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2014 Investment Highlights: 
Today’s “Real Worry” About Tomorrow

This General ReView marks our 15th year of reporting 

on U.S. property/casualty (P&C) industry investment 

holdings. We are taking a slightly different approach 

this year by releasing three editions of the report. The 

first highlights overarching trends, while the second 

and third will delve deeper into several of the key 

issues. As in the past, companion pieces will follow for 

the life insurance industry.

The 2014 Investment Highlights are divided into three 

sections. The first summarizes financial results for 

the most recent 10 years. The next section highlights 

the major trends in asset allocation, fixed income risk 

metrics and “risk” assets, notably below investment 

grade fixed income securities, equities and schedule 

BA assets. And, the final section is a brief summary and 

preview of topics that will appear in future editions.

We encourage you to read this report to better 

understand how emerging themes from prior years 

will continue to have an impact on fixed income 

yields and earned income, and portfolio total return. 

About this Newsletter
This issue of General Review was written 
by Jim Bachman, Head of Enterprise 
Risk and Capital Management. Each 
issue provides review and comment 
on current investment and capital 
management subjects impacting the 
insurance industry. Jim may be reached 
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Financial Statement Summary Results

Net income for the year declined nearly $7 billion, reflecting lower realized capital 
gains and underwriting profit that was only partially offset by higher earned 
investment income. Underwriting cash flow improved slightly as a result of a 4% 
rise in premium and a decrease in paid claims. Cash and invested assets increased 
approximately 3.5%, while total reserves were up less than 2%—nearly all attributable 
to unearned premium reserves. 

Reported statutory capital increased nearly $24 billion after the impact of share 
dividends and other adjustments. Since year-end 2004, statutory capital and 
surplus has compounded 9% annually after accounting for capital withdrawals 
and contributions. Leverage ratios remain low and essentially unchanged from 
the previous year. Affiliated investments as a percent of capital continue to be flat 
compared to prior years. Table 1 provides a 10-year history of select metrics for the 
P&C industry.

Metric ($B) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

Net Premiums Written $502.6 $481.7 $461.0 $442.0 $426.3 $423.1 $440.4 $447.0 $448.9 $426.8

Combined Ratio 97.2 96.3 103.2 108.4 102.5 100.4 105.1 95.6 92.4 100.9

Pre-tax Operating Income 63.4 65.3 36.0 15.6 38.2 48.6 31.7 74.5 85.4 45.4

Net Income 64.9 71.6 38.4 20.1 37.2 32.2 3.7 63.6 66.4 46.8

Return on Average Equity % 9.6 11.4 6.7 3.6 6.9 6.6 0.7 12.4 14.3 11.3

Underwriting Cash Flow 26.4 20.7 -4.1 -25.2 -4.1 -7.7 0.8 44.2 52.7 41.3

Cash From Operations 59.4 59.3 40.2 19.3 35.9 34.2 40.7 71.5 87.0 77.4

Total Cash and Investments  1,531.8  1,480.6  1,389.4  1,341.9  1,316.2  1,260.4  1,205.4  1,287.7  1,230.8  1,133.3 

Affiliated Investments 170.7 165.3 148.0 138.2 135.9 98.8 97.7 108.6 88.1 73.6

Total Loss/UPR Reserves 832.6 819.0 815.8 805.6 770.5 763.8 771.0 751.0 728.5 709.0

Capital and Surplus 688.5 664.8 595.2 560.3 561.8 518.0 461.8 529.1 497.1 432.3

Net Capital Contributions -47.4 -41.5 -20.7 -25.9 -4.5 6.4 -10.3 -28.7 -21.6 -1.9

Leverage

Premium/Capital 0.73 0.72 0.77 0.79 0.76 0.82 0.95 0.84 0.90 0.99

Invested Assets/Capital 2.22 2.23 2.33 2.39 2.34 2.43 2.61 2.43 2.48 2.62

Affiliated Investments/Capital % 24.8 24.9 24.9 24.7 24.2 19.1 21.2 20.5 17.7 17.0

Sources: SNL Financial and GR–NEAM

Chart 1 displays the composition of statutory investment results by their two key 
components: earned investment income and realized/unrealized capital gains 
and losses. Earned investment income increased nearly $6 billion as a rise in 
(affiliated) dividend income offset declines across all fixed income sectors. The 
large, yet still positive, decrease in capital gains was due primarily to common 
equity holdings (both affiliated and unaffiliated) and Schedule BA assets. U.S. 
government and, interestingly tax-exempt bonds, showed an increase in capital 
gains over the prior year.1

Table 1. P&C Industry Highlights ($ Billions Except Combined Ratio, Return on Equity and Leverage)
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Chart 1. Statutory Investment Results Before Taxes and Expenses ($ Billions)
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Table 2 shows the asset allocation across broad sectors. The allocation to 
tax-preferenced municipal bonds continued its slow downward progression 
from 2008 highs while all other sectors either ticked upward slightly or remained 
flat. The gradual erosion of the tax-preferenced municipal allocation is the most 
significant among all changes in broad sector allocations since the early 2000s and 
reflects changes in companies’ base underwriting results.

Table 2. P&C Broad Sector Asset Allocation

Holdings 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

Taxable 43.0% 42.9% 44.1% 44.8% 42.1% 42.0% 39.5% 39.2% 41.8% 42.8%

Tax-Exempt 22.4% 23.4% 25.1% 26.1% 28.5% 31.3% 34.5% 31.6% 30.2% 30.7%

Equities 22.5% 22.1% 19.2% 17.8% 17.2% 18.1% 16.7% 19.2% 19.5% 18.6%

Cash 1.9% 1.9% 1.9% 1.8% 2.1% 2.3% 2.7% 2.3% 2.6% 2.7%

Real Estate 1.3% 1.2% 1.2% 1.1% 1.1% 1.2% 1.3% 1.2% 1.1% 1.1%

Other 8.8% 8.5% 8.5% 8.5% 9.0% 5.1% 5.4% 6.5% 4.8% 4.2%

Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Sources: SNL Financial and GR–NEAM

Our definition of “risk assets” are equities, Schedule BA assets and below investment 
grade fixed income securities. Table 3 displays the dollar value of risk assets and their 
amount as a percent of invested assets and capital. As a percent of capital, the 2014 
and 2013 allocations remain below the peak year of 2001 when they reached 78.7% 
(not shown). The often heralded changes in Schedule BA assets (as an indicator of 
“alternative” asset allocations) is greatly overstated because of the undue influence 
of one company and the extreme ownership concentration among the remaining 
organizations. Their continued advocacy is particularly egregious in the context of 
diminished capacity for tax-preferenced income due to the eroding underwriting 
results noted above.2

Table 3. Risk Assets

Risk Assets 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

Risk Assets ($B) $522.4 $492.8 $423.7 $382.0 $372.6 $316.4 $286.3 $350.1 $315.7 $275.8 

Percent of Assets 34.1% 33.3% 30.5% 28.5% 28.3% 25.1% 23.7% 27.2% 25.6% 24.3%

Percent of Capital & Surplus 75.9% 74.1% 71.2% 68.2% 66.3% 61.1% 62.0% 66.2% 63.5% 63.8%

Sources: SNL Financial and GR–NEAM
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Table 4 shows earned investment income by broad asset class. Total net of expense 
earned investment income increased nearly $6 billion from the prior year. This was 
due entirely to equities offsetting declines in every other asset category. Over 85% of 
the increase in equities was attributable to “affiliated” equity holdings, while the fixed 
income gross bond yield declined 19 bps to 3.57% from the prior year.

The decline in fixed income yield represents a decrease of nearly 135 bps from 
2007–2008 and over 280 bps from the late 1990s (not shown). The significance of 
the decline is twofold: First, the current mean historic low yield environment offers 
scant earnings relief in a period of fragile underwriting; and second, the timeline to 
restore more robust embedded yields into portfolios continues to extend even as long 
anticipated rising rates begin to occur.

Asset Class 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

Taxable Bonds $22.5 $23.2 $24.9 $25.7 $24.8 $24.6 $24.7 $25.6 $24.4 $22.1 

Tax-Exempt Bonds $10.9 $11.3 $11.9 $13.1 $14.4 $15.9 $16.5 $15.5 $14.0 $12.9 

Equities $15.3 $8.4 $7.6 $6.8 $6.2 $6.7 $7.6 $7.5 $7.3 $7.0 

Mortgages/Real Estate $2.1 $2.1 $2.1 $2.1 $2.0 $2.0 $2.0 $2.0 $1.8 $1.8 

Cash/Short Terms $0.1 $0.1 $0.2 $0.2 $0.2 $0.5 $2.5 $4.9 $4.7 $2.9 

All Other $8.9 $8.9 $8.4 $7.7 $5.2 $3.3 $4.3 $5.8 $5.4 $7.6 

Total Net Earned $59.8 $54.0 $55.1 $55.6 $52.8 $53.0 $57.6 $61.3 $57.6 $54.4 

Average Gross Bond Yield 3.57% 3.76% 4.07% 4.37% 4.51% 4.79% 4.91% 4.91% 4.81% 4.74%

Sources: SNL Financial and GR–NEAM

Portfolio Details
Table 5 displays fixed income sector allocations. The retrenchment in municipal 
tax-exempt bonds has been significant since 2008, reflecting aforementioned 
inherent changes in the underwriting results of individual companies. Declining 
government/agency allocations reflect their increasingly uncompetitive yields, while 
the upswing in corporate bond allocations is the mirror opposite of both municipal 
and government/agency allocations. Overall, structured securities during the period 
remain largely unchanged.

Taxable municipal, non-dollar and private bonds are shown in the “Other” category. 
In aggregate these sub-categories totaled $73 billion at year-end 2014, representing a 
very modest $1 billion decline from 2013. The ownership of foreign and private bonds 
remains very concentrated among a few companies; 80% and 90%, respectively, are 
owned by 10 groups. Taxable municipals are more widely-owned; however, supply is 
very limited, narrowing opportunities to increase their allocation. 

Table 5. Fixed Income Sector Allocation

Sector 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

Gov’t/Agcy 11.2% 11.3% 11.7% 12.5% 13.3% 13.8% 11.1% 11.9% 15.7% 15.4%

Corp 31.0% 30.5% 28.6% 26.9% 24.1% 20.9% 17.9% 16.6% 19.0% 19.7%

ABS/CMBS 8.8% 7.6% 6.7% 6.1% 5.9% 5.9% 6.7% 6.9% 6.7% 5.4%

MBS/CMO 9.9% 10.2% 11.0% 12.1% 11.4% 12.4% 13.9% 14.9% 14.0% 13.1%

Other 8.2% 8.5% 9.3% 8.7% 7.8% 6.2% 5.9% 7.5% 5.3% 7.0%

Total Taxable 69.1% 68.0% 67.3% 66.4% 62.5% 59.1% 55.5% 57.9% 60.7% 60.7%

Municipals 30.9% 32.0% 32.7% 33.6% 37.5% 40.9% 44.5% 42.1% 39.3% 39.3%

Grand Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Sources: SNL Financial and GR–NEAM

Table 4. Earned Investment Income by Broad Asset Class ($ Billions) and Fixed Income Gross Book Yield
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Table 6 presents the option-adjusted duration (OAD) for fixed income sectors. In 
contrast to the prior year, 2014’s duration decreased in all sectors except corporate 
bonds. The MBS/CMO duration decline is directionally in line with the BofA ML MBS 
and CMO Master indices’ market cap weighted duration decline of 160 bps during 
2014. The duration of structured securities has been very volatile over the entire 
reported period compared to other taxable sectors, which have been quite stable.

Municipal bond OAD decreased 70 bps during 2014 compared to the prior year’s 
62 bps increase. The 2014 change is also directionally consistent with the BofA ML 
Municipal Master Index OAD 110 bps decline. The impact of purchases and sales 
varies by individual companies. In all cases OAD statistics are based upon Schedule D 
holdings of statutory filings, excluding any holding company bonds or derivatives. 

Sector 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

Gov’t/Agcy 4.29 4.50 4.40 4.37 4.49 4.20 4.82 3.76 4.09 4.16

Corp 4.50 4.43 4.61 4.49 4.55 4.54 4.33 4.33 4.27 4.39

ABS/CMBS 3.11 3.38 3.64 2.96 2.89 2.86 3.11 3.31 3.24 3.68

MBS/CMO 3.82 4.55 3.02 1.84 3.64 3.56 1.96 3.18 3.70 3.13

Other 5.53 5.73 5.84 5.90 6.07 5.21 4.61 5.23 5.50 6.04

Total Taxable 4.29 4.48 4.34 4.01 4.38 4.11 3.80 3.80 4.03 4.01

Municipals 5.79 6.49 5.87 6.42 7.07 7.33 7.82 7.28 6.71 6.89

Grand Total 4.77 5.15 4.87 4.88 5.46 5.51 5.73 5.39 5.14 5.21

Sources: SNL Financial and GR–NEAM

Municipal bonds remain the industry’s single largest asset class. Table 7 shows 
that municipal bonds represent 50% to 75% of bond portfolios for 61 companies. 
These same companies owned about 48.4% of the industry’s tax-exempt bonds 
and, on average, they represented 59.7% of their fixed income holdings. Their 
numeric average and dollar-weighted OAD were 5.40 years and 5.71 years, 
respectively. Readers of prior issues of General ReView will recall that profitable 
underwriting organizations invest (very) large portions of their portfolios in 
(longer-dated) municipals.

Table 7. Municipal Bond Holding Distribution in 2014

Class
Municipal % 
Fixed Income # Cos.

Tax-Ex. Bonds 
(% Industry)

Total Bonds 
(% Industry)

Invested 
Assets 

(% Industry)
Avg. 

Exempt %
3 Yr. Avg. 
Combined 

Average 
OAD

Composite 
OAD

0 0% 92 0.0% 3.5% 3.0% 0.0% 100.6 — —

1 0%–10% 83 1.1% 13.6% 10.5% 3.2% 102.4 5.25 6.55

2 10%–25% 85 15.9% 26.4% 36.4% 17.2% 99.9 5.50 5.98

3 25%–50% 143 30.2% 29.4% 24.6% 36.1% 96.7 5.35 5.68

4 50%–75% 61 48.4% 25.5% 24.2% 59.7% 94.8 5.40 5.71

5 75%–100% 21 4.5% 1.6% 1.2% 89.5% 95.5 5.87 6.56

Total 485 100% 100% 100% 31.1% 98.6 5.40 5.79

Sources: SNL Financial and GR–NEAM

Table 6. Fixed Income Sector Option-Adjusted Duration (OAD)—Excludes Non-rated Bonds
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Table 8 shows continued weakening of book yield by fixed income sector. Book 
yield declined, in aggregate, a total of 13 bps. In part the reduction in yields was 
“self-inflicted,” reflecting sales as much as purchases. Durations were shortened and 
gains were taken; however, this root cause of deterioration is less pronounced than in 
prior years.

Table 8. Fixed Income Sector Book Yield, Excluding Non-Rated Bonds

Sector 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005

Gov’t/Agcy 1.98 2.05 2.13 2.43 2.69 2.92 3.81 4.62 4.64 4.36

Corp 3.81 3.98 4.38 4.79 5.21 5.74 5.82 5.57 5.53 5.39

ABS/CMBS 2.85 3.04 3.52 4.10 4.43 4.87 5.18 5.15 5.07 4.63

MBS/CMO 3.78 3.86 3.90 4.50 4.55 5.11 5.41 5.46 5.29 5.07

Other 3.89 3.96 4.09 4.36 4.59 4.56 4.69 5.02 5.00 4.97

Total Taxable 3.39 3.51 3.80 4.20 4.39 4.76 5.18 5.26 5.14 4.95

Municipals 3.71 3.86 3.99 4.19 4.23 4.36 4.42 4.36 4.40 4.39

Grand Total 3.49 3.62 3.86 4.20 4.33 4.59 4.84 4.88 4.85 4.73

Sources: SNL Financial and GR–NEAM

Chart 2 displays fixed income credit quality. As noted in previous issues of General 
ReView, the 2008 fixed income credit quality showed widespread reduction of 
triple-A securities, reflecting downgrades in corporate and structured securities. 
The 2011 reduction in triple-A securities reflects Standard and Poor’s downgrade of 
U.S. government securities. In 2012 credit quality weakened as a consequence of 
purchases, not downgrades. This behavior commenced in 2011 and continued in 
2014. At year-end 2014, the combined BBB and below-BBB securities’ allocation of 
18% was nearly three times the 2005–2006 levels. And, except for 2009, the year-to-
year increases in securities rated less than A- were due, in greater part to purchases 
and sales rather than downgrades.

Chart 2. Fixed Income Credit Quality
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Summary
This year’s summary is quite similar to the prior year’s:

1. Risk assets represent a meaningful share of invested assets and capital, but their recent 
share of capital lags early 2000 levels. 

2. Allocations to non-traditional assets remain low, highly concentrated and illiquid. 

3. The tax preferenced municipal allocation continued to decline, driven by companies 
that have less capacity for tax-exempt income. This underscores weaker and less robust 
underwriting results.

4. Credit quality has significantly eroded over the last decade. The most notable changes 
are the near tripling of BBB and below investment grade securities.

5. Book yields continue to decline as higher yielding securities have been sold (especially 
tax-exempts) and/or matured and capital market replacement opportunities 
are eroding.

6. Low embedded yields, the maturity structure of portfolios and nominal operating cash 
flows will significantly extend the time to restore fixed income asset yields and earned 
income to prior levels even as rates begin to rise.

In our view, the real concern is the combination of points four and five above and 
how their impact upon point six will affect prospective returns for the industry.

In the next few issues of P/C industry General ReView, we will focus on changes in 
credit duration, corporate credit ratings migration and the long road to restoring fixed 
income book yields and investment earnings as interest rates. 

We welcome your feedback and comments. Please contact us if there are investment 
themes you would like us to review, or if you would like to receive a comparative 
assessment of your investment portfolio.

Endnotes
1   Net realized capital gains within the tax-exempt sector is always a red-flag pertaining to 

underlying profitability of individual companies and/or the efficacy of their tax management.

2   See the recent issues of General ReView; Issue #69 titled “‘Alternative’ Investments: Sirens 
of Promised Rapture” from April 2015, and Issue #59 titled “Alternative Investments: Who 
Owns What?” from November 2013.
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