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Foreign Exposure in the U.S. Insurance Industry – Update 
On October 14, 2011, the Capital Markets Bureau published a Special Report titled, “Foreign 
Exposure in the Insurance Industry,” which provided an overview of the U.S. insurance 
industry’s exposure to foreign entities as of June 30, 2011, with a particular focus on the 
European Union (EU). Since then, the capital markets have continued to experience volatility 
due to a slow economic recovery within the United States and the ongoing debt crisis in Europe. 
This special report is an update to the aforementioned published report, focusing on foreign 
exposure within the U.S. insurance industry as of June 30, 2012. 
As of June 30, 2012, the U.S. insurance industry had $642.2 billion in total direct foreign 
exposure on a book/adjusted carrying value (BACV) basis, representing 12.3% of insurers’ total 
cash and invested assets. These foreign holdings include investments in bonds, common stock, 
preferred stock and replications. Furthermore, approximately $131.0 billion (or 20%) of these 
foreign holdings were denominated in a foreign currency. 
Foreign exposure is defined as any entity that is domiciled outside of the United States. It 
excludes some of the structured securities that are technically domiciled in foreign countries 
(such as Bermuda, Cayman Islands and Ireland) for legal and tax reasons, but where there is 
no obvious exposure to the economy of the respective country. Other structured securities 
where the disconnect is not so apparent are included. 
The bulk of the industry’s foreign investments were in bonds, at $608.5 billion (or 94.8%) of total 
exposure as of June 30, 2012. This represents a $31.5 billion (or 5.5%) increase since the 
second quarter of 2011, mostly within the life industry.  Life companies accounted for the 
majority (80.6%) of total foreign bond exposure. Common stock holdings decreased from the 
second quarter of 2011 by 30.1% to $30.6 billion as of June 30, 2012, with the most notable 
decrease occurring within the life industry. Preferred stock holdings decreased by $0.7 billion (or 
23.3%) to $2.2 billion. Overall, total foreign exposure increased by $17.8 billion (or 2.9%) from 
June 30, 2011. 
Total Foreign Exposure by Insurer and Asset Type as of June 30, 2012

*Replication exposure is as of Dec. 31, 2011. 
Foreign Bond Exposure 
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The table below shows a breakdown of the insurance industry’s foreign bond exposure across 
three categories: financial institutions, sovereign and “other.” The sovereign debt crisis in 
Europe persists, as does concern over financial institutions worldwide, especially in the 
Eurozone.  The “other” category primarily includes corporate credits other than financial 
institutions and structured finance. 
Total Foreign Bond Exposure by Category as of June 30, 2012

*OTTI (other-than-temporary impairments) represents the sum of year-end 2011 OTTI, plus 
OTTI resulting from dispositions in the first two quarters of 2012. 
Most of the industry’s total foreign bond exposure (slightly more than 70%) was in securities not 
related to foreign financial institutions or sovereigns. The industry’s investment in foreign 
financial companies decreased by $19.0 billion (or 16.4%) to $96.3 billion from June 30, 2011, 
to June 30, 2012, primarily because insurers disposed a large portion ($10.8 billion) of their 
exposure to European financial entities. By definition, dispositions include bonds sold, 
redeemed, matured and amortized. The total decrease in financial exposure included $3 billion 
of matured debt and $1.1 billion of realized losses recorded as other-than-temporary 
impairments (OTTI), half of which are Eurozone-related. 
The industry’s overall sovereign debt exposure decreased by $8.8 billion (or 9.8%) to $81.7 
billion since June 30, 2011. Most of the dispositions were in bonds of non-EU countries, the 
largest of which comprised Japanese and Australian sovereign debt. Exposure to the “other” 
bond category, which is not financial or sovereign, increased by $59.3 billion (or 16.0%) to 
$430.5 billion and mostly includes exposure to larger, more stable countries. 
With respect to the insurance industry’s OTTI, which were recorded as a realized loss, insurers 
primarily wrote down their foreign holdings in the financial and sovereign categories. Almost all 
of the sovereign write-downs were from Greek sovereign debt, primarily as a result of a debt 
restructuring package. 
Largest Foreign Country Bond Exposures 
As of June 30, 2012, insurers’ largest 10 foreign bond country exposures totaled $480.2 billion 
(or 78.9%) of total foreign bonds, representing an increase of 5.7% from $454.5 billion as of the 
second quarter of 2011. The top 10 exposures consisted of the same countries as in the 
previous year, and included five EU countries, but none that have been financially distressed. In 
comparison to the second quarter of 2011, exposure to France increased the most on a 
percentage basis (by $3.0 billion). Other noteworthy increases were investments in Canada 
($8.7 billion), the United Kingdom ($8.6 billion), Cayman Islands ($4.3 billion), the Netherlands 
($3.6 billion) and Australia ($2.75 billion). Conversely, the insurance industry reduced its 
exposure to Japan by $3.2 billion and to Germany by $2.4 billion. 



Top 10 Foreign Bond Exposures by Country as of June 30, 2012

 
Overall, our data shows that the insurance industry’s concentration of foreign investments are in 
larger and relatively “safe” countries, six of which have the highest quality long-term sovereign 
debt ratings (i.e., AAA/Aaa) from the three major nationally recognized statistical ratings 
organizations (NRSROs). The remaining four countries that comprise the industry’s largest 10 
foreign exposures have high-quality long-term sovereign debt ratings in the AA category. Note 
that two of the countries had their long-term sovereign debt ratings lowered in 2012. In May 
2012, Japan’s long-term sovereign debt rating was lowered from AA to A+ with a negative 
outlook by Fitch Ratings, due in part to growing risk from the country’s rising public debt ratios. 
In January 2012, France’s sovereign debt rating was lowered from AAA to AA+ by Standard & 
Poor’s (S&P), which cited the impact of deepening political, financial and monetary problems 
within the Eurozone, with which France is closely integrated. This was followed by a downgrade 
in November 2012 from Aaa to Aa1 with a negative outlook by Moody’s Investors Service 
(Moody’s), which cited an uncertain fiscal outlook and a weakening economy. 
Exposure to Cayman Islands and Bermuda comprised 10% of total foreign bonds, although 
some of these investments are likely structured securities (for legal and tax purposes) that do 
not necessarily have any exposure to the economy of those countries, but were not easily 
identifiable, and, therefore, included in the totals. 
European Union Bond Exposure 
The debt crisis continues in Europe, particularly in the Eurozone area, and has generally been 
centered on Portugal, Ireland, Italy, Greece and Spain (as highlighted in the table below). There 
have also been concerns that financial institutions in other European countries (such as France, 
Germany, Belgium and Cyprus) with exposure to the sovereign debt of distressed Eurozone 
countries could potentially face solvency issues. The following table provides a detailed 
breakdown of the insurance industry’s exposure to all EU countries, particularly the Eurozone, 
by category (i.e., sovereign, financial and “other”). 



Bond Exposure to EU Countries by Category as of June 30, 2012

Note: 
The EU is comprised of 27 member states. The Eurozone consists of 17 member states that 
use the euro as their sole currency. The 10 other EU members do not use the euro as their 
currency. The five highlighted countries are considered the most financially distressed within the 
Eurozone. 
Total bond exposure as of June 30, 2012, to all EU countries was $237.6 billion, or 39% of total 
foreign bond holdings. Most of insurers’ EU investments were within the “other” bond category, 
at 77.4%. Furthermore, Eurozone exposure was $132.2 billion, or 21.7% of total foreign bond 
holdings, and experienced a slight decrease from June 30, 2011. In the one-year period ending 
June 30, 2012, there was a decrease of $7.4 billion (or 23.9%) in the Eurozone’s financial 
holdings, and a $1.7 billion (or 37.6%) decrease in sovereign bonds. The “other” category, 
however, increased by $8.6 billion (or 8.8%) to $105.8 billion during this period. Overall, most 
(or 80.1%) of insurers’ Eurozone investments were within the “other” bond category. As of June 
30, 2012, Eurozone bonds comprised only 2.5% of the industry’s total cash and invested assets 
and 11% of the industry’s total capital and surplus. 
Exposure to Distressed Eurozone Countries 
Greece — whose long-term sovereign debt is currently rated C by Moody’s, B- by S&P and 
CCC by Fitch — remains the most financially troubled country within the Eurozone. In 
December 2012, S&P upgraded Greece’s long-term sovereign debt rating six notches to B-, 
citing a strong and clear commitment from members of the Eurozone to keep Greece in the 
common-currency bloc. The yield on long-term Greek government bonds dropped to 17% in 
October 2012, from a high of about 35% in March 2012. Greece has gone through multiple 
bailout packages and debt restructurings. As of June 30, 2012, the insurance industry’s 
exposure to Greece was significantly reduced to $127.4 million, compared to $1.2 billion as of 
June 30, 2011; $859.5 million of the reduction is related to realized losses on sovereign debt 
that were recorded as OTTI, primarily due to a bond exchange that was part of a Greek debt 
restructuring package. 



Ireland — whose long-term sovereign debt is currently rated BBB+ by S&P, Baa1 by Moody’s 
and BBB+ by Fitch — also experienced financial turmoil over the past couple of years, but its 
accessibility to the financial markets has improved with the successful issuance of more than $5 
billion in long-term government debt at a 6.1% interest rate for eight-year bonds in July 2012. Of 
the troubled Eurozone countries, the industry’s exposure to Ireland is the largest, totaling $11.3 
billion as of June 30, 2012. Sovereign Irish debt was $2.3 billion, or 20.0% of the total, and the 
rest was in the “other” category. 
Spanish long-term sovereign debt is currently rated BBB- by S&P, Baa3 by Moody’s and BBB 
by Fitch. Spain’s 10-year government bond yields declined to 5.4% as of December 2012, from 
a high of 7.6% in July 2012. The insurance industry’s total exposure to Spanish-related debt 
was $5.3 billion as of June 30, 2012, which was about $1 billion less than the year prior. Most of 
the industry’s Spanish debt was in the “other” category. 
Total exposure to Italian-related debt decreased slightly to $2.3 billion. While there was a 31.5% 
decrease in financials and a 24.6% decrease in the sovereign portion, there was an 18.8% 
increase in the “other” category. Italy’s sovereign debt is currently rated BBB+ by S&P, Baa2 by 
Moody’s and A- by Fitch. 
Total Portuguese-related debt was small, at $108.5 million, representing a slight decrease from 
the year prior. Portugal — whose sovereign debt is rated Ba3 by Moody’s, BB by S&P and BB+ 
by Fitch — is expected to be able to access the financial markets in late 2013. The yield on its 
10-year government bonds more than halved to 7% as of December 2012 from a high of 17.3% 
in January 2012. 
Foreign Common Stock and Preferred Stock Exposure 
The insurance industry’s foreign common and preferred stock exposure as of June 30, 2012, 
totaled $30.6 billion and $2.2 billion, respectively, with half of the common stock in affiliated 
entities, mostly within the United Kingdom (UK). The largest exposures were to companies 
based in the UK, Canada, Bermuda, Switzerland and China. Similar to the equity markets in the 
United States, foreign equity markets have appreciated in value over the past year. The STOXX 
Europe 600 Index — which represents large, mid-size and small capitalization companies 
across 18 countries of the European region — was up by 13% for the year, as of December 
2012. 
Top 10 Foreign Stock Exposures by Country as of June 30, 2012

 
In terms of notable changes since June 30, 2011, insurers disposed $13.4 billion (or 30.1%) of 
their common stock holdings and $0.7 billion (or 23.3%) of preferred stock as of June 30, 2012. 
The largest common stock disposition was $4.9 billion in UK equities, most of which were 
affiliated stock. Nevertheless, UK equities remained the industry’s largest foreign equities 



exposure as of the second quarter of 2012. In addition, exposure to Japanese equities was 
reduced by $0.9 billion (or 44.1%) over the same time period. 
Foreign Replications Exposure 
Foreign exposure resulting from replication transactions — or a derivative transaction entered 
into in conjunction with other investments to reproduce the investment characteristics of 
otherwise permissible investments — totaled $899.7 million as of Dec. 31, 2011. This total 
includes exposure to all foreign entities except for $526.3 million of exposure to the iTraxx, 
which is a European bond index diversified across approximately 125 European credits. The 
majority of the foreign exposure created by the replication transactions is to foreign corporate 
credits as opposed to sovereign credits. 
The following table shows the top 10 foreign replication exposures by country, which 
represented $694.3 million (or 77.2%) of the total. Within this total, $111.5 million (or 16%) 
included exposures to sovereign debt. Also, all of the exposure to Chile and Mexico and half of 
the exposure to Malaysia were sovereign debt. Replications in foreign financial institutions 
totaled $143 million and were in Anglo American Capital of UK, Zurich Insurance and Mizuho 
Bank of Japan. 
Top 10 Foreign Replication Exposures by Country as of Dec. 31, 2011

 
Foreign Counterparty Exposure 
In addition to any exposure to the reference entity, users of derivatives also have potential credit 
exposure to the counterparty. Counterparty risk is the risk faced by one party that the other 
party will not satisfy the obligations of a derivatives contract. As there have been market 
concerns about the stability of financial institutions, particularly in the EU, it is prudent to review 
insurer’s counterparty exposure. The following table lists all of the foreign derivatives 
counterparties as of Dec. 31, 2011. The positive BACVs represent transactions where the 
counterparty “owes” the insurer; the negative BACVs represent transactions where the insurer 
“owes” the counterparty. 



Foreign Derivatives Counterparty Exposure as of December 31, 2011

 
Deutsche Bank and Credit Suisse were the counterparties that “owed” the most to insurers. To 
give this some context, the net amount owed by these two foreign counterparties was in line 
with the net amount for the largest domestic counterparties.  
Foreign Exposure in Securities Lending 
Insurers generally reinvest the cash collateral posted by borrowers in a securities lending 
transaction. These investments are found on the balance sheet and are, therefore, already 
reflected in the Bond totals discussed above. In stressed and volatile financial markets, the 
insurer might find it difficult to find liquidity or be forced to sell the securities at a lower price and 
receive less cash than was posted by the borrower. 
Foreign exposure related to reinvested collateral from securities lending programs was $9.9 
billion as of Dec. 31, 2011. Within this exposure, financial institutions comprised $2.7 billion (or 
27.3%) and sovereign debt was $1.4 billion (or 14.5%).  
Foreign Exposure Related to Securities Lending by Country as of Dec. 31, 2011

 



Summary 
As of June 30, 2012, total foreign exposure, including net counterparty exposure, represented 
12.6% of the insurance industry’s total cash and invested assets. The direct foreign exposure 
represented 12.3% of cash and invested assets, with the bulk of the holdings in larger 
developed countries. Counterparty exposure represented only 0.3% of cash and invested 
assets. Given that about 70% of the foreign exposure to investments was in securities not 
related to foreign financial institutions or sovereigns — along with the considerable dispositions 
of financial securities and Eurozone-related sovereign and financial holdings throughout the 
year — we do not expect the insurance industry’s foreign exposure to have a material impact on 
the credit quality of their invested assets. 
The NAIC Capital Markets Bureau will continue to monitor the insurance industry’s foreign 
exposure, as well as developments within the EU that could have an impact on these 
exposures. We will provide updates as deemed appropriate. 



 



 
  

 

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, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY 
PARTICULAR PURPOSE OF ANY OPINION OR INFORMATION GIVEN OR MADE IN THIS 
PUBLICATION. 
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