2008 Insurance Asset Management Survey – Key Findings


Patpatia & Associates has recently concluded our 2008 edition of our annual analysis of the asset management practices of U.S. insurance companies and the money management firms that serve them.  In the course of this analysis, Patpatia & Associates evaluated the practices of over 350 insurance companies.  This was complemented by detailed profiling of nearly 50 insurance asset managers that participated in our 2008 survey, along with supplemental research on an additional 25 managers with insurance company clientele.  This will be shortly followed by the release of Patpatia & Associates’ forthcoming survey of the European and Asian insurance asset management markets.

This research validates the continuing trend of insurers outsourcing insurance reserves and surplus portfolios, how portfolio assets are being invested, and who insurers are selecting for these mandates.  Select findings are reproduced below:
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1. Total Size of the U.S. Insurance Market

Total insurance assets in the U.S. at the end of 2007 reached US$6.84 Trillion – 5.0% annual growth
	Total Size of the US Insurance Market

	
	2006
	2007
	% Growth

	
	US$
	%
	US$
	%
	

	Life & Annuity
	$4.8 T
	74%
	$5.1 T
	75%
	5.6%

	Health
	0.2 T
	3%
	0.2 T
	2%
	8.3%

	Property & Casualty
	1.5 T
	23%
	1.5 T
	23%
	2.8%

	Total
	$6.5 T
	
	$6.8 T
	
	5.0%

	Note: Reinsurance is reflected in the corresponding major product lines, primarily P&C


2. Insurers’ Asset Allocations
	Asset Allocation Dynamics
U.S. Life and Annuity Insurers’ Invested Assets

	
	2007
	% Growth1

	Bonds
	74.7%
	1.4%

	Stocks
	7.0%
	1.0%

	Mortgage Loans
	10.9%
	7.2%

	Real Estate
	0.5%
	4.7%

	Cash
	2.7%
	-0.3%

	Alternatives/Other2
	4.2%
	26.1%

	1. Growth reflects % increase in value of invested assets (excluding separate accounts, contract loans, owner occupied real estate, and non-financial assets)

2. Alternatives include hedge funds, private equity, and others


Overall, insurers invested assets (i.e. general accounts) have grown modestly – life insurers exhibited only 2.8% growth in their general account investment portfolios.

Many insurers have been realigning their portfolios in a search for superior returns.  This has particularly played out through increased allocations to non-traditional asset classes (26% growth over 2007).

Source: NAIC Statistical Compilation
3. Insurers’ Outsourcing – Size Segmentation Dynamics
Over the last year we have noticed an increase in US insurers turning to 3rd party managers as they seek to diversify their portfolios.  Indeed, of the over 350 US insurance companies with >US$0.5 B in assets, by the end of 2007 58% outsourced some or all of their general account assets.
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With an increasing focus at large insurers on implementing enterprise capital modeling and risk budgeting into new asset classes, even the most sophisticated investment departments frequently engage third party alternative investments managers.  Many of the large and mid-sized insurers are also struggling with capacity constraints in their internally managed asset classes and are turning to external managers on new asset classes.  Several organizations are implementing transfer pricing protocols to evaluate the cost-benefit of managing certain specialties (e.g. emerging markets, bank loans) in house versus employing third parties.
The management & directors of an increasing number of smaller firms are challenging complete in house management and trending toward outsourcing the majority of their portfolios.  Additionally, in today’s volatile economic environment, many smaller insurers are specifically engaging third party managers in order to tap their sophisticated risk management analytics.
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When insurers outsource, they frequently employ more than one manager (>60% employ 2+ and >20% engage 5+).  This allows firms to both to harness specialized skills and diversify manager risk.
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Smaller insurers (US$0.5-1B) frequently use only 1-2 managers for their entire portfolio or as a diversifier (i.e. equities).  This allows them to best take advantage of scale pricing of services in manager relationships, typically emphasizing core/ core plus bond & broad equity strategies.
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The largest insurers (>US$100 B) spread outsourced mandates across multiple managers to best harness specialty manager capabilities.  These include focused fixed income mandates (EMD), along with alternative products.

3.
Insurers’ Outsourcing – Size Segmentation Dynamics (continued)
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This is clearly reflected in the insurance company clients of insurance asset managers.  Smaller insurers, comprising the largest number of insurers by far, have been the dominant clients of most insurance asset managers, particularly those providing core/ core plus management services, as are reflected in the 2008 asset manager survey.
However, large and mid-sized insurers are increasingly turning to third parties for select traditional bond & equity investment styles.  Additionally, these larger insurers also employ specialist managers of alternative investments without a specific insurance practices.
4. Business Line Predilections
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Property & Casualty/ General insurers have historically expressed a greater willingness to outsource than life insurers.  Having less interest rate sensitive liabilities, P&C firms have less need of highly tailored asset-liability management (ALM) driven investments.  These firms may find appropriate products at a broad number of third party managers, although they must ensure that their selected managers are willing to invest in a tax-aware fashion.  This has supported a greater adoption of outsourcing at P&C and diversified insurers.
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Life insurers have been generally slower to adopt third party management, due to the highly customized, book income investment approaches required by their liabilities.  However, this has expanding over the past several years as there are a greater number of insurance specialists with the capabilities to support ALM-sensitive strategies.
4.
Business Line Predilections (continued)
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Both Life & Health and Property & Casualty/ General insurers typically employ a similar number of managers.  These decisions are generally based on economies of scale (mid-size & large managers have sufficient assets to divide their mandates across multiple managers) & the demand for specialist asset classes (requiring multiple managers to access appropriate skill sets).  These characteristics are size driven and tend to be in common across business lines.
5. Scope of Insurance Outsourcing –-Placement of Assets with Asset Managers
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By the end of 2007, insurance companies had placed US$ 1.0 T (US$989.5B)1 of insurance general acct. assets with unaffiliated managers.  This reflects an increase of 9.8%2 from 2006 year end (US$901.2 B in 2006).  14.4% of all insurance assets are now outsourced.
We have seen significant growth in 2007 across all insurance business lines, with over US$40 B of growth among P&C/ General insurers (11.3%) and US$17 B in growth among L&A firms.
The 49 asset managers who took part in Patpatia & Associate’s 2008 Insurance Asset Manager Survey are highly reflective of the overall market.  These survey participants had a total of US$896.2 B in insurance assets under management, representing 90.5% of the total market.
Notes:
1. The above figures include assets held by US-based managers as well as global managers with an extensive presence in the US market.  The assets held by European & Asian-based asset managers is being published separately.
2. Growth figures have been adjusted to reflects the “true” growth rate of outsourced insurance assets.  The effect of improved management reporting systems at insurance asset managers permitting survey participants to better identify insurance clients globally has been excluded.  This years survey uncovered nearly $100 B in assets not previously identified by managers as insurance general account mandates, which have not been factored into the 9.8% growth rate.
6. Business Dynamics at Insurance Asset Managers
Insurance companies have increasingly clout with asset managers, as they recognize the importance of insurers to their overall ability to gather assets.  At a time when the defined benefit pension market has ceased to grow, insurers are placing new mandates with 3rd party managers.  To date, the surveyed asset managers have gathered a total of US$2.9 T in assets from insurance companies, across both general accounts & sub-advised separate accounts (i.e. unit-linked).  This now accounts for nearly 20% of their total books of business from all sources (e.g. pensions, mutual funds, private client).  This prominence is affording insurers greater access to leading asset managers, as well as an increased willingness at managers to support tax-aware, insurance appropriate investment strategies.
	
	Third Party
General Account
	Affiliated
General Account
	Sub-Advised
Separate Account
	Total Insurance
Assets Under Mgmt.

	Managers’ Insurance Assets
	US$896.2 B
	US$987.5 B
	US$545.6 B
	US$2,902.1 B

	% of Managers’ Total AUM
	5.9%
	6.5%
	3.6%
	19.2%


Note: Individual components do not sum to total due to partial reporting of survey participants
7. Insurer Product Selection
The majority of insurers employ managers for core/ core plus fixed income and other investment grade strategies, paralleling insurers overall asset allocations.  However, as insurers seek to diversify their portfolios, they are more frequently tapping external money managers to access their specialty expertise – nearly 25% of outsourced assets are placed in high yield, global/ emerging markets, equity, real estate, alternative strategies.
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7.
Insurer Product Selection (continued)
Insurers are harnessing economies of scale in their manager relationships.  They seek to maximize the size of individual placements through core/ core plus and other multi-asset class mandates.  They also frequently assign multiple mandates to a single manager (i.e. a core portfolio, plus preferred stock & emerging markets debt mandates) to take advantage of relationship pricing.
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Insurance Outsourcing Requirements
P&C/ general insurers, health insurers, and reinsurers are frequently willing to engage managers on a total return basis.  However, Life & Annuity insurers, because of their buy & hold orientation, seek asset managers willing to manage their assets under a lower turnover, book income approach.  This has lead many insurance asset managers to develop book income investment strategies to capture larger insurance mandates.
Most insurers prefer constrained investment strategies.  For this reason they focus on managers that generate significant returns through security selection, credit quality management, and sector selection (74% of returns).  Yield curve positioning - duration & term structure management - is generally limited due to ALM constraints.
9. Insurance Asset Management Outsourcing – A Global Phenomenon
Although North American insurers have been early adopters, many European, and increasingly Asian, insurance companies have begun to tap the expertise of third party asset managers.  Global reach being further driven by multi-national insurers that frequently outsource assets for select international subsidiaries where scale does not justify building-out dedicated investment organizations.  Furthermore, the majority of Bermuda reinsurers, lacking a deep pool of investment talent on the island and generally seeking to focus on core underwriting & capital management functions, employ third party managers for significant proportions of their portfolios.

While a number of European & Asian managers have begun targeting the marketplace, over the last several years North American-based managers have taken an aggressive stance in penetrating the marketplace.  As these managers have focused on developing global insurance practices, they have made strides in better identifying, classifying, & targeting non-North American insurance business.

Note: The above analysis reflects only the international business of North American-based and global managers with significant North American business.

In response to the increasing globalization of the insurance asset management marketplace, Patpatia & Associates has undertaken a separate survey of the European and Asian insurance asset management markets.  This focuses specifically on non-US insurers and asset managers.  Results will be released within a dedicated analysis shortly.
2008 Insurance Asset Manager Survey Participants (US$ in B)

	Rank
	Company
	Third-Party  GA
	Affiliated
	Sub-Advised
	Total Ins.

	1
	Deutsche Asset Management
	US$160.2
	US$0.0
	US$32.4
	US$192.6

	2
	BlackRock
	125.7
	0.0
	57.6
	183.3

	3
	Conning Asset Management
	68.3
	3.3
	0.0
	71.6

	4
	GE Asset Management
	61.0
	24.5
	0.0
	85.5

	5
	General Re-New England AM
	60.2
	22.3
	0.6
	83.1

	6
	State Street Global Advisors
	60.1
	0.0
	54.2
	114.3

	7
	Wellington Management Company
	54.3
	0.0
	68.8
	123.1

	8
	Western Asset Management
	39.4
	0.0
	9.4
	48.8

	9
	Goldman Sachs Asset Management
	33.2
	2.3
	33.0
	68.5

	10
	JP Morgan Asset Management
	28.9
	0.0
	29.3
	58.2

	11
	PIMCO
	25.9
	185.6
	54.6
	266.1

	12
	Alliance Bernstein
	20.4
	97.0
	45.6
	163.0

	13
	Northern Trust Global Investments
	19.7
	0.0
	13.6
	33.3

	14
	Evergreen Investments Management
	16.9
	0.0
	0.0
	16.9

	15
	Standish Mellon Asset Management
	16.5
	0.0
	0.0
	16.5

	16
	AAM Company
	16.1
	0.0
	0.0
	16.1

	17
	Morgan Stanley Investment  Mgmt.
	15.8
	0.0
	27.3
	43.1

	18
	Hyperion Brookfield AM
	13.5
	1.5
	0.0
	15.0

	19
	ING Investment Management
	13.4
	213.5
	32.4
	259.3

	20
	Principal Global Investors
	10.7
	59.9
	6.0
	76.6

	21
	Wells Capital Management
	8.9
	0.0
	2.8
	11.7

	22
	Brown Brothers Harriman
	5.3
	0.0
	0.0
	5.3

	23
	TCW Group
	4.6
	0.0
	3.1
	7.7

	24
	Columbia Management Advisors, Inc
	3.9
	2.2
	1.7
	7.8

	25
	Delaware Investments
	3.8
	66.4
	0.0
	70.2

	26
	Advantus Capital
	3.4
	9.6
	1.9
	14.9

	27
	Victory Capital Management
	2.7
	0.1
	<0.1
	2.8

	28
	Munder Capital Management
	2.5
	0.0
	3.0
	5.5

	29
	Capital Group International
	2.0
	0.0
	16.2
	18.2

	30
	MBIA Asset Management
	1.9
	11.6
	0.0
	13.5

	31
	Madison Scottsdale
	1.7
	0.0
	0.3
	2.0

	32
	WB Capital Management
	1.6
	0.0
	0.0
	1.6

	33
	Hartford Investment Management
	1.5
	93.9
	12.2
	107.6

	34
	Babson Capital
	1.4
	59.7
	10.8
	71.9

	35
	Dwight Asset Management
	1.3
	18.5
	1.2
	21.0

	36
	Lord, Abbett & Co, LLC
	1.1
	0.0
	10.3
	11.4

	37
	Nuveen Asset Management
	1.0
	0.0
	0.0
	1.0

	38
	Denver Investments Advisors
	0.9
	0.0
	0.0
	0.9

	39
	New York Life Inv. Mgmt.
	0.6
	115.0
	1.4
	117

	40
	Hillswick Asset Management
	0.4
	0.0
	0.0
	0.4

	41
	Advent Capital Management
	0.2
	0.0
	0.0
	0.2

	42
	Fort Washington Investment Advisors
	0.1
	22.9
	0.0
	23.0

	43
	Cohen & Steers Capital Mgmt.
	0.1
	0.0
	0.4
	0.5

	44
	Froley, Revy Investment
	<0.1
	0.0
	0.0
	<0.1

	45
	MFS Investment Management
	0.0
	0.0
	16.0
	16.0

	46
	Entrust Capital
	0.0
	0.0
	0.1
	0.1

	47
	AIG
	N/A
	N/A
	N/A
	472.8

	48
	Aviva Investors North America, Inc.
	N/A
	N/A
	N/A
	N/A

	49
	J.G. Wentworth LLC
	N/A
	N/A
	N/A
	N/A

	
	Total
	US$896.2         
	US$987.5             
	US$545.6
	US$2,902.1           


Source: Patpatia & Associates 2008 Insurance Asset Manager Survey undertaken in conjunction with Insurance Finance & Investments
Additional Insurance Asset Managers not participating in the 2008 survey include:
	· 40/86 Advisors
	· AEW Capital Management

	· Allegiance Capital
	· Citigroup Alternative Investments

	· FAF Advisors
	· Fisher Investments

	· First Quadrant
	· Franklin Resources

	· Guggenheim Partners Asset Management
	· Lazard Asset Management

	· Loomis, Sayles & Co.
	· McDonnell Investment

	· Merganser Capital Management
	· NISA Investment Advisors

	· Oaktree Capital Management
	· Opus Investment Management

	· Prudential Financial
	· Putnam

	· Rainier Investment Management
	· Robeco Weiss, Peck & Greer Investments

	· Sit Investment Associates
	· Sun Trust Banks

	· T. Rowe Price Group
	· Vanguard Group

	· Voyager
	

	
	


Please note that the following rankings are based upon an analysis of asset managers’ third party general account assets; firms that did not supply detailed business line or regional data during the survey have been excluded from the rankings below. 

	Top US Managers – By Total US AUM
	
	Top Euro Managers – By Total Euro AUM

	Asset Manager
	$ in B
	
	Asset Manager
	$ in B

	1. Deutsche Asset Mgmt.
	$83.3
	
	1. Deutsche Asset Management
	$70.5

	2. Conning Asset Management
	63.0
	
	2. State Street Global Advisors
	27.5

	3. GE Asset Management
	45.3
	
	3. GE Asset Management
	15.6

	4. Wellington Mgmt. Company 
	36.0
	
	4. Goldman Sachs Asset Mgmt.
	12.5

	5. General Re-New England AM
	31.6
	
	5. JP Morgan Asset Management
	8.4

	6. State Street Global Advisors
	26.4
	
	6. Wellington Mgmt. Company
	7.2

	7. Western Asset Management
	24.1
	
	7. Alliance Bernstein
	6.4

	8. Northern Trust Global Investments
	19.1
	
	8. General Re-New England AM
	6.0

	9. JP Morgan Asset Management
	16.7
	
	9. Conning Asset Management
	3.9

	10. AAM Company
	13.3
	
	10.  PIMCO
	2.8


	Top Offshore Managers–By Total Offshore AUM
	
	Top Asia Managers-By Total Asia AUM

	Asset Manager
	$ in B
	
	Asset Manager
	$ in B

	1. Goldman Sachs Asset Mgmt.
	$13.6
	
	1. Deutsche Asset Mgmt.
	$6.4

	2. Western Asset  Management
	11.2
	
	2. ING Investment Management
	5.5

	3. Wellington Mgmt. Company
	10.1
	
	3. State Street Global Advisors
	5.0

	4. General Re-New England AM
	7.7
	
	4. Goldman Sachs Asset Mgmt
	4.2

	5. PIMCO
	4.4
	
	5. PIMCO
	2.4

	6. AAM Company
	2.8
	
	6. JP Morgan Asset Management
	1.4

	7. Hyperion Brookfield AM
	2.0
	
	7. Alliance Bernstein
	1.4

	8. Conning Asset Management
	1.4
	
	8. Western Asset Management
	1.1

	9. State Street Global Advisors
	1.1
	
	9. Principal Global Investors
	1.0

	10. Munder Capital Management
	
	
	10. Wellington Mgmt. Company
	0.8


2008 Life & Annuity and Health Manager Rankings
	Top L&A Managers – By Total L&A AUM
	
	Top Health Managers – By Total Health AUM

	Asset Manager
	$ in B
	
	Asset Manager
	$ in B

	1. Deutsche Asset Mgmt.
	$88.5
	
	1. BlackRock
	$20.0

	2. GE Asset Mgmt.
	42.5
	
	2. Morgan Stanley Investment Mgmt.
	11.3

	3. State Street Global Advisors
	28.3
	
	3. Goldman Sachs Asset Management
	7.8

	4. Western Asset Management
	15.6
	
	4. Wellington Management Company
	6.1

	5. Conning Asset Management
	13.4
	
	5. Standish Mellon Asset Management
	6.1

	6. BlackRock
	12.8
	
	6. JP Morgan Asset Management
	6.0

	7. Alliance Bernstein
	9.3
	
	7. Northern Trust Global Investments
	3.8

	8. Northern Trust Global Investments
	9.2
	
	8. PIMCO
	3.6

	9. Principal Global Investors
	7.5
	
	9. Wells Capital Management
	3.4

	10. Wellington Management Company
	6.6
	
	10. General Re-New England AM
	2.4

	11. Hyperion Brookfield AM
	6.2
	
	11. Conning Asset Management
	1.9

	12. ING Investment Management
	5.8
	
	12. AAM Company
	1.9

	13. Goldman Sachs Asset Management
	5.5
	
	13. Madison Scottsdale
	1.8

	14. Wells Capital Management
	3.6
	
	14. Hyperion Brookfield Asset Mgmt.
	1.4

	15. AAM Company
	3.0
	
	15. Advantus Capital 
	1.1

	16. JPMorgan Asset Management
	2.9
	
	16. Denver Investment Advisors
	0.7

	17. PIMCO
	2.6
	
	17. Columbia Management  Advisors
	0.5

	18. General Re-New England AM
	2.2
	
	18. Principal Global Investors
	0.4

	19. Advantus Capital
	2.2
	
	19. ING Investment Management
	0.3

	20. Victory Capital Management
	1.8
	
	20. Brown Brothers Harriman
	0.3


2008 P & C and Reinsurance Manager Rankings
	Top P&C Managers – By Total P&C AUM
	
	Top Reinsurance Managers – By Total  Reinsurance AUM

	Asset Manager
	$ in B
	
	Asset Manager
	$ in B

	1. Deutsche Asset Mgmt.
	$71.6
	
	1. BlackRock
	$43.9

	2. Conning Asset Management
	50.9
	
	2. Goldman Sachs Asset Mgmt.
	15.1

	3. BlackRock
	36.7
	
	3. Wellington Mgmt. Company
	11.4

	4. State Street Global Advisors
	31.4
	
	4. General Re-New England AM
	10.6

	5. Wellington Mgmt. Company
	30.2
	
	5. PIMCO
	8.6

	6. General Re-New England AM
	30.1
	
	6. AAM Company
	4.2

	7. GE Asset Management
	12.7
	
	7. Western Asset Management
	3.1

	8. PIMCO
	11.1
	
	8. JP Morgan Asset Management
	3.0

	9. Standish Mellon Asset Mgmt
	10.0
	
	9. Delaware Investments
	2.9

	10. Alliance Bernstein 
	9.5
	
	10. Principal Global Investors
	2.6

	11. AAM Company
	7.0
	
	11. Conning Asset Management 
	2.1

	12. Northern Trust Global Investments
	6.7
	
	12. Morgan Stanley Asset Mgmt.
	1.8

	13. JP Morgan Asset Management
	6.5
	
	13. MBIA Asset Management
	1.6

	14. Hyperion Brookfield AM
	4.9
	
	14. Wells Capital Management
	1.3

	15. Brown Brothers Harriman
	4.8
	
	15. Alliance Bernstein
	1.0

	16. Goldman Sachs Asset Management
	4.7
	
	16. Hyperion Brookfield AM
	1.0

	17. Columbia Management Advisors
	3.0
	
	17. Babson Capital
	0.5

	18. Western Asset Management
	2.8
	
	18. State Street Global Advisors
	0.4

	19. Morgan Stanley Asset Management
	2.4
	
	19. Capital Group International 
	0.4

	20. Munder Capital Management
	1.8
	
	20. Munder Capital Management
	0.3


Patpatia & Associates’ Insurance Asset Management Consulting Practice:

	Strategic Evaluation
	
	Investment Strategy

	· Organizational assessment

· Competitive benchmarking

· Profitability & transfer pricing

· Investment, actuarial, and product integration
	
	· Liability-driven investment implementation

· Asset allocation optimization

· Asset diversification

· Derivatives Strategy

	
	
	

	Portfolio Implementation
	
	Risk Management

	· PM assembly & 3rd party manager review

· Performance

· Compensation strategy

· Synthetic portfolio structuring
	
	· Risk budgeting & economic capital modeling

· Risk modeling & hedging

· Reinsurance strategies

· Compliance


	Representative Clients

	· Allianz
	· MetLife
	· Capital Group

	· Ameriprise Financial
	· New York Life
	· The Dreyfus Corp.

	· American Int’l Group
	· Manulife Financial
	· UBS Financial Services

	· Fidelity Investments
	· Fortis Investments
	· Wells Fargo

	· ING Investment Mgmt.
	· Prudential Financial
	· Zurich Financial


Our Recent Publications:

· Portfolio Management Strategies for Insurers – outsourced & internal approaches to liability-driven general account investments

· Asset Diversification for Insurers – incorporation of specialty fixed income allocations & alternative investments for return enhancement, risk diversification, & additional capacity

· Derivative Strategies for Insurers – maximization & protection of value through derivatives & structured notes
· Investment Benchmarking Survey – a comprehensive analysis of over 50 insurers’ general account investment best practices, spanning investment policy development, asset-liability strategies, asset allocation, performance benchmarking, reporting, the role of third parties, and technology
For further information, please contact:   (510)559-7140   iam@patpatia.com   www.patpatia.com
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