
 

 

 

Providing Insurance Members Liquidity  
Helping Insurers Stay Fully Invested 

 

Inves�ng profitably, while s�ll having access to liquidity when needed, is an ongoing challenge for 
insurance companies.   Life insurers manage their cash flows �ghtly and keep cash holdings to a 
minimum in normal �mes. Excess cash holdings are wasteful to life insurers because most of their 
liabili�es are long term with predictable cash flows. Property Casualty and Health insurers have pressure 
to have liquidity on-hand due to poten�al unpredictable cash flows but need to maximize earnings.  
During periods of rising rates, op�mal sources of liquidity do not come from security sales.  Having 
access to reliable liquidity sources, the ability to pledge a variety of investment types, and staying fully 
invested is a benefit of having FHLBank membership.  

In normal �mes, the life insurance industry manages its cash flows �ghtly.  A FEDS Notes, August 23, 
2022, “How Do U.S. Life Insurers Manage Liquidity in Times of Stress?” piece reviewed liquidity sources 
for life insurance companies, including their use of FHLBank advances.  Despite holding more than $5 
trillion in assets, cash holdings are typically around $100 billion, or only about 2 percent of life insurers' 
general account assets. By comparison, commercial banks' cash holdings are typically about 15 percent 
of their total assets. Life insurers minimize their cash holdings because of the long-term nature of their 
liabili�es. The average dura�on of their liabili�es is around 20 years. Thus, the opportunity cost of 
holding cash is especially high for life insurers.1 

 

 

Why do insurers use FHLBank funding instead of selling securi�es?  

 
1 Fed Notes 

https://www.federalreserve.gov/econres/notes/feds-notes/how-do-us-life-insurers-manage-liquidity-in-times-of-stress-20220823.html
https://www.federalreserve.gov/econres/notes/feds-notes/how-do-us-life-insurers-manage-liquidity-in-times-of-stress-20220823.html


Based on the current FHLBank Indianapolis Credit Policy2, members the ability to access funds by pos�ng 
a wide variety of poten�al collateral.  This allows access to liquidity without selling income-earning 
securi�es or selling at a loss. Below is a lis�ng of current haircuts provided on a variety of eligible 
collateral. Insurance members would be pos�ng under Physical Possession but would have op�ons 
related to whether securi�es are safekept at the FHLBank Indianapolis or at eligible third-party 
custodians.    

 

 
 

 
2 Based on FHLBI Credit Policy as of September 2022.  The current Credit Policy and Collateral Procedures & 
Selec�on Criteria should be referred to for addi�onal eligibility requirements. 



 
 
 
 
For insurers, the primary benefit of FHLBank Indianapolis membership is ready access to low-cost funds. 
Members can quickly access a variety of funding op�ons. Since insurers tend to be rich in eligible 
collateral (Treasuries, Agencies, MBS, CMOs, and mortgage loans), FHLBank Indianapolis borrowing 
capacity can be a powerful tool for managing liquidity, risk and profitability.  
 
Specific membership benefits include: 

• reducing cash and short-term liquidity balances 
• remaining fully invested and picking up addi�onal investment income 
• reducing dependence and cost of exis�ng liquidity 
• op�ons by gaining access to highly reliable FHLBank Indianapolis funding 
• confidently managing unexpected cash flow disloca�ons and catastrophic liquidity events, 

such as 9/11 and Hurricane Katrina 
• prudently inves�ng in higher yielding, less liquid assets 
• engaging in matched leverage trades to enhance investment income and u�lizing excess 

capacity 
 
FHLBank Indianapolis access to capital markets allows for a great deal of customiza�on. Terms typically 
range from overnight to 10 years (20 years for Community Investment Program advances) and can be 
either fixed or floa�ng rate. Structures that amor�ze or contain embedded op�ons are also available. 
Finally, FHLBank Indianapolis funding can be classified as borrowings or, in some cases, as deposits 
structured as funding agreements. 
 

For additional information on the FHLBank Indianapolis funding, contact FHLBank 
Indianapolis Advances Desk at 800.442.2568 or creditdesk@fhlbi.com. 
 

This article has been presented for educational purposes only and is not a commitment to lend. FHLBank Indianapolis is not a 
financial or investment advisor. It is solely the reader’s responsibility to evaluate the risk and merits of any funding strategy or 
business proposal. Additional terms and conditions are set forth in the FHLBank Indianapolis Credit Policy and your Advances, 
Pledge and Security Agreement. 
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