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Heights for P/C Insurers in 2024

- - Principal Takeaways
Higher interest e The US property/casualty segment’s net investment income hit record heights in 2024, on the
rates bolster heels of strong performance in 2023.
\ * Credit quality improves for the third consecutive year, with allocations to NAIC-1 designated
Investment bonds increasing.
income; RMBS * Unafhiliated common stock allocations fell as one company unloaded a large share of

unaffiliated stocks, which contributed 80% of the industry’s net capital gains for the year.

allocations grow

With total invested assets of $2.6 trillion in 2024, P/C insurers have been closely examining

how to best manage their investment portfolios in the wake of continued interest rate hikes and
market volatility. As weather and catastrophe events (as well as other headwinds) increase, driving
losses higher for some P/C insurers, investment income has become even more important to make
up for poor underwriting results. P/C insurers’ net investment income reached a decade high due
largely to three factors: Federal Reserve policy actions, interest rate trends, and equity market
performance.

The industry’s net investment income increased approximately 20% in 2024, to $89.0 billion,
driven by bonds and cash and short-term investments. After over a decade of persistently low
interest rates, the Federal Reserve raised rates by 425 basis points between 2022 and the end

of 2024, causing bond prices to fall below their carried values. However, the well-matched and
shorter duration portfolios of most P/C insurers limited the overall impact. As interest rates rose,
returns increased due to reinvestment into higher-yielding securities, boosting net investment
income materially. The equity markets also had a notable impact on results, but overall returns
were positive.
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US Property/Casualty — Investment Portfolio Profile

(%) of Invested Assets

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Bonds 620 611 578 601 569 553 531 557 547 553
Mortgages 0.8 0.9 1.0 1.1 1.1 1.1 1.2 1.3 1.3 1.2
BA Assets 8.3 8.7 8.9 8.6 8.6 9.4 8.7 8.1 6.6 6.7
Common & Preferred Stock 217 221 241 228 260 261 289 266 279 243
Cash & Short-Term 5.8 5.8 6.7 5.9 6.1 6.9 7.0 7.1 84 115
Real Estate 0.7 0.7 0.7 0.8 0.7 0.7 0.6 0.6 0.5 0.5
Derivatives 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1
All Other 0.7 0.6 0.8 0.7 0.5 0.5 0.5 0.5 0.5 0.4
Net Investment Income ($ billions) 49.3 480 511 57.7 572 544 56.6 729 741 89.0
Gross Yield % 320 3.05 3.09 337 319 280 267 3.28 3.26 3.66

Source: AM Best data and research

Investment Portfolio Profile

* Net investment income hit a record high in 2024 to $89 billion, a notable increase of 20% year-
over-year, bolstered by the higher interest rate environment.

* Common and preferred stock holdings fell nearly 4 percentage points in 2024, largely driven by
National Indemnity Company, a Berkshire Hathaway entity.

* Cash and short-term investments rose by 3 percentage points for the industry, though this was
partially due to timing of substantial common stock sales, and proceeds were not fully yet invested.

* After aslight deterioration in 2023, gross yield rose to 3.66% as new money was reinvested into
higher-yielding assets. Insurers’ balance sheets were also strengthened by the US equity markets,
which ended 2024 near record highs.

* Bonds remain the largest asset class for P/C insurers, but allocations have fluctuated in recent years
due to equity market volatility and increased cash and short-term investments.

* Trends, however, are generally being driven by larger players, as Berkshire Hathaway accounted for
nearly 40% of the segment’s invested assets in 2024.
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US Property/Casualty — Bond Portfolio Profile

(%)

Distribution by Issue Type
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Public Securities 878 869 865 848 837 823 798 804 805 805
Private Securities 122 131 135 152 163 177 202 196 195 195
Issuer Obligations 817 813 807 775 755 765 762 762 754 745
RMBS 9.1 9.3 9.2 9.6 10.0 9.1 8.2 88 10.0 114
CMBS 4.2 4.1 4.5 5.8 6.0 5.9 5.9 615 5.2 5.0
Other ABS 5.0 5.2 5.4 6.2 71 6.9 7.7 7.7 7.8 7.7
SVO Designated Funds 0.0 0.1 0.2 0.2 0.2 0.4 0.5 0.4 0.3 0.4
Bank Loans 0.0 0.0 0.0 1.0 1.1 1.2 1.5 1.4 1.1 1.0
Unaffil. Certificates of Deposit 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Market to Book Value 102.5 101.5 102.2 100.1 103.9 106.7 103.3 92.5 956 95.8
Bond Portfolio Yield 3.4 3.3 3.3 3.4 3.4 3.2 2.9 3.0 3.7 4.1
Distribution By Classification
US Gov't 114 113 120 137 134 118 134 145 158 158
Foreign Gov't 1.7 1.7 1.7 1.7 1.6 1.6 1.7 1.5 1.5 1.5
US State/Special Revenue 427 423 407 365 350 345 312 299 280 274
US Industrial & Misc 354 362 374 391 413 429 443 448 458 46.6
Foreign Industrial & Misc 7.5 7.4 7.7 8.5 8.0 8.7 9.0 8.9 8.7 8.4
Affiliated 1.4 1.1 0.4 0.5 0.6 0.6 0.3 0.3 0.2 0.3
Bond Portfolio Quality
NAIC-1 820 814 813 802 801 776 772 778 789 80.0
NAIC-2 136 139 145 159 156 174 176 178 170 158
Total Below Investment Grade 4.3 4.7 4.2 3.8 4.2 5.0 5.3 4.4 41 41
NAIC-3 2.0 2.2 2.2 2.0 2.1 2.6 2.7 2.2 2.0 22
NAIC-4 1.3 1.5 1.7 1.5 1.7 1.9 2.0 1.7 1.6 1.4
NAIC-5 0.9 0.8 0.3 0.3 0.3 0.5 0.4 0.4 0.5 0.4
NAIC-6 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Below Investment Grade/C&S 6.4 6.9 5.9 5.5 5.6 6.4 6.4 5.9 5.5 5.9

Source: € BESTLINKD»

Bond Portfolio Profile

* P/C bond portfolio yield reached 4.1%, a record high in over a decade.

* Credit quality improves for the third consecutive year, with allocations to NAIC-1 designated
bonds now accounting for 80% of bond portfolios.

* 'The total level of below investment grade bonds remained flat year-over-year.

¢ Although generally steady for over the last four years at around 20% of bond portfolios, there has
been a slight increase in private securities over the last decade.

* P/C insurers continue to favor and find value in residential mortgage-backed securities (RMBS)
over commercial mortgage-backed securities (CMBS). RMBS allocations account for 11.4% of the
industry’s allocations, while CMBS make up 5.0%.

* Other asset-backed securities (ABS) have held steady around 7.7% over the last four years.

¢ US industrial bonds (corporate bonds) have steadily increased over the last 10 years, rising 11.2
percentage points and making up 46.6% of bond portfolios.
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US Property/Casualty — Stock Portfolio Profile

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Total Stocks ($ billions) 343.4 363.7 422.6 402.0 503.1 541.2 664.3 599.9 670.7 622.1
Preferred Stock (%) 4.1 3.0 1.3 1.4 2.8 341 2.6 2.7 23 25
Unaffiliated Common Stock (%) 691 702 721 727 737 731 770 767 755 722
Affiliated Common Stock (%) 212 213 209 207 185 180 150 156 173 19.6
Mutual Funds (%) 5.5 5.5 5.7 5.2 4.9 5.8 5.2 3.2 2.7 3.0
Exchange Traded Funds (%) N/A N/A N/A N/A 0.1 0.1 0.1 0.1 0.1 0.1
Closed End Funds (%) N/A NA NA NA 0.0 0.0 0.0 1.6 2.1 2.6
Total Stock Yield (%) 262 272 243 295 235 212 2.09 221 207 2.00
Total Stock/C&S (%) 48.7 495 538 515 567 568 619 599 63.0 547

Stock/C&S Excluding Berkshire 359 363 398 357 376 383 413 373 389 384
Source: € BESTLINK»

Stock Portfolio Profile

* Investments in total stocks grew significantly by ~$70 billion in 2023 but then fell by ~$49 billion
in 2024.

* Unafhliated common stock allocations fell to 72.2% in 2024, mainly as a result of one company’s sale
of shares. In turn, Berkshire Hathaway accounted for 80% of the industry’s net realized capital gains.

* Stock yields, which are driven by dividends, fell in 2020 and remained low in 2021 amid economic
turbulence. They rose in 2022 as equity markets recovered but dipped again in 2023 and 2024,
especially for some large carriers.

¢ Stocks as a percentage of surplus decreased in 2024 to 54.7%, a level not seen since prior to 2019.
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Best’s Financial Strength Rating (FSR): an independent opinion of an
insurer’s financial strength and ability to meet its ongoing insurance policy
and contract obligations. An FSR is not assigned to specific insurance
policies or contracts.

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s
ability to meet its ongoing financial obligations and can be issued on either a
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality
assigned to issues that gauges the ability to meet the terms of the obligation
and can be issued on a long- or short-term basis (obligations with original
maturities generally less than one year).

Best’s National Scale Rating (NSR): a relative measure of credit-
worthiness in a specific local jurisdiction that is issued on a long-term basis
and derived exclusively by mapping the NSR from a corresponding global
ICR using a transition chart.

Rating Disclosure: Use and Limitations

A Best’s Credit Rating (BCR) is a forward-looking independent and objective
opinion regarding an insurer’s, issuer’s or financial obligation’s relative
creditworthiness. The opinion represents a comprehensive analysis consisting
of a quantitative and qualitative evaluation of balance sheet strength, operating
performance, business profile, and enterprise risk management or, where
appropriate, the specific nature and details of a security. Because a BCR is a
forward-looking opinion as of the date it is released, it cannot be considered as
a fact or guarantee of future credit quality and therefore cannot be described
as accurate or inaccurate. A BCR is a relative measure of risk that implies credit
quality and is assigned using a scale with a defined population of categories and
notches. Entities or obligations assigned the same BCR symbol developed using
the same scale, should not be viewed as completely identical in terms of credit
quality. Alternatively, they are alike in category (or notches within a category),
but given there is a prescribed progression of categories (and notches) used in
assigning the ratings of a much larger population of entities or obligations, the
categories (notches) cannot mirror the precise subtleties of risk that are inherent
within similarly rated entities or obligations. While a BCR reflects the opinion of
AM. Best Rating Services, Inc. (AM Best) of relative creditworthiness, it is not an
indicator or predictor of defined impairment or default probability with respect to
any specific insurer, issuer or financial obligation. A BCR is not investment advice,
nor should it be construed as a consulting or advisory service, as such; it is not
intended to be utilized as a recommendation to purchase, hold or terminate any
insurance policy, contract, security or any other financial obligation, nor does it
address the suitability of any particular policy or contract for a specific purpose or
purchaser. Users of a BCR should not rely on it in making any investment decision;
however, if used, the BCR must be considered as only one factor. Users must
make their own evaluation of each investment decision. A BCR opinion is provided
on an “as is” basis without any expressed or implied warranty. In addition, a BCR
may be changed, suspended or withdrawn at any time for any reason at the sole
discretion of AM Best.
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