
 
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 

 

Foreign Currency Exposure of U.S. Insurance Company Investments 
While the majority of U.S. insurance company investments are issued by companies domiciled 
in the United States and U.S. dollar-denominated (USD), there is a relatively small portion of 
securities that are denominated in foreign currencies and/or issued outside of the United States. 
As of year-end 2010, and in USD terms, foreign currency exposure represented approximately 
$138 billion, or almost 3% of total industry exposure. The majority of all foreign currency 
exposure was held by life insurance companies, and about 40% of total foreign currency 
exposure was hedged risk. 
Insurance Company Exposure to Foreign Investments 
The following table shows the insurance company foreign currency exposure as of year-end 
2010 in a variety of ways: 

*Nets out any 
USD-denominated exposure that might have been included as “foreign currency”; that is, 
securities issued by a country other than the United States, but denominated in USD. 

In terms of country exposure, the largest four countries that issued securities with foreign 
currency exposure — and relative to the categories listed in the table above — included: 

 
Foreign currency in this case includes the currency of the issuing country and could also include 
currencies of other countries (except for USD). Canadian exposure includes mostly securities 
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denominated in Canadian dollars; however, it does include about $2 billion in securities 
denominated in other foreign currencies. 
With regard to the actual currencies, the largest four exposures as of year-end 2010 were as 
listed in the table below. The largest, approximately 40% of foreign currency exposure, was in 
Japanese yen. 

 
Status of Key Currencies 
The key currencies — euro, British pound, Chinese yuan, Japanese yen and Canadian dollar — 
have been trading mixed against the USD. In general, worldwide political and economic events 
influence the movement of foreign currencies. This includes the fluctuation of prices on raw 
materials and commodities, as well as unemployment rates, sovereign debt levels, economic 
growth and interest rate changes. 
A few of the major currencies have been affected by fluctuating oil prices and the status of 
eurozone economic issues, in particular, the bailout of Greece and Ireland. Although the value 
of the euro had gained almost 9% against the USD so far this year, as the European Central 
Bank (ECB) has begun raising interest rates, it declined due, in part, to concerns regarding the 
status of Greece’s financial distress and long-term sovereign debt rating downgrade by 
Standard & Poor’s from BB– to B. While a strong euro wards off inflation, it also jeopardizes 
economic growth, especially for eurozone countries in the midst of crisis (such as Portugal and 
Ireland) that rely on exports. Expectations are that the ECB is unlikely to aggressively increase 
rates in the near term. 
A strong Japanese yen benefits economic growth, given that the country relies heavily on 
international trade. A weaker yen, however, makes the country’s products more competitive 
abroad. The value of the yen also tends to move in the opposite direction of commodity prices; 
that is, the yen strengthens as commodity prices (most recently oil) decrease. This is likely 
because investors tend to become risk averse as commodities fall, which benefits not only the 
yen, but also the USD. 
China is the largest holder of U.S. Treasuries and, as such, it is concerned about the U.S. debt 
ceiling. The Chinese yuan has appreciated 5% against the USD since May 2010, reducing the 
value of its Treasury holdings as the yuan rises and USD falls. Insurance company exposure to 
the Chinese yuan, however, was relatively small, at approximately $600 million, or less than 1% 
of total foreign currency exposure. 
A recent decline in the Australian dollar was halted as the country realized a larger trade surplus 
than economists expected, due in part to an increase in exports of iron ore and coal. The 
Canadian dollar has been on the rise, with gains in global equities believed to be encouraging a 
demand for this currency. 

 
The euro had been increasing in value relative to the USD, but decreased in late April and 
leveled off due, in part, to reports of new financial aid for Greece being arranged by the 



International Monetary Fund (IMF). A cheaper euro relative to other currencies makes the 17-
nation currency more affordable, and perhaps might assist with attracting investments toward 
the “PIIGS” countries within the eurozone (Portugal, Ireland, Italy, Greece and Spain) that are 
currently struggling financially. One way for these countries to balance budgets would be to 
devalue their respective currencies, but the fact that these countries are tied to the euro has 
been a hindrance. This has led to some speculation that they might withdraw from the common 
currency. Euro-denominated bonds represent approximately 13.6% of insurance company 
foreign currency investments. 

 

 



The Japanese yen took a deep dive as a result of the devastating earthquake and tsunami in 
March 2011, but then recovered, due in part to the Bank of Japan infusing capital into the 
Japanese financial system to bolster liquidity. 

 
Insurance Company Foreign Investments 
As of year-end 2010, total foreign investments by all U.S. insurance companies was 
$574 billion, including USD-denominated, 93% of which was in bond exposure. Foreign 
common and preferred stock exposure was much smaller, at $37.6 billion and $3.1 billion, 
respectively. Overall, about 80% of the total represented life insurance company investments. 
Foreign currency exposure is about a quarter of this total amount. 
The top 10 foreign country exposures as of year-end 2010 are listed in the table below. Note 
that this excludes Canada (which amounted to approximately $110 billion of total foreign 
exposure). In addition, the total amount of foreign investments might include some structured 
finance securities and foreign subsidiaries of U.S.-domiciled companies. 

 
Six out of the 10 foreign countries are members of the eurozone. In particular, exposure to 
Ireland, as one of the financially challenged members, is less than 1% of total foreign exposure, 



and the United Kingdom (UK) represents 15% of foreign exposure. While the global economy is 
generally on a path to recovery, many countries continue to face some degree of financial strain 
— some more so than others. Mitigating concern over any foreign exposure is that the majority 
of insurance company investments are in the larger, more developed economies with supportive 
infrastructures. According to the World Bank, the UK’s 2010 gross domestic product (GDP) was 
$2.17 trillion, and it was the sixth-largest economy in the world. In an effort to emerge from the 
current financial crisis, the Bank of England has kept its main interest rate at a record low. The 
economic growth forecast for the UK has been reduced by the IMF, and it is also one of the 
slowest growing economies of the G7, with the exception of Japan, according to a report by the 
Organisation for Economic Co-operation and Development (OECD). Despite signs of recovery, 
continued appropriate monetary policy and structural reform will be necessary for the UK to fully 
recover. 
Japan’s GDP was $5 trillion and represented the third-largest economy in the world. After the 
devastating earthquake and tsunami in March 2011, Japan’s disaster damage has, so far, 
amounted to 25 trillion yen ($310 billion). While the Bank of Japan has provided capital to 
sustain liquidity in its financial system, appropriate monetary policy going forward, along with 
reconstruction efforts, will assist its recovery, including as it relates to exports and supply-chain 
disruptions. 
Australia, with a GDP of $924.8 billion, has been one of the more resilient countries during the 
global economic crisis, according to the OECD. Unlike many countries, Australia has had strong 
job growth, evidenced by a jobless rate of 4.9% as of April 2011, according to the Australian 
Bureau of Statistics. According to the OECD, Australia has maintained “years of sound policies 
[that] left ample room for monetary and fiscal policy to act rapidly and forcefully when the crisis 
struck.” 
Risks to Investing in Foreign Currencies 
Volatility clearly exists across the different currencies, with the movement in value dependent, in 
part, on the state of domestic and global economic progress and political events. According to a 
BNP Paribas currency strategist, “commodity markets are in the driver’s seat for currency 
markets,” suggesting that the recent fluctuations in oil prices have affected not only USD 
strength but other currencies, as well. Risks to investing in foreign currencies can be hedged to 
mitigate risks not only related to volatility, but also for any currency mismatches as it relates to 
liabilities. 
Because currency volatility can impact the value of investments, prudent due diligence in 
relation to foreign currency-denominated securities should include an analysis of a country’s 
growth expectations, debt levels and monetary policy by the respective central banks, among 
other factors. With regard to existing foreign currency exposure, concern over the volatility of 
currency investments in nations that are experiencing financial and economic distress, and, 
perhaps political turmoil, is mitigated by the relatively small percentage of exposure of these 
currencies within the insurance industry’s overall portfolio of investments. 



 

 



 
  

 

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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