
 
The NAIC’s Capital Markets Bureau monitors developments in the capital markets globally 
and analyzes their potential impact on the investment portfolios of U.S. insurance companies. A 
list of archived Capital Markets Bureau Special Reports is available via the index. 
Are Insurers Reaching for Yield in the Low Interest Rate Environment? 
The current low interest rate environment has persisted since the end of the financial crisis. The 
Federal Reserve Board (the Fed) has kept short-term interest rates low—near zero—and a 
relatively flat yield curve since the end of 2008 to stimulate economic growth. As such, the U.S. 
insurance industry has been challenged with investing in assets that not only generate yield, but 
also meet investment guidelines, including an asset-liability matching strategy. This special 
report provides a brief historical recollection of interest rate trends since the financial crisis 
ended, followed by how the U.S. insurance industry has reacted in terms of investing and 
seeking incremental yield on its investment portfolio. While insurers have generally continued 
with their traditional investment allocations over the years, there has also been a noticeable 
increase in investment of certain asset types, such as collateralized loan obligations (CLOs), 
commercial real estate (CRE) and Schedule BA assets, for the higher expected yields they 
offer. 
Historical Perspective on Interest Rates 
Since the financial crisis, the Fed’s approach to monetary policy has evolved. The Federal Open 
Market Committee established the near-zero target range for the federal funds rate (i.e., the 
interest rate at which depository institutions lend to each other overnight) at the end of 2008; 
and, with what was commonly referred to as Operation Twist, the goal of putting downward 
pressure on longer-term interest rates to support economic activity and job creation by making 
financial conditions more accommodative. The federal funds rate decreased from 3.5% in 
January 2008 to a range of 0% to 0.25% by December 2008, and has remained there ever 
since. The last rate increase was in June 2006; any future rate increase is dependent on 
economic performance, both domestic and abroad. 
In recent months, a strong U.S. dollar and unsteady global economic growth (including in the 
U.S.) have been primary reasons the Fed has not yet raised interest rates. And, based on 
continued uncertainty regarding growth expectations, it is not likely the Fed will raise rates until 
later in 2015 (i.e., not before September). In fact, in the minutes leading up to the Fed policy 
meeting in April 2015, officials stated they were unlikely to begin raising short-term interest rates 
in June, contrary to what they had indicated at the beginning of the year. In the June 2015 Fed 
policy meeting, as expected, officials kept the federal funds rate near zero as, in their view, it 
“remains appropriate” for now. Improvement in the labor market and evidence of a stronger 
economy would be necessary for officials to consider an increase in short-term rates, which is 
expected to be a one-quarter or two-quarter percentage point increase by year-end. 
Consequently, for the time being, investors in general continue to be challenged with reinvesting 
maturity proceeds at low interest rates. 
Recent Insurer Investment Trends 
Sustained low interest rates can negatively impact insurer investment returns (erosion of 
investment yields), as well as the profitability of insurance products with guaranteed returns. 
That is, the spread between the net portfolio yield and guaranteed credited rate (on policies) 
diminishes, thereby reducing net profit margins. In a low interest rate environment, investors 
prefer to invest in shorter-term maturities so as to not lock in low rates on long-term 
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investments. For life companies, which invest heavily in long-term assets, this would result in an 
asset-liability mismatch. 
Low yields on corporate bonds have driven insurers and other investors into less traditional 
investments often referred to as “alternative assets,” which tend to be less liquid but offer higher 
returns. The terms “alternative assets” and “alternative investments” have no fixed definition, 
and, as such, different analysts will include different investment types within those categories. 
However, the general idea is that they are “alternatives” to the traditional stocks and bonds held 
by institutional investors and high-net-worth individuals; they often have a complex structure and 
a more limited investor base, which likely means less liquidity. The most commonly referenced 
alternative assets for insurers include investments in private equity and hedge funds. Other 
asset types sometimes included are investments in CRE, either directly or through mortgages, 
and structured securities, especially CLOs. U.S. insurers have been investing in some of these 
assets for decades, so they and state insurance regulators do not necessarily consider them 
alternative assets. Assets considered by state insurance regulators as less typical for the U.S. 
insurance industry are detailed as “other long-term invested assets” on Schedule BA. Chart 1 
shows the distribution of insurer investments in Schedule BA dating back to 2005. More 
recently, state insurance regulators have focused attention on structured notes. This includes 
risk-transfer assets, such as the structured agency credit risk (STACR) transactions issued by 
Freddie Mac and Connecticut Avenue Securities issued by Fannie Mae. These risk-transfer 
assets have a somewhat complex structure in that the transaction is not structured with a trust; 
rather, the notes are issued as general obligations of the respective government-sponsored 
entities, with the notes being credit-linked to a referenced pool of mortgages. The NAIC defines 
them as “mortgage-referenced transactions” and treats them as a subset of structured notes. 
Insurers were first required to separately disclose structured notes effective year-end 2014 in 
the notes to the financial statements. Reporting as of year-end 2014 shows that U.S. insurers 
had approximately $7.5 billion invested in structured notes; approximately 86% of the bonds 
carried NAIC 1 or NAIC 2 designations. 
Chart 1: U.S. Insurance Industry Investment in Other Long-Term Invested Assets ($ 
billion) 

 



U.S. Insurance Industry Asset Allocations: No Significant Changes, But Signs of Higher-
Yielding Investments 
The asset allocation of U.S. insurance industry investments does not show a significant change 
in asset types year over year, as evidenced in the NAIC Capital Markets Bureau’s special report 
titled “Year-End 2014 insurance Industry Investment Portfolio Asset Allocations” published in 
June 2015. The industry asset allocation report is generally updated on an annual basis. Bonds 
consistently represent the U.S. insurance industry’s largest asset type, with corporate bonds 
representing at least half of that exposure. In addition, the bonds’ credit quality was mostly 
investment grade, based on the NAIC 1 and NAIC 2 designations; however, there has been a 
recent uptick in below investment grade bonds—not enough to cause concern, but perhaps 
evidence of reaching for yield. Investment grade bonds still comprised well over 90% of the 
industry’s bond investments as of year-end 2014. 
Chart 2 shows the U.S. insurance industry’s total exposure to below investment grade bonds 
(i.e., bonds rated below BBB) for the 10 years ended 2014. From at least 2004 to 2009, the 
industry’s exposure to below investment grade bonds gradually increased, with a more 
significant increase occurring in 2009 as a result of credit rating downgrades during the financial 
crisis. Since then, however, the book/adjusted carrying value (BACV) and percentage of total 
below investment grade bonds ticked downward until 2014. On the other hand, within the 
investment grade universe, the industry’s exposure to BBB-rated bonds has increased from 
23% of total bonds in 2009 to 26% of total bonds in 2014. Bonds rated higher than BBB have 
decreased from a high of 76% of total bonds for this 10-year period in 2006 and 2007, to a low 
of 68% of total bonds as of year-end 2012, 2013 and 2014. 
Chart 2 

 
There are certain asset types that have demonstrated larger increases or decreases in recent 
years for various reasons. Table 1 shows the industry’s asset allocations year over year since 
2010 in terms of BACV; Table 2 shows the bond breakdown over the same time period. 
As Table 1 shows, there has not been a significant change in overall bond exposure over the 
five years ended 2014 (although Table 2 shows some shifts within certain bond types). Notable 
in Table 1 is the change in Schedule BA and other long-term invested assets (“BA & Other”) 
over the five-year period. BA & Other includes other long-term assets that are not included in 



Schedule D1. Despite BACV increases in common equity from 2010 to 2014 (due to gains 
received on those investments and favorable stock market performance), as a percentage of 
total cash and invested assets, common equity exposure did not change significantly as a 
percentage of total assets; it ranged between 10.5% and 12.1% for the five-year time period 
ending 2014. Note that Table 1 includes affiliate investments in each asset category. In 
particular, affiliate investments in BA & Other and common equity exposures have been a 
significant contributing factor to their respective year-over-year increases. Excluding affiliate 
investments results in growth in the BA & Other category being more modest and more in line 
with the industry’s total assets, which have also increased year over year. 
Table 1: U.S. Insurance Industry Asset Allocations, 2010–2014 (% of Total Assets, 
includes Affiliates) 

 
Corporate bonds, in terms of BACV and as a percentage of total bonds, increased steadily over 
the five years ended 2014 (as shown in Table 2), while municipals remained relatively constant 
(despite an increase in BACV). And, although there was a decrease in BACV of non-agency 
residential mortgage-backed securities (RMBS) and commercial mortgage-backed securities 
(CMBS), as a percentage of the industry’s total bond exposure, these bond types also remained 
relatively constant for the five-year period ending 2014. There was, however, a noticeable 
decrease in U.S. government bonds and agency-backed RMBS in 2014 compared to 2010, and 
a noteworthy increase in asset-backed securities (ABS) and other structured securities from 
approximately 4% to 7% of total bonds. 
The increase in ABS and other structured securities (both in terms of BACV and as a 
percentage of total bonds) suggests that insurers found value in this asset type as they sought 
yield pick-up. Note, however, that part of the increase may be due to changes in classification 
categories implemented under statutory accounting principles over the years. For example, 
beginning in 2011, any bond that used a trust structure was classified as a loan-backed or 
structured security. 
Table 2: U.S. Insurance Industry Bond Allocations, 2010–2014 (% of Total Bonds) 



 
Demonstrating this ABS investment trend, one insurance company recently noted that it 
increased its investments in subordinated (or junior) ABS collateralized by auto loans—a slight 
change in its general investment strategy—as these bonds were viewed as a “safe” way, based 
on historical performance, to obtain extra yield. In addition, investor demand for auto ABS in 
general has been strong, given their resilience through the financial crisis, demonstrated by 
stable performance and relative liquidity. Less traditional ABS, especially CLOs, are structured 
securities that insurers may continue to view as attractive investment opportunities in terms of 
yield and credit quality going forward. Feeding this desire has been an increase in new issuance 
in structured finance securities over the past couple of years, as shown by data from Standard & 
Poor’s (S&P) in Chart 3 . 
Chart 3 

 
Source: S&P; YTD is through the end of May 2015. 
According to S&P, U.S. structured finance new issuance was $462 billion in 2014 and is 
expected to experience the same relative volume in 2015. ABS new issuance, which is a subset 
of U.S. structured finance new issuance, is forecasted to reach $215 billion by the end of 2015, 
slightly higher than the $206 billion issued in 2014. As of June 25, 2015, year-to-date ABS new 



issuance was $116 billion (per S&P). According to the Securities Industry and Financial Markets 
Association (SIFMA), ABS new issuance was approximately $124 billion in 2011, a sizable 
increase from about $106 billion in 2010. 
RMBS 
Homeowners defaulting on mortgage loans, particularly the financially stressed borrowers of 
2006 and 2007 vintage loans, ultimately contributed to the U.S. economy entering a recession 
post financial crisis. Following the financial crisis, issuance of non-agency (or private label) 
RMBS all but ceased, while existing transactions continued to paydown and experience 
liquidations due to defaults. New issuance of private label RMBS began to revive in 2010, from 
virtually no new issuance in 2009 to $28 billion in new issuance in 2013 (according to S&P, 
Chart 2), yet nowhere near the peak issuance of $740 billion in 2005. In addition, according to 
S&P, through the end of May 2015, RMBS new issuance was ahead of last year’s pace at $23 
billion and is expected to reach $50 billion by the end of 2015. Regulatory uncertainty, lack of 
transaction standardization and anticipated interest rate hikes have all been contributing factors 
to the slow pace of new RMBS issuance, according to S&P research. 
Table 3 shows the U.S. insurance industry’s exposure to private label RMBS from 2008 to 2014. 
While it was static from 2013 to 2014 at approximately $113 billion, it decreased by more than 
half from 2008 to 2009 due primarily to paydowns, but also due to sales and impairments taken. 
RMBS was 3% of total bond investments in 2014, whereas it was 10.5% of total bonds in 2008. 
RMBS exposure has generally ranged between 3.0% and 3.7% since 2010. In August 2012, the 
NAIC Capital Markets Bureau published a special report on RMBS trends and insurance 
industry exposure titled “Part 1 of 2: Mortgage Loan and MBS Market Trends and Relative 
Insurance Industry Exposure – Residential.” 
Table 3: U.S. Insurance Industry Year-End Non-Agency RMBS Exposure, 2008–2014 

 
CLOs 
Insurer CLO exposure within insurance industry portfolios nearly doubled from year-end 2013 to 
year-end 2014, having increased from $28.3 billion to $47 billion BACV. Notwithstanding, CLOs 
remain a nominal percentage of the $5.6 trillion total assets in the U.S. insurance industry. 
About one-third of the CLOs held by insurers as of year-end 2014 included 2014 vintages, 
followed by another approximately 25% in 2013 vintages and about 14% in 2012 vintages. By 
comparison, as of year-end 2009, insurer CLO exposure was approximately $13.7 billion and 
increased to $22 billion by year-end 2011. In June 2014, the NAIC Capital Markets Bureau 
published a special report on CLO industry trends and insurance industry exposure titled “U.S. 
Insurance Industry Exposure to Collateralized Loan Obligations & Market Trends.” 
According to research by Citibank (Chart 4), insurance companies worldwide accounted for 
about 20% of AAA-rated CLO investments in the U.S. primary (new issuance) market in 2014, 
up from 16% in 2013. In addition, insurance companies represented 17% of the overall investor 
base for AAA-rated CLOs as of the first quarter of 2015 (Chart 6). While it is a small dollar 



exposure, the report also notes that insurance companies account for 42% of the overall 
investor base for mezzanine (or junior) CLO tranches for the same time period (Chart 7). 
Chart 4 
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According to NAIC data, approximately 95% of the insurance industry’s CLO exposure was 
investment grade (as of year-end 2014), evidenced by the NAIC 1 and NAIC 2 designations. For 
NAIC 1 designations in particular, the concentration has increased over time from approximately 
80% in 2011 to 92% as of year-end 2014; this means that the increased exposure to CLOs 
includes primarily those with the highest credit quality (i.e., AAA to A-). In addition, more than 
80% of CLO investments in the insurance industry have consistently been held by life 
companies. 
Since the financial crisis, CLO issuance has significantly increased, reaching a high of between 
$116.2 billion and $124 billion in 2014, according to data from Fitch Ratings (Chart 7) and S&P. 
According to S&P research, through the end of May 2015, new CLO issuance was $47 billion, 
relatively flat compared to the same time last year. S&P also expects new issuance to reach 
approximately $90 billion by year-end 2015. This reflects lower new loan issuance overall, 
including lending by banks. For the first quarter of 2015, spreads on AAA-rated CLOs averaged 
153 basis points (bps) over three-month LIBOR, according to Fitch research, compared to 150 
bps for the first quarter of 2014. And, CLOs outstanding through the first quarter of 2015, 
according to SIFMA, was $529 billion. 
Chart 7 

 
Source: Securities Industry and Financial Markets Association (SIFMA). 
Chart 8: Global CLOs Outstanding ($ million) 



 
Source: Securities Industry and Financial Markets Association (SIFMA). 
Other Long-Term Invested Assets (Schedule BA) 
Reported in Schedule BA are other long-term investments such as private equity, hedge funds, 
mineral rights and other types of assets that are not eligible for reporting in the other investment 
schedules. In September 2011, the NAIC Capital Markets Bureau published a special report on 
Schedule BA investments, titled “Analysis of Schedule BA: The Insurance Industry’s ‘Other 
Long-Term Invested Assets,’” detailing the exposure reported in Schedule BA as of year-end 
2010; it was updated to an extent in April 2012 with the publication of a special report titled 
“Schedule BA: Private Equity and Hedge Funds.” Insurer exposure to Schedule BA assets has 
since increased to approximately $312.6 billion as of year-end 2014 from $286.5 billion as of 
year-end 2013. Chart 5 shows how the U.S. insurance industry’s exposure to Schedule BA 
assets trended since 2004; exposure increased 96% from 2008 to 2014. Chart 5 also shows 
that Schedule BA assets as a percentage of total assets increased steadily since 2009, 
reaching 5.5% of total assets as of year-end 2014. While life and P/C companies dominate the 
exposure (i.e., they account for at least 96% of total Schedule BA assets), life companies’ 
proportion has been about 50% of total Schedule BA assets consistently from at least 2008. As 
noted earlier, a significant portion of the recent growth has been in affiliated investments, which 
is especially true for P/C companies. 
Chart 5 



 
For several reasons, Schedule BA investments offer a higher expected yield that is attractive to 
investors. Within Schedule BA assets, NAIC data analysis over the most recent nine-year period 
(i.e., 2005 through 2014) shows that the largest category of unaffiliated investments consistently 
held by insurers is in the form of joint ventures, partnerships and limited liability companies 
where the underlying assets are common stock. This category is private equity funds and 
exposure ranged between 18% and 24% of Schedule BA assets and was 22% of Schedule BA 
assets as of year-end 2014. 
Table 4 shows how the industry’s unaffiliated private equity and hedge fund investments within 
Schedule BA trended over the nine years ended 2014. On a BACV level, private equity 
increased over time (with one exception in 2008) yet, as a percentage of total Schedule BA 
assets, it fluctuated, ranging between 18% and 24%. Hedge fund investments, however, 
fluctuated in terms of BACV and, as a percentage, and were a much smaller proportion of 
Schedule BA assets. 
Table 4: Schedule BA Unaffiliated Private Equity and Hedge Fund Investments, 2005–
2014 ($ billion BACV; % of Total Schedule BA Assets) 

 
Commercial Mortgage Loans and Real Estate 
Both commercial mortgage loan exposure and exposure to real estate have increased since 
2010, as shown in Table 5. While the U.S. insurance industry’s default experience was nominal 
in comparison with the overall market’s default experience, industry exposure to commercial 
mortgage and real estate decreased in terms of BACV from 2008 through 2010, as the industry 
significantly reduced its investing activity while existing mortgages matured. Since 2010, the 
exposure has been increasing. On a percentage basis, these two asset types followed a similar 
trend, showing a relatively significant drop from 2009 to 2010; but, since then, exposure has 
been increasing approximately 5% each year except for 2013 to 2014 when the exposure 
increased more than 6%. In December 2014, the NAIC published a special report titled “Year-
End 2013 Update to the Insurance Industry’s Exposure to Commercial Real Estate” that 
provided an update to the U.S. insurance industry’s long-standing investment in the overall 
commercial real estate market. The report discussed the different components of the industry’s 



commercial real estate investments (including commercial mortgage loans and real estate), as 
well as trends within these markets. 
According to research from Fitch, U.S. life insurers in particular have experienced growth in 
commercial mortgage investments because “Mortgages continued their six-year run of strong 
performance driven by low credit impairments and good relative yield versus bonds.” And, while 
Fitch research also cited that mortgage portfolio yields were 5.36% in 2014 (down from 5.46% in 
2013), they were still more attractive than investment grade bond yields (which were 3.36% in 
early June 2015, a 17-month high). 
Table 5: US. Insurance Industry Exposure to Commercial Mortgage Loans and Real 
Estate, 2008–2014 

 
Notwithstanding the increase in terms of BACV, as a percentage of total assets, commercial 
mortgage loans and real estate exposure (on an aggregate basis) have been relatively 
consistent over the years, hovering in the 7% range from 2009 through 2014. The majority of 
the industry’s investments in unaffiliated mortgages and real estate (thereby excluding insurer-
occupied properties), is held by the larger life companies. 
Common Equity 
Exposure to common equity (including affiliates), as shown in Table 1, has been growing in 
terms of BACV, especially for P/C companies. Growth was not necessarily due to an increased 
investment allocation; rather, common equity has increased on a BACV level due likely to the 
benefit of favorable stock market valuations. As a percentage of total cash and invested assets, 
however, common equity exposure had been relatively stable for the five years ended 2014, 
hovering around 11% of total assets, give or take a few basis points (as shown in Table 6). 
After subtracting affiliate exposure, in terms of BACV, common equity ranged between $199.1 
billion and $320 billion for the five years ended 2014 (also shown in Table 6). In percentage 
terms, the U.S. insurance industry’s non-affiliate common equity exposure ranged between 
3.9% and 5.9% of total assets. 
Table 6: Common Equity Exposure: With and Without Affiliates, 2010–2014 ($ billion 
BACV) 

 
P/C companies, more so than life companies, experienced the largest growth in common equity 
exposure for the five years ended 2014. On a BACV basis and net of affiliate investments, life 
companies’ exposure ranged between a low of $27.9 billion in 2012 to a high of $34.5 billion in 
2014, all of which was 1% or less of life companies’ total assets. For P/C companies, on a 
BACV basis and net of affiliate investments, common equity ranged from a low of $153.9 billion 
in 2010 to a high of $263.1 billion in 2014, representing a 70% increase. Common equity 
exposure net of affiliates increased from 9.8% of total assets in 2010 to 15.5% of total assets in 
2014 for P/C companies, with the substantial increase due to a large increase in valuations and 
relatively strong gains from favorable stock market performance. In addition, overall common 
equity exposure is skewed because a small number of large P/C companies hold large 
exposures. Nevertheless, even after omitting these large P/C companies from the equation, P/C 
companies in general still have a higher concentration of common equity than life companies. 
The S&P 500 Index returned 13.7% in 2014 and 32.4% in 2013. By comparison, the S&P 500 



returned a negative 37% in 2008. Because growth in insurer common equity exposure in 2013 
and 2014 was below these market performance levels, while insurers benefitted from the 
stronger equity markets, they were also managing their exposure. 
Summary 
In summary, while low interest rates continue to persist, with no expectation for increase in the 
near term, insurers as investors continue to search for yield, particularly in alternative assets. 
Data as shown and discussed in this report show that insurers continue to abide by their 
standard investment strategies and policies, maintaining the traditional investment focus. Since 
the financial crisis, the U.S. insurance industry as a whole has increased its exposure to several 
asset classes that have the potential to generate higher returns than traditional investments; this 
occurred after a significant de-risking in 2009 and 2010. Despite this increase, however, as a 
percentage of total cash and invested assets, the industry’s investment in alternative assets 
continues to be relatively modest, and generally still below their pre-crisis peak, as a percentage 
of invested assets. 
As a related issue, in recent years there has been a growing concern regarding liquidity in the 
corporate bond market—the result of a decrease in corporate bond inventories at broker-dealers 
following the financial crisis. Illiquidity results when there is no dealer willing to purchase the 
flow of bonds that will likely be sold by the current investors. While corporate bonds are insurers’ 
largest bond investment, given that they are traditionally buy-and-hold investors, insurance 
companies may not entirely feel the impact of this illiquidity as much as other institutional 
investors. 
The NAIC Capital Markets Bureau will continue to monitor the U.S. insurance industry’s 
investment activity, particularly as it pertains to alternative investments, and their potential to 
reach for yield, and report 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 

mailto:CapitalMarkets@naic.org


PARTICULAR PURPOSE OF ANY OPINION OR INFORMATION GIVEN OR MADE IN THIS 
PUBLICATION. 
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