
For professional clients only, not suitable for retail clients.

Quarterly  
insurance update

Q3 2022



Summary
Welcome to the Quarter 3 2022 
investment update designed for 
insurers and produced by Royal London 
Asset Management (RLAM). Since 
our last update, the macroeconomic 
environment has largely been a 
continuation of the first quarter, with 
inflation expectations increasing even 
further which has led to heightened 
concerns that tightening monetary 
policy will lead to a recession. In addition, 
reviews of the regulatory frameworks 
within both the UK and wider Europe 
have continued to progress – with the 
PRA (Prudential Regulation Authority) 
in the UK issuing its response to the 
HMT Consultation for the Solvency II 
review, and the European Commission 
publishing its position on amendments 
to the Solvency II directive. There 
have also been further developments 
around climate risk management and 
sustainability.

Within this quarterly update, we cover 
developments to the two main areas 
most prevalent to the asset side of 
insurers’ balance sheets – investment 
markets and regulations. In addition, 
we highlight two investment themes we 
believe should be considered by many 
insurers at the present time.

Market 
update: 

• The second quarter has largely been 
a continuation of the first quarter 
– inflation was again the headline 
influence in the quarter, although this 
crystallised into fears of recession in 
June.

• Government bond market returns 
were hit hard in the period, as rising 
interest rate and inflation expectations 
drove government bond yields higher 
globally.

• Corporate bonds were also affected 
by the increase in government bond 
yields, with the negative returns 
further impacted by widening credit 
spreads. 

• Global equities continued to struggle 
as interest rate expectations rose and 
investors factored in the possibility of 
a Fed-induced recession in the next six 
to 12 months. 

Regulatory  
update: 

The regulatory environment for 
insurers – particularly within the UK 
and Continental Europe – continued to 
develop rapidly. Over the quarter:

• In the UK, the PRA issued its response 
to coincide with the ‘Review of 
Solvency II’ consultation published by 
HM Treasury.

• Linked to this review, there were two 
key speeches delivered by the PRA 
around sustainable growth in the life 
annuity sector and how the PRA was 
intending to support the enhancement 
of competitiveness and productive 
investment in the insurance sector.

• The Bank of England published 
the results of its Climate Biennial 
Exploratory Scenario (CBES), which 
explored the financial risks posed by 
climate change for the largest insurers 
and banks operating in the UK.

• The Association of British Insurers 
(ABI) published an updated version of 
its Climate Change Roadmap, while 
announcing the progress its members 
had made in setting transparent net 
zero targets.

• In Europe, the European Council 
published its position on amendments 
to the Solvency II Directive that 
will now be negotiated on with the 
European Parliament to agree a final 
version of the text. 

• The European Supervisory Authorities 
including EIOPA (European Insurance 
and Occupational Pensions Authority) 
provided additional input into the 
Sustainable Finance Disclosure 
Regulations (SFDR) through further 
guidance and clarifications. 

• Insurance Europe provided its 
feedback on the Holistic Framework 
and the Insurance Capital Standard 
(ICS) proposed by the International 
Association of Insurance Supervisors 
(IAIS).

We explore these areas in more detail, 
also highlighting what this could mean 
for insurers going forwards. 

Insurance  
investment themes: 

We set out two investment ideas and 
themes for insurers that we believe 
are well placed and relevant relative 
to the future economic and regulatory 
environment. For this quarter’s 
publication we include:

• Climate Risk Benchmarking: 
With insurers being subjected to 
increasing requirements to develop 
robust climate risk and disclosure 
frameworks, we consider how publicly 
available information from larger 
insurers and the wider industry can 
be used to help provide peer context 
and identify any undesired gaps in 
frameworks.

• Sustainable Focused Fixed Income: 
More sustainably focused fixed income 
strategies are increasingly popular 
with insurers. We explore how these 
could be best structured in practice, 
including the potential benefits of 
considering a broader sustainable 
focus, and the various key components 
that are essential to realise the full 
benefits from the strategy.
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Market update

Yield* Total 3 month 
return (%)*

31 March 2022 30 June 2022

UK Gilts† 1.69 2.44 -7.42%

Euro Treasuries† 0.83 1.77 -7.00%

US Treasuries† 2.42 3.09 -3.97%

Spread (bps)* Total 3 month 
return (%)*

31 March 2022 30 June 2022

UK IG Corporate† 130 174 -6.79%

Global IG Corporate † 123 175 -6.96%

Emerging Market 
Debt†

399 542 -13.07%

Global High Yield† 370 571 -10.30%

Price index* Total 3 month 
return (%)*

31 March 2022 30 June 2022

UK Equities† 4187.78 3940.9 -5.04%

Global Equities† 16866.44 15325.97 -9.13%

EM Equities† 641.97 616.31 -4.00%

Level*

31 March 2022 30 June 2022

Volatility† 20.56 28.71

Overview
In terms of macroeconomic factors, 
the second quarter has largely been 
a continuation of the first quarter – 
inflation was again the headline influence 
in the quarter, although this crystallised 
into fears of recession in June. Higher 
energy prices added to the supply 
chain-related increases seen as the 
global economy emerged from the 
Covid-induced shutdown of 2020 and 
2021. Geopolitics continued to weigh 
on sentiment, as Ukrainian resistance 
to the Russian invasion continued. UK 
economic data generally indicated that 
growth was slowing, while inflation rose 
each month – CPI inflation for May hit 
9.1% and the Bank of England (BoE) has 
suggested it could reach 11% by the 
autumn. 

Central banks responded to this rising 
inflation by tightening monetary policy 
and indicating that there is more to 
come. The Federal Reserve (Fed) led 
the way, increasing rates by 1.25% over 
the quarter – its clear commitment 
to do more has led markets to price 
in a further 2% of hikes in 2022. The 
BoE has increased rates at every 
meeting since December 2021 and 
this continued through the quarter, 
with the fifth consecutive increase in 
June taking the UK base rate to 1.25%.
The European Central Bank was less 
aggressive – partly due to a more 
fragmented backdrop, with the gap 
between German and ‘peripheral’ 
bonds widening in recent months – but 
confirmed that it will end its bond-buying 
programme in July and signalled that 
a 25 basis points (bps) hike in July and 
another 50bps in September are both 
possible.

Currency swings were notable again 
in the quarter, following the volatility 
of the first quarter. The sharp rise in 
US interest rate expectations meant 
that the dollar was the strongest global 
currency: it appreciated significantly 

*  Source: Bloomberg, IHS Markit. 

†  See appendix for details on index used and returns quoted. 

Past performance is not a reliable indicator of future results. The value of 
investments and the income from them is not guaranteed and may go down as 
well as up and investors may not get back the amount originally invested.
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against the Swiss franc, euro and 
sterling, and rose over 11% against 
the yen. These movements will impact 
global trade and overseas earnings over 
coming months, and dollar strength 
will also be a risk for any emerging 
markets countries and companies that 
have borrowed in dollars. The price of 
Brent crude oil rose by another 6.4% 
to nearly $112 a barrel, but copper 
futures fell 21.9% on fears of recession 
and renewed Covid restrictions in China 
during the quarter.

Government bonds
Bond market returns were hit hard in 
the period, as rising interest rate and 
inflation expectations drove government 
bond yields higher globally: the UK’s 
benchmark 10-year gilt yield rose 
by 62bps to 2.23%; the 10-year US 
treasury yield rose by 67bps to 3.01%; 
and the 10-year German bund yield 
rose by 78bps to 1.34%. Longer-
dated bonds performed worst in the 
period due to their greater sensitivity to 
interest rates. 

Credit
Total returns for the sterling investment 
grade credit market of -6.79% were 
less negative than gilts in the second 

quarter, but this was largely down the 
longer average duration of the gilt 
market. It was still the worst calendar 
quarter for sterling credit markets 
this century. However, the average 
sterling investment grade credit spread 
(the average extra yield available from 
a corporate bond compared with 
government debt of equal maturity) 
widened by 45bps to 1.74%. This 
means that, on average, corporate 
bonds underperformed gilts of an equal 
maturity.

In credit markets, defensive sectors 
continued to outperform on a 
relative basis, albeit still providing 
negative returns – the supranational, 
covered and asset-backed sectors 
outperformed, while financials (banks 
and insurance) lagged, particularly 
subordinated bonds. Real estate was 
particularly weak given the significant 
rise in base rates and future interest 
rate expectations. Credit quality 
benefitted relative returns in the period, 
with bonds in the AAA ratings band 
outperforming on a relative basis, 
followed by AA, A and BBB rated bonds 
– the high yield market underperformed 
investment grade credit, with global 
high yield markets returning -10.3% in 
sterling terms. 

Equities
Equities continued to struggle as 
interest rate expectations rose and 
investors factored in the possibility of a 
Fed-induced recession in the next six to 
12 months. As a result, the first half of 
2022 was the worst start to a year for 
US equities since 1970. For the second 
quarter the FTSE-All Share returned 
-5.0%, while the MSCI World Index 
returned -9.4% for sterling investors. 
Regional returns were again widely 
dispersed. According to MSCI regional 
data, Asia-Pacific (ex-Japan) was the 
best-performing region, with the UK and 
emerging markets seeing smaller falls, 
while Japan, Europe (ex-UK) and the US 
were the worst performing. 

Within equity markets, the significant 
inflation-related rotation out of ‘growth’ 
and into ‘value’ that started in the first 
quarter continued. The MSCI World 
Value Index returned -4.4% versus 
-14.9% for the MSCI World Growth 
Index (GBP terms). Energy again 
led the MSCI World sector returns, 
with consumer staples, healthcare 
and utilities the only other sectors 
with positive returns. Consumer 
discretionary, information technology 
and materials were the weakest sectors.
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Regulatory update
1. PRA response to 
Solvency II  
consultation
On 28th April 2022, the Prudential 
Regulation Authority (PRA) issued its 
response to coincide with the ‘Review of 
Solvency II” consultation published by 
HM Treasury. The response included 
the PRA’s own current assessment 
of the reforms proposed for the 
Solvency II framework, which are 
intended to encourage an innovative and 
internationally competitive UK insurance 
sector, protect policyholders and 
support insurers to provide long-term 
capital to drive economic growth. 

In its response, the PRA stated its 
support for the objectives of the 
Solvency II review, and that data 
gathered in its 2021 Quantitative 
Impact Study (QIS) had delivered useful 
insights that had further informed its 
view. 

The PRA’s response mainly covered the 
following areas:

 1.  Risk Margin: The PRA agreed 
that the Risk Margin should 
be reformed to deal with 
concerns that it is too sensitive 
to movements in interest rates 
and too high when interest rates 
are low. It believed that the 
proposed recalibration (which 
was consistent with the EIOPA 
proposals) would reduce the 
amount of the Risk Margin – 
estimated at between 60% and 
70% for long-term life insurers 
and around 30% for general 
insurers. It believed the changes 
would remain compatible with 
the UK regime providing an 
appropriate level of safety and 
soundness and policyholder 
protection.

 2.  Matching Adjustment (MA): 
The PRA believes the MA 
offers a strong incentive for life 

insurance firms to match assets 
and liabilities, which reduces 
prudential risks. However, 
allowing firms to recognise 
profits before they are earned is a 
valuable benefit which needs to be 
calibrated carefully.

 3.  Fundamental Spread (FS): The 
PRA believes the current FS 
design does not appropriately 
reflect the risks retained by 
insurers, as it does not fully allow 
for uncertainty over future credit 
losses nor explicitly take into 
account the range and nature 
of assets held in insurers’ MA 
portfolios. 

The PRA suggests the reform of 
the FS should allow appropriately 
for the risks to be retained, 
so insurers do not recognise 
excess levels of profit upfront. 
This would be achieved by an 
explicit allowance for a Credit 

Risk Premium. The changes to 
the FS should be considered 
in combination with the other 
proposed reforms, including to the 
Risk Margin, as well as widening 
the range of assets eligible for the 
MA treatment and streamlining 
the approval process, which would 
support the UK Government’s 
plans to increase investment in 
long-term productive finance.

The PRA estimated that a combination 
of these reforms could reduce overall 
capital levels for life insurers by around 
10% to 15% based on current economic 
conditions. 

As well as stating its views, the PRA 
issued a technical document setting out 
its current view on the calibration of the 
FS and Risk Margin and the evidence 
used to arrive at this. It invited comments 
(by 21 July 2022) on the analysis 
included to help develop its thinking and 
to inform future consultation proposals.

What does it mean for insurers?
The main focus of the PRA’s response was around the interaction between the 
Risk Margin and Matching Adjustment / Fundamental Spread for UK annuity 
writers, as this has been the area of most contention within the Solvency II 
proposals (and also noting the importance and materiality of the annuity market 
within the UK insurance sector). 

A reduction in the level and volatility of the Risk Margin is expected to be at 
least partly offset by a tightening of the calibration of the Fundamental Spread 
underlying the Matching Adjustment calculation. The PRA believes that the 
overall package is compatible with achieving the broader objectives of the 
Solvency II review around insurance industry competitiveness and facilitating 
long-term and productive investment. 

Insurers should consider how the reforms proposed could impact their 
balance sheets, particularly life insurers where the impact is likely to be more 
pronounced and develop an appropriate action plan. The exact calibration of 
the Fundamental Spread is still being debated, and life insurers should continue 
to provide feedback on this and consider how the range of parametrisations 
considered could impact its approaches. The potential impact to the business 
model – including investments used, business written, asset and liability 
matching approaches, and capital management policies – should be taken into 
account. 
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2. Sustainable growth 
in the life annuity  
sector – PRA speech
On 26 May 2022, Charlotte Gerken 
of the Prudential Regulation Authority 
(PRA) gave a speech titled: ‘Four Rs: 
Creating the conditions for long-term 
sustainable growth in the life annuity 
sector’. 

It was noted that the bulk annuity 
market in the UK was expected to 
grow even further with the decline of 
Defined Benefit (DB) pensions and the 
desire of pension scheme sponsors 
to transfer their existing obligations 
to the insurance market via annuity 
transactions. This would mean life 
insurers have the potential to invest 
the monies backing these annuities in 
long-term productive assets including 
supporting the transition to a net zero 
carbon economy. A key objective for 
the PRA was to ensure that life insurers 
were managing these assets and 
liabilities appropriately – with the right 
incentives and constraints in place under 
the regulatory framework.  

This identified the following four 
necessary conditions for sustainable 
growth:

 1.  Responsibility of the Board: 
including how management can 
have an appropriately long-term 
time horizon reflecting the liability 
profile and how the business could 
be managed and, if necessary, 
liabilities transferred to another 
party if circumstances changed. 
The importance of the Prudent 
Person Principle was noted, 
and the responsibility of the 
Board to regularly reassess the 
appropriateness of the investment 
strategy.

 2.  Risk management: for the assets 
backing the bulk annuities, it was 
acknowledged there was a balance 
between investing safely for the 
long-term (using more traditional 
assets) versus diversifying asset 
holdings, including into assets 
that have wider benefits for the 

economy as a whole and / or 
more innovative assets. The PRA 
was not looking to unnecessarily 
restrict diversity and innovation 
in investment portfolios, but also 
needed to have conviction that 
the risk management practices of 
insurers and the wider regulatory 
environment was sufficient to 
identify and manage the new risks 
involved.

 3.  Resilience: the difference 
between balance sheet valuations 
and capital requirements 
for annuities was mentioned, 
specifically by reference to the 
ability of an insurer to transfer the 
business to another party after 
a stress event. This meant that 
the Fundamental Spread in the 
Matching Adjustment calculation 

needed to have more regard to 
current credit market conditions 
than has been the case historically. 
The PRA needed to be confident 
if an insurer failed in the future, 
its liabilities could be safely 
transferred to a third party.

 4.  Regulation: The Solvency 
II reform package needed 
to address two significant 
deficiencies in the current regime: 

  1.  a Risk Margin calibration that is 
too high and overly sensitive to 
interest rates; and 

  2.  the Fundamental Spread in 
the Matching Adjustment 
calculation varying too little 
as credit risk premia varied 
across assets and over time.

What does it mean for insurers?
The PRA is very aware of both the current significance of the bulk annuity 
market in the UK and also that this is likely to become even more material over 
time as more pension schemes transfer liabilities to the insurance sector. As a 
result, much of its attention, including the proposed changes to the Solvency II 
framework, have been focused around the UK life insurance sector. 

UK annuity writers should note the apparent willingness and flexibility of the 
PRA to support increased diversity and innovation in investment portfolios. 
However, there are even stronger messages emerging around the need 
to demonstrate an appropriate (increased) level of risk management and 
governance, and that the regulatory regime was likely to be tightened in certain 
areas to manage these risks. Affected insurers should prepare carefully for this 
balancing act between investment flexibility and constraints. 
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3. Role of productive 
investment in reform 
of insurance regulation 
– PRA speech
On 14 June 2022, Charlotte Gerken 
of the PRA delivered a speech around 
how it was intending to support the 
enhancement of competitiveness and 
productive investment in the insurance 
sector, as part of its ongoing regulatory 
activities and current Solvency II review 
process.

This focused on three main areas:

 1.  Investment flexibility – one of 
the objectives of the current 
regulatory review - to support 
increased investment into 
productive investments - was 
noted. In addition, further flows of 
assets and liabilities from Defined 

Benefit pension schemes to the 
insurance sector was recognised, 
providing a further incentive 
to ensure that the regulatory 
regime can facilitate productive 
investments. 

   Productive assets were defined 
as having ‘the potential to expand 
the productive capacity of the 
economy, while also generating 
marginal returns to society that 
exceed the marginal cost of that 
investment to society’. The PRA 
was specifically looking to remove 
disincentives that unnecessarily 
restrict investment in productive 
assets that are suitable to back 
annuity liabilities – an example 
being providing easements around 
prepayment risk for Matching 
Adjustment portfolios. 

 2.  Valuation of liabilities – the 
revisions proposed to the 
Fundamental Spread in the 
Matching Adjustment calculation 
and Risk Margin were again 
raised, with this needing to be 
considered as a package rather 
than individual changes. For the 
Risk Margin it was acknowledged 
that both regulators and industry 
were relatively aligned that 
this was currently too high and 
too volatile. For the changes to 
Fundamental Spread, where 
there have has been much more 
pushback from industry, it was 
noted that the calibration of this 
was still being considered.

 3.  Process improvements – the PRA 
is looking to reduce the resource 
burden on insurers around 
reporting and approvals for 
internal models and the Matching 
Adjustment. 

What does it mean for 
insurers?
The PRA expressed its objective 
to achieve a more tailored 
regulatory regime for the UK 
insurance sector, to improve 
competitiveness and facilitate 
productive investment, while 
also adhering to its primary 
objectives around insurers’ safety 
and soundness and policyholder 
protection. 

Insurers should note the 
reinformed messaging around the 
willingness of the PRA not to inhibit 
more productive and innovative 
assets, but also recognise that it 
will have increased expectations 
around how insurers are managing 
the associated risks with likely 
changes to the regulatory 
framework. 

The easements and process 
improvements raised by the PRA 
around reporting and approvals 
will be welcomed by industry, and 
insurers should consider how they 
can best benefit from these.
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What does it mean for insurers?
In many ways the results of the CBES were positive, with comfort that there 
were likely to be the required resources within the insurance industry to 
support the required transition to a lower carbon economy – provided early and 
appropriately robust actions were taken by both governments and the financial 
services industries. The results also indicated that good progress has been 
made already by insurers (and banks) in identifying, quantifying and starting to 
manage climate-related risks. 

However, some areas of prioritisation were identified around climate-related 
data and modelling, and insurers should have particular focus in building these 
out now to establish an appropriate framework to drive future management 
actions including around their investment approach.

4. 2021 Climate 
Biennial Exploratory 
Scenario (CBES) –  
results published
On 24 May 2022, the Bank of England 
published the results of its Climate 
Biennial Exploratory Scenario (CBES), 
which explores the financial risks posed 
by climate change for the largest banks 
and insurers operating in the UK. 

The analysis was undertaken to three 
distinct scenarios around actions 
taken to manage global temperature 
increase (early action; late action; and 
no additional action). The key stated 
objectives of the exercise were to 
improve climate risk management, gain 
a better understanding of the potential 
quantum of climate risks and understand 
potential responses from industry to 
climate-related risks. 

The key findings of the results were:

• The uncertainty around climate loss 
projections was acknowledged – with 
particular issues around  scenario 
analysis and data gaps. It was felt that 
good progress had been made so far, 
but much more was still needed.

• At an aggregate level, UK insurers 
(and banks) are expected to be able to 
absorb the costs of climate transition. 
The overall costs will be lowest with 
early and well-managed action to 
reduce greenhouse gas emissions. 
It was however recognised that at 
least some of the initial costs would 
ultimately be passed onto customers.

• The insurance (and banking) industries 
have a collective interest in managing 
climate related financial risks through 
supporting the required transition. 
The important role of governments 
in setting climate change policies was 
also stated. 

In a speech published alongside the 
results, Sam Woods of the Prudential 
Regulation Authority (PRA) reinforced 
the need for insurers to understand their 
detailed exposure to climate-related 
risks so appropriate management 
actions can be taken at an early stage. 

There was a particular emphasis 
around modelling capabilities and 
data – including carefully scrutinising 
third party data. The need for insurers 
and banks to provide finance to more 
carbon-intensive sectors of the economy 
to allow them to make the required 
transition was also stated. However, 
there were significant reservations 
stated around allowing for climate risk 
in capital requirements with this not 
being viewed as an appropriate tool for 
directly addressing the causes of climate 
change, and a preference for this to be 
managed by governments rather than 
regulators. 

In a statement issued on 24 May 2022, 
the Association of British Insurers 
(ABI) welcomed the results of CBES. It 
stated there was a need for regulators, 
government, and the financial services 
industry to work together with the real 
economy to enable a UK-wide transition 
to a net zero economy and noted that 
failure to act would be “disastrous for 

the economy and ultimately consumers”. 
The commitment of ABI members to 
learn and build on the CBES results in 
developing climate risk frameworks and 
transition plans was stated. However, 
there was also a request for increased 
support from the UK government – 
both in developing areas such as flood 
defences and reforming Solvency II 
to facilitate further investment into 
greener assets.

On 8 June 2022, Stefan Claus, who 
heads up the BoE’s General Insurance 
Division, delivered a speech to the 
ABI Climate Summit. The speech 
highlighted the two areas that insurers 
found challenging to obtain sufficient 
climate related data: information on 
Scope 3 corporate emissions and 
geographical asset data. The speech 
confirmed that addressing data gaps for 
climate analysis was a priority to deliver 
effective climate risk management and 
support the required transition. 
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5. Climate Change 
Roadmap – update 
from ABI
On 8 June 2022, the Association of 
British Insurers (ABI) published an 
updated version of its Climate Change 
Roadmap. The Roadmap consists of four 
pillars:

 1. Meeting net zero by 2050

 2. Unleashing investment capacity

 3. Sustainable industry operations

 4.  Helping society adapt to climate 
change

In the update, the ABI announced 
significant progress that insurers had 
made in setting transparent net zero 
targets. The majority of member firms 
have either already joined, or stated 
that they were intending to participate 
in, the United Nations’ ‘Race to Zero’ 
campaign.

The ABI also requested five specific 
actions from the UK Government to 
maximise the role its members play in 
tackling climate change. These included 
strengthening the industry’s role as 
key investors in net zero infrastructure 
(through facilitating increased capital 
allocations); publishing a strategy to 
reduce carbon emissions for property; 
improving the planning system (eg 
around flood risk); requiring consistent 
and higher quality data on carbon 
emissions; and putting protection of 
the environment into climate change 
policies. 

What does it mean for insurers?
While the progress of ABI members in setting net zero targets has been 
positive, there needs to be significantly more work undertaken by the industry 
across all four pillars covered by the Roadmap to deliver on the necessary 
societal and environmental objectives.

Insurers should review the updated ABI Climate Change Roadmap and its 
recommendations, which remains a highly useful and relevant document. 
Insurers should consider how the content of this could support their activities 
around building out their climate risk frameworks and more sustainable 
investment allocations, including setting net zero targets and developing 
transition plans.
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1. Updated Solvency 
II rules – European 
Council agrees position
On 17 June 2022, the European Council 
published its position on amendments 
to the Solvency II Directive. The Council 
noted that while the existing legislative 
framework had been generally working 
well, the improvements proposed in 
September 2021 would enhance this 
through improving proportionality, 
long-term guarantee measures, cross-
border supervision issues and creating 
more macroprudential tools. 

In this context, the Council noted in 
its communication to the European 
Parliament that the Covid pandemic 
has caused significant socio-economic 
damage and left the economy in need 
of a sustainable, inclusive and fair 
recovery, and this underpinned many 
of the changes proposed by the review. 
In particular, the Council noted that 
the insurance sector can provide long-
term financing to European businesses 
and can make the economy more 
robust by supplying protection against 
a wide range of risks. It also noted 
that, to enable insurers to finance the 
economic recovery more effectively, 
the regulatory framework should better 
consider the long-term nature of the 
insurance business.

The current review of the framework 
covers the following main areas 
(including a summary of the more 
specific impacts on investments):

 •  Proportionality of measures: 
increasing thresholds to remove 
more insurers from the Solvency 
II framework; more specific 
risk-based criteria for applying 
proportionality easements (eg 
around reporting). 

 •  Quality of supervision: 
increased focus on national 
supervisory authorities identifying 
macroeconomic and systemic 
risks. 

 •  Reporting: certain easements 
around the detail of information 

are proposed including: the 
regularity of providing this; 
reporting deadlines; and the exact 
information submitted. 

 •  Long-term guarantee measures: 

  o  Volatility Adjustment (VA) – 
including allowing for a greater 
proportion of the risk-corrected 
spread (subject to increased 
qualification requirements 
eg around Asset-Liability 
mismatches and the quality of 
assets backing the VA), replacing 
the country component of 
the adjustment with a macro 
component. 

  o  Long-term equity – easements 
to make a greater proportion 
of equity eligible for the more 
favourable SCR (Solvency 
Capital Requirements) treatment 
and removing the duration-based 
equity risk category.

 • Macroprudential tools: 

  o  National supervisory 
authorities to collect relevant 
macroprudential information 
on the investment strategy of 
insurers they oversee. 

  o  The authorities to also have 
greater tools to manage financial 
stability, pro-cyclical risk and 
mitigate potential spill over into 
the real economy.

  o  Increased focus on liquidity 
risk management, particularly 
for those insurers with more 
‘vulnerable’ profiles.

 •  Adapting the framework to the 
European Green Deal: 

  o  Integration of sustainability risks 
in risk management by requiring 
climate change scenario analysis.

  o  EIOPA to monitor and report by 
2023 on evidence around the 
risk profile of environmentally or 
socially harmful investments 

What does this mean for insurers?
The Council’s agreement now gives insurers more clarity around the direction 
of the Solvency II review, and insurers should start ramping up plans for 
assessing the impact for them (accepting that this could differ materially from 
insurer to insurer) and what actions should be taken.

On the investment side, the main impact of the proposed changes include:

• Balance sheet management: the expected reduction in the risk margin will 
likely improve the Solvency position for most insurers. The other proposed 
changes will also have an impact although the specific impact for an insurer will 
depend more on its own circumstances and exposures.   

• Asset-Liability Management: the changes to a) the interest rate framework 
at longer maturities; b) the interest rate SCR calculation; and c) the Volatility 
Adjustment could necessitate a review of the overall ALM approach and asset 
strategy. 

• Long-term investments: insurers should review whether more of their existing 
equity can qualify as ‘Long Term Equity’ and whether any change to allocations 
is required to benefit from this; in addition, changes to the parameterisation 
of the Volatility Adjustment may also influence the amount of long-term 
investments held and how this is invested and structured. 

In terms of reporting and disclosures:

• There are increased requirements for insurers around climate risk scenarios 
in ORSA (Own Risk and Solvency Assessments) reports. Insurers should 
review their scope to reduce reporting and other operational deliverables 
given the simplifications and exemptions being proposed.
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 •  Supervision of groups and of 
cross-border insurance business:

 •  Other issues including transitional 
measures: 

  o  Changes to the approach for 
extrapolating risk-free interest 
rates at longer maturities 
(subject to phasing in the impact); 

  o  Adjustments to the interest 
rate SCR (again with phasing 
in) recognising the current 
treatment is deemed inadequate 
in a very low / negative interest 
rate environment.

The Council also assigned two new 
tasks to EIOPA: 1) preparing a report 
on the assessment of biodiversity, 
natural disaster and flood risks by 
insurers consistent with the European 
Green Deal; 2) defining consistent 
guidelines for national rules around 
macroprudential risks (eg for the 
economy as a whole).

Having agreed its position on the 
proposal, the Council is ready to 
start negotiations with the European 
Parliament to agree on a final version  
of the text.
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2. Clarifications on 
Sustainable Finance 
Disclosure Regulations 
(SFDR) from ESAs
The ESAs (European Supervisory 
Authorities including EIOPA) have 
already undertaken significant work 
to clarify and guide the application of 
the SFDR to bring a more common 
framework, avoid misleading disclosures 
and mitigate the potential for 
greenwashing. 

On 31 May 2022, the ESAs published 
a supervisory briefing providing 
guidance regarding the supervision 
of sustainability-related disclosures 
and integration of sustainability risks. 
Guidance areas included:

• Fund names – in particular these 
should not be misleading

• Key minimum elements to be covered 
by the investment strategy

• Consistency and coherence between 
marketing documents and fund 
documentation

• Presentation of disclosures – these 
should be clear, succinct, fair and not 
misleading

• Verification of integration of 
sustainability risks by all investment 
funds managers

• Examples of SFDR breaches 

On 2 June 2022, the ESAs (including 
EIOPA) published a statement clarifying 
key areas of the draft RTS issued 
under Sustainable Finance Disclosure 
Regulation (SFDR). The clarifications 
are intended to provide investment 
managers subject to SFDR with 
guidance on issues such as principal 
adverse impacts (PAIs), taxonomy-
related financial product disclosures 
and the “do not significantly harm” 
(DNSH) disclosures.

What does this mean for insurers?
Insurers have two potential roles in interacting with the SDFRs: 1) as a 
‘consumer’ of the SFDR disclosures that relate to investments, and 2) as a 
‘producer’ of the disclosures for insurers who are providing affected investment 
products. 

From a ‘consumer’ perspective, it is positive that regulators are looking to 
address concerns of greenwashing and enhance sustainability disclosures to 
improve investment practices, and the reporting of risk management and wider 
disclosures around sustainability risks. 

From a ‘producer’ perspective, it is important affected insurers fully 
understand the disclosure requirements, as well as the significant concerns 
around greenwashing and how investment managers can avoid it. There 
have been a number of examples recently where asset managers have been 
negatively impacted by greenwashing concerns. 
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3. IAIS regulatory 
framework – feedback 
from Insurance Europe
On 12 June 2022, Insurance Europe 
provided its feedback on the Holistic 
Framework and the Insurance Capital 
Standard (ICS) proposed by the 
International Association of Insurance 
Supervisors (IAIS). At a high level, 
Insurance Europe confirmed it was 
supportive of both initiatives.

The Holistic Framework has been 
proposed as an alternative to the global 
systemically important insurers (G-SIIs) 
designation, used to identify and manage 
potential systemic risks in the insurance 
sector by focusing on the largest 
insurers only. The Holistic Framework 
was considered a more appropriate way 
to identify, monitor and mitigate sector-
wide developments through enhanced 
supervisory practices, a regular global 

monitoring exercise and country  
specific reviews of the implementation  
of frameworks. 

The main aims of the global Insurance 
Capital Standards were to establish 
a common solvency framework for 

internationally active insurance groups 
and enhance global convergence among 
the group capital standards.

What does this mean for insurers?
For those insurers that were previously designated as G-SIIs, there is a less 
specific need to engage with regulators in this area, although given their 
size and prominence, regulators are still likely to pay closer attention to their 
activities. However, for the wider insurance industry it is important to recognise 
that regulators everywhere are paying closer attention to systemic risks and 
insurers should be prepared to engage accordingly, including how exposures in 
their investment portfolios could contribute to these risks. 

The global ICS is important for the broader insurance industry in terms of the 
direction of travel of regulatory standards (eg towards a 1 in 200 year capital 
measure). For insurers with non-European businesses in particular, where 
different capital regimes apply, it will be important to understand the potential 
consequences of this for their investments and wider balance sheet. 
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Insurance investment themes
1. Climate risk 
benchmarking 
The majority of insurers are being 
subjected to increasing requirements 
to develop robust climate risk 
frameworks, as well as being able to 
disclose their climate-related practices 
comprehensively and coherently. 

There are various initiatives that are 
driving this demand:

• the broader climate-related initiatives 
triggered by the Task Force on 
Climate-Related Financial Disclosures 
(TCFD) that in many countries will 
apply to wider listed and / or larger 
companies and entities, and not just 
insurers;

• more insurance specific directions 
from regulators to improve risk 
management and disclosure practices, 
and to facilitate the role of insurers in 
the net zero transition; 

• pressure and encouragement from 
trade bodies (eg the ABI developing its 
Climate Change Roadmap in the UK); 
and

• general stakeholder demand for the 
insurance industry to better manage 
climate-related risks including from 
policyholders, shareholders and 
ratings agencies.

Feedback from regulators suggests 
that insurers are making reasonable 
progress in this area, but there is still 
much more work to be done, particularly 

around reliance on third party models 
and ensuring data quality and integrity. 
This is the case even for the largest 
insurers. 

For insurers looking to either develop 
risk and disclosure frameworks, or 
enhance their existing frameworks, 
many challenges remain. These include 
the need for increased expertise in this 
specialist area (that can be either built 
internally, bought in, or a combination); 
data issues (coverage and quality); 
modelling requirements; reporting and 
risk management; and having a credible 
definition of climate-related objectives 
and a robust plan for achieving these.

The importance of 
benchmarking
Most insurers we speak to (apart from 
the very largest) do not want to be 
‘leaders’ in this area. They are instead 
wanting to make sure they are fulfilling 
their role and following the lead of 
others to efficiently leverage knowledge 
from others (while ensuring that their 
approach is suitably contextualised to 
their position).

There are various support mechanisms 
already in place to support the wider 
insurance industry in this important area 
such as the ABI Roadmap, the scenario 
analysis guidance recently provided by 
EIOPA, and the Science Based Target 
initiative (SBTi) framework. 

However, given the increased disclosure 
requirements imposed by Solvency II 
(under the SFCR), as well as the wider 
appetite of larger insurers to share 
their practices via documents such 
as sustainability reports and within 
annual reports and accounts, there 
is a large and increasing amount of 
information publicly available to support 
benchmarking and peer analysis. 
We believe that learning from peers 
within the insurance industry is a highly 
valuable tool for insurers in developing 
suitable risk and disclosure frameworks.

Summary of RLAM climate-
disclosure benchmarking 
analysis
Recognising this, RLAM (in conjunction 
with Solvency II Wire) has conducted its 
own climate risk benchmarking exercise. 
In this, we analysed the climate-related 
public disclosures of European and 
UK insurers. This used two main data 
sources: 1. a systematic search for 
key terms relating to climate risk in the 
SFCRs of c.2,500 European insurers 
subject to Solvency II. 2. A more detailed 
review of the approaches taken by a 
sample of 20 of the largest European 
and UK insurers to provide more 
granular insights into the disclosures 
and identify current practices and future 
‘best practice’.

We have summarised some of the 
outputs from this below, based on our 
July 2022 update paper1:

1 Climate Risk Management for Insurers – Benchmarking: Update to November 2021 paper
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Area Main conclusions

SFCR analysis 

A. Proportion of SFCRs referring to climate change
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This was based on a text search analysis of c.2,500 SFCR 
reports to identify references to key ESG (environmental, 
social and governance) and climate risk terminology. The 
analysis covered around 70% of the firms, as not all insurers 
had published their 2021 SFCRs by the date of analysis.

Even allowing for the smaller 2021 dataset, the overall 
upward trewnd of disclosing climate information in the 
SFCRs continued. However, just over 1 in 10 of the reports 
referenced climate change.

All of the four representative terms selected (ESG, climate 
change, carbon and climate risk) were more prevalent in the 
2021 reports. Figures for the terms carbon and climate 
change almost doubled since 2020, while ESG rose from 
21% to 34%, net zero targets increased from 26 in 2020 
to 72, but climate risk and carbon footprint remained almost 
unchanged.

Net zero targets

B. Net zero targets
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Out of a peer group of 20, all but one had disclosed a net zero 
target for their business. Two insurers that did not disclose 
a target in 2020 have since done so (Sampo Group and 
Mapfre). The 19 net zero targets were all aligned with the 
Paris Agreement of achieving net zero by 2050, although 
Aviva was the only insurer targeting net zero sooner – by 
2040.

The most common intermediary target is to achieve net zero 
for operations by 2030. 

Data coverage (investments)

D. Data coverage (investments)
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Source: RLAM as at May 2022

Data coverage for investments was the least reported on 
in our 2020 data set. Of the seven European insurers that 
disclosed the metric previously, four updated their figures, 
with most reporting increased coverage since 2020.

The average data coverage for both European and 
UK insurers increased over the year (by 6% and 4% 
respectively) reflecting extensive efforts from both insurers 
and their underlying investment managers to increase data 
coverage.

Source: RLAM as at May 2022

Source: RLAM as at May 2022
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Weighted Average Carbon Intensity (WACI)

E. Weighted Average Carbon Intensity (WACI)
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There is a high divergence of disclosures for WACI levels 
between the insurers in our benchmarking group.

L&G again disclosed the highest level of WACI, which 
remained unchanged in 2021.

The WACI of all the UK insurers was unchanged from 2020, 
apart from Aviva, whose WACI score decreased.

Of the European insurers, three updated their figures. 
Generali Group’s WACI level increased in 2021, while Allianz 
and Sampo Group’s WACI decreased.

Use of ‘Green’ investments

The trend for larger European insurers to make specific 
investment allocations to green assets has continued. 
However, these remain a relatively small part of their overall 
asset allocations. Recent examples of green investments 
include Swiss Re committing at least $4 billion in green, 
social and sustainability bonds by the end of 2024, and Tryg 
allocating DKK60m to develop renewable energy sources in 
East Africa.

Use in benchmarking – example
The table below shows how the data could be used to support a benchmarking exercise relative to the peer group included in our 
analysis (this is illustrative only, more summarised than we would see being used in practice and does not reflect the circumstances 
of any one insurer). 

As well as qualitative commentary and some quantitative comparisons, a Red Amber Green (RAG) assessment can be used to 
highlight where there are material differences from the comparator group. It should be noted that an Amber or Red rating need 
not be a case for concern, as the benchmarking is undertaken relative to some of the largest insurers in Europe who we would 
expect would be ‘leaders’ in this field. Similarly, a Green assessment need not necessarily be the right approach, more that this 
aligns with how the comparator group is positioned in this area. However, having at least an awareness of the gaps is still useful in 
our opinion. 

Area Measure being benchmarked Comparator Group practices XYZ Insurance Company practice 
(assessment vs peers) 

Objectives

A. Net zero targets 2050 for most (18 out of 20) 
but with one aiming for earlier 
(by 2040). One insurer had not 
disclosed any target

Net zero target of 2050 is in 
accordance with majority of 
comparator group. 

B. Transition plans Most of comparator group (X out 
of Z) signed up to SBTi with Y of 
these having approved target

Where Intermediary staging posts 
being set this is to target 50% 
reduction by 2030

XYZ insurer has signed up to SBTi 
but does not yet have an approved 
target

XYZ insurer is aiming to reduce 
financed emissions from AUM by 
50% against a 2020 baseline by 
2030 
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Objectives

C. Carbon footprint Broad relationship with asset size 
– average ratio between carbon 
footprint and asset size is B% with 
range between A% and C%

Ratio between carbon footprint 
and asset size is D% so towards the 
middle of the comparator group 
range 

D. Management of climate risks Climate risk managed separately 
across physical and transition risks

XYZ insurer considers physical 
and transition risks separately both 
within investment portfolio as well 
as wider business 

Risk management and 
reporting

E. Data coverage – investments Average data coverage for climate 
data for investments of B% with 
range between A% and C%

XYZ insurer is currently able 
to report (via its underlying 
managers) on climate data for D% 
of its portfolio so below the bottom 
end of the comparator group 
range 

F. Climate VaR, stress tests and 
scenarios

X out of Z of the group disclosed 
that they consider long-term 
scenario analysis 
Y out of Z disclose that they assess 
a climate VaR

XYZ insurer undertakes long-term 
scenario analysis as part of its risk 
management framework, but dos 
not yet assess climate VaR 

Integration within 
investments

G. Carbon intensity of investments WACI is disclosed by X out of the Y 
insurers in the comparator group
Average level where disclosed is Z 
tCO2e/$M revenues

XYZ insurer has started disclosing 
its WACI in the annual sustainability 
report. WACI level is upper quartile 
vs the comparator group 

H. Use of ‘green’ assets Increasing use of dedicated green 
assets – average allocation for 
group of B% with range between 
A% and C%

XYZ insurer does not currently 
have any investments with a 
specific green tilt (although this 
forms part of the broader ESG 
considerations for its underlying 
managers) 

Note that the Red, Amber, Green assessments above should not be taken as our view on the most appropriate approach for an 
insurer, this is merely a direct comparison vs the peer group.
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2. Sustainable focused 
fixed income
Insurers are increasingly targeting 
more sustainably focused fixed income 
strategies for at least part of their 
investment portfolios. In this context 
we are defining sustainable strategies 
as those that have specific inclusion / 
exclusion criteria for issuers (through a 
formal screening process). This contrasts 
with ESG criteria being incorporated 
in the security selection framework 
as part of the overall credit risk and 
valuation assessment, but with no specific 
requirements for sustainability criteria.  

There is no one definition of what 
sustainable fixed income represents, 
and this can come in many flavours – for 
example:

• Ethically orientated strategies that 
would typically exclude investments in 
certain areas such as alcohol, tobacco, 
gambling, and pornography. 

• A highly climate-risk focused strategy 
with decarbonisation objectives.

• Broader sustainable focus across 
societal and governance objectives in 
addition to environmental. 

Each of these can be justified based on 
a specific insurer’s ESG objectives. The 
recent focus of insurers has been very 
much around the environmental aspects 
– particularly the decarbonisation of the 
economy through supporting a net zero 
transition. This has been driven by the 
public prominence of environmental risks 
(eg COP26) as well as where regulators 
have been prioritising their activities.  
However, in our view there are many 
attractions in considering a broader 
sustainable focus:

• Many insurers are increasingly 
looking at improving societal as well as 
environmental outcomes through their 
roles as significant holders of capital 
and long-term responsible asset 
owners.

• Regulators are now evaluating 
frameworks for standardising the 
assessment of social criteria within 
companies and investments (eg 
the EU’s consideration of a Social 
Taxonomy in addition to the recently 
developed Green Taxonomy)

• We believe that environmental risks 
and decarbonisation cannot be 
considered in isolation and should 
be evaluated holistically with social 
and governance criteria given the 
interlinkage. A good example of 
this is around the concept of a ‘Just 
Transition’ which looks to ensure that 
social issues are considered when 
moving to a low carbon world with 
any additional transition costs being 
distributed in a fair manner.

In addition to different sustainable 
outcomes depending on the objectives, 
the particular strategy adopted can 
also influence financial outcomes. For 
example, while we believe that there are 
still a number of attractive investments 
with a high environmental remit, having 
a more restrictive focus will narrow the 
investment universe and increase the 
potential for herding of capital, both of 
which could dampen returns. 

For any solution, there are various key 
components that are essential to realise 
the full benefits from the strategy:

A.  Efficient screening criteria – 
reflecting preferences around 
immediate action (eg short-term 

decarbonisation) vs longer-
term plans (eg carbon transition 
pathways). 

B.  High data quality and coverage 
– climate data for fixed income 
generally lags equities where 
markets are more evolved. Even 
where data is available this can often 
be in respect of the wrong entity 
within a corporate structure. 

C.  Effective climate risk management 
approach – balancing qualitative 
considerations alongside 
quantitative modelling and data. 
Regular reassessment of progress 
around decarbonisation.

D.  Robust security assessment 
process – mitigating the impact 
of greenwashing, ensuring that 
financial considerations are 
appropriately balanced with 
sustainability including reflecting 
credit-specific considerations.

E.  Meaningful ongoing engagement – 
working with the issuers to improve 
ESG practices – both individually 
and through more thematic 
engagement reviews. 

To demonstrate how these principles 
could apply in practice, we have included 
information on one of our sustainable 
fixed income solutions:

A. Screening criteria
The approach involves positive 
‘screening-in’ of issuers aligned with 
views on sustainability. There is a 
preference for issuers where the 
provision of debt financing will support 
the move toward a more sustainable 
society. This is through allocating to 
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entities with products and services that 
provide a net benefit to society and/or 
those who are considered ESG leaders.

There are further negative screens 
against areas such as oil, gas and 
coal mining companies. As part of the 
process, we track how our bottom-up 
sustainability assessments map across 
different sustainability themes. The 
chart opposite provides a snapshot of 
the allocation of assets between these 
themes for the strategy. 

B. Data quality and 
coverage
We source ESG data from various 
third-party providers as one of the 
quantitative inputs into our decision 
and portfolio management processes. 
However, we recognise that ESG data 
– particularly around the environmental 
and carbon profile – is still evolving. 
We have therefore built our own 
proprietary datasets of ESG data – 
both to address any gaps in coverage 
and also to override third party data in 
many cases. As an illustration, for our 
Global Sustainable Credit strategy our 

research improves carbon intensity 
coverage from 88% to 94%. 

C. Climate risk 
management
In managing climate risks within our 
sustainable fixed income strategies, we 
blend a:

• Top-down approach where we focus 
on evaluation and/or influence through 
engagement with issuers representing 

70% of our corporate financed emissions 
(as we do across RLAM strategies); with 

• Bottom-up approach where climate 
risks are considered holistically within 
sustainability criteria as part of security-
by-security assessment

The graphic below summarises this 
process. We believe that such an approach 
appropriately and efficiently prioritises 
our resources where they are needed 
most and to make the most difference to 
environmental outcomes for our clients. 

Source: RLAM internal sustainable themes, for illustrative purposes only, as at  
31 March 2022.

Source: RLAM, for illustrative purposes only.

•

•

•

•

Key theme breakdown – proposed sustainable strategy 
25%

20%

15%

10%

5%

0%
Social 

Housing

Pr
op

os
ed

 a
llo

ca
tio

n 
to

 th
em

es

Community 
Funding

Financial 
Inclusion & 
Resilience

Social 
Environmental 
Infratructure

Digital World ESG 
Leadership

Cleaner & 
Safer 

Transport

Energy 
Transition

Our climate targets are based on the expectation that governments and policy-makers will deliver on commitments to achieve the 1.5°C temperature 
goal of the Paris Agreement, and that the actions we take do not contravene RLAM’s fiduciary duties.
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D. Security assessment
We adopt a credit specific framework 
for recognising sustainability risks 
reflecting the pay-off profile. A focus 
on asset-specific data and managing 
transition risks is key within fixed 
income. To mitigate the likelihood and 
impact of greenwashing, we look to 
understand the use of proceeds for any 
specific green bonds used. We maintain 
focus on financial risk and return as 
part of overall assessment of security 
with a qualitative assessment to avoid 
over-reliance on a purely quantitative 
framework.

E. Engagement 
The engagement we undertake with 
our investee companies on strategic 
environmental, social and governance 
risk management issues forms a 
core component of our sustainable 
proposition. 

Some investors assume corporate 
engagement is best left to equity 
owners, with bondholders merely a 
passenger on a company’s journey. 
We believe targeted engagement by 
bondholders is not just possible, but 
beneficial to all stakeholders. While 
our points of influence are more limited 
in relation to large global companies, 

our focus on secured debt and more 
highly covenanted issues within many 
of our strategies gives us increased 
access to company ‘decision-makers’. 
Consequently, this allows us to have a 
greater impact, both in relation to bond 
structures and ESG considerations. 
Where relevant, we will also use the full 
weight of our debt and equity holdings to 
engage with companies to change and 
improve corporate ESG performance.

The charts below summarise our 
engagement activities across all RLAM 
strategies – we engage across a wide 
range of topics from climate risks 
to governance to social and financial 
inclusion policies.

Source: RLAM proprietary data, as at 31 December 2021. For illustrative purposes only.

Total RLAM engagements  
on climate, 2021
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Engagement by topic

*Includes engagement in support for a ‘Just Transition’. 

RLAM climate engagement by outcome 2021
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Where engagement fails, we follow our engagement escalation process, 

which can be read n our Responsible Investment policy
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Investment risks 
Past performance is not a guide to 
future performance. The value of 
investments and the income from them 
may go down as well as up and is not 
guaranteed. Investors may not get back 
the amount invested.

RLAM’s net zero commitment
At the heart of our approach is our commitment to achieving net zero by 2050 and reducing our carbon equivalent emissions 
by 50% by 2030 for our in-scope assets, using 2020 as the baseline year. Our in-scope assets are those in funds managed 
and controlled by RLAM, excluding segregated mandates managed on behalf of external clients.  Our commitment is based 
on the expectation that governments and policy makers will deliver on their commitments to achieve the 1.5˚C temperature 
goal of the Paris Agreement and that this action does not contravene our fiduciary duty to our external investors. We are 
actively working to support our external clients with assets in segregated mandates where they have made an explicit 
commitment to achieving net zero, as disclosed to the Net Zero Asset Managers Initiative (NZAMI).

Our objective is to evaluate and/or influence through engagement with issuers representing 70% of our corporate 
financed emissions, pushing for adoption of emissions reduction targets linked to science-based sector specific alignment 
methodologies (such as SBTi, the Science-Based Targets initiative) and climate transition plans. We also expect client 
engagement alongside methodology development in particular asset classes and any development of climate solutions 
should increase the proportion of AUM in line with net zero over time. We will review the progress of our implementation and 
commitments on an annual basis as part of our continued Climate Report disclosures.

Our intention is to decarbonise our in-scope directly managed funds in line with the real economy. We will also work closely 
with our segregated clients towards this goal where they have made explicit public commitments to net zero. Our efforts are 
focused on supporting the decarbonisation of the constituents of our funds through engagement (and not decarbonising our 
portfolio regardless of the real economy). The commitment is based on the expectation that governments and policy makers 
will deliver on commitments to achieve the 1.5°C temperature goal of the Paris Agreement. It also assumes this action does 
not contravene RLAM’s fiduciary duty to external investors. The commitment is baselined on the year 2020 and is being 
tracked using scope 1 and 2 carbon footprint using EVIC as an attribution factor (tCO2e/$m invested) for our corporate 
fixed income and equities portfolios.
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Appendix

Fixed income Index used Returns quoted

UK gilts FTSE Actuaries UK Conventional Gilts 
(All Stocks) Index

GBP unhedged

Euro treasuries Bloomberg Barclays Euro Treasury 
Index

GBP hedged

US treasuries Bloomberg Barclays US Treasury Index GBP hedged

UK IG corporates iBoxx Sterling Corporates Index GBP unhedged

Global IG corporates Bloomberg Barclays Global Aggregate 
Corporate Index

GBP hedged

EMD JPM GBI-EM Global Diversified Index GBP hedged

Global high yield ICE BofA BB-B Global Non-Financial 
High Yield Constrained Index

GBP hedged

Equities Index used Returns quoted

UK equities FTSE All Share Index GBP unhedged

Global equities MSCI World Net Total Return GBP Index GBP unhedged

EM equities MSCI Emerging Markets Net Total 
Return GBP Index

GBP unhedged

Volatility Index used

Volatility Cboe Volatility Index (VIX)

Source: Bloomberg, HIS Markit
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our range of products and 
services, please contact us. 

Royal London  
Asset Management 
55 Gracechurch Street 
London EC3V 0RL

www.rlam.com

Andrew Epsom 
Insurance Client Solutions Director 
0203 272 5594 
andrew.epsom@rlam.co.uk

Isabelle Buckland 
Business Development Executive 
0203 272 5428 
isabelle.buckland@rlam.co.uk

Hiren Gami 
Business Development Executive 
0203 272 5762 
hiren.gami@rlam.co.uk
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