
 

 

US Life & Annuity 
Market 
Challenges  

US Life Insurers are investigating 

new strategies for growth and 

profitability of their annuity 

products  

Current financial market volatility and an 

extremely low interest rate environment are 

presenting unique challenges to the US Life and 

Annuity industry.  Low interest rates are not 

new; there has been a declining trend for 

several years.  And, the Fed’s most recent 

forecast is for interest rates to remain close to 

zero for at least the next couple years. Macro-

economic forces and the current pandemic are 

weakening demand for some annuity products, 

and certainly putting pressure on profitability 

metrics.  Competitive pressures have also led to 

a smaller percentage of writers controlling a 

larger market share for certain product lines.   

 

Companies of all sizes are experiencing: 

■ Weakening demand for certain fixed 

deferred and fixed indexed annuity products   

■ An overall decrease in product profitability 

due to the low rate environment and 

competitive pressures 

■ Limited availability of higher-yielding, quality 

assets to support liabilities 

■ Demand from distribution and consumers for 

products with guarantees  

■ Overall negative impacts to capital and 

surplus. 

The uncertainty of the market presents 

challenged US life companies with more 

questions than answers:  

■ Assume more investment risk to obtain the 

necessary yield? 

■ Reallocate capital to support reserves or 

new product development?  

■ Sell products at a loss, and wait for rates 

and/or credit spreads to improve? 

■ Divest or runoff unprofitable lines? 

■ How to put together a compelling value 

proposition to maintain distribution 

connectivity and increase sales, while still 

meeting return targets? 

These companies may be wondering how the 

top life insurers maintain their market 

advantage, especially for interest-sensitive 

product lines.  Several US life insurers use 

reinsurance to help support their new business 

sales, improve competitiveness, and increase 

returns.  

The reinsurance market supporting new 

business flow transactions is active and growing 

with newer entrants that specialize in asset-

intensive product lines. Despite the current 

economic environment, reinsurers have 

maintained a strong appetite for annuity 

products.  

An annuity writer can achieve several benefits 

via an appropriately structured reinsurance 

arrangement: 

■ Improved product competitiveness  

■ Enhanced return metrics (IRR, ROC, ROE) 

■ Long-term sales and revenue growth 

■ Positive capital generation 

Establishing a relationship with a reinsurance 

partner to support new business goes beyond 

simple risk-sharing.  A direct writer can gain 
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access to new investment expertise and product 

development aid.  A reinsurer’s investment 

management strategy can be leveraged to 

access a broader range of asset classes.  In 

addition, the reinsurer can likely perform product 

related hedging to support index crediting.  

If appropriately structured, new business 

reinsurance arrangements can be established in 

a manner to minimize counterparty exposure.  

The reinsurance partnership agreement can be 

put in place for select product lines, for a quota 

share percentage of new business sales, and 

can have predetermined metrics and limitations 

that allow the business relationship to be 

modified by the ceding company over time.  In 

this way, it allows a life company to test the 

waters before materially expanding the 

reinsurance arrangement if proven successful.   

Reinsurance solutions should be developed via 

sound quantitative and qualitative analysis 

based upon strong knowledge of the markets, 

appropriate impact evaluation, modeling 

expertise, and a seasoned execution team. 

Guidance from an experienced advisor can 

make the process more efficient and improve 

overall financial results while minimizing 

transaction risks.   

 

 

Below is a sample case study that illustrates the 

potential value derived from a reinsurance 

relationship.  Every reinsurer draws on unique 

strengths which may include investment 

expertise, tax strategies, and an efficient capital 

structure. 

An advisor works diligently to ensure the 

reinsurance solution addresses the client’s 

needs.  Insurers who are deeply involved 

throughout the placement process are able to 

expect a solution designed to meet key financial 

objectives and ERM requirements.  These 

solutions are dynamic strategies to improve 

earnings, return metrics, and long-term growth 

objectives. 

Our team would like to hear more about the 

specific challenges your company is facing and 

share strategies that can help your company 

survive and thrive.   
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