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For more than a decade, insurance companies have sought greater yields than the near-zero interest rates offered 
by traditional fixed-income strategies. Many have found opportunities in alternative strategies, or “alts.” Is this a road 
other insurers should consider?

There are many forms of alts spread across the investment landscape. Some fit the perception of alts as being fur-
ther out on the risk curve, but several alts can help reduce portfolio risk. To decide if alts are an appropriate invest-
ment, it’s important for insurers to know their investment goals and what portfolio issue must be addressed. How 
much risk is the insurer comfortable with? And if an insurer ventures into new investment territory, does its staff have 
the asset management skills, knowledge of the regulatory framework, accounting skills and more to include alts in 
the portfolio successfully?
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A Rich and Varied Asset Class
When thinking of alts we commonly think of asset 
types, like below-investment-grade fixed income 
(both developed and emerging markets), hedge 
funds, private equity, real estate, commodities, 
currencies, and derivatives. Even further out on 
the risk spectrum are distressed assets, fine art, 
non-fungible tokens (NFTs), and cryptocurren-
cies. There are also alternative strategies, such 
as absolute return, multi-strategy, factor-based, 
and quantitative methods.

Figure 1 Efficient Frontier Analysis – Portfolio with Alts vs. 
Without Alts 1
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Prepared by Conning, Inc. Source: Copyright 2021, S&P Global Market Intelligence
Conning modeled a sample insurance company’s financial statements in ADVISE® Enterprise 
Risk Modeler using ©2021 S&P Global Market Intelligence (see below). Future underwriting 
results were modeled using assumptions developed by Conning. Reward is the change in average 
projected economic value earned by various modeled investment strategies over the multi-year 
horizon for 1,000 scenarios. Risk is the change in standard deviation of economic value.  Eco-
nomic value is the market value of assets less the present values of liabilities plus the present 
value of operations beyond the horizon.

Conning believes alts may offer insurers a greater 
menu of investment choices to help further diver-
sify a portfolio, generate greater yield and return, 
and improve downside protection. In Figure 1, an 
efficient frontier analysis shows the potential differ-
ence in the risk/return for a portfolio with alts vs 
a portfolio without alts, illustrating the opportunity 
to enhance economic value by considering the risk-
adjusted return benefits of incorporating alts into 
portfolios. 

We also think that, as with any investment selec-
tion, an alt must align with an insurer’s investment 
strategy. However, if insurers can learn how to as-
sess the array of suitable investment options, the 
education and experience gleaned in the process 
could pay greater dividends down the road.

By Richard L. Sega, FSA, MAAA, Global Chief Investment Strategist
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For Insurers, Additional Considerations
Varied as they are, alts have several common features that offer both advantages and drawbacks.

The main attraction is the ability of alts to expand the investible universe and potentially improve a portfolio’s risk-reward 
potential.

At the same time, a few features often concern investors. These traits are not universal, and not all alts exhibit them all the time, 
but generally:

• Alts have limited liquidity
• Alt strategies often lack transparency
• They charge fees significantly higher than those for core assets. 

Insurers often have additional considerations with respect to alts:

• Alts typically are subject to regulatory limits and required disclosures
• Alts attract high capital charges.
• Accounting and tax calculations may be unfamiliar
• Board approval may be required and investment guidelines may need to be amended
• Alts need specific risk-management techniques, data, and systems for monitoring and reporting positions and activity
• Alts tend to trade in specialist markets, so outsourcing to appropriately skilled asset managers is often prudent.

The tug-of-war between the desire for better income and returns versus the operational friction of educational, regulatory, 
informational, and procedural challenges has held the insurance industry back from diving headlong into the asset class. While 
alt allocations among U.S. insurers are still currently in the low single digits, they show signs of increasing as a percentage of 
insurance portfolios. Holdings in long-term bonds decreased over three percentage points from 2016-2020 (see Figure 2). 

For example, long-term bonds and cash holdings for life insurers still represent the highest allocation of their portfolio assets 
compared to other broad asset classes (together over 78% of investable assets). However, allocations to bonds and cash have 
been decreasing, primarily driven by a decrease in holdings of long-term bonds. From 2016 to 2020, the life industry overall has 
shown a decrease in bond holdings and an increase in mortgages. 

Figure 2 Life Industry Allocation by Asset Class (as % of Investable Assets) 

Prepared by Conning, Inc. Source: ©2021 S&P Global Market Intelligence
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While we tend to group them in portfolio asset allocations, alts comprise a rich and varied set of investment 
opportunities and challenges. They derive their value and performance characteristics from just about every 
corner of the global economy.
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In 2021, many alt assets have been outperforming more traditional insurance portfolio fixed-income assets, such 
as cash and treasuries. Selecting appropriate alternative assets requires careful assessment of an insurer’s goals, 
portfolio structure, risk tolerance, and ability to effectively manage the assets, as well as an understanding of how 
the assets have performed historically during various market conditions. A strategic asset allocation analysis can 
be a valuable step in helping insurers set the strategic targets of their portfolios (see Figure 3) and can also offer 
guidance in terms of what types of assets to add - and what to avoid.

The Learning Curve May Pay Dividends

For smaller and mid-size insurers who don’t have the capabilities or desire to manage an alt asset, external managers can 
help with this assessment. However, due diligence in this step is crucial, as performance disparity is far greater among alt 
managers than in traditional asset classes. Insurers will want to know if a manager’s current return is a measure of alpha 
(manager outperformance) or beta (volatility) and ensure they are not paying alpha fees for beta performance. The portfolio 
exposures may be small, but a poor experience with an external manager could hamper the longer-term opportunities for 
portfolio growth if it makes an insurer hesitant to widen its investment universe.

For many insurers, the alts consideration is an attempt to improve yields. That begs the question of what may happen when 
and if interest rates return to “normal,” i.e., higher: Will the trend into alts subside if insurers’ goals can be met by more 
traditional means?

Target Options:
• Embedded Value
• Economic Value
• Total Return
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Figure 3 Basic Strategic Asset Allocation Analysis Framework

Prepared by Conning, Inc. 

In 2021, however, it is primarily the largest insurers making this shift. Insurers with less than $1 billion in assets 
are more dependent on bonds in their asset portfolios.2 Even with an increase to mortgage holdings, bonds remain 
the predominant asset class for the life industry.
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Richard L. Sega, FSA, MAAA, is a Managing Director and Global Chief Investment Strate-
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About Conning
Conning (www.conning.com) is a leading investment management firm with a long history of serving the insurance industry. Con-
ning supports institutional investors, including insurers and pension plans, with investment solutions, risk modeling software, and 
industry research. Founded in 1912, Conning has investment centers in Asia, Europe and North America.

©2021 Conning, Inc. All rights reserved. The information herein is proprietary to Conning, and represents the opinion of Conning. No part of the in-
formation above may be distributed, reproduced, transcribed, transmitted, stored in an electronic retrieval system or translated into any language in 
any form by any means without the prior written permission of Conning. This publication is intended only to inform readers about general develop-
ments of interest and does not constitute investment advice. The information contained herein is not guaranteed to be complete or accurate and Con-
ning cannot be held liable for any errors in or any reliance upon this information. Any opinions contained herein are subject to change without notice. 
Conning, Inc., Goodwin Capital Advisers, Inc., Conning Investment Products, Inc., a FINRA-registered broker-dealer, Conning Asset Management Limited, Conning Asia 
Pacific Limited, Octagon Credit Advisors, LLC and Global Evolution Holding ApS and its group of companies are all direct or indirect subsidiaries of Conning Holdings 
Limited (collectively “Conning”) which is one of the family of companies owned by Cathay Financial Holding Co., Ltd. a Taiwan-based company. ADVISE® is a registered 
trademark in the U.S. of Conning, Inc. Copyright 1990-2021 Conning, Inc. All rights reserved.

Footnotes: 
1 These materials contain forward-looking statements. Investors should not place undue reliance on forward-looking statements. Actual results could differ 
materially from those referenced in forward-looking statements for many reasons. Forward-looking statements are necessarily speculative in nature, and it can 
be expected that some or all of the assumptions underlying any forward-looking statements will not materialize or will vary significantly from actual results. Varia-
tions of assumptions and results may be material. Without limiting the generality of the foregoing, the inclusion of forward-looking statements herein should not 
be regarded as a representation by the Investment Manager or any of their respective affiliates or any other person of the results that will actually be achieved as 
presented. None of the foregoing persons has any obligation to update or otherwise revise any forward-looking statements, including any revision to reflect changes 
in any circumstances arising after the date hereof relating to any assumptions or otherwise. 
 
2 ©2021 S&P Global Market Intelligence. 
 
Past performance is not a guarantee of future results.

Additional Source Information 
©2021 S&P Global Market Intelligence. Reproduction of any information, data or material, including ratings (“Content”) in any form is prohibited except with the 
prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the accuracy, adequacy, completeness, 
timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results ob-
tained from the use of such Content. In no event shall Content Providers be liable for any damages, costs, expenses, legal fees, or losses (including lost income or 
lost profit and opportunity costs) in connection with any use of the Content. A reference to a particular investment or security, a rating or any observation concern-
ing an investment that is part of the Content is not a recommendation to buy, sell or hold such investment or security, does not address the suitability of an invest-
ment or security and should not be relied on as investment advice. Credit ratings are statements of opinions and are not statements of fact.  C# 13370137

RELATED CONTENT

Empowering Financial Decision-Making
Conning explains our holistic approach in developing a customized strategic asset allocation for each client, 
creating an investment strategy that complements a client’s overall business.

• About SAA for Life Insurers
• About SAA for Property/Casualty Insurers

There might be some pullback if it becomes easier to cover margins again with high grade fixed income. However, 
after insurers educate their board members, establish accounting, reporting, and risk management procedures, 
and benefit from diversification, it’s likely they will continue to invest in alternative assets. The potential benefits of 
an expanded investible universe may be too good to walk away from in the future. 

https://www.conning.com/about-us/insights/saa-life
https://www.conning.com/about-us/insights/saa-pc

