
In focus

The impact on insurers’ liabilities has been meaningful too. Mortality in many 
countries has worsened, savings products have performed poorly and many insurers 
are finding themselves in political crosshairs around policy wording and exclusions. 

Even, and perhaps especially, during times like these, however, there are 
opportunities abound. Seizing the opportunities presented to insurers at a time when 
investors are fearful, offers them the possibility to emerge stronger on the other side 
of this crisis and earn the ‘courage’ premium. 

Below we have highlighted the salient impacts on capital markets and what the likely consequences are for 
insurers. We have also considered a range of insurance lines of business and explored the potential impacts on 
these. Finally, we discuss the way that insurers can use recent market developments positively to enhance the 
performance of their portfolios and make the most of the opportunities currently present in the market.
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Insurers are having their toughest year in a generation. Interest rates have collapsed 
to all-time lows, credit spreads have swiftly peaked to multi-year highs and equity markets 
have fallen to levels not seen in decades.

Impact on assets

Central banks
Central banks’ response has been sharp, swift, globally-
coordinated and consistent in both type and degree across 
the globe. Central banks (with some exceptions) have lowered 
interest rates – to historical lows in some countries. They have 
also reintroduced crisis-era funding programmes such as 
commercial paper and primary dealing facilities. Quantitative 
Easing has also been instituted by many central banks, with the 
US Federal Reserve (Fed) in particular leading the charge with an 
aggressive expansion of the bank’s balance sheet, including a 
sortie into corporate debt. 

Central banks have also used messaging extensively to reassure 
markets. Jerome Powell for instance remarked that “When it 
comes to lending, we are not going to run out of ammunition”. 
Christine Lagarde fumbled, remarking that “the bank is not here 
to close spreads”1, and then later clarified that the European 
Central Bank was “fully committed to avoid any fragmentation 
in a difficult moment for the euro area”. The recent action from 
central banks raises some important questions for insurers. 
The question of how much firepower central banks have has 
effectively been answered – practically infinite amounts. It is far 
from clear that there is any upper bound to the quantity, or even 
the nature of securities that central banks will buy to support the 
economies they serve. Questions remain, however, as to how 
banks will be able to unwind these measures when the economy 
wakes up from its induced coma. Furthermore, it is unclear what  

1Christine Lagarde, European Central Bank, 12 March 2020.

the impact of central bank action, coupled with aggressive and 
unprecedented fiscal action, will be on inflation once a recovery 
is afoot. This is of particular concern to insurers which often have 
significant unhedged consumer price inflation exposure.

Overall, governments have behaved as expected, taking 
fiscal actions that should prove positive in stabilising demand 
during these difficult economic times. Central banks have too 
acted as expected. The real question is how governments and 
central banks will act in the next stage of the story – will there 
be a slow tightening of stimulus as the economy eases back 
into normalcy or will the political expedience of maintaining 
stimulus pressurise governments and central banks into 
keeping the gas pedal on, causing lower-for-longer yields and 
higher-than-expected inflation?

European interest rates

European interest rates have gone through a roller coaster ride 
over the past few weeks. In the centre of the drama has been 
the yield on BTPs where the entire Italian government yield 
curve whipsawed sharply over the past few weeks and remains 
very volatile. This arises both as a result of Italy’s status as 
ground zero of Covid-19 in the West as well as the sensitivity of 
the bonds to the strained relationship between the Italian and 
European Union governments.
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Figure 1: Widening spreads between BTPs and Bunds

Source: Refinitiv, Schroders.

The Italian insurance industry has a strong structural dependency 
on the yield offered by Italian government bonds (BTPs) which 
constitute about 50%2 of the aggregate Italian insurance balance 
sheet. Fluctuations in the spread between these bonds and the 
risk-free rate that insurers use to discount their liabilities creates 
volatility on an insurer’s solvency balance sheet.

The Italian insurance market may see some relief from a potential 
triggering of the unusual country-specific volatility adjustment. 
This will allow some life insurers in Italy to discount their liabilities 
at a rate which more appropriately reflects the yield earned in 
capital markets in Italy.

In the rest of Europe and the US, meanwhile, the problem has 
been the reverse. Despite a few days during which dislocations in 
government debt markets caused rising yields, especially in the 
US, governments have seen a drop in the interest they have to pay 
to raise debt. 

Not unlike the situation seen over the past five years, insurers 
which had a net positive duration exposure were hit with mark-to-
market losses. These market moves create a difficult question for 
insurers to tackle: do they hedge at historically expensive levels or 
do they put up with the losses and hope that their balance sheets 
are appropriately positioned for a recovery?

Insurance regulators have yet to respond decisively. Regulators 
across Europe have granted operational relief to insurers by 
postponing reporting deadlines but this more a reflection 
of the difficulty insurers have in meeting deadlines with the 
majority of their employees working from home. In the UK, the 
insurance regulator, the Prudential Regulation Authority (PRA), 
has welcomed applications from insurers to employ transitional 
measures to provide further capital relief – in effect providing 
insurers with a temporary ”loan”.

2Italian Institute for the Supervision of Insurance (IVASS).

European credit

European credit has seen credit spreads widen extensively across 
all ratings and all tenors, at a historical pace. There are both 
economic and non-economic reasons for this. The bond market 
is attempting to appropriately price in the inarguably higher risk 
of downgrades and defaults, with the energy sector suffering 
particularly. Some 40% of the debt in the energy sector has been 
downgraded. There have been a few high profile downgrades, 
including General Motors, Boeing, Ford and Occidental, with the 
latter two losing their investment-grade rating.3

The other big moves in credit markets have been motivated by 
a crunch in liquidity. To meet liquidity requirements, investors 
often react by selling assets which have lost less value, 
crystallising a smaller loss. This leads to investors selling shorter 
duration credit causing the credit curve to flatten and creating a 
negative term premium. 

These liquidity concerns have been pronounced. Liquidity isssues 
peaked in the middle of March spurring central banks into action 
and leading to the setting up of temporary (and sometimes 
indefinite) credit facilities for corporations which have been 
loading up on cash ahead of what many were worried would be a 
liquidity crunch - creating a liquidity crunch in and of itself. 

The Fed’s foray into corporate credit buying with its Primary 
Market Corporate Credit Facility (PMCCF) and Secondary Market 
Corporate Credit Facility (SMCCF) will be something to watch out 
for. If the experience we have gained from the ECB’s corporate 
bond buying is anything to go by, eligible bonds should rally first 
but this should spill over to non-eligible bonds eventually. It is 
likely that the Fed will start with shorter-dated paper where the 
liquidity concerns are greatest.

Despite (and because of) spreads  widening significantly, there is 
significant scope for opportunities for insurers within European 
credit to capitalise on this. Insurers which take advantage of 
appropriate buying opportunities can find high quality bonds 
trading at significant discounts.

3BofA Global Research, March 2020.
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Impact on liabilities 

The impact on insurers’ liabilities will depend on a variety of 
factors. Principally, the effect on liabilities will be affected by (1) 
changes in the number of claims, (2) the size of these claims, (3) 
the line of business the claims pertain to, and (4) the level and 
nature of reinsurance the insurer has purchased. 

Digressing to mortality specifically, it is still far from clear what 
the ultimate impact of the virus will be on mortality across various 
ages and this will depend on each country specifically. In the UK, 
for instance, mortality has worsened4 sharply to multi-year highs 
and is likely to continue to do so as the virus goes on spreading.

4 Source: Continuous Mortality Investigation, Institute and Faculty of Actuaries.

Insurers, however, establish prudent estimates of liabilities and 
build in reserves for these occasions. As more data emerges, it is 
increasingly likely that the impact on mortality could fall to levels 
within the margins insurers are prepared for.

A high-level summary of the expected impact on various insurers’ 
lines of business is provided below:

Line of business Potential effect

Non-life: Liability 
insurance, movable and 
immovable property

In times of economic difficulty, claim numbers and amounts tend to go up. This should be substantially 
offset by the fact that a large part of liability insurance lines provide protection against physical perils 
which have been significantly reduced due to restrictions on free movement in most European countries.

Business  
interruption cover

The effect on business interruption cover has so far been negative. Companies are facing increased 
regulatory pressure (discussed below) and legal action against business interruption claims that 
were rejected.
The effect on policies ultimately depends on the kind of cover sold. Many businesses, especially small 
to medium-sized firms will purchase ‘basic cover’ which tends to provide force majeure exclusions, 
including pandemics. 
These policies will, however, be increasingly subject to scrutiny by regulators and government ministries 
as political pressure to intervene mounts.

 
 
Life:  
Life assurance

The Covid-19 crisis can pose risks to insurers, especially those that are not sufficiently diversified by 
region and line of business. Mortality and morbidity losses are likely to increase, both directly because of 
the virus, and as additional pressure is placed on healthcare systems and there is an increased need for 
emergency triage.
Any significant deviations from experience are likely to be secured by reinsurers and so the direct impact 
on insurers’ balance sheets should be mitigated.

Life: Pensions and  
annuity business

In isolation, any deteriorations in mortality experience should generate underwriting profits for insurers 
writing this type of business.

Life: Savings products  
and unit-linked

The value-in-force of unit-linked savings policies is likely to have fallen precipitously over the past few 
weeks. Insurers writing savings products have beta exposure to the market through fees (which are 
usually proportionate) and will find that the impact of lower market levels will create a dampener on fees.
For with-profits policies, the bonus distribution policy is likely to be adjusted as a reduction in the value 
of assets is shared, perhaps resulting in a reduction in terminal bonuses and reversionary bonuses. 
The ultimate effect on insurers will depend on how long the recovery takes and if there is any change in 
policyholder purchasing behaviour.

Health

A significant tailwind for insurers may be an increase in policy take-up once the virus passes.  
There may also be relief from a reduction in the number of cases of other communicable diseases due to 
the lockdown. 
Covid-19 claims will of course increase losses, with this risk being particularly sharp if there are further 
waves of the disease.

An emerging risk affecting insurers of all lines is political risk. 
At a time of increasing public panic and outrage at the number 
of Covid-19 cases and the number of deaths, it may become 
more politically expedient to require insurance companies to 
pay out claims that would not usually pass claim underwriting 
(because of policy exclusions, claim criteria not being met or 
other reasons). This could result in insurers paying out far more 
in claims than expected. The extent to which these losses can 
be shared with reinsurers in this instance is far from clear.

A related issue will be the risk that legal challenges to insurers 
arise due to them denying claims that are not covered within 
policies. This could open insurers up to unexpected losses. Indeed 
a number of insurers are already facing litigation and pressure 
from action groups.

In the middle of all this uncertainty, decision-making becomes 
more difficult but all the more critical. Investment decision-
making is particularly important; insurers which steward the 
assets of their policyholders best through the next few months 
should be able to gain a significant strategic advantage.

Source: Continuous Mortality Investigation, Institute and Faculty of Actuaries.
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What can insurers do?

The appropriate reaction from insurers will of course depend on 
their current portfolio, solvency, risk appetite, line of business and 
their strategic positioning.

Insurers have a number of issues to grapple with. A key question 
that insurers’ investment teams have to answer is how to stay true 
to their strategic plans (expressed through their strategic asset 
allocation, investment partners and investment beliefs) while 
still exploiting the significant tactical opportunities arising from 
market dislocations.

In some markets this is clearer, for instance in European credit, 
where spread-widening has been sharp and precipitous, meaning 

that many bonds are trading at significant discounts. This is 
similarly the case with global equity markets, in which whipsawing 
prices reflect investors’ struggle to appropriately price in the 
multiple effects of the virus. Market moves have also been 
obfuscated by liquidity demands, meaning that many investors 
are acting as non-economic agents in the market, especially as 
forced sellers. 

This has created an opportunity for bold insurers, partnered with 
informed asset managers, to benefit from the opportunities these 
markets have yielded and to earn a courage premium.

Action Potential action

Consider 
volatility-
controlled 
risk managed 
products

Risk managed products, more generally, will have fared well through the initial drawdowns but will 
struggle with surging costs in protection due to record volatility.
This makes volatility-controlled risk managed products increasingly attractive as these products have 
broadly fixed costs of protection (given that the volatility is controlled) while possessing the downside 
protection of risk managed strategies.

Buying quality 
bonds at 
significant 
discounts

Identifying bonds that are cheap can allow insurers to buy credit at historically cheap levels. Assessing 
quality with the high level of uncertainty caused by the pandemic is difficult, but capable managers able 
to identify significant dislocations with high conviction can then exploit the opportunities presented. 
Naturally, this has the effect of strengthening the insurer’s capital position over time. It can also 
improve an insurer’s competitive offering.
Furthermore, some bond markets have been under-valued due to structural reasons such as margin 
calls, liquidity requirements and demand destruction.
Insurers need to be able to (1) rely on high quality credit analysis (2) optimise sector allocations to those 
which offer more opportunity and (3) be able to have company specific insights that allow them to 
determine mispricing.

Considering  
long-term  
equities

The recent indiscriminate reduction in the market value for equities across geographies and sectors 
presents a buying opportunity for investors able to appropriately assess relative value. In particular, the 
opportunity presented is a good fit for value-minded investors with a longer time horizon to ride out 
market volatility.
The recent sell-off has provided deep value investors with the broadest opportunity set for over a 
decade. Value investing has a strong track record of subsequently outperforming in these conditions, 
being able to deploy capital across a variety of opportunities.
Long-term equities allow insurers to take advantage of significant capital relief for holding European 
stocks for more than five-years and can be a good match for value-minded investors as current 
depressed valuations offer investors a good entry point.

Private  
assets

Private assets have remained resilient and many less cyclical sub-sectors are performing well. They 
therefore remain a compelling way for insurers to earn spreads, especially with historically low rates.
One of the key benefits of private assets is that less frequent valuations results in lower asset volatility. 
The structural and long-term case for private assets remains strong.
Additionally, during liquidity crises, there are often forced sellers of private assets that allow for steep 
price dislocations. These opportunities allow investors to pick up otherwise high value securities in 
secondary markets at attractive prices.
Looking forward, managers can benefit from the fact that lending to companies at the ‘bottom’ of the 
crisis is not always easy as there is minimal liquidity, and the pro-cyclical nature of banking regulations 
across the world often make it difficult for banks to take the risk needed to refinance companies into the 
recovery. This can provide a large structural opportunity for private lenders to earn a significant premium.
Finally, active portfolio management means private equity managers can intervene in the operations of 
their portfolio companies in times of crisis, rather than being passive stakeholders.

Past performance is not a guide to future performance and may not be repeated. The value of investments 
and the income from them may go down as well as up and investors may not get back the amount originally 
invested. For illustrative purposes only and should not be viewed as a recommendation to buy or sell.
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Important Information
Marketing material for professional investors and advisers 
only. The views and opinions contained herein are those of the 
Insurance Asset Management team, and may not necessarily 
represent views expressed or reflected in other Schroders 
communications, strategies or funds. The views in this document 
are based on our current understanding of regulatory 
developments and are subject to change. This material is 
not intended to provide advice on forthcoming regulatory 
requirements and does not take into account specific 
circumstances of any recipient. This document is intended to 
be for information purposes only. The material is not intended 
as an offer or solicitation for the purchase or sale of any financial 
instrument. The material is not intended to provide, and should 
not be relied on for, accounting, legal or tax advice, or investment 
recommendations. Information herein is believed to be reliable 
but Schroders does not warrant its completeness or accuracy. 
No responsibility can be accepted for errors of fact or opinion. 
Reliance should not be placed on the views and information in 
the document when taking individual investment and/or strategic 
decisions. Past performance is not a reliable indicator of future 
results, prices of shares and the income from them may fall as 

well as rise and investors may not get back the amount originally 
invested. The forecasts stated in the document are the result of 
statistical modelling, based on a number of assumptions. 
Forecasts are subject to a high level of uncertainty regarding 
future economic and market factors that may affect actual future 
performance. The forecasts are provided to you for information 
purposes as at today’s date. Our assumptions may change 
materially with changes in underlying assumptions that may 
occur, among other things, as economic and market conditions 
change. We assume no obligation to provide you with updates or 
changes to this data as assumptions, economic and market 
conditions, models or other matters change. Schroders will be a 
data controller in respect of your personal data. For information 
on how Schroders might process your personal data, please view 
our Privacy Policy available at www.schroders.com/en/privacy-
policy or on request should you not have access to this webpage. 
For your security, communications may be taped or monitored. 
Issued in May 2020 by Schroder Investment Management Limited, 
1 London Wall Place, London, EC2Y 5AU. Registered Number 
1893220 England. Authorised and regulated by the Financial 
Conduct Authority. 438308. UK000791

Conclusion
We all know that history does not repeat itself, but it does 
rhyme. When confronted with unprecedented moments, 
history does not serve as a perfect guide but it does give us 
some clues. We know that 100% of crises in the past have 
come to an end and that difficult times provide moments for 
people and organisations to step up and emerge from them 
stronger than before. It is also clear that, much like was seen 
in crises of the past, there are significant price dislocations in 
securities from fundamentals across a wide selection of asset 
classes. 

How investors have responded during the past few weeks 
of the Covid-19 crisis and how they respond in the next few 
weeks, is likely to have a disproportionately large impact on 
their investment performance over the next few years. 

In times like these we need to rely on timeless principles that 
have stewarded us through difficult times before: focus on 
the signal not the noise, identify the opportunities in times of 
volatility and partner with the right people to make the most 
of opportunities, when others are too fearful.

Consider 
hedging 
implications

Hedging costs for rates, credit and equities have increased. This places insurers with a difficult circle to 
square – does one hedge when it is expensive to do so to avoid further losses (but possibly miss out on 
potential gains) or does one wait it out until markets normalise and hope to ride the recovery?
The ‘right’ answer will ultimately depend on each insurer’s current portfolio, solvency, risk appetite and 
the market views. Hedging considerations will also differ for the different risks to hedge.

Maintain 
effective liquidity 
management

Insurers’ priority in this time will be paying claims and ensuring they have sufficient liquidity to do so. 
This means that insurers (alongside many other institutional investors) need to ensure that they have 
careful cash flow management and where necessary, liquidating their portfolios in efficient ways.

Ensuring flexible 
investment 
governance

Insurers need to have significant flexibility to cope with increased market volatility. This means 
the ability to execute investment views swiftly and in cost-efficient ways. The importance of having 
responsive and agile investment managers (or internal investment management structures) is more 
important than ever.


