
MILLIMAN WHITE PAPER 

Asset-intensive reinsurance in Hong Kong: 1 
Opportunities, risks and regulation June 2026 

Asset-intensive reinsurance  
in Hong Kong: Opportunities,  
risks and regulation 
 
 
Julian Man, FSA, FASHK 
David Wang, FSA, FIA, MAAA 
 
 

Introduction 
The global life insurance industry is undergoing a structural 
transformation. Long-duration liabilities are increasingly 
managed through a mix of reinsurance, external capital  
and more sophisticated asset strategies. 

This shift reflects a broader change in how insurance balance 
sheets are viewed. Historically, liabilities were assessed mainly 
in terms of underwriting risk, reserve adequacy and capital 
strain. Today, they are also seen as a source of stable,  
long-term funding that can support investment optimisation. 
This has created new strategic opportunities for firms with 
strong investment capabilities, particularly as private equity 
firms show growing interest in the insurance sector. One such 
strategy is asset-intensive reinsurance (AIR), which has 
become a popular structured solution for aligning investment 
strategy and long-duration liabilities. 

As a result, the market has become more complex. These 
transactions increasingly involve cross-border structures, 
affiliated asset managers, private credit strategies and 
collateralised arrangements.  

Following developments in the United States and the  
United Kingdom, Japan has become the centre for AIR in Asia.  
In recent years, these structured transactions have also gained 
traction in Hong Kong following several AIR deals. Regulators 
are giving an increasing amount of attention to these 
transactions. AG55 was introduced in the US to help  
regulators better assess the reserve adequacy associated with 
US-originated AIR. In the past few months, several regulators 
across the world have published their proposals to potentially 
tighten the scrutiny of AIR transactions. Among them, the  
Hong Kong Insurance Authority (HKIA) released a consultation 
paper on the potential implementation of a revised Guideline 
17 on Reinsurance, which would increase regulatory scrutiny  
of AIR. 

In this article, we explore the motivations and considerations 
for both cedents (with a particular focus on Hong Kong 
insurers) and reinsurers in entering into these types of 
transactions. We also examine the regulatory landscape in 
Hong Kong and the implications it presents. 

How AIR became popular 
AIR refers to reinsurance arrangements in which the reinsurer 
assumes a significant portion of both the liabilities and the 
associated investment risk. It is most commonly used for 
products in which the value of the liabilities is closely linked to 
asset performance, spread income, or long-term cash flow 
management. It is usually structured as a co-insurance 
arrangement, but with different forms of asset treatment, such 
as funds withheld or modified co-insurance, where the assets 
are not physically transferred. The transactions in Asia 
(including Hong Kong) have so far been pure co-insurance, 
where the assets were transferred to the reinsurers’ 
jurisdictions. In very simple terms, the reinsurer assumes the 
investment risk as well as biometric and policyholder behaviour 
risks, such as lapse and mortality/longevity risk, typically on a 
quota-share basis, in exchange for a single premium.  

AIR can take the form of either a block deal, which transfers  
a block of in-force business, or a flow deal, which covers 
ongoing new business under a quota-share arrangement.  

What distinguishes AIR, say, from more traditional  
mortality-only reinsurance is the central role of investment 
management. The economics of these transactions depend 
heavily on asset–liability matching, spread generation, liquidity 
planning, collateral design and the reinsurer’s ability to manage 
complex portfolios over long horizons, which we discuss in a 
later section. 

The growth of AIR is not merely cyclical. It reflects deeper 
structural changes in demographics, capital markets, insurer 
strategy and the role of private capital in insurance. Population 
aging is increasing the demand for retirement income products 
and long-duration savings solutions, as seen in the US, the UK 
and Japan. This is also becoming increasingly relevant to  
Hong Kong. These products, in turn, rely heavily on asset 
origination to generate sufficient yield, which typical insurers 
may not be able to access because of investment-appetite 
constraints, access to certain private asset classes or  
capital limitations. 
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Institutional investors, however, continue to seek assets that 
offer stable cash flows, spread income and long-duration 
characteristics and insurance liabilities provide a natural 
funding base for these strategies. As a result, reinsurers 
backed by institutional investors or those with access to  
private credit, infrastructure debt, structured finance and  
other alternative assets have garnered a strategic advantage. 
This broader partnership model has gained momentum through 
the AIR framework. 

How AIR benefits both cedents  
and reinsurers 
BENEFITS TO CEDENTS 

Although AIR is a global phenomenon, its development  
varies significantly across regions. Differences in product 
design, solvency rules, tax regimes and market structure  
shape how transactions are executed and where opportunities 
are most active. 

Removing difficult-to-manage risks from the balance sheet 
while maintaining sufficient risk-adjusted investment yield is 
one of the main benefits of a block deal from the cedent’s 
perspective. For example, an AIR block deal can help address 
the chronic challenges faced by universal life insurers in the  
US that underwrote these policies through ~2012 under 
significant competitive pressure and based on aggressive 
assumptions, and that now face increasing profit pressure as 
well as poor capital efficiency. It can also be an attractive 
solution to the longevity risk faced by annuity writers in the  
UK, or to the challenge of sustaining yields for savings 
products in Japan due to the conservative asset allocation  
of domestic players. 

This is particularly true in Hong Kong, where whole life 
products written a couple of decades ago in a prolonged high-
interest-rate environment offered policyholders high 
guaranteed rates that are becoming increasingly unsustainable 
under current interest-rate conditions. Insurers are also seeking 
to secure guaranteed yield to support participating products 
and maintain stable fulfilment ratios. These benefits can also 
be realised through capital relief and solvency optimisation, 
particularly where a specific block of in-force business is not 
being managed efficiently on the insurer’s balance sheet. 

With reinsurers having access to broader sources of asset 
origination, a flow deal can enable insurers to launch more 
competitive products and increase underwriting capacity, as 
seen in Hong Kong with the recent launch of short-term 
endowment products offering relatively attractive guaranteed 
returns to policyholders. 

BENEFITS TO REINSURERS 

AIR offers a compelling proposition for reinsurers, particularly 
private equity firms, institutional investors and specialist asset 
managers seeking stable, long-duration capital to support their 
investment strategies. By assuming blocks of life insurance 
liabilities, reinsurers gain access to predictable liability funding 
and a growing base of assets-under-management, which can 
be deployed across a broader range of investment 
opportunities. This model also generates attractive and 
scalable fee income linked to assets-under-management 
through affiliated asset management platforms while providing 
access to long-duration asset origination that aligns well with 
insurance liabilities. 

Take the US–Bermuda reinsurance corridor as an example. 
The US remains the largest and most developed market for 
AIR, supported by several structural advantages: A large and 
expanding annuity market, substantial retirement asset flows, 
deep and liquid capital markets, a well-established offshore 
reinsurance ecosystem and strong participation from private 
capital and alternative asset managers. The well-established 
offshore reinsurance ecosystem is particularly important for 
Bermuda-based reinsurers, as it provides strong access to 
investment and capital markets and supports an attractive  
fee-income model while helping US insurers improve capital 
efficiency and meet their risk-management objectives. 

Beyond the well-established US–Bermuda and Japan–
Bermuda reinsurance corridors, interest in Asia is also rising, 
supported by the continued growth of long-term savings 
products in markets such as Hong Kong. Global reinsurers are 
increasingly pursuing AIR transactions in the region to expand 
assets-under-management, while benefiting from greater 
diversification through exposure to a broader range of 
geographies and risk pools. 

Key considerations for cedents  
and reinsurers 
KEY CONSIDERATIONS FOR CEDENTS 

For cedents, one of the most significant considerations in an 
AIR transaction is how counterparty risk is addressed within the 
structure. Entering into such arrangements requires confidence 
not only in the reinsurer’s financial strength but also in its  
risk-management capabilities, investment approach, 
governance standards and long-term strategic commitment.  
As a result, careful and disciplined due diligence is a critical 
first step, with cedents applying rigorous scrutiny to ensure  
that the reinsurer is an appropriate and reliable counterparty. 



MILLIMAN WHITE PAPER 

Asset-intensive reinsurance in Hong Kong: 3 
Opportunities, risks and regulation June 2026 

Cedents should also be highly focused on the specific 
mechanisms built into the transaction to mitigate risk.  
Since assets are effectively transferred off the insurer’s 
balance sheet, it is essential to ensure that the cedent remains 
adequately protected if the reinsurer were to experience 
financial stress or default. A central safeguard is typically a 
collateralised trust arrangement, under which assets supporting 
the reinsured liabilities are held in trust for the benefit of the 
cedent. This makes the quality, valuation, sufficiency and 
liquidity of the collateral especially important, as these factors 
determine how effectively the cedent can be protected under 
stressed conditions. An important consideration for cedents is 
the investment guidelines they would require the reinsurers to 
comply with (when deal structure involves a trust or funds 
withheld). While more investment flexibility can enhance the 
yield, restrictions should be considered on the selection of 
assets to protect against credit and liquidity risks. 

Accordingly, cedents will usually work closely with reinsurers to 
negotiate and assess the full range of structural protections 
embedded in the treaty. These may include collateral eligibility 
criteria, over-collateralisation requirements, substitution rules, 
reporting obligations, recapture rights and other contractual  
fail-safe mechanisms. Taken together, these protections are 
designed to reduce counterparty exposure and provide cedents 
with greater confidence that the transaction will continue to 
meet its intended capital, solvency and risk-management 
objectives over time. 

Key considerations for reinsurers 
A distinctive feature of AIR is the importance of asset-related 
risk. For many offshore reinsurers, asset strategy is a key 
source of competitive advantage. This often involves investing 
in non-traditional or more complex assets, such as private 
credit or alternatives, which can enhance yield but also 
introduce additional complexity, illiquidity and risk. 

In a competitive market, the pressure to generate higher 
returns may encourage greater exposure to illiquid assets, 
making liquidity management especially important. Reinsurers 
must also manage fluctuations in collateral value. This makes 
asset–liability management critical both when pricing the 
transaction and throughout its life. Reinsurers need to 
understand how changes in policyholder behaviour can alter 
the liability profile. For example, higher-than-expected lapse 
rates may shorten liability duration and expose duration 
mismatches that were previously manageable. Similarly,  
a mass lapse event during economic stress could create  
an immediate need for liquidity. 

 

 

As in traditional co-insurance, reinsurers in AIR assume 
biometric risks and policyholder behaviour risks. Hence,  
an equally important consideration is the characteristics  
of the ceded liabilities. Reinsurers must conduct thorough  
due diligence on the block of business, including whether 
assumptions reflect recent experience and expected future 
trends, whether there are embedded policyholder options  
or guarantees and whether any third-party reinsurance 
arrangements apply. There are also cases where the AIR 
reinsurer would partner with a traditional reinsurer, where  
the AIR reinsurer manages the asset investment risk and  
the traditional reinsurer manages the biometric risk.  
This, however, can create new counterparty exposures. 

Trend in Hong Kong 
Hong Kong has seen more selective use of AIR. Its product 
mix, particularly the large share of participating business with 
significant non-guaranteed elements, has in some cases 
reduced the need for broad-based risk transfer. As noted in  
a recent Milliman publication1, market risk charges under the 
Hong Kong risk-based capital regime remain relatively low at 
the industry level, around 5% of total assets for the top ten life 
insurers, largely because participating products benefit from 
loss-absorbing capacity under the capital regime. In addition, 
many insurers continue to have substantial balance sheet 
capacity. 

One of the main technical challenges in reinsuring participating 
business is the treatment of non-guaranteed components. 
Reinsurers are in an asymmetric position because dividend 
and bonus declarations remain under the cedent’s control, 
while the reinsurer may have limited ability to influence those 
decisions. This creates uncertainty, as liability outgo may 
ultimately depend on actions taken by the cedent. Although 
reinsurers can address this by “fixing” the non-guaranteed 
component through a predefined schedule, this effectively 
passes part of the non-guaranteed risk back to the cedent.  
As a result, past AIR transactions have tended to focus 
primarily on guaranteed components. 

That said, opportunities remain in areas such as closed blocks 
with higher guarantees, IFRS 17 earnings management and 
the strategic use of external asset management expertise. 

 

1. Analysis of HKRBC: Life insurance industry solvency ratio as of  
year-end 2024, Milliman 

https://www.milliman.com/en/insight/Analysis-of-HKRBC-life-insurance-industry-solvency-ratio-as-of-year-end-2024
https://www.milliman.com/en/insight/Analysis-of-HKRBC-life-insurance-industry-solvency-ratio-as-of-year-end-2024
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Looking forward 
The new consulting paper from the HKIA would subject AIR to 
closer regulatory scrutiny. While the proposed framework 
would impose specific approval and governance requirements 
for these transactions, it does not appear intended to make 
them uneconomic—for example, by materially increasing 
counterparty capital charges to the point of discouraging their 
use, as in the case of the UK. 

HKIA’s message is clear: Insurers must “know their risks  
and know their counterparty.” In AIR, strong internal risk 
management and governance are essential, given the  
long-duration liabilities, complex assets, cross-border 
structures and multiple counterparties involved. Boards  
and senior management should understand the purpose,  
risk profile and operational implications of each transaction, 
with oversight covering transaction objectives, risk appetite, 
collateral and recapture arrangements, ongoing monitoring, 
and escalation procedures. Counterparty assessment should 
extend beyond credit ratings to include asset quality, liquidity, 
affiliated asset managers, retrocession arrangements, legal 
structure, jurisdictional exposure and operational resilience.  

Governance should also reflect the full dependency chain, 
including reinsurers, custodians, administrators and investment 
managers. Collateral frameworks need to address eligible 
assets, valuation, margining, haircuts, concentration limits, 
access rights under stress and operational control, while 
recapture rights are meaningful only if they are practically 
executable through adequate systems, staffing, asset-transfer 
capability, administration and liquidity. 

Looking further ahead, AIR transactions are likely to become 
more common as the boundaries between insurance, 
reinsurance, asset managers and institutional investors 
continue to converge. As populations live longer and healthier 
lives, the demand for long-term savings solutions will continue 
to grow. AIR reinsurance is likely to remain an important and 
evolving response to that need. 

 

 

 

 

 

 

 

 

 

 

 

 

Solutions for a world at risk™ 

Milliman leverages deep expertise, actuarial rigor, and advanced 
technology to develop solutions for a world at risk. We help clients in 
the public and private sectors navigate urgent, complex challenges—
from extreme weather and market volatility to financial insecurity and 
rising health costs—so they can meet their business, financial, and 
social objectives. Our solutions encompass insurance, financial 
services, healthcare, life sciences, and employee benefits. Founded 
in 1947, Milliman is an independent firm with offices in major cities 
around the globe. 
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