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The NAIC’s Capital Markets Bureau monitors developments in the capital markets globally and
analyzes their potential impact on the investment portfo 

https://www.naic.org/members_capital_markets_bureau.htm
https://www.naic.org/capital_markets_archive_index.htm
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Table 2: Year–End 2015 U.S. Insurer Financial Sector Bond Exposure (BACV, $ Mil.) 

Also as shown in Table 1, as of year-end 2016, bonds issued by banks remain the largest component of
financial sector exposure at 60% of the industry's total financial sector bonds, or $198.8 billion. In
comparison, bonds issued by banks were 60.9% and 61.5% of U.S. insurers' total exposure to financial
sector bonds, in 2015 and 2014, respectively—relatively unchanged. As of year-end 2016, exposure to
the insurance sector was the second largest component of U.S. insurers' financial institutions' bond
exposure at $68.3 billion, representing a decrease of 10.2%, from $76.1 billion at year-end 2015. U.S.
insurer exposure to diversified financial services increased 23% YOY to $64.1 billion at year-end 2016
from $52 billion in 2015.

Credit Quality Distribution

As of year-end 2016, about 96.7% of financial sector bond exposure was �A嘀 ŀ on 
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Geographic Distribution

U.S. insurers' exposure to financial sector bonds remains highly concentrated in North America at
75.7% of the total, or $250.8 billion, at year-end 2016 (see Chart 2), which was a slight decrease from
76.4% in 2015. The majority of the exposure (about 95%) was in the U.S. ($238.1 billion), followed by
4.8% in Canada ($12.1 billion). Exposure to Eus䈘᐀ s) �쀀($bi romb (�$ t% ore $12.1 bil ued  
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Five European countries, including the United Kingdom (UK) ($16.9 billion), Netherlands, Switzerland,
France and Sweden, accounted for 98% of the industry's total European financial sector bond exposure.
(See Table 3.)

Table 3: Year–End 2ᥒ舀::n2ᥖ堀M
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The largest-15 single-name exposures accounted for 45% of the industry's total financial sector bonds,
unaffiliated preferred and common stocks, for a total of $175.9 billion. The unaffiliated common stock
exposure was highly concentrated in the largest 15 names at 82%.

Counterparty Exposure

U.S. insurers—predominantly life and P/C companies—reported exposure to financial sector
counterparties in derivative transactions with a BACV of about $31 billion as of year-end 2016. (See
Table 8.) The total consists of exposure net of collateral and potential exposure. Exposure net of
collateral is the BACV of exposure after subtracting the value of posted collateral. The NAIC Annual
Statement Instructions defines potential exposure as "… a statistically derived measure of the potential
increase in derivative instrument risk exposure … ." In addition, according to the NAIC Annual Statement
Instructions, "Counterparty exposure to any one counterparty is the exposure to credit risk associated
with the use of derivative instruments with that counterparty."

Table 8: Year–End 2016 U.S. Insurer Counterparty Exposure (BACV, $ Mil.) 
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As shown in Table 9, the 10 largest counterparty exposures reported by U.S. insurers at year-end 2016
accounted for $27.2 billion, or 87% of total counterparty exposure. The main risk in any multiparty
transaction is that the counterparty may not be able to perform its obligation (a breach of obligation) as
required under the transaction. A breach of obligation by the counterparty is a default after any
stipulated time frame to perform as obligated (cure period). The non-defaulting party may experience a
partial or complete loss of value from the default. As it relates to U.S. insurers, losses due to a
counterparty default may reduce the insurer's available capital, thereby increasing liquidity risk.

Table 9: Year–End 2016 U.S. Insurer Largest 10 Counterparty Credit Risk Exposure (BACV, $ Mil.) 

Key Financial Sector Trends

Banks 
Standard & Poor's (S&P) Global Ratings report, titled "Global Financial Services Outlook 2018:
Uncomfortably Numb," published on Dec. 12, 2017 states that the Financial Services Outlook is at least
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Questions and comments are always welcome. Please contaa

mailto:CapitalMarkets@naic.org
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