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For insurance companies, the business of

underwriting is usually only half the equa-

tion. The rest is managing the assets that

support and pay for the liabilities they carry

for others. But more insurers are choosing to

look to outside firms to help them navigate

the increasingly complex world of asset

management.

Insurers are some of the biggest institu-

tional investors, with estimated total hold-

ings of $3.5 trillion in stocks and bonds in

2005, according to the Insurance Information

Institute. So even a small percentage of those

assets translates into a big business for the

asset management firms that can provide the

specialized services that insurers require.

While most insurers manage at least part of

their investments with in-house staff, about

$800 billion worldwide is currently managed

by outside firms, according to one industry

source, and that number is growing. One

estimate suggests that the global industry

will outsource as much as $1.9 trillion in

assets by 2011.

The reasons why insurers choose to

outsource their investment management

function are as numerous as the insurers

themselves. Some smaller companies, espe-

cially those with less than $1 billion in

assets, have long-used outside managers

because they’ve determined they cannot

afford to hire all the expertise they need in-

house. Other, larger insurers — even some

with as much as $5 billion or $10 billion in

assets — manage most of their fixed-income

assets internally, but choose to use outside

managers for investments in new or more

complex asset classes.

Industry experts say that property-

casualty and health insurers have generally

been more likely to embrace outside manage-

ment, partly because they are freer to invest in

a broader range of assets than life insurers.

However, some life insurers are choosing to

use outside managers because of the services

they can provide even for a predominantly

conservative fixed-income portfolio.

Insurers often require a specialized

strategy that generates risk-adjusted income,

and takes into account the restrictions posed

by regulators and accounting requirements

that can limit the types of investments insur-

ers buy and the length of time they are held.

Insurers are required to conform to statutory

accounting practices, which are more con-

servative than Generally Accepted

Accounting Principles (GAAP), and they

need to work with asset managers that

understand those accounting rules. In addi-

tion, because insurance is a state-regulated

industry, regulations vary depending on

where a company does business.

Value-added proposition
Industry experts say that because of the

importance of investment results to the insur-

ers’ bottom line, it is important for them to

consider using outside investment manage-

ment talent for all or part of their invest-

ments, especially if they do not have the

resources to hire the expertise they need.

Kathryn Karlic, president of institutional

sales and marketing at GE Asset

Management, says, “Outsourcing is a value-

added proposition for any firm, particularly

for the insurance companies because their

earnings are very tied to their investment

management team results.”

“Small- and medium-sized firms, in my

opinion, ought to think very seriously about

outsourcing their investment assets. It’s in

their interest,” says Peter C. Gunder, manag-

ing director and founding partner at Cardinal

Investment Advisors. “There is less out-

sourcing in the large companies where the

scale permits those firms to build their own

staff of world-class experts.” 

When asked why some insurers will

choose to outsource, Frank Conde, senior vice

president and chief investment strategist at

Prime Advisors, suggests that smaller insurers

can realize that “individually they’re not big

enough to hire the best investment talent.” As

they look to make more money through

investment income, they can discover that the

best way to get access to the talent that can

help them do that is through outsourcing.

While size can often be a factor in the

decision, that doesn’t mean that only small-

or mid-sized insurers choose to work with

outside management. Doug Clark, senior

vice president and chief portfolio strategist at

Prime Advisors, says that larger companies

looking to diversify their assets may find

“they need even more specialized talent in

different sectors” than they have on staff.

The outsourcing trend has been driven

by a number of issues, some specific to the

insurance industry and some that affect com-

panies in a wide variety of industries. The

underlying drivers of outsourcing are the tech-

nological changes that have led to increasing

complexity in investment instruments, global-

ization and just the general chronic low level

of interest rates across the globe.

Insurance company CEOs and CFOs

“have an obligation to explore what’s in the

best interest of their shareholders and to

create shareholder value,” says Eric M.

Kirsch, managing director and global head of

the insurance asset management group at

Goldman Sachs Asset Management. “That

includes both cutting costs and increasing

yield in the investment function.”

Asset management is not really a core

competency for many insurers. They are

experts in underwriting and marketing insur-

ance products. So they need to ask them-

selves, “Are you really getting the most out

of your in-house investment functions?” says

Kirsch. This is necessary first to optimize the

investment strategy to produce the best risk-
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adjusted income, and secondly, to do it in the

most cost-effective manner. But Cardinal

Investment Advisors’ Gunder stresses that

“this isn’t just a ‘find a low-cost provider’

situation, insurers need to be looking for

excellence in asset management.”

Historically, insurers have focused on

their underwriting business as the profit-cen-

ter, developing new products, streamlining

distribution and being more diligent about

investigating claims as ways to improve the

bottom line. However, many insurers are

beginning to look to their investment port-

folios as a source of income in both lean and

fat times. 

The relatively low interest rates for most

fixed-income products have also sparked

interest among insurers in new asset classes.

Karen Kruck, senior managing director and

head of global strategy for State Street Global

Advisors, says, “If what you’re managing is

primarily bonds and cash you might have that

capability in-house. But as you start to diver-

sify and look at more aggressive asset class

allocations, and seek to generate more

sources of alpha or better returns, you need

help from other managers.”

Consolidation in the insurance industry

has also led some insurers to look for outside

help. Insurers that acquire companies in

other countries may need to find a local man-

ager, or managers that have a significant

presence in those countries. Additionally,

European- and Asian-based companies are

beginning to use outside asset managers

more than they have in the past though they

still lag behind U.S. insurers in taking

advantage of this trend. According to an

industry report, 67% of outsourced insurance

assets come from U.S.-based companies,

compared with just 17% for European-based

firms, based on assets under management.

Prime Advisors’ Conde says that in

addition to providing access and knowledge

about new asset classes, some insurers are

also looking for help with their fixed income

portfolios. “You can really break the universe

of investments for insurance companies into

fixed income, equity and everything else. On

the fixed income side there’s a push for

service to come with the investment results,

because the range of investment returns is

fairly narrow,” he says.

Insurers buy bonds because they are

relatively stable investments, but that can

also mean low returns. Outside managers

can help develop investment strategies and

handle the requirements from regulators and

ratings agencies, which often require a lot of

filings and paperwork for basic investment

transactions. Working with an outside man-

ager can free insurance company executives

to focus more on big-picture concerns. 

Understanding tax issues
Goldman Sachs Asset Management’s

Kirsch says, “Even insurers that fully out-

source typically retain a chief investment

officer. But rather than worrying about what

assets to buy and sell, he or she can focus on

asset allocation, selecting managers, and risk

management.” 

Outsourcing can also help new insurers

as they grow. The insurance industry regularly

sees a number of small start-ups because the

main requirement for starting an insurance

company is capital; many of the other func-

tions can be outsourced from the very outset.

While still small, start-up insurers may at

first use their banking relationship to help

manage their relatively small portfolio of

fixed income or equity assets. But after they

reach a certain size, these companies may

need managers with a more detailed under-

standing of the insurance business and a

broader array of product offerings.

Kirtna Pai, executive director of Morgan

Stanley Investment Management, says

picking a partner that can grow and change

with an insurance company’s needs is key.

“For example, the tax position of an insurer

can change significantly over time. Having an

investment manager that is equipped to

understand and handle those changes dynam-

ically is an advantage,” she says.

Some insurers may, at first, use an out-

side manager for just one asset class.

However if they become comfortable with

the products and the service provided by the

asset manager, they may then increase the

portion of their portfolio that is managed

externally. GE Asset Management’s Karlic

says, “We have several clients that have

come to us for one mandate. Then they look

at the rest of the product offerings, and have

come in on a second or third mandate.”

Some insurers will also use multiple

outside managers to gain access to the broad-

est range of expertise. This can be common

among larger insurers, who may outsource

much smaller percentages of their portfolios

than smaller insurers but, due to their size,

have enough assets to justify hiring several

asset managers at the same time. “We have a

number of accounts that are large enough to

have divided their fixed income across multi-

ple managers, creating a bit of a horse race,”

says Prime Advisors’ Clark.

While using multiple managers is not

the cheapest option for outsourcing it allows

insurers to take advantage of different asset

management styles and expertise. Overall,

“it is an enormously complex area of invest-

ment and therefore companies should be

very thorough in making what is clearly a

strategic decision to have half of their bal-

ance sheet outsourced,” Cardinal Investment

Advisors’ Gunder says. “When an insurer is

cutting the ties to internal management or

ceding those capacities you just want to be

very thorough in the decision to do that and

find the right partners.”  ✛
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Historically, insurance companies have

invested in just a few relatively conservative

asset classes, mainly bonds with some forays

into real estate and private debt placements.

But as returns on fixed-income languish and

the universe of potential investment vehicles

increases, insurers are looking for specialist

managers to help them navigate the some-

times choppy waters of new and emerging

asset classes.

Even the largest insurers, with many

investment professionals in-house handling

the fixed income portion of their portfolio,

choose to outsource certain asset classes to

an experienced outside manager, especially

in equities and alternatives. Insurers, which

traditionally hold large allocations of

domestic fixed income, are also investing

more globally, buying stocks and bonds in

markets outside the U.S. Some are even

looking to derivatives as a way to hedge their

exposure to various kinds of risks.

Meanwhile other insurers are getting

involved in mezzanine finance, distressed

debt, commercial mortgages and other kinds

of investments with which they are unfamiliar.

Rent the capability
When considering these kinds of invest-

ments, many insurers turn to an outside man-

ager with a high level of expertise with those

asset classes. “Small, arcane or complex

securities like markets debt may even be out-

sourced by a very large firm,” says Peter C.

Gunder, managing director and founding

partner of Cardinal Investment Advisors. If

an insurer wanted to invest in “certain hedge

fund strategies there would be an argument to

rent that capability,” he continues. 

In fact, firms with as much as $5 billion

in assets choose to manage their own fixed-

income portfolios but outsource the manage-

ment of other kinds of investments. Brad

Postema, senior vice president and senior

portfolio manager - insurance for GE Asset

Management, says, “The traditional insur-

ance company has core competencies in the

investment staff that they have in-house. But

as they are looking to outsource investment

management they gain expertise in asset

classes and get up to speed on new trends in

the marketplace.”

The low returns in the fixed-income

markets have been driving some companies

to look to new asset classes as a way to

increase their investment income. Frank

Conde, senior vice president and chief invest-

ment strategist of Prime Advisors, says,

“Because most of the insurance market is

fixed income, and the yields have been very

low for a long time, that is prompting more

companies that have handled their invest-

ments internally to look outside.” Insurers

with most of their assets in fixed-income

assets have been “seeing their investment

yields fall year after year,” he continues.

“Companies have had to make a decision.

There are two ways they can go. Some com-

panies are basically keeping their strategies

in place, but living with less return, which all

that the market offers. These companies may

be trying to adjust on the pricing of their

insurance products or be willing to accept

lower profit levels. The other side of it is the

companies that really want a more stable

level of yield and are willing to push out in

risk to increase their yield levels.”

GE Asset Management’s Postema says

that in the extended low rate environment, the

companies that have stuck to traditional asset

classes have found that those assets are not

providing the yields to support the liabilities

they have on their books. “Insurance compa-

nies typically have not been out on the cutting

edge trying new investments. It takes time for

regulators to understand and approve a new

type of investment. But in the prolonged low

interest rate environment, the traditional

investments don’t always take care of all their

needs,” he says.

“Increasingly insurance companies are

turning with their surplus capital to the use of

alternatives, be it hedge funds, private equity

or opportunistic real estate,” says Kirtna Pai,

executive director of Morgan Stanley

Investment Management. The fixed-income

environment “makes it increasingly impor-

tant for insurance companies to find ways,

whether it be with their surplus capital or by

means of capital efficient solutions, to access

more efficient risk-adjusted returns.”

Outsource certain asset classes
Insurers have always had some interest

in different asset classes. In the 1980s and

1990s many insurance companies invested in

real estate or in private placements in the debt

market, and some even had in-house experts

handling those investments. But as the market

has changed, the types of investments that

appeal to insurers have changed, leading

them to look to new asset classes and to out-

side managers that can guide them within

those asset classes.

Eric M. Kirsch, managing director and

global head of the insurance asset manage-

ment group at Goldman Sachs Asset

Management, says that insurance companies

with an investment management business can

use those people “to manage a good portion

of the balance sheet assets for the company,

but there may be certain asset classes or

strategies where they might outsource, such

as global fixed income, hedge funds or pri-

vate equity.”

Insurers can also use the tools that out-

sourcers provide to test whether or not certain

kinds of investments would be a good fit.

“We have sophisticated allocation tools that

show how adding alternatives to the balance

sheet increase the return potential and add

diversification,” Kirsch says. On average,
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Today’s fixed-income environment is
challenging for insurers. With low yields
and tight spreads, many insurers have

“searched” for yield in accounting-friendly
securities – those with high current yield and credit
ratings, but indeed may mask the true credit or
market risk (in terms of spread volatility). 

As evidenced by recent spread volatility in
subprime mortgage-backed securities and CDOs,
these securities may not always be as safe as
they appear. Over the last couple of years, we
have seen insurers contemplate a new fixed
income strategy. In addition to focusing on
traditional buy-and-hold, book yield strategies,
they have begun considering an investment
strategy that includes both passive and active
management. This modified total-return approach
may be the most efficient way for insurers to
generate meaningful returns and maximize the
potential of their fixed income portfolios.
However, in order to do this, insurers need to
consider a new level of risk management. We
believe that insurers can benefit by budgeting
portfolio risk, monitoring that risk and attributing
the returns from that risk-taking. 

Strategic Asset Allocation
The first step in the risk budgeting process is to
complete a strategic asset allocation. The basic
requirements are to consider a variety of market
risks, in the form of benchmark portfolios, that
meet the return objectives and the risk tolerance
of the insurer, all within the company’s specific
constraints. Insurers should use the following
inputs: set expectations about the risk, return and
correlations of various investment strategies;
determine how various investment strategies fit
into its specific circumstances; and determine
which metrics are most important. One of the
outputs of the asset allocation process is the
determination of the amount and types of fixed
income risks an insurer wants to take. This
culminates in the selection of the insurer’s fixed
income benchmark. 

For illustrative purposes only. Targets are objectives and do not provide any assurance as to future results. The portfolio risk management
process includes an effort to monitor and manage risk, but does not imply low risk. This material is provided for educational purposes only
and should not be construed as investment advice or an offer or solicitation to buy or sell securities. Opinions expressed are current opinions
as of the date appearing in this material only. Copyright © 2007, Goldman, Sachs & Co. All rights reserved.  (07-4545)

active strategies, such as interest rate, country,
currency and sectors, that can be employed in a
portfolio. The range of risks varies in both size and
correlation to one another and can be employed
simultaneously for optimal performance.

2. Historical evidence of manager skill. An
insurer should deviate from its strategic
benchmark only if it feels it has the skill to
capitalize on these opportunities. While there are
several ways to judge skill in a fixed income
manager, we find it most useful to look at the
historical information ratio. 

3. Diversification benefits. Lastly, we believe
there are diversification benefits from combining
different sources of active risk. We recommend
combining passive and active strategies, placing a
larger weight on strategies with higher informa-
tion ratios and favorable diversification benefits.

Putting It All Together
An example of a risk budget is shown in Exhibit 1.
The “Optimized Target” shows the amount of risk
that could be assigned to each strategy to best
balance investment skill, diversification benefit
and potential return within an overall level of risk.
By allocating active risk to many different fixed
income areas, insurers may be able to diversify
overall risk, and expect potentially higher risk-
adjusted returns. By embracing this risk
budgeting process, insurers can understand the
potential of their fixed income portfolio.

For more information, visit our website at
www.gsam-insurance.com

Moving From Passive (Beta) to 
Active (Alpha)
One way for insurers to achieve potentially higher
returns, without impacting overall portfolio risk, is
to increase active fixed income risk. Active risk is
taking positions that are different from the
established benchmark and changing those
positions as market conditions and portfolio
manager views merit. We do believe that some
active management, within book yield and
gain/loss constraints, can add value – either
through the generation of higher investment
income, greater book value per share, or both.

Determining the Level of Target Risk
Once the insurer determines that it is willing to
take active fixed income risk, it should determine
how much active risk it is willing to take. Since
the selection of the benchmark is measured, in
part, by the volatility of the benchmark, the
insurer should also measure the potential devia-
tion from the benchmark. We believe the appro-
priate measure for active risk is tracking error,
which measures the expected and actual stan-
dard deviation of the excess returns. 

Managing Risk through Risk Budgeting
Next, an insurer should determine the amount of
tracking error it is willing to take, and, as importantly,
the excess return it expects to generate by taking
that risk. This risk budgeting process is achieved
by thoughtfully combining three elements:

1. Broad opportunity set. There are thousands
of fixed income securities and, likewise, many

Typical
Information Guideline Constraint Optimized Target

Active Strategy Ratio (Basis Points) (Basis Points)
Duration/Yield Curve 0.25 50 45
Country Exposure 0.50 25 25
Sector Rotation 0.40 40 39
Security Selection: 

Government/Agency 0.50 10 10
Mortgage-Backed/Asset-Backed Securities 0.80 25 25
Corporate Credit 0.60 30 30
High Yield 0.60 10 10
Emerging Market Debt 0.80 10 10

Sum of Standalone Active Risks 192
Less Diversification Benefit -92

Total Active Fixed Income Tracking Error (annualized) 100
Target Gross Excess Returns (annualized) 90
Active Risk Information Ratio 0.9

Setting Risk and Return Expectations 
for Your Fixed Income Portfolio

A version of this article was previously
published in Best’s Review® . This article is
being used with permission from AM Best.

Exhibit 1: Using Active Risk Most Efficiently

Global Insurance Asset Management



particularly for the life insurance industry,

fixed income is probably 90% to 95% of the

investment portfolio, with the other 5% to

10% in other asset classes. However, Kirsch

says, there is a growing trend to invest in

alternatives, and “if a company is on the

lower end of that allocation they are proba-

bly looking to increase that.”

Karen Kruck, senior managing director

and head of global strategy for State Street

Global Advisors, says that insurers continue

to “allocate beyond core fixed income and

cash, and more towards investment strategies

that have long been used by other kinds of

institutional investors.” 

“I think they’re all feeling the pressure

to maximize returns. And pressure to match

liabilities to the revenue streams that they

have. The more they focus on that, the more

they see they’ve got to generate further

sources of alpha,” she says.

GE Asset Management’s Postema says

that in order for insurance companies to

expand their holdings in these new asset

classes, regulators may need to loosen some

of the constraints placed upon them. “The

ability of insurance companies to invest in

derivatives or synthetic instruments is largely

determined by the treatment of the account-

ing and how the regulators look at it. The

market is innovative and it can change too

fast for regulators to keep up.” Because of

this, “insurance companies have not partici-

pated proportionally in this space to date. But

regulations are changing,” he says.

Not only are regulators and ratings agen-

cies adjusting to the idea of new asset classes,

they also may be encouraging this trend

among insurers. Goldman Sachs Asset

Management’s Kirsch says, “I’ve had the

chance to meet with rating agency folks and

I think a growing concern on behalf of the

ratings agencies is this over-reliance on fixed

income. If there weren’t any alternatives

showing up, that might raise concern. Fixed

income assets alone may not be able to pro-

duce the kind of income to pay off the liabil-

ities while achieving an acceptable return for

shareholders. I think the ratings agencies do

have a keen eye on that.”

Insurers are also facing more competi-

tion in the bond market from other kinds of

institutional investors and that might spur

more interest in looking to other asset classes.

“They’ve traditionally enjoyed one of the

largest accesses to the bond market. But

within the pension community there are more

bond allocations getting increased, given the

Pension Protection Act. Insurance companies

are going to have a new challenger in that

buying position for fixed income securities,”

says GE Asset Management’s Karlic.

“It’s also more of a global market today.

It’s not just pension funds in the U.S., but

overseas investors are looking to the U.S.

credit markets for long duration exposure.

Maybe in the past all they invested in were

Treasuries, but now they are also making

allocations to the credit markets. There’s a

great deal of additional demand for credit

instruments and the pool isn’t growing as

fast. So it’s a real benefit to insurers to take

advantage of some of the synthetics,” GE

Asset Management’s Postema continues.

Insurers also have to be concerned

about credit quality, which can make fixed

income assets less attractive. Six or seven

years ago, the credit cycle was not as friend-

ly and insurance companies were holding

bonds that were getting downgraded. This

cycle prompted a re-evaluation of some of

insurers’ investment decisions, leading to an

expansion of interest in other assets. For the

past several years, credit quality has been

good, but there are some signs that is chang-

ing — especially in areas like the sub-prime

lending market. In a weaker credit environ-

ment, industry experts say, insurers will be

looking for new asset classes to invest in as

well as the expertise of outside managers to

help them with these investments.

How insurers approach different asset

classes can vary widely. Not all of them

invest in every potential asset class. Some

insurers test the waters of new asset classes

merely by expanding their fixed income

portfolios into some global products. Others

pursue real estate-related investments first,

perhaps because they’ve invested in real

estate in the past, while others are willing to

jump into hedge funds and derivatives if they

have confidence in the managers.

Morgan Stanley Investment

Management’s Pai says other current trends

in the investment marketplace, such as bur-

geoning growth and understanding of the

derivatives market, allowing investors to

access cheap beta, and the growth of hedge

funds, which provide alpha, are helping to

drive the interest away from traditional long-

only mandates. In addition, gradual account-

ing changes have prompted some insurers to

start looking at their assets in different ways,

focusing more on total return than current

yield, she says. These accounting changes

coupled with the separation of alpha and beta

seem to be heralding a shift in asset alloca-

tion for insurers. ✛
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Our systematic and disciplined approach to the complexities of managing insurance company investment 
portfolios gives us a unique ability to develop customized solutions that integrate investment strategy with 
the realities of an insurance company’s operations.  

For more information contact Hope Maxwell at (888) 866-8074  or Maxwell@primeadvisors.com 
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Insurers depend on their investment assets to

support their underwriting activities and to

provide additional income on their balance

sheets. But the assets must be invested so as

to conform to a dizzying array of regulations

and to statutory accounting practices. So

when an insurer decides to use an external

asset manager a myriad number of questions

must be asked and answered.

Obviously, the key factor is whether the

asset manager understands the insurance

business. Insurers have unique needs, and

require services and strategies from an asset

manager that may not be appropriate for

other clients. For one thing, insurance com-

pany profits are taxed, presenting challenges

that aren’t faced by, say, pension fund

investors. For another, they face ongoing

scrutiny by rating agencies, a factor that is

often not shared with other kinds of asset

owners that entrust funds to external man-

agers. And finally, insurers are regulated on

a state-by-state basis, producing a level of

complex and overlapping oversight that can

be daunting for non-experts.

It is important to understand the busi-

ness model of the asset manager. Erik M.

Kirsch, managing director and global head

of the insurance asset management business

at Goldman Sachs Asset Management, says,

“Insurers need to ask is this asset manager

fully invested in the insurance space or are

they just looking for assets? Our experience

is that insurance companies require cus-

tomized investment strategies. Each insur-

ance company is different, with different risk

appetites.”

Insurance is a state-regulated business.

Regulators scrutinize the financial decisions

made by insurers to make sure that they are

not taking financial risks that might make

them unable to pay claims. The rating agen-

cies also examine each insurer’s financial

profile, and make judgements on its strength

and viability. This oversight can mean insur-

ers need to make investment decisions that

are not based purely on return but take into

account the full picture of their obligations. 

A manager that handles insurance

assets needs to understand the regulatory

constraints, and be able to help explain the

investment choices to regulators and ratings

agencies. In addition, complying with these

constraints requires plenty of paperwork.

Each insurer also has its own strategy

and its own appetite for investment risk, and

asset managers need to be willing to work

within those strictures too. Marc W.

Tollefson, senior vice president and chief

investment officer at Prime Advisors says,

“We have to understand what our clients’

strengths and needs are, and deliver the best

total return and book yield.”

Identifiable track record
Additionally, insurance companies

need managers that are willing to be in con-

stant contact about these and other issues.

“It’s a very close relationship,” says Karen

Kruck senior managing director of State

Street Global Advisors. “We will often talk

to our insurance clients on a daily basis.”

“An insurance company looking at out-

sourcing needs to not only see the broad

track record of an asset manager, but get an

understanding of how that company is com-

mitted and has performed in managing insur-

ance assets. It’s not just the commitment to

the insurance sector — a track record in the

constrained space is equally important,” says

John Gauthier, managing director, portfolio

manager and head of insurance fixed-income

portfolio management at Goldman Sachs

Asset Management.

When choosing an outside asset man-

agement firm, "insurers should look for best-

in-class skill and a proven track record on an

absolute and a risk-adjusted basis. Insurers

should also look for experience over multiple

market cycles and a firm that acts as a good

listener. Choosing a firm that provides top-

notch client service and reporting capabilities,

with an emphasis on transparent risk manage-

ment is essential,” says Kirtna Pai, executive

director of Morgan Stanley Investment

Management. In addition, she adds, “A good

partner is highly skilled at risk management

and risk budgeting, and is positioned to look

at multiple risk factors across asset classes.

Insurers should look for a manager that can

provide insight into risk. This is essentially a

manager that has an understanding of enter-

prise risk management.”

Insurers also need to examine the kinds

of services that the asset manager is able to

provide beyond just the buying and selling of

investments. Top asset managers will help

insurers develop and improve their invest-

ment strategy, and create portfolio models

that show insurers how their assets fit togeth-

er. Asset managers can also conduct perform-

ance analyses of their insurer client’s portfo-

lios to help them assess the success of their

strategies going forward.

“An insurance company looking for

creativity and a proactive approach needs to

go to asset management firms that have a

very deep capability, and are willing to

spend the time to look at the problems they

have and the willingness to solve them,

using asset allocation, risk analysis, report-

ing, understanding the regulatory environ-

ment, and, needless to say, excellence in

asset management,” says State Street Global

Advisors’ Kruck.

“Insurance companies have fairly com-

plex and unique needs and there’s rarely an

off-the-shelf solution,” Morgan Stanley

Investment Management’s Pai says, adding

that an asset manager connected to an invest-

ment bank with a global franchise can bring

an insurer a wide array of investment talent,

and is well positioned to bring proprietary

deal flow in businesses such as infrastruc-

ture, private equity and real estate. ✛
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Choosing an External Asset Manager Wisely

With so much riding on performance, 

how should you choose between the many 

managers vying for insurance outsourcing?
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YOU INSURE
WE INVEST
SSgA Insure-Vest

SM

is committed 
to the end-to-end investment needs 
of leading insurance companies.

Business strategy. Market conditions. Regulatory environment. Competition. Many

other moving parts that impact the way insurance assets are managed.

Our insurance clients operate in a world where investment success means having

the ability to anticipate external variables while managing internal strategies.

At SSgA Insure-VestSM we make it our business to know the unique needs of our 

insurance clients. Then we bring together our global resources and specialized 

expertise to meet the strategic objectives they set with us.

For more information on how SSgA Insure-VestSM can help meet your investment

objectives, please contact Karen Kruck at 1 617 664 9514 or karen_kruck@ssga.com.
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