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Financial Institutions Exposure of U.S. Insurance Company Investments 
Systemic risk has been a concern for participants in the financial markets for some time. 
Although there are a number of ways that have been used to describe systemic risk, a definition 
used by some market participants is the potential that a single event, such as a financial 
institution’s loss or failure, could trigger a broad-based dislocation (or a series of defaults) that 
poses a threat to the financial stability of the United States and its economy. In particular, 
insurance industry experts and participants are focused on the interconnectedness of insurance 
companies with other financial institutions, such as global and domestic banks, investment 
banks and finance companies. Insurance companies not only conduct business with these 
financial institutions on a daily basis, but they are also key investors in the debt of financial 
institutions. 
Given the focus on the interconnectedness of insurance companies and other financial 
institutions — as well as the fact that financial institutions are significant issuers of U.S. 
corporate debt — the Capital Markets Bureau is analyzing the insurance industry’s exposure to 
financial institutions. This special report will provide basic information on direct short-term and 
long-term exposure to the financial sector. In the near future, the Capital Markets Bureau also 
expects to provide further insight into this topic with special reports on other related issues, such 
as derivatives counterparty exposure and securities lending. 
Interdependencies: Insurance Companies and Other Financial Institutions 
Interdependencies exist between insurance companies and other financial institutions, as their 
paths cross in a variety of ways during the normal course of business. Insurance companies are 
key investors in the debt of financial institutions, such as global and domestic banks, regional 
banks, finance companies and investment brokers. Financial institutions are, and have 
historically been, significant issuers of U.S. dollar-denominated investment grade corporate 
bonds. For example, financial institutions represented 31% and 48% of total supply in 2009 and 
2010, respectively. As such, financial bonds are attractive as insurance company investments 
because they are typically highly liquid and highly rated by nationally recognized statistical 
rating organizations (NRSROs). In addition, financial institutions typically issue bonds with 
various maturities across the curve, providing insurance companies the ability to better match 
asset and liability duration. Without insurance companies, financial institutions would lose a 
significant source of capital. 
Insurance companies, in turn, rely on financial institutions on a daily basis in the normal course 
of their investment operations. One important role that global and domestic banks and 
investment banks play is in normal trading activities, providing liquidity by buying and selling 
bonds in the primary and secondary markets. Banks also serve as counterparties to derivatives 
transactions that insurance companies primarily use for hedging purposes. This includes 
interest rate swaps, currency swaps and credit default swaps (CDS). In addition, banks provide 
financing and capital to insurance companies in the form of commercial paper and loans. 
So, an interconnection between insurance companies and other financial institutions does exist. 
However, the degree to which they are interconnected is generally less significant than among 
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other financial institutions. Trading activity between asset managers and hedge funds with 
broker-dealers included within banking is significantly greater.  Interbank lending also is a 
substantial activity that does not exist at insurance companies. 
Insurance Industry Exposure to the Financial Sector 
As illustrated in the following table, the insurance industry’s total exposure, including short-term 
and long-term debt, to the financial sector as of Dec. 31, 2010, is approximately $457 billion. 
The table provides the exposure by type of insurance company and by type of financial 
institution (e.g., banking, finance or insurance). Life insurance companies account for the 
majority of the exposure, with total exposure of approximately $336 billion, or 73.6% of the 
industry’s exposure. Banking — which includes domestic and foreign banks, as well as broker-
dealers — represents the bulk of the exposure, with total exposure of approximately 
$235 billion, or 51.3% of the industry’s exposure. 

 
The table below provides similar data as above, but represents statistics for long-term debt only. 
The composition of the insurance industry’s exposure to long-term debt only is similar to that of 
exposure to short-term and long-term debt. 

 
While not insignificant, the industry’s holdings of short-term debt of other financial institutions, 
including commercial paper, is approximately $42 billion, or 0.8 % of cash and invested assets. 
This sector of the financial markets gained greater attention in 2008 when the commercial paper 
market completely froze, requiring support from the federal government. This resulted from the 
collapse of Lehman Brothers, a major issuer of commercial paper. 
Overall, the credit quality for the financial sector exposure held by the life insurance industry is 
strong. Approximately 95.2% of the total exposure is investment grade, with a designation of 
NAIC 1 or NAIC 2. The table below provides greater detail and shows the financial sector 
exposure for life insurance companies on a more granular level. 



 
The following table provides the same granularity as above for property/casualty insurance 
companies. The credit quality for the financial sector exposure held by the property/casualty 
insurance industry is also strong. Approximately 97.1% of the total exposure has a designation 
of NAIC 1 or NAIC 2. 

 
As detailed in the table below, the maturity profile of the life insurance industry’s financial sector 
exposure is weighted toward three- to seven-year maturities. Although life insurance companies’ 
liabilities are generally long-tailed, their investment options are subject to the availability of 
bonds in the market. Recently, the trend has been to issue on the short to intermediate end of 
the curve, balancing the significantly lower yields on the short end of the curve with the desire to 
lock in rates subject to inflation concerns. See the Capital Market Bureau’s previously issued 
report titled, “The Treasury Curve and Its Impact on Insurance Company Investments” for a 
discussion on this topic. For example, in 2011, the average maturity for investment grade 
corporate bond issuance declined to six to seven years from 11 to 12 years in 2019. Needless 
to say, the life insurance industry does invest considerably in the long end of the curve, with 
almost 25% of its investments in bonds with maturities greater than 20 years. 

 
The following table illustrates the maturity profile of the financial sector exposure of the 
property/casualty insurance industry. In contrast to the life insurance industry, the maturity 
profile of the financial sector exposure is weighted toward the shorter maturities, as expected. 



 
Insurance Industry Exposure to Specific Financial Institutions 
In addition to the financial sector exposure discussed above, it is important to focus on the 
exposure to specific financial institutions. The table below provides the insurance industry’s 
exposure to five key financial institutions: Wells Fargo, Goldman Sachs, JP Morgan Chase, 
Bank of America and Citigroup. The exposure includes long-term debt, common stock and 
preferred stock. 

 
Note that these entities are also counterparties to derivatives exposure, which will be the subject 
of an upcoming special report. 



 



 



 
  

 

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, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY 
PARTICULAR PURPOSE OF ANY OPINION OR INFORMATION GIVEN OR MADE IN THIS 
PUBLICATION. 
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