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Executive Summary

I Rising interest rates support investment income and create more attractive investment and
reinvestment opportunities, benefitting insurers' spread business and making their products
more attractive.

1 However, higher interest rates can potentially result in increased financing costs, as well as
realized and/or unrealized investment losses due to a decline in the market value of certain
investments.

I Insurers should feel less pressure to invest in riskier assets to achieve an attractive spread in an
extremely low interest rate environment as they have over the past decade.

T Yields on U.S. Treasuries have been rising due to the Federal Reserve’s (Fed’s) increases to the
federal funds rate, and the yield curve inverted to the widest point since 1981, which is an
indicator of a possible recession.

1 Corporate bond yields have increased significantly since the beginning of 2022 with rising
interest rates; at current levels, this should generally allow U.S. insurers to reinvest proceeds of
maturing corporate bond investments at greater yields than those rolling off.

T Increasing interest rates benefit mostly floating rate structured securities investments, such as
collateralized loan obligations (CLOs), as well as the underlying bank loan collateral, which is
also variable rate.

! With mortgage rates at a decade high, existing mortgage loans at lesser rates could decline in
market value, resulting in higher loan-to-value ratios.

Insurers have faced a challenging investment environment for more than 10 years with interest rates at
historically low levels for a prolonged period. However, the investment environment is becoming more
favorable for investors from a rate perspective with interest rates on the rise. In efforts to combat the
highest inflation rate in the U.S. in 40 years, the Fed increased the federal funds rate by a total of 450
basis points (bps) over eight separate but consecutive actions throughout 2022 and in January 2023,
such that the federal funds rate range is set between 4.5% and 4.75%, which is the highest range since
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early 2007. Rates are expected to continue increasing throughout 2023, with the Fed predicting the
median to be 5.1% by the end of the year. However, the Fed is not expected to increase the federal
funds rate as much as in previous sessions, because it feels it is on a path to achieving its inflation rate
target.

Rising rates support investment income and create more attractive investment and reinvestment
opportunities. Insurers should, therefore, feel less pressured to invest in riskier assets to achieve an
attractive spread in an extremely









2022 and 2023 was approximately 3.7% and 3.6%, respectively. This dynamic should remain in the short
term, as the Fed is committed to managing inflation through higher rates that will generally support
investment income and benefit overall portfolio yield.

Higher interest rates and yields are also affecting capital raising, making it more expensive for all
companies, including insurers, to raise capital and more difficult to access capital for some. Before rates



Mortgage Loans

U.S. insurers’ exposure to mortgage loans, particularly commercial mortgage loans, has increased over
the years, as they have become a more conventional investment due in part to the lower-for-longer
interest rate environment. According to the Mortgage Bankers Association (MBA), life insurers generally
account for holding about 15% of the overall market’s outstanding volume of commercial mortgage
loans. Life insurers also account for over 90% of the U.S. insurance industry’s mortgage loan exposure.
Long-term commercial mortgages
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