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Liquidity Management

1. The way in which liquidity is managed has direct commercial implications for any 

business. This becomes particularly applicable when regulatory requirements are 

introduced. 

2. Regulatory requirements should not be a box ticking exercise but rather an 

opportunity to continue evolving the liquidity management continuum in a 

manner that delivers real value. 
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Liquidity management – bringing the pieces together
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Liquidity management – bringing the pieces together
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Liquidity management – bringing the pieces together

Asset LiquidityLiability Liquidity

• Surrenders 

• Lapses

• Catastrophic loss event

• Concentration

• Reduction in written premia

Product design and life stage of products 

plays a key role in the level of liquidity risk:

• Financial guarantees

• Fixed vs. variable 

• Deferral phase vs payout phase

• Asset characteristics (asset class, listing 

status, term to maturity) 

• Alternative assets 

• Credit events 

• Asset yield strategies & liquid asset 

leverage (repo’s, futures – Nenegate 

2015, UK pension funds crisis October 

2022)

• Other yield enhancement activities 

(Securities lending – AIG 2008)

• Asset to liability matching Collateral 

eligibility

• Cash vs. liquidity

Rapid onset of liquidity riskSlower onset of liquidity risk
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International case study



Case Study 1: The European Insurance and Occupational Pensions Authority (EIOPA) 2024 Capital and 
Liquidity Stress Test Exercise

Participants calculated their post stress capital and liquidity positions in two ways: 

(1) fixed balance sheet approach, and 

(2) constrained balance sheet approach. 

The former only allowing embedded management actions and the latter permitting insurers to implement reactive management actions to the various 

shocks. 

EIOPA adopted a 2-step approach where 
step 1 was to apply market shocks and step 2 
a set of insurance specific shocks to be 
applied to the business lines that are most 
affected by the proposed scenario. 

48 Insurers
20 Countries

Intensifying geopolitical risk scenario - knock-on impacts such as steepening yield curves, 

tighter capital market conditions, widening of credit spreads and sovereign bond and debt 

sustainability concerns. 

Capital & 
Liquidity Stress

Exercise

Stress Scenarios
The liquidity and the capital components shared a common scenario, however, the application of the shocks, 
data collection, assessment and disclosure differ between the two components. The application of the shocks 
were applied in a manner that accounted for the way risk manifests in the respective components. 



Case Study 1: The European Insurance and Occupational Pensions Authority (EIOPA) 2024 Capital and 
Liquidity Stress Test Exercise

Selected market and 

insurance shocks

Nenegate 10yr yield +200bps in days; and
Covid 10yr yield +270bps in weeks



Case Study 1: The European Insurance and Occupational Pensions Authority (EIOPA) 2024 Capital and 
Liquidity Stress Test Exercise

Stress results on liquidity: 

• Material liquidity outflows which insurers could not fully cover with their cash holdings

•  Insurers had to liquidate part of their liquid assets EUR 305.6 billion (usually net buyers of c. EUR 93 billion) under the 

constrained balance sheet approach 

• Higher outflows due to surrenders and claims inflation 

• Lower inflows caused by the cut in premium payments and reinsurance inflows 

• Resulted in a net technical outflow of €314 billion



Case Study 2: International Association of Insurance Supervisors (IAIS)

Determining ILR parameters 

• IAIS used multiple sources to determine ILR parameters such as approaches of insurance supervisors, rating agencies and 

bank supervisors. 

• For Liquidity Sources: IAIS relied most heavily on bank regulations for treatment of assets.  Although insurers are less exposed 

to liquidity shortfalls than banks, both sectors invest in certain similar asset classes.

• For Liquidity Needs: ILR would primarily leverage prior IAIS work on systemic risk identification. With enhanced liquidity needs 

of banks relative to insurers, bank supervisors have developed a range of tools over the last decade to assess and regulate 

liquidity risk. The IAIS utilizes lessons learned from these tools, especially for non-insurance liquidity needs.
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Insurance Liquidity Ratio (ILR)

• EA applies factors to balance sheet items and off-balance sheet exposures to measure liquidity risk.

• IAIS leverages current and prior work on systemic risk assessment to develop the ILR.

• ILR is the ratio of an insurer’s liquidity sources and needs over a selected time horizon of an assumed liquidity stress.

• IAIS considers a short-term and longer-term time horizon to prudently monitor liquidity risks (based on comments received 

from Phase 1):

1. 1-year time horizon (the main time horizon)

2. 3-month time horizon (the supplementary time horizon) 
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Phase 1: Exposure Approach (EA) - Public Consultation (PC) 2020 

IAIS developed version 1 of  Insurance Liquidity Ratio (ILR) using an EA calculation based on PC 2020 weights/factors

Phase 2: Development of Liquidity Metrics – Public Consultation (PC) 2021

IAIS implemented feedback received during the interim PC 2020 and updated the EA methodology and calculation of the ILR.
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IAIS Case Study: Categories of liquidity needs

The graph shows materiality (after applying the factors) of various categories of liquidity needs, using an updated version of the ILR 

methodology and weights following the feedback received in Phase 1.
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Liquidity management and risk preparedness



Liquidity management and risk preparedness

Measure

Feedback loop: on-going assessment 

of liquidity risk drivers 

Feedback loop: Stress scenario 

developed in accordance with risk 

appetite. 

Sector wide 

Idiosyncratic

Liquidity Risk Drivers and Stresses

The Liquidity Risk Management Continuum  

Identify Liquidity Risk Drivers

ILR
Asset: asset strategy, asset 
liquidity transformation s

Funds transfer pricing

Funding & contingency 
funding plan

Liability: product design, 
pricing, concentration 

Liquidity buffer, EWI’s & 
triggers

Board & 
Committees

Manage, Monitor & Report

Stress Scenarios
Exposure to insurable events

Collateral demands

Funding concentration

Policyholder behaviour

Asset strategy (ALM 
mismatch)

MonitorManage
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Funding

Liquidity risk management is an iterative process that should be continually refined and adjusted to changing market conditions and 
changes to the business itself.  



Liquidity management and risk preparedness

Is the current 

governance

framework for

liquidity risk 

management

adequate for

identifying, 

assessing,

managing, 

reporting and 

mitigating all

liquidity risk within

the business?

Is there an 

established 

and

up-to-date

liquidity risk

management 

policy?

Is the risk

appetite 

statement up

to date in terms

of the review

cycle and

correctly 

reflective of the 

current

operating 

environment

and business?

Have adequate

risk tolerances 

been 

established with 

consistent and 

robust

mechanisms 

and tools to

assess and

monitor these 

tolerances?

Is there a 

contingency

funding plan in

place and is that

plan adequate 

to comply with

the Standard?

Has the

contingency 

funding plan

been tested 

within the last 12

months?

What are the 

requirements 

and best

practice for

adequate

contingency

funding plan

testing?

? ??? ? ? ?
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The evolving role of an enterprise-wide treasury function 



Coordinating liquidity management

===

Greater accuracy 

and efficiency in 

liquidity risk 

identification and 

measurement

Lower risk of material 

unexpected liquidity 

requirements during 

stress (fewer unknown 

unknowns)

More precise EWI 

and limit setting 

allowing greater 

opportunity to 

optimise the HQLA 

portfolio 

Improved 

commercial 

outcome



The evolving role of the Treasury Function

Greater accuracy 

and efficiency in 

liquidity risk 

identification and 

measurement

More precise EWI 

and limit setting 

allowing greater 

opportunity to 

optimise the HQLA 

portfolio 

Enterprise –wide 

standardisation 

✓ Liquidity Management 

Policy

✓ Liquidity risk measurement 

methodology 

Enterprise –wide 

standardisation 

✓ HQLA portfolio 

management standards 

✓ Direct management 

vs. Mandate

✓ Diversification 

✓ Liquidity stress response 

coordination (asset 

sales to CFP) 

✓ Cash yield opportunity 

(sweeping/pooling)

✓ Liquidity facilities

✓ HQLA fungibility

✓ Funding management 

✓ Liquid asset leverage

✓ Pricing for HQLA

✓ Granularity (level 1)

✓ Automation



Liquid asset leverage and the rise of alternative investments

The evolving role of the Treasury Function

Cash and demand deposits

Money market funds

Government bonds

SOE Bonds & similar

Vanilla corporate debt

Covered bonds

Common equity shares

Other fixed income 
instruments

Other assets 

Level 1

Level 1 & 2a

Level 1 
REPO

Collateral 
Securities lending

30%Pension Funds and Insurance Holdings of SAGB's

22%Nominal Bonds (R694bln)

59%Inflation-linked Bonds (R352bln)

National Treasury March 2025

• Bond benchmarked ALM matching – REPO asset 
strategy 

• Swap benchmarked ALM matching – large swap 

portfolios (collateral demands when interest rates 
rise)

Post portfolio immunization 
liquidity invested in yield 
generating assets 

Longer dated higher 
yielding alternative assets 
provide an attractive 
return profile that supports 
the full commercial value 
chain.

Liquidity Outcome

✓ Changed level 1 asset 
profile

✓ Increased exposure to 
less liquid assets



Search for yield and rise of alternative investments – is this the next liquidity crisis? 

The evolving role of the Treasury Function



Liquidity Management

Closing remarks



✓ Effective liquidity management requires input from a wide range of role-players, 

making standardisation an imperative

✓ Changing regulatory requirements presents an opportunity to enhance liquidity risk 

management practices and drive for greater efficiency (it is not just about risk 

management)

✓ Cash matters – cash management efficiency is critical 

✓ HQLA portfolio management is multi-layered and requires an appropriately resourced 

function capable of  balancing risk and yield generation (cost minimisation) 

✓ Searching for yield in alternatives – consideration for when the music stops 

Closing remarks



Thank you
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