




Market update
Yield (%)* Total 3 month 

return*

30 September 
2022

31 December 
2022

Euro Treasuries† 2.68 3.18 -1.81% 
(GBP)

-2.13% 
(EUR)

UK Gilts† 3.91 3.83 1.69% (GBP)

US Treasuries† 4.13 4.18 0.43% 
(GBP)

-0.04% 
(EUR)

Spread (bps)* Total 3 month 
return*

30 September 
2022

31 December 
2022

Global IG Corporates† 179 147 2.75% 
(GBP)

2.28% 
(EUR)

Euro IG Corporates† 215 161 1.24% (EUR)

UK IG Corporates† 199 167 5.73% (GBP)

Emerging Market 
Debt†

560 452 8.16% 
(GBP)

7.67% 
(EUR)

Global High Yield† 534 433 5.04% 
(GBP)

4.62% 
(EUR)

Price index* Total 3 month 
return*

30 September 
2022

31 December 
2022

Global Equities† 380.26 383.13 1.86% 
(GBP)

0.75% 
(EUR)

Euro Equities† 3318.20 3793.62 14.33% (EUR)

UK Equities† 3763.48 4075.13 8.90% (GBP)

Emerging Market 
Equities†

424.62 427.58 1.80% 
(GBP)

0.70% 
(EUR)

Index*

30 September 
2022

31 December 
2022

Volatility† 31.62 21.67

*  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.

Overview
The macroeconomic backdrop was 
little changed in the fourth quarter: the 
outlook for growth remained poor, while 
inflation and its impact remained a key 
concern for policymakers, investors and 
consumers alike. 

Central banks responded to the 
continued strength of inflation in the 
fourth quarter by further tightening 
monetary policy and reiterating that 
they will do whatever it takes to suppress 
rising prices. The US Federal Reserve 
(Fed), European Central Bank (ECB) 
and Bank of England (BoE) each raised 
rates by 1.25% in aggregate over 
the period. Since March, the Fed has 
raised rates seven times by 4.25% in 
total – its 0.75% increases in June, July, 
September and November were the 
biggest single increases for nearly 30 
years. Investors expect further hikes in 
2023 as the services sector of the US 
economy has remained notably strong. 

The ECB was slower to react, partly 
due to a more fragmented backdrop 
with a gap between Germany and 
‘peripheral’ economies. However, it 
ended its bond buying programme in 
July and increased rates by 0.75% (its 
first hike for 11 years and a bigger 
increase than the 0.50% expected by 
economists). Further increases followed 
in September, October and December 
with a clear commitment to raise rates 
further in 2023. The BoE increased 
rates to 3.5% over the quarter, taking its 
tally to eight increases in 2022 and nine 
so far in this cycle.

The UK economy continued to be 
impacted by the ill-fated experiment 
with Liz Truss and Kwasi Kwarteng 
as Prime Minister and Chancellor, 
respectively. Following the ‘mini-Budget’ 
on 23 September, after comments 
in support of sterling, the BoE was 
forced to intervene in the gilt market 
in the last week of the third quarter 
as problems with levels of collateral 
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in the ‘liability-driven investing’ (LDI) 
part of the pensions industry pushed 
down the prices of long-dated gilts. 
Although this calmed financial markets 
temporarily, the volatility continued for 
several weeks until Mr Kwarteng was 
sacked on 14 October and replaced by 
Jeremy Hunt, and Rishi Sunak took over 
as Prime Minister on 25 October. The 
policies adopted by Mr Hunt and further 
detailed in the Autumn Statement in mid-
November served to stabilise sterling 
and reduce the yield premium demanded 
by investors in UK government bonds.

Government bonds
The UK gilt market was the strongest 
major government bond market over the 
quarter, delivering a return of +1.7% 
as the benchmark 10-year gilt yield fell 
by 42 basis points (bps) from 4.09% 
to 3.61%, after the change of Prime 
Minister and Chancellor helped stabilise 
markets. Otherwise, most other 
significant markets delivered negative 
returns over the period as yields rose 
(prices move inversely to yields): the 10-
year US treasury yield rose by 5bps to 
3.87%; and the 10-year German bund 
yield rose by 46bps to 2.57%. 

Credit
Total returns for global investment 
grade credit markets over the quarter 
were 3.13% in local currency terms, 
with US dollar and sterling markets 

both showing markedly better returns 
than the euro market, where rising 
bund yields were a significant headwind, 
despite seeing greater credit spread 
tightening. 

The sterling investment grade credit 
market returned 5.74% over the 
quarter, boosted by the fall in gilt yields 
and the significant tightening of the 
average sterling investment grade 
credit spread (the average extra yield 
available from non-gilt bonds compared 
with government debt of equal maturity) 
from 1.99% to 1.61% (iBoxx). The 
third-quarter outperformance of 
defensive sectors reversed sharply with 
the supranational and covered bond 
sectors underperforming, while the 
subordinated bank and insurance sub-
sectors delivered particularly strong 
relative performance.

There were similar sector trends in 
across these markets, with financials 
generally performing best, while real 
estate again struggled due to the 
rising rate backdrop. Reflecting the 
greater risk appetite, A and BB rated 
bonds generally outperformed AAA 
and AA equivalents. In the global high 
yield market, the spread tightened to 
440bps, with a generous ‘all-in’ yield of 
8.1%, which has increased from 4.2% 
at the start of 2022. In the broader-
based high yield index, which includes 
CCC rated bonds, spreads tightened to 
520bps from 620bps. 

Equities
Despite interest rate rises, the fourth 
quarter saw equities regaining some of 
the territory lost earlier in the year as 
investors started to anticipate falls in 
inflation and the peak of the interest rate 
cycle early in 2023. In local currency 
terms (i.e., without the considerable 
impact of US dollar weakness over the 
quarter), nearly all major stock markets 
rose. For the fourth quarter, the MSCI 
World returned 0.8% to euro investors. 
Regional returns were dispersed: 
according to MSCI regional data in 
sterling terms, the strongest markets 
were Europe ex-UK and the UK, with 
the Far East ex-Japan and Japan also 
producing positive returns, while the US 
lagged.

Within equity markets, the significant 
inflation-related rotation out of ‘growth’ 
and into ‘value’ that dominated the 
first half of 2022 was again evident 
with the MSCI World Growth Index 
materially lagging the MSCI World 
Value Index. Sector returns were widely 
dispersed for the MSCI World: despite 
weakness in oil prices, energy was 
again the strongest sector, followed by 
industrials and materials, with consumer 
discretionary, communication services, 
technology and real estate trailing.
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As a forward-looking factor, ESG risks 
and opportunities are fully integrated 
into the assessment of Shareholder 
Wealth Creation. In essence, 
companies with strong governance 
and shareholder aligned incentives, 
with socially and environmentally 
useful products/services and limited 
negative environmental externalities, 
are more likely to get a higher score 
in the Shareholder Wealth Creation 
Assessment. 

A key component that will drive the 
success of such an approach is the value 
that is realised through incorporating 
this Wealth Creation factor. For our 
process, we categorise each security 
in our universe from A (highest 
assessment) to E (lowest). As can be 
seen from Figure 2, the stocks with 
a higher assessment have generally 
outperformed the broader market with 
underperformance from our lower 
rated securities.

The process is built for scale and cost 
efficiency targeting a low-risk budget 
and high information ratio.

Systematic implementation 
with active insights – best 
of both worlds?
For insurers looking to implement a 
lower cost, systematic approach within 
equities this has historically focused 
more on pure passive or smart beta 
solutions. However, we believe there 
is an alternative enhanced approach 
that can provide the cost and scale 
benefits of a systematic strategy but 
incorporating active insights on a 
forward-looking basis, without being 
exposed to the backward-looking traps 
inherent in many smart beta strategies.

Figure 2 – Qualitative Shareholder Wealth Creation test
Average total return of Shareholder Wealth Creation grades relative to the  
MSCI World index

Grade Relative performance (p.a.) % of stocks

A 1.7% 7%

B+ 3.0% 23%

B 0.6% 42%

C -2.2% 24%

D -1.3% 4%

Past performance is not a guide to future performance. 

Source: RLAM and Bloomberg. Data for newest individual stock rating. 1,660+ 
entries, performance is US$ % Annualised Total Return vs MSCI World during period 
29 December 2017 to 30 December 2022.
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2. Asset class themes in 
2023 for insurers 
2022 was a year of extreme events in 
geo-political, economic and investment 
market terms. What we hoped would 
have turned out to be a ‘back to 
normal’ year for markets turned out 
to be anything but. Whilst many of 
these drivers persist in 2023 (e.g. the 
ongoing Ukraine conflict), the change 
in environment does potentially present 
opportunities. We summarise below the 
high-level outlook across different asset 
classes and what opportunities may lie 
ahead in 2023.

Global Equities
Global Equities remain a key component 
of driving excess returns for many 
insurers, across balance sheet, with-
profit and unit-linked assets. However, 
they did not avoid the challenging 
market environment we saw over 2022, 
with the rising interest rates and the 
threat of a global recession being a key 
threat to stocks globally. We did see 
some positives during this challenging 
time however, with the energy and 
commodities sectors faring well, as 
well as for non-USD investors in global 
overseas assets boosting returns given 
the dollar strength.

Whilst it is hard to predict the year 
ahead, we find ourselves in a much 
stronger position than we were in at the 
beginning of 2022. Stocks are likely 
more attractive given the significant falls 
in equity markets along with the resilience 
of long-term wealth creation in equities. 
This, along with the areas of inflation 
protection and certain areas that have 
become particularly cheap, means there 
are pockets of opportunity that did not 
seem available 12 months ago.

Over 2023, we will be looking closely 
at how significant the predicted global 
recession will be. In the meantime,  
for our active equity strategies we 
remain confident in our proprietary 
Corporate Life Cycle and our long-
standing comprehensive data-layer  
and technology toolsets.

Sustainable
Insurers have been steadily increasing 
their allocations to more sustainably 
focused assets driven by indirect 
pressures from developing insurance 
regulations, as well as more direct 
encouragement from stakeholders 
such as Boards, policyholders and 
shareholders. However, 2022 was a 
particularly volatile year for sustainable 
strategies. We predicted at the start of 
2022 that the year would be challenging 
but we did not foresee the valuation 
reset to be as high as that subsequently 
emerging due to inflation and interest 
rates both rising faster than any forecasts.

We continue to be positive about 2023, 
with the view that much of this valuation 
reset has occurred, and that even if 
inflation and interest expectations rise 
further, it is hard to envision a further 
shift as large as the one that has already 
occurred. To us it is more rational 
to invest by observable certainties 
than unobservable uncertainties and 
investing in sustainable strategies is 
an assertion that companies providing 
solutions to problems will become more 
profitable, and those causing problems 
will become less so.

Multi Asset
The ongoing uncertainty in the economic 
and market environment means that 
insurers should look to implement 
truly meaningful diversification in 
their portfolios to ensure ongoing 
robustness. This was beneficial to 
our multi asset strategies over 2022, 
with inflation hedges like commodities 
surging and commercial property 
posting solid returns. However, for 
those funds invested only in stocks and 
bonds, there was nowhere to hide, and 
their returns suffered accordingly. 

Whilst there is clearly still an elevated 
level of volatility currently, there are 
pockets of good news. There are early 
signs that inflation may be peaking, 
with traded goods prices dropping and 
global supply chains opening up. Given 
the uncertainty, however, insurers 
should look to consider the use of more 

active allocation frameworks since 
business cycles are likely to be shorter 
and more violent than they were in the 
disinflationary past and this will create 
opportunities for active managers.

Investment Grade Credit
2022 saw major challenges in the credit 
market where many insurers have 
significant exposures. The drawdowns 
experienced over 2022 resulted in 
significant mark-to-market losses 
which were caused by well documented 
reasons: rising inflation, high bank rates, 
the impact of Covid and the Ukrainian 
war and ballooning government debt. 
We expect that the supply of government 
bonds through the course of 2023 will 
be elevated, and we believe that this will 
put upward pressure on yields and the 
quantitative tightening will add to this 
pressure. 

However, this does present opportunities 
for long term investors such as insurers 
and we are likely to start seeing value is 
areas we didn’t before, with banks and 
financial services as two of the most 
attractive areas with yields, in some 
cases, higher than those recorded during 
the Global Financial Crisis.

High Yield
Many insurers are considering how best 
to structure a high yield portfolio for the 
year ahead given the repricing of fixed 
income assets. There is also a greater 
focus on the relative liquidity of different 
assets. Looking back over 2022, no 
one predicted the Russian invasion of 
Ukraine and how this would supercharge 
inflation.

The market as a whole was quite 
resolute in 2022 and many of the factors 
that drove that remain in place. As ever 
in this market, there are higher and 
lower risk ways to gain exposure and 
given our expectation that interest rates 
will remain volatile in 2023, many are 
still looking at short duration strategies 
to try to mitigate these effects. We think 
for insurers this is a year for targeted 
exposure, rather than taking a more 
passive approach.
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Government Bonds  
and Cash
Government bonds were very much 
under the spotlight in 2022 with 
significant drawdowns driven by surging 
yields. In addition to the implications of 
higher interest rates, bond yields and 
inflation on asset prices, insurers have 
the additional complication of managing 
inflation risks across wider business 
areas – e.g. reserving and expenses. 
As such, a more holistic view of inflation 
risks – including the role that inflation 
linked assets can have in hedging overall 
exposures – will remain highly important 
in 2023 and beyond.

In cash markets, throughout 2022 
we saw strong investor demand for 
liquidity and short-term fixed income 
strategies, and we expect this to 
continue throughout 2023. Liquidity 
is a basic building block for every 
investor, and everyone has short-
term cash requirements – which was 
demonstrated during periods of ongoing 
market disruption.

We expect this higher volatility 
environment to remain in place for 
the foreseeable future, given we are 
in a world of no QE and high debt 
issuance. For those insurers who are 
less constrained around the structure 
of their government bond and cash 
portfolios, we believe this environment 
presents numerous relative value 
opportunities for active managers to 
capitalise on and more importantly help 
to mitigate the potential for further 
capital drawdowns.

Property
The real estate market has not been 
immune to the challenges played out in 
2022. However, for investors such as 
many insurers, with a sufficient liquidity 
budget to invest with a longer-term 
perspective, we believe that certain 
areas of the real estate market provide 
an attractive investment opportunity to 
diversify overall risk drivers, improve 
capital efficiency, and benefit from 
illiquidity premia. Over 2022, as we 

saw investors growing increasingly 
concerned about the global economic 
slowdown, the sectors most affected 
by this shift in investor sentiment were 
those that performed best some 6-12 
months ago.

As we look ahead into 2023, our 
expectation is that investment sentiment 
towards property will remain weak. We 
are continuing to see relatively low levels 
of investment volumes, which suggests 
to us that pricing has further to fall. 
During periods of economic uncertainty, 
we like to remind property investors 
to think beyond the cycle. While capital 
values will fall over the next few months, 
there are long-term, investible trends 
that investors can look to capitalise on.

2023 – ongoing 
uncertainty but increased 
opportunity
2022 has been a year of extreme 
challenge for investment markets and 
asset owners such as insurers. The 
increases in inflation and the market 
discount rate have had a profound 
impact on the valuations of nearly all 
asset classes – even the staple and 
typically conservative investment 
grade corporate and government bond 
assets held by most insurers have not 
been immune from this. However, the 
environment that has emerged does 
present opportunities at both the overall 
asset class level as well as sectors and 
areas within these assets. 

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.

Concentration risk: The price of 
strategies that invest in a reduced 
number of holdings, sectors, or 
geographical areas may be more  
heavily affected by events that  
influence the stockmarket and  
therefore more volatile.

Counterparty Risk: The insolvency of 
any institutions providing services such 
as safekeeping of assets or acting as 
counterparty to derivatives or other 
instruments, may expose the strategy to 
financial loss.

Emerging Markets Risk: Investing 
in Emerging Markets may provide 
the potential for greater rewards but 
carries greater risk due to the possibility 
of high volatility, low liquidity, currency 
fluctuations, the adverse effect of social, 
political and economic instability, weak 
supervisory structures and accounting 
standards.

Exchange Rate Risk: Changes in 
currency exchange rates may affect the 
value of your investment.

Liquidity Risk: In difficult market 
conditions the value of certain fund 
investments may be difficult to value 
and harder to sell, or sell at a fair price, 
resulting in unpredictable falls in the 
value of your holding.
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Appendix

Fixed income Index used Returns quoted

Euro Treasuries Bloomberg Barclays Euro Treasury Index EUR Hedged

US Treasuries Bloomberg Barclays US Treasury Index EUR Hedged

Euro IG Corporates ICE BofA Euro Corporate & Pfandbrief 
Index

EUR Unhedged

Global IG 
Corporates

Bloomberg Barclays Global Aggregate 
Corporate Index

EUR Hedged

EMD JPM GBI-EM Global Diversified Index EUR Hedged

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

EUR Hedged

Equities Index used Returns quoted

Euro Equities Euro Stoxx 50 Index EUR unhedged

Global Equities MSCI World Net Total Return GBP Index EUR unhedged

EM Equities MSCI Emerging Markets Net Total 
Return GBP Index

EUR unhedged

Volatility Index used

Volatility Cboe Volatility Index (VIX)

Source: Bloomberg, HIS Markit
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For Professional Clients only, not suitable for 
Retail Clients. 

This marketing communication is a financial 
promotion and is not investment advice. 
Telephone calls may be recorded. For further 
information please see the Privacy policy at 
www.rlam.com

Bloomberg® is a trademark and service 
mark of Bloomberg Finance L.P. (collectively 
with its affiliates, “Bloomberg”). Barclays® 
is a trademark and service mark of Barclays 
Bank Plc (collectively with its affiliates, 
“Barclays”), used under license. Bloomberg 
or Bloomberg’s licensors, including Barclays, 
own all proprietary rights in the Bloomberg 
Barclays Indices. Neither Bloomberg nor 
Barclays approve or endorse this material or 
guarantees the accuracy or completeness of 
any information herein, or makes any warranty, 
express or implied, as to the results to be 
obtained therefrom and, to the maximum extent 
allowed by law, neither shall have any liability or 
responsibility for injury or damages arising in 
connection therewith. 

Issued in February 2023 within Europe 
(ex Switzerland) by FundRock Distribution S.A. 
(“FRD”) the EU distributor for Royal London 
Asset Management Limited. FRD is a public 
limited company, incorporated under the laws 
of the Grand Duchy of Luxembourg, registered 
office at 9A, rue Gabriel Lippmann, L 5365 
Munsbach, Luxembourg, and registered with 
the Luxembourg trade and companies register 
under number B253257. Page 23, FRD is 
authorized as distributor of shares/units of 
UCIs without making or accepting payments 
(within the meaning of Article 24 7 of the 1993 
Law), as updated from time to time. FRD is 
authorised and regulated by the Commission 
de Surveillance du Secteur Financier (CSSF). 
Portfolio management activities and services 
are undertaken by Royal London Asset

Management Limited, 55 Gracechurch Street, 
London, EC3V 0RL, UK. Authorised and 
regulated by the Financial Conduct Authority

in the UK, firm reference number 141665. 
A subsidiary of The Royal London Mutual 
Insurance Society Limited.

Ref: PDF RLAM PD 01267

Quarterly insurance update Q1 2023 RLAM 20

Royal London Asset Management






