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According to a recent report by the National Association of Insurance Commissioners, U.S. insurers’ reported 
cash and invested assets, including affiliated and unaffiliated investments, have steadily increased since 
at least 2010.1 The industry has experienced a compound annual growth rate (CAGR) of 3.4% in cash and 
invested assets from 2010 through 2018, with year-end 2018 cash and invested assets over $6.5 trillion. 

The U.S. insurance industry’s asset allocations have been relatively stable and have not changed significantly 
for many years. Bonds remained the largest component of U.S. insurer assets at year-end 2018, representing 
65.7% of total cash and invested assets. Common stock investments were the second largest holding for the 
industry at 12% of total cash and invested assets, followed by mortgages at 8.5% and Schedule BA assets 
(other long-term investments) at 5.6%. (See Table 1 below.)

However, given the prolonged low interest rate environment, U.S. insurers have been investing more of their 
dollars in higher yielding assets, such as mortgages, private equity, hedge funds and privately placed bonds. 

It is important for insurers to recognize the breadth of typical permitted asset, the purpose of these various 
assets, and their role in order to understand if they should be used in a particular portfolio.
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Breadth of Typical Permitted Assets for Insurers

Asset Class Life P/C Health Fraternal Title Total
% of  
Total

Bonds 2,999,456 1,054,242 128,601 108,412 5,150 4,295,861 65.7%

Common Stock 158,004 582,735 36,781 4,506 2,214 784,240 12.0%

Mortgages 521,544 20,799 145 12,429 54 554,970 8.5%

Schedule BA 189,859 156,355 13,377 5,667 171 365,429 5.6%

Cash & Short-Term Investments 104,975 103,741 40,615 2,499 1,426 253,257 3.9%

Contract Loans 129,333 3 0 2,905 - 132,241 2.0%

Derivatives 56,423 424 6 29 - 56,883 0.9%

Real Estate 20,482 13,768 5,728 282 229 40,489 0.6%

Preferred Stock 12,310 5,567 598 687 383 19,546 0.3%

Securities Lending 12,576 4,996 998 593 - 19,164 0.3%

Other Receivables 9,014 6,665 470 96 10 16,256 0.2%

Total 4,213,978 1,949,294 227,319 138,105 9,638 6,538,335 100%

% of Total 64.5% 29.8% 3.5% 2.1% 0.1% 100% -

TABLE 1: Total U.S. Insurance Industry Cash and Invested Assets by Asset Class and Insurer Type, Year-End 2018 (BACV$ in millions)

Source: NAIC’s Capital Markets Bureau



www.miles-capital.com

Fixed Income
Bonds generally represent the vast majority of investment holdings on insurer’s balance sheets; they are 
generally there to support the liabilities of the organization. At Miles Capital, we believe that fixed-income 
investments should not only preserve capital, but also provide liquidity and deliver a yield advantage over the 
relevant benchmark, whether that’s income-oriented or total return.

The ranking of bond types at year-end 2018 remained consistent with prior years. Corporate bonds and 
municipals bonds were the two largest bond types, representing 54.6% and 12.1%, respectively, of the 
industry’s total bond exposure. (See Table 2 below.) 
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Asset-backed securities (ABS) and other structured securities, agency-backed residential mortgage-backed 
securities (RMBS) and U.S. government bonds followed and accounted for 8.5%, 6.8% and 6.7% of total bond 
exposure, respectively.

When it comes to fixed income strategy, some investors are familiar with the simplest approach: buying bonds 
and holding until maturity. Using this strategy, the investor’s return is approximately the average yield of the 
bonds in the portfolio. But over time it can be easy to become complacent with the risks inherent in bonds, 
especially given the solid returns from investment grade fixed income since the global financial crisis of 2007-
2008. 

Investors must pay careful attention to interest rate risk and credit risk. As we are late in the economic cycle, 
there is potential for these risks to manifest themselves. Having a robust credit research process to fully 
review each corporate or municipal issuer, or a mortgage team to review the quality of structured securities is 
imperative to help prevent value from eroding.

Asset Class Life P/C Health Fraternal Title Total
% of  
Total

Corporate Bonds 1,843,607 373,750 49,295 74,674 2,431 2,343,757 54.6%

Municipal Bonds 195,605 291,975 23,176 8,500 1,108 520,364 12.1%

ABS and Other Structured Securities 279,815 69,743 10,390 4,089 27 364,065 8.5%

Agency-Backed RMBS 174,887 88,760 16,985 9,245 703 290,580 6.8%

U.S.Government 150,279 115,355 17,695 2,066 311 285,707 6.7%

Private-Label CMBS 130,608 38,565 4,593 3,845 23 177,634 4.1%

Private-Label RMBS 75,040 19,119 1,177 1,133 0 96,469 2.2%

Agency-Backed CMBS 47,423 21,339 1,182 3,035 67 73,046 1.7%

Foreign Government 43,496 18,574 726 1,066 249 64,111 1.5%

Bank Loans 39,597 11,685 1,658 504 207 53,651 1.2%

Hybrid Securities 15,512 3,185 307 227 22 19,253 0.4%

ETF-SVO Identified Funds 3,574 2,021 1,114 27 1 6,737 0.2%

Bond Mutual Funds-SVO Identified Funds 11 159 303 0 - 474 0.0%

Total 2,999,455 1,054,231 128,601 108,412 5,149 4,295,848 100%

% of Total 69.8% 24.5% 3.0% 2.5% 0.1% 100% -

TABLE 2: Bond Breakdown by Insurer Type, Year-End 2018 (BACV$ in millions)

Source: NAIC’s Capital Markets Bureau
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Equity
Common stock investments were the second largest holding for the insurance industry at 12% of total cash 
and invested assets. That number is heavily skewed by life insurers which typically have lower allocations. 
Property and Casualty industry allocations are generally higher, from 15-30 percent depending upon surplus 
strength and other factors.  In a well-constructed insurance investment portfolio, equity can support growth, 
maintain liquidity, and provide market-like upside with less-than-market downside. The foundation for 
achieving consistent equity performance is built by diversifying critical risks and selecting securities with 
strong fundamental characteristics.

Determining appropriate allocation to equity markets is of paramount importance. The insurer will need an 
asset allocation strategy that fully aligns the portfolio with key business objectives and applies a consistent, 
risk managed approach.

Active equity can provide additional benefits for insurers, including more holistic   
gain and loss or tax management and the opportunity for downside risk mitigation. 

At Miles Capital, our multi-step process (in Chart 1 below) begins by leveraging quantitative tools to rate over 
3,000 equities across nine different markets, narrow the universe for fundamental analysis, then relies on our 
proprietary fundamental security-scoring methodology to ensure we select our highest-conviction stocks. 
Next we diversify across region, sector and market capitalization to minimize unintended risks, and finally we 
maintain a strong and ongoing focus on risk management.
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CHART 1:Miles Capital Equity Management Process

Mortgages
The U.S. insurance industry’s exposure to mortgages increased to $555 billion at year-end 2018 from $322 
billion at year-end 2010, for a CAGR of 7.1%. (See Chart 2.) The rate of growth of mortgage exposure for the 
eight-year period is approximately double that of the industry’s cash and invested assets. For the last three 
years, the annual growth in mortgage exposure has been at or near double-digits—9.5%, 9.1% and 10.7% in 
2018, 2017 and 2016, respectively.

A disciplined process, designed to deliver consistent relative 
performance and multipokle stragety solutions.
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Alternatives
Alternative assets or Schedule BA assets may support growth, help reduce volatility, and potentially provide 
a hedge to inflation. The NAIC also noted a steady increase in BACV over time for Schedule BA assets. 
Schedule BA investments include private equity and hedge funds, mineral rights, natural resources, surplus 
notes, secured and unsecured loans to corporations and individuals, and housing tax credits.

Schedule BA exposure increased to $365.2 billion at year-end 2018 from $228 billion at year-end 2010, for a 
CAGR of 6.1%. (See Chart 2 below.) The industry’s exposure to Schedule BA assets grew faster than the 3.4% 
CAGR of total cash and invested assets over the eight-year period, although growth slowed in 2018 to 3.3%.

Many insurers worry that alternative investments are too risky or overly complicated for 
them. Or that given the strength of the bond or equity markets, there is no need to diversify 
to alternatives. 

The truth is that many of the alternative asset classes have historically had lower volatility than public equities. 
An appropriate risk-managed and comprehensive framework could offer a clear guide to diversifying into 
alternatives before the market cycle changes.

Even a small allocation (5% or less) to alternatives may enhance the performance and efficiency of an asset 
portfolio (goal of maintaining performance while potentially decreasing risk). This helps support Return on 
Equity, surplus growth, capacity ratios, and other key metrics.

Re:Think

CHART 2: U.S. Insurance Industry Schedule BA Asset Exposure, 2010-2018

Source: NAIC’s Capital Markets Bureau
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Active vs. Passive Management
Insurance asset management is different from other types of asset management and demands active asset 
allocation and investment management within a strong risk framework. This requires both a deep-rooted 
understanding of client objectives, needs, and constraints, as well as a strategic, objectives-based, asset 
allocation across a diverse set of asset classes, sectors, and vehicles to enhance portfolio customization and 
performance. Here are six characteristics of active investment management:

1. CONSIDERS THE ENTIRE BALANCE SHEET: The portfolio design should include all characteristics of 
the insurer: size, type, business lines, capital, financial strength ratings, growth rates, trends.  Traditional 
methods of asset allocation may provide the same portfolio structure for two very different firms simply 
because the objective is the same. A well-capitalized, large crop insurer should not be managed the 
same as a capital-constrained, small auto insurer simply because they both have an objective of growth of 
surplus.  

2. THE ROLE OF THE PORTFOLIO IN MEETING BUSINESS OBJECTIVES:  The portfolio should be 
structured to help optimize business objectives, not a volatility number.  Clearly prioritizing all critical 
business objectives is critical for a successful asset allocation.  

3. STRATEGIC DECISION MAKING:  The portfolio should be guided by a forward-looking, multi-year plan 
that clearly demonstrates how it will support key objectives over time.  Point in time risk analyses do not 
tell an insurer how surplus will grow over time or at what point Net Investment Income will reach company 
targets.  

4. ALL RELEVANT ASSET CLASSES:  Traditional asset allocation is dependent upon deciding which asset 
classes to include before completing any analysis.  A stronger approach is to include all assets, then 
eliminate those that are inaccessible or do not provide the desired outcomes.  

5. CHANGING MARKET AND COMPANY DYNAMICS:  Market expectations for rates, spreads, returns, 
correlations shift almost constantly, as do insurance company characteristics and regulatory frameworks.  
Using backward-looking data is not comprehensive enough. Asset allocation and portfolio management 
should dynamically incorporate new data.  

6. EFFECTIVE COMPARISONS BETWEEN OPPORTUNITIES:  Insurers need to know the impact over time of 
adding an investment to municipal bonds vs. high yield or of public equity vs. private equity.  It may seem 
simple to select the more conservative option each time there is a fork in the road, but one cannot select a 
path forward without understanding where the path leads and what long-term outcomes are likely. 

Conclusion
The universe of asset classes is complex, and there are risks in every investment. At Miles Capital, we don’t 
sell products. Instead, we leverage our insurance expertise, asset class knowledge, top-tier manager selection, 
and industry partnerships to help bring our clients clear, customized solutions that help meet their business 
objectives.
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The opinions expressed herein are those of Miles Capital, Inc. and are 
subject to change without notice. This material is not financial advice or 
an offer to purchase or sell any product. There can be no guarantee that 
any investment strategy will achieve its investment objectives.  As with all 
strategies, there is a risk of loss of all or a portion of the amount invested. 
Diversification does not ensure a profit or protect against market loss. 
Miles Capital, Inc. reserves the right to modify its current investment 
strategies and techniques based on changing market dynamics or client 
needs.

Disclosures

Endnotes

1 The NAIC Capital Markets Bureau’s annual special report examines 
the U.S. insurance industry’s cash and invested assets, as reported by 
approximately 4,500 insurance companies for the year ended Dec. 
31, 2018. https://www.naic.org/capital_markets_archive/special_
report_190725.pdf

Contact us at 800.343.7084 or visit www.miles-capital.com
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