2/11/2021

Year-End 2016 Emerging Market Exposure in the U.S. Insurance Industry

The NAIC’s Capital Markets Bureau monitors developments in the capital markets globally and
analyzes their potential impact on the investment portfolios of US insurance companies. A list of
archived Capital Markets Bureau Special Reports is available via the index
Year-End 2016 Emerging Market Exposure in the U.S. Insurance Industry
Although there is no universal deﬁnition for what constitutes emerging market countries, the
International Monetary Fund (IMF) deﬁnes non-advanced economies as emerging market and
developing economies (EM). As economic conditions change, emerging market economies can include
those that might have been considered developed markets in the past, such as Greece. Per the IMF, EM
countries are included among ﬁve regions: Asia, Europe, Latin America and the Caribbean, Middle East
and North Africa, and Sub-Saharan Africa, with the seven largest emerging market economies currently
identiﬁed as China, India, Brazil, Russia, Mexico, Indonesia and Turkey.
The U.S. insurance industry’s EM bond and unaﬃliated stock exposure with a book/adjusted carrying
value (BACV) of $46.8 billion, as of year-end 2016, has remained below 1% of U.S. insurer total cash and
invested assets. This special report updates the NAIC Capital Markets Bureau’s special report titled “U.S.
Insurance Industry Exposure to Emerging Markets,” which was published on Feb. 14, 2014. It includes
an update on U.S. insurer exposure to emerging market investments, as well as an update on the
market outlook and bond and equity performance in EM economies. Note that countries deemed to be
emerging markets may change year to year, as economies expand or shrink. Had all the countries
included in the previously published special report been included as EM countries in this NAIC Capital
Markets Bureau special report update, the total U.S. insurance industry investment in EM would have
been approximately $40 billion in BACV (versus the BACV of $46.8 billion shown in Table 1).
Current Emerging Markets Economic Conditions and Outlook
The IMF World Economic Outlook (WEO), as of October 2016, projected 2016 gross domestic product
(GDP) growth of 3.1% worldwide, which took into account the potential downside impact from the
United Kingdom (UK) exiting the European Union (Brexit). For all EM regions, the IMF forecasted GDP
growth in 2017 to be 4.6%. As with 2016, EM economies within Asia are expected to lead GDP growth in
2017, reaching 6.3%, albeit, slightly lower than its aforementioned 2016 growth. GDP growth of 1.6% in
2017 is expected in EM countries within Latin America and the Caribbean, mainly due to: 1) Brazil
exiting recession and continued improvement in commodity prices (compared to -0.6% in 2016); and 2)
Sub-Saharan Africa, with an estimated GDP growth of 2.9% in 2017, and also driven by improving
commodity prices in commodity exporting countries such as South Africa (compared to 1.4% in 2016).
Moody’s Investors Service (Moody’s) in its 2017 Sovereign Outlook, published on Nov. 14, 2016,
indicated that while oil and iron ore prices have generally recovered, other commodity prices remain
low, putting continued pressure on producer countries, such as Russia and Venezuela. GDP growth in
EM commodity importing countries, such as India and Turkey, was above 5.5% from 2014 to 2016 and is
expected to remain near that level through 2019. GDP growth in commodity exporting countries was
about 2% in 2014 and less than 1% in 2015 and 2016. GDP growth is forecasted to be at or above 2%
from 2017 through 2019, according to the World Bank Group for commodity exporters. Moody’s
https://www.naic.org/capital_markets_archive/170524.htm
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forecast of “slightly stronger growth in 2017” is mostly due to Brazil (rated Ba2, Outlook: negative),
Russia (rated Ba1, Outlook: negative) and Argentina (rated B3, Outlook: stable) exiting recession, and
not because of a broad-based acceleration in GDP growth in EM economies.
U.S. Insurer Exposure to EM Investments
Within the U.S. insurance industry’s total EM exposure, sovereign and corporate bonds accounted for
about 97% of total EM investments (or $45.6 billion), with EM unaﬃliated stocks accounting for the 3%
remainder. EM sovereign bond exposure was $13.7 billion, while corporate bonds accounted for $31.9
billion as of year-end 2016. Life companies accounted for about 86% of the U.S. insurance industry’s
total EM investments at year-end 2016.
Table 1: U.S. Insurance Industry Exposure to EM Bond and Unaﬃliated Stock Investments as of
Year-End 2016 ($ Mil. BACV)
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Mexico
Mexico was the largest EM country exposure in 2016, at 32% of total EM investments. For the one-year
period ended April 10, 2017, the value of the peso against the U.S. dollar (USD) ranged from a low of
17.05 in Q2 2016 to 22.04 in Q1 2017. The largest decline against the USD occurred from Nov. 8, 2016,
to Nov. 11, 2016, where the peso fell 14% against the USD. (See Chart 1.) Much of the volatility in the
peso came from pronouncements from President Donald Trump regarding a renegotiation of the North
American Free Trade Agreement (NAFTA) and the potential imposition of a border tax on exports from
Mexico.
Chart 1: U.S. Dollar-Peso Spot Exchange Rate May 2016 to April 2017

Mexico has a diverse economy with low reliance on commodity exports and high linkage to U.S.
economic activity. High linkage to the U.S. economy produced positive GDP growth in Mexico, while
other Latin American economies shrank in 2016. The World Bank Group and IMF have forecasted 2017
Mexico GDP growth to be 1.8%, slightly lower than the 2% 2016 estimate.
The long-term sovereign debt of Mexico is rated A3 with a Negative Outlook by Moody’s and BBB+ with
a Negative Outlook by Standard & Poor’s (S&P); a rating agency “Outlook” is an opinion on the likely
direction of a rating. Long-term ratings are assigned to obligations with an original maturity date of at
least one-year. A negative outlook indicates a possible rating downgrade within 12 months.
Chile
Chile, a leading producer of copper, experienced economic deceleration coming out of 2013 due to
depressed commodity prices in 2014 and 2015. GDP growth fell to 1.7% in 2014 from 4.2% in 2013. But
unlike the price decline in oil, the price decline in copper was shorter lived. Following declines of 12%
and 24% in 2014 and 2015, respectively, copper prices appreciated 20% in 2016. The rebound in copper
prices contributed towards GDP growth in Chile, reaching 2.9% in 2015 and 3.8% in 2016.
The political system in Chile is stable, with elections slated for November 2017. Ricardo Lagos,
presidential candidate (and former president from 2000–2006), is promising to boost GDP growth
through infrastructure spending to its previous average of 3.8% under his leadership. Meanwhile, the
current president Michelle Bachelet’s tax reform lowered tax burdens on individuals while raising the
tax burden on corporations, with the hopes of increasing consumer demand.
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The long-term sovereign debt of Chile is rated Aa3 with a Stable Outlook by Moody’s and AA- with a
Negative Outlook by S&P.
Indonesia
Indonesia accounted for the U.S. insurance industry’s third largest EM exposure at about 5% of total EM
investments at year-end 2016 (and it was the industry’s fourth largest EM exposure at year-end 2015).
Indonesia, with a population of 250 million as of 2016, is an oil exporting country, with oil and other
commodities accounting for 23% (or $34.7 billion) of its total exports in 2015. Indonesia experienced
GDP growth of 4.8% in 2015, rising to 5.1% in 2016, with projections of 5.3% in 2017. In 2014, Indonesia
implemented a ban on the export of unprocessed minerals to stimulate a domestic processing
industry; because of the increasing GDP growth, a relaxation of the ban was implemented in 2015, and
it continues into 2017. By processing these raw minerals rather than exporting them, Indonesia is able
to increase employment in the processing industry and export higher value-added commodities.
The long-term sovereign debt of Indonesia is rated Baa3 with a Positive Outlook by Moody’s and BB+
with a Positive Outlook by S&P.
China
China dropped from the ﬁfth largest exposure with a BACV of $2.3 billion at year-end 2015 to
fourteenth at year-end 2016 with a BACV of $1 billion. The decrease in BACV was mainly due to
dispositions of Chinese equity by property/casualty (P/C) insurers.
GDP growth in China slowed each year, beginning with 7.3% in 2014, down to 6.7% in 2016 and
expected 6.3% GDP growth in 2017. Divergence is evident in diﬀerent parts of the Chinese economy,
such as industrial companies, which have suﬀered large slowdowns, while service companies
experienced growth. The divergence is mainly attributed to government policies intended to lessen the
Chinese economy’s reliance on exports. The economic slowdown, followed by a weakening yuan,
resulted in $725 billion in capital outﬂows from China in 2016. By year-end 2016, outﬂows were
reduced to $900 million per month from an average of $25.8 billion per month in 2015.
The long-term sovereign debt of China is rated Aa3 with a Negative Outlook by Moody’s and AA- with a
Negative Outlook by S&P.
U.S. Insurer Exposure to EM Bonds
As of year-end 2016, U.S. insurers reported total EM bond exposure of $45.6 billion in BACV (see Table
2), 1% lower than 2015 and 5% lower than 2014. Government bonds accounted for 30%, or $13.7
billion, of total EM bond exposure, with corporate bonds accounting for the remainder.
Table 2: U.S. Insurance Industry Exposure to EM Bond as of Year-End 2016 ($ Mil. BACV)
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Corporate bond EM exposure was diversiﬁed across 10 sectors, although the top ﬁve sectors accounted
for the majority: energy (13%), consumer non-cyclical (10%), utilities (9%), communications (9%) and
ﬁnancials (8%). In comparison, energy was also the largest sector in 2015 (at 15% of total EM bond
exposure). Also as shown in Table 3, life companies accounted for the majority of the U.S. insurance
industry’s EM bond investments, at approximately 86% of total EM bonds.
Table 3: Historical EM Bond Exposure, 2014–2016 ($ Mil. BACV)

From year-end 2014 to year-end 2016, U.S. insurers reduced exposure to EM countries across all
regions as shown in Table 4. From 2014 to year-end 2015, the largest reduction in bond BACV occurred
in Latin America (5%). Year-over-year (YOY) decreases from 2015 to 2016 in the remaining regions
totaled about $463 million, mainly attributable to dispositions as amortization was $25 million and net
valuation changes (including changes in foreign exchange) were about $50 million.
Table 4: Historical EM Bond Exposure, 2014–2016 ($ Mil. BACV)
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As of year-end 2016, EM bond exposure was largely investment grade (89%) as indicated by their NAIC 1
and NAIC 2 designations, with bonds designated NAIC 2 representing about 59% of the investment
grade exposure. In comparison, in 2015, 91% of EM bond exposure was considered investment grade
based on their NAIC designations, 70% of which was Yen-denominated. Non-U.S. dollar EM bond
exposure was less than 3% of total U.S. insurer EM bond exposure at year-end 2016, which minimizes
direct currency exposure.
Top 10 EM Country Bond Exposures
Similar to year-end 2015, as of year-end 2016, Mexico remained the single largest country at $14.8
billion, or 32% of total EM bond exposure, followed by Chile at $6.5 billion. The countries that
comprised the largest 10 EM bond exposures for the U.S. insurance industry were consistent from 2013
to 2015; however, there were some changes in 2016. For example, Brazil dropped from the third largest
country to the eighth largest in terms of BACV due to dispositions and other-than-temporary
impairments (OTTI). Indonesia remained in the top ﬁve, with a relatively consistent BACV. New to the
top 10 in 2016 was Qatar at $1.6 billion, which resulted in the United Arab Emirates being removed
from the list. The BACV of the largest 10 EM bond exposures, by country, held by the U.S. insurance
industry accounted for 80% of total EM bond exposure at year-end 2016 (or about $37 billion, see Table
5), compared to 81% and 77% in 2015 and 2014, respectively.
Table 5: Largest 10 EM Bond Exposure, 2016 ($ Mil. BACV)
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About 88%, or $13 billion, of Mexico’s bond exposure was in corporate bonds, with the remainder, or
$1.8 billion, in government bonds. American Movil (Telecommunications; A2, Moody’s) was the single
largest issuer exposure at $2.1 billion (or 14% of Mexico exposure) as of year-end 2016.
Proﬁle of the Top Five EM Country Bond Exposures
For the ﬁve EM countries with the largest bond exposures (in terms of BACV) the IMF forecasts an
average 2.8% GDP growth rate in 2017 (see Table 6), with Indonesia expected to be the growth leader.
Table 6: Proﬁle of Five EM Bond Exposures, As of October 2016
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Source: S&P/Moody’s/Fitch, CIA World Factbook, IMF. *GDP as of 2015.
Historical Emerging Market Bond Performance
The Bloomberg USD Emerging Market Sovereign Bond Index (BEMS), an index consisting of USD ﬁxedrate securities of sovereign issuers in emerging markets, fell sharply from an index level of about 164.2
on Nov. 8, 2016, to about 154.9 on Nov. 11, 2016. The decline was due to concerns about trade and
import controls on EM countries resulting from the U.S. presidential election. BEMS has since
rebounded to 164.7 on Apr. 10, 2017 (see Chart 2.) Despite this trend, as of Apr. 10, 2017, year-to-date
(YTD) BEMS return was 3.8%, with a 12-month return of 7.49%. In 2016, the BEMS rose 10% following a
ﬂat 2015. The increase in BEMS returns was mostly driven by investors seeking higher yields, thereby
driving up prices, versus the low comparable yields from developed economies at that time.

Chart 2: Bloomberg USD Emerging Market Sovereign Bond Index Level (One-Year Ended April 10,
2017)

The movement for EM corporate bonds was not as drastic as experienced with sovereign bonds, as the
Bloomberg USD Emerging Market Corporate Bond Index (BEMC), an index consisting of USD ﬁxed-rate
securities of corporate issuers in emerging markets, fell 3% to 151.2 on Nov. 14, 2016, from 156.3 on
Nov. 8, 2016. As of April 10, 2017, the BEMC was at 159.6, with a YTD return of 3.85% and a 12-month
return of 10.29% (see Chart 3) compared to the Bloomberg Barclays U.S. Corporate Total Return Index
(an index of U.S. investment grade, ﬁxed-rate, taxable corporate bonds) with a YTD of 1.61% and a 12month return of 3.11%. The directional movement of BEMC mimicked BEMS, rising 12% in 2016, but ﬂat
in 2015. EM bond performance, as demonstrated by the BEMC, was mainly driven by low U.S. interest
rates making EM bonds more attractive given the higher yields, among other factors such as the rally in
the value of EM currencies following a post-U.S. election decline.
Chart 3: Bloomberg USD Emerging Market Corporate Bond Index Level (One-Year Ended April 10,
2017)
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U.S. Insurer Exposure to EM Unaﬃliated Stock
As of year-end 2016, the BACV of U.S. insurer exposure to EM unaﬃliated stock was $1.2 billion, or 3%
of total U.S. insurer EM investments (see Table 7.) China accounted for 63% of the total at about $752
million compared to 79%, or about $2 billion in 2015. The second largest EM unaﬃliated stock exposure
was in Greece for $150 million. At year-end 2016, the largest ﬁve EM countries’ unaﬃliated stock
exposures accounted for 88% of total EM unaﬃliated stock exposure, which was down from 95% at
year-end 2015 due mainly to year-over-year dispositions.
Table 7: EM Unaﬃliated stock Exposure by Country, 2016 ($ Mil. BACV)
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At year-end 2016, P/C insurers held 73% of the reported BACV in EM unaﬃliated stock. Although 10
sectors comprised the U.S. insurance industry’s EM unaﬃliated stock exposure, more than threequarters (68%) was concentrated in the ﬁnancial sector.
Historical Emerging Market Equity Performance
As of Apr. 10, 2017, the MSCI Emerging Market Index, which measures large and mid-cap unaﬃliated
stock across emerging and developing countries, returned 11.1% YTD and 16.26% for the preceding 52
weeks, with a dividend yield of 2.41%. In 2016, the MSCI return increased to 11.2% following a -14.9%
return in 2015. In comparison, the S&P 500 Index lags the MSCI thus far in 2017, by 6.09 points, at
about 5.01% total return as of Apr. 10, 2017. From 2008 to 2016, EM unaﬃliated stock returns were
more volatile than U.S. unaﬃliated stock returns, with a standard deviation of about 35% and 20%,
respectively. Note that the BACV of U.S. insurance industry exposure to EM unaﬃliated stock is a
substantially small portion of overall unaﬃliated stock exposure.
Summary
https://www.naic.org/capital_markets_archive/170524.htm
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As of year-end 2016, U.S. insurers’ total EM exposure decreased by about $1.7 billion from year-end
2015 to $46.8 billion. While geopolitical and economic volatility continues in many EM countries, the
overall U.S. insurance industry’s exposure to EM investments remained at less than 1% of total cash
and invested assets as of year-end 2016. Exposure to EM bonds (97% of U.S. insurers’ total EM
investments) decreased slightly in terms of BACV from 2015 to 2016, with Mexico continuing to
maintain the largest EM country bond exposure at about $14.8 billion (or 32% of total EM bonds).
Positive worldwide economic growth and a continued rebound in commodity prices beneﬁt EM
countries, especially commodity exporters. While Mexico accounts for about one-third of EM bond
exposure, a diverse economy, high correlation to the U.S. economy and low reliance on commodities
mitigates any potential risk.
According to the IMF, as of October 2016, worldwide GDP of 3.4% is forecasted for 2017, with the
advanced economies contributing 1.8% GDP and EM economies contributing 4.6% GDP. The 2017
increase in worldwide GDP is 30 basis points (bps) higher than the 3.1% estimated for 2016. Worldwide
growth, however, will eventually result in less accommodative monetary policies, pushing up rates in
developed markets and potentially resulting in investment outﬂows from EM countries.
The NAIC Capital Markets Bureau will continue to monitor the U.S. insurance industry’s EM exposure, as well
as developments within the aforementioned countries that could aﬀect these exposures; we will provide
updates as deemed appropriate.
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Questions and comments are always welcome. Please contact the Capital Markets Bureau at
CapitalMarkets@naic.org.
The views expressed in this publication do not necessarily represent the views of NAIC, its oﬃcers or
members. NO WARRANTY IS MADE, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
https://www.naic.org/capital_markets_archive/170524.htm
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COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY OPINION OR
INFORMATION GIVEN OR MADE IN THIS PUBLICATION.
© 1990 – 2018 National Association of Insurance Commissioners. All rights reserved.
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