
   

 

 

 

 

Commentary 
Coronavirus Disease (COVID-19) Impact on Life Insurers More 
Likely to Result from Adverse Market Movements than Increased 
Claims  

Overview 

 

The Coronavirus Disease (COVID-19) outbreak will likely affect life insurers in the following ways: (1) 

increased incurred claim costs, including death and disability claims, and drug costs, (2) adverse 

movements in the financial markets, including declines in bond yields, equity markets, and real estate, 

reducing profitability; and (3) business interruption and potential impact on revenues. 

 

As coronavirus continues to spread across the world, its effects are rippling across financial markets and 

the global economy. The life insurance industry is no exception, particularly given the increasingly global 

nature of many insurers and their sizable investment portfolios. Although most countries have had 

minimal reported coronavirus cases so far, and consequently the impact on claim costs for life insurers is 

negligible to date, the impact on business operations for some global insurers has already surfaced, 

particularly for those operating in high-risk regions such as China, Iran, and Italy. Most life insurers 

expect to feel the impact of coronavirus on the financial markets because of the highly interlinked global 

economy.  

 

Impact on claims depends on frequency of new cases in the location of the policies issued and the 

severity 

 

There is the possibility, although relatively remote based on currently available data, that death claims 

may increase materially, particularly for firms in affected countries. Drug costs and short-term disability 

costs may also increase, depending on the rate at which coronavirus spreads. Most life insurers do not 

have a pandemic exclusion for their life insurance policies. Instead, risk is primarily managed using 

reinsurance. For example, an insurer may reinsure all policies with face amounts larger than $1 million, 

limiting their risk exposure to a pandemic scenario and the resultant spike in deaths.  

 

Adverse market movements caused by coronavirus will likely affect net income meaningfully, 

depending on the investment portfolio composition 

 

Because of the nature of the business, life insurers have large invested asset portfolios comprising 

mainly fixed income, but they may also include equities and real estate. As coronavirus continues to 

spread across the globe, financial markets have taken a negative view, resulting in a drop in bond yields 

as well as a steep drop in most equity markets.  
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Key Highlights: 

• The impact on insurance claims is 

expected to be manageable, given the 

relatively low mortality rate for infected 

individuals. 

  

• The adverse reaction of financial markets 

to coronavirus may affect insurers' 

profitability, including earnings generated 

from their investment portfolios. 

 

• Insurers operating in higher-risk countries 

are seeing some disruption to their day-

to-day operations. 
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Impact caused by a decline in bond yields: 

 

Insurers worldwide have been operating in a sustained low interest-rate environment for several years 

now, and most have managed to maintain profitability despite the margin pressure that low interest 

rates can cause. To reduce their exposure to interest rates, many insurers have also implemented de-

risking activities or hedging programs over the years. In general, insurers have also improved their 

capacity, as demonstrated by stress tests on interest rates, to handle additional declines of 25 to 50 

basis points, and remain solvent. Nonetheless, a further decline in bond yields can affect insurers in 

multiple ways. Insurers generate income from their investment portfolios, which primarily comprise 

investment-grade fixed-income securities; therefore, any drop in fixed-income yields would reduce the 

income earned from the bond portfolio. Additionally, defaults on debt securities may also increase, 

particularly for insurers with more of their fixed-income portfolios rated BBB or lower or in private 

placements. In the medium to long term, a sustained low interest-rate environment will continue to 

adversely affect insurers as this reduces the investment income earned from fixed-income portfolios and 

increases regulatory capital requirements for longer-term liabilities. The impact of low interest rates on 

an insurer also depends on the magnitude and type of guarantees offered in the products, and the 

extent to which assets and liabilities are matched.  

 

As an example of declining interest rates, Exhibit 1 shows the decline in the 10-year U.S. Treasury Yield 

since the beginning of the coronavirus outbreak. The decline in yields may be partially attributed to 

coronavirus. 

 

Exhibit 1 10-Year U.S. Treasury Yield Since Coronavirus Reported by WHO 

 

 
Sources: DBRS Morningstar, Bloomberg.  
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Impact caused by equity market declines: 

 

The impact of a sustained decline in equity markets is slightly more straightforward. Life insurers 

typically hold a proportion of their investment portfolio in primarily public equities, typically to back their 

longer-term liabilities. Any decline in the value of these equities will result in an unrealized loss position. 

A decline in equity values will also have a negative impact on fee income earned on managed assets, 

particularly for insurers with significant wealth management operations or large segregated fund 

portfolios. 

 

Exhibit 2 shows the decline in the S&P 500 and Dow Jones Industrial Average stock indices as an 

example of a general decline in stock indices globally since the beginning of the coronavirus outbreak. 

 

Exhibit 2 S&P 500 & DJIA % Change Since Coronavirus Reported by WHO 

 

 
Sources: DBRS Morningstar, Bloomberg.  

 

Impact on real estate portfolios: 

 

Some life insurers also have real estate, commercial or residential, on their books. The value of real 

estate investments may either increase or decrease, depending on the duration of coronavirus. Reduced 

interest rates can inflate real estate values in the near term; however, a prolonged recession would likely 

result in increased unemployment rates, adversely affecting office occupancy rates, reducing rental 

income earned, and increasing delinquency levels.  
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High likelihood of continued disruption to business operations, particularly for insurers in high-risk 

regions 

 

Currently, coronavirus' impact seems to stem mainly from disruption to normal business operations 

rather than increased life insurance claims. For example, in China, quarantine measures have disabled 

some agents from selling, which may affect sales. Conversely, sales may ultimately improve as more 

people may see the value in life insurance. 

 

Domestic players operating in lower-risk countries such as the U.S., Canada, and the UK are seeing 

minimal, if any, impact on their day-to-day business operations thus far, given the low incidence of 

coronavirus cases in these regions. Nevertheless, across the board, companies are generally vigilant in 

monitoring the spread of coronavirus and have placed a greater emphasis on this issue, including 

minimizing its impact on operational issues. Most companies have some sort of business continuity plan 

in place to minimize business interruptions. Because of improved risk management processes that 

companies have implemented in the past decade, early intervention and risk monitoring is more 

advanced than in the past. 

 

Improved enterprise risk management programs in place compared with pre-crisis era 

 

Over the past few years, nearly all life insurers have improved the comprehensiveness of their risk 

management policies and procedures. There are currently more developed risk management procedures 

in place and better monitoring of current and emerging risks. The 2008 financial crisis encouraged a 

movement toward developing a proactive approach to managing risks rather than limiting risk exposure 

after the fact. There has also been increased emphasis on early monitoring for risks that are less easily 

quantifiable, such as operational risk and emerging risks. Business continuity programs have also 

improved. 

 

The total impact of coronavirus depends on its duration and the extent to which it spreads across the 

world. Currently, the severity appears to be manageable with a lower mortality rate than prior 

pandemics, including SARS and Ebola. There is little precedent, and using prior scenarios to estimate the 

impact of coronavirus may not yield accurate results because of the highly interconnected and 

increasingly global nature of the world. The economies of various nations are also much more 

interlinked, which may make it more difficult to constrain the economic impact of coronavirus within 

borders. The increasing importance of the Chinese economy and that of other emerging Asian countries 

to total global economic growth is also higher than before, increasing the risk of global rather than only 

local recessionary impacts, which potentially causes a ripple effect that may reach countries without 

incidences of coronavirus. Therefore, we continue to take a cautious approach when trying to determine 

the impact of coronavirus on the life insurance industry. 
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About DBRS Morningstar 

DBRS Morningstar is a global credit ratings business with approximately 700 employees in eight offices globally. 

 

On July 2, 2019, Morningstar, Inc. completed its acquisition of DBRS. Combining DBRS' strong market presence in Canada, Europe, and the U.S. with 

Morningstar Credit Ratings' U.S. footprint has expanded global asset class coverage and provided investors with an enhanced platform featuring 

thought leadership, analysis, and research. DBRS and Morningstar Credit Ratings are committed to empowering investor success, serving the market 

through leading-edge technology and raising the bar for the industry. 

 

Together as DBRS Morningstar, we are the world’s fourth largest credit ratings agency and a market leader in Canada, the U.S., and Europe in 

multiple asset classes. We rate more than 2,600 issuers and 54,000 securities worldwide and are driven to bring more clarity,  diversity, and 

responsiveness to the ratings process. Our approach and size provide the agility to respond to customers’ needs, while being large enough to provide 

the necessary expertise and resources. 

 

 

 

 

 

 

 

 

The DBRS group of companies consists of DBRS, Inc. (Delaware, U.S.)(NRSRO, DRO affiliate); DBRS Limited (Ontario, Canada)(DRO, NRSRO affiliate); 

DBRS Ratings GmbH (Frankfurt, Germany)(CRA, NRSRO affiliate, DRO affiliate); and DBRS Ratings Limited (England and Wales)(CRA, NRSRO affiliate, 

DRO affiliate). Morningstar Credit Ratings, LLC is a NRSRO affiliate of DBRS, Inc. 

 

For more information on regulatory registrations, recognitions and approvals of the DBRS group of companies and Morningstar Credit Ratings, LLC, 

please see: http://www.dbrs.com/research/highlights.pdf.  

 

The DBRS group and Morningstar Credit Ratings, LLC are wholly-owned subsidiaries of Morningstar, Inc. 

 

© 2020 Morningstar. All rights reserved. The information upon which DBRS ratings and other types of credit opinions and reports are based is 

obtained by DBRS from sources DBRS believes to be reliable. DBRS does not audit the information it receives in connection with the analytical 

process, and it does not and cannot independently verify that information in every instance. The extent of any factual investigation or independent 

verification depends on facts and circumstances. DBRS ratings, other types of credit opinions, reports and any other information provided by DBRS 

are provided “as is” and without representation or warranty of any kind. DBRS hereby disclaims any representation or warranty, express or implied, 

as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or non-infringement of any of such information. In no 

event shall DBRS or its directors, officers, employees, independent contractors, agents and representatives (collectively, DBRS Representatives) be 

liable (1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting therefrom, or (2) for any direct, 

indirect, incidental, special, compensatory or consequential damages arising from any use of ratings and rating reports or arising from any error 

(negligent or otherwise) or other circumstance or contingency within or outside the control of DBRS or any DBRS Representative, in connection with 

or related to obtaining, collecting, compiling, analyzing, interpreting, communicating, publishing or delivering any such information. No DBRS entity is 

an investment advisor. DBRS does not provide investment, financial or other advice. Ratings, other types of credit opinions, other analysis and 

research issued or published by DBRS are, and must be construed solely as, statements of opinion and not statements of fact as to credit worthiness, 

investment, financial or other advice or recommendations to purchase, sell or hold any securities. A report with respect to a DBRS rating or other 

credit opinion is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents 

in connection with the sale of the securities. DBRS may receive compensation for its ratings and other credit opinions from, among others, issuers, 

insurers, guarantors and/or underwriters of debt securities. DBRS is not responsible for the content or operation of third party websites accessed 

through hypertext or other computer links and DBRS shall have no liability to any person or entity for the use of such third party websites. This 

publication may not be reproduced, retransmitted or distributed in any form without the prior written consent of DBRS. ALL DBRS RATINGS AND 

OTHER TYPES OF CREDIT OPINIONS ARE SUBJECT TO DISCLAIMERS AND CERTAIN LIMITATIONS. PLEASE READ THESE DISCLAIMERS AND 

LIMITATIONS AT http://www.dbrs.com/about/disclaimer. ADDITIONAL INFORMATION REGARDING DBRS RATINGS AND OTHER TYPES OF CREDIT 

OPINIONS, INCLUDING DEFINITIONS, POLICIES AND METHODOLOGIES, ARE AVAILABLE ON http://www.dbrs.com. 


