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E3: Achieving long-term capital efficient growth 

for insurers
Agenda:

• Abstract

• Managing assets for insurers

• Why equities?

• Introduction to Diversified Growth strategies (DGS)

• Risk analysis and performance

• DGS within a regulatory framework

• Conclusions

• Q&A
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Abstract

• Key points:

1. Risk assets such as equities are expected to provide attractive returns over the long-term 
but can show significant volatility at certain times and are subject to large drawdown events

2. Protection strategies can be used to mitigate some of the downside risk but often cause a 
significant performance drag

• Presentation:

– We take a closer look at diversified growth strategies which aim to actively allocate between 
asset classes to provide the benefits of diversification whilst seeking to mitigate against 
significant downside events

– We discuss the practical problems for insurers seeking to monitor these strategies, including 
the complex exposures and the appropriate regulatory treatment
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Managing assets for insurers

1. Liquidity management 

portfolio:

Cash flow management

2. Core portfolio:               

Liability 

management

3. Growth portfolio: 

Volatility 

management

Absolute 
return

Money market 
funds

• Managing day-to-day and 

unexpecte d cash flows

• Money market funds offer  

liquidity and capital efficiency

Gov
bonds

• Capital efficient long-term 

growth with low volatility

• Increased diversification and 

capital efficiency

• Portfolio tailored to client’s 

liabilities and objectives

• Low yield environment means 

need to increase r isk profile

Cash

IG corporate 
bonds

Equities

Emerging 
markets

High yield

Illiquid 
credit

Other

Property
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3. Growth portfolio: 

Volatility 

management

• Capital efficient long-term 

growth with low volatility

• Increased diversification and 

capital efficiency

Other
Absolute 
return

Managing assets for insurers

Equities Property

Diversified growth 
strategies

1. Liquidity management 

portfolio:

Cash flow management

2. Core portfolio:               

Liability 

management

Money market 
funds

• Managing day-to-day and 

unexpecte d cash flows

• Money market funds offer  

liquidity and capital efficiency

Gov
bonds

• Portfolio tailored to client’s 

liabilities and objectives

• Low yield environment means 

need to increase r isk profile

Cash

IG corporate 
bonds

Emerging 
markets

High yield

Illiquid 
credit

palette for  PowerPoint presentations

G52  B88

G171  B22

G150  B184

Secondary colour palette

Primary colour palette

G69  B72

G163  B42

0 G132  B82

G179  B162

G156  B200

G179  B225

G118  B207

G70  B147

G69  B140

G30  B69

G116  29

R63  G69  B72

Why equities?

• Asset class performance 1998-2018, using suitable proxies for:

1. Cash (USD)

2. US bonds

3. US TIPS

4. US high yield

5. Emerging markets (USD)

6. US equities

7. Developed market equities

8. Emerging market equities

9. Commodities

10. Property
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Introduction to DGS
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: Insight, annualised returns. For illustrative purposes only.
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Introduction to DGS
Core principles

• Diversification across asset classes

• Active management across asset classes over time

Dynamic asset allocation
(within a risk framework)

Access a broad set
of return sources

A smoother return path

• Reduced volatility and more stable outcomes for insurers
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DGS seek a more stable growth profile

• The challenges of equity 
investment:

– Dependant on a narrow set 

of drivers of return

– Reliance on market 

direction to be the primary 

driver of return

– Dependant on (limited) 

diversification to help 

protect downside

– Long-term outcome highly 

variable based on timing

– Inherent volatility built 

into strategy
Equity risk Diversified Growth Strategy

Traditional equity 

approach

DGS aim to produce a 

more stable profile

R
e
tu

rn
 

o
n
 i
n
v
e
s
tm

e
n
t

Investment objective

e.g. cash +4% (net of fees) pa

For illustrative purposes only.
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Return 

dr ivers

Idiosyncratic

alpha

Introduction
Variations of DGS

• Blending ‘traditional’ risk premia with alternative sources of potential return provides:

– a broader opportunity-set from which to generate potential return

– greater diversification than being reliant on either one on its own

A dynamic 

blend

Diversified 

beta

accessing 

traditional 

r isk

premia

Diversified long beta, 

(fair ly static asset 

allocation)

Alpha

and 

alternative

r isk premia

focused
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Directional trades are attractive 

when markets are trending up

Opportunities for alternative less 

directional strategies increases when 
markets are falling and more volatile

Introduction to DGS
Investing across a broad opportunity set

Traditional (directional) r isk premia Alternative (less directional) r isk premia

Com m odi ties

Real
es tate

High
y ie ld

Inv es tment
grade

SECOND VERSION OF 
THIS CIRCLE CHART 

SHOULD IT BE 
REQUIRED*

*Commodities & RE are 
traditional directional risk 
premia so should be in 
green palette on the see-

Commodities

Real

estate

High

yield

Investment

grade

Government

bonds

EMD

Equities

Directional
Less

directional

Dividend

Relative

value

Range

boundBreakout

Infra-

structure

Absolute

return
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• Diversification

– Not just across traditional asset classes but also by blending 

directional and less-directional sources of potential return

• Dynamic asset allocation

– Aiming to benefit from directional trends in asset classes 

when the investment environment is conducive to good 

performance and avoid assets when the opposite is true

• Downside risk management

– Aims to preserve capital and thereby improve the 

distribution of our returns

• Outcome

– Attractive risk-adjusted returns over the medium term
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Twelv e m onth returns

Insigh t b road opportun ities s tra tegy

G lobal  equ i ties

• Disciplined strategy offer ing flexibility, transparency and r igorous r isk control

Please refer  to the r isk disclosures at the back of this document. As at 28 February 2018. No investment 
strategy or risk management technique can guarantee returns or eliminate risk in any market environment. 
Chart shows distribution of gross returns for an example Diversified Growth strategy, since 31 December 
2004. Returns shown as gross in USD. Global equities represents MSCI World (Total Return, local currency). 

A better distribution of returns

Example DG strategy
Targeting attractive returns

Ex am ple DG s trategy
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Investment process
A robust, transparent investment process

Highly cyclical
e.g., equities

Anti-cyclical
e.g., Gov. Bonds

Total return 
strategies

e.g., relative value

Minimise trading costs 

What do we like
How do we 

own it
Risk considerations

Asset class level risk 
management 

Individual position risk 
management 

Valuations

Economics

Market
positioning

Key drivers

Directional

Less-directional

Diversified portfolio r isk

Multiple dr ivers 

of return

Directional and less 

directional exposures

Focus on capability 

palette for  PowerPoint presentations

G52  B88

G171  B22

G150  B184

Secondary colour palette

Primary colour palette

G69  B72

G163  B42

0 G132  B82

G179  B162

G156  B200

G179  B225

G118  B207

G70  B147

G69  B140

G30  B69

G116  29

R63  G69  B72

Gov
Investment 

Grade
High Yield

Emerging 

Markets
Commodities

Real Estate &

Securitised 

Credit

Infrastructure
Dividend 

Futures

Range Bound 

Strategies

Breakout 

Strategies: 

Upside

Breakout 

Strategies: 

Downside
Global

S&P 500
DJE50 Div 

Future Dec18

US Equity 

Downside

US Equity 

Upside

US Equity 

Downside

4.1 0.5 0.2 2.1 -1.3
European Equity UK Equity Downside (RB)

DJE50
DJE50 Div 

Future Dec19

Emerging 

Market Equity 

Downside

European 

Equity Upside

European 

Equity 

Downside

4.3 1.0 0.1 0.9 -0.7
UK Equity EM Equity Upside EM Equity Upside

FTSE 100
DJE50 Div 

Future Dec20

Chinese 

Equity 

Downside

UK Equity 

Upside

German Equity 

Downside

4.3 1.0 0.6 1.0 -0.5

Nikkei
French Equity 

Sideways

Italian Equity 

Upside

UK Equity 

Downside

2.1 0.6 0.9 -2.3

Asian Futures

Australian 

Equity 

Sideways

Spanish Equity 

Upside

US 10yr 

Upside

2.1 0.3 0.7 2.0

Emerging 

Equity

Japanese 

Equity Upside

US Long Bond 

Upside

4.2 0.7 0.7

Chinese Equity 

Upside

0.5

Emerging 

Market Equity 

Upside

1.1

Cash

Fixed Income

Equity

Real Assets Total Return Strategies

Relative Value Absolute Return 

Expressing equity market views
Methods of implementation

Specifically targeted

equity positions

2

Broad equity positions

1

Please refer  to the r isk disclosures at the back of this document. Note: Example DG strategy. Numbers in 
brackets are used to denote gross exposure values. Cash: Includes cash at bank, FX forwards and money 
market instruments. Positions shown at the end of March 2018.
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Gov
Investment 

Grade
High Yield

Emerging 

Markets
Commodities

Real Estate &

Securitised 

Credit

Infrastructure
Dividend 

Futures

Range Bound 

Strategies

Breakout 

Strategies: 

Upside

Breakout 

Strategies: 

Downside
Global

Insight Global 

ex UK Gov 

Bond

Insight UK 

Corp Bond (All 

Mat.)

iShares Euro 

High Yield ETF

BNY EM Corp 

Bond Fund

Securitised 

Credit Portfolio

1.9 0.7 2.0 0.3 1.7  ( 0.7 )  ( 12.3 )

Insight UK Gov 

Bond (All Mat.)

BNY Euro 

Credit Fund

iShares USD 

High Yield ETF

iShares JPM $ 

EMD ETF

0.2 0.2 1.9 5.1 0.0  ( 7.8 )

Insight UK Gov 

Bond (Long 

Mat.)

iShares iBoxx 

£ ETF

iShares EM 

Local Gov 

Bond ETF

0.4 2.2 3.4

US Gov Bond 

Futures

iShares Euro 

Credit ETF

2.5 2.8

UK Gov Bonds
iShares US IG 

ETF

US 10yr 

Upside

1.9 3.0 2.0

German Gov 

Bond Futures

US Long Bond 

Upside

2.5 0.7

Italian Gov 

Bond Futures

1.5

Spanish 10yr

1.5

US High Yield 

Upside

2.1

US Inflation 

Linked Bond / 

UST Future

Global HY / 

Global IG Spread

Cash

Fixed Income

Equity

Real Assets Total Return Strategies

Relative Value Absolute Return 

Expressing bond and currency market views
Methods of implementation

1
Broad fixed income positions
• Market

• Duration

2

Specifically targeted 
fixed income and 

currency positions

**ROSS**
Paste as enhanced metafile to keep pack size low!

Please refer  to the r isk disclosures at the back of this document. Note: Example DG strategy. Numbers in 
brackets are used to denote gross exposure values. Cash: Includes cash at bank, FX forwards and money 
market instruments. Positions shown at the end of March 2018. 
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 %

Diversified sources of risk
Portfolio risk profile

Please refer  to the r isk disclosures at the back of this document. Source: Insight as at 31 March 2018. 
Three years of daily data for realised annualised volatility of current individual positions compared to the 
strategy’s expected annualised volatility.
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Dynamic asset allocation
Asset allocation can change significantly over time

Financial

cr isis

European 

sovereign cr isis

‘Taper 

Tantrum’

‘Global

growth scare’

Cyclical

upswing

Please refer  to the r isk disclosures at the back of this document. Positions are shown on a net basis as at 
31 March 2018. ¹ Cash: Includes cash at bank, FX forwards and money market instruments.
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Example DG strategy
Targeting a smoother journey towards cash +4% (pa) returns

Strategy performance against target since inception

Strategy objective 
(cash +4% pa)

Please refer  to the r isk disclosures at the back of this document. As at 31 March 2018. Gross returns, 
rebased to 31 December 2004, when example strategy was initiated. The long-term track record of the 
example strategy has a base currency of USD. Cash represents 3 Month USD Libid. Indices shown as Total 
Return. The global equities index is shown to illustrate the strategy’s volatility against equities. 

Example DG strategy
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Performance  of example DG strategy
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: Insight, annualised risk-adjusted returns.
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Diversified sources of return
Attribution of return illustrates the potential benefit of inv esting across a 

wide range of assets

Please refer  to the r isk disclosures at the back of this document. This attribution is for the period 7 
September 2009 to 31 March 2018 (numbers are gross, based on GBP performance ). Data is weighted 
absolute performance in %. 
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DG strategy performance characteristics
Peak to trough analysis

• How has the DG strategy behaved during large global equity market 

declines? (defined as falls in excess of 5%) 

• The dynamic asset allocation of DG strategy steers investments away 

from poorly performing assets, helping reduce drawdowns

• There is a high 79% R2*  between MSCI World peak to trough declines 

of 5% or more for the past 10 years suggesting a high correlation 

between large equity market falls and negative returns in the strategy

• However, the extent of the DG strategy declines is much reduced

• As the chart opposite illustrates, the slope of the trend line between 

equity market declines and DG strategy declines ‘only’ has a slope of 

30%

– Over the 19 occasions in the last 10 years that we have experienced 

these large declines, our sensitivity has averaged 30%

Please refer  to the r isk disclosures at the back of this document. Source: Bloomberg and Insight 
Investment as at 4 October 2017. Declines are measured as peak to trough for the MSCI World and for an 
example DG strategy separately to maximise declines and provide an unbiased  comparison. *  R-squared is a 
statistical measure of how close the data are to the fitted regression line. 0% indicates that the model explains 
none of the variability of the response data around its mean. 100% indicates that the model explains all the 
variability of the response data around its mean.

Example DG strategy vs MSCI World in equity market sell offs
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Ex am ple DG s trategy has 
30% s ensi tiv ity to

M SCI World  for significant 

dec l ines

There  is  a 79% R2 between 
M SCI World  decl ines  (of 5% or 
m ore) and DG s trategy decl ines
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DG for Insurers

Ongoing reporting:

• Full look-through at all levels:

– factsheets for external exposures

– table of market volatility and correlation parameters

– stress testing

– indicative SCR calculation under Solvency II standard formula approach
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Example DG strategy: Solvency II SCR analysis
Multi-asset low volatility strategy

As at 31 December 2017. These estimates are based on Insight’s interpretation of Solvency II regulation.
These estimates are indicative and cannot be used for the purpose of determining actual capital requirements.
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• Technical provisions

• Minimum Capital 

Requirements Solvency 

Capital Requirements

• Disclosure requirements

• Transparency

• Information flows

• Internal controls

• Own Risk and Solvency 

Assessment (ORSA)

• Supervisory review

Quantify risk Report riskManage risk

Investment r isk

Supporting our insurance clients

• Our understanding of your 

business and the regulatory 

environment

• Capital efficiency

• Mandate constraints

• Data flows

• Examples:

– Quantitative Reporting 

Template (QRT)

– Tripartite template (TPT)

• Look-through on collective 

investments

• Governance process and 

controls

• Insight risk management 

capabilities

• Transparency

Investment strategy 

implications and 

requirements
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Conclusions

• Equities have the potential to produce attractive returns, particularly over the long term

• However, equity return distributions have long tails:

...and annual returns can be volatile from year to year

• There is significant drawdown risk in the short term:

...which might be reflected in regulatory / rating agency / risk capital models

• Diversified Growth strategies aim to produce similar long-term returns to equities:

...but with lower volatility and reduced downside risk

...by investing in a much more diversified portfolio

...and actively managing the allocations over time

...and which has the potential to deliver better returns on a risk-adjusted basis
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04 May 2018

Expressions of individual views by members of the Institute and Faculty of 
Actuaries and its staff are encouraged.

The views expressed in this presentation are those of the presenter.

Questions Comments
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Biography

Simon Richards, FIA – Head of Insurance Solutions

Simon joined Insight’s Financial Solutions Group in June 2008. He is now Head of Insurance 

Solutions in the Client Solutions Group and has overall responsibility for the design, 

implementation and monitoring of investment strategies for insurance clients.

Simon works closely with the relevant portfolio managers to ensure that the investment 

solutions are tailored to the needs of each client and remain effic ient and appropriate given 

changing market conditions and evolv ing regulatory requirements. He began his career in 1994 

and has held actuarial positions at NPI, Pearl Group and at JPMorgan, where he was 

responsible for structuring derivative solutions to UK and European insurance companies. 

Simon holds a BSc (Hons) in Mathematics from the University of Exeter and is a Fellow of the 

Institute of Actuaries in the UK.

Important disclosures
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• Past perf orma nce is not indi cat ive o f f ut ure re su lts . I nve stm ent i na ny s trate gy i nv olve s a risk o f l os s w hi ch may partly be

due to exchange rate fluctuations.

• The p erfo r manc e res ults s how n, w heth er ne t o r gros s o f inv est men t man ag em ent fee s, r eflec t t he rein vest me nt of di vide nds an d/o r

incom e an d ot he r ea rnin gs. Any gro ss of f ees p erf or ma nce d oes not incl ud e fee s an d cha rg es an d th ese c an h ave a ma teri al

detrimental effect on the performance of an investment.

• Any ta rget pe rfo rm anc e ai ms a re not a g ua ran tee, m ay n ot b e ac hiev ed and a c apital l oss may occ ur. St rat egies whic h ha ve a hig he r

perf or ma nce aim g ene rally tak e mo re risk to achi eve this an d s o have a g reat er po ten tial f or th e r etu rns to be sig nifica ntly diffe ren t

than expected.

• Portfolio holdings are subject to change, for information only and are not investment recommendations.

Associated investment risks
Multi-asset

• Derivati ves ma y b e us ed to ge ner ate re tur ns as well as to red uce cos ts a nd/ or the ov erall risk of t he po rtfoli o. Usi ng deriv ative s ca n

involve a hi ghe r level of ris k. A small m ove me nt in the p rice of a n un derl ying inv est men t may r esult in a di spr opo rtio nat ely larg e

movement in the price of the derivative investment.

• Investments in bonds are affected by interest rates and inflation trends which may affect the value of the portfolio.

• The investment manager may invest in instruments which can be difficult to sell when markets are stressed.

• Property assets are inherently less liquid and more difficult to sell than other assets. 

The valuation of physical property is a matter of the valuer’s judgement rather than fact.

Risk disclosures
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This doc u men t is a fina ncial pr om otio n a nd is no t inv est me n t

advice.

This d ocu me nt m ust n ot be u sed f or th e pu rp ose o f an off er o r

solicita tion i n any j uris dictio n o r in a ny circ u msta nce s in whic h

such o ffe r or s olicita tion is u nlaw ful or oth erwis e no t pe rmi tte d .

This do cu me nt s ho uld no t b e d uplic at ed, a me nde d or fo rwa rde d

to a third party without consent from Insight Investment.

Insig ht do es no t pro vide t ax or le gal ad vice to its clie nts a nd a ll

invest or s are s tro ngly u rg ed t o s eek p ro fessi on al advic e

regarding any potential strategy or investment.

Fo r a f ull lis t of ap plica ble risk s, an d bef or e i nve stin g, i nve sto rs

sho uld re fer t o t he Pr osp ectu s or ot he r offe rin g doc um ent s .

Please go to www.insightinvestment. co m.

Unless o the rwis e s tat ed, t he so urc e of inf or ma tion a nd a ny

views and opinions are those of Insight Investment.

Telephone calls may be recorded.

For cl ie nt s and pr os pe cts of I nsi ght I nve stm en t

Ma na gem ent ( Gl obal ) L imit ed : Iss ue d by Insi ght Inv est me n t

Ma nag e men t (Glo bal ) Li mit ed. Re gist er ed i n En gla nd an d

Wales. Re gist er ed offi ce 16 0 Qu een Vict oria Str ee t, Lo ndo n

EC4V 4LA; registered number 00827982.

For c lie nt s a nd pr os pe cts of Insi gh t I nve stm ent Funds

Ma na gem ent L imit ed : Iss ued by In sigh t Inv est me nt Fun ds

Ma nag e men t Limi te d. Re giste re d in Engl an d an d Wale s .

Regist er ed offic e 160 Q ue en Vic tori a St re et, Lo ndo n EC 4V 4 LA ;

registered number 01835691.

For cl ie nt s and pr os pe cts of I nsi ght I nve stm en t

Int ernati onal Limi te d: I ssu ed by Insi ght Inv est me n t

Inte rn atio nal Limit ed. Re giste re d in En gla nd and Wale s .

Regist er ed offic e 160 Q ue en Vic tori a St re et, Lo ndo n EC 4V 4 LA ;

registered number 03169281.
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