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Executive Summary

The U.S. insurance industry is exposed to commercial real €SiRiE)rough various investments
includingcommercial mortgagdacked securitie€CMB$§ direct commercial mortgage loai€MLs)
ownedreal estate, andinsecured bonds issued by real estate investment trusts (RBEigg)rically,
CMBSasaccourtedfor the second largest CRE expostiodowing CMLs



largestincreasesince 2018, whilegency CMBS have experienced exposure declinegloedast three
years.

Chart 1: U.S. Insurance Industry Private-Label CMBS and Agency CMBS, Year-End 2018-2022

Note: Includesffiliated and unaffiliated investments

Privatelabel CMBS accounted for approximately thrperters of U.S. insurers’ CMBS exposurgear-
end 2022, with agenc@MBS accounting for the remainder eTdistributionby CMBS typhas been
relatively consistent over the past several years.

Similar to previous years, life and property/casualty (P/C) compacigsunted forthe majority of the
industry’sCMBS investmest life companies &ld the largest share, or 70%, of the industry’s CMBS
2022 while P/C companies owned Z8%. Health and title companies together represst
approximately % of the industry’ € MBS exposur®&ote that life, P/Cand health companies invested
proportionately more in privatéabel CMBS, while title companies invested more in agency CMBS.

Table 1: Total U.S. Insurance Industry CMBS by Type, Year-End 2022 (BACVS$ in M



Commercial Mortgage-Backed Securities Portfolio Credit Quality WeakensOver
Time

TheU.S.insurance industryg CMBS investments are often in the most senior trifsleated tranches
which are typically structured with considerable credit enhancement. At-gadr2022, approximately
94%of U.S. insurers’ CMBS investments carried an MBESignation which is unchanged from the
previous year. Together with investments carrying an NAI€siyDation approximately 98% dEMBS
exposurewasconsidered investment grade or high creglitality.

However, over a longdime period, the credit quality of the CMBS portfolio hasediorated modestly
(Refer to Chart 2 and Chart 3). Comgﬁred to year-2019 CMBSnvestments carrying an NAIC 1
Designation declined to 94% from 9%#tdtal exposure while investments carrying an NAIC 2
Designation increased to neadio fron2%. In addition, CMBS with an NAI@s3gDation and lower
accounted for 2% of thgearend 2022 MBS portfolio compared to 1% at yexaa-2019.

Chart 2 and Chart 3: Reported Credit Qu@llity of the U.S. Insurance Industry’s CMBS Portfolio at Year-
End 2022 (Left) and Year-End 2019 (Righk

NAIC 1
94.3%

U.S. @mmercial Mortgage-Backed Securities Market and NewlssuanceTrends

TheCREsector facs significant headwindsThe hybrid work environment became more widelgiapted
during the COVH29 pandemi@ndremains a more common work model. Thiss led to significant
occupancy concerns within the office sectathich carultimately pressureCMBSundamentals and
valuations In addition, highnterestrateshavecreatd a newchallenge foexisting commercial
mortgageghat are due for refinancingas well as the financing of new projedtsradditional details
related toCREnarket trends, please refer to the NAIC Capital Markets Bureau special ,répést
Insurance Industry’s Mortgage Loan Exposure Rises afEyeb?2022 as Commercial Real Estate Trends
Deteriorate” which waspublished in August 2023



https://content.naic.org/sites/default/files/capital-markets-special-reports-cre-ye2022.pdf
https://content.naic.org/sites/default/files/capital-markets-special-reports-cre-ye2022.pdf

CMBS new issuangethe U.S
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