
FIXED INDEXED ANNUITIES IN VOLATILE TIMES 

THIS IS AN INTERNAL PIECE FROM MARKET SYNERGY GROUP TO ITS PARTNER IMOS. IT IS INTENDED ONLY FOR IMO USE WITH THEIR ADVISORS. NOT FOR CLIENT 
USE. 
Index annuities are not a direct investment in the stock market. They are long-term insurance products with guarantees backed by the claims-paying ability of the 
issuing insurance company. They provide the potential for interest to be credited based in part on the performance of the specified index, without the risk of loss of 
premium due to market downturns or fluctuations. Index annuities may not be suitable or appropriate for all individuals. 
This material is general in nature, was developed for educational use only, and is not intended to provide financial, legal, fiduciary, accounting or tax advice, nor is it 
intended to make any recommendations. Applicable laws and regulations are complex and subject to change. Please consult with your financial professional 
regarding your situation. For legal, accounting or tax advice, consult the appropriate professional. 

 

1. Given all the recent news about banks, what are some of the fundamental differences are between 
banks and insurance companies in terms of the products they offer and the risks those products create? 

a. Bank deposits can be withdrawn at any �me but may be invested in long-dated bonds. As 
interest rates have climbed, those long-dated bonds have lost value and, if there are enough 
withdrawals, the long-dated bonds may need to be sold at a substan�al loss. Insurance products, 
par�cularly FIAs, are long-dated and due to a combina�on of surrender charges and MVAs, have 
strong incen�ves for policyholders to hold onto for a substan�al por�on of their no-surrender 
period.  Insurers generally hold long-dated bonds, with maturi�es that roughly align with that of 
their policies, avoiding the asset-liability mismatch some banks may face. 

2. We know that not only on the proprietary indices, but even on widely traded strategies insurers work 
with banks for the risk management of these products. How does that rela�onship work and what sort 
of risks and obliga�ons are commonly transferred. What happens if a bank is losing money? 

a. Insurers issue products in which they provide credi�ng which o�en takes the form of periodic 
op�ons on an index. Insurers decide what they hedge and how, but it is common for an insurer 
to trade deriva�ves with large investment banks to hedge the market risk associated with the 
credi�ng in their policies. In these hedges, the bank commits to paying the insurer in a formulaic 
manner. Banks have a few ways in which to mi�gate their own risk, but regardless of it they 
make or lose money in their hedging ac�vity, they pay the insurer the formulaic amount. Banks 
and insurers o�en exchange collateral to mi�gate the credit / default risk between them. Similar 
to how banks do not pass on their hedging gains and losses, if an insurer gains/loses as a result of 
their own policy-hedging ac�vity that is generally not passed on to the policyholder. 

3. With all the news on banks and the prevalence of bank indices in FIAs, what’s that mean for these 
strategies? What does an index being a ‘bank index’ really mean?  

a. The indices in FIAs are generally systema�c and rules based, whether sponsored by a major index 
provider, investment bank or asset manager. The Index Sponsor is responsible for administering 
and calcula�ng (or hiring a calcula�on agent) for the strategy. Index sponsors generally have very 
limited discre�on that only is exercised in excep�onal circumstances. Indices provide exposure to 
specific assets that they describe (o�en major ETFs, broad-based indices, futures contracts), they 
don’t doesn’t create market exposure to the sponsoring bank or its debt, nor is the index a 
deposit with the bank or asset manager.   

4. Are there other points of connec�vity between these banks and insurers? 
a. Insurers generally have diversified fixed income por�olios in their general account, though these 

may contain regional bank debt. 
5. With more vola�lity in interest rates and equi�es what does sort of impact can that have on new 

business and renewals? 
a. Lower interest rates will be par�cularly impac�ul on new business rates. The recent increase in 

implied vola�lity will impact S&P 500 rates both for renewals and new business, whereas 
proprietary indices (with vola�lity control features) are a bit more resilient and more consistently 
priced. 

6. With the variety of index op�ons out there, is there anything about this environment that you want to 
men�on? 

a. Beyond the general benefits of diversifica�on, from a posi�oning perspec�ve if clients are now 
concerned about falling interest rates, that risk can actually be a benefit for mul�-asset vola�lity-
controlled strategies as rates going down generally help the performance of the fixed income 
por�on of mul�-asset indices. 

 


