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The remaining balance of the industry's municipal bond exposure of $200 billion was invested in
various types of direct and general obligations (GO) of states or political subdivisions of states. GO
bonds are backed by the "full faith and credit" of the issuer, which typically has the power to raise
income, usually in the form of taxes, to repay bondholders. Table 3 provides a BACV breakdown of
municipal holdings by bond category, by insurer statement type and as a percentage of total reported
municipal bonds as of year-end 2015.

Table 3: Municipal Bond Types, Year-End 2015, $ Mil.  

Credit Quality Comparison

The vast majority of U.S. insurer's municipal bond exposure at year-end 2015, or 99.6% of total
holdings, were investment grade credit quality, evidenced by either NAIC 1 or NAIC 2 designations as
shown in Table 4. This was unchanged from year-end 2014. In 2015, 97.1% of municipal bond
investments were designated NAIC 1, down slightly from 97.9% in the prior year, while those designated
NAIC 2 increased to 2.4% from 1.7%.

Table 4:  U.S. Insurer Municipal Bond Holdings by NAIC Designation, 2014–2015, BACV, $ Mil.  

U.S. Insurers' Municipal Bond Maturity Profile

U.S. insurers' municipal bond maturity profile at year-end 2015, segregated by insurer type, is
presented below in Table 5. Note the differences in maturity distributions among the different insurer
types. P/C companies' municipal bond maturities, for example, were mostly clustered within the more
than five years to 10-year maturity range. Life companies' municipal bonds, alternatively, were spread
between the more than five years to 20-year maturities. The difference in maturity distributions, in
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2017 Outlook for Municipal Debt Ratings

According to Moody's research, its 2017 outlook for the U.S. states sector is stable based on
expectation of  "modest" economic and revenue growth that will,  "…keep most states in a stable credit
position, but will not be strong enough to foster broad credit improvement." In their view, some states
may experience additional credit deterioration as they continue to face major challenges, including
pension underfunding, rising health care costs, and weak oil and gas extraction revenues. S&P
research, meanwhile, stated that it expects continued "fiscal strain" for many states due to slow tax
revenue growth and added pressures from growing pension contribution requirements and Medicaid
expenses. S&P also expects revenue growth, for certain states, to remain below the levels of growth in
key expenditures in the coming year. Fitch research indicated that it also anticipates continued slow
economic growth for states in 2017 along with many uncertainties related to a new federal
administration.

For the U.S. local government sector, Moody's outlook is listed as stable, supported by its expectations
of strong projected property tax revenue growth of 3% to 5% in 2017. It states, however, about 5% to
10% of issuers will be exposed to "compounding pressures and credit challenges." S&P also has a stable
outlook for the U.S. local government sector, but it expects some municipalities to face budgetary
challenges. Key risks for the sector, per S&P, include possible reductions in state-shared revenues,
state-funding cutbacks, pressures from underfunded pension plans and tax reform that could reduce
the attractiveness of municipal bonds. S&P, alternatively, lists several opportunities for the sector in its
research, including continued economic recovery, potential of a federal infrastructure program and
ongoing demand for capital projects.

Conclusion

U.S. insurers' municipal bond portfolio for year-end 2015, in terms of general allocations and credit
quality, was little changed from the prior year. P/C companies remained the largest holders of insurers'
municipal debt, seconded by life companies.Municipal bonds continued to represent less than 10% of
the U.S. insurance industry's total cash and invested assets, similar to the previous four years. At year-
end 2015, the majority of insurers' U.S. municipal bond holdings were considered to be investment
grade credit quality based on their NAIC designations, which was unchanged from year-end 2014. 

The outlook for both the U.S. state and local governments for 2017 is expected to be stable by the three
major nationally recognized statistical ratings organizations (NRSROs). But there are concerns, however,
about slower than anticipated growth and the looming uncertainties related to a new federal
administration, which could potentially challenge certain states or municipalities. Notwithstanding, the
small proportion of U.S. insurer holdings of municipal bonds (compared to total bonds and total cash
and invested assets) and relatively high credit quality of their holdings, mitigates any concerns.

The Capital Markets Bureau will continue to monitor developments within the U.S. municipal debt
markets and report as deemed appropriate.
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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,
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COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY OPINION OR
INFORMATION GIVEN OR MADE IN THIS PUBLICATION.
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