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Insurance Insights: Bad news? Rates are higher. 
Good news? Rates are higher.

After a stormy period of rising rates, insurance companies have a 
real opportunity to increase portfolio book yield or future carry.

With the Federal Reserve’s latest 0.75% rate hike, the fed funds rate is near a 15-year high 
and the 2-year Treasury yield has topped 4%. Bondholders have undoubtedly felt the pain 
of rising Treasury yields and widening credit spreads. 

But on the bright side, it could’ve been worse. 

One of my big fears prior to the pandemic was that we would get a credit cycle before 
a rate cycle. In that scenario, insurance companies would have felt years of book yield 
pressure — new-money rates would have lagged portfolio book yields, but insurers 
wouldn’t have been able to add in the higher investible yields that could buffer the 
balance sheet ahead of a turn in the credit cycle. As I said, it could have been worse…
much worse. 

The current environment also comes with a silver lining. While there are more rate hikes 
to come, we believe most of the pain is likely behind us, as the Fed indicated it will 
likely reach the end of its hiking cycle in 2023. As the chart below shows, that leaves us 
with fertile ground to capture compelling risk-adjusted yields. Many insurance company 
balance sheets have careened from large unrealized gains to unrealized losses. That shift 
means that marginal purchases can be made at a higher book yield than the prevailing 
market yield for the risk profile of an insurer’s current portfolio. 

That escalated quickly

US yields by credit quality

As of 08/31/22. Source: Bloomberg Index Services Limited, Voya Investment Management. Treasury: Bloomberg US Treasury Index; 
yields by credit quality: Bloomberg US Corporate Aa (AA), A (A) and Baa (BBB) subindices, Bloomberg US High Yield Corporate 2% 
Issuer Cap Ba (BB) and B (B) subindices.

After a stormy period of rising rates, we see a real opportunity to increase portfolio book 
yield or (for more total return–focused insurance investors) to increase future carry. 

Insurance investors have six levers they can pull to generate returns: credit, duration, 
structure, liquidity, equity/alts and leverage. Whichever levers insurers choose to use, one 
thing is now clear: a lack of spread and yield is no longer a headwind. 

For financial professional use only. Not for inspection by, distribution to or quotation to the general public.

0%

2%

4%

6%

8%

10%

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 Aug-22

B
BB
BBB
A
AA
Treasury

BBB yield at 8/31

Treasury yield at 8/31



October 2022 Insurance Insights: Bad news? Rates are higher. Good news? Rates are higher.

Disclosures 

All investing involves risks of fluctuating prices and the uncertainties of rates of return and yield inherent in investing. All security transactions involve substantial risk of loss. All indexes are 
unmanaged; an individual cannot invest directly in an index. Index returns do not include fees or expenses. 

This commentary has been prepared by Voya Investment Management (“Voya IM”) for informational purposes; it is proprietary and cannot be reproduced or distributed. Certain statements 
contained herein may constitute “projections,” “forecast” and other “forward-looking statements,” which do not reflect actual results and instead are based primarily upon applying 
retroactively a hypothetical set of assumptions to certain historical financial data. Actual results, performance or events may differ materially from those in such statements. Any opinions, 
projections, forecasts or forward-looking statements presented herein are valid only as of the date of this document and are subject to change. Voya IM assumes no obligation to update any 
forward-looking information. Certain information may be received from sources Voya IM considers reliable; Voya IM does not represent that such information is accurate or complete.

Nothing contained herein should be construed as (i) an offer to sell or solicitation of an offer to buy any security or (ii) a recommendation as to the advisability of investing in, purchasing or 
selling any security. Any opinions expressed herein reflect our judgment and are subject to change. Certain of the statements contained herein are statements of future expectations and 
other forward-looking statements that are based on management’s current views and assumptions and involve known and unknown risks and uncertainties that could cause actual results, 
performance or events to differ materially from those expressed or implied in such statements. Actual results, performance or events may differ materially from those in such statements due to, 
without limitation, (1) general economic conditions, (2) performance of financial markets, (3) interest rate levels, (4) increasing levels of loan defaults (5) changes in laws and regulations and (6) 
changes in the policies of governments and/or regulatory authorities. 

The opinions, views and information expressed in this commentary regarding holdings are subject to change without notice. Any information provided regarding holdings is not a 
recommendation to buy or sell any security. Portfolio holdings are fluid and subject to daily change based on market conditions and other factors.

Past performance is no guarantee of future results.
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