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Insurance companies have recently released their statutory filings for year-end 2023,
presenting an opportunity for a deep dive into what's driving asset allocations within life
insurers’ portfolios. While some new trends have emerged, there are also old trends that
have continued and some that have been broken from this year’s data. Below we highlight
four key themes that are shaping asset allocations for life insurers.

‘Overall, life insurers are seeking capital efficiency by
allocating toward higher-rated securities unless spread
levels compensate for higher capital and risk.”

1. Upin Credit Quality

Allocations to the highest rated NAIC 1 class (A- and higher) have continued higher
since 2022 when the industry broke a string of five years of declining allocations. In
particular, allocations increased by 1.7% from the year prior, to 59.1% of total bonds
(Figure 1). Within NAIC 1, AAA-rated growth has been flat with increases seen mainly

in the AA and A-rated categories. This credit improving increase in NAIC 1 has largely
come from the NAIC 2 (BBB+/-) class, which saw a stark reduction of 1.3% of total bonds
from 2022. High yield allocations have also been declining since hitting a peak in 2020.

Figure 1: Moving Up in Quality
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60.5% 34.3% 3.2% 1.4% 0.5% 0.1% 94.8% 5.2%
56.8% 36.6% 4.0% 1.6% 0.5% 0.1% 93.3% 6.2%
56.7% 37.4% 3.8% 1.5% 0.4% 0.2% 94.1% 5.9%
57.4% 37.2% 3.5% 1.4% 0.5% 0.1% 94.6% 5.4%
59.1% 35.9% 3.1% 1.4% 0.5% 0.1% 94.9% 5.0%

Sources: S&P Global. As of December 31, 2023.
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2.

Private Bond Allocations Rise

Allocations to public bonds have continued their long trending descent by
dropping 2.0% year-over-year (Figure 2). While still the predominant asset
class for life insurers, their allocations have fallen by 8.0% over the past five
years to 39.3%. Meanwhile, 144a private bonds continued their trend higher,
increasing 1.5% year-over-year to 15.1%. However, non-144a privates—also
known as true privates—fell for the first time in five years, slipping 0.7% over
the past year.

Figure 2: Increasing Allocations to 144a Private Bonds
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47.3% 12.2% 13.9%
45.8% 12.6% 14.7%
43.6% 12.9% 15.6%
41.3% 13.6% 17.0%
39.3% 15.1% 16.3%

Sources: S&P Global. As of December 31, 2023.

Shift Toward Select Structured Assets

Given the attractive current yields on offer and capital efficiency, residential
mortgages—also known as non-securitized whole loan mortgages—logged
the biggest yearly gain of all asset classes (Figure 3). Though a seemingly
small 0.4% overall allocation increase, it represents a 42% increase within the
class. Certain structured asset classes also saw an increase in allocation led
by collateralized loan obligations (CLOs), asset-backed securities, and non-
agency residential mortgage-backed securities. Meanwhile, concerns about
the commercial real estate market softened the allocation to commercial
mortgage-backed securities.
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Figure 3: CLOs Continue to be the Fastest Growing Asset Class

Life Industry Largest Allocation Changes
30%

Increases Decreases

% of Cash and
Invested Assets

CLO Private Private Residential  Bank Public Agency CMBS uU.s. Derivatives
Corp Bonds Equity Mortgages Loans Corp RMBS Govt
inc 144a Funds Bonds Related
2.7% 16.6% 2.7% 0.6% 1.0% 28.3% 3.3% 3.6% 3.7% 0.8%
3.2% 17.1% 2.9% 0.6% 1.1% 28.1% 2.7% 3.4% 3.5% 0.9%
3.3% 17.4% 3.5% 0.8% 1.4% 27.5% 2.3% 3.4% 3.4% 0.8%
3.8% 17.9% 3.7% 1.1% 1.8% 26.5% 2.0% 3.4% 3.5% 0.3%
4.1% 17.7% 3.7% 1.5% 1.8% 25.1% 1.9% 3.1% 3.2% 0.4%

Sources: S&P Global. As of December 31, 2023.

CLOs continued their march higher as the fastest growing asset class over the past five years with an
allocation of 4.1%, up from 3.8% last year. Bank loans, which includes portfolio finance (NAV lending),
held steady year-over-year after strong growth in the last few years. Public corporate bonds fell by
1.4%, which was by far the biggest reduction of any class.

Increase in Lower-rated Commercial Mortgages

Commercial mortgage allocations had a slight uptick year-over-year. Within commercial mortgages,
the life industry continued to rapidly reduce exposure to the office sector given concerns about
vacancy rates post-COVID (Figure 4). Retail also showed slight declines in allocation. Meanwhile,
apartment, multi-family, and industrials showed significant increases, continuing a five-year
rebalancing trend within the asset class.

Figure 4: Exposure to Office Sector Continues to Decline

Industry Historical Portfolio Allocation
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Multifamily Use Healthcare CMLs
3.0% 3.2% 1.4% 2.4% 0.5% 0.2% 0.0% 0.6% 11.4%
3.1% 3.1% 1.6% 2.1% 0.5% 0.2% 0.0% 0.5% 11.1%
3.5% 2.7% 1.8% 2.0% 0.4% 0.2% 0.1% 0.7% 11.4%
3.8% 2.6% 2.0% 1.8% 0.4% 0.2% 0.1% 0.7% 11.7%
3.9% 2.4% 2.3% 1.8% 0.4% 0.3% 0.1% 0.7% 11.8%

Sources: S&P Global. As of December 31, 2023.
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From a credit perspective, commercial mortgages saw a slight decrease in the highest-
rated category, CM1 (Figure 5). At the same time, allocations increased in the lower-
rated CM 2-5 categories supported by the attractive current yields on offer, continuing a
trend from the last few years.

Figure 5: Allocations Shift to Lower-rated CM 2-5

Industry Historical CML Allocation
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Commercial
54.9% 39.2% 5.1% 0.7% 0.1% 0.0%
55.0% 38.6% 5.2% 0.9% 0.1% 0.1%
52.5% 40.5% 5.9% 1.0% 0.1% 0.0%
47.1% 42.3% 9.1% 1.2% 0.1% 0.1%
46.4% 42.5% 9.1% 1.3% 0.2% 0.3%

Sources: S&P Global. As of December 31, 2023.

Key Takeaway

Overall, life insurers are seeking capital efficiency by allocating toward higher-rated
securities unless spread levels compensate for higher capital. 2023 saw continued
movement toward less liquid securities which provide compensation for insurers
that can afford the illiquidity risk, allowing for potential yield enhancement while
simultaneously de-risking from a credit perspective.

The Barings Global Insurance Solutions team uses a range of tools and resources to
help conduct peer analysis across insurers—and ultimately create customized client-
specific solutions. For more information on how your company compares with these
and many other statistics that are important to insurers, please get in touch with us for
a customized peer analysis.

Contact Us

ILENA COYLE
Global Business Development Group

Ilena.Coyle@barings.com
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Barings Global Insurance Solutions Capabilities & Tools

STRATEGIC ASSET ALLOCATION
Build proprietary models based on historical data and practical judgement to create efficient frontiers
that match investment capabilities with client needs

PORTFOLIO OPTIMIZATION
Create custom portfolios of securities that are designed to best meet our clients’ needs from a risk/
return perspective

ASSET & LIABILITY MANAGEMENT
Use a flexible framework to solve a range of asset/liability management challenges such as cash flow
projections, matching and hedging

REPORTING/ACCOUNTING

Provide customized reporting and support accounting requirements

REGULATORY EXPERTISE
Consult on insurance regulatory disclosures and ratings agency questions, as well as risk-based
capital calculations, based on the client’'s geography

PORTFOLIO RISK MANAGEMENT
Perform comprehensive factor-based analysis

STRESS TESTING
Evaluate the potential effects on an institution’s financial condition based on well defined stress events

PEER ANALYSIS/BENCHMARKS
Manage portfolios against a custom liability/peer benchmark tailored to reflect a company’s needs
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Barings is a $406+ billion* global asset management firm that partners with institutional, insurance, and
intermediary clients, and supports leading businesses with flexible financing solutions. The firm, a subsidiary
of MassMutual, seeks to deliver excess returns by leveraging its global scale and capabilities across public

and private markets in fixed income, real assets and capital solutions.

IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are
subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not
necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments
and any income generated may go down as well as up and is not guaranteed by Barings or any other person.
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio
compositions and or examples set forth in this document are provided for illustrative purposes only and are not
indicative of any future investment results, future portfolio composition or investments. The composition, size of,
and risks associated with an investment may differ substantially from any examples set forth in this document. No
representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes
in the currency exchange rates may affect the value of investments. Prospective investors should read the offering
documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its
global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia

Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring
Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia)
Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, Baring Asset Management Korea
Limited, and Barings Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each,
individually, an "Affiliate”). Some Affiliates may act as an introducer or distributor of the products and services of
some others and may be paid a fee for doing so

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase

or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any
consideration of the investment objectives, financial situation or particular needs of anyone who may receive it.
This document is not, and must not be treated as, investment advice, an investment recommendation, investment
research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or
particular investment strategy, and must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made

in good faith in relation to the facts known at the time of preparation and are subject to change without notice.
Individual portfolio management teams may hold different views than the views expressed herein and may make
different investment decisions for different clients. Parts of this document may be based on information received
from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in
this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy,
completeness or adequacy of the information.

Any service, security, investment or product outlined in this document may not be suitable for a prospective
investor or available in their jurisdiction

Copyright and Trademark
Copyright © 2024 Barings. Information in this document may be used for your own personal use, but may not be
altered, reproduced or distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark
Office and in other countries around the world. All rights are reserved.
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