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Year-End 2014 Foreign Exposure in the U.S. Insurance Industry 
Due to macroeconomic trends, expectation of tightening monetary policy and geopolitical 
unrest, foreign markets have experienced periods of increased volatility since the latter part of 
2014. The NAIC Capital Markets Bureau special report titled “Year-end 2013 Foreign Exposure 
in the U.S. Insurance Industry”—published in September 2014—commented on stagnant growth 
due to the then current economic and political environment worldwide. Not much has changed 
in terms of macroeconomic and geopolitical trends since this last report was published. 
The crisis in Syria has prompted many to flee the country and head for European borders, thus 
putting pressure on the finances of many European Union (EU) nations as they try to 
accommodate the flow. Meanwhile, the election victory by the Socialist Party in Portugal has 
increased the likelihood that EU-mandated austerity will be scrapped by that country. According 
to The Economist, the Eurozone economies registered overall annualized growth of 1.6% in 
gross domestic product (GDP) in Q3 2015. There were exceptions, however, as Greek GDP fell 
0.1% in the same period. Meanwhile, GDP growth in Asian countries averaged 4% in Q3 2015, 
which was higher than other regions. In Q2 2015, India’s GDP was 7% and China registered 
6.9%, but Japan continues to muddle along at 1%. Taiwan was the only Asian country with 
negative growth in Q3 2015, with a decline in GDP of 0.6%. The economic situation in Canada, 
Central America and South America has been similar to the rest of the world. For commodity-
dependent countries such as Argentina, Brazil, Russia or Venezuela, weak commodity prices 
are dampening economic activity and growth. A more detailed discussion of the markets and 
economic activity can be found in the NAIC Capital Markets Bureau special report titled ‘’Capital 
Markets Update: Fall 2015’’—published Nov. 17, 2015. 
This special report focuses on the foreign bond and stock exposure of U.S. insurers as of year-
end 2014 and is an update to the aforementioned foreign exposure special report published in 
2014. In this special report, as in the prior one, foreign exposure is defined as any entity that is 
domiciled outside of the U.S. This 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 risk related to the domicile is not so apparent are included 
as foreign. 
Summary of Foreign Exposure of U.S. Insurers 
As shown in Table 1, as of year-end 2014, the U.S. insurance industry reported holding total 
foreign investments of about $714.4 billion in book/adjusted carrying value (BACV), which 
accounted for 12.4% of total cash and invested assets. In comparison, as of year-end 2013 
(shown in Table 2), the industry’s total foreign investments were $672 billion, accounting for 
approximately 12% of total cash and invested assets. These foreign holdings included 
investments in bonds, common stock and preferred stock. Exposure to Canada and European 
Union (EU) countries decreased to 56% as of year-end 2014 from more than 60% of the foreign 
exposure in 2013. Also in 2014, approximately $115 billion (or 16%) of foreign investments were 
denominated in a foreign currency. Foreign currency exposure is translated and reported in U.S. 
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dollars as per Statement of Statutory Accounting Principles No. 23 (SSAP) - Foreign Currency 
Transactions and Translations. The Japanese yen accounted for the largest portion at about 
$39.8 billion, followed by Canadian dollar denominated investments ($21.3 billion), the euro 
($8.8 billion), and the British pound ($8.3 billion). 
Table 1: 2014 Foreign Holdings Summary ($ Mil.) 

 
Table 2: 2013 Foreign Holdings Summary ($ Mil.) 

 
The bulk of the industry’s foreign investments were in bonds; at year-end 2014 total foreign 
bonds were $669.1 billion compared to $631.9 billion at year-end 2013. As a percentage of total 
foreign investments, foreign bonds remained unchanged year over year (YOY) at about 94%. 
Life companies in particular increased foreign bond exposure by 4% YOY, to $550.1 billion (or 
82% of total industry foreign bond exposure) at year-end 2014 from $518.2 billion at year-end 
2013. Despite the increase in BACV of foreign bonds held by life companies, their exposure as 
a percentage of total foreign bonds decreased. About $14 billion of the $32 billion increase in 
BACV was due to accounting adjustments such as unrealized valuation gains and foreign 
exchange, with the balance attributable to net acquisition of foreign bonds. Overall, total foreign 
exposure for the U.S. insurance industry increased by about $42.3 billion (or 6%) from year-end 
2013. The BACV of P/C common stock exposure increased $5.6 billion to $31 billion at year-
end 2014. Net accounting adjustments (including unrealized valuation gains) represented $1 
billion of the increase with $4 billion due to net acquisition. 
U.S. Insurer Exposure to Foreign Bonds 
As shown in Table 3 and Table 4, the U.S. insurance industry’s largest foreign sector exposure 
continued to be financials at $90.6 billion (14% of total foreign bond exposure) in 2014 
compared to $95.7 billion (15% of total foreign bond exposure) at year-end 2013. The BACV of 
government bonds decreased 9% from 2013 to 2014, following a 10% decline the year prior. 
The largest decline in country exposure from 2013 to 2014 occurred with Japanese bonds, 
which decreased by $3.6 billion, followed by a $2.4 billion decrease in Canadian sovereign debt 
and a $443 million decrease in Brazilian sovereign debt. Exposure to “other” sectors (i.e., 
corporates) increased 11%, from $451.9 billion in 2013 to $501.5 billion in 2014, while exposure 
to sovereign bonds (i.e., government) decreased from $84.3 billion to about $77 billion. The 
decrease in sovereign (government) debt exposure may reflect uncertainty regarding political 
stability and monetary policy in certain countries, which in turn may be interconnected with the 
decrease in financial sector exposure. Thus, perhaps for yield purposes, insurers increased 
exposure to “other” foreign sectors (i.e., corporate bonds). 



Table 3: 2014 Total Foreign Bond Exposure by Sector ($ Mil.) 

 
Table 4: 2013 Total Foreign Bond Exposure by Sector ($ Mil.) 

 
Largest Foreign Country Bond Exposures 
The proportion of foreign bond holdings allocated to the 10 largest country exposures increased 
from $494.2 billion in 2013 (78% of foreign bond exposure) to $534 billion at year-end 2014 
(80% of foreign bond exposure) as shown in Table 5 and Table 6. Canada and United Kingdom 
(UK) remain the largest two single country exposures at about 19% and 15% of total foreign 
bond exposure, respectively, as of year-end 2014. Mexico replaced Bermuda in the top 10 for 
year-end 2014, accounting for 2% of total foreign bond holdings. 
Table 5: 2014 10 Largest Foreign Bond Exposures by Country ($ Mil.) 

 
Table 6: 2013 10 Largest Foreign Bond Exposures by Country ($ Mil.) 



 
Although the insurance industry’s concentration of foreign investments remains in larger and 
relatively “safe” countries, the rating distribution has changed. The number of AAA-rated 
sovereigns held by U.S. insurers has declined over (at least) the last couple of years. As of 
year-end 2012, six of the 10 largest country exposures had the highest quality long-term 
sovereign debt ratings (i.e., AAA/Aaa) from the nationally recognized statistical ratings 
organizations (NRSROs). The remaining four countries had high-quality long-term sovereign 
debt ratings in the AA category. As of year-end 2013, there were four AAA-rated countries: 
Australia, Canada, Luxembourg and the UK. As of November 2015, only three of the 10 largest 
countries (Australia, Canada and Luxembourg) were rated AAA by Fitch Ratings (Fitch) and 
Standard & Poor’s (S&P), and Aaa by Moody’s Investor Service (Moody’s). The UK is currently 
rated AA+ by Fitch, AAA by S&P and Aa1 by Moody’s. Notwithstanding, the rating concentration 
for the 10 largest country exposures at year-end 2014 was all at least investment grade; as of 
November 2015, Ireland and Mexico accounted for the lowest ratings at BBB+ by Fitch and S&P 
and A3 by Moody’s. 
Also as shown in Table 5 and Table 6,  sector allocations among the 10 largest country 
exposures have shifted slightly, with government bonds decreasing to about 30% of total foreign 
bond investments (or $53 billion), from 35% in 2013.  Central bank continued attempts at 
reviving their economies by pushing rates to zero, or near zero, pushed U.S. insurers to shift 
from low yielding government bonds to higher yielding sectors. 
In addition to the 10 largest foreign country exposures, the insurance industry reported foreign 
bonds in Central America and South America at about $18.5 billion at year-end 2014—a slight 
increase from $18 billion from year-end 2013. Chile (Aa3) accounted for $6.9 billion (or 37%) of 
the Central American and South American exposure. Economic growth prospects in this region 
remains anemic for countries like Argentina (Caa1), Brazil (Baa3) and Venezuela (Caa3) due to 
weak worldwide demand for commodities and internal political uncertainty. As of year-end 2014, 
U.S. insurer exposure to Argentina ($110 million), Brazil ($3.3 billion) and Venezuela ($1.3 
billion) was $4.7 billion total, or 26% of Central and South American exposure. However, as a 
percentage of the industry’s total bond exposure and total cash and invested assets, the 
exposure is less than 1% in both cases. U.S. insurers reported $376 million in BACV of bonds 
domiciled in China and an additional $605 million domiciled in Hong Kong. The designation of 
the Yuan as a reserve currency by the International Monetary Fund (IMF) is a positive for China 
even after its recent devaluation in August 2015. A reserve currency is a currency held for 
making payment in international transactions. Reserve currency valuations are based on market 
demand and less likely due to government manipulation. The Russian economy is hampered by 
economic sanctions and continued low oil prices. However, the risk to U.S. insurers is 
insignificant given Russian bond exposure is less than 1% of total foreign bond exposure. 



In an environment where most central banks have kept rates at or close to zero, the shift from 
financial and government sectors to “other” reflects market desire for higher yielding assets as 
discussed in the NAIC Capital Markets Bureau special report titled “Are Insurers Reaching for 
Yield in the Low Interest Rate Environment?”—published in July 2015. 
European Union Bond Exposure 
Table 7 and Table 8 show a category breakdown (i.e., financial, government and other) of the 
insurance industry’s exposure to EU countries, particularly the Eurozone, as of year-end 2014 
and year-end 2013, respectively. The percentage of foreign bond holdings concentrated in EU 
countries decreased by 4% at year-end 2014 to about $246 billion (37% of total foreign bond 
holdings) from $256 billion as of year-end 2013 (40% of foreign bond holdings). Most EU 
investments were within the “other” bond category, at 82% of total EU bond exposure. 
Furthermore, exposure to countries under the euro currency (Eurozone) decreased slightly to 
$132 billion in 2014 from $139 billion in 2013. Exposure to Greek corporate bonds continued to 
decline from $50 million in 2012, to $49 million in 2013, to only $18 million as of year-end 2014 
as the Greek prime minister sought a restructuring of sovereign debt and weakening of EU-
imposed austerity measures in 2014. 
Table 7: 2014 Bond Exposure to EU Countries by Sector ($ Mil.) 

 
Table 8: 2013 Bond Exposure to EU Countries by Category ($ Mil.) 



 
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. 
Foreign Common Stock and Preferred Stock Exposure 
In 2014, U.S. insurers increased overall foreign stock exposure by 13%, YOY, to about $45 
billion. Much of the industry’s foreign common stock YOY increase (which was 6.3% more than 
2013 reported exposure) mimics the 6.6% total return registered by the Euro Stoxx 50 Index in 
2014, which consists of 50 blue chip stocks from 12 Eurozone countries. The proportion of 
common versus preferred stock exposure as of year-end 2014 totaled about $40.7 billion and 
$4.6 billion, respectively. In both 2014 and 2013, P/C insurers accounted for the largest 
proportion of the industry’s foreign stock investments, reporting an increased share of total 
foreign stock held by all insurers at 69% (or $31.2 billion) from 64%, or $25.6 billion at year-end 
2013.  Life companies held about 28% of total insurer foreign stock exposure at year-end 2014, 
or $12.9 billion, representing a decrease from 33% (or $13.3 billion) in 2013. (See Table 9 and 
Table 10). 
Table 9: 2014 Foreign Stock Exposure by Industry Type ($ Mil.) 

 
Table 10: 2013 Foreign Stock Exposure by Industry Type ($ Mil.) 



 
The 10 largest countries’ exposure to foreign stocks accounted for 84% of total foreign stock 
exposure held by U.S. insurers as of year-end 2014 (totaling approximately $38 billion), 
compared to 83% as of year-end 2013 (totaling approximately $33 billion) as shown in Table 11 
and Table 12. By country, the UK accounted for the largest proportion at 31% of total stock 
exposure (or $13.9 billion) in 2014, a small decrease in percentage terms from 2013 (35% of 
total stock exposure). Consistent with 2013, the second, third and fourth largest foreign stock 
exposures in 2014 were to companies based in Canada, China and Switzerland; however, 
Ireland replaced Bermuda as the fifth largest exposure at year-end 2014. Affiliated foreign stock 
investments were about 32% of total foreign stock exposure, or $1.6 billion, of the investments 
domiciled in Ireland and Bermuda. The Chinese stock market was volatile in 2015 and has 
continued thus far in 2016; China stock trading was halted half an hour after trading opened on 
Jan. 6, 2016. The volatility stems from investor concern about the overall health of the Chinese 
economy. About $4.5 billion of total foreign stock exposures were companies domiciled in 
emerging market countries comprising the MSCI Emerging Markets Index in 2014. As of year-
end 2014 total foreign stock exposure decreased from 2013 levels in Russia (68% decrease), 
Venezuela (81% decrease), Brazil (13% decrease) and Spain (35% decrease) but increased in 
Argentina (6% increase), Ireland (20%) and Greece (459%; note the increase in Greece 
appears significantly large because it is from a base of only $47 million) (shown in Table 13). 
Table 11: 2014 10 Largest Foreign Stock Exposures by Country ($ Mil.) 

 
Table 12: 2013 10 Largest Foreign Stock Exposures by Country ($ Mil.) 



 
As of year-end 2014, EU stock exposure was $21.7 billion, or 57% of total foreign stock 
exposure, compared to 48% of total foreign stock exposure as of year-end 2013. The three 
largest EU foreign stock exposures in 2014 included the UK as the largest (64%), followed by 
Ireland ($2.5 billion, or 12%) and the Netherlands ($1.6 billion, or 7%). 
Table 13: 2014 Stock Exposure to EU Countries by Category ($ Mil.) 

 
Summary 
As of year-end 2014, the BACV of total foreign investments for the U.S. insurance industry 
increased $42 billion (from year-end 2013) to $714 billion, or 12.4% of the insurance industry’s 
total cash and invested assets; this follows a $22 billion increase from 2012 to 2013. The bond 



allocation to EU countries and Canada decreased to 56% at year-end 2014 from more than 
60% in 2013. Foreign stock domiciled in Canada and EU countries was 64% of foreign stock 
exposure, representing a slight increase from 63% at year-end 2013. 
Despite the Argentinian default in July 2014, turmoil between Russia and Ukraine, and 
continued war in the Middle East, BACV of U.S. insurer foreign bond and stock exposure 
increased from 2013 to 2014. This may be due in part to a reach for yield, as well as geopolitical 
factors. Exposure to government and financial sector bonds decreased, while exposure to 
“other” sectors (i.e., corporates) increased. A decrease in sovereign (government) debt 
exposure may reflect uncertainty regarding government stability in certain countries, which in 
turn may be interconnected with the decrease in financial sector exposure. Thus, perhaps for 
yield purposes, insurers increased exposure to “other” foreign sectors (i.e., corporate bonds). 
Nevertheless, the U.S. insurance industry’s foreign exposure was 12.4% of total cash and 
invested assets at year-end 2014—relatively consistent with the year prior—and mainly included 
high-quality (lower risk) countries and securities. 
The NAIC Capital Markets Bureau will continue to monitor the insurance industry’s foreign 
exposure, as well as developments within the aforementioned regions that could affect 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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