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The NAIC’s Capital Markets Bureau monitors developments in the capital markets globally and
analyzes their potential impact on the investment portfolios of US insurance companies. A list of
archived Capital Markets Bureau Special Reports is available via the index

U.S. Insurance Industry Unaffiliated Investment Management Update,
Year-End 2016

The decision by an insurer to use an unaffiliated investment manager can be driven by many
factors. Insurers may seek an outside investment manager to help optimize their asset-liability
matching goals, manage investment risk, enhance investment returns, reduce costs, or to assist in
navigating an ever-changing and challenging investment market environment within their own unique
individual investment, business and regulatory constraints.

An insurer may hire an unaffiliated investment manager to gain access to resources that it offers, which
the insurer may not have in-house. Another insurer may seek an unaffiliated investment manager to
tap its specialized knowledge or particular investment strategies or to help manage a small portion (or
considerable portion) of its general account assets. Some large global investment firms offer broader
access to investment and risk management solutions, while smaller firms or individuals may offer
narrower or specific investment offerings. As an insurer considers outsourcing investment
management, it may work with just one investment firm, or it may choose to hire multiple firms.

And as insurer investments are subject to regulatory, rating, duration, cash flow, statutory accounting
and risk tolerance limitations (among others), insurers must be cautious upon selecting unaffiliated
investment manager(s). That is, managing an insurer portfolio requires an understanding of the
insurer’s business and goals. While return is important in the continued low interest rate environment,
insurers should be wary of firms that promise high returns with little to no risk. Investment managers
that are hired to manage an insurer’s assets must apply appropriate investment strategies, be suitable
to manage the respective assets (i.e., according to insurance laws) and be comfortable with managing
under the aforementioned constraints. As such, insurers tend to outsource to managers based on
reputation and peer recommendations.

This report is an update to the NAIC Capital Markets Bureau Special Report published in May 2015 titled
“U.S. Insurance Industry Third-Party Investment Management,” which had discussed the increase in U.S.
insurers outsourcing to unaffiliated investment managers. In this report, we provide an update on the
industry’s use of unaffiliated investment management firms and market trends.

Investment Management Outsourcing by U.S. Insurers in 2016

Of the 4,466 U.S. insurance companies that filed annual statements in 2016, about 40% (1,801)
indicated that they had a single unaffiliated investment firm manage more than 10% of their total
reported assets at year-end 2016. In addition, approximately 30% (or 1,361 insurers) reported that they
had unaffiliated investment managers managing more than 50% of their aggregate assets. About 29%
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of insurers (1,308) reported having one firm manage more than 10% of their assets, while also having
more than 50% of their total assets outsourced to an unaffiliated investment manager.

Property/casualty (P/C) companies represented the largest insurer type that outsourced investment
management in 2016. P/C companies, as shown in Table 1, represented 67% of all insurers that
outsourced more than 10% of their assets to one firm and also outsourced more than 50% of their total
assets at year-end 2016. And the P/C companies that outsourced more than 10% of their assets to one
firm and more than 50% of their total assets accounted for 33% of all P/C companies that reported
financial statements at year-end 2016. Note that P/C insurers comprised nearly 60% of all U.S. insurers
filing at year-end 2016.

Table 1: Number of Insurers Outsourcing to Unaffiliated Investment Managers, Year-End 2016

Size of Insurers Outsourcing Investment Management, Year-End 2016

As shown in Table 2, small insurers (those will less than $250 million in assets under management)
accounted for 71% of the insurers that had more than 10% of their assets managed by one investment
manager. Additionally, small companies accounted for the highest percentage of insurers that
outsourced more than half of their assets to unaffiliated investment managers, at 73% of total insurers.

For smaller insurers, an unaffiliated investment management arrangement may represent a more cost-
effective way to invest some or all of their assets. An insurer, for example, with limited resources
(financial, staff or otherwise) may gain access to greater resources—such as investment expertise and
capabilities—at a lower cost by working with an unaffiliated manager. A company with a small asset
base may not be able to cost-effectively replicate the skills or deep experience of an unaffiliated
investment manager, particularly for specialty asset classes such as high-yield, real estate or private
equity.

Table 2:�U.S. Insurers Outsourcing to Unaffiliated Investment Managers by Assets Under
Management, Year-End 2016
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Named Investment Managers by U.S. Insurers

The 10 unaffiliated investment management firms most often reported by U.S. insurers at year-end
2016 are shown in Table 3. BlackRock topped the list for the year, with 228 different insurers (about 5%)
citing them as at least one of their hired unaffiliated investment managers. The second and third
largest were Conning and New England Asset Management (NEAM), respectively. Note that some
insurers may outsource to more than one asset management firm at a time, which is reflected in the
data shown in Table 3. In comparison, the firm most cited by U.S. insurers as an unaffiliated investment
manager at year-end 2013 (as indicated in the aforementioned published NAIC Capital Markets Special
Report in 2015) was New England Asset Management, with BlackRock and Conning included in the top
four.

Table 3:�Investment Managers Most Often Listed by U.S. Insurers, Year-End 2016

NAIC Regulatory Guidance and Additional Reporting Requirements for Year-End 2016 

According to NAIC guidance (as included in the Financial Condition Examiners Handbook), in performing
risk-focused examinations, examiners conducting financial condition exams related to investment
advisors are directed to identify and take steps to address any significant risks associated with an
insurer’s use of unaffiliated investment advisers. These steps may include determining whether
investment advisers are suitable for their role (i.e., registered and in good standing with the U.S.
Securities and Exchange Commission (SEC) and/or state securities regulators); ensuring that investment
advisory agreements contain appropriate provisions; confirming that the adviser is acting in accordance
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with the agreement; and determining if management/board oversight of the investment adviser is
sufficient for the relationship in place.

In examining the provisions of the investment advisory/management agreements, examiners consider
whether there are appropriate provisions to adequately address selection of investments, authority for
transactions, conflicts of interest, fiduciary responsibility, calculations of fees and review of
performance.

For year-end 2016, U.S. insurers were required, for the first time, to furnish additional information
about their unaffiliated investment managers as identified in the NAIC Annual Statement Instructions.
These additional requirements provide state insurance regulators with important tools that help them
focus on potential risks.

One such piece of information that insurers are required to provide is a Legal Entity Identifier (LEI) for
any investment advisors, brokers/dealers or individuals acting on behalf of broker/dealers that had
access to their investment accounts, handled securities or had the authority to make investments on
the insurer’s behalf. The LEI requirement is a consequence of the financial crisis and is a unique
identifier of a legally distinct entity that engages in financial market activities.

In addition, insurers are required to report their investment manager’s Central Registration Depository
(CRD) number (whether they are unaffiliated or affiliated investment managers),  which is issued by the
Financial Industry Regulatory Authority (FINRA) to brokers, dealers or individuals that are licensed and
contracted to manage an insurer’s assets, on behalf of the insurer.

Insurers are also required to specify if their investment advisor is registered, and if registered, to supply
the government agency that it is registered with (SEC or state securities regulators) and to complete
information regarding the registration of its current Investment Management Agreement (IMA) showing
whether an IMA for an investment manager was filed with its state of domicile, with a state other than
its state of domicile, or if it was not filed with any state.

In addition, effective year-end 2016, insurers were to disclose how much of their assets were managed
by unaffiliated investment firms and whether: 1) any single firm, unaffiliated with the reporting entity,
managed more than 10% of their total assets; and/or 2) more than 50% of their assets were managed
by an unaffiliated firm.

Trends in Outsourcing by U.S. Insurers

In a 2017 study commissioned  by State Street Corp. (a financial services provider), which included more
than 100 respondents from the insurance sector, 32% of those surveyed said that they expected to
outsource investment management, or increase outsourcing, in the coming year. The majority of the
surveyed insurers (60%) also indicated that they may consolidate their investment management needs
by placing larger mandates with fewer providers, allowing them to gain more control of investment
management decisions and to have negotiating power with the unaffiliated managers.

In addition, data from Asset Outsourcing Exchange (a promoter of third-party insurance asset
management information) shows that 78% of insurers surveyed cited the need for investment expertise
not available internally as a reason for outsourcing the investment management function. (See Chart 1.)
This was followed by 63% responding that they outsource due to the need for specialized strategies and
expertise. Very few, that is, only 15% surveyed, outsource to reduce costs. In terms of sectors (that is, in
cases where an insurer does not outsource its entire investment portfolio), the most popular mandate
was for specialized fixed-income, such as emerging market debt and high-yield, in 2016.

Chart 1:
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A survey from Patpatia & Associates, a consultant that tracks insurance outsourcing, indicated that the
total amount of investments outsourced by the U.S. insurance industry was approximately $1.3 trillion
in 2014, which represented an 18.2% increase from 2013 and a 30% increase from 2011. We expect that
the total amount of investments outsourced by the U.S. insurance industry at year-end 2016 (and into
2017)  has increased further, based in part, on this trend, and also because the total amount of assets
under management by U.S. insurers has continued to increase year over year. Asset Outsourcing
Exchange estimates that in 2016, about $1.92 trillion in insurer investments (that is, for North American
insurers, which includes the U.S. as well as Canada) were outsourced to unaffiliated investment
managers. In addition, the NAIC reported data showed that the number of U.S. insurers outsourcing to
unaffiliated investment managers has been increasing, as a total of 1,197 U.S. insurers disclosed use of
a unaffiliated asset manager at year-end 2013, compared to about 1,800 at year-end 2016.

Conclusion

In 2016, more than 40% of U.S. insurers that filed their annual statements with the NAIC acknowledged
outsourcing more than 10% of their assets to a single unaffiliated investment manager, while more
than 30% reported outsourcing more than 50% of their aggregate assets to unaffiliated managers. As of
year-end 2016, the majority of U.S. insurers that outsourced to unaffiliated investment firms were small
P/C companies with assets under management totaling less than $500 million. The investment firms
that were more often listed by insurers represented some of the larger global investment management
firms (in terms of total assets under management), such as BlackRock and PIMCO.

Key drivers for U.S. insurers outsourcing investment management include gaining access to additional
investment resources and expertise and specialized strategies that they otherwise would not have
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available in-house. In a survey conducted by Asset Outsourcing Exchange, specialized fixed-income
mandates—such as emerging market debt, high yield and other focused strategies—remained the
most popular outsourced investment solutions for insurers in 2016.

The NAIC Capital Markets Bureau will continue to monitor trends in unaffiliated investment
management of U.S. insurer assets and report as deemed appropriate.
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Questions and comments are always welcome. Please contact the Capital Markets Bureau at
CapitalMarkets@naic.org.

The views expressed in this publication do not necessarily represent the views of NAIC, its officers or
members. NO WARRANTY IS MADE, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
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COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY OPINION OR
INFORMATION GIVEN OR MADE IN THIS PUBLICATION.

© 1990 – 2018 National Association of Insurance Commissioners. All rights reserved.


