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Insurance Bonds show Resilience 

Starting with a solid Capital Position 

The resilience of the insurance sector during the heightened pandemic demonstrated to investors just 

how resilient the capital position of the insurance sector was. The sector remained financially healthy 

throughout the pandemic and to the best of Twelve’s knowledge there were no rating downgrades or 

defaults. The insurance industry benefits from a very strong capital position. The average regulatory 

capital ratio of the sector is expected to stand at 216% at FY21 according to Twelve Capital’s estimates. 

Please also refer our recent note on insurance fundamentals. 

  

Executive Summary 

- Insurance Bonds have been one of the most resilient subsectors of credit markets 
throughout periods of crises and uncertain market conditions. Many investors due to the 
complex nature of the sector simply chose to ignore it; instead, they focused on the very 
high beta crowded segments of credit. As consequence, Insurance Bonds are attracting the 
attention of a broad investor base seeking compelling yields, eager to find a sector that 
benefits at its core from a rising rate environment and a sector that does not rely on low 
rates to fund growth.  

- Twelve Capital remains firmly focused on its strong approach of deep fundamentals analysis 
and long history in investing in Insurance Bonds, especially in volatile markets. We firmly 
believe the sector starts 2022 from a position of fundamental strength, quality in assets and 
strong earnings generation. 

- The recent market turmoil (January 2022) has affected spreads across the entire credit 
universe and sets the stage for a very interesting period for markets. For Insurance Bonds, 
spread levels have reset to levels last seen in 2018/2019, and this is creating a new 
opportunity. 

- RT1 issuance has continued to grow; the spread offered on these structures can no longer 
be ignored by the wider credit community. We expect RT1 to become more mainstream in 
2022, whilst we expect the supply of T2 bonds especially from European insurers to be 
limited in 2022, this should insulate T2 structures from any further spread widening.  

- 2021 saw the issuance of EUR 12.9bn T2 and just under EUR 5bn of RT1. New issuance 
in 2022 has started well with just over EUR 2bn in Insurance T2 and one inaugural GBP 
400m RT1 with a coupon of 6.125%. The relative value of Insurance Bonds versus banks 
and high yield is at compelling levels, especially when compared on price, spread and 
ratings. Insurance Bonds remain on average BBB rated, with only handful of BB rated RT1 
bonds. 

https://www.twelvecapital.com/wp-content/uploads/2022/02/Twelve_Capital_Credit_Sector_Update_202202.pdf
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Figure 1: European solvency ratios 

 

Source: Twelve Capital. *Latest available data. 

 

Recent Market Volatility 

2022 has started on a volatile footing, geopolitical risk, the re-emergence of Covid in the form of the 

Omicron variant and the emergence of rapidly increasing inflation are risks that are currently dominating 

investor sentiment. At the time of writing the risks of an escalation of war in East Europe is a very much 

alive. 

We expect to have clarity from Italian and French elections, which will neutralise country specific risk. 

This should bode well for an allocation in H1 2022 to Insurance Bonds, specifically Italian risk which 

Twelve believes will benefit from compression in H2 2022. 

Insurance Bonds have rewarded investors who have had a long-term view on the sector. Relying more 

on the fundamentals of the sector rather than playing short-term technicals is a preferred way to achieve 

solid returns from Insurance Bonds. 

Going back as far as 2017, subordinated Insurance Bonds have consistently outperformed both High 

Yield and Investment Grade bonds, and we expect that given the continuously improving fundamentals 

and strong solvency capital position, the sector should continue to perform and deliver appropriate 

returns. Please refer to figures 2-4 where we compared the outright performance of subordinated 

insurance bonds since 2017, which have outperformed both EUR IG and EUR HY.1 

 

  

                                                           
1 Past performance is not indicative of future returns. 
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Figure 2: Performance development Insurance vs. IG, HY 

 

 

 

 

 

Source: Bloomberg. As at 7 January 2022. 

 

  

                                                           
2 Bloomberg Barclays Insurance Subordinate Total Return Index Hedged USD: No official description available. 
3 The Bloomberg Euro-Aggregate: Corporate Index is a rule based benchmark measuring investment grade, EUR denominated, 
fixed rate, and corporate only. Only bonds with a maturity of 1 year and above are eligible. 
4 The Bloomberg Pan-European High Yield Index measures the market of non-investment grade, fixed-rate corporate bonds 
denominated in the following currencies: euro, pounds sterling, Danish krone, Norwegian krone, Swedish krona, and Swiss franc. 
Inclusion is based on the currency of issue, and not the domicile of the issuer. The index excludes emerging market debt. 
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Figure 3: Relative performance Insurance vs. IG 

 

Source: Bloomberg. As at 7 January 2022. 

 

Figure 4: Relative performance Insurance vs. HY 

 

Source: Bloomberg. As at 7 January 2022. 
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Where are we now 

Long-term value in Insurance Bonds  

1. Insurance continue to offer a reliable income 

Historically, Insurance Bonds have been a reliable source of income through periods of uncertainty. 

This was the case during the Financial Crisis in 2007/08 and during the European Sovereign Debt Crisis 

in 2012. In fact, during the Sovereign Debt Crisis only one coupon was missed across all Insurance 

Bonds issued in Europe. Furthermore, only one insurer had to restructure their debt during this period. 

We are seeing a similar trend during this current bout of instability. When the pandemic started, central 

banks took action to stabilise financial markets to maintain credit lines and access to liquidity for the 

broader corporate bond market. 

This however, also led to negative yields affecting more than EUR 800bn in corporate bond issuance. 

Fortunately, Insurance Bonds were one of only two sectors (banking being the other) which did not see 

yields get artificially compressed as they were not eligible for central bank bond buying programmes. 

As can be seen from the below spreads remain meaningfully compressed for the broader segments of 

the credit universe.  

This has meant that many sectors, unlike the insurance sector, are trading at or near 10-year historical 

tight spreads. 

Figure 5: 10-year sector sights for the asset swap spread 
 

 

Source: Twelve Capital, BOA Indices, Bloomberg data in EUR. As at 31 December 2021. 
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2. Central Banks  

We expect the ECB to take no meaningful action in the near term with respect to rates. Despite the US 

and the UK (at the time of writing the latter already raising rates 50bps and the former announce a rate 

hike of similar nature in March 2022) the path to high rates of the past is still very much in limbo, 

particularly in Europe. Regardless fixed income investors still face the problem of achieving a 

compelling yield without a detrimental reduction in rating and overly exposing themselves to excessive 

duration in rising rate environment. Fixed income investors can no longer rely on the thematic of a 

central bank induced rally in credit, but will have to be very acute in their security and asset allocation. 

3. Where is the value  

RT1 Structures 

Even more compelling, the recent market volatility has meant that the RT1 segment of the insurance 

capital structure is set to benefit the most from spread compression or alternatively deliver an 

exceptionally compelling running yield. 

 

Yield to Call Insurance Bonds GBP, EUR, USD Structures:  

Structure GBP Yield to Call EUR Yield to Call USD Yield to Call 

RT1 550bps 388bps 480bps 

T2 320bps 160bps 470bps 

Source: Twelve Capital. As at January 2022. 

RT1 Structures with Investment Grade Ratings 

January 2022, Moody’s upgraded the ratings of restricted tier one-capital instruments issued by four 

European insurance Groups: 

Security Name  Coupon YTC  Rating  CCY 

Bupa Finance  4% 5.2% BB GBP 

Direct Line  4.75% 5.5% Baa3 GBP 

Legal & General  5.625% 4.9% BBB GBP 

RSA Insurance 

Group 

4.75% 5.14% BBB SEK 

*CNP  4.75%, 4.875% 3.3%, 5.15% BBB EUR, USD 

Source Bloomberg, As at 31 January 2022. *CNP Assurance restricted tier one placed on review for upgrade. 

Insurance Bonds the relative opportunity and technicals 

Insurance Bonds have remained a strong paying sector versus investment grade rated European 

corporate bonds. Although they do generally lag market rallies, there is a mistaken belief that they are 

underperformers.  
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This is not the case, technical factors, such as market liquidity, have been poor in times of stress as 

investors typically shift their focus to higher beta segments of credit. The insurance sector has a very 

small representation (approximately 3%) in the mainstream credit indices that are tracked by credit 

investors. This means that when it comes to Insurance Bonds the vast majority of the universe is 

neglected, and hence tends to lag market moves vs other sectors.  

Twelve coined the term “complexity premium”, that is the excess spread investors can achieve over 

and above for investing in subordinated Insurance Bonds. Here, investors are overly compensated for 

assuming this risk, despite the strong fundamentals that already support the insurance sector. Overall, 

Insurance Bonds remain largely overlooked and under researched, which contributes to the “complexity 

premium” on offer, even more so in times of market stress. 

When comparing Insurance Bonds to those issued by the banking sector, the insurance sector pays in 

excess of 100 bps more than the banking sector most of the time. 

4. Supply Technicals 

Supply technical will also be a dominating factor. Looking at the graph, we expect the absolute amount 

of subordinate Insurance Bonds on the lower end compared to upcoming years such as 2024, and 

2025, which draws to the close of the end of the grandfathering period. Therefore supply of new bonds 

or refinancing of vintage bonds this year is expected to remain low keeping spreads contained and 

demand for existing subordinated Insurance Bonds high in Twelve’s view. 

 

Figure 6: Subordinated Insurance Bonds Maturing Profile 

 

Source Twelve Capital. As at 31 January 2022. 

  

 -

 2,000.00

 4,000.00

 6,000.00

 8,000.00

 10,000.00

 12,000.00

 14,000.00

EUR GBP NLG USD

2022 2023 2024 2025



 
 
 
 

 

Marketing material for professional/qualified investors only February 2022 
 

 
 

Page 8 of 12 
 

info@twelvecapital.com 
www.twelvecapital.com 

Figure 7: Insurance Bonds versus bank bonds one of the largest differentials  

 

Source: Twelve Capital. As at 31 January 2022. 

This can be seen when comparing GBP restricted tier 1 (RT1) bonds between both the insurance and 

banking sector. Here the difference is in excess of 160 bps. Meanwhile, comparing Tier 2 euro bonds 

is equally interesting, with a difference of 60 bps. For pound sterling Tier 2 bonds there is a difference 

of 139 bps, while for senior pound sterling debt, there is a difference close to 160 bps.   

We firmly believe that the insurance sector should trade inside the banking sector; therefore, there 

potentially remains significant spread tightening to come for the insurance sector.   

5. Less Rate Sensitivity than Investment Grade and better Rated than High Yield 

A diversified portfolio of Insurance Bonds as a standalone strategy can offer an efficient means to 

navigate the duration risks faced due to expansionary monetary policy and the current inflationary risks 

that markets are concerned with. 

Insurance Bonds should continue to benefit from higher and more attractive yields versus other 

corporate bonds. Moreover, they should also benefit from spread compression in the Insurance Bond 

sector over time. 

Even short-dated Insurance Bonds, can offer yields comparable to long-dated corporate bonds, but with 

less duration risk. Ultimately, these bonds offer a high-yield bond-like return despite being investment 

grade rated.  

Figure 8 below shows the yield-to-worst versus duration risk. What is notable is that Insurance Bonds 

have exhibited a shorter duration and better yield than any other mainstream credit index.  
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Source: Twelve Capital. As at January 2022. 

 

Figure 8: Yield-to-worst vs duration Insurance Bonds vs credit indices  

 

Source: Bloomberg, Twelve Capital. As at 31 January 2022. 

ID Universe: Insurance Debt Universe. 

Barclays Global Aggregate Index (EUR Hedged): The Bloomberg Global Aggregate Bond (EUR Hedged) index tracks bonds 

issued in emerging and developed markets worldwide. 

Barclays Global Aggregate - Corporate Index (EUR Hedged) is a measure of global investment grade, fixed-rate corporate 

debt. This multi-currency benchmark includes bonds from developed and emerging markets issuers within the industrial, 

utility and financial sectors. 

Barclays Global High Yield Index (EUR Hedged) is a multi-currency measure of the global high yield debt market. The index 

represents the union of the US High Yield, the Pan-European High Yield, and Emerging Markets (EM) Hard Currency High 

Yield Indices. 

Barclays Pan-European Aggregate: Corporate Baa (EUR Hedged) is a subset of the Bloomberg Barclays Pan-European 

Aggregate Index and tracks fixed-rate, investment-grade securities issued in different European currencies. 

Barclays Pan-European HY ex Financials (EUR Hedged) is a subset of the Bloomberg Barclays Pan-European High Yield 

Index and measures the market of non-investment grade, fixed-rate corporate bonds denominated in different European 

currencies. 
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Execution 

What does this mean for Insurance Bonds in 2022? 

- If inflation remains persistently high, markets will factor aggressive rate hikes from central 

banks. This will lead to meaningful yield moves in very long dated bonds.  

- Insurance Bonds structures have the gravitas to provide portfolios from the above rate-induced 

volatility, there are myriad of structures from legacy floating rate bonds such as CMS, short-

dated call instruments, dated and bullet structures that can all be used to mitigate this duration 

risk, while still paying an attractive coupon. 

- An allocation to RT1 structures offers attractive rating/risk adjusted spreads and should no 

longer be ignored. Some RT1 bonds with investment-grade rating pay even higher spreads 

than high yield bonds. 

- Despite the very challenging market volatility, European insurance companies have released 

strong and improving solvency regulatory ratios over the past couple of years. 

- It is one of the very few sectors that an increase in interest rates ultimately leads to an 

improvement in credit metrics, in this case Solvency II. 
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Disclaimer 

This material has been prepared by Twelve Capital AG, Twelve Capital (UK) Limited, Twelve Capital 
(DE) GmbH or their affiliates (collectively, “Twelve Capital”). This material has been furnished solely 
upon request and is intended for the recipient personally and may not be reproduced or otherwise 
disseminated in whole or in part without prior written consent from Twelve Capital. It is expressly not 
intended for persons who, due to their nationality or place of residence, are not permitted access to 
such information under local law as the product may not be authorised or its offering may be restricted 
in certain jurisdictions. It is the responsibility of every investor to satisfy himself as to the full observance 
of such laws, regulations and restrictions of the relevant jurisdiction. This is an advertising document. 

This information was produced by Twelve Capital to the best of its knowledge and belief. However, the 
information herein may be based on estimates and may in no event be relied upon. All information and 
opinions contained in this document are subject to change without notice. Twelve Capital’s analyses 
and ratings, including Solvency II compliance analysis, Twelve Capital’s Counterparty Credit Rating and 
Twelve Capital’s Legal Rating, are statements of Twelve Capital’s current opinions and not statements 
of fact. Source for all data and charts (if not indicated otherwise): Twelve Capital. Twelve Capital does 
not assume any liability with respect to incorrect or incomplete information (whether received from public 
sources or whether prepared by itself or not). This material does not constitute a prospectus, a 
request/offer, nor a recommendation of any kind, e.g. to buy/subscribe or sell/redeem investment 
instruments or to perform other transactions. The investment instruments mentioned herein involve 
significant risks including the possible loss of the amount invested as described in detail in the offering 
memorandum(s) for these instruments which will be available upon request. Investments in foreign 
currencies involve the additional risk that the foreign currency might lose value against the investor's 
reference currency. Investors should understand these risks before reaching any decision with respect 
to these instruments. The information does not take account of personal circumstances and therefore 
constitutes merely promotional communication, and not investment advice. Consequently, Investors are 
advised to take all necessary legal, regulatory and tax advice on the consequences of an investment in 
the product. Past performance is no indication or guarantee of future performance. The performance 
shown does not take account of any commissions and costs associated with subscribing to and 
redeeming shares. 
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8008 Zurich, Switzerland 

Phone: +41 (0)44 5000 120 

 

Twelve Capital (UK) Ltd 
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Twelve Capital (DE) GmbH 
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80333 Munich, Germany 

Phone: +49 (0)89 839316 112 
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About Twelve Capital 

Twelve Capital is an independent investment manager 

specialising in insurance investments for institutional 

clients. Its investment expertise covers the entire balance 

sheet, including Insurance Bonds, Insurance Private Debt, 

Catastrophe Bonds, Private Insurance-Linked Securities 

and Equity. It also composes portfolios of its Best Ideas. It 

was founded in October 2010 and is majority-owned by its 

employees. It has offices in Zurich, London and Munich. 
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Note to EEA investors: when distributed in the EEA, this information has been distributed by Twelve 
Capital (DE) GmbH in accordance with the terms of its authorisation and regulation by the 
Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin). 

Note to US investors: Neither this information nor any copy thereof may be sent, taken into or distributed 
in the United States or to any U.S. person (within the meaning of Regulation S under the US Securities 
Act of 1933, as amended). The products and services described herein may not be offered to or 
purchased directly or indirectly by US persons. 

Twelve Capital AG is licensed as "Manager of collective investment schemes" by the Swiss regulator 
FINMA. Twelve Capital AG is incorporated in Switzerland, registered number 130.3.015.932-9, 
registered office: Dufourstrasse 101, 8008 Zurich. Twelve Capital (UK) Limited is incorporated in 
England & Wales: company number 08685046, registered office: Moss House, 15-16 Brook’s Mews, 
London, W1K 4DS. Twelve Capital (UK) Limited is authorised and regulated by the UK Financial 
Conduct Authority and is registered as a commodity pool operator (“CPO”) with the U.S. Commodity 
Futures Trading Commission (“CFTC”) and is a member of the National Futures Association (the “NFA”) 
in such capacity. Such registrations and membership in no way implies that the FCA, the CFTC or the 
NFA have endorsed Twelve Capital (UK) Limited’s qualifications to provide the advisory services 
described in this document. Twelve Capital (DE) GmbH is authorised and regulated by the 
Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin) in Germany. Twelve Capital (DE) GmbH is 
incorporated in Munich, Germany, commercial register number (registry court: Munich) HRB 252423, 
registered office: Theatinerstrasse 11, 80333 Munich. 

© 2022 Twelve Capital. All Rights Reserved 


