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

 

“The Insurance sector has continued to show 
resilience from a fundamental perspective.” 

 
 

Market Summary 

The recent events that have unfolded in the 
past weeks have been very challenging for the 
Global Banking system. It is still unclear what 
the longer-term impacts will be for smaller and 
less regulated banks in the US or for European 
Banks in an environment where risks are 
growing of recession and increased NPLs (non-
performing loans). What is clear is that the bank 
system was once again susceptible to a bank 
run (rapid deposit withdrawals) as in the case of 
SVB, or in the case of Credit Suisse a complete 
lack of confidence going forward.  

The insurance sector suffered more secondary 
order effects in terms of spread widening. The 
greatest volatility for Banks was experienced in 
the most subordinated AT1 space where bonds 
in some cases fell by almost 20 points before 
partly recovering. Fortunately, Insurance Bonds 
in the RT1 universe sold off only 5-8 points and 
recovered quickly as the markets where acutely 
aware that the crisis was very much a banking 
problem and not an insurance sector problem. 

The current landscape for investing across 
Insurance Bond capital structures (see Table 1) 
presents yields still at the most attractive level 
they have been in the past 12 years. But more 
importantly we believe that the recent crisis in 
the banking sector should force investors to 
reconsider their allocation to the banking sector 
especially to AT1 structures and potentially 
switch to a more defensive and compelling 
sector, Insurance Bonds. 

Global Financial Credit funds were impacted 
significantly from the recent banking crisis, due 
in most part to their exposure to AT1 type 
structures. Volatility in the RT1 subsect of the 
Insurance Bond universe experienced a higher 
degree of correlation to Bank AT1 structures. 
Overtime we would like to see this subsector 
develop although we expect recent events to 
represent a drag for supply, at least in the short 
term. Moreover, to put things into context the 
Insurance RT1 universe, being circa EUR 19bn 
in issuances, is still small, and just slightly larger 
than the total amount of AT1 of Credit Suisse 
that were wiped out. 

 

Executive Summary 

- Q1 2023 has been a challenging start for markets: persistent inflation, uncertainties 

around Central Bank rate policies and fears around bank contagion risk. 

- The bank failure of Silicon Valley Bank (SVB) and the forced merger of Credit Suisse 

(CS) with UBS led to a major rout in financial markets across global financial markets. 

The complete write down of Credit Suisse AT1 caused much angst not only amongst 

holders of the CS instruments but many investors to reassess their holding in AT1 

bank debt across all financials. 

- There are fundamental differences between banks and insurers and we believe 

insurers to be better positioned. 

- The insurance sector has continued to show resilience from a fundamental 

perspective and for Insurance Bonds any spread widening has been in line with a 

poorer market backdrop. 
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Table 1: Current yields across structures 

 

Source: Twelve Capital. As at 31 March 2023. Table showing where various structures within the Insurance Bond universe are 

currently trading. YTBB: Yield to buy back. 

 
Differences between banks and insurers 

We believe it is key for investors in the current 
market environment to understand the 
differences between banks and insurers. In 
fact, there are important differences in their 
balance sheet structures, as well as risks and 
investment strategies that are driven by the 
nature of their underlying business models: 
while banks’ main objective is maturity 
transformation, insurers’ focus is on maturities 
matching. 

Banks’ liabilities are mainly comprised of short-
term deposits that are invested in longer term 
typically illiquid loans. This creates a 
mechanical duration mismatch and exposes 
banks to liquidity risk. This makes banks more 
subject to lack-of-confidence induced 

withdrawals, as seen in the sector in 2023 and 
during the Financial Crisis of 2008/2009. 

Insurers tend to have predictable liabilities, 
driven by law of large numbers or having 
contractually set pay-outs and duration that can 
be matched with assets that have similar 
duration and are, in most cases, highly-rated 
and very liquid.  

Moreover, insurance products tend to be illiquid 
(e.g. P&C products, term life products, pension 
annuities) for policyholders and even insurance 
savings business is often less exposed to 
surrender risk than bank deposits thus 
diminishing further reducing liquidity risk for 
insurers. 
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Chart 1: Defining insurance balance sheets vs banks 

 

Source: Twelve Capital. As at March 2023. 

 

It is important to flag that post-crisis regulation 
has been a key topic since the Financial Crisis 
to ensure that banks have recovery and 
resolution plans in place and that regulators 
have all the necessary tools at their disposal in 
order to quickly deal with the failure of a bank, 
thereby aiming at limiting contagion of the wider 
financial system and losses for taxpayers. 

In the case of insurers, unlike banks, size is not 
necessarily a good indicator of their systemic 
risk potential. In fact, the more diversified an 
insurer is and the larger the number of 
independent risks it insures, the lower the 
probability a single event would require a pay 
out all at once. Insurers are less exposed to 
very sudden market crashes and challenging 
situations can be better addressed by 
regulators. 

Albeit, there is no defined resolution yet in place 
for insurance companies in most markets, the 
European Union is in the process of 
standardising resolution regimes across its 
different countries. 

Lastly, we highlight that deeply subordinated 
debt issued by insurance companies typically 
has loss absorbency features that include either 
a conversion into equity or principal write-up 

mechanisms, which are less penal to investors 
than permanent write-down. 

Fundamentals remain solid 

Insurers have weathered well the current 
environment. In particular, diversified multiline 
players have benefited from their strong risk 
diversification by geography, line of business 
and distribution channels. We observed that 
more life-orientated players benefitted from the 
effect of higher interest rates on their 
guaranteed business (that saw lower capital 
requirements), however, some challenges arise 
from rapidly rising interest rates as the risk of 
lapse increases (i.e., the risk policyholders 
surrender their existing policy to buy a new one 
offering better terms). 

P&C players skewed towards Commercial lines 
saw increases in insurance rates more than 
offset higher inflation, and they typically fared 
better than insurers focusing on Personal lines, 
particularly in competitive markets such as 
Spain and the UK.  

2022 has been one of the most intense years 
for reinsurers and specialty players, as Nat Cat 
losses came in well above the 10-year industry 
averages. Reinsurance capacity for 2023 is 



 
 
 

 

 

 

Page 5 of 7 
 

 

limited with a lot of significant players exiting or 
reducing their exposure to Cat risk (e.g. AXA-
XL, SCOR). Reinsurance rates are therefore 
increasing thus benefitting reinsurers as they 
can bolster reserve buffers, increase margins 
and be more selective in underwriting Cat risks.  

Finally, we reiterate that solvency ratios remain 
at historically high level, and on average well 
above 2.0x the minimum required by the 
respective regulators (see Chart 2). 

 

Chart 2: Solvency ratios by subsector as at 31 December 2022 

 

Source: Twelve Capital. As at 31 December 2022. 

 

Key risk associated with investments in Insurance Bonds include 
 

Concentration in one industry risk: When a 
portfolio is reliant on one industry or market 
segment (i.e., insurance industry), this creates 
concentration risk. Thus, it increases the 
likelihood that a single impact can have a big 
effect. 

Counterparty risk: The counterparty in a 
credit, or trading transaction may not fulfil its 
part of the deal and may default on the 
contractual obligations. 

Interest rate risk: In particular fixed rate 
securities may be affected by changing interest 
rates which may reduce or increase the market 
value of a bond. 

Market risk: The price of investments may 
fluctuate and can decline in value due to factors 
affecting financial markets generally or 
particular industries, sectors, companies, 
countries or geographies represented in the 
portfolio. 
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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 

Twelve Capital AG 
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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 
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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 Multi Asset portfolios. 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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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 
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 marketing material in the meaning of MiFID II. 

This is marketing material in the meaning of FIDLEG. 

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. Such registrations in no way implies that the FCA has 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. Disclosure 
Brochures with further regulatory information about our entities can be found in the "Regulatory" section 
on our website. 

© 2023 Twelve Capital. All Rights Reserved 


