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Schroders manages £343.8 billion* of assets on behalf of investors has been managing insurance 
client assets since 1972. The The insurance channel is now comprised of 20 specialists. It acts as a 
two-way plug connecting insurance clients with Schroders’ broad investment, operational and risk 
management resources. Schroders Insurance Asset Management designs, services and supports 
solutions for both general account and unit linked portfolios. 

Today, Schroders manage £65.1 billion* on behalf of global insurance clients, across more 
than 200 mandates. Problem-solving is at the heart of our thinking, and we are happy to 
share our insight and experience with you.

An introduction to Schroders
Insurance Asset Management

Solutions
Key areas of solution design: 

 � Yield enhancing strategies

 � Product innovation 

 � Asset liability management 

 � Capital efficiency 

 � Improving risk/return outcomes

 

5
KEY AREAS

Mandates
Insurance client mandates around 
the world, including: 

 � Unit linked 

 � With profits 

 � Balance sheet

200+
CLIENT 
MANDATES

Specialists
Insurance specialists in London, 
New York and Hong Kong acting  
as a hub of:  

 � Expert regulatory, capital and  
ALM input

 � Specialist product and  
distribution knowledge

 � Tailored service and support

20
SPECIALISTS

Assets
Managed for insurance companies 
worldwide:

 � 100% AUM growth in three years 

 � More than £30 billion* managed on 
behalf of UK insurance clients

£65.1bn
GLOBAL 
INSURANCE 
AUM 

A L
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Clients come to Schroders looking for ideas on how to improve return, increase yield and 
reduce risk in their portfolios. A comprehensive range of investment capabilities across all 
asset classes is provided meeting the regulatory challenges in a capital-efficient way. 

Investment capabilities
Customised for you

Equities
At Schroders, we have broad based 
equity capabilities across developed 
and emerging markets globally, 
including a range of styles. 

More recently, clients are looking for 
equity market returns but with less 
volatility. We are experienced in 
designing customised volatility 
controlled, advanced beta, and other 
risk managed equity strategies. 

 

£137bn
ASSETS

311
INVESTMENT 
SPECIALISTS

Fixed income
Schroders has global fixed income 
capabilities across all markets and 
regions, in addition to specialist credit, 
emerging market debt and absolute 
return strategies. 

As the low interest rate environment 
persists, our clients are looking to 
enhance yield and diversify their 
portfolios. At Schroders, we design 
and manage portfolios for insurance 
clients against a range of customised 
benchmarks, including cash flow and 
duration matching. 

£70bn
ASSETS

150
INVESTMENT 
SPECIALISTS

Multi-asset
Many of our clients look for solutions 
that combine different asset classes 
with active asset allocation and 
dynamic risk management, to achieve 
specific investment outcomes. 

Our distinctive risk-premia based 
approach to multi-asset research and 
innovation in creating multi-asset 
solutions is a key area of dialogue for 
our clients.  

£86bn
ASSETS

122
INVESTMENT 
SPECIALISTS

Alternatives
Alternative asset classes play an 
increasingly important role in an 
insurance company’s portfolio. 
Insurance companies globally are 
casting the net wider in the search 
for new sources of return which are 
uncorrelated to traditional fixed income 
and equity investments. 

Our capabilities, including real estate, 
convertibles, infrastructure debt, 
securitised debt and insurance-linked 
securities could help clients achieve  
this goal. 

£17bn
ASSETS

107
INVESTMENT 
SPECIALISTS



Client solutions
Bridging the gap between clever 
ideas and regulatory reality

As a leading specialist global asset manager, Schroders has extensive investment and risk capabilities 
across a variety of markets and regions. The global reach and scale of the group enables us to deliver 
a broad range of solutions and strategies to our clients, as evidenced in the case studies below. 

  Comprehensive portfolio restructure for  
a major UK life insurer 

Requirement 

To improve the investment proposition for policyholders our client required the modernisation of a full 
suite of equity and balanced-fund investment strategies, comprising unit linked and with profits funds.  

Solution

Our solution was based around traditional and advanced beta equity strategies, and diversified, 
actively managed multi-asset strategies embracing modern investment techniques. We consildated 
assets from existing funds into large investment pools, which enhanced cost efficiencies. Detailed risk 
management and comprehensive performance reporting were provided as part of the solution. 

Result 

A simplified range of investment strategies, that is easier to manage and report on, with improved 
risk-return expectations and a reduced fee budget. Schroders’ strong investment brand provided 
policyholders with comfort. 

  Meeting guarantees for a major European  
life insurer 

Requirement

Our client needed to meet a minimum level of guaranteed return for its policyholders, but its fixed 
income portfolio could not provide sufficient yield. The client was not in a position to accept the 
potentially significant volatility of an outright equity exposure. 

Solution

We designed a multi-asset strategy, encompassing a diversified allocation to fixed income in addition 
to other risk assets. The portfolio is actively managed with a systematic volatility control mechanism to 
moderate the portfolio’s risk. 

Result

Our client is able to benefit from improved risk-return expectations, with projected returns sufficient to 
meet guarantees and projected risk within its risk limits, resulting in a lower capital requirement. 



  A variable annuity programme for  
a US life insurer 

Requirement

Our client desired a compelling investment strategy that could generate higher returns within 
acceptable risk limits, to support its variable annuity distribution proposition in the marketplace. 

Solution

Using our multi-asset expertise, we designed a diversified, actively managed portfolio aimed at 
generating the long term returns from equity market exposure but with less volatility.  As our client 
wished to hedge its downside risk, we were able to supply detailed, granular risk reporting to feed into a 
dynamic hedging strategy.

Result

The client was able to build a competitive variable annuity product for distribution, while reducing it’s 
own exposure to down-markets. 

  Targeted return for an Asian  
life insurer 

Requirement

Our client desired a minimum return for it’s balance sheet in the context of maintaining a specified 
capital adequacy ratio.  

Solution

Working with the client on a range of modelling exercises we were able to help refine its strategic 
asset allocation, focusing on effective asset liability matching and capital efficiency. 

Result

Our client selected a portfolio and strategy that accurately balanced it’s need for return with it’s capital 
and solvency objectives.  
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Our investment strategy ideas look through the lens of an insurance company at the full 
investment universe, to find the relevant opportunities for you. We take into account the need 
to match liabilities, generate yield and optimise capital. Some examples are shown below. 

Insurance strategy
Insightful, relevant investment ideas

For a copy of any of these articles, please visit our website:
schroders.com/iam

Schroders IAM Insurance Strategy – Global high yield 1

Insurers can pick-up more than 4% of yield net of SCR charge by switching 
from single A into high yield bonds.

High yield is attractive from a return on capital perspective

To see how much of the extra return on high yield bonds is eroded due to the higher SCR charges we 
assume a base case portfolio of A-rated US corporate bonds and a 6% cost of capital. Our analysis 
suggests that there are significant gains to be had from moving into high yield even with the higher 
capital charges accounted for. 

Capital adjusted yield comparison, high yield and investment grade 

There is a significant after capital pick-up in yield available from switching to high yield.

Credit rating Duration (years) Yield to Worst 
(%)

Solvency II 
Spread + Interest 

Rate SCR  
Charge (%)

Solvency II SCR 
Related Yield 
Impact (bps)

Capital Adjusted 
Yield (%)

AAA 4 1.30% 7.6% -46 0.84%

AA 4 1.55% 8.4% -50 1.05%

A 4 1.82% 9.6% -58 1.24%

BBB 4 2.55% 14.0% -84 1.71%

BB 4 4.38% 22.0% -132 3.06%

B 4 7.63% 34.0% -204 5.59%

Source: Schroders, 27 April 2016. Indices used are: The BofA Merrill Lynch 1-5 Year AAA US Corporate Index, The BofA Merrill 
Lynch 1-5 Year AA US Corporate Index, The BofA Merrill Lynch 1-5 Year A US Corporate Index, The BofA Merrill Lynch 1-5 Year 
BBB US Corporate Index, The BofA Merrill Lynch 1-5 Year BB US Cash Pay High Yield Constrained Index, The BofA Merrill Lynch 
1-5 Year B US Cash Pay High Yield Constrained Index.

The table above illustrates the yield pick up net of SCR charge available when switching from single A 
investment grade bonds into high yield. Carefully chosen single-B securities could increase the after 
capital charge yield by more than 4% relative to an investment grade portfolio.

Why global high yield now? Today’s market may present a buying opportunity 

In late 2015, high yield strategists, as well as investors, began to increase their default expectations 
for 2016. The number of defaults will rise over the coming year, but the global default rate is likely 
to be in the range of 4–5% in 2016 and defaults will be clustered in just a few industries – primarily 
in metals & mining and energy as well as in retail and media. The market is already pricing in a high 
probability of default for a number of issuers in these sectors, as can been seen by looking at the 
distressed debt ratio which has risen after the 2015 selloff.

Below we show the spread between broad global high yield and high yield excluding the problematic 
energy and mining sectors to the European investment grade sector. Spreads have widened sharply 
from June 2015 before stabilising and beginning to contract very recently. 

Schroders Insurance Asset Management 
Insurance Strategy

Global high yield 

For professional investors only.

A compelling opportunity for European insurers 

1

Moving into long-dated US credit allows investors to increase yield 
significantly, improve liquidity and increase diversification without increasing 
capital requirements.

 – After hedging to EUR, investors can improve yield by up to 150 basis points 
 – The US long-dated bond market is roughly six times larger than that  
of Europe 

 – There are three times as many credit issuers in the long-dated US market
Increase yield: The yield differential between US and European corporate bonds 

Yields have been diverging between the US and European credit markets since 2012 and the 
difference recently reached a 10 year high. With a growing percentage of the European government 
bond universe trading at negative yields and European corporate bond yields also declining as the 
European Central Bank (ECB) buys European corporate debt, we have begun to see insurance 
companies taking advantage of the relative value opportunity on offer.

All maturity investment grade yields are higher in the US

Source: Schroders, BAML Indices ER00 and C0A0, at 6 July 2016. Yields are in local currency and are not hedged to EUR.

Schroders Insurance Asset Management
Insurance Strategy 

Long-dated US credit

For professional investors or advisors only
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Insurers should think outside the European box
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1

Investors are looking for risk-efficient and capital-efficient ways to access 
the return potential of equities. No one wants to be exposed to 2008-style 
losses, but the price of option protection is penal. We believe convertible 
bonds are a compelling proposition for three reasons. Firstly, they allow 
investors to gain equity exposure with a far lower Solvency II capital 
requirement than an equivalent direct equity position in stocks. Secondly, 
they provide a useful element of downside protection. Thirdly, they have a 
favourably asymmetric risk profile, offering the ability to capture more equity 
market upside than downside. Below, we explain how and why.

Why Equities?

Companies with investment products containing guarantees, often in excess of 3%, have been 
struggling to meet these minimum levels of return with investment grade corporate bonds. The yield 
on the iBoxx Euro Corporates A 1–3 index has declined from over 7% in 2009 to below 50bps at the 
beginning of 2016, illustrating the magnitude of the challenge faced by insurers looking for fixed rate 
cash flows with which to meet liabilities. Some have increased their allocation to equity and other risk 
assets with higher potential returns, but these expose one to more risk and of course higher Solvency 
II market risk capital charges: at between 39% and 49% (plus a symmetric adjustment) in the case of 
equities, the risk adjusted return on capital tends to undermine the case for investing.

Why Convertible Bonds?

A potential solution to the risk and capital challenge of investing in equities is offered by convertible 
bonds i.e. bonds that have a fixed maturity like a bond, but which also have an investor-option to 
convert the holding into the equity of the issuer at a fixed price.

A convertible bond is essentially the combination of an ordinary bond and a long-dated call option 
on the stock of the issuer. A straightforward corporate bond would be sensitive to interest rates 
and credit spreads, and this would explain its trading behaviour. A convertible bond is also sensitive 
to interest rates and credit spreads, but in addition sensitive to the equity price. As an example, 
Vodafone* have issued a convertible bond yielding 58bps, maturing in November 2020, with an 
option to convert the par value into Vodafone stock at a price of £2.897. Vodafone stock is currently 
trading at around £2.17. As a conventional Vodafone corporate bond of similar maturity would yield 
roughly 80bps, the 22bps of lower yield available from the convertible can be thought of as the price 
paid for the embedded equity call option.

*For illustrative purpose only. It does not represent invest in or divest of the above-mentioned securities.

Schroders Insurance Asset Management 
Insurance Strategy

Convertible Bonds

A solvency II silver bullet

For professional investors only.
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Liability matching portfolio managers face the reality that their asset of 
choice, the investment grade corporate bond, no longer delivers sufficient 
yield. The hunt for extra yield this encourages is a concern: no one wants to 
repeat the mistakes of the financial crisis when many insurance investors 
found themselves in apparently high-rated bond-like assets which did not 
end up delivering the cash flows required. 

Infrastructure debt, we believe, is fundamentally different. We explain why 
this asset class may be considered to have superior credit fundamentals 
to the corporate bond sector. We demonstrate that historically infrastructure 
debt has produced stable long-term cash flows. We analyse the Solvency II 
capital treatment from a European insurer’s perspective and show that 
infrastructure debt ought to be able to provide investors with   
exceptional return on capital. 

Infrastructure debt – a guide 

Insurance companies with long dated liabilities that have traditionally been financed using investment 
grade corporate bonds have faced a collapse in yields over recent years. For example, the yield on 
the iBoxx € Corporates A–rated 7–10 year index was above 6% in 2007 and is now around 1%. The 
difficulty in obtaining adequate returns has encouraged insurance companies either to look further 
down the credit spectrum (to capture additional credit risk premium) or to give up liquidity (to capture 
an illiquidity premium). Infrastructure debt fulfils the latter role, i.e. it is essentially a fixed income 
instrument that allows investors to capture an illiquidity premium (typically 70 to 100 basis points of 
extra spread when compared to an equivalently rated, publicly traded corporate bond). 

We are all familiar with infrastructure as a concept. Infrastructure projects and companies with 
a similar risk profile are essential for the function, growth and prosperity of an economy. Typical 
examples include roads, power distribution facilities, airports and communication networks. As is 
typically the case, infrastructure companies that manage these essential services are funded with 
a combination of equity and debt. Due to its unique characteristics this debt is categorised as 
“infrastructure debt” but it is simply a loan or a bond. The tangible assets of these companies (toll 
roads, airports, bridges etc.) generate long-term cash flows, and these flows secure the coupon and 
principal payments for investors.

Schroders Insurance Asset Management 
Insurance Strategy

Infrastructure debt

A capital-efficient building block for buy and hold insurer portfolios 

For professional investors only.
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Global high yield
By adding high yield bonds to to an 
asset allocation, investors have the 
potential for over 4% yield pick-up 
net of SCR charge by switching from 
single A into carefully chosen global 
high yield bonds. 

Convertible bonds
Adding convertible bonds to your 
portfolio allows you to access the 
upside from equity markets with 
significantly lower volatility and a lower 
capital requirement.

Long-dated US credit
We identify an opportunity in 15yr+ 
maturity US investment grade credit, to 
pick up yield versus equivalent sterling 
and euro bonds, on a fully currency 
hedged basis. 

Infrastructure debt
We show that infrastructure debt 
compares favourably to investment 
grade corporate debt in terms of 
default experience, yield pick-up and 
capital treatment.  

Source: Schroders, at 30 July 2016. Shown for illustrative purposes only and should not be viewed as a recommendation to buy/sell.



Contact us

For more information on the Insurance Asset Management Team or any of the investment 
capabilities outlined in this brochure, please contact us using the details below.

Global Head of Insurance Asset Management
Paul Forshaw
Phone: +44 20 7658 2524

Email: paul.forshaw@schroders.com

United Kingdom
Charles Matterson, Client Director, Insurance Asset Management
Phone: +44 20 7658 6706
Email: charles.matterson@schroders.com

United States
Andrew Terry, Institutional Director, Insurance Asset Management
Phone: +1 212 641 3891
Email: andrew.terry@schroders.com

Europe
David Thompson, Institutional Director, Insurance Asset Management

Phone: +44 20 7658 6317 
Email: david.thomspson@schroders.com

Asia Pacific
Chris Howells, Client Director, Insurance Asset Management
Phone: +852 2843 7717
Email: chris.howells@schroders.com
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