
2/11/2021 U.S. Insurer Exposure to U.S. Common Stock as of Year-End 2015

https://www.naic.org/capital_markets_archive/160719.htm 1/9

The NAIC’s Capital Markets Bureau monitors developments in the capital markets globally and
analyzes their potential impact on the investment portfolios of US insurance companies. A list of
archived Capital Markets Bureau Special Reports is available via the index

U.S. Insurer Exposure to U.S. Common Stock as of Year-End 2015

This special report analyzes U.S. insurer exposure to common stock and serves in part as an update to
an NAIC Capital Markets Bureau special report published Aug. 9, 2013, on the industry’s common and
preferred stock exposure, titled “Insurance Company Holdings of Equities: A Detailed Review.” Because
preferred stock is less than 1% of insurer total cash and invested assets, common stock is the focus of
this report update. In addition, while affiliated common stock is a large proportion of the industry’s
common stock exposure, in this report, we focus on the industry’s unaffiliated common stock exposure.
In addition to common stock issued by a company, Statement of Statutory Accounting Principles
(SSAP) No. 30—Investments in Common Stock treats as common stock shares of mutual funds not
qualified for bond or preferred stock designation.

As of year-end 2015, U.S. insurers reported exposure to common stock with a book/adjusted carrying
value (BACV) of $673.9 billion, of which $373.1 billion (55%) was affiliated and $269.2 billion (40%) was
unaffiliated. An additional $31.5 billion in mutual funds were also reported as common stock,
representing the remaining 5% of total common stock exposure. Total BACV of common stock exposure
(including affiliated and mutual funds reported as common stock) represented 12% of the U.S.
insurance industry’s total cash and invested assets as of year-end 2015, unchanged from year-end 2014
percentage terms (although BACV of common stock at year-end 2014 was slightly higher, at $684
billion). Within the approximately $270 billion of unaffiliated common stock, P/C companies accounted
for the largest part of the industry’s exposure, at 87%, followed by life companies at 9% of total
common stock exposure at year-end 2015.

Description of the Market 
As of June 1, 2016, the total U.S. equity market, which is measured as total value of shares outstanding
of publicly traded entities, was $23.6 trillion, up from $21.3 trillion at year-end 2015. U.S. market
capitalization reached its all-time high of $25.4 trillion in May 2015. The U.S. stock market is comprised
of companies of varying size as measured by equity market capitalization; large capitalization (large
cap) is greater than $5 billion, mid-capitalization is between $1 billion and $5 billion, and small
capitalization is less than $1 billion. U.S. insurer common stock portfolios consist mainly of large cap
companies, such as those included in the Standard & Poor’s 500 Index (S&P 500). (These statistics do
not include common stock of companies that are privately held.)

Current Market Conditions 
Stock market performance, as measured by S&P 500 annual price return, has been positive in eight of
the past 10 years, with 2015 and 2008 as the only years where a negative return occurred, at -0.7% and
-38.5%, respectively (see Chart 1) . The S&P 500 had five-year and 10-year average annualized returns of
11.7% and 7.4%, respectively, as of May 31, 2016. The S&P 500 had an average annual return of 6.4%
from 2008 to 2015. In 2015, concern over slowing economic growth in China and its impact on demand
for commodities, resulted in falling commodity prices, and diminished growth prospects in emerging
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market economies were strong forces against market advancement. Stock market volatility, as
measured by the Chicago Board Options Exchange (CBOE) Volatility Index (VIX)—which measures the
implied market volatility interpreted from changes in option prices on the S&P 500—spiked, and the
market began moving in a negative direction. The S&P 500 had negative returns in January and
February of 2016. Although the index ended February 2016 in negative territory year-to-date, positive
market developments, such as the February 2016 rally in West Texas Intermediate Crude (WTI) (which
was up 50% as of March 22, 2016, from the start of 2016) and greater clarity on monetary policy
worldwide, narrowed the loss to -0.4%. As of June 30, 2016, the return on the S&P 500 year-to-date was
2.7%.

Chart 1: S&P 500 Index Annual Returns, 2006–2015 (%) 

The VIX is a measure of market expectations of near-term volatility as conveyed by S&P 500 stock index
option prices. Since the introduction of this index in 1993, VIX has often been used by market observers
as a measure of investor sentiment and market volatility. It is especially popular as a forward-looking
volatility measure because, unlike backward-looking, historically based volatility measures which are
plentiful in number, few alternatives exist to measure expectations for future market volatility.

Chart 2: CBOE Volatility Index (as of June 30, 2016) 
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U.S. Insurer Exposure  
Historically, U.S. insurers have maintained an average exposure of 4% of cash and invested assets in
unaffiliated common stock. However, 2008 was the lowest reported year where unaffiliated common
stock fell to 2% of total cash and invested assets. As of year-end 2015, unaffiliated common stock was
5% of total cash and invested assets. The BACV of unaffiliated common stock increased an average 7%
annually from 2006 to year-end 2015. At year-end 2008, BACV of unaffiliated common stock was 35%
lower ($115.6 billion) than at year-end 2007 ($178.4 billion); the loss was recouped in 2009 with a 44%
increase in BACV.

Table 1: U.S. Insurer Historical Exposure to Total Common Stock (BACV, $mil) 

One interesting comparison, albeit very simple, is to look at changes in common stock exposure year-
over-year versus stock market performance. An increase in exposure that exceeds equity market
increases overall would suggest that the industry is adding to its exposure, while the reverse would
suggest that the industry is a net seller. Table 2 implies, then, that the industry was a net seller in 2015
because the market, as exemplified by the S&P 500, was down 0.73% while the industry’s exposure
declined by 5.28%.

Table 2: Change in BACV of Unaffiliated Common Stock of U.S. Insurers versus S&P 500 
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Note: Calculated return excluding dividends.

The BACV of unaffiliated common stock for the U.S. insurance industry was $269 billion as of year-end
2015, with P/C companies accounting for the largest proporation at $233.6 billion (87% of total
unaffiliated common stock). Unaffiliated common stock exposure decreased 5% for P/C and 15% for life
companies from year-end 2014 to year-end 2015. The decrease in unaffiliated common stock exposure
for P/C companies kept its share of total industry exposure to unaffiliated common stock relatively
consistent year-over-year (i.e., to 48% from 49%, while life companies’ share of total industry exposure
to unaffiliated common stock dropped to 17% at year-end 2015 from 20% at year-end 2014.

Table 3: U.S. Insurer Exposure to Common Stock by Industry Type, Year-End 2015 (BACV, $mil)

Table 4: U.S. Insurer Exposure to Common Stock by Industry Type, Year-End 2014 (BACV, $mil)

Common Stock Exposure by Insurer Size 
Grouped by total cash and invested assets, U.S. insurers with cash and invested assets of greater than
$10 billion (large insurers) reported unaffiliated common stock investments with a BACV of $180.7
billion, or about 67% of total unaffiliated common stock (see Table 5). 
P/C companies accounted for 88% of the unaffiliated common stock exposure reported by large
insurers. In fact, P/C companies comprised at least 82% of the unaffiliated common stock exposure
reported by insurers for all size groupings except for those with cash and invested assets of between
$500 million and $1 billion, where they accounted for 76%. The pattern of the largest companies having
the greatest exposure to common stock is also true for life companies. Large life companies
represented 74% of total common stock exposure reported by all life companies.
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The BACV of unaffiliated common stock held by P/C companies represented 13.6% of the P/C industry’s
total cash and invested assets as of year-end 2015. The second highest concentration of unaffilaited
common stock was held by title companies at 9.5% of total cash and invested assets. The life industry
held only 0.7% of total cash and invested assetsin unaffiliated common stock at year-end 2015.

Table 5: U.S. Insurer Exposure in Unaffiliated Common Stock by Insurer Size, Year-End 2015 ($mil
BACV)

Note: The slight difference in unaffiliated common stock totals in Table 3, Table 5, and Table 6 is due to the
date difference of data-gathering.

Also with regard to unaffiliated common stock, the largest five P/C insurers accounted for $103.5 billion
of the respective industry’s unaffiliated common stock, or 38% of the total. While unaffiliated common
stock represented 13.6% of the P/C industry’s total cash and invested assets, not including the largest
five insurers in this calculation results in the P/C industry having 9.8% of total cash and invested assets
in unaffiliated common stock.

Common Stock Exposure by Sector 
Unaffilated common stock, as of year-end 2015 U.S. insurer exposure, was diversified across nine
sectors, with financials being the largest at 29%. In comparison, about 16% of the S&P 500 included
financials. In addition, insurers’ exposure to energy and utilities’ unaffiliated common stock was 6% and
1%, respectively. Life companies have the largest exposure among the five insurer types to energy and
utilities, at 11% of total life companies’ unaffiliated common stock exposure (see Table 6).

Table 6: U.S. Insurer Sector Exposure Within Unaffiliated Common Stock, Year-End 2015 ($mil
BACV)

Note: The slight difference in unaffiliated common stock totals in Table 3, Table 5, and Table 6 is due to the
date difference of data-gathering.
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Common stock under statutory accounting principles is held at fair value. An other-than-temporary
impairment (OTTI) on common stock may increase due to market turmoil. In accordance with SSAP No.
30, fair value declines determined to be an OTTI must be written down and accounted for as a realized
loss.

Summary 
Unaffiliated common stock exposure as a percentage of total cash and invested assets has fluctuated
between a low of 2% in 2008 and a high of 5% in 2013. At 5% of total cash and invested assets,
unaffiliated common stock exposure was higher than its 10-year average of 4% as of year-end 2015 for
the U.S. insurance industry. Affiliated common stock accounted for the largest portion of the U.S.
insurance industry’s common stock exposure in 2015, at 55%, with unaffiliated common stock
representing 40%. The three largest unaffiliated common stock sector exposures at year-end 2015
were: financials (29%); consumer, non-cyclical (24%); and technology (10%). In addition, about 67% of
total unaffiliated common stock exposure was held by large insurers.

On June 24, 2016, the S&P 500 fell 3.6% from the previous close (but was down 0.3% year-to-date) on
Brexit fears. Although the economic impact of Brexit is not yet completely known, long-term negative
impact on U.S. insurers’ equity holdings may be minimal, as unaffiliated common stock was only 5.3%
of total cash and invested assets.

The Capital Markets Bureau will continue to monitor trends within the U.S. common stock market and
report on any developments as deemed appropriate.
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Questions and comments are always welcome. Please contact the Capital Markets Bureau at
CapitalMarkets@naic.org.

The views expressed in this publication do not necessarily represent the views of NAIC, its officers or
members. NO WARRANTY IS MADE, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY OPINION OR
INFORMATION GIVEN OR MADE IN THIS PUBLICATION.
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