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“We just had the biggest
fixed annuity sales month
we've ever had, at the lowest
interest  rates in  our
company’s  history. It's
incredible, but true!”

I've been hearing that
comment a lot over the past
couple of months from an
assortment  of  insurance
company executives.

From my vantage point,
there are two primary reasons
for fixed annuity sales being
so hot:

1) The largest increases
are coming from CD type
annuities, where the rate
guaranteed period matches
the length of the surrender
penalty period.

In the past couple of years,
companies that saw the future
developed CD type annuities.
These turned out to be the
right product at the right time.
They are “right,” because
today’s clients and agents are
trusting insurers less and less
to pay a‘fair’ floating interest
rate.  Through experience,
they've learned that renewal
rates on traditional designs
don't generally float up, only
down. That's why CD type
annuities are pushing annuity
sales up.

2) Fear is driving money
to guaranteed safe
investments.

A lot of people have lost
al the money in the market
they care to lose and are
moving their money to where
they can earn a guaranteed
return without risk.

For example, a lady
recently came to my office
and said, “1 invested $80,000
with my stockbroker two
years ago and he made it
grow al the way to $50,000.
It may not be his fault, but

I’m having bad dreams about
him making it grow to
$30,000. At my age, | can't
afford to lose any more
money. Can you invest my
money for me and guarantee
a good rate and my money be
safe?’

In one form or ancther, |
hear those comments every
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financial world media, people
are discovering that “boring”
fixed annuities are safe and
pay higher rates than CDs,
Treasury Bonds, and the like.

As one of my clients told
me, “Y ou know, my annuities
aren't sexy and they aren’'t as
much fun to talk about at the
country club, but every night
when | go to bed, | know that
my annuities are earning
interest, and | will wake up
richer than | was the day
before. | just love ‘em!”

In the past, FA sales have
plummeted when rates fell
below 6%. But, that hasn't

they shop for the best rates
available.
Asaresult, we sell alot of

FAs paying 3% to 4%
without any surrender
charges. Huge sums of

money are moving from
money market accounts into
these new “liquid flexible”
annuities while they wait for
rates to go up.

The public wants CD type
annuities  while  insurers
prefer floating rate annuities.
That’ sthe Catch-22.

The dilemma for insurers
is that CD type annuities
require higher reserving than

non-guaranteed rate annuities
and therefore limits the
amount of premium that a
company can write. Also, by
guaranteeing the rate, the
company cannot afford to
make a mistake in setting the
rate [making their spreads],
nor can they afford to buy
bonds that are caled or

downgraded.
These two investment
problems have led to a

ceasing of FA production at
several companies and/or A.
M. Best downgrades in the

last two months. | don't
know how some insurers
have avoided these
investment issues, but a

handful have consistently had
higher rates and commissions
for CD Type annuities than
most other companies.

The CD annuity is great
for the buyer, but has more
risk for the insurance
company. With rates below
5%, most reinsurers are not
willing to coinsure these FAS
because the smal margin
between current rates and the
3% guaranteed floor is too
risky. Therefore, smaller
companies that have less
capital are redtricted in the
amount of CD annuities they
can write, if they want to
keep their Best ratings.

Regardless of how you
feel about CD type versus
floating rate annuities, there
is a huge opportunity for
agents and companies to
utilize their marketing skills
to meet market demand for
safe money havens.

Money, like water, may sit
still for a while, but it will
eventually move. Areyou in
the right position to catch all
you can?Em



