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Executive Summary 
Overall, the U.S. insurance industry continues its well-established pattern of adapting and responding to 
changing conditions, playing an important role in the financial sector and in helping policyholders manage 
risk. Aggregate capital levels continue to provide a significant buffer above regulatory capital 
requirements to absorb unforeseen risks.  The NAIC continues to monitor inflationary indicators and the 
potential impact of interest rate changes on both the insurance industry and the broader economy in the 
remaining part of 2022 and beyond. 

Several risks drove the regulator’s views when conducting the risk assessment: 

• Macroeconomic Trends: Inflation and Interest Rates – A couple of the more significant 
macroeconomic trends state insurance regulators are closely monitoring are inflation and interest 
rate trends while being mindful of the varying impact both may have on the industry. Recent years 
have presented a challenging low interest rate environment to insurers, which impacted 
investment strategies and prompted a search for additional yield in certain areas. Recently, 
interest rates have rapidly risen in response to the Federal Reserve Board’s actions to limit rising 
inflation. High levels of inflation pose risk to various property insurance coverages, where the 
rising costs of materials and labor has the potential to impact underwriting results.  For life 
insurers, rising interest rates have the potential to result in margin calls on hedging portfolios and 
alter policyholder behavior through increased lapses or surrenders.   

• Structural Changes in Ownership / Investment Strategies – There has been a noted trend of 
strategies and changing ownership structures (including joint ventures and partnerships) to 
improve the performance and profitability of insurance operations. Some of these trends have 
been in response to the previous prolonged low interest rate environment and other market 
conditions. In many cases, these trends have been associated with private equity (PE) firms’ 
involvement in the insurance industry. Other monitored trends include an increase in complex 
investment structures, acquisition of pensions and other retirement business, and cessions to 
offshore reinsurance structures, which are some of the key risk activities driving our risk 
assessment. These trends and risks are captured in more detail in the interconnectedness risk 
category.  

• Property Natural Catastrophic Losses – While the insurance industry has long been a source of 
strength for the management of increasing catastrophe risk, the past decade has shown an 
increasing amount of insured losses from catastrophic property events. State insurance regulators 
are currently evaluating the impact of climate risks on the insurance industry via the NAIC’s 
Climate and Resiliency Task Force.  Climate risks also continue to be a key focus at the 
international, federal and state levels.  Measuring and assessing impacts is a challenge, but there 
is clearly an increase in the incidence and severity of recent natural cat events.  The NAIC 
continues to refine its methodology to assess climate risks and is exploring numerous 
opportunities to expand its knowledge in these areas. See the Regulatory Enhancements section 
at the end of this report for more information.   

• Cybersecurity Insurance – The increased prevalence of cyber-attacks (including ransomware) has 
led to increased demand for and writings of cyber insurance. An increasing loss trend has caused 
insurers to continue to evolve product coverages to improve underwriting performance, which 
continues to be an area of increased focus and monitoring by state insurance regulators.  
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Recommendations 
With the conclusion of the initial risk assessment, regulators and NAIC staff have raised the following 
recommendations for further consideration either by the Financial Stability (E) Task Force or the 
Macroprudential (E) Working Group. 

• Interconnectedness – While the analysis of interconnectedness risk is accurate, it may be possible 
to substantively enhance the information presented to enhance the ability to understand 
counterparty specific exposures across assets, liabilities, and insurer operations (including 
reinsurance related activity). For instance, it may be beneficial for regulators to understand the 
insurance industry’s exposure to financial institutions across stocks, insurance products, bonds, 
debt, etc. However, such work could require substantive efforts by FRS and CMB. 

• Climate Data – While there are already substantive efforts under way to monitor and respond to 
climate risks via the Climate and Resiliency (EX) Task Force and the NAIC’s Catastrophe Modeling 
Center of Excellence, it may be appropriate for the Working Group to consider if additional data 
would help support the Working Group’s efforts to monitor risk exposures. Specifically, regulators 
should consider the identification of industry wide risk indicators (i.e., nat cat loss ratios, rate 
increases, and non-renewals) whether existing reporting requirements enable adequate 
monitoring of the underlying risk(s) at an industry wide level. 

• Cyber Insurance – While the insurance market is currently relatively small, it may play an 
important role as the country attempts to address cybersecurity risk from an operational 
perspective. However, while the initial Report includes analysis of marketplace trends, it may be 
appropriate to perform further analysis including of the data available to regulators to better 
understand pricing, reinsurance, policy limits/exclusions and other underwriting trends in support 
of the Working Group’s macroprudential supervisory efforts. 

• Enhanced Data & Analysis - There may also be other risks or exposures where regulators could 
benefit from additional data to enable a more thorough industry wide risk assessment, but that 
would require additional study which NAIC staff could assist with. For instance, regulators may 
benefit from additional data related to the use of, investment in, and exposure to Funding 
Agreement Backed Notes and liability duration data. 

 

  



 

© 2022 National Association of Insurance Commissioners  6 
 
 

FINANCIAL STABILITY (E) TASK FORCE 
MACROPRUDENTIAL (E) WORKING GROUP 

Macroprudential Risk Assessment 

Systemic Risk and Macroprudential Assessment 
Macroprudential policies and practices are intended to provide regulatory oversight to the overall 
financial system. The financial crisis of 2008 demonstrated that substantial consequences can arise from 
insufficient capital, liquidity, and transparency in the financial sector during times of stress. In response 
to the financial crisis, state insurance regulators have increased their focus on the stability of the insurance 
industry within the overall financial system. The primary aim of macroprudential policy is to ensure that 
financial disruptions are identified and addressed prior to posing a systemic threat. The U.S. Insurance 
Industry Macroprudential Risk Assessment shall serve as our primary tool to identify, measure and 
monitor risks to the insurance industry as well as the risks the insurance industry may pose to the overall 
financial sector (i.e., both inward and outwards risk). 

• Macroprudential risk assessment is the analysis of systemic risks within the financial sector.  
o Systemic risk is the risk of disruptions to financial services caused by impairments of all or 

parts of the financial system.   
o Further, these impairments must have the potential to induce serious consequences for 

real economic activity to be considered systemic. 
o Macroprudential risk is distinct from microprudential risk, which is focused on financial 

risk faced by individual institutions. 
• In addition to examining aggregate financial risks in specific financial sectors, macroprudential risk 

assessments consider the interconnectedness of financial sectors.  
o This macroprudential assessment of the insurance industry considers the insurance 

industry’s connections with other financial industries, such as commercial banking and 
the capital markets.  

• Macroprudential efforts within the NAIC reflect state insurance regulators' commitment to 
protect policyholders by ensuring financial strength of the insurance sector at large. 

• Macroprudential measures also serve as a stabilizing force that contributes to financial stability in 
the insurance industry when financial markets are stressed. 
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Macroeconomic Risk: Summary 
Following over the past two years, economic growth toward the end of 2021 and heading into 2022 has 
been restrained by supply chain disruptions and tight labor markets, and the inflation rate has spiked to 
its highest level in 40 years. However, capitalization and moderately higher interest rates should help the 
insurance industry weather economic challenges. 
 

Assessment Level: Moderate-High Trend: Increasing 

Macroeconomic: Overarching Observations 
The macroeconomic environment is foundational to the health and stability of the financial sector. 
Historically, the performance of financial markets has been closely tied to macroeconomic performance. 
However, the causal direction works both ways. Notwithstanding geopolitical risk, financial crises usually 
have their beginnings from a macroeconomic disruption. Additional macroeconomic analysis is provided 
in Appendix C. 

The broadest measure of economic output is gross domestic product (GDP), the sum total value of annual 
output.  

• Adjusted for inflation (real GDP), economic output enjoyed vigorous growth in 2021, well above 
the historical average over the past few decades.  

• Going into 2022, economic growth reversed course and declined modestly. The U.S. economy is 
expected to see tepid growth at best for the remainder of the year and in 2023. S&P Global puts 
the risk of a recession in 2023 in the range of 40% - 50%. 

• Supply-side issues, such as the availability of labor and intermediate production inputs, are largely 
to blame for recent stagnation.  

Declines or stagnation in economic activity typically reduce the profitability of insurers.  

• Premium growth is slower (or negative). 
• Growth in premium rates tends to moderate. 
• With increased household financial stress, annuity withdrawals are more likely, as are loans 

against or surrender of cash-value life insurance products. 
• Claims on disability insurance tend to move with the business cycle. 

The most significant macroeconomic impact on insurers is the influence of interest rates. The “headline” 
inflation rate (CPI) was at its highest level in almost four decades in 2021 and has failed to moderate with 
any consistency in 2022.  

• Climbing rates of inflation can destabilize financial markets and the real economy. 
o Inflation has the potential to significantly impact the underwriting performance of 

Property/Casualty and Health insurers as the cost of goods and services covered rises.   
• Nominal (posted) interest rates increase with inflation.  

o Higher interest rates provide greater returns on newly issued debt holdings and may allow 
life insurers more room to widen the spread on annuities. 

o Existing bond holdings fall in market value as interest rates increase. Outside of a major 
disruption, however, this effect is subdued for insurers holding bonds to maturity.  
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o If the demand for money remains sufficiently low, nominal interest rates are not certain 
to rise significantly, and inflation could feasibly push real interest rates lower. 

Macroeconomic: General Economic Trends 
Growth in inflation-adjusted U.S. Gross Domestic Product (real GDP) was well above trend growth at 5.7% 
year-over-year in 2021. This performance follows a 2.5% decline in real GDP in 2020, which was driven by 
the immediate impact of COVID-19 in the second quarter of that year. GDP dropped off modestly in the 
first two quarters of 2022 but growth for the year is expected to be 1.7%, or modestly below average for 
the decade preceding the onset of the COVID-19 pandemic (Consensus Forecasts, Aug. 2022). Economic 
growth is expected to be even softer in 2023 at 0.6% (Consensus Forecasts, Aug. 2022). S&P Global puts 
the chance of a recession in 2023 in the range of 40% - 50%. Supply disruptions, including labor supply, 
are the primary culprits in moderated growth. 

The inflation rate, as measured by the Consumer Price Index (CPI) began to surge in mid-2021, ending the 
year at an annualized rate of 7.1%, compared with 1.3% at the end of 2021. Inflation has continued to rise 
unabated, reaching over 8% in 2022. 

Asset prices were arguably much over-valued in 2021, but in 2022 (as of third quarter), bond prices have 
moderated and aggregate stock valuations, such as the S&P 500, have fallen to 2020 levels. Home prices 
have risen at a nearly unprecedented 17% percent over the past year. High asset prices could spur 
increased investments in less traditional securities. If money markets continue to tighten, downward 
pressure on bond prices will provide more attractive yields on more traditional balance sheet assets such 
as corporate and municipal bonds.  
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Macroeconomic: Interest Rate Trends 
Persistently low interest rates over the last several years have been a considerable threat to the insurance 
industry, particularly for life insurers. Interest-earning bonds dominate the balance sheets of all insurance 
firms but are especially prominent on life insurer balance sheets.  

The benchmark (risk-free) rate for long-term bonds is the yield on (constant maturity) 10-year Treasury 
bonds. With a few minor exceptions, the yield has been less than 3% since mid-2011, and at times less 
than 1% (2020). The 30-year Treasury bond has shown similar poor trends over the same period, which is 
notable for life insurers, which tend to hold longer duration bonds. Although bond prices have been 
falling, which increases yields, insurers may for some time effectively remain in a low-interest rate 
environment because they typically hold debt with long maturities, most of which were purchased when 
yields were exceptionally low. Selling the bonds would not free them of this position because the lower 
price they would get for their existing bonds would offset gains from higher yields on newly purchased 
bonds. 

The pickup in inflation in 2021 and into 2022 has put upward pressure on nominal (posted) interest rates, 
but long-term rates remain quite low by historical standards in the 3% to 4% range. Interest rates have 
not kept pace with inflation, and as a result, real interest rates (accounting for inflation) are negative.  
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Commissioners (NAIC) is the U.S. 
standard-setting and regulatory support 
organization created and governed by 
the chief insurance regulators from the 50 
states, the District of Columbia and five 
U.S. territories. Through the NAIC, state 
insurance regulators establish standards 
and best practices, conduct peer review, 
and coordinate their regulatory oversight. 
NAIC staff supports these efforts and 
represents the collective views of state 
regulators domestically and internationally.  
NAIC members, together with the central 
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system of state-based insurance regulation 
in the U.S. 

For more information, visit www.naic.org.
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