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Executive Summary: Insurance ALM at an Inflection Point 
 

At first glance, the evolution of insurance asset–liability management (ALM) appears to be driven by new forces: 
private markets, advanced analytics, and increasingly sophisticated modeling techniques. In reality, many of the 
changes underway reflect a return to first principles—aligning asset cash flows directly with liability obligations.   
 

Leading insurers are now leveraging modern technology to model both asset and liability cash flows under multiple 
economic scenarios. By explicitly recognizing uncertainty on both sides of the balance sheet, scenario-
based modeling provides a clearer view of how assets and liabilities interact across a wide range of outcomes. These 
insights allow firms to design portfolios that balance income, capital efficiency, liquidity, and downside risk.   
 

In this way, ALM is reconnecting with its original purpose, but with far greater analytical precision than was previously 
possible.   
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

How Insurance ALM Became Benchmark-Driven 
 

For more than 30 years, insurance ALM has followed a relatively stable formula, but before the rise of 
public fixed income indices, insurers managed portfolios by focusing directly on contractual cash flows. Assets were 
evaluated loan-by-loan, with careful attention to maturities, coupons, and credit risk. The primary objective was 
simple: ensure that asset cash flows matched long-dated liabilities.   
 

The development 
of fixed income indices 
in the 1970s and 1980s 
introduced important 
improvements. Market 
benchmarks brought 
greater transparency, 
comparability, and 
liquidity to fixed 

income portfolios. Insurers increasingly used blended benchmarks to approximate liability characteristics and to 
take advantage of improving risk modeling capabilities. Over time, however, these benefits also shifted portfolio 

Key Takeaways 

• Private Markets are Reshaping ALM 

Growing allocations to private credit and other illiquid assets are pushing insurers away from benchmark-
relative proxies and toward direct cash-flow modeling 

• ALM is Becoming Foundational to Portfolio Design 

Leading insurers are integrating ALM with strategic asset allocation, using scenario-based insights to drive 
investment decisions rather than simply validate them 

• The Principle is Not New – The Execution Is 

Advances in data, analytics, and technology allow insurers to apply cash-flow-centric ALM at scale, with 
materially greater rigor and transparency 



 

 

management toward a greater focus on mark to market returns. The decline of the private placements market in the 
1990s, accelerated by the adoption of Rule 144A, reinforced this shift, as insurers constructed portfolios around 
liquid securities whose risks could be summarized through duration, spread, and market value volatility.  
 

While regulatory, tax, and accounting constraints prevented insurers from fully adopting a total return mindset, 
portfolio assessment increasingly centered on market value metrics and relative performance. ALM became 
anchored in liability mirroring benchmarks, gradually increasing the distance between assets and liabilities.   
 

Why Private Markets are Driving a Return to Cashflow-Based ALM 
 

The growth of private assets is now reasserting the original logic of insurance ALM. Private credit, infrastructure debt, 
and other illiquid instruments cannot be continuously traded or marked to market like public bonds. Their value is 
realized primarily through contractual cash flows and structural features.   
 

As a result, insurers must reassess asset–liability alignment directly and across multiple economic scenarios, 
including stressed conditions. This shift also reflects a move away from reliance on public market benchmarks as 
proxies for liabilities—a convenient but imperfect shortcut.   
 

Rather than inventing a new ALM paradigm, leading insurers are reembracing a traditional discipline, enhanced by 
modern analytics and scenario-based modeling.   
 

The Complementary Roles of Public & Private Assets 
 

This evolution does not imply abandoning public markets. Liquidity remains essential to insurance balance 
sheet management:   
 

• Public assets provide liquidity, rebalancing capacity, and flexibility as liability profiles evolve.   
• Private assets deliver long-dated, contractual cash flows that naturally support insurance obligations.   

 

In practice, insurers increasingly treat public and private assets as complementary components of a single balance 
sheet strategy.   
 

How Insurers are Modernizing Asset-Liability Management 
 

Sophisticated insurers are moving beyond incremental changes and integrating ALM directly into strategic asset 
allocation. Three shifts define this evolution:   
 

1. Direct asset–liability modeling   
Analytical frameworks are anchored in joint projections of asset and liability cash flows, rather than benchmark 
proxies. This offers a clearer view of how investment decisions translate into balance sheet outcomes.   
 

2. Dynamic, scenario-based analysis   
Models evaluate assets and liabilities across a wide range of economic and stress scenarios. Advanced approaches 
extend beyond regulatory mandated interest rate shocks to include combinations of rates, spreads, defaults, and 
macroeconomic variables.   
 



 

 

3. ALM as a driver of portfolio construction   
ALM outcomes directly inform allocation decisions. Rather than serving as a validation step, ALM becomes the 
foundation of portfolio design.   
 

This integrated approach allows insurers to assess tradeoffs explicitly—for example, higher base case income from 
private assets versus asymmetric downside risk under stress—supporting more disciplined decisions around 
income, capital, and tail risk   
 

Capabilities Required for Cashflow-Driven Insurance ALM 
 

Supporting this shift requires changes across technology, data, and 
operating models. Traditional risk and portfolio management tools, 
designed primarily for liquid, benchmark oriented portfolios, are 
often poorly suited to private heavy, cashflow driven strategies.   
Successful implementation depends on three core capabilities:   
 

High quality deal level data   
Private assets are not standardized, requiring robust processes to 
capture terms, covenants, underlying exposures, and prepayment 
assumptions across internal and third-party managers.   
 

Organizational integration   
ALM, portfolio management, risk, and technology teams must 
collaborate closely, with structures that embed ALM insights directly 
into strategic asset allocation.   
 

Scalable analytics platforms   
Systems must support flexible, scenario-based analysis across both 
public and private assets, linking modeling outputs to portfolio 
management workflows.   

 

Together, these capabilities ensure that sophisticated modeling informs real investment decisions while explicitly 
balancing stable private asset income with public market liquidity.   

 

Conclusion: Modern Insurance ALM Built on First Principles 
 

The resurgence of private markets in insurance portfolios has driven a return to first principles: aligning assets with 
liabilities through disciplined management of cash flows. What has changed is the scale, rigor, and analytical 
sophistication now available. 
   
Leading insurers are anchoring portfolio design in direct asset–liability modeling, dynamically stress 
testing outcomes, and using these insights to guide strategic asset allocation. The result is an ALM framework that 
more accurately reflects balance sheet economics—combining the wisdom of traditional insurance investing with 
the power of modern analytics to support the next generation of insurance investment strategy.  
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