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Exchange-traded funds (ETFs) provide low cost and easily tradeable investment
solutions for insurers looking to manage portfolio cash flows and maintain liquidity.
In addition, new active and strategic beta1 ETF strategies are increasingly helping
insurers to design and build full portfolio solutions that can maximise income within
individual duration and solvency capital constraints.

ACCESS THE POWER OF ETFs
AUTHORS

Thanks to their liquid, transparent and low cost structure, ETFs provide attractive tools
for insurers looking to efficiently manage their portfolios or implement tactical changes
to long-term portfolio allocations.
One of the key features of ETFs is their obligation to provide full portfolio transparency,
thereby allowing insurers on a daily basis to look through to underlying portfolio
holdings for full reporting purposes and to make accurate Solvency II capital charge
calculations. Active and Passive ETFs that physically own bonds (rather than those that
use synthetic replication) allow for full transparency and look-through within the
Solvency II regulatory regime.
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Another advantage of ETFs is the intra-day liquidity facility that they provide, which can
help insurers manage cash flows (for example, claims) or achieve a “fair” price in
challenging markets, without modifying long-term allocations. The ability to get up-todate pricing throughout the trading day also allows risk managers to monitor changes in
a portfolio’s market exposure in real time.
ETFs are increasingly looked upon as market access tools, irrespective of an active
or passive investment engine. They offer investors an increased level of transparency
and liquidity, in addition to low cost market exposure compared to conventional
active mutual funds. Investors now have a broad range of active and passive strategies
to choose from across different maturities—providing the ideal risk and return building
blocks for insurance portfolios.
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In the case that ETFs by JPMorgan track a strategic beta index, such indices will have been designed by or in collaboration with JPMorgan Asset Management.

HELPING INSURANCE PORTFOLIOS REACH THEIR
FULL POTENTIAL
Different types of insurers can use ETFs to achieve different
portfolio solutions. For example, the low cost, liquid and
transparent market exposure provided by ETFs can help
insurers to manage portfolio transitions, allowing market
exposure to be maintained while changing investment manager,
making a significant change to asset allocation or even while
waiting for an appropriate market entry point to deploy cash.
Similarly, ETFs are often used by insurers to make tactical asset
allocation changes (within their fixed asset class bands) by
dialling up or down market exposure in reaction to changes in
macroeconomic sentiment or market opportunities—all at low
cost and with full look-through for regulatory capital purposes.
As well as being used for efficient portfolio management, some
insurers are now beginning to use ETFs to design and build full,
low cost portfolio solutions—blending active as well as passive
strategies to meet long-term return targets or to match a
particular portfolio duration to manage their individual
liabilities, within a specified solvency capital ratio (SCR) range.

BUILDING MODEL ETF PORTFOLIOS: AN INSURANCE
CASE STUDY
The ability of ETFs to provide full portfolio solutions can be
particularly useful for smaller insurers, who tend to have
high cash balances and who are not usually able to access
dedicated segregated investment mandates.

Our simple case study shows how a blended portfolio of both
passive and active ETFs can help insurers target a particular return
and portfolio duration, within a given SCR budget. In the below
case study we look at the example of a short duration property
and casualty (P&C) insurance company that is looking to target
a 1.5 year duration to match its liabilities, while also seeking to gain
more yield than is typically available from money market funds.
The model portfolio consists of two fixed income ETFs
(combining a benchmark-tracking ETF with an actively managed
ETF), designed to help insurers make their cash balances work
harder while managing risk. 75% of the portfolio is invested in
the JPM BetaBuilders US Treasury Bond 1-3 yr UCITS ETF (JU13),
which is a passively managed fund that provides access to
short-dated US Treasury bonds by tracking the J.P. Morgan
Government Bond Index United States 1-3 Year.
25% is invested in the JPM USD Ultra-Short Income UCITS ETF (JPST),
an actively managed ultra-short duration fund that is designed
to help investors seek an attractive yield compared to cash, while
focusing on active credit risk management to target stable returns.
By investing in this blend of active and passive fixed income
ETFs, the model portfolio provides an attractive low cost
investment outcome compared to holding inefficient cash on
2019, a duration of only 1.59 years and a market SCR of 2.64%.
All this is achieved with a blended total expense ratio of just 12
basis points (bps).

CASE STUDY: USING FIXED INCOME ETFS TO TARGET A 1.5 YEAR DURATION THROUGH CASH TIERING

MODEL STRATEGIC ASSET ALLOCATION

MODEL PORTFOLIO CHARACTERISTICS (USD):
ULTRA-SHORT FIXED INCOME
JPM USD Ultra-Short Income UCITS ETF

Yield to worst (YTW)
Total portfolio duration

JPST
25%

JU13
75%

1.90%
1.59 years

Market SCR

2.64%

Blended Total Expense Ratio

12 bps

The model portfolio characteristics are simulated, which are
subject to change without notice and are not reliable indicators
of current and future results. As in any investment, there are
risks to return and capital.

US TREASURIES
JPM BetaBuilders US Treasury Bond 1-3 yr UCITS ETF
Source: J.P. Morgan Asset Management, extracted from PRISM, our proprietary portfolio management tool. The portfolio’s yield-to-worst is the weighted average of each
ETF’s weighted average individual bond holding yields-to-worst as at 9th November 2019, in USD (unhedged). Both JU13 and JPST are two examples out of a number of subfunds of JPMorgan ETFs (Ireland) ICAV.
Both JU13 and JPST are two examples out of a number of sub-funds of JPMorgan ETFs (Ireland) ICAV

TARGET SUPERIOR OUTCOMES WITH ETFs
In summary ETFs offer a low cost, transparent and liquid
structure. They are often used by insurers for efficient portfolio
management, such as to manage portfolio transitions or to
implement tactical asset allocation decisions.
However, insurers can also use ETFs to design and build
stronger outcome-oriented portfolio solutions that can help
them to reduce inefficient cash holdings and target attractive
levels of income, while managing duration and SCRs within
individual risk parameters.

J.P. MORGAN ASSET MANAGEMENT: HELPING
INSURERS USE ETFs TO THEIR FULL POTENTIAL
At J.P. Morgan Asset Management, our ETFs offer access to our
full range of investment capabilities — providing insurers with
all the tools they need to achieve superior outcomes.
Our specialist Global Insurance Solutions team can build model
ETF portfolios designed to target specific outcomes and
minimise capital charges based on individual yield, maturity and
duration constraints.
For more information on our ETF range (including pricing,
liquidity and trading options), or to discuss using ETFs in
insurance portfolios, please contact our insurance solutions
team (GIS & International ETF team contact details:
jpmorgan.etf@jpmorgan.com / +44 207 742 8361).
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This is a marketing communication and as such the views contained herein do not form part of an offer, nor are they to be taken as advice or a recommendation, to buy or sell any
investment or interest thereto. Reliance upon information in this material is at the sole discretion of the reader. Any research in this document has been obtained and may have been acted
upon by J.P. Morgan Asset Management for its own purpose. The results of such research are being made available as additional information and do not necessarily reflect the views of
J.P. Morgan Asset Management. Any forecasts, figures, opinions, statements of financial market trends or investment techniques and strategies expressed are, unless otherwise stated,
J.P. Morgan Asset Management’s own at the date of this document. They are considered to be reliable at the time of writing, may not necessarily be all-inclusive and are not guaranteed
as to accuracy. They may be subject to change without reference or notification to you. It should be noted that the value of investments and the income from them may fluctuate in
accordance with market conditions and taxation agreements and investors may not get back the full amount invested. Changes in exchange rates may have an adverse effect on the value,
price or income of the products or underlying overseas investments. Past performance and yield are not a reliable indicator of current and future results. There is no guarantee that any
forecast made will come to pass. Furthermore, whilst it is the intention to achieve the investment objective of the investment products, there can be no assurance that those objectives will
be met. J.P. Morgan Asset Management is the brand name for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide. To the extent permitted by applicable
law, we may record telephone calls and monitor electronic communications to comply with our legal and regulatory obligations and internal policies. Personal data will be collected,
stored and processed by J.P. Morgan Asset Management in accordance with our EMEA Privacy Policy www.jpmorgan.com/emea-privacy-policy. As the product may not be authorised or
its offering may be restricted in your jurisdiction, it is the responsibility of every reader to satisfy himself as to the full observance of the laws and regulations of the relevant jurisdiction.
Prior to any application investors are advised to take all necessary legal, regulatory and tax advice on the consequences of an investment in the products. Shares or other interests may
not be offered to or purchased directly or indirectly by US persons. All transactions should be based on the latest available Prospectus, the Key Investor Information Document (KIID) and
any applicable local offering document. These documents together with the annual report, semi-annual report and instrument of incorporation, are available free of charge from JPMorgan
Asset Management (Europe) S.à r.l., 6 route de Trèves, L-2633 Senningerberg, Grand Duchy of Luxembourg, your financial adviser or your J.P. Morgan Asset Management regional contact
or at www.jpmorganassetmanagement.ie. Units in Undertakings for Collective Investment in Transferable Securities (“UCITS”) Exchange Traded Funds (“ETF”) purchased on the secondary
market cannot usually be sold directly back to UCITS ETF. Investors must buy and sell units on a secondary market with the assistance of an intermediary (e.g. a stockbroker) and may
incur fees for doing so. In addition, investors may pay more than the current net asset value when buying units and may receive less than the current net asset value when selling them.
In Switzerland, JPMorgan Asset Management (Switzerland) LLC, Dreikönigstrasse 37, 8002 Zurich, acts as Swiss representative of the funds and J.P. Morgan (Suisse) SA, 8 Rue de la
Confédération, 1204 Geneva, as paying agent of the funds. JPMorgan Asset Management (Switzerland) LLC herewith informs investors that with respect to its distribution activities in and
from Switzerland it receives commissions pursuant to Art. 34 para. 2bis of the Swiss Collective Investment Schemes Ordinance dated 22 November 2006. These commissions are paid out
of the management fee as defined in the fund documentation. Further information regarding these commissions, including their calculation method, may be obtained upon written request
from JPMorgan Asset Management (Switzerland) LLC. This communication is issued in Europe (excluding UK) by JPMorgan Asset Management (Europe) S.à r.l., 6 route de Trèves, L-2633
Senningerberg, Grand Duchy of Luxembourg, R.C.S. Luxembourg B27900, corporate capital EUR 10.000.000. This communication is issued in the UK by JPMorgan Asset Management (UK)
Limited, which is authorised and regulated by the Financial Conduct Authority. Registered in England No. 01161446. Registered address: 25 Bank Street, Canary Wharf, London E14 5JP.
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