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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 

Hello, today we present the final instalment of a series of three videos about asset allocation for 

insurance companies. In this video, we move onto the US with its risk-based capital framework. US 

RBC, as it is known, is designed quite differently from other regulatory frameworks, such as Solvency II. 

The basic principle is much more about a run-off situation, basically holding assets until maturity and 

running them off, selling them in a controlled fashion as required if there is a stress situation. Solvency II 

and other systems, by contrast, use a mark-to-market shock to assets as well as the interest rate 

sensitivity of liabilities. This difference is significant and we will see how this impacts asset allocation in 

this video.  

 

In US risk-based capital, there are three categories of risk that are recognised: Asset risk, Underwriting 

risk, and Other risks. 

 

The US has chosen to have three different systems for three different types of insurance companies: Life 

and annuity, Property and casualty, and Health insurance companies. 

 

The basic formula of the RBC capital calculation is the same, but the variables used in each of these 

formulas are not all the same across the three types of insurance companies. In addition, some of the 

shocks that are used are used in only one particular formula and where the shocks are used in different 

formulas, they may not even be the same. For example, equity shocks are not the same for life and for 

property and casualty insurance companies. We looked at the calculations for life and annuity and for 

property and casualty. RBC uses a square root formula that takes between six and eight variables and 

combines them into one formula. Some of these variables are not related to asset investment risk, and 

so what we have done is we have used the aggregate numbers for the industry for these other variables, 

such as underwriting risk and other risks, and we have used them as constant variables against which to 

optimise. Then we have also taken the overall risk-based capital calculation as an industry-wide number 

and we have then started to optimise the asset allocation within this static number of risk-based capital. 
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This then allowed us to also move the risk budget up and down as required, and see what the asset 

allocation would change like in terms of more risky categories or less risky categories of assets.  

 

Under US RBC, there is no currency shock, and so we have not made the distinction between hedged 

and unhedged returns as we have done for Solvency II. The square root formula of RBC provides some 

limited diversification benefit, but not enough to negate the effects of the mean variance optimisation, 

which as we know has the tendency to allocate to the single most attractive asset class. To look after 

this effect and to mitigate it, we have chosen to apply some concentration limits at 50% and at 20% per 

single asset class to see what the effects would be. We ran the optimisations to find the allocations with 

the highest Sharpe ratio for a number of risk-based capital levels. We could make some interesting 

observations. For life insurance companies, the most attractive asset classes appear to be residential 

mortgages, followed by asset-backed securities and investment-grade credit. As we increased the risk 

budget, we started seeing allocations come through for emerging markets debt, as well as emerging 

markets equities. Interestingly, increasing the risk budget also led to increased Sharpe ratios for life 

insurance companies, so the returns were increasing faster than the volatility, which is a positive thing. 

They could use a little bit more risk in their books.  

 

For property and casualty insurance companies, the picture is slightly different. Emerging markets debt 

appears to be the most preferred asset class, followed by residential mortgages and ABS. An interesting 

observation is to see that as you increase the risk budget for property and casualty insurance 

companies, the Sharpe ratios don’t really increase. The risks go up in the same proportion as the 

expected returns.  

 

Overall, there are quite different asset allocations that come out as optimal between life and property 

and casualty insurance companies, showing you the different workings of the same US risk-based 

capital formula for different types of insurance companies. The working paper that accompanies this 

video contains a lot more interesting detail, such as background information on the workings of US risk-

based capital, as well as detailed asset allocation pictures for each of the scenarios that we have 

discussed. Thank you.    

 

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 
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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. 

 

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 



HSBC Global Asset Management   
 

PUBLIC 
    4 of 5 

 

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. 

 

 

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 
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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.  

 

 

 

 

 

 


