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It’s a time of change for insurers. Taken together, low interest rates, 

ageing populations and new regulations are ushering in a new 

normal. This new world requires insurers to revisit their business 

models and demands a fresh, dynamic approach to many areas of 

investing. 

 

Looking first at interest rates, the global financial crisis (GFC) of 2008-2009 acted to accelerate 

even faster the era of lower rates that the pandemic appears to have prolonged. 12-month US 

Treasury yields have plummeted from double digits in the 80s and 90s and over 4% before the 

GFC to close to zero or even negative levels today. 

Turning to demographics, ageing and increased longevity are putting retirement planning under 

the spotlight. In 2018, for the first time in history the number of people over the age of 65 

outnumbered children under five, according to the United Nations1. By 2050, they project that 

there will be twice as many over-65s as children under five. 

Regulatory change 

Equally important is the impact of regulatory change. 2023 will see the introduction of IFRS 17, 

the new accounting standard governing public reporting to shareholders of insurers’ assets and 

liabilities. Meanwhile Risk Based Capital regulations are being implemented across the world. 

These solvency standards clearly impact the ways that insurance companies can deploy risk on 

their Balance Sheets. 

So what does all this mean? For a start, low interest rates and the increasingly demanding 

regulatory regimes have made it more difficult to write guaranteed products, leading to a move to 

investment-linked products. Even so, there remains a need to find ways of delivering investment 

outcomes with a degree of confidence that policyholders continue to demand. 

  

 
1 United Nations. World Population Prospects 2019. https://population.un.org/wpp/Publications/Files/WPP2019_Highlights.pdf 



Insurers need to replicate the experience delivered by guaranteed products but without the 

balance sheet burden of these guarantees. At the same time, policyholders want to buy products 

which are simple and effective in protecting them against capital erosion and which are also 

environmentally friendly, socially responsible and have sound governance credentials. 

Everything suggests that insurers need to consider their strategies for capital, investments and 

products as they enter 2021. Which lines of business should they focus their capital on? What 

kind of investment strategies will deliver investor outcomes in ways that are capital-efficient and 

diversified? And, what products will meet investor demand? We highlight three approaches that 

illustrate how insurers are moving forward in their new normal. 

 

Finding the right approach 

Firstly, revisiting strategic asset allocation is key, partly in reaction to the difficulty of writing 

guarantees. It is rarely a good idea to think about return and capital on their own; insurers must 

also consider risk. In fact, when rethinking strategic asset allocation it is often possible to reduce 

capital with minimum impact on risk/return efficiency. Additionally, we see a move away from 

strategic asset allocation as a static ‘set and forget’ approach. A dynamic approach that is 

capital-aware is one way forward. We have developed our investment processes to incorporate 

“market states” – which determine whether risk is likely to be rewarded. This mechanism can be 

applied to diverse client portfolios and allows the Strategic Asset Allocation to be tilted to one 

which is better rewarded from a risk and capital perspective given the current market state.  

Secondly, investment-linked products with risk ratings are becoming more popular. By designing 

products with approaches to strategic asset allocation that match five specific risk bands – from 

defensive to aggressive – we are able to meet the needs of a range of end investors. As with 

any SAA, we apply tactical asset allocation as an additional overlay to add value in these multi-

asset portfolios. 

Thirdly, customised fixed income portfolios have an important part to play. Applying advanced 

portfolio construction techniques ensures that insurers’ portfolios are aligned with insurers’ 

objectives across three dimensions – yield, risk and regulatory capital. Algorithms tune the 

portfolio to maximise or minimise specific metrics – for example, to minimise the regulatory 

capital charge, maximise yield, minimise cashflow mismatch or minimise duration mismatch. 

What are the advantages of these advanced fixed income portfolio construction techniques? 

One obvious application is to traditional matching portfolios, where insurers seek to maximise 

yield while taking into account capital and/or matching adjustments in regulatory reporting. 

Recently, we see a great deal of interest from fixed maturity portfolios, or buy-and-hold type 

strategies, looking to minimise default risk while maximising yield and managing interest rate 

risk. In addition, in the retirement area insurers are using this portfolio construction approach to 

protect capital and provide a high level of income while also generating an elevated long-term 

return by combining them with higher-growth asset classes. 

In 2021 and beyond, we believe that insurers will react to the macro forces they are facing by 

increasingly turning to these new approaches. This will allow them to balance the demands of 

capital protection and regulatory constraints in today’s low-yield world. 

  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Important Information:  

For use by Professional and/or Qualified Investors only (not to be used with or passed on to retail clients).  

This document is intended for informational purposes only and should not be considered representative of any particular 

investment. This should not be considered an offer or solicitation to buy or sell any securities or other financial instruments, or 

to provide investment advice or services. Investing involves risk including the risk of loss of principal. Your capital is at risk.  

Market risk may affect a single issuer, sector of the economy, industry or the market as a whole. The value of investments is not 

guaranteed, and therefore an investor may not get back the amount invested. International investing involves certain risks and 

volatility due to potential political, economic or currency fluctuations and different financial and accounting standards. The 

securities included herein are for illustrative purposes only, subject to change and should not be construed as a recommendation 

to buy or sell. Securities discussed may or may not prove profitable. The views expressed are as of the date given, may change 

as market or other conditions change and may differ from views expressed by other Columbia Threadneedle Investments 

(Columbia Threadneedle) associates or affiliates. Actual investments or investment decisions made by Columbia Threadneedle 

and its affiliates, whether for its own account or on behalf of clients, may not necessarily reflect the views expressed. This 

information is not intended to provide investment advice and does not take into consideration individual investor circumstances. 

Investment decisions should always be made based on an investor’s specific financial needs, objectives, goals, time horizon and 

risk tolerance. Asset classes described may not be suitable for all investors. Past performance does not guarantee future results, 

and no forecast should be considered a guarantee either. Information and opinions provided by third parties have been obtained 

from sources believed to be reliable, but accuracy and completeness cannot be guaranteed. This document and its contents have 

not been reviewed by any regulatory authority. 

In Australia: Issued by Threadneedle Investments Singapore (Pte.) Limited [“TIS”], ARBN 600 027 414. TIS is exempt from the 

requirement to hold an Australian financial services licence under the Corporations Act and relies on Class Order 03/1102 in 

marketing and providing financial services to Australian wholesale clients as defined in Section 761G of the Corporations Act 

2001. TIS is regulated in Singapore (Registration number: 201101559W) by the Monetary Authority of Singapore under the 

Securities and Futures Act (Chapter 289), which differ from Australian laws. 

In Singapore: Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, #07-07, Winsland House 1, 

Singapore 239519, which is regulated in Singapore by the Monetary Authority of Singapore under the Securities and Futures Act 

(Chapter 289). Registration number: 201101559W. This advertisement has not been reviewed by the Monetary Authority of 

Singapore. 

In Hong Kong: Issued by Threadneedle Portfolio Services Hong Kong Limited 天利投資管理香港有限公司. Unit 3004, Two Exchange 

Square, 8 Connaught Place, Hong Kong, which is licensed by the Securities and Futures Commission (“SFC”) to conduct Type 1 

regulated activities (CE:AQA779). Registered in Hong Kong under the the Companies Ordinance  (Chapter 622), No. 1173058. 

Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies. 
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