
Keith Wade, Chief Economist, explains how 
Covid-19 has impacted the investment trends 
that are set to dominate the next decade: 
they are the Inescapable Truths. These truths 
concern interest rates, government finances, 
populism, technological change and the 
environment. In our final insurance newsletter 
of 2021, we examine the long run forces – 
sustained low interest rates and pressure on 
government finances. In our next newsletter, 
we will look at the other more disruptive forces. 
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Inescapable Truths – Long Run Forces 

Truth 1: Low Rates For Longer 
Sustained low interest rates can adversely impact ALM strategy 
both through lower receipts than expected to match liability 
outgo (which is particularly acute for long-term liabilities), and 
reinvestment of cashflow at yields lower than those assumed in 
pricing in-force guarantees. 

As overall portfolio yields on core bond holdings have declined, 
insurers have been forced to look elsewhere to enhance 
investment earnings such as lower rated corporate bonds and 
private assets. Such action consumes relatively more capital 
under RBC regimes and can test insurers’ risk appetite and 
capacity; paying attention to the trade-offs between return and 
capital charge becomes an important consideration in portfolio 
construction. Higher capital charges are not in themselves a 
problem if a) capital adequacy is supportive and b) the return  
on capital is relatively attractive. 

Global growth and inflation have rebounded strongly in 2021 and 
will continue to do so in 2022 as countries emerge from pandemic-
induced economic hibernation, and this could undermine the 
premise of ‘low for longer’. If rates rise as a result – which is now 
starting to happen for short term – then investment earnings 
should increase. There would be a fall in bond prices of course, 
but where insurers follow a hold-to-maturity approach and are 
well matched to liabilities by duration and / or cashflow, the 

impact should be minimal. Problems could arise where there is 
a disconnect between valuation bases under the prevailing Pillar 
1 regime if for example liabilities are at book value and assets at 
market value. 

Rising inflation brings its own set of investment challenges and 
insurers need to position their portfolios for adverse impacts  
on claims and expenses, and on asset values. The claims cost link 
to both GDP growth and inflation growth is complex and the  
effect different for life and for property and casualty insurance, 
but where long term inflation is of concern, strategic asset 
allocation can be tilted towards diversified portfolios of real assets 
such as property and infrastructure. Such assets are positively 
correlated with inflation through regulation and / or contractual 
obligations, and are well-suited to an ALM strategy in an 
inflationary environment. 

Rising rates and rising inflation together could result in broadly 
neutral impacts in well-matched ALM portfolios, and in our view 
the peak of the interest rate cycle is likely to be very modest (our 
forecast for US rates is 2%) which reinforces our ‘low for longer’ 
view. Nevertheless, insurers should review their SAA in changed 
economic environments and take action to reposition if necessary.



Watch – How Covid-19 has affected the Inescapable Truths
Keith Wade, Chief Economist, explains how Covid-19 has impacted the investment trends that are set to dominate the next decade: they 
are the Inescapable Truths. 

Truth 2: Rising Pressure on Government Finances 
The low interest rate environment described above means central 
banks may have some room for manoeuvre in monetary policy to 
manage inflationary pressures, but many are expected to maintain 
a low rate environment to avoid threatening post pandemic 
recovery and to manage debt burdens. As for fiscal measures, 
Europe and China are expected to continue their stimulus 
programmes throughout 2022, but elsewhere governments are 
winding down policy support.

It is well known that there can be winners and losers in markets 
from policy changes, and there are well understood impacts of 
interest rate movements on ALM portfolios. But there are also 
some interesting ‘second order’ investment implications for 
insurance companies as a consequence of government action:

– State pensions and healthcare spending is increasingly 
burdensome but improvement and innovation in healthcare 
technology and private market care is expanding. This is 
leading to new investment opportunities in both public and 
private markets, and can also lead to complementary longer 
term experience from a claims perspective through improved 
health outcomes. 

 – Renewed momentum on infrastructure development in 
both pubic and private sectors is being encouraged with the 
aim of improving demographic and economic experience 
through enhancements to transport, energy, water, waste 
management, digital networks amongst others. This again 
presents both investment opportunity and long-term benefits 
to claims experience via reduction of risks to life and property. 
These assets are particularly suited to insurers looking to 
access long-term illiquidity premia. 

 – Government (and industry) focus on climate change and the 
transition to Net Zero carbon emissions is fostering a wealth 
of technological, industrial and commercial solutions. The 
resulting rapid expansion in investment opportunities is 
visible from the burgeoning availability of funds that meet 
SFDR Article 8 or 9 requirements or the equivalent. Here the 
landscape is dominated by actively managed as opposed to 
passive strategies, due to the depth of analysis and judgement 
required to evaluate long-term ESG criteria. 

Regardless of how central banks and governments choose to 
manage finances, investment innovation and opportunities will 
continue to develop. We believe that research capability and 
asset class experience combined with an active approach to risk 
and return management is the best means of adding value to 
insurance company portfolios.
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Contact us
If you would like to discuss any of these themes in more detail, please contact your usual Schroders representative.

Global Head of Insurance
Gavin Ralston

+44 20 7658 6391

gavin.ralston@schroders.com

United Kingdom
Alex Schoenenberger

+44 20 7658 2527

alex.schoenenberger@schroders.com

Asia Pacific
Chris Howells

+44 20 7658 6706

chris.howells@schroders.com

United States
Andrew Terry

+1 212 488 1515

andrew.terry@schroders.com

United Kingdom
Wojciech Herchel

+44 20 7658 6090

wojciech.herchel@schroders.com
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Important Information
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Investment involves risk.

Any reference to sectors/countries/stocks/securities are for illustrative 
purposes only and not a recommendation to buy or sell any financial 
instrument/securities or adopt any investment strategy.

The material is not intended to provide, and should not be relied on for, 
accounting, legal or tax advice, or investment recommendations.

Reliance should not be placed on any views or information in the 
material when taking individual investment and/or strategic decisions.

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 amounts originally 
invested. Exchange rate changes may cause the value of investments 
to fall as well as rise.

Schroders has expressed its own views and opinions in this document 
and these may change.

Information herein is believed to be reliable but Schroders does not 
warrant its completeness or accuracy.

Insofar as liability under relevant laws cannot be excluded, no 
Schroders entity accepts any liability for any error or omission in this 
material or for any resulting loss or damage (whether direct, indirect, 
consequential or otherwise).

This document may contain “forward-looking” information, such as 
forecasts or projections. Please note that any such information is not 
a guarantee of any future performance and there is no assurance that 
any forecast or projection will be realised.

This material has not been reviewed by any regulator.

Not all strategies are available in all jurisdictions.

Schroders may record and monitor telephone calls for security, 
training and compliance purposes.

For readers/viewers in Argentina: Schroder Investment 
Management S.A., Ing. Enrique Butty 220, Piso 12, C1001AFB - Buenos 
Aires, Argentina. Registered/Company Number 15. Registered as 
Distributor of Investment Funds with the CNV (Comisión Nacional de 
Valores). Nota para los lectores en Argentina: Schroder Investment 
Management S.A., Ing. Enrique Butty 220, Piso 12, C1001AFB - Buenos 
Aires, Argentina. Inscripto en el Registro de Agentes de Colocación y 
Distribución de PIC de FCI de la Comisión Nacional de Valores con el 
número 15.

For readers/viewers in Brazil: Schroder Investment Management 
Brasil Ltda., Rua Joaquim Floriano, 100 – cj. 142 Itaim Bibi, São Paulo, 
04534-000 Brasil. Registered/Company Number 92.886.662/0001-
29. Authorised as an asset manager by the Securities and Exchange 
Commission of Brazil/Comissão de Valores Mobiliários (“CVM”) 
according to the Declaratory Act number 6816. This document is 
intended for professional investors only as defined by the CVM rules 
which can be accessed from their website www.cvm.gov.br.

For readers/viewers in Canada: Schroder Investment Management 
North America Inc., 7 Bryant Park, New York, NY 10018-3706. NRD 
Number 12130. Registered as a Portfolio Manager with the Ontario 
Securities Commission, Alberta Securities Commission, the British 
Columbia Securities Commission, the Manitoba Securities Commission, 
the Nova Scotia Securities Commission, the Saskatchewan Securities 
Commission and the (Quebec) Autorité des marchés financiers.

For readers/viewers in Switzerland: For professional clients and 
qualified investors only, where appropriate. Issued by Schroder 
Investment Management (Switzerland) AG, Central 2, CH-8001 Zürich, 
Postfach 1820, CH-8021 Zürich, Switzerland. Enterprise identification 
number (UID) CHE-101.447.114. Authorised and regulated by the Swiss 
Financial Market Supervisory Authority (FINMA).

For readers/viewers in the European Union/European Economic 
Area: 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. Issued by Schroder Investment Management (Europe) S.A., 
5, rue Höhenhof, L-1736 Senningerberg, Luxembourg. Registered No. 
B 37.799.

For readers/viewers in the United Arab Emirates: Schroder 
Investment Management Limited, located in Office 506, Level 5, 
Precinct Building 5, Dubai International Financial Centre, PO Box 
506612 Dubai, United Arab Emirates. Regulated by the Dubai Financial 
Services Authority. This document is not subject to any form of 
approval by the DFSA. Accordingly, the DFSA has not approved any 
associated documents nor taken any steps to verify the information 
and has no responsibility for it. This document is intended to be for 
information purposes only and it is not intended as promotional 
material in any respect. This document is intended for professional 
investors only as defined by the DFSA rules which can be accessed 
from their website www.dfsa.ae.

For readers/viewers in the United Kingdom: 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. Issued by Schroder 
Investment Management Limited, 1 London Wall Place, London EC2Y 
5AU. Registered Number 1893220 England. Authorised and regulated 
by the Financial Conduct Authority.

For readers/viewers in Israel: Note regarding the Marketing 
material for Qualified Clients or Sophisticated Investors only. This 
communication has been prepared by certain personnel of Schroder 
Investment Management (Europe) S.A (Registered No. B 37.799) 
or its subsidiaries or affiliates (collectively, ‘SIM’). Such personnel 
are not licensed by the Israeli Securities Authority. Such personnel 
may provide investment marketing, to the extent permitted and in 
accordance with the Regulation of Investment Advice, Investment 
Marketing and Investment Portfolio Management Law, 1995 (the 
‘Investment Advice Law’). This communication is directed at persons 
(i) who are Sophisticated Investors (ii) Qualified Clients (‘Lakoach 
Kashir’) as such term is defined in the Investment Advice Law; and (iii) 
other persons to whom it may otherwise lawfully be communicated. 
No other person should act on the contents or access the products 
or transactions discussed in this communication. In particular, this 
communication is not intended for retail clients and SIM will not make 
such products or transactions available to retail clients.
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For readers/viewers in the United States: For financial professionals 
and consultant only. Schroder Investment Management North 
America Inc., 7 Bryant Park, New York NY 10018-3706. CRD Number 
105820. Registered as an investment adviser with the US Securities and 
Exchange Commission.

Note to readers/viewers in Australia: Issued by Schroder Investment 
Management Australia Limited Level 20, Angel Place, 123 Pitt Street, 
Sydney NSW 2000 Australia ABN 22 000 443 274, AFSL 226473. It is 
intended for professional investors and financial advisers only and is 
not suitable for retail clients.

Note to readers/viewers in Indonesia: This document is intended to 
be for information purposes only and it is not intended as promotional 
material in any respect. This document is intended for professional 
investors only as defined by the Indonesian Financial Services 
Authority (“OJK”). Issued by PT Schroder Investment Management 
Indonesia Indonesia Stock Exchange Building Tower 1, 30th Floor, 
Jalan Jend. Sudirman Kav 52-53 Jakarta 12190 Indonesia PT Schroder 
Investment Management Indonesia is licensed as an Investment 
Manager and regulated by the OJK. This material has not been 
reviewed by the OJK.

Note to readers/viewers in Japan: Issued by Schroder Investment 
Management (Japan) Limited 21st Floor, Marunouchi Trust Tower Main, 
1-8-3 Marunouchi, Chiyoda-Ku, Tokyo 100-0005, Japan Registered as 
a Financial Instruments Business Operator regulated by the Financial 
Services Agency of Japan (“FSA”). Kanto Local Finance Bureau (FIBO) No. 
90. Member of Japan Investment Advisers Association, The Investment 
Trusts Association, Japan and Type II Financial Instruments Firms 
Association. This material has not been reviewed by the FSA.

Note to readers/viewers in Malaysia: This document has not been 
approved by the Securities Commission Malaysia which takes no 
responsibility for its contents. No offer to the public to purchase any 
fund will be made in Malaysia and this presentation is intended to 
be read for information only and must not be passed to, issued to, 
or shown to the public generally. Schroder Investment Management 
(Singapore) Ltd does not have any intention to solicit you for any 
investment or subscription in any fund and any such solicitation or 
marketing will be made by an entity permitted by applicable laws  
and regulations.

Note to readers/viewers in People’s Republic of China with QDII 
quota/MRF client and readers/viewers in Hong Kong S.A.R.:  
Issued by Schroder Investment Management (Hong Kong) Limited. 
Level 33, Two Pacific Place, 88 Queensway, Hong Kong. This material 
has not been reviewed by the Securities and Futures Commission of 
Hong Kong.

Note to readers/viewers in Singapore: This document is intended to 
be for information purposes only and it is not intended as promotional 
material in any respect. This document is intended for professional 
investors only as defined by Securities and Futures Act to mean for 
Accredited and or Institutional Clients only, where appropriate. Issued 
by Schroder Investment Management (Singapore) Ltd (Co. Reg. No. 
199201080H) 138 Market Street #23-01 CapitaGreen, Singapore 
048946. This document has not been reviewed by the Monetary 
Authority of Singapore.

Note to readers/viewers in South Korea: Issued by Schroders Korea 
Limitedn26th Floor, 136, Sejong-daero, (Taepyeongno 1-ga, Seoul 
Finance Center), Jung-gu, Seoul 100-768, South Korea . Registered and 
regulated by Financial Supervisory Service of Korea (“FSS”)This material 
has not been reviewed by the FSS.

Note to readers/viewers in Taiwan: Issued by Schroder Investment 
Management (Taiwan) Limited 9F., No. 108, Sec. 5, Xinyi Road, 
Xinyi District, Taipei 11047, Taiwan. Tel +886 2 2722-1868 Schroder 
Investment Management (Taiwan) Limited is independently operated. 
This material has not been reviewed by the regulators.

Note to readers/viewers in Thailand: This document has not been 
approved by the Securities and Exchange Commission which takes 
no responsibility for its contents. No offer to the public to purchase 
any fund will be made in Thailand and this document is intended to 
be read for information only for professional investors as defined by 
regulations and it is not intended as promotion material in any respect. 
It must not be passed to, issued to, or shown to the public generally. 
Schroder Investment Management (Singapore) Ltd does not have 
any intention to solicit you for any investment or subscription in any 
fund and any such solicitation or marketing will be made by an entity 
permitted by applicable laws and regulations. UK003867. 603602
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