countries in different regulations.   

 

So what can we do with these insights?  As previously explained, we have identified four categories of 

drivers of differences between asset allocation in different countries.  So firstly, there is regulation and 

tax.  The second one is the historical availability of investment alternatives in the various countries.  The 

third one is the development of investment expertise in these countries, which is obviously linked to the 

second one.  And then there are the competitive dynamics that you might see on the market side for 

these insurance companies.   

 

Now, let's have a look at an asset allocation in a situation where these constraints don’t exist.  So what 

you see on the screen right now is an asset allocation that is completely unconstrained, it is for a life 

insurance company and all we have done is put together the best risk-adjusted returns and base our 

asset allocation on that, and as you can see, it looks quite a lot different from what you will see in the 

various countries and what we have seen in the pie charts so far.  Based on our understanding from 

these investigations of what drives differences in asset allocation, we can start having a look at which of 

these constraints you need to keep in place, for example, regulation, and what you could do if you take 

away some of the unnecessary constraints.  So what if you removed the constraints around local 

availability or expertise or other constraints.   

 

So in coming videos, we will tell you a little bit more about how we can optimise asset allocation for 

insurance companies of various types and categories if we remove some of these unnecessary 

constraints.   
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For Professional Clients and intermediaries within countries set out below; and institutional 

investors and financial advisors in the US. This document should not be distributed to or relied 

upon by Retail clients/investors. 

 

The value of investments and the income from them can go down as well as up and investors 

may not get back the amount originally invested. Past performance contained in this video is not 

a reliable indicator of future performance whilst any forecasts, projections and simulations 

contained herein should not be relied upon as an indication of future results. Where overseas 

investments are held the rate of currency exchange may cause the value of such investments to 

go down as well as up. Investments in emerging markets are by their nature higher risk and 

potentially more volatile than those inherent in some established markets. Economies in 

Emerging Markets generally are heavily dependent upon international trade and, accordingly, 

have been and may continue to be affected adversely by trade barriers, exchange controls, 

managed adjustments in relative currency values and other protectionist measures imposed or 

negotiated by the countries with which they trade. These economies also have been and may 

continue to be affected adversely by economic conditions in the countries in which they trade. 

Mutual fund investments are subject to market risks, read all scheme related documents 

carefully. 

 

This video is produced by HSBC Global Asset Management (UK) and is only intended for internal use. 

The contents of this video may not be reproduced or further distributed to any person or entity, whether 

in whole or in part, for any purpose. All non-authorised reproduction or use of this video will be the 

responsibility of the user and may lead to legal proceedings.  The material contained in this video is for 

general information purposes only and does not constitute advice or a recommendation to buy or sell 

investments. Some of the statements contained in this video may be considered forward looking 

statements which provide current expectations or forecasts of future events. Such forward looking 

statements are not guarantees of future performance or events and involve risks and uncertainties. 

Actual results may differ materially from those described in such forward-looking statements as a result 

of various factors.  We do not undertake any obligation to update the forward-looking statements 

contained herein, or to update the reasons why actual results could differ from those projected in the 

forward-looking statements. This video has no contractual value and is not by any means intended as a 

solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction 

in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Global 

Asset Management at the time of preparation, and are subject to change at any time. These views may 

not necessarily indicate current portfolios' composition. Individual portfolios managed by HSBC Global 

Asset Management primarily reflect individual clients' objectives, risk preferences, time horizon, and 

market liquidity. 
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We accept no responsibility for the accuracy and/or completeness of any third party information obtained 

from sources we believe to be reliable but which have not been independently verified. 

 

HSBC Global Asset Management is a group of companies in many countries and territories throughout 

the world that are engaged in investment advisory and fund management activities, which are ultimately 

owned by HSBC Holdings Plc. HSBC Global Asset Management is the brand name for the asset 

management business of HSBC Group.  

 

The above communication is distributed by the following entities: in the UK by HSBC Global Asset 

Management (UK) Limited, who are authorised and regulated by the Financial Conduct Authority; in 

France, Belgium, Italy, Luxembourg,Spain, Sweden and the Netherlands by HSBC Global Asset 

Management (France), a Portfolio Management Company authorised by the French regulatory authority 

AMF (no. GP99026); in Switzerland by HSBC Global Asset Management (Switzerland) Ltd whose 

activities are regulated in Switzerland and which activities are, where applicable, duly authorised by the 

Swiss Financial Market Supervisory Authority. Intended exclusively towards qualified investors in the 

meaning of Art. 10 para 3, 3bis and 3ter of the Federal Collective Investment Schemes Act (CISA); in 

Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin; in 

Austria by HSBC Global Asset Management (Österreich) GmbH which is regulated by the Financial 

Market Supervision in Austria (FMA); in Hong Kong by HSBC Global Asset Management (Hong Kong) 

Limited, which is regulated by the Securities and Futures Commission; in Bermuda by HSBC Global 

Asset Management (Bermuda) Limited, of 6 Front Street, Hamilton, Bermuda which is licensed to 

conduct investment business by the Bermuda Monetary Authority; in the, United Arab Emirates, Qatar, 

Bahrain, Kuwait & Lebanon by HSBC Bank Middle East Limited which are regulated by relevant local 

Central Banks for the purpose of this promotion and lead regulated by the Dubai Financial Services 

Authority; in Oman by HSBC Bank Oman S.A.O.G regulated by Central Bank of Oman and Capital 

Market Authority of Oman; in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is 

regulated by the Financial Supervisory Commission R.O.C. (Taiwan); in the US by HSBC Global Asset 

Management (USA) Inc. is an investment advisor registered with the US Securities and Exchange 

Commission;  

 

INVESTMENT PRODUCTS:  

 

 Are not a deposit or other obligation of the bank or any of its affiliates;  

 Not FDIC insured or insured by any federal government agency of the United States;  

 Not guaranteed by the bank or any of its affiliates; and  

 Are subject to investment risk, including possible loss of principal invested. 
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and in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the 

Monetary Authority of Singapore. HSBC Global Asset Management (Singapore) Limited is a Capital 

Market Services License Holder for Fund Management. HSBC Global Asset Management (Singapore) 

Limited is also an Exempt Financial Adviser and has been granted a specific exemption under 

Regulation 36 of the Financial Advisers Regulation from complying with Sections 25 to 29, 32, 34 and 36 

of the Financial Advisers Act), Chapter 110 of Singapore 

 

Copyright © HSBC Global Asset Management Limited 2017. All rights reserved.  No part of this 

publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by any 

means, electronic, mechanical, photocopying, recording, or otherwise, without the prior written 

permission of HSBC Global Asset Management Limited.  

 

 

 


