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Investment and Regulatory Context 



Investment Context 

4 Sources: Bloomberg, Barclays Life, Standard Life Investments, February 2016 



Regulatory Context – Solvency II 

5 Source: ECB, December 2015 

• Risk-based capital regime, with mark-to-market valuation of assets and liabilities. 

 

• Prudent Person Principle 

 

• Capital support provided in respect of long-term liabilities: 

 Volatility Adjustment and Matching Adjustment 

 Yield curve construction (Last Liquid Point, Extrapolation Period, Ultimate Forward Rate) 

 Transitional arrangements for in-force business 

 

• However, this capital support will unwind over time.  

 

• How are European insurers planning on adapting their investment strategies to this 

environment? 



Structure and Scope 



Good Coverage by AuM 

• The study covers:  

 27% of all European insurance assets (29% including Standard Life assets) 

 Over 50% of externally managed European insurance assets 
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Source: LHS: IAM European Asset Management 2013 (Spence Johnson); RHS: Standard Life Investments European Insurer Study 2015 

Assets under management – Market Insurer assets under management – Sample coverage 

Market coverage 

32% 13% 27% 

General Account
(Life + GI)

Unit-Linked
(Life)

Total

€6.3trn 

€2.2trn €8.5trn 

General Account
(Life + GI)

Unit-Linked
(Life)

Total

€2.0trn 

€0.3trn €2.3trn 



Good Coverage by Segment 
Role of Interviewee, Region, Size and Type of Insurer  
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Asset Allocation by Region 
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Key Themes 
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• Low investment returns are challenging the European insurance industry 

 

• Significant SAA activity expected going forward to generate additional returns 

  

• Some insurers feel “constrained” by Solvency II and risk-based regulation 

 

• More outsourcing of assets expected, though complex insurer requirements 

may limit asset manager choice 

 

• Traditional insurance business models under pressure and significant change 

expected 

 

 

 

 



Theme 1 – Inability to Generate Sufficient Returns 
Low Returns the Most Significant Investment Factor 
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Theme 1 – Inability to Generate Sufficient Returns 
Low Returns a Challenge, Especially for Life Insurers 
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• Low investment returns are challenging the European insurance industry 

 

• Significant SAA activity expected going forward to generate additional returns 
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Theme 2 – Focus on Strategic Asset Allocation 
Significant Asset Allocation Shifts Expected  
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Alternatives: infrastructure, commercial real estate loans, hedge funds, private equity, commodities 



Theme 2 – Focus on Strategic Asset Allocation 
With Regional Differences 
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• At a very high level, there are two forms of strategy in the Alternatives bucket: 

 

• Monetise illiquidity premium via investment in illiquid credit 

 Commercial Real Estate Lending, Infrastructure Debt, Debentures, etc. 

 

• Seek risk diversification through investment in liquid assets that are low or zero beta 

 Absolute return strategies, hedge funds, etc. 

 

• Both of these types of strategy receive broadly more favourable capital treatment 

under SII relative to SI… 

 

• …but may require significant work in order to obtain attractive regulatory treatment 

 And support from asset manager 
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Theme 2 – Focus on Strategic Asset Allocation 
What are Alternatives? 



Key Themes 
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• Low investment returns are challenging the European insurance industry 
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Theme 3 – Insurers May Feel Constrained 
Seeking to Increase Risk-adjusted Returns   
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Theme 3 – Insurers May Feel Constrained 
Seeking to Increase Risk-adjusted Returns   
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Theme 4 – More Outsourcing 
Lack of Credible Insurance Asset Managers   
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Theme 4 – More Outsourcing 
Across all Asset Classes and Especially the Specialised Classes   
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• Asset Data Reporting 

 Pillar 1 look-through and Pillar 3 QRTs 

 Line-by-line 

 

• Capital analytics and capital-efficient investment solution design 

 

• Insurance-specific support in specific asset class areas 

 e.g. Internal credit ratings for unrated assets 

 

• Developing asset capabilities that are demanded by new regulatory constraints 

 e.g. Use of cross-currency swaps for overseas bonds in Matching Adjustment business 
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Theme 4 – More Outsourcing 
Asset Management Services for Insurers under Solvency II 



Key Themes 

 

 

 

 

 

 

25 

• Low investment returns are challenging the European insurance industry 

 

• Significant SAA activity expected going forward to generate additional returns 

  

• Some insurers feel “constrained” by Solvency II and risk-based regulation 

 

• More outsourcing of assets expected, though complex insurer requirements 

may limit asset manager choice 
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expected 

 

 



Theme 5 – Business Model Challenges 
Traditional Guaranteed Life Insurance Savings May Decline   
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Theme 5 – Business Model Challenges 
Asset Growth Areas are Unit Linked, Asset Management, General Insurance  
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Recent Changes and Future Plans 



Investment Markets – Update 

29 Source: Bloomberg, Barclays Live, Standard Life Investments, February 2016 



Future Plans – Solvency II 

30 Source: Association of British Insurers 



Conclusions 



Conclusions 

• Low investment returns are challenging the European insurance industry 

• Significant SAA activity expected going forward to generate additional returns  

• Some insurers feel “constrained” by Solvency II and risk-based regulation 

• More outsourcing of assets expected, though complex insurer requirements may 

limit asset manager choice 

• Business model pressures 

 Guaranteed life insurance savings business model looks unsustainable 

 Expected transition to a unit-linked model  

 

Unprecedented pressure and change 
http://www.standardlifeinvestments.com/Insurance_Survey_Europe_UK_TCM/getLatest.pdf 
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The information shown relates to the past. Past performance is not a guide to the future.  The value of investment can go down as well as up.  

 

Any data contained herein which is attributed to a third party ("Third Party Data") is the property of (a) third party supplier(s) (the “Owner”) and is licensed for use by Standard 

Life**. Third Party Data may not be copied or distributed. Third Party Data is provided “as is” and is not warranted to be accurate, complete or timely. To the extent permitted by 

applicable law, none of the Owner, Standard Life** or any other third party (including any third party involved in providing and/or compiling Third Party Data) shall have any 

liability for Third Party Data or for any use made of Third Party Data. Past performance is no guarantee of future results. Neither the Owner nor any other third party sponsors, 

endorses or promotes the fund or product to which Third Party Data relates. 

 

**Standard Life means the relevant member of the Standard Life group, being Standard Life plc together with its subsidiaries, subsidiary undertakings and associated 

companies (whether direct or indirect) from time to time." 

 

 

 

 

 

 

Standard Life Investments Limited is registered in Ireland (904256) at 90 St Stephen’s Green, Dublin 2 and Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. 

 

Standard Life Investments Limited is authorised and regulated in the UK by the Financial Conduct Authority. 

 

Calls may be monitored and/or recorded to protect both you and us and help with our training. 

 

www.standardlifeinvestments.com  

 

© 2016 Standard Life, images reproduced under licence 
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