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Proposed VM-20 Spreads for quarter ending March 31, 2017
Federal Reserve Actions on Interest Rates
· At the FOMC meeting on March 15, 2017 the Federal Reserve increased the Federal Funds rate by 25 basis points to a target range of 75 to 100 basis points

· At the FOMC meeting on December 14, 2016 the Federal Reserve increased the Federal Funds rate by 25 basis points to a target range of 50 to 75 basis points
· At the FOMC meeting on December 16, 2015 the Federal Reserve increased the Federal Funds rate  by  25 basis points to a target range of 25 to 50 basis points

Treasury Yields
· For the current quarter ending 3/31/2017, Treasury rates decreased over the yield curve, on average by 1 basis point

· For maturities less than 5 years, treasury yields increased an average of 11 basis points
· For maturities of 5 years and greater, treasury yields decreased an average of 4 basis points
· For the previous quarter ending 12/31/2016, Treasury rates increased over the yield curve, on average by 70 basis points

· The largest increase of 85 basis points occurred on treasuries of 10 years to maturity, and the smallest of 11bps on 3 month treasuries
Current Spreads
The methodology for determining current spreads was changed this quarter to be consistent with the methodology specified in VM-20.  This issue was brought to the attention of NAIC staff during the last quarter by the American Academy of Actuaries Life Reserve Working Group.  Previously, staff had been taking an average of daily spreads over the previous calendar quarter.  The LRWG informed NAIC staff that the original methodology developed by the American Academy of Actuaries called for the spread to be the spread on the last business day of the valuation date (calendar quarter), e.g. a date specific spread.  As a result, the current spreads being proposed as of March 31, 2017, are based on the date specific spreads as of Friday, March 31, 2017.
NAIC staff wanted to show regulators the difference in the current spreads using the quarterly average of daily spreads methodology versus the date specific spread methodology.  As a result, the excel file labeled “Qtrly_Ave_vs_Last_Business_Day_Current_Spreads.xlsx”, shows the difference in spreads between the two methodologies for the last two calendar quarters, namely for 3/31/2017 and 12/31/2016.
There were no methodology changes to the Long Term Spreads or Swap Spreads.
Long Term Spreads
· For the current quarter ending 3/31/2017,
· Investment Grade long term spreads declined an average of 0.68 basis points.  Across WAL long term spreads changed from a decline of 1.24 basis points on the short end to 0.08 basis points on the long end and across credit quality long term spreads declined from 0.20 basis points for AA to 1.86 basis points for BBB-
· Below Investment Grade long term spreads declined an average of 13.75 basis points.  Across credit quality long term spreads declined from 36.38 basis points for CC to 2.57 basis points for BB+. 
· For the previous quarter ending 12/31/2016,
· Investment Grade long term spreads declined an average of 0.80 basis points.  Across WAL long term spreads declined 1.32 basis points on the short end and declined 0.21 basis points on the long end and across credit quality long term spreads declined from 0.37 basis points for AA to 1.81 basis points for BBB-.
· Below Investment Grade long term spreads declined an average of 14.86 basis points.  Across credit quality long term spreads declined from 37.34 basis points for CC to 2.65 basis points for BB+.
Swap Spreads
· For the current quarter ending 3/31/2017,
· Current Swap spreads increased an average of 10.10 basis points.  
· Long Term Swap spreads decreased an average of 0.99 basis points.  Long term Swap spreads declined on the long end 1.78 basis points and increased on the short end 0.29 basis points.
· For the previous quarter ending 12/31/2016,
· Current Swap spreads declined an average of 3.80 basis points.  
· Long Term Swap spreads declined an average of 1.23 basis points.  

Attachments

Excel Spreadsheet: “Proposed_Spreads_March_31_2017.xlxs”
This spreadsheet contains the recommended spreads as of 3/31/2017 for the following tables:

a. Table F (Current Investment Grade Spreads) 

b. Table G (Current Below Investment Grade Spreads)  

c. Table H (Long Term Investment Grade Spreads) 

d. Table I (Long Term Below Investment Grade Spreads) 

e. Table J (Current & Long Term Swap Spreads)
Excel Spreadsheet: “Qtrly_Ave_vs_Last_Business_Day_Current_Spreads.xlsx”
This spreadsheet shows the difference in the current spreads using the quarterly average of daily spreads methodology versus the date specific spread methodology.  

Excel Spreadsheet: “Spread_Detail_March2017_vs_December2016.xlsm”
This spreadsheet shows all of the detail in developing current spreads, long term spreads, and swap spreads, including a summary of the methodology used.  In addition it shows the previous and current quarter treasury rates and various graphs and charts.
Additional information regarding U.S. and Global market events may be accessed on the NAIC website by clicking on Capital Markets Bureau found under Capital Markets & Investment Analysis box on the home page.
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