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Executive Summary

The U.S. insurance industry is exposed to commercial real ¢§tRiEdhrough various investments
includingprimarilythroughdirect commercial mortgage loans, commercial mortghgeked securities
(CMBS)wholly-ownedreal estate, andinsecured bonds issued by real estate investment trusts (REITS)
This special report foceson commercial mortgage loansvhichaccoun



portfolios. Commercialmortgage loanshowever are relatively illiquid investments that generally have
less credit and pricing transparendyherefore, theyare subject to greater price volatility.

Total Mortgage Loan Exposuré&€ontinues to Climb

Total U.S. insurer investments in mortgage laavancreasedsince at least 2013, with yeawver-year
growth rates of approximatel§%or greater each year except 20285 of yearend 2022, U.S. insurance
companiegeported$727billion in book/adjusted carrying valu@ACYin mortgage loas, an increase
of 8.6% fronthe prior year.This yeatoveryear growth rate was the largest increase since 20dt:n
mortgage loans increased 9.5¢Refer to Chart 1jfurthermore, over the 1@ear period between 2013
and 2022, the U.S. insurance industry’s BACV



Table 1: Total U.S. Insurance Industry Mortgage Loans by Type, Year-End 2022 (BACVS in Millions)
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Commercial 598,339

Note: Numbers in the table have been rounded.

Similar to previous years, lilmmpaniesaccounted for the overwhelming majority of the industry’s
mortgage loan investments, @5.7%at yearend2022. Roperty/casualty (P/C)health, and title
companies represeed less than % of the exposureAs d yearend 2022 mortgage loans accounted
for approximately 13% of life companies’ cash and invested gstetslily increasgfrom 10% in 2013.
AtP/C, healthand title companiesmortgage loans represented 1% or less of the respectgé and
invested assetfor each insurer type

In recent decadedife insurance companidsave been the premiere source of permanent commercial
real estate debtTheyhave commanded the lowest (most conservative) kaivalue ratios and the
highest debt service coverage ratios, resulting in the lowekhduencyrates in the CRfthance
industry!

Overall Commercial Real Estate Exposure Approach&4& Trillion

U.S. insurance companies/erallexposure to commercial real estateencompassingommercial
mortgage loans, CMBS, real estate, and REidtaled $82billion as of yeaend 2022 (Refer to Table
2.) The industry’s commercial real estate exposure representéd @ftotal cash and invested assets.
Approximately twethirds of the exposure was attributed to commercial mortgage loans and almost
one-third to CMBS. Life companies had the greatest exposure towWdREB7%of the industry’s
exposure while P/C companies accounted fdi%4.

Table 2: U.S. Insurance Industry Commercial Real Estate Exposure, Year-End 2022 (BACVS in Millions)

Note: Numbers in the table have been rounded.

! Fitch Ratingd,.S. Life Insurers’ Commercial Mortgage Update (DiversifieakEpas, Underwriting Quality
Support RatingBespite Challenggsiune 28, 2023.



https://www.fitchratings.com/research/insurance/us-life-insurers-commercial-mortgage-update-diversified-exposures-underwriting-quality-support-ratings-despite-challenges-28-06-2023
https://www.fitchratings.com/research/insurance/us-life-insurers-commercial-mortgage-update-diversified-exposures-underwriting-quality-support-ratings-despite-challenges-28-06-2023




Overallchallenges in CRiping forwardappear largely in the office sector, as the retail sector (except
regional mallsseems to have experienced improvements from prior pandeel&teddifficulties,and
the industrial sector has shown muaiproved performanceThe hospitality sector has sdlargely



payments due at maturity (i.e., they are generally not fully amortizing) and thus, at maturity, they must
be refinanced with a new mortgage. When interest rates significantly increase, the new debt requires a
significantly higher paymenthis
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