
M
edical professional liability (MPL) providers are under
intense pressure to maintain profitability in the face of
increasing competition, low interest rates, and the risk of
the unknown impact of COVID-19. With the combined
operating ratio of most MPL insurers hovering around

100%—most companies are between 90% and 110% depending on
company size—investment income has become vital for these compa-
nies to remain competitive and bring their operating ratios below 100%.

Unfortunately, generating more investment income generally
involves increased exposure to investment risk, particu-
larly in today’s interest rate environment. MPL insurers
need to find ways to meet this challenge while remaining
competitive in a continually evolving environment. MPL
liability durations typically range between three and five
years, with a high percentage of claims paid within two
to four years (Figure 1). 

With this kind of expected claim payment pattern,
MPL insurers need sufficient cash on hand. While the
insurer’s investment portfolio may be a significant
source of income, its liquidity risk must be carefully
evaluated prior to setting any strategy. Moreover, in the
current interest-rate environment, generating even the
same amount of investment income that a portfolio may
have produced in the past has become a challenge, if
even possible.

Enter enterprise risk management
analysis
The goal of enterprise risk management (ERM) analysis is
to help MPL insurers improve the efficacy of their invest-
ments by offering an in-depth examination of risk on both
the liability and asset sides of the balance sheet. Analysis
demonstrates that the selective addition of risk to an invest-
ment portfolio may have the potential to increase invest-
ment income.

As MPL companies grow in size, they tend to
increase allocations to riskier asset classes—primarily
equities—while decreasing allocations to cash and

bonds. This typically leads to a concomitant increase in investment
risk, which is apparently a comfortable adjustment for larger compa-
nies. This may not be a true apples-to-apples comparison as the bigger
the company, the more likely they write other lines of business that
could impact how they invest, and DWS isn’t able to break out how a
company separates investments by lines of business. 

With bond yields near historic lows, opportunities to invest for
yield have diminished. If this trend persists, investment income could
decline further unless risk tolerance levels are reevaluated and the
credit quality of investment portfolios is adjusted accordingly. High-
yield corporate bonds, bank loans, securitized mortgages, or income-
producing equity securities represent an attractive option for improv-
ing current income while remaining within a targeted risk spectrum.
While increasing a portfolio’s asset base many seem daunting, ERM
analysis can provide valuable insights as well as a path toward imple-
mentation by employing a holistic view of the risks affecting both the
asset and liability sides of the balance sheet. ERM analysis of MPL
companies shows that an opportunity exists to potentially increase
investment income by selectively raising risk tolerance levels. 

As companies increasingly rely on investment income to meet
future demands, thorough evaluation of investment portfolio composi-
tion and risk level has become more urgent. ERM analysis can be of
value to MPL insurers as they seek to enhance margins and meet
future financial and regulatory challenges.
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Figure 1: Estimated Liability Cash Flows of Claims Over Time

Figure 2: Overall Net Written Premiums In Decline Since 2017

Figure 3: Realized Gains as a Percentage of Investment Income
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Current issues affecting MPL insurers
MPL insurers are feeling the effects of stiff competition and changes due to
mergers and hospital organizations creating MPL captives. Overall net writ-
ten premiums have regressed back to 2010 levels. In fact, overall, net written
premiums for the MPL industry, as a percentage of the entire property and
casualty (P&C) industry, continue to decline on a year-over-year basis as
seen in Figure 2. Despite this decline, MPL writers have been able to main-
tain stable net written premium ratios compared to capital and surplus as
well as a stable ratio of invested assets to capital and surplus.

As insurance companies compete for a smaller piece of the MPL
business, competition is only expected to increase. This trend will put
downward pressure on premiums and underwriting margins, prompt-
ing leading companies to search for other strategies to increase prof-
itability. Toward this end, insurers are turning to their investment port-
folios as one method to offset these pressures (Figure 3).

How much longer can net gains be realized? During the past 10
years, realized gains have averaged about 24% of overall investment
income, compared to 18% during the past two years. During the same
period, gross bond yield has fallen, but it may have started to increase in
the past two years. With current market turmoil resulting from econom-
ic conditions surrounding COVID-19, it may be harder to continue to
take gains and invest in similar yielding securities. Also, if interest rates
stay where they are today or increase, MPL companies will be hard
pressed to continue realizing gains at their current level.

In addition, it seems that companies are trying to make up for lost
investment income by increasing their allocations to riskier asset classes
such as common stocks, schedule BA, high-yield securities, private
equity, and hedge funds. As companies increase the percentage of capi-
tal and surplus they are comfortable investing in these riskier asset
classes, one concern is setting a boundary around the maximum
threshold an MPL company should be investing in these asset classes
given their specific risk tolerance.

Currently, MPL companies deal with many other risks, including:
■ The potential for COVID-19 to cause either an increase or a 

decrease in claims
■ Tort reform 

■ Changes in claim frequency
■ Competitors offering new coverages to gain market share
■ Return of large carriers
■ Business retention
■ Less availability of reinsurance 

Impact of recent trends 
Recent capital market trends may drive further changes in asset allocation
decisions and risk tolerance levels. Are we in a 2008 period again for bond
yields? Rates have been coming down over the last decade and reinvesting
maturing securities at similar yields has been a daunting task (excluding
the current market volatility). If the current market volatility subsides, we
could be back in a similar position as we have been in the past few years.

MPL insurers seeking to boost investment income in an environment
of potential diminishing yields may benefit from a shift in asset allocation
to potentially higher-yielding opportunities such as high-yield corporate
and municipal bonds, bank loans, CLOs, and select opportunities within
mortgage-backed securities, equity strategies (REITs, infrastructure) and
commercial real estate credit strategies. Such assets may produce yields
from 3.5% to over 7%, though they bring with them a higher risk profile.
The higher-yielding asset classes discussed here may represent an attrac-
tive option for improving current income while remaining within a target-
ed risk spectrum, along with potential for additional diversification.

Analyze your risks and tolerances
This overview of the current situation provides some context for the
unique issues that each MPL insurer faces. However, while industry
averages are useful, applying averages to evaluating your specific 
business isn’t. That’s why each MPL insurer should reexamine their
investment risk profile, taking in the broader market trends.

By performing an individual investment ERM analysis, companies
can better understand their current investment profile, where alloca-
tions should change, and what returns are necessary to achieve going 
forward to meet company
objectives. 
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Not to be shared publicly. 

This document has been prepared without consideration of the
investment needs, objectives or financial circumstances of any investor.
Before making an investment decision, investors need to consider, with or
without the assistance of an investment adviser, whether the investments
and strategies described or provided by DWS, are appropriate, in light of
their particular investment needs, objectives and financial circumstances.
Furthermore, this document is for information/discussion purposes only
and does not constitute an offer, recommendation or solicitation to conclude
a transaction and should not be treated as giving investment advice.

The comments, opinions and estimates contained herein are based on
or derived from publicly available information from sources that we believe to
be reliable. We do not guarantee their accuracy. This material is for informa-
tional purposes only and sets forth our views as of this date. Past performance
or any prediction or forecast is not indicative of future results. Investments are
subject to risks, including possible loss of principal amount invested.

DWS does not give tax or legal advice. Investors should seek advice
from their own tax experts and lawyers, in considering investments and
strategies suggested by DWS. Investments with DWS are not guaranteed,
unless specified. 

Although information in this document has been obtained from
sources believed to be reliable, we do not guarantee its accuracy, complete-
ness or fairness, and it should not be relied upon as such. All opinions and
estimates herein, including forecast returns, reflect our judgment on the date
of this report and are subject to change without notice and involve a number
of assumptions which may not prove valid.

Investing in financial markets involves a substantial degree of risk.

There can be no assurance that investment ideas will achieve positive results.
Investment losses may occur, and investors could lose some or all of their
investment. No guarantee or representation is made that an investment idea,
including, without limitation, the investment objective, diversification strate-
gy, or risk monitoring goal, will be successful, and investment results may
vary substantially over time. Investment losses may occur from time to time.
Nothing herein is intended to imply that an investment may be considered
“conservative”, “safe”, “risk free” or “risk averse”. Economic, market, and
other conditions could also cause investments to alter their investment
objectives, guidelines, and restrictions.

This publication contains forward looking statements. Forward look-
ing statements include, but are not limited to assumptions, estimates, projec-
tions, opinions, models and hypothetical performance analysis. The forward
looking statements expressed constitute the author’s judgment as of the date
of this material. Forward looking statements involve significant elements of
subjective judgments and analyses and changes thereto and/or consideration
of different or additional factors could have a material impact on the results
indicated. Therefore, actual results may vary, perhaps materially, from the
results contained herein. No representation or warranty is made by DWS as
to the reasonableness or completeness of such forward looking statements or
to any other financial information contained herein. The terms of any invest-
ment will be exclusively subject to the detailed provisions, including risk
considerations, contained in the Investment Management Agreement. When
making an investment decision, you should rely on the final documentation
relating to the transaction and not the summary contained herein. 

The terms of any investment will be exclusively subject to the detailed
provisions, including risk considerations, contained in the Investment
Management Agreement. When making an investment decision, you should

rely on the final documentation relating to the transaction and not the sum-
mary contained herein.

This document may not be reproduced or circulated without our
written authority. The manner of circulation and distribution of this docu-
ment may be restricted by law or regulation in certain countries, including
the United States. This document is not directed to, or intended for distribu-
tion to or use by, any person or entity who is a citizen or resident of or locat-
ed in any locality, state, country or other jurisdiction, including the United
States, where such distribution, publication, availability or use would be con-
trary to law or regulation or which would subject DWS to any registration or
licensing requirement within such jurisdiction not currently met within such
jurisdiction. Persons into whose possession this document may come are
required to inform themselves of, and to observe, such restrictions.

For investors in Bermuda
This is not an offering of securities or interests in any product. Such securi-
ties may be offered or sold in Bermuda only in compliance with the provi-
sions of the Investment Business Act of 2003 of Bermuda which regulates the
sale of securities in Bermuda. Additionally, non-Bermudian persons (includ-
ing companies) may not carry on or engage in any trade or business in
Bermuda unless such persons are permitted to do so under applicable
Bermuda legislation. 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of
its subsidiaries such as DWS Distributors, Inc., 
which offers investment products, or DWS Investment Management
Americas, Inc. and RREEF America L.L.C., which offer advisory services.

© 2021 DWS Group GmbH & Co. KGaA. All rights reserved. I-075533-1

For related information see
www.dws.com.
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The article was reprinted with the permission of Inside Medical Liability magazine. This reprint should not be construed as an offer to sell or a solicitation to buy any DWS product mentioned in this reprint. All opinions and claims are based upon data at the time of publication of this article, 1Q2021, and may not come to pass. This information is subject to change at any time, based upon economic, market and other conditions and should not be construed as a recommendation. The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries such as DWS Distributors, Inc., which offers investment products, or DWS Investment Management Americas, Inc. and RREEF America L.L.C., which offer advisory services. © 2021 DWS Group GmbH & Co. KGaA. All rights reserved.




