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Dinesh Pawar, Head of Insurance Bonds at Twelve Capital, provides an 
update on the Insurance Bond market. 

 

“The entry point for Insurance Bonds has 
just got even more compelling” 

September 2022 has been a very volatile month 
for credit investors, with Investment Grade and 
High Yield funds down in excess of -8%. Clearly 
markets are dealing with a lot of issues, from 
the war in the Ukraine, high energy costs, 
recession, Hurricane Ian and central bank 
induced rates volatility. In addition, in the last 
week of September margin calls for liability 
driven UK pension funds led to wide spread 
selling of credit across Europe. For UK based 
insurers this number of bad developments is 
less of an event despite the fact that they are 
significant users of interest rate swaps, margin 
calls were comfortably met and there was no 
cause for concern given the high liquidity 
buffers inherent in all such entities. 

None of the issues mentioned above have had 
or are expected to have material impact on 
credit fundamentals for the insurance sector. 
We have discussed in detail the benefits of 
rising rates for the insurance sector in previous 
research papers, and in particular the benefits 
for life insurance companies who reported 
higher and very healthy solvency ratios in Q1 
and Q2 this year on the back of higher excess 
capital and/or lower capital requirements. 
Higher spreads do impact insurers’ marked to 
market fixed income assets but we must bear in 
mind that a significant proportion of these fixed 
income assets are facing liabilities with similar 
duration and are held to maturity. Insurers are 
therefore protected against temporary market 
volatility. 

In our opinion the aggressive moves of central 
banks are key to understanding credit going 
forward. Ultimately the credit sell off or spread 
widening was initially triggered by expectations 
of higher interest rates and whether that would 
trigger a recession. The point is that central 
banks have been reacting to inflation. Once 
central banks find a balance or a reason to no 

longer act aggressively credit is expected to 
immediately stabilise. Hence this is why we 
believe increasing exposure to Insurance 
Bonds makes sense now as despite the higher 
beta once we see inflation stabilising, we will 
also get more clarity on future rates rises.  

The last Fed hike on 21 September moved the 
Fed’s Fund rate to 3.25% with forward guidance 
suggesting rates will get to 4.25%-4.625% by 
the end of the year. Nearly all rates’ strategists 
are forecasting that we are not far from that 
point. In Europe the current base rate is 1.25%, 
although clarity is needed regarding how far 
Europe will go in increasing rates as the 
underlying driver is energy costs. In fact, recent 
inflation data in Europe suggest that European 
inflation hit 10% in September. 

Why now 

Insurance Bonds are at levels last witnessed at 
the time after the Great Financial Crisis 
2007/2008 and the European Sovereign Crisis. 
High quality names have been unfairly 
penalised. After these crises Europe at least 
was dominated by the “Draghi Put” (do anything 
to save Europe), that essentially triggered a 
monumental rally that lasted all the way up to 
COVID-19 and was reincarnated to a certain 
degree to help get through this period.  

From a fundamental credit perspective, 
insurers are strong enough and well positioned 
to face higher inflation, higher rates and risks of 
recession. We have seen clear signs of 
hardening markets in 2022 with property and 
casualty players being able to significantly 
increase their premium rates without reducing 
the volume of business underwritten (e.g., 
commercial lines, property risk, motor). This 
trend has been confirmed at the Monte Carlo’s 
reinsurance conference in September. Life 
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insurers with traditional savings books including 
guarantees which had been suffering during 
low interest environments can now reinvest at 
higher rates and increase their profitability on 
these books.  

Insurers are also well positioned to face 
potential higher interest charges since their 
financial leverage remain at a comfortable level 
(25% based on economic balance sheet) 
compared to other industries. 

Nevertheless, we acknowledge that there is still 
some dispersion of returns when investing in 
insurance fixed income and a great emphasis 
should be put in the selection of securities and 
the handpicking of investments in the insurance 
space.  

Looking at the yields both in table 1 and table 2 
the extent of the opportunity is apparent. Table 
2 highlights the cash price of recently issued 
Insurance Bonds, including some issued by the 
highest rated players within the sector. Finally, 
chart 1 displays the extent of the move vs other 
crises. 

 

Table 1: Current yields 

Structure/YTBB GBP EUR USD 

Solvency II - T1 
YTBB = 9.84% 

Duration = 4.43 

YTBB = 7.11% 

Duration = 4.29 

YTBB = 7.71% 

Duration = 2.59 

Solvency II - T2 
YTBB = 7.98% 

Duration = 5.25 

YTBB = 5.62% 

Duration = 4.87 

YTBB = 6.68% 

Duration = 6.88 

Solvency II - T3 
YTBB = 8.01% 

Duration = 3.14 

YTBB = 4.20% 

Duration = 3.63 
N.A. 

Senior 
YTBB = 5.93% 

Duration = 7.16 

YTBB = 3.52% 

Duration = 4.70 

YTBB = 5.09% 

Duration = 6.04 

Source: Twelve Capital. As at 3 October 2022. 

Table 2: Insurance Bonds issued in 2022 

 
Source: Twelve Capital. As at 30 September 2022. 
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Chart 1: Insurance Bond Spreads in distressed markets 

 
Source: Twelve Capital. As at 3 October 2022. Past performance is not indicative of future returns. 

 

Risk factors 

Investments in bonds can fluctuate in value, 
and there is no guarantee that bonds can be 
sold for the original capital amount invested. 

The value of bonds can be affected by factors 
specific to an individual company or issuer, as 
well as general market and economic 
conditions. Corporate bonds usually carry a 
higher risk than government bonds. The lower 
the quality rating given to a debtor by a rating 
agency, the higher the risk. Nonrated bonds 
can be riskier than bonds with an investment 
grade rating. 

These factors mean there is no guarantee that 
all issuers will be able to meet their payment 
obligations in full and on time. The value of 
bonds is furthermore affected by changes in 
interest rates. This is the risk that the value of a 
bond may fall, so when such an investment is 
sold, its value may be lower than the original 
purchase price. 

 

 

 

 

 

 

 

 

 

 

 

  

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. 

Twelve Capital AG 
Dufourstrasse 101 

8008 Zurich, Switzerland 

Phone: +41 (0)44 5000 120 

 

Twelve Capital (UK) Ltd 
Moss House, 15-16 Brook’s Mews 

London W1K 4DS, United Kingdom 

Phone: +44 (0)203 856 6760 

 

Twelve Capital (DE) GmbH 
Theatinerstraße 11 

80333 Munich, Germany 

Phone: +49 (0)89 839316 110 
 

 

info@twelvecapital.com  

www.twelvecapital.com 
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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. 

This material contains information about Twelve Capital and its products as at the date of this material. 
The information contained herein is of a general nature and does not purport to be complete or contain 
all the information that an investor should consider when making an investment decision nor does it 
contain all the information which would be required in a disclosure document or prospectus prepared in 
accordance with the requirements of the Australian Corporations Act 2001 (Cth) ("Corporations Act"). 
To the maximum extent permitted by law, Twelve Capital makes no representation or warranty (express 
or implied) as to the accuracy or completeness of the information contained herein and disclaims all 
responsibility and liability for the information (including without limitation, liability for negligence). This 
material is for information purposes only and is not a prospectus, disclosure document, product 
disclosure statement or other offering document under Australian law or any other law (and will not be 
lodged with the Australian Securities and Investments Commission (“ASIC”)). The material is not and 
should not be considered an offer or an invitation to subscribe for or acquire securities or any other 
financial products. The material is available to persons who are "wholesale" investors (as defined in 
sections 708 and 761G of the Corporations Act). Determination of eligibility of investors for the purposes 
of the Offer is by reference to a number of matters, including legal requirements and the discretion of 
Twelve Capital. To the maximum extent permitted by law, Twelve Capital disclaims any liability in 
respect of the exercise of that discretion or otherwise. The distribution of this material in other 
jurisdictions outside Australia may also be restricted by law and any such restrictions should be 
observed. Any failure to comply with such restrictions may constitute a violation of applicable securities 
laws. By accepting this material you represent and warrant that you are entitled to receive such material 
in accordance with the above restrictions and agree to be bound by the limitations contained herein. 
This material contains certain “forward looking statements”. Forward looking statements can generally 
be identified by the use of words such as, “expect”, “anticipate”, “likely”, “intend”, “should”, “could”, 
“may”, “believe”, “forecast”, “estimate”, “target” “outlook” and other similar expressions and include, but 
are not limited to, indications of, or guidance or outlook on, future earnings or financial position or 
performance of the funds or Strategies mentioned. The forward-looking statements contained in this 



 
 
 

 

 

 

Page 6 of 6 
 

material are not guarantees or predictions of future performance and involve known and unknown risks 
and uncertainties and other factors, many of which are beyond the control of Twelve Capital, and may 
involve significant elements of subjective judgement and assumptions as to future events, which may 
or may not be correct. There can be no assurance that actual outcomes will not differ materially from 
these forward-looking statements. A number of important factors could cause actual results or 
performance to differ materially from the forward-looking statements, including the risk factors set out 
in this material. Investors should consider the forward-looking statements contained in this material in 
light of those disclosures and not place reliance on such statements. The forward-looking statements 
are based on information available at the date of this material. Except as required by law or regulation, 
Twelve Capital undertakes no obligation to provide any additional or updated information whether as a 
result of new information, future events or results or otherwise. Indications of, and guidance or outlook 
on, future earnings or financial position or performance are also forward looking statements. Twelve 
Capital does not guarantee any particular rate of return or performance nor does it guarantee the 
repayment of capital invested or any particular tax treatment. 

This is a marketing material in the meaning of FIDLEG/MIFID. 

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 


