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The NAICôs 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.  

U.S. Insurer Derivative Exposure Increased in 2017 

Analyst: Jean-Baptiste Carelus 

Executive Summary 

 As of year-end 2017, 311 U.S. insurers reported exposure to derivatives, 
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Table 2: U.S. Insurer Derivative Type as of Year-end 2016 ($Mil., Notional) 

 

Hedging and Hedging Effectiveness 

On Schedule DB 
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Swap Exposure as of Year-end 2017 

As of year-end 2017, U.S. insurers’ 
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Put Options increased 32% to $233 billion as of year-end 2017 from $177.1 billion as of year-end 2016. Put 

Options are generally viewed as a defensive strategy.  

Life companies accounted for the overwhelming majority of Option exposure at 94% of the industry total as of 

year-end 2017, unchanged from 2016, but up from 91% in 2015. 

Table 6: Option Exposure by Type of Contract as of Year
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indicated by the ratio of bought protection at 23% of the total protection as of year-end 2017 versus 32% as of 

year-end 2016. 

About 93% of insurers selling protection are engaging in replication (synthetic asset) transactions (RSAT). Through 

replication of a bond, U.S. insurers can synthetically create a security satisfying their desired risk and term 

exposure without the availability and other constraints of the cash bond market. 

Counterparty Exposure 

As the use of central clearinghouses increases in derivative transactions, the concern over counterparty risk 

should diminish given the strict collateral requirements and their risk-neutral objective. Futures and listed Options 

trade on exchanges (such as the Chicago Mercantile Exchange listed below), which provide a similar clearing 

function to clearinghouses; “standardized” over-the-counter (OTC) derivatives must now clear through central 

clearinghouses. Bilateral CDSs are not cleared through an exchange or a central clearing house, and as such, 

represent significant counterparty risk. 

Table 9 summarizes U.S. insurer exposures in notional value of the top 10 counterparties as of year-end 2017. The 

10 counterparties represent 70% of the notional value outstanding in the U.S. insurance industry as of year-end 

2017, roughly in line with prior years. (Counterparty exposure is most concentrated for P/C companies where the 

top 10 counterparties represent 89% of the notional value of total U.S. insurer counterparty exposure, even 

though life companies clearly account for the majority of overall notional value counterparty exposure.)   

Table 9: U.S. Insurers’ Largest 10 Counterparty Exposures as of Year-end 2017 ($Mil., Notional) 

 

Posted Collateral 

U.S. insurers report the BACV and FV of counterparty exposure in Schedule DB, Part D collateral posted to insurers 

is best measured in FV because the BACV does not apply to collateral pledged to an insurer in which there has not 

been a default. 

Table 10 shows that as of year-end 2017, about $19.3 billion in BACV of collateral was posted by insurers with 

counterparties ($20.1 billion in FV), compared to $21.8 billion in BACV ($22.5 billion in FV) a year earlier. 

Counterparties posted about $40.5 
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