
 
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 

 

New Issuance of Corporate Bonds and U.S. Insurer Corporate Bond Portfolios 
Bonds are typically an insurance company’s largest asset allocation. Within that category, 
corporate bonds are, in most cases, insurers’ largest bond allocations. Insurers may acquire 
corporate bonds in the primary market (also known as the “new issue market”) or the secondary 
market (i.e. seasoned, not newly issued bonds). Most corporate debt is traded in the primary 
market, with liquidity varying over time, depending on macroeconomic trends, and is interrelated 
to the health of the industry (for more background on liquidity, see the NAIC’s Special Report 
dated March 6, 2013, titled, “U.S. Insurance Company Asset Liquidity”). 
The NAIC Capital Markets Bureau analyzed trends in the new issuance corporate bond market 
utilizing data provided by the Securities Industry and Financial Markets Association (SIFMA) 
over the nine years from 2004 through 2012 and compared them to trends in the U.S. insurance 
industry’s year-end corporate bond exposure. Our findings indicate that, despite fluctuations in 
the volume of newly issued corporate bonds, insurance companies reported exposure to 
corporate bond holdings that were fairly stable year-over-year. According to the fourth quarter 
2013 report titled, “Financial Accounts of the United States” (provided by the Board of 
Governors of the Federal Reserve System), U.S. insurers were the largest domestic investors of 
corporate bonds, followed by mutual funds. 
New Issuance vs. Year-End Insurer Exposure 
Chart 1 below tracks the volume of corporate bonds issued annually from 2004 to 2012 
(according to SIFMA). Chart 2 shows the outstanding year-end balances of corporate bonds 
reported by all U.S. insurers. Chart 2 shows that insurers held corporate bonds steady at 
approximately $1.5 trillion for the years 2004 through 2008, after which holdings gradually 
increased. By contrast, corporate bond new issuance dipped sharply in 2008. The drop-off in 
new issuance in 2008 was due mostly to poor market conditions amidst a financial crisis where 
investors, faced with uncertain economic and capital market conditions, allocated away from 
riskier assets and toward higher-quality assets (i.e., a “flight to quality”), such as U.S. 
government securities and cash. 
Many companies, unable to access the capital markets during this time, delayed issuing new 
debt, while others withdrew planned debt issuances due to spreads being wider than 
economically feasible. In general, only companies that needed financing issued new debt at that 
time. A similar flight to quality occurred in 2011 following the European sovereign debt crisis. 
Since 2011, market conditions have rebounded and the volume of newly issued corporate 
bonds has increased. Corporate bond new issuance rose by 34% in 2012 (to nearly $1.4 trillion) 
as investor demand for corporate bonds increased and as corporations moved to refinance 
existing, maturing debt and to lock in low interest rates ahead of an expected rise in rates. 
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Life Insurer and Property/Casualty Insurer Exposure to Corporate Bonds 
Chart 3 shows year-end life insurer holdings of corporate bonds from 2004 through 2012. 
Among insurers, life companies hold the largest proportion of corporate bonds, which is why, in 
part, the pattern in Chart 3 is so similar to that of Chart 2. Another observation is that, despite 
the swings in the market for newly issued corporate bonds over this time period, life insurance 
companies’ holdings did not change in tandem. That is, life insurers did not depend solely on 
the primary market for new issues. Even at the low point, the new issue market provided $750 
billion of new corporate debt. Also, because outstanding corporate bonds repay gradually, either 
through redemptions or maturities, entire holdings did not need to be replaced. Life insurers, 
and indeed all insurers, source their corporate bond exposure both from the primary market and 
the secondary market. This flexibility explains why, in 2008, insurers were able to increase their 
year-end holdings of corporate bonds, even as the volume of newly issued corporate bonds fell 
sharply. 
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Chart 4 shows year-end property/casualty (P/C) insurer holdings of corporate bonds over the 
same nine-year period. As the insurance industry’s second-largest investor in corporate bonds, 
the pattern for P/C companies is similar to that of life insurers, although the amounts held are 
different. P/C insurers reported year-end 2012 corporate bond holdings of $293 billion, or less 
than 20% of life company holdings. In general, P/C companies have a higher allocation of 
municipals bonds to corporate bonds, and they invest a reasonable portion of cash in common 
stocks (for more background on U.S. insurance industry investment allocations, please see the 
NAIC Capital Markets Bureau Special Report dated Sept. 24, 2013, titled, “Update on Insurance 
Industry Investment Portfolio Asset Mixes”). Although their holdings were less than life insurers, 
P/C insurers reported a higher rate of growth in their corporate bond holdings over the past few 
years. 
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Insurer Year-Over-Year Change in Corporate Bond Exposure 
Chart 5 below shows the year-over-year change in insurance industry holdings of corporate 
bonds from 2004 to 2012. Note that the negative value in 2006 indicates a net decrease in 
holdings, the result of corporate bond sales, repayments, redemptions and impairments 
exceeding the amount of corporate bonds purchased. As Chart 5 shows, 2006 was the only 
year in which overall insurer allocations to corporate bonds declined. The $20.4 billion decrease 



occurred at the same time total cash and invested assets for all insurers rose by $200 billion, or 
4.6%. On a net basis, insurer holdings of all bond types increased by $46 billion in 2006, as the 
drop in corporate bonds was more than offset by an increase in residential and commercial 
mortgage-backed securities ($50.8 billion) as well as municipal bonds ($28.8 billion). For each 
year after 2006, insurers increased their overall holdings of corporate bonds, with the largest 
increase occurring in 2010. 
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Note then, that fluctuations in new issuance of corporate bonds have not had a significant 
impact on insurers’ year-over-year corporate bond exposure. There was a small net increase in 
corporate bond exposure in 2008, despite the sharp drop that year in newly issued corporate 
bonds. 
Investment Grade and Non-Investment Grade Corporate Bond Issuance 
According to SIFMA data, non-investment grade bonds averaged 17% of new corporate bond 
issuance for the years 2004 through 2012. That average rose to 22% for the period from 2009 
to 2012, due, in part, to improving economic conditions and the increased ability of below 
investment grade companies to access the capital markets post-recession. Chart 6 shows the 
split between high-yield and investment grade corporate bonds among newly issued corporate 
bonds for the years 2004 through 2012. Chart 7 shows the split between high-yield and 
investment grade corporate bonds reported at year-end by U.S. insurers over the same period. 
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The risk-reward tradeoff for investing in non-investment grade corporate bonds has been 
attractive, even as credit spreads have declined. P/C insurers increased their exposure to non-
investment grade corporate bonds by $17.5 billion from 2008 to 2012, the largest increase for 
any of the five major insurer types for this time period. This trend with P/C companies could be 
due, in part, to a “reach for yield” in a low-interest rate environment. By comparison, over the 
same period life and fraternal companies decreased their high-yield corporate bond holdings by 
a combined $5.1 billion. Despite the increase, P/C companies’ non-investment grade corporate 
bond holdings at year-end 2012 represented less than 2.2% of total cash and invested assets. 
For all insurers, non-investment grade bonds were, on average, less than 3% of total cash and 
invested assets and less than 9% of total corporate bonds at year-end 2012. Interestingly, 
according to SIFMA, newly issued non-investment grade corporate bonds increased from an 
average of 14% of total corporate bond new issuance between 2004 and 2007, to an average of 
19% from 2008 to 2012. And, as market conditions have generally improved in the U.S., it is no 
surprise that new issuance of non-investment grade corporate bonds doubled from 2007 to 
2012. 
Corporate Bond Spreads 



Chart 8 tracks the historical spread of investment grade and non-investment grade corporate 
bonds to U.S. Treasuries with the same maturities based on Moody’s Investors Service data. A 
wider spread — which is impacted by risk, structural features and market conditions — means 
that more compensation is demanded by investors to own the bond. The higher yield of a 
corporate bond (compared to U.S. Treasuries) reflects credit risk, or the higher risk of default, 
among other types of risks, and limits the price investors are willing to pay for the bond. 
Chart 8 shows that spreads for both investment grade and below investment grade bonds 
peaked in 2008 due to the financial crisis. Note that spreads on the bonds prior to the crisis 
were lower than post-crisis spreads, meaning that spreads on corporate bonds have not yet 
returned to pre-crisis levels for either investment grade bonds or non-investment grade bonds. 
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Average Maturity of Corporate Bonds Held by Insurers vs. the New Issue Market 
Chart 9 below compares the average maturity of newly issued corporate bonds (as calculated 
by SIFMA) to the year-end weighted average maturity of corporate bonds held by life and P/C 
insurers for the years 2004 through 2012. The average maturity of newly issued corporate 
bonds increased 85% over the period, from an average of 7.4 years in 2004 to 13.7 years in 
2012. The increase in maturity was due, in part, to the shape of the yield curve, which had been 
relatively flat and low. A flat yield curve encourages issuers to extend the maturities of newly 
offered bonds to capture the lower interest rates over a longer period of time. Despite the trend 
toward increased average maturities of newly issued bonds, the chart also shows that the 
weighted average maturity of corporate bonds held by life and P/C companies from 2004 to 
2012 remained relatively stable. 
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Conclusion 
The new issue corporate bond market is a large source of investment opportunities for 
insurance companies as investors, and, in particular, life companies, because they are the 
largest holders of corporate bonds within the insurance industry. P/C companies also invest a 
significant portion of their cash in corporate bonds, although they are generally not the largest 
bond allocation. Note that insurers might also invest in secondary market corporate bonds as an 
alternate source of investment opportunities. From 2004 to 2012, new issuance of corporate 
bonds fluctuated for various reasons, mostly due to market conditions. The aforementioned time 
period includes a boom of new issuance activity, as well as slowdown due to an economic 
recession. Despite the changes in market conditions and accompanying variations in new 
issuance, U.S. insurance industry data suggests that insurers have maintained a relatively 
consistent investment pattern in terms of credit quality (i.e., investment grade vs. high yield) and 
weighted average maturity. 
The Capital Markets Bureau will continue to track developments in the new issuance market as 
it relates to insurer exposure and publish additional research as deemed appropriate. 



 



 



 
Questions and comments are always welcomed. 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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