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The 1$Ζ&ȇV�&DSLWDO�0DUNHWV�%XUHDX 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 LQGH[
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In the prolonged low interest rate environment of recent years, the U.S. insurance industry has
increased its investments in higher-yielding asset classes—including high-yield bonds, as well as
alternative assets such as commercial real estate and Schedule BA assets. Although the incremental
investments in higher-yielding assets have not resulte �倀 li� i
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As of year-end 2016, the U.S. insurance industry owned $240 billion of high-yield bonds, an 8.1%
increase compared to year-end 2015. (See Table 1 and Table 2.) Although the industry’s high-yield bond
exposure is only 5.9% of total bond exposure, it has been steadily increasing in recent years as insurers
have been adding more high-yield bonds to their investment portfolios in the prolonged low interest
rate environment. Corporate bonds represented the majority of the exposure at 83%, and structured
securities accounted for 8%. Note that the corporate bond category includes publicly traded corporate
bonds, leveraged loans and private debt placements. Sovereign and other government bonds,
municipal bonds, hybrid bonds, exchange-traded funds (ETFs), bond mutual funds and affiliated bonds
accounted for the remaining exposure. The industry’s high-yield exposure by bond type has remained
relatively consistent over the years.

All insurer types increased exposure to high-yield bonds in 2016 in terms of dollars and as a percentage
of total bonds, except for health companies. Although health companies increased dollar exposure to
high-yield bonds by 13%, their exposure as a percentage of total bonds declined to 5.5% from 5.7%
because total bond exposure increased by a greater amount, or almost 18%. Property/casualty (P/C)
and life companies increased dollar exposure by 11.5% and 6.7%, respectively, while title and fraternal
companies increased exposure in terms� 
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Industry-wide, high-yield bond exposure was held primarily (86%) by the larger insurers, or those with
greater than $5 billion in assets. (See Table 4.) Smaller insurers, or those with less than $1 billion in
assets, owned 3% of the industry’s exposure, with mid-size insurers holding the remaining 11% of
exposure. With respect to exposure by insurer type, large life insurance companies held 92% of the
sector’s high-yield bond exposure, with small (insurers with less than $1 billion in assets) and mid-size
(insurers with greater than $1 billion in assets but less than $5 billion) life companies having minimal
exposure. However, for P/C companies, mid-size insurers are more active in the high-yield market and
held 19% of their respective exposure.
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The insurance industry’s high-yield public corporate bond exposure is well-diversified across sectors.
Chart 3 provides a breakdown of the exposure by sector as of year-end 2016. The energy,
communications, consumer noncyclical, consumer cyclical and basic materials sectors represent the
top five sectors, and together represent almost 60% of the � gyifiel s gh-yield public c葏nporenepbyrd igd vd heThe iop fiectors,hine sd r-etmoieprt ndud ahe eerrindurepr s 3ear-, aenhettfttnrssetc  椀  spogstc t
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Overall, high-yield corporate credit has fared relatively well in 2017 frod 
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For several years now, high-yield issuers have benefited from the market’s strer耀t r耀
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