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In a nutshell 

With interest rates remaining low, US life insurers have been 

seeking higher yields and as such, have increased their exposure to 

credit risk. The sector remains well capitalised but, with the risk of 

downturn rising, vulnerable to investment portfolio deterioration. 
 

Life insurers in the US have been investing in higher-yielding, riskier assets of 

late, seeking higher returns. This is due to the low interest rate environment 

that has prevailed since the global financial crisis in 2008-09, leading to a 

protracted decline in investment yields. According to a 2018 global survey of 

senior executives in the industry, insurers' appetite for investment risk is 

growing and they are increasing their exposures to illiquid private assets, 

commercial mortgages and other non-traditional assets.1 However, with the 

prospect of market downturn becoming more likely,2 the large exposure to 

credit risk and newfound appetite for risk, especially for more volatile private 

placements, is generating growing concern about credit quality deterioration 

in insurers' investment portfolios.3 In current market conditions, life insurers 

should consider putting more emphasis on capital preservation strategy. 

Life insurers invest premiums in long-term assets to match the duration of their 

liabilities. Long-term bonds with predictable cash flows best serve the purpose 

but expose insurers to default and credit migration risks. To minimise the risk, 

insurers invest in diversified portfolios of high-quality bonds. Besides providing 

timely cash flows to pay for their liabilities when they are due, these 

investments are also an important source of income. The trick is to maintain a 

delicate balance by investing in safe-enough assets with predictable cash 

flows while generating sufficient returns to support overall profitability.  

In 2017, life insurers held more than USD 4 trillion of cash and investment 

assets.4 Of that 73%, was in bonds, 11.6% in mortgages and 2.6% in cash 

and short-term investments. Stocks, which have uncertain cash flows, 

accounted for only 2.7% of the invested assets. Other categories such as 

derivatives, real estate and loans accounted for the rest. Of the bond portfolio, 

94% was invested in investment grade paper. The average maturity of the 

bond portfolio was 10.9 years, a reflection of the long-term nature of life 

insurers' liabilities.  

There have been changes to what has been this broadly stable asset 

composition of the life insurance industry over time. There has been an 

increase in the share of less liquid commercial mortgages, Collateralized Loan 

Obligations (CLO) and private placements in the overall investment portfolio. 

Also, though the share of investment grade bonds in the portfolio has 

                                                                
1
 Global insurance report, Blackrock, 2018. 

2 Swiss Re Institute sees a 35% risk of US recession in 2020. The primary risk to growth is a trade war, 

which would accelerate economic slowdown. We assign a 30% probability to escalating trade tensions. 
3 GSAM Insurance Survey: Cautiously Opportunistic, Goldman Sachs Asset Management, April 2019. 
4
 Based on NAIC filing by life insurers and data provided by A.M. Best. 

Key takeaways 

• US life insurers have increased their 

exposures illiquid private assets, 

commercial mortgages and other 

non-traditional assets. 

• The share of BBB-rated bonds in 

insurers' investment portfolios and 

risk of exposure to "fallen angels" 

have also increased significantly. 

• This search for higher yields and 

increased appetite for risk has 

increased the sector's overall 

exposure to credit risks. 

• With declining liquidity and the 

prospect of market downturn rising, 

insurers are increasingly vulnerable 

to credit quality deterioration in their 

investment portfolios. 

• Life insurers should consider putting 

more emphasis on the prospect of a 

downturn, which could lead to 

rating downgrades and insolvency, 

in their scenario analysis.  
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increased, there has been a significant rise in the proportion of bonds on the 

lower rung of investment grade category.5 In the event of a downturn, these 

lowest investment grade bonds could well migrate to speculative grade 

status ("fallen angels"), putting insurers' capital requirements and ratings 

under severe pressure.6  

The high percentage of credit-sensitive instruments in the portfolio exposes 

life insurers to corporate credit risks, which have been rising as market 

liquidity has declined. US investment grade leverage has risen significantly, 

making corporate balance sheets more vulnerable than in the past. Today 

BBB-rated issuers account for almost 50% of the global investment grade 

market, up from just above 20% in 2008.7 Finally, leveraged loan covenants 

are weaker now than in 2007 across every major category. 

 

 

 

 

 

 

 

 

 

Source: IMF, GFSR October 2018, Swiss Re Institute 

 

The risks to US and the world economy are increasing due to trade tensions, 

political uncertainty and slowing growth. While US life insurers are cash rich 

and have high-quality, well-diversified investment portfolios, the prospect of a 

severe credit cycle downturn, leading to defaults, credit downgrades and 

potentially insolvency, is something they need to consider more in their stress 

testing scenarios. Amid slowing macroeconomic momentum and late-cycle 

concerns, life insurers should focus more strongly on capital preservation in 

their asset allocation activities. 

                                                                
5 According to data from A.M. Best, the share of private bonds increased from 26.8% to 31.1% between 

2013 and 2017. During the same time, the holding of CLO in by life insurers increased from USD 23.6 

billion to USD 49.3 billion. See 2019 Review & Preview: US Life/Annuity, A.M. Best, 27 February 2019. 
6 "Life Insurers’ Ratings Are at Risk as They Leave Debt Markets’ Safer Corners", barrons.com, 21 

February 2019 
7 Meanwhile, the proportion of AAA- and AA-rated bonds has decreased from 37% to 10% currently. A 

similar trend is observed in GBP and EUR IG credit. 
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