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Variability of Market Index Returns and Insurer Portfolios

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
Variability of Market Index Returns and Insurer Portfolios
With the last ﬁnancial recession now 10 years passed, the NAIC Capital Markets Bureau has reviewed
the performance of several market indices, focusing on those asset types that represent the largest
shares of U.S. insurers’ total investment portfolios. As part of our analysis, we also identiﬁed key
developments that precipitated the most dramatic moves within each of the respective markets over
the past three years.
U.S. insurers’ invested asset portfolio composition has remained relatively unchanged since the
ﬁnancial crisis, despite varying market conditions and a sustained low interest rate environment. Life
companies continue to be, by far, the largest investor group among the major insurer types, holding
65% of the industry’s total cash and invested assets as of year-end 2016. Bonds also remain the
predominant investment vehicle for U.S. insurers, at 67% of total cash and invested assets in 2016.
The NAIC Capital Markets Bureau last published a special report on U.S. insurer investment strategies
and returns on diﬀerent invested assets in September 2014 (titled, “Investment Strategies and Return
on Invested Assets”). This aforementioned special report explained the two most common investment
strategies used by investors (buy-and-hold and total return), provided return statistics on certain
investments, and discussed how U.S. insurers maximized their investment returns during the sustained
low interest rate environment. This follow-up special report provides an update on the performance of
several market indices to date, across diﬀerent asset types that are held by insurers, as well as their
relative exposures as of year-end 2016.
Returns on Speciﬁc Bond Types, Equities and Alternative Investments
Investment performance and total return varies based on asset types, credit quality (for bonds) and
tenor, as well as time periods, due to changing dynamics within each respective market. Table 1 shows
comparative returns for aggregate investment grade bonds (i.e., diﬀerent bond types), investment
grade corporate bonds, high yield corporate bonds, municipal bonds and long-dated U.S. Treasuries
(based on the selected indices) for the 10-year period ending June 30, 2017,as well as annual returns for
2014 through 2016, and year-to-date returns. Note that only in 2015 did any of the indices experience
negative returns, and, other than in 2015, returns on equities—as measured by the Standard & Poor’s
500 Index (S&P 500)—were the highest among the indices reviewed. More discussion about returns on
the diﬀerent bond types and equities follow in this report.
Table 1: Bond and Equities Index Returns (%)
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Bond Returns
Of the $6.1 trillion in book/adjusted carrying value (BACV) of cash and invested assets that U.S. insurers
reported at year-end 2016, approximately $4.1 trillion was invested in various types of bonds, including
corporate (54%), municipal (14%) and U.S. government (7%). Similar to years prior, more than 90% of
those bonds were in higher credit quality (i.e., investment grade category). With the majority of U.S.
insurers’ invested assets held in bonds, the returns of representative bond indices for corporate,
municipal and U.S. government-issued bonds were analyzed for various time periods, with the
observations discussed below.
In the following sections, we refer to “return,” “gain,” “increase,” etc., when referencing the performance
of the Bloomberg Barclays benchmark indices. Return, or “total return,” is deﬁned by Bloomberg for its
indices as “...the total return of a ﬁxed income instrument, which includes capital appreciation and
security price movements, interest payments and accruals, and principal repayments (scheduled or
unscheduled) in the case of amortizing or sinkable bonds.”
The U.S. Bond Market
The entire U.S. bond market, according to the Securities Industry and Financial Markets Association,
grew by $1.2 trillion from year-end 2015 to $39.4 trillion in 2016. U.S. Treasury securities with varying
maturities made up the largest segment of the market, at $13.9 trillion. The remainder was comprised
of $8.9 trillion in mortgage-related bonds—which includes GNMA, FNMA and FHLMC mortgage-backed
securities (MBS)—as well as private-label MBS—which includes both pass-through securities and
collateralized mortgage obligations (CMOs)—$8.5 trillion in corporate debt, $3.8 trillion in municipal
debt, close to $2 trillion in federal agency securities, $1.3 trillion in asset-backed securities and
$885 billion in money markets.
Bonds provide one way for investors to preserve capital and earn a less volatile return based on their
streams of interest income. Investors generally view bonds as “less risky” and less volatile assets
relative to stocks and alternative investments. Typically, investors move out of bonds in a strong
economy and into more volatile assets, such as stocks, which oﬀer the potential of higher returns,
nominally and on a risk-adjusted basis.
The U.S. bond market, over the past 10 years, has generally been supported by an accommodative U.S.
Federal Reserve policy, a combination of slow growth and low inﬂation, and strong investor demand.
For the past two years, in particular, the market has been inﬂuenced by a variety of developments. In
2015, for example, turmoil in the European markets (resulting in part from the continuing economic
problems in Greece), the possibility of an interest rate hike by the Federal Reserve Bank and an
uncertain global growth outlook weighed on the market. In early 2016, oil price volatility, China’s
economic slowdown, and strong overseas demand for U.S. government bonds (with yields on some
non-U.S. sovereign debt close to zero or negative) helped lift bond prices and improve total returns.
Britain’s decision to leave the European Union (commonly referred to as “Brexit”) in June 2016, however,
https://www.naic.org/capital_markets_archive/170721.htm
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temporarily riled the market. After the election of President Donald Trump, the expectations of faster
growth, higher inﬂation and corporate tax reform, along with an interest rate hike by the Federal
Reserve (and signal for three more increases in 2017), led many investors to ﬂee the bond market in
favor of a better performing equity market. So far in 2017, the ﬁnancial markets have generally
beneﬁtted from not only favorable returns in the equity market, but also an increased demand for
bonds, as investors grapple with the uncertainties arising from the political squabbling in Washington,
DC, and fear that President Trump’s promised tax cuts, looser regulation and infrastructure spending
may not be quickly implemented, and would lead to slower economic growth than previously
anticipated.
U.S. Aggregate Bond Index Returns
One proxy of performance for the U.S. aggregate bond market is the Bloomberg Barclays U.S.
Aggregate Bond Index (Barclays Aggregate Index), which is a broad-based benchmark that measures
the investment grade, U.S. dollar-denominated, ﬁxed-rate taxable bond market. The Barclays Aggregate
Index includes U.S. Treasuries, government-related and corporate securities, as well as residential and
commercial MBS, and asset-backed securities. This bond index, as shown in Chart 1, has largely been
on an upward trajectory for the most recent 10-year period. From June 29, 2007, to June 30, 2017, the
Barclays Aggregate Index returned a total of 55%. In each of the past three years, the index return was
close to 6% in 2014, 0.5% in 2015 and 2.6% in 2016. The index returned 2.3% year-to-date (YTD) ending
June 30, 2017.
Chart 1: Bloomberg Barclays U.S. Aggregate Bond Index: 10-Year Total Return, % (June 2007 –
June 2017)

Source: Bloomberg.
Corporate Bonds
Of the nearly $4.1 trillion in BACV in bonds held by U.S. insurers at year-end 2016, $2.2 trillion (or 54%)
were invested in corporate bonds. Corporate bonds usually oﬀer higher yields than comparablematurity U.S. government bonds because of the market premium required to compensate for their
relatively higher default risk. Because they are priced on their “yield spread” to U.S. Treasuries,
movements in government bond yields have a direct impact on the yields of corporate issues.
Investment grade corporate bonds—rated Baa3/BBB-/BBB- or higher by Moody’s Investors Service
(Moody’s), S&P and Fitch Ratings (Fitch), respectively —as tracked by the Bloomberg Barclays U.S.
Corporate Bond Index (Barclays Corporate Index), which measures the investment grade, ﬁxed-rate,
taxable corporate bond market, returned 75.5% for the 10-year period ended June 30, 2017. The index
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returned 7.5% in 2014 and -0.7% in 2015; it recovered in 2016 with a return of 6.1% and has returned
3.8% YTD ending June 30, 2017.
Bloomberg Barclays U.S. Corporate High Yield Bond Index (Barclays Corporate HY Index), which
includes high-yield ﬁxed-rate corporate bonds (or securities with ratings of Ba1/BB+/BB+ or below by
Moody’s, Fitch and S&P, respectively), recorded a total return of 109.3% over the 10-year period ending
June 30, 2017. Returns were volatile for this index over the past three years, ranging from 2.5% in 2014
to -4.5% in 2015, and then to 17.1% in 2016.
Investment grade corporate bonds beneﬁtted mostly from the rise in demand for “safe-haven” bonds in
early 2015 amid growing turbulence in European markets precipitated by the ongoing Greek economic
crisis. That, however, reversed later in the year as demand subsided after markets calmed (after
Greece’s bailout deal) and investors weighed the increasing possibility of an interest rate hike by the
Federal Reserve, driving bond prices down. Barclays Corporate Index was down by -0.7% for that year.
In spite of notable market volatility in 2016—which was reactionary in part to both global and domestic
monetary policies, Brexit and the U.S. presidential election—investment grade corporate debt (as
measured by Barclays Corporate Index) returned 6.1%. Corporate high-yield bonds (Barclays Corporate
HY Index) posted a return of 17.1%, with the rebound in oil prices and strong returns in the energy,
metals and mining subsectors helping boost the overall index returns.

Chart 2: Bloomberg Barclays U.S. Corporate and U.S. Corporate High Yield Indices: 10-Year Total
Return, % (June 2007 – June 2017)

Source: Bloomberg
Municipal Bonds
Municipal bonds made up the second-largest bond investment category for U.S. insurers at year-end
2016, or close to 14% of their total bond holdings. Municipal bonds have returned close to 57% for the
10-year period ending June, 30, 2017, as measured by the Bloomberg Barclays U.S. Municipal Index
(Barclays Municipal Index). This index covers the U.S. dollar-denominated long-term tax-exempt bond
market and includes state and local general obligation bonds, revenue bonds, insured bonds and prerefunded bonds. So far this year, as of June 30, the index has returned 3.6%. In each of the past three
years (2014–2016), the Barclays Municipal Index (see Chart 3) returned 9%, 3% and 0.2%, respectively.
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Chart 3: Bloomberg Barclays Municipal Bond Index: 10-Year Total Return, % (June 2007 - June
2017)

Source: Bloomberg.
Municipal bonds outperformed other major bond categories in 2015, returning 3.2% for the year (as
demonstrated by Barclays Municipal Index) and exceeded the 1.4% return by the S&P 500 in the same
year. Low interest rates and positive municipal bond market supply/demand dynamics provided
support for gains during the year. While many issuers in the municipal bond market have experienced
stable or improving credit conditions (driven by rising state revenues and property taxes), in 2015 and
much of 2016, longer term concerns have persisted. More recently, these concerns have once again
begun to manifest themselves in weaker outlooks that could negatively impact returns. An increasing
number of U.S. states are now experiencing a drop in revenues due in part to a reversal in tax
collections and other economic issues. In particular, several states have enacted large tax cuts meant
to be phased in over a period of years.
Municipal bonds continued to perform well into the ﬁrst 10 months of 2016, and inﬂows into municipal
bond mutual funds were robust. After the election of President Trump in November, however, the
market experienced a severe sell-oﬀ, and municipal returns tumbled as investors were concerned that
President Trump’s promised tax reforms would lead to the elimination of the bonds’ tax exemption
beneﬁts (thereby making them a less attractive investment option). The market ended the year with a
lackluster return (per the Bloomberg Barclays Muni Index) of 0.25%. Investors returned to the market in
early 2017, and, in the week ending April 12, inﬂows reached their third-largest weekly level on record
(according to ﬂows tracked by Emerging Portfolio Fund Research), as investors now expect tax reform
to take longer than previously expected.
U.S. Government Bonds
As U.S. Treasuries are considered the safest of all investments, having almost no credit risk, they
generally have lower interest rates than other debt securities (such as corporate bonds). In addition,
interest income from U.S. Treasury securities is exempt from state and local taxes. At year-end 2016,
approximately 7% of the U.S. insurance industry’s total cash and invested assets were in U.S.
government bonds.
Over the 10-year period ending June 30, 2017, U.S. long Treasuries (10 or more years’ maturity) have
returned a total of 103%, as gauged by the Bloomberg Barclays U.S. Long Treasury Index (Chart 4),
which measures the U.S. dollar-denominated, ﬁxed-rate, nominal debt issued by the U.S. Treasury and
https://www.naic.org/capital_markets_archive/170721.htm
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includes securities with 10 or more years to maturity. Following a strong return of 25.1% in 2014, the
index returned -1.2% in 2015, 1.3% in 2016 and 5.4% YTD ending June 30, 2017.
Over the past two years, the U.S. Treasury market has been inﬂuenced by a number of major events
that have driven movement in prices and returns. In 2015, investors’ ﬂight in and out of safe-haven
assets, such as U.S. Treasuries and other government debt, occurred on rising or receding worries
about sluggish global economic growth, inﬂation concerns, sentiment regarding the possibility and pace
of a Federal Reserve Bank interest rate hike, and U.S. economic data releases, among other market
events. Higher yields on U.S. Treasuries relative to German, United Kingdom (UK), Japan and
Switzerland’s government bonds, increased demand and helped buoy prices in 2016. Brexit had a
positive impact on Treasuries (with investors piling into the safety of U.S. government bonds), while the
election of President Trump fostered the impact. Investors eventually shed bond holdings on the
prospects of higher U.S. inﬂation, which reduces long-term bonds’ ﬁxed returns over time. Investor
concerns about the possibility (and timing) of rising interest rates and stronger economic growth also
led to reduced demand and returns in the last six months of the year. So far in 2017, U.S. Treasury
prices have partially risen on reports of a brightening global economic outlook, receding geopolitical
uncertainties and disappointing economic and inﬂation data out of the U.S., all of which has
strengthened demand and buoyed prices.

Chart 4: Bloomberg Barclays Long Treasury Index: 10-Year Total Return, % (June 2007 – June 2017)

Source: Bloomberg.
Return on Equities
Common stock investments do not oﬀer a contractual return of investment or income stream.
Investment returns over the longer term are expected to exceed bonds, but are more volatile over the
shorter term. Unaﬃliated common stock holdings made up 5% of U.S. insurer’s cash and invested
assets at year-end 2016.
The S&P 500, which is a gauge of large-cap U.S. equities, has risen steadily since March 2, 2009, when it
closed below 700 for the ﬁrst time since October 1996. The S&P 500 was trading at around 2,258 at the
beginning of 2017, and was trading near 2,400 as of June 30.
The S&P 500 has recorded a positive total return in nine of the 10 years ending 2016. In 2008, and as a
result of the ﬁnancial and credit crisis, the index delivered the period’s only annual loss when it fell by
https://www.naic.org/capital_markets_archive/170721.htm
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37.0% (see Table 2), dropping from a peak of 1,498 on Jan. 3, 2008, to a trough of 752 on Nov. 29, 2008.
The total return for the S&P 500 in 2015 was 1.38%, a dramatic decline from the 13.69% return in 2014.
Its annualized 10-year return (through year-end 2016) was approximately 7.2%.

Table 2: The Standard & Poor’s 500 Index: Annual Total Return, 2007–2017

Source: S&P Dow Jones Indices.
A number of signiﬁcant headwinds weighed on U.S. stock performance in 2015. Commodity prices
continued to decline, the dollar strengthened further, China’s economic growth softened and it
devalued its currency during the year. The much anticipated Federal Reserve interest rate hike was also
delayed throughout the year until December 2015, when the Fed raised its benchmark rate by 25 basis
points.
The U.S. stock market fared much better in 2016. The key market drivers of the strong performance,
included the Federal Reserve’s decision to raise rates just once (rather than the anticipated four times),
the improvement in investor sentiment on a rebound in gross domestic product (GDP) and corporate
proﬁtability, and the election of President Trump, whose policies were expected to boost the economy
and corporate proﬁtability. The market also experienced short-lived shocks from the unexpected
decision by British voters to leave the European Union in June 2016 (Brexit), as well as the initial
surprise at the outcome of the U.S. presidential election.
YTD ending June 30, 2017, the S&P 500 has returned 9.34%. Through June, the index, in fact, posted its
strongest ﬁrst half of a year since 2013, due to solid corporate earnings and investors’ expectations of
improving economic growth.
Return on Alternative Investments: Private Equity, Hedge Funds and Real Estate
Alternative assets—such as private equity, hedge funds, and real estate related investments reported in
Schedule BA—have provided investors the potential to earn higher returns over the recent sustained
low interest rate environment. Since year-end 2007, total U.S. insurer unaﬃliated investments in private
equity, hedge funds and real estate-related investments (as reported in Schedule BA) have increased
from $60 billion to $96 billion at year-end 2016. The largest exposure among the three investment
types has consistently been in private equity, at approximately $65 billion at year-end 2016, followed by
$18 billion in hedge funds and $13 billion in real estate-related investments.
One measure of private equity performance is the Cambridge Associates LLC US Private Equity Index
(Cambridge Private Equity Index), a benchmark based on data compiled from 1,370 U.S. private equity
funds formed between 1986 and 2016. The Cambridge Private Equity Index has returned 10% annually
for the 10-year period ending Dec. 31, 2016, and 12.9% for the one-year period ending Dec. 31, 2016
(return is a pooled horizon return, net of fees, expenses and carried interest). This compares to a 6.9%
and close to 12% annual equivalent return (with dividends reinvested in the Index) for the S&P 500 for
the same time periods.
The HFRI Fund of Funds Composite Index, an equal-weighted index of hedge funds, returned a total of
13.0% from March 31, 2007, through March 31, 2017, or approximately 1.2% in an annual equivalent.
For the past ﬁve-year and three-year periods, the index returned 17.1% and 5.4%, respectively.
https://www.naic.org/capital_markets_archive/170721.htm
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The Cambridge Real Estate Index, which is based on data from 911 real estate funds, returned 4.8% for
the same 10-year period; 11.1% for the ﬁve-year period; and 8.1% for the 1-year. For 2016, preliminary
calculations show the index return at 7.5%.
Conclusion
A noticeable trend with the aforementioned indices is that they have experienced various levels of
volatility over the time period analyzed. For bonds, and as measured by the Barclays Aggregate Bond
Index, performance has been rather uneven since 2014, returning a total of 0.5% for 2015, as compared
to nearly 6% in 2014 and 3% in 2016. Corporate bonds—both investment grade and high yield (per
Barclays Corporate (investment grade) and Barclays Corporate HY indices)—returned a total of 6% and
17%, respectively, in 2016, after a loss for both indexes in 2015. After achieving a total return of 3% for
2015, the Barclays Municipal Index returned just 0.2% for 2016. And long U.S. Treasuries, as gauged by
the Barclays Treasury Index, returned a total of 25% in 2014, -1.2% in 2015 and 1.3% in 2016.
For equities, as reﬂected by the S&P 500, returns have also been volatile recently. The index, after a
gain of about 14% in 2014, returned less than 2% the following year and almost 12% in 2016. As of June
23, 2017, its return was nearly 9%.
For the U.S. insurance industry, with 65% of total cash and invested assets held by life insurers at yearend 2016, and 67% of those assets in bonds, short-range bond market gyrations do not have the same
impact given their buy-and-hold strategy (particularly for life companies) compared, perhaps, to other
types of investors whose investment horizons are shorter and intended to be for short-term gains. And,
although insurers have exposure to alternative investments, which can oﬀer higher investment returns
than bonds, particularly in a low interest rate environment, these instruments remain a small part of
their overall portfolios and are not cause for concern given any relative index volatility.
Insurers, particularly life insurers, are generally buy-and-hold investors due to their long-term business
model; therefore, the concept of total return is more meaningful to non-insurer investors, as it is not
necessarily reﬂected in U.S. insurer valuations. Insurers, however, report gross investment yield for
certain asset types within company ﬁnancial proﬁle reports. Gross investment yield is not the same as a
return on an investment and does not include gains or losses from marking an asset to market. The
NAIC Capital Markets Bureau will continue to monitor market trends that may inﬂuence returns on
investments and index performance and report 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,
https://www.naic.org/capital_markets_archive/170721.htm
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COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY OPINION OR
INFORMATION GIVEN OR MADE IN THIS PUBLICATION.
© 1990 – 2018 National Association of Insurance Commissioners. All rights reserved.

https://www.naic.org/capital_markets_archive/170721.htm

11/11

