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Insurers mainly invest in high-quality fixed income assets, bought-and-held to match the timing of obligations 
to policyholders. Given stable long-term funding provided by customers, life and annuity (L&A) companies 
have grown exposures to less liquid, albeit quality, assets such as private debt, commercial real estate (CRE) 
loans, and some structured products. Illiquidity premiums helped to enhance yields during the low interest 
rate era, while insurers remained prudent by limiting concentrations in lower-quality sub-investment grade 
credit. We are cautious of firms with outsized positions in more opaque assets—notably some 
alternative/private equity-backed L&A companies. However, we are confident in the investment holdings and 
capital strength of the L&A insurers where we focus.

CRE lending is a core competency of the life and annuity insurance sector
Diversified across geographies and higher-quality apartment, retail, industrial, office, and other properties.
• Significant borrower equity (low loan-to-value ratios) limits impairment risk, disincentivizes owner defaults
• Underlying rental income substantially covers mostly fixed interest costs on insurance-owned CRE loans 

and tends to be backed by stable longer-term leases—effects are felt gradually.
• Staggered CRE loan maturities enable insurance lenders to work with borrowers over time, occasionally 

amending terms to prevent losses. Amendments could hit earnings but typically protect capital.
• Insurers mainly hold investment-grade equivalent CRE loans with low historic loss rates.
• Insurers are comfortable taking ownership of select properties, if needed.

Structured, private, and broader investment concentrations
Structured investments include commercial mortgage-backed securities (CMBS) and collateralized loan 
obligations (CLOs). CLOs can receive favorable regulatory treatment, warranting caution on outsized/lower 
rated positions.
• Traditional insurers where we focus primarily hold higher-rated tranches of structured investments, while 

some alternative/private equity-backed insurers may take greater risk down in capital structure.
• Growth in private credit includes publicly rated private placements—less of a concern. Ratings shopping for 

more esoteric transactions could imply higher risk.
• Private deals can enable tighter lender/borrower relationships and favorable terms and conditions.
• Higher interest rates are broadly positive for insurers and may help shift allocations back towards public 

fixed income, including preferreds and capital securities, though private credit is likely here to stay.

As insurers are not publicly stress tested by their regulators like banks, we must focus on disclosures, industry 
insights, and our own analysis. Meanwhile, regulatory capital and ratings requirements provide support. 
Insurers can hold investments through economic and market volatility, which is a key reason they have 
performed well over time. This also supports less liquid investment positions, though we are cautious of firms 
with outsized exposures. 

We are confident in the prudent risk management of our insurance names, tested through cycles.
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Risk considerations
Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal. Fixed Income 
investments are subject to interest rate risk; when interest rates rise, the price of debt typically declines. Fixed-income investment 
options that invest in mortgage securities, such as commercial mortgage-backed securities, are subject to increased risk due to real 
estate exposure. 

Important information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation 
and should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, 
forecast or prediction of future events regarding an investment or the markets in general. Information presented has been derived 
from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. Any reference to 
a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an 
indication that the investment manager or its affiliates has recommended a specific security for any client account. Subject to any 
contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, 
disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of 
negligence) for errors or omissions in the information or data provided. 
This material may contain ‘forward-looking’ information that is not purely historical in nature and may include, among other things, 
projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material 
is at the sole discretion of the reader.  This material is not intended for distribution to or use by any person or entity in any jurisdiction 
or country where such distribution or use would be contrary to local law or regulation.  This document is intent for use in: 
 The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission. 
• Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global 
Investors (Ireland) Limited is regulated by the Central Bank of Ireland.
Clients that do not directly contract with Principal Global Investors (Europe) Limited ("PGIE") or  Principal Global Investors (Ireland) 
Limited (“PGII”) will not benefit from the protections offered by the rules and regulations of the Financial Conduct Authority or the 
Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract with PGIE or PGII, PGIE or PGII may 
delegate management authority to affiliates that are not authorized and regulated within Europe and in any such case, the client may 
not benefit from all protections offered by the rules and regulations of the Financial Conduct Authority, or the Central Bank of 
Ireland.  In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties and should not be relied 
upon by Retail Clients (all as defined by the MiFID).
 • United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, 
No. 03819986, which is authorized and regulated by the Financial Conduct Authority ("FCA"). 
• United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and 
authorized by the Dubai Financial Services Authority as a representative office and is delivered on an individual basis to the recipient 
and should not be passed on or otherwise distributed by the recipient to any other person or organization.
 Singapore by Principal Global Investors (Singapore)Limited (ACRAReg.No.199603735H), which is regulated by the Monetary 
Authority of Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This 
advertisement or publication has not been reviewed by the Monetary Authority of Singapore. 
• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the 
Australian Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.
 This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH. 
 Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures 
Commission. This document has not been reviewed by the Securities and Futures Commission. 
 Other APAC Countries/Jurisdictions, this material is issued for Institutional Investors only (or professional/sophisticated/qualified 
investors, as such term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be 
passed on, used by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or 
regulation.

Insurance products and plan administrative services provided through Principal Life Insurance Co. Principal Funds, Inc. is distributed 
by Principal Funds Distributor, Inc. Securities are offered through Principal Securities, Inc., 800-547-7754, Member SIPC and/or 
independent broker/dealers. Principal Life, Principal Funds Distributor, Inc., and Principal Securities are members of the Principal 
Financial Group®, Des Moines, IA 50392.

© 2023 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the 
logomark design are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group 
company, in various countries around the world and may be used only with the permission of Principal Financial Services, Inc. 
Principal Asset ManagementSM  is a trade name of Principal Global Investors, LLC.
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