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INTRODUCTION

While many financial institutions around the world are placing greater focus on climate change 
as a key strategic issue, the US life insurance sector has been relatively modest in its actions 
to date. For example, some US life insurers have put in place policies to limit or prohibit 
investments in coal, but other financial institutions are going further by committing to align their 
entire portfolios with key emissions-reduction targets. Moreover, institutions representing over 
$100 trillion in assets are supporting the recommendations of the Task Force on Climate-related 
Financial Disclosures (TCFD), but this includes just a handful of US-based life insurers.

In our conversations with life insurers, climate change is often seen as an important issue, but 
not an urgent one. Life insurers face significant headwinds, not least of which is the unrelenting 
and existential pressure caused by ultra-low interest rates, so it is understandable that climate 
change may be taking a back seat to other issues. But while it may be understandable, we 
believe it is a mistake. This paper lays out six concrete actions that life insurers can take to 
respond to the challenges – as well as the opportunities – created by climate change.

From droughts and wildfires to storms and floods, the consequences of climate change are 
becoming increasingly present in our daily lives. In the coming years, the global economy will 
need to undergo massive shifts in order to avert a climate catastrophe. To maintain customers’ 
hard-earned trust into the 21st century and beyond, life insurers will need to develop and 
communicate a strategy on how they will successfully manage the impact of climate change on 
their businesses. Life insurers have spent decades cultivating brands synonymous with stability, 
safety and reliability, reinforced by their commitment to managing their businesses for the 
long-term. But those that hesitate to respond to climate-related challenges and opportunities will 
soon find themselves out-of-step with customers, employees, regulators, policymakers, and peer 
financial institutions — and just as importantly, with the very essence of why they exist: to meet 
long-term promises that no other institutions can.

Despite relatively limited focus on climate change to date, the US life insurance sector 
undoubtedly has the ability to meet the challenge at hand. For centuries, it has successfully 
navigated an uncertain and changing economy to fulfill its obligations. Responding to climate 
change can be the next chapter in this tradition. However, it will require a change in mindset. 
Climate change can no longer just be seen as an issue for the Corporate Social Responsibility 
office. Sustainability must become a priority for the business as a whole.

We have argued previously that all financial institutions face three key imperatives to respond 
to the challenges and opportunities presented by climate change.1
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First, act on the risks
While there is still considerable uncertainty about the future, it is clear that climate change poses 
material risks to financial institutions. Many firms are still in the early stages of systematically 
incorporating climate risk into decision-making processes, but are taking significant first steps.

Second, seize the opportunities
The accelerating shift to a green economy is creating new opportunities across investing, product 
design, data, and advisory. Those able to move fast and work across boundaries to shape the 
evolving market are best placed to win.

Third, steer top down
While we believe financial institutions have strong business reasons to take action, such action 
may nevertheless fall short of what will be needed to avert significant social and economic 
damage. To prevent even greater disruption and blowback in the future, leaders of financial 
institutions will need to elevate the level of ambition within their firms and insist on accelerated 
progress across the organization.

In this paper, we translate the three imperatives into six concrete no-regret actions that 
US life insurers should take today:

Action #1: Assess and mitigate transition risk in the corporate bond portfolio

Action #2: Assess and mitigate physical risk in the real estate portfolio

Action #3: Consider emerging investment opportunities in low-carbon real assets 
and climate-resilient infrastructure

Action #4: Appeal to values-oriented customers by highlighting a climate-responsible 
investment strategy

Action #5: Improve climate-related disclosures to prepare for heightened expectations 
of regulators and other external stakeholders

Action #6: Consider setting investment targets or commitments at the firm level

These six actions are not the only steps that life insurers will need to take to develop 
a comprehensive approach to climate change. For example, all aspects of climate risk — 
including climate-related operational risk — will need to be integrated fully into existing ERM 
and ORSA processes. Actuarial models will need to incorporate the impact of climate change on 
policyholder lifespans. Boards and management committees will need to set an overall level of 
ambition and put in place the requisite governance structures to monitor progress. Nevertheless, 
by taking the six actions described in this paper, life insurers can address several of the most 
urgent aspects of climate change for their business and go a long way toward strengthening 
their position for the coming years.
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ACTION #1: ASSESS AND MITIGATE TRANSITION RISK IN THE CORPORATE 
BOND PORTFOLIO

Corporate bonds have long been at the heart of life insurers’ investment strategy, and life 
insurers are the top institutional investor in the US corporate bond market.2 While diversification 
has historically allowed life insurers to avoid outsize exposure to risks concentrated in any 
particular industry, several of the sectors that have provided dependable long-term returns are 
highly exposed to climate transition risk. Climate transition risk is the risk that climate-driven 
shifts in policy, technology, or consumer preferences can impact asset values; it presents 
a correlated, cross-cutting risk to life insurers’ bond portfolios.

Among the 10 largest US life insurers, corporate bond holdings in industries with high 
climate transition risk totals over $160 billion — or about 13% of the aggregate bond portfolio 
(see Exhibit 1). Bonds issued by electric & gas utilities and fossil fuels companies account for the 
bulk of this exposure, but holdings in transportation & logistics, agriculture & forestry, chemicals, 
and metals & mining also contribute meaningfully.

Exhibit 1: Aggregate investment holdings of 10 largest US life insurers
As of year end 2019

Invested assets $2.0 Trillion

All bonds $1.3 Trillion

Electric and gas utilities $67 Billion

Transportation and logistics $21 Billion

Fossil fuels $48 Billion

Agriculture and forestry $12 Billion

Chemicals $12 Billion

Metals and mining $6 Billion

Bonds in high transition risk industries $166 Billion

Note: Aggregate general account investment holdings of top ten US life insurers by 2019 assets. High transition risk industries 
include electric and gas utilities, fossil fuels, transportation and logistics, agriculture and forestry, chemicals, metals and mining.
Source: S&P Market Intelligence, Oliver Wyman analysis

In each of these industries, the emissions-intensive business models of the past will come 
under increasing pressure from regulators, customers, or lower-carbon competitors as the 
world transitions to a net-zero emissions economy. Companies in these industries that have 
made insufficient progress in reducing emissions will face higher risk of asset write-offs, costly 
regulatory mandates or litigation, and declining revenues, with implications for ratings and 
creditworthiness. 
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While some companies in these industries may continue to operate as they always have for the 
near term, there is evidence that climate transition risks are already contributing to asset 
write-offs3 and being factored into ratings4, underscoring the need for large corporate debt 
holders to address this risk with urgency.

Given life insurers’ investment requirements and the centrality of corporate bonds to the 
investment strategy, there is no easy fix to address the climate transition risk embedded in life 
insurers’ portfolios. The global market for green bonds and other sustainable debt instruments 
has grown rapidly over the past five years, but issuance is not yet large enough to meet life 
insurers’ investment needs at scale. At the same time, voluntary steps taken by insurers to limit 
or prohibit investments in coal are a step in the right direction, but divestment from all 
carbon-intensive sectors may not be practical for years.

To mitigate climate transition risk, life insurers can consider an array of approaches, including 
incorporating climate change as a factor in asset allocation and limit setting processes, as well as 
conducting issuer-level scenario-based transition risk assessments. Granular issuer-level analysis 
is critical because issuers within a particular industry can vary significantly in their ability to 
navigate potential climate scenarios. For example, we have shown in previous work that under 
the rapid phase-in of a carbon tax of $50 per ton of CO2-equivalent, issuers in the utilities sector 
could see their probability of default increase by anywhere from one to four times.5 Life insurers 
that can leverage scenario analysis to identify the better-prepared issuers will be able to limit 
the downside risks as the transition to a low-carbon economy unfolds. To assist life insurers and 
other holders of corporate credit with scenario analysis, Oliver Wyman is partnering with S&P 
Global Market Intelligence to create Climate Credit Analytics, a climate scenario analysis and 
credit analytics model suite.6

Quantitative scenario analysis can be complemented with a qualitative assessment of the issuer’s 
transition planning to develop a holistic view of the issuer and help steer investment. At a high 
level, we recommend using a combination of quantitative and qualitative tools to assess issuers 
along two dimensions: materiality of transition risk and credibility of transition plans 
(see Exhibit 2). Based on where issuers fall along these two dimensions, life insurers can 
reposition their portfolios to minimize transition risk.

• For issuers that have already reduced their own transition risk and are successfully executing 
on credible transition plans, life insurers should remain invested, and if possible, shift 
additional investment dollars to these issuers.

• Issuers with still-high transition risk but credible transition plans will offer opportunities for 
life insurers to scale up investment in support of the transition to low-carbon operations, for 
example through new instruments like transition bonds.7

• In contrast, life insurers should consider divesting from or reducing exposure in issuers that 
are highly exposed to transition risk that have not demonstrated a credible transition plan.

• Finally, for a subset of issuers, it may be difficult to assess current transition risk and 
transition planning due in large part to insufficient disclosures and/or more opaque operating 
models. These issuers will require careful monitoring and potentially more direct engagement 
with management to seek enhanced disclosure and more open communication.
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Exhibit 2: Assessing issuers in high transition risk sectors
Illustrative example

Materiality of transition risk

Stay invested

Credibility of 
transition plans

Invest to support transition

High

High

Low/not assessable

Consider divestmentMonitor and seek enhanced disclosure

Low/undisclosed

Utility that has already
shifted large portion
of its portfolio to renewables

Auto supplier with
an EV business line

Large diversified oil
major with a clear
plan to decarbonize

Power generation company with
heavy carbon energy mix that has
already started transition process

Oil and gas exploration and
production company with

high cost reserve and no clear
alternative business line

Note: Bubble size represents current exposure

ACTION #2: ASSESS AND MITIGATE PHYSICAL RISK IN THE REAL 
ESTATE PORTFOLIO

Climate-related physical risks to real estate represent another major exposure to climate risk 
in life insurers’ investment portfolios. While real estate has long been a favored asset class due 
to its long maturities and relative stability, climate change is introducing new risks that must 
be taken into account. In the United States, rising sea levels will lead to chronic flooding that 
could threaten over $100 billion worth of homes and commercial properties during the next 30 
years.8 In addition to the threat of chronic flooding, acute severe weather events are becoming 
more frequent: 2020 is the sixth consecutive year in which the United States experienced ten 
or more billion-dollar weather and climate disaster events (see Exhibit 3).

For large real estate investors including life insurers, there is an urgent need to incorporate 
readily available climate data into the investment process. Research suggests that 
climate-related risks to real estate are not being priced in uniformly across all geographies9 
but the real estate market is likely to move towards greater efficiency as climate data becomes 
more widely used and the risks become more self-evident. In either case, owners and lenders 
that fail to account for climate risks will be exposed to abrupt price shifts that are unlikely 
to be accounted for by existing models.
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Exhibit 3: US Billion-Dollar Weather & Climate Disasters, 1980–2020

15 300

5 100

10 200

20 400

0 0

Number of Billion-dollar events Cost in Billions, CPI-adjusted

Number of events Total cost, $Billion (CPI-adjusted) 2020 YTD (through October 7)

1980 2020201020001990

Note: Includes droughts, floods, freezes, severe storms, tropical cyclones, wildfires, and winter storms
Source: NOAA National Centers for Environmental Information (NCEI) US Billion-Dollar Weather and Climate Disasters (2020) 
https://www.ncdc.noaa.gov/billions/, DOI: 10.25921/stkw-7w73

Climate change also requires that investors look closely at their risk management policies for existing 
holdings. Property insurance in the United States does not by default cover flooding, yet the amount 
of flood exposure continues to rise while the maps typically used to set insurance requirements 
are backward-looking and inadequately updated. Furthermore, property insurance typically has 
a term of one year, so properties exposed to climate risks could become uninsurable, leading to 
a meaningful additional hit to valuation. Investors must understand their property insurance needs 
in light of the new threats, explore the possibility of retrofitting or reinforcing existing structures, 
and include physical risks in stress testing exercises across the investment portfolio.

ACTION #3: CONSIDER EMERGING INVESTMENT OPPORTUNITIES  
IN LOW-CARBON REAL ASSETS AND CLIMATE-RESILIENT INFRASTRUCTURE

Over the coming years, climate change will drive a significant increase in the number 
of investable opportunities in two areas:

First, low-carbon real assetsTo avoid the most severe effects of climate change and meet 
the goals of the Paris Agreement, many of the carbon-intensive assets used in today’s global 
economy will have to be replaced. Transitioning to a low-carbon economy will require a global 
investment surge in a range of assets including renewable power generation, distribution, and 
storage; zero-emission vehicles, planes, and ships; energy efficient buildings; low-emissions 
industrial plants; and sustainable agriculture and forestry. In addition, breakthrough innovation 
in areas like carbon capture and hydrogen could lead to the development of new assets that 
are eventually deployed on a large scale. The Energy Transitions Commission estimates that 
incremental investment required globally in power, industry, and road transport is over 
$1 trillion annually to 2050 (see Exhibit 4). Some US life insurers have already taken initial steps 
to incorporate sustainable real assets into their investment portfolios by financing utility-scale 
wind and solar power generation.
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Exhibit 4: Key investments required to decarbonize power, industry and road transport
Estimated global annual incremental investment required to 2050 ($US Billion per annum)

1,6357050130
195

190
1,000

Renewable
generation

Power sector Other sectors

Hydrogen
(final use)

StorageTransmission
& distribution

Industry Road
transport

Total incremental
investment globally

Note: Road transport investment need covers charging infrastructure for electric cars, trucks, and buses. Industrial investment 
need covers steel, cement, and petrochemicals. Midpoint of estimated range for power transmission & distribution. Figures above 
incorporate ~$175 billion annual investment in carbon capture & storage across all sectors.
Source: “Making Mission Possible: Delivering a Net-Zero Economy.” Energy Transitions Commission, Sept. 2020 
www.energy-transitions.org/publications/making-mission-possible

Second, climate-resilient infrastructure
Even if the world succeeds in mitigating the most severe effects of climate change, there will 
still be a need to adapt to changes in the climate that are inevitable based on emissions already 
released. Temperature change, sea level rise, and extreme weather events are already having 
a significant impact on economic activity. To guard against further impacts, infrastructure 
around the world will need to be upgraded. For example, roads, bridges, and rail lines will 
need to be protected against more frequent and severe storms and flooding. Energy and 
telecommunications transmission infrastructure will need to be reinforced against the same 
threats, as well as the increasing threat of wildfire. Coastal urban areas will need higher sea walls 
or reinforced natural barriers.

In the United States, a major portion of infrastructure investment will continue to be financed 
through municipal bond issuance, which can offer one avenue for life insurers to invest. 
However, given the scale of investment needed and the fiscal constraints on US municipalities, 
life insurers will likely also see significant additional opportunities to invest in climate-resilient 
infrastructure through new public-private structures as well as privately financed projects.
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Life insurers are uniquely well-positioned to capitalize on these emerging investment 
opportunities because of a liability structure that makes it possible to invest in long-term illiquid 
assets. Moreover, as life insurers face headwinds from low interest rates on corporate bonds, 
investing more in real assets may become not just an option to diversify return streams, but 
a critical path to raising overall returns. Life insurers can of course continue to invest in familiar 
real asset categories like commercial real estate, but climate-savvy investors that develop the 
capability to assess low-carbon real assets and climate-resilient infrastructure could see 
a step-change in the number of investable opportunities that are available. As with other 
long-term illiquid assets, detailed knowledge and understanding will be vital to ensure a prudent 
approach, especially amidst unprecedented climate-driven changes to the economy.

At present, low carbon real assets and climate-resilient infrastructure are still a relatively small, 
niche area of the overall investment landscape. This could change quickly, however, as firms in 
high transition risk sectors act with greater urgency to cut emissions and policymakers take more 
aggressive steps to spur action. US life insurers should prepare for a world in which low-carbon 
real assets and climate-resilient infrastructure can serve as a major pillar of the investment 
strategy. This will require identifying experts that can source and evaluate new opportunities 
and building up the investment teams to execute deals in these areas.

ACTION #4: APPEAL TO VALUES-ORIENTED CUSTOMERS BY HIGHLIGHTING 
A CLIMATE-RESPONSIBLE INVESTMENT STRATEGY

Actions #1-3 described above will help life insurers move to a climate-responsible 
investment strategy. Once these actions are underway, life insurers can highlight their efforts 
on climate-responsible investments to potential customers. To many customers who are seeing 
climate change impact the economy and their daily lives, a climate-responsible investment 
strategy will help to convey prudent long-term risk management. For an increasing share of 
customers — especially the next generation of customers that are taking a values-oriented 
approach to personal investments — life insurers should anticipate heightened scrutiny of the 
underlying investments backing policies.

In recent years, mainstream individual investors have begun paying increasing attention to 
climate change, as part of a broader emphasis on environmental, social, and governance (ESG) 
characteristics of investment options. This trend is driven not just by an interest in avoiding 
ESG-related risks, but also a desire to align personal investment accounts with personal values. 
During 2020, retail investors have moved into sustainable funds at a record pace (see Exhibit 5), 
likely reflecting the heightened attention to societal issues amidst a tumultuous year. 
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Exhibit 5: US Responsible Fund Flows
$US Billion

4

8

12

0

2017 2018 2019 2020
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Note: Includes active funds, index funds ,and ETFs.
Source: Oliver Wyman analysis, Broadridge

ESG funds are projected to receive trillions of dollars of inflows over the coming years, driven 
by women, millennials, and high net worth individuals.10 While US banks and asset managers 
are competing aggressively for this market by highlighting ESG standards and products, US life 
insurers have said relatively little by comparison.

As more and more ESG-focused investors reach the age when they begin to consider life and 
retirement products, life insurers will have to strengthen their marketing on climate change and 
ESG. Investors that have relied on ESG funds to build their retirement nest eggs are unlikely to 
simply abandon their values-oriented approach when considering annuities or life insurance. 
ESG product innovation among life insurers is still at a very early stage, but based on a logical 
extension of the trends in the asset management industry, new products could include ESG 
indexed annuities or life insurance policies backed by an ESG-screened investment pool. 

Ultimately, as other consumer-facing financial institutions continue to emphasize their 
credentials on sustainability, the ‘table stakes’ for life insurers are likely to rise. Life insurers 
that can persuasively make climate change and ESG a new pillar of their already-strong and 
trusted brands will be best positioned to capture future customers’ attention. Conversely, life 
insurers that are slow to adapt to the new landscape risk losing the customer trust on which their 
business fundamentally depends. 
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ACTION #5: IMPROVE CLIMATE-RELATED DISCLOSURES TO PREPARE 
FOR HEIGHTENED EXPECTATIONS OF REGULATORS AND OTHER 
EXTERNAL STAKEHOLDERS

While a climate-responsible investment strategy can help life insurers market to the next 
generation of customers, external communications on climate change should not stop there. 
US life insurers should develop a robust, holistic climate disclosure program in line with the 
recommendations of the Task Force on Climate-related Financial Disclosures. Launched in 2016, 
the TCFD has developed a disclosure framework covering four areas — governance, strategy, 
risk management, and metrics and targets — that has now been supported by over 1,000 
organizations, including global financial institutions that represent over $100 trillion in assets.11

The TCFD recommendations have emerged as the global standard for climate-related disclosures, 
including for insurers. Of the 25 largest insurance groups globally, 18 have announced their 
support for the TCFD or issued a disclosure in line with the TCFD recommendations.12 The TCFD 
has also been endorsed by the Sustainable Insurance Forum and the International Association 
of Insurance Supervisors.13 However, among the largest US life insurers, just three have 
published a TCFD-aligned disclosure. Several additional US firms have expressed support 
for the TCFD or are owned by a parent that supports the TCFD.

Could US regulators eventually mandate more robust, TCFD-aligned disclosures? Six state 
insurance commissioners currently administer the NAIC’s Climate Risk Disclosure Survey, 
a high-level questionnaire that incorporates several TCFD elements. While it is difficult to predict 
how the regulatory landscape will evolve, the regulators that administer the NAIC survey 
have begun encouraging respondents to refer to the TCFD recommendations in developing 
their responses.14 As global momentum around the TCFD continues to build, and as climate 
change becomes more widely acknowledged as a systemic risk it is not hard to imagine that 
US insurance regulators could insist on more stringent disclosures. For example, in September 
2020 the New York State Department of Financial Services (DFS) announced it expects insurers to 
incorporate climate-related financial risks into governance, risk management, and strategy, and 
to develop an approach to climate-related financial disclosures, including through engagement 
with the TCFD.15 Questions related to climate change will be incorporated in DFS’ examination 
process starting in 2021. Other US financial regulators such as the Federal Reserve and 
Commodity Futures Trading Commission are also beginning to pay greater attention to climate 
risk.16 Moreover, steps taken by regulators in other jurisdictions — including the UK Prudential 
Regulatory Authority’s inclusion of a climate scenario exercise in its 2019 insurance stress test17 
— could be a harbinger of things to come in the United States.

Even if US regulators do not ramp up disclosure requirements, there are still strong reasons 
for life insurers to adopt the TCFD recommendations. Other external stakeholders — including 
investors (for non-mutuals), activists, and the media — are scrutinizing the actions of large 
financial institutions with regard to climate change, and US life insurers could draw attention 
if their disclosures lag both their overseas peers and other US financial services companies. 
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Moreover, the marketing and branding described in Action #4 will risk being seen as hollow 
if it is not backed up with more rigorous and comprehensive disclosures. Finally, the TCFD 
framework can provide a useful organizing structure to guide action internally and embed 
climate-related considerations across the firm. 

ACTION #6: CONSIDER SETTING INVESTMENT TARGETS OR COMMITMENTS 
AT THE FIRM LEVEL

For Actions #1–5 described above, life insurers have strong business or reputational incentives 
to act. As teams from risk management, investments, product development, and marketing all 
respond to the growing incentives to incorporate climate change into their activities, boards and 
CEOs will need to look across the firm to set the level of ambition. If different parts of the firm 
are left to respond piecemeal to different aspects of climate change, the firm’s overall positioning 
could lag. In turn, regulators, customers, or rating agencies could force even more costly and 
disruptive action in the future.

How can leaders of US life insurers set a high level of ambition and galvanize progress? In 
addition to adopting the TCFD recommendations as described in Action #5, leaders should also 
explore setting firm-wide commitments or targets. For example, some of the most ambitious 
global insurers have joined the Net Zero Asset Owners Alliance, a coalition of 28 institutional 
investors collectively representing $5 trillion in assets under management.18 Members of 
the Alliance have committed to “transitioning their investment portfolios to net-zero GHG 
emissions by 2050 consistent with a maximum temperature rise of 1.5°C above pre-industrial 
temperatures.” Other major institutional investors have set targets for dollar amounts allocated 
to financing green projects.

Setting a target out to 2050 may seem daunting given the uncertainty around how the society 
will tackle climate change over the coming decades. However, life insurers have a demonstrated 
ability to plan and manage risk on a multi-decade time scale, and a long-term climate target 
would help frame the challenge and spark development of new analytical capabilities that 
enhance decision-making. Institutional investors that have committed to a long-term net-zero 
target are now tracking the GHG-emissions intensity of their investments and working to hit 
intermediate targets over the next 5–10 years.
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CONCLUSION

As financial services providers around the world act with greater urgency to address the 
implications of climate change, the US life insurance sector is still in the early stages of tackling 
this issue. The six actions outlined in this paper will go a long way towards responding to the 
most pressing challenges and opportunities, but still more will need to be done, especially 
as societal efforts to address climate change intensify.

The US life insurance sector has many attributes that can make it a leader on climate change: 
a strong sense of fiduciary responsibility to customers; an ability to think in terms of decades, 
not just months or quarters; and a large pool of long-term capital that can be deployed smartly 
in a changing economy. By leveraging these strengths, the US life insurance sector can ensure 
it remains a bedrock of stability into the 21st century and beyond.
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