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U.S. Insurance Industry Exposure to Emerging Markets 
Over the past several weeks, the status of emerging markets investments has become topical. 
Since year-end 2013, emerging markets stock indices are down 6.39% and bond indices are up 
0.65%. This trend contrasts relative to U.S. market indices. In this same time period, the U.S. 
Standard & Poor’s 500 Index (S&P 500) is down 2.78% and corporate investment grade bond 
indices are up 1.6%. A significant outflow from mutual funds dedicated to emerging markets has 
also occurred, contributing to downward pressure on prices. Outflows from emerging markets 
equity funds in the first few weeks of 2014 have been estimated at $18.6 billion, compared with 
$15.3 billion for all of 2013. For emerging markets bond funds, the outflow has been $6.6 billion 
and $14.0 billion, respectively, for 2014 and 2013. 
Weakness within this asset class has been attributed to different factors, some more 
pronounced than others. One factor is the current thinking on strength in the Chinese economy, 
although its gross domestic product (GDP) has been decreasing. A second factor is the ending 
or tapering of accommodative economic policies that have kept interest rates low, generally 
around the world. Low interest rates have had a dual impact on emerging markets. First, they 
have allowed for significant spending, and perhaps overspending, in these economies, leading 
to artificially inflated growth numbers. Second, many investors had reallocated their investment 
strategies into emerging markets stocks and bonds in a search of yield to offset low investment 
rates in the U.S. and the other developed countries. As interest rates rise in developed nations, 
including the U.S., market demand for more volatile assets will wane. 
Exposure of the U.S. Insurance Industry to Emerging Markets 
The U.S. insurance industry’s exposure to emerging markets is not large relative to overall 
admitted assets, yet it is also not insignificant. As of year-end 2012, the industry held a total of 
$38.4 billion book/adjusted carrying value (BACV) in emerging markets debt and equity. The 
U.S. insurance industry’s exposure to non-U.S. domiciled companies was last reported in a Jan. 
3, 2013, Capital Markets Bureau Special Report titled, “Foreign Exposure in the U.S. Insurance 
Industry – Update,” where total non-U.S. investments, as of year-end 2012, was reported at 
$678 billion in BACV, or roughly 12.5% of admitted assets. Of that total, a large proportion 
consists of bond and common stock investments in developed countries such as Canada ($128 
billion), Australia ($59 billion), the United Kingdom ($109 billion), France ($32 billion) and 
Germany ($12 billion). Another significant exposure consists of investments in certain countries 
given the tax treatment of structured securities. These include primarily Bermuda and the 
Cayman Islands, totaling $80 billion. 
While there is no universally accepted definition of what constitutes an emerging market 
country, generally, emerging markets are those countries that have some of the characteristics 
of a developed market, but not all of them. They are countries with low-to-middle per capita 
income as measured by the World Bank, and are usually considered to be in a transitional 
phase toward developed market (i.e., industrialized) status. Emerging markets countries include 
those that might have been considered developed markets in the past. Greece, for example, 
was once considered a developed market, but is now included on some lists of emerging 
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markets. The lists of emerging markets countries vary among constituents. The seven largest 
economies among all of the emerging markets lists are China, India, Brazil, Russia, Mexico, 
Indonesia and Turkey. Based on the list of emerging markets countries as defined by the 
International Monetary Fund (IMF), which includes 25 countries, the U.S. insurance industry’s 
exposure to emerging markets investments as of year-end 2012 is shown in Table 1. 
Table 1: U.S. Insurance Industry Exposure to Emerging Markets as of Year-End 2012 

 
The total exposure of $38.4 billion was approximately 0.7% of the industry’s total admitted 
assets. The U.S. insurance industry’s exposure to emerging markets is almost exclusively in 
bonds (99.8%) and heavily weighted to government issues (i.e., sovereigns) (27.8%). Exposure 
to emerging markets investments is larger, and higher as a percentage of admitted assets, for 
life companies than for the other insurer types. Table 2 below shows the 10 largest emerging 
markets country exposures for life companies. 
Table 2: 10 Largest Emerging Market Country Exposures for Life Industry – Year-End 
2012 



 
Investing in emerging markets — both in the sovereign debt of those countries, as well as in 
corporate bonds and common stocks — entails some additional risk compared to investing in 
similar instruments of developed countries. Emerging markets economies, while often 
demonstrating strong growth, can be less predictable. Market values of investments are often 
more volatile. Currency fluctuations can create issues, even with investments that are U.S. 
dollar-denominated. Credit ratings by nationally recognized statistical rating organizations 
(NRSROs) are generally lower. On the other hand, expected yields tend to be higher, reflecting 
these additional risks, and the investments can add an extra layer of diversification in the 
investor’s portfolio. 
Table 3 below lists the 10 largest emerging markets exposures within the industry as of year-
end 2012. Notable is the fact that five of the top 10 are sovereign debt issues. Also, the credit 
quality of all issuers on the list is investment grade, although many are at the lower end of the 
spectrum. 
Table 3: 10 Largest Industry Emerging Market Exposures (by Issuer) 

 
A major driver of market volatility is expectations for economic growth. Given the size of its 
economy ($8,358,400 million in GDP) and growth in recent years, China has been an important 
influence in global markets. In 2013, growth in GDP was 7.7%, compared with 9.3% in 2012 and 
recent forecasts of 7.4% for 2014. While China’s economic growth is still stronger than most 
other countries (including the U.S.), the declining GDP has caused concern, given China’s 
impact on the global economy. In particular, this is true for other emerging market countries 
where China is a major trading partner. A profile of the economies for the five largest emerging 
markets country exposures in the U.S. insurance industry as of year-end 2012 is detailed in 
Table 4. 
Table 4: Profile of 5 Largest Emerging Market Countries (in the U.S. Insurance Industry) 



 
Historical Performance of Emerging Markets Investments 
While nearly all of the U.S. insurance industry’s investments in emerging markets are in bonds, 
the most-often quoted statistics for emerging markets performance are in common stock 
investments. Table 5 shows an index-level comparison between the MSCI Emerging Markets 
Index and the S&P 500, along with the changes in the annual index levels between 1999 and 
2013. 
Table 5: Equity Market Indices 

 
Over this time period, the MSCI Emerging Markets Index had a compound annual change of 
9.9% with a standard deviation of 34.8%. In comparison, the S&P 500 had a compound annual 
change of 2.8% and a standard deviation of 19.3%. Since 1998, emerging markets equities 
have been more volatile but have also generated a higher compound annual gain. 
A similar comparison can be made for bond investments. Emerging markets investments 
include investment grade bonds and below investment grade bonds. Table 6 below compares 
the JP Morgan Emerging Markets Bond Index (JP Morgan EMBI) with the U.S. Investment 
Grade Index and the U.S. High Yield Bond Index. 
Table 6: Bond Market Indices Comparison – Emerging Markets vs. U.S. Investment Grade 
Index and U.S. High Yield Index 



 
The JP Morgan EMBI grew at an annual compound rate of 10.9% for 1998 to 2013, with a 
standard deviation of 11.8%. The U.S. Investment Grade Bond Index grew at a rate of 5.3% 
with a standard deviation of 3.7%, and the U.S. High Yield Bond Index grew at a rate of 7.3% 
with a standard deviation of 17.2% 
Recent Performance of Emerging Markets Investments 
The decline of emerging markets indices began in October 2013. As of Feb. 7, 2014, emerging 
markets equities are down 9.9% since the end of October after recovering from a steep 16% 
drop between mid- May 2013 and the end of June 2013. During this same period, the S&P 500 
has increased 2.3%. With respect to bonds, the JP Morgan EMBI is down 0.89% since the end 
of October, while the U.S. Investment Grade Bond Index increased 0.6%, and the U.S. High 
Yield Bond Index increased 1.9%. 
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Currency Fluctuations 
The U.S. insurance industry’s exposure to non-U.S. dollar denominated investments is small, as 
discussed in a May 6, 2011, Capital Markets Bureau Special Report titled, “Foreign Currency 
Exposure of U.S. Insurance Company Investments,” as well as a Feb. 14, 2012, update focused 
specifically on euro-denominated investments titled, “Implications of the Financial Turmoil in 
Europe on Currency Exposure.” While direct exposure to currency risk is limited, strength or 
weakness in a country’s currency relative to the U.S. dollar is often viewed as a measure of 
potential volatility for investments in that country. 
The charts below show the exchange rates between the respective currencies and the U.S. 
dollar for the approximately 13 months ended Feb. 7, 2014. In the case of the Mexican peso, 
the Brazilian real and the Chilean peso, the currencies weakened during this time period. On a 
cursory level, the weakening currencies suggest diminishing confidence in those economies 
relative to the U.S. economy. On the other hand, the increase in the Chinese renminbi 
represents the continuation of a gradual trend in the official exchange rate since 2010. 
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Conclusion 
Not surprising, emerging markets investments display greater volatility than markets in 
developed nations, particularly with respect to equities. U.S. insurance industry exposure to 
emerging markets is not insignificant, but is also immaterial. It is dominated by bonds, including 
both sovereign and corporate debt. For sovereign debt, market value volatility is less of a 
concern, especially for regulated entities that have appropriately managed their liquidity needs. 
Pressure on emerging markets investments is expected to continue through 2014 based on 
expectations of continued slowing growth in China, rising interest rates globally, and softening in 
commodities prices on which many emerging markets countries are dependent. 



 



 



 
Questions and comments are always welcomed. 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, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY 
PARTICULAR PURPOSE OF ANY OPINION OR INFORMATION GIVEN OR MADE IN THIS 
PUBLICATION. 
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