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INTRODUCTION

The world stands at an inflection point. Rising vaccination rates, bolstered by booster shots, have allowed
many developed markets’ economies to reopen, with economic activity bouncing back as a result. In
some countries, such as the US and China, the economic recovery is now at an advanced stage, with
activity back to, or even above, pre-pandemic trends.
The rapid recovery in demand, outpacing the rate at which supply chains could rebuild capacity, has
squeezed prices upwards in certain sectors, compounded by elevated shipping costs and soaring
commodity prices. Inflation has accelerated, fraying central bank nerves, and policy normalization is being
pursued with varying degrees of urgency. In some emerging markets the hiking cycle has already started,
with some central banks prioritizing inflationary concerns over economic fundamentals. In developed
markets, bond purchase programs are being brought to a close, and in some markets the timing of
interest rate hikes is now an active point of discussion. Variations in future fiscal impulse complicate the
outlook. In the US, the unprecedented fiscal stimulus is expected to continue for some years to come, but
most countries are expected to experience some fiscal tightening in the year ahead.
As economic cycles mature and central banks start to withdraw monetary stimulus, market volatility tends
to pick up – with the taper tantrum of 2013 an extreme, but recent, example. We expect the transition in
the current cycle to be more nuanced given the unusual nature of both the downturn and the methods
used to counteract it. Yields are likely to drift higher, but the ‘age of low yields’ seems far from over.
Meaningful increases in central bank rates are likely to prove just as difficult in this cycle as they have over
recent decades, with the debt overhang larger than ever.
As we look for opportunities against this backdrop, we remain cognizant that fixed income markets have
evolved. In our view, many holders of debt instruments are now primarily concerned with finding secure
ways to match future cash outflows. A modest level of income is a welcome bonus in a strategy that is
focused on certainty. However, there are still opportunities to add value. The differentiated nature of
recoveries is an environment that is potentially highly beneficial to relative-value strategies. In some
markets, the rush to price in tightening cycles has resulted in markets anticipating scenarios that appear
to have little connection to underlying fundamentals.
A more moderate, but still solid, level of economic activity is also likely to result in highly differentiated
pressures on corporate executives. At the higher end of the credit spectrum, an easy environment to
leverage is likely to increase the attractiveness of acquisitions, with credit downgrades potentially a risk
worth paying. At the lower end of the credit spectrum, the difference in funding levels between
investment grade and high yield remains sufficient incentive to deleverage. With this in mind, a bias
towards selectively chosen lower-rated credits appears to be the optimal strategy, especially in the US. In
our view, the extraction of structural yield premiums in markets such as secured finance and emerging
markets also remains a viable strategy in an attempt to increase income.
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HERE ARE OUR TOP FIVE QUESTIONS FOR US CORPORATE PENSION PLAN SPONSORS
TO CONSIDER IN 2022.

1. WHAT SHOULD I DO IF MY FUNDED
STATUS IS IMPROVED?
Our take: Protect gains and consider the end-state
Protect gains: Many plan sponsors have experienced a
significant increase in funded status in 2021. Their liability
valuations fell, with discount rates up 25-30bps, and assets
rose, with equities rallying.
We believe their first order of business should be to protect
those gains, either by reducing interest rate risk, equity risk,
or both. Investors can achieve this through changes to their
asset allocation and/or hedging policy. Some plan sponsors
may have dynamic glidepaths that pave the way for tighter
risk controls as funded status improves, and others should at
least consider risk reduction to decrease the likelihood of
future funding deficits.
To this end, we have seen a noticeable increase in plan
sponsors requesting completion mandates, which seek to
hedge all or most of the pension interest rate and yield curve
risk using physical bonds and/or derivatives within a
multi-manager structure.
Consider the end-state: As a plan approaches fully funded
or over-funded status, it is a good time to consider end-state
objectives. Is the ultimate goal to manage the risk on the
sponsor’s balance sheet or to transfer the risk to participants
or an insurer?
If the committee expects to continue managing the pension
plan internally, it should discuss the target funded status,
the complexity of the growth portfolio as it shrinks over
time, and revisit risk/reward trade-offs. If the settlor
indicates that pension risk transfer is the goal, committees
should consider the investment time horizon, target funded
status to estimate insurer pricing, and implications for
illiquid holdings.
Or perhaps the committee is stuck in a holding pattern, not
yet knowing if the company intends to manage or transfer
the pension obligations. In each situation there may be an
advantage to constructing the pension portfolio to mimic the
way an insurer would invest, regardless of whether the
end-state investor is an insurer or the plan sponsor.

2. CAN WE DEBRIEF ON FUNDING RELIEF?
Our take: Be careful about using it as a reason
to re-risk
The passage of the Infrastructure Investment and Jobs Act
(IIJA) in November 2021 continued a decade-long tradition of
extending interest rate smoothing measures. These
measures essentially allow liabilities to be discounted at
higher discount rates (relative to current market conditions)
for the purpose of calculating minimum required
contributions, decreasing near-term regulatory cash
requirements for plan sponsors.
Balancing the impact of investment decisions on cash
requirements, income statement, and balance sheet liability
is a constant challenge and it may be a relief to be able to
remove one variable. Consequently, plan sponsors may
re-evaluate their asset allocations. We would urge plan
sponsors to carefully consider the implications of adjusting
risk exposure on all relevant metrics, including balance sheet
liability volatility and PBGC variable premiums, and in the
context of the current market environment.
Re-risking pension investments at this time is unlikely to have
an adverse impact on contribution requirements (given the
extension of relief provisions) and is likely to have a beneficial
impact on the income statement via a higher Expected
Return on Assets (“EROA”) assumption. However, it will likely
increase volatility of other marked-to-market metrics.
De-risking pension investments may avoid this while also
having a minimal impact on near-term contributions.

3. IS SOMETHING AMISS WITH EQUITY RISK?
Our take: Consider diversifying growth assets or
implementing downside equity protection
By many metrics, equity valuations are near all-time highs,
and the current outlook has caused many financial services
providers to reduce future return expectations. As the
economy transitions from the “early cycle” rebound to the
“mid cycle” (traditionally characterized by a moderation in
growth expectations) equity markets have historically
become more volatile.
In an environment of increased equity volatility, plan
sponsors should revisit their risk tolerance and potential
implications for funded status volatility and plan liquidity.

Mature pension plans in payout-mode may have a lower
tolerance for drawdown risk, especially if a portion of the
portfolio is tied up in private or other illiquid assets.

5. SHOULD I WORRY ABOUT INFLATION?

There are several ways to reduce equity
risk exposure

Inflation has become a growing concern during the
pandemic, fueled by unprecedented monetary and fiscal
policy stimulus, a rapid economic recovery, and supply
chain issues. While we do agree that it can have significant
implications for companies when it comes to operating
costs, labor expense, sourcing inventory, and maintaining
operating margins, we do not think it is a huge concern for
US corporate pension sponsors.

A plan could reduce the size of the equity allocation and
increase the allocation to either fixed income or diversifiers
like private assets, real assets, structured credit, high yield,
emerging market debt, and other opportunities. Alternatively,
the plan sponsor could increase its allocation to US Treasury
instruments for flight-to-quality projection against large
equity losses. For those investors comfortable with
derivative positions, an additional strategy could be to
purchase downside equity protection via option strategies.

4. WHAT’S THE DEAL WITH THESE
LOW YIELDS?
Our take: Beware of high-quality credit and seek
flexibility in lower-rated bonds
The persistently low yield environment over the past few
years has caused fixed income to be a difficult asset class
to defend within a total return portfolio. Corporate pension
sponsors have particularly struggled since accounting
liabilities are best hedged with high quality publicly-issued
US corporate bonds, which tend to have lower expected
yields than other areas of the fixed income market.
Plan sponsors searching for a higher yield can find it by
expanding their liability-hedging toolkit beyond investment
grade corporate bonds and into other instruments such as
structured credit, private credit, high yield debt (especially
“fallen angels”), and emerging market debt. While these
particular fixed income sectors may not match regulatory
liability benchmarks, we do know that US pension liabilities
are difficult to hedge due to credit migration risk, which
causes defaults and downgrades to affect assets and
liabilities in different ways. The consequence of credit
migration risk is that liability-hedging portfolios are likely
to lag liability growth.
Plan sponsors that loosen restrictions on fixed income and
target lower quality corporate bonds may be rewarded
with higher yields, lower overall spread risk, and therefore
lower funded status volatility. This may result in duration
mismatches, but we believe investors can be address them
with STRIPS or overlays, and the bifurcated approach may
lead to better outcomes for
plan sponsors.

Our take: US LDI investors may actually benefit
from inflation

Inflation is no news, or perhaps even good news,
for liability-driven investors in the US
Most US corporate pension liabilities have little inflation
sensitivity since cost-of-living adjustment (‘COLA‘) provisions
for retirees are rare and most cash balance interest crediting
rates tend to be linked to Treasury yields. The impact of
salary-based benefit accruals can be material for a plan that
is still open to new entrants, but most open plans are likely
to have an equity allocation to provide growth that will
implicitly also provide some inflation hedging. Also note that
for those types of plans, interest rate risk will likely dwarf
inflation risk.
While inflation may not increase the dollar value of liabilities,
it may increase the dollar value of assets, which should make
it easier to meet those liabilities in the future (all else equal).

Rising interest rates is less of an issue to pension
plans than in the past
One challenge to this view is the possibility of elevated
inflation forcing the Federal Reserve (Fed) to raise interest
rates, eroding the value of fixed income assets and ending
the regime of low yields that investors have lived through
the past decade. However, while the Fed has taken a more
hawkish stance in recent weeks, we believe this is a
manageable risk for investors.
While elevated growth and inflation mean rates may move
further than currently predicted by the forward market, we
do not believe inflation will de-anchor yields from levels they
have traded in over the past five years. Therefore, in our
view, US pension investors do not need to worry about the
asset-liability impact of inflation but can take some tactical
views from an asset-only perspective (for more discussion on
inflation please see Credit has little to fear from inflation).

Although the global
acceleration in inflation has
been key to the change in
central bank rhetoric, not all
central banks are under the
same amount of pressure.

US AND GLOBAL RATES
TARGETING LIFT-OFF
The world’s biggest purchasers of bonds have started to taper, or announced
plans to taper, the massive bond-buying programs they unleashed in early 2020
to mitigate the impact of the COVID-19 shock. Considerable effort has been made
to prepare markets as calmly as possible for the removal of this enormous
stimulus – the most staggering of which has been the Fed’s expansion of its
balance sheet from $4trn to $8trn in just over a year.
The start of tapering is linked to achieving a mix of targets for vaccination,
unemployment, inflation, and growth. If such signs of recovery persist, central
banks will next turn their attention to rate rises, with the Bank of England the first
to hike, and the Fed expected to hike in March.
Although the global acceleration in inflation has been key to the change in central
bank rhetoric, not all central banks are under the same amount of pressure.
Closer to home, the level of consumer prices has already surpassed its prepandemic trend, achieving the Fed’s average inflation target. In the eurozone
prices have moved upwards but have only just returned to the trend being
targeted by the European Central Bank. In Japan, inflation is still struggling to gain
any momentum at all.
So, although the timing of interest rate hikes is debatable, the Fed is under
considerably more pressure than some other major central banks in the race to
lift-off.
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Figure 1: In the US, price levels are now above the Fed’s average inflation target1
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Figure 2: In the eurozone, inflation is still below its pre-pandemic trend2
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Source: Macrobond, BLS. Data as of October 31, 2021. 2 Source: Macrobond. Data as of October 31, 2021.
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US MUNICIPAL BONDS
COULD PROVE DEFENSIVE
IN A TIGHTENING CYCLE
The relative
price stability of
municipal bonds
is a function of
their unique
characteristics
and the investor
base their tax
advantage
attracts

For investors searching for defensive positions in anticipation of rising interest
rates, we believe municipal bonds may be an option worth exploring. Historical
analysis of muni performance shows that they have outperformed Treasuries in
rising-rate environments, with lower volatility.
The relative price stability of municipal bonds is a function of their unique
characteristics and the investor base their tax advantage attracts. Although a
number of factors drive municipal security valuations, we believe an important
aspect is the consistent level of demand from individual investors, who own more
than two-thirds of the entire municipal bond market directly or through mutual
funds.Municipal bonds tend to experience lower price volatility because investors
have purchased the bonds to take advantage of the tax-exempt income available
from the asset class, and so generally hold the bonds to maturity.
The surprise exclusion of several municipal market provisions in the Presidential
administration’s Build Back Better plan, and the fact that several proposed tax
changes are irresolute, complicates the outlook for demand in 2022. Raising the
state and local tax (SALT) deduction cap, which allows taxpayers to deduct
certain taxes paid to state and local governments from their Federal tax bill, has
the potential to negatively impact the tax benefit for tax-exempt municipals.
Notwithstanding, we believe retail demand should remain resilient and the
introduction of a minimum 15% corporation tax rate could increase demand from
banks and insurance companies.

Muni versus Treasury
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Figure 13: Munis have historically outperformed Treasuries when yields rise15
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Source: Barclays, Thompson Reuters, Insight as of September 30, 2021. Returns series shown is 12-month rolling
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8

GLOBAL INFLATION:
PINPOINTING THE PEAK MAY BE TRICKY
As economies emerge from pandemic-driven lockdowns, inflation
has accelerated in a way that has taken many market
commentators by surprise. This has been driven by supply chains
struggling to rebuild capacity at the same pace as demand, and
against a backdrop of rising commodity prices and shortages of
key components in the tech industry.
Under our core scenario, inflation should peak and slowly
moderate. In the US, which has been the focus of market
concerns, inflation has been pushed higher by huge increases in
the prices of a narrow range of items, such as used car and hotel
prices. These gains are unlikely to be sustained longer-term. That
said, we expect the descent in CPI to be slow.
However, there are various longer-term factors that remain of
concern. The Commodity Research Bureau (CRB) Index, which
provides a snapshot of broad commodity prices, has experienced
one of its sharpest upward moves in decades (see Figure 3).
Rather than being speculative in nature, the move appears to be
underpinned by supply deficits, which suggests it could be

sustained. Historically, as the famous saying goes, the best cure
for high prices is high prices, as higher prices generally trigger a
new investment boom. However, the increasing emphasis on
responsible investment and decarbonization may make it far
more difficult to generate sufficient investment to meaningfully
undermine prices in this latest cycle – leading some
commentators to claim that we may be at the start of a
commodity super-cycle.
Although down from their peak, global shipping costs are
exacerbating price rises. The uneven rollout of vaccines around
the world has caused severe problems for global shipping, with
a large proportion of maritime workers coming from developing
countries where vaccines are less available. Disruptions to
fleets stemming from the pandemic come at a time when
global demand is soaring as developed markets come out
of lockdown, causing shipping rates to soar (see Figure 4).
With labor markets tightening and wages rising, these trends
will be important to monitor through 2022.

Figure 3: Commodity prices have risen sharply, with some forecasters anticipating a new super-cycle3

%

120
100
80
60
40
20
0
-20
-40
-60
1982

1987

CRB Index

1992

CRB Metals

1997

CRB Food

2002

2007

2012

2017

CRB Raw Industrials

$

Figure 4: Container prices have dropped from their peak but remain elevated4
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INVESTMENT GRADE CREDIT
BEWARE OF A-RATED 				
CORPORATES
In this
environment
we would
be cautious
of A-rated
corporates,
especially in
the US

As we emerged from the coronavirus crisis in 2021, developed market economies
experienced one of their fastest economic recoveries in history, buoyed by an
unprecedented level of fiscal and monetary support as well as significant levels of
pent-up consumer demand being released. Unsurprisingly, this has been an
incredibly supportive environment for the highest risk assets, with equity markets
the greatest beneficiaries.
However, the growth story has become more nuanced, as the global economy
appears to be shifting from an ‘early cycle’ accelerating recovery phase to a more
moderate, ‘mid cycle’ stage. In this stage of the cycle the easy gains from the
post-pandemic reopening are largely exhausted, and the pace of growth will be
harder to maintain. Furthermore, the transition to mid-cycle tends to be when
monetary stimulus is withdrawn, as reflected by central banks’ plans to slow
down or ‘taper’ asset purchases (US) or even to start raising rates (UK).
Historically, this sort of environment is one where risk assets tend to be
vulnerable to heightened volatility and pricing corrections as they adjust to price
in more moderate growth and the impact of a withdrawal of stimulus measures.
The story is further complicated by the elevated levels of inflation in many
economies, a result of both supply bottlenecks caused by labor shortages and
supply chain blockages but also the level of demand in areas of the market that
are less able to respond quickly. However, mid-cycle, when economic growth
tends to be more moderate, is also an environment where higher-yielding fixed
income credit markets tend to outperform.
In this environment we would be cautious of A-rated corporates. A-rated
companies are often pressured into increasing leverage by their shareholders.
Increasing leverage can optimize a company’s weighted average cost of capital
and the average credit spread (cost) resulting from a downgrade from A to BBB is
historically low. This more aggressive management behavior has been seen more
in the US than in UK and European credit markets, reflecting perhaps the relative
pace of the economic recovery and confidence by companies in the outlook.
Unlike A-rated companies, equity holders often push lower-rated BBB or BB
companies to reduce leverage, often by selling assets, raising new equity or
simply by growing earnings. This is because there is still a notable spread
between the yields at which BBB and BB-rated corporate issuers can fund. High
yield is also not included in the widely followed Bloomberg Global Aggregate
Index and faces less favorable insurance capital requirements.
As corporates shift from raising defensive cash holdings at the height of the crisis
to thinking about making the most of the recovery, we believe higher-rated
companies may potentially work more for equity holders, while lower-rated firms
may work more for bondholders. This leaves us favoring mid- to low-rated BBB
credit as the sweet spot for credit allocations as we transition to mid-cycle.
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HIGH YIELD
TIME TO CATCH RISING STARS
As the economy recovers, it is progressing into the ‘mid cycle’ phase of the expansion, driven by consumer
spending and public and private investment. Against this backdrop we anticipate a significant increase in the
number of ‘rising stars’, issuers that are upgraded from high yield to investment grade.
At the height of the pandemic, there was an unprecedented number of ‘fallen angels’, corporates downgraded
from investment grade to high yield (see Figure 9). Once downgraded, equity-friendly activity is typically more
aligned with bondholders – such as growing into more creditworthy entities or voluntarily reducing leverage to
enjoy significantly lower interest costs. With economic activity recovering, we believe this universe of recently
downgraded fallen angels could prove a rich hunting ground for rising stars.
A rising star’s outperformance tends to occur in multiple stages as ratings agencies can lag market pricing
(see Figure 10):
Stage 1 – The journey begins: Up to three years or more before an upgrade, a potential future rising star
begins deleveraging. Bottom-up investors take note, resulting in narrower spreads. Eventually, over this time
period, the issuer becomes a potential candidate for an upgrade and spreads outperform versus peers.
Stage 2 – Upgrade announced: The rating agencies announce the upgrade, the market reacts positively, and
spreads tighten in anticipation of future buying from a larger investment grade asset base.
Stage 3 – ‘Forced’ buying: Once upgraded, at month end, passive and exchange-traded funds rebalance their
portfolios and become forced buyers to minimize tracking error. In anticipation of this buying activity, volumes
pick up in these names and spreads tighten further.
Figure 9: Pandemic-driven fallen angels could become recovery-driven rising stars9
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Figure 10: The three stages of outperformance for rising stars10
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STRUCTURED CREDIT
OPPORTUNITIES IN
ESOTERIC MARKETS
Post-pandemic,
issues in hardhit sectors
tend to have
better structural
protections

We have observed that demand from yield-hungry investors has led to a huge
demand/supply imbalance in structured credit markets through 2021, with some
asset-backed security (ABS) deals up to 20 times oversubscribed. With the
technical backdrop in secured finance markets likely to remain highly supportive
in 2022, we believe private ABS issues have a number of clear benefits:
• Investors can more carefully structure security and collateral packages and
facilitate private credit ratings
• Currently, credit spreads are still meaningfully wider than public deals of
equivalent credit quality
• Investors can secure more sizeable allocations within deals
Furthermore, certain sectors that struggled during the pandemic, such as aircraft
deals, are re-emerging as potentially compelling recovery stories. Post-pandemic,
issues in hard-hit sectors tend to have better structural protections, reminiscent
of how structures became more investor-friendly following the 2008 financial
crisis. These can include reduced timelines for debt service coverage ratios,
higher-quality underlying assets and improved liquidity facilities.
We would view the addition of these types of issues into a diversified portfolio as
one way to exploit the complexity and illiquidity premia that the asset class offers.
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EMERGING MARKETS
TAKING ADVANTAGE OF
DIVERGENT INFLATION
DYNAMICS
Inflationary forces may be creating many more investment opportunities across
emerging markets than they are in developed economies. In developed
economies, we believe inflation risks are likely to prove transitory, and that
inflation will moderate without sweeping monetary policy reversals.
In emerging markets, inflationary forces are in many cases being amplified,
requiring more immediate central-bank intervention. Many emerging economies
are acutely sensitive to rising global food and oil prices. World food prices are at
their highest rate in a decade (see Figure 11), and oil prices are approaching early
2019 levels.
Although some emerging market central banks have already been forced into
hiking rates, the level of inflationary pressure is highly differentiated across
countries given the uneven nature of recoveries (see Figure 12). This creates a
wealth of opportunities across emerging market rates, credit and currency
markets. We believe investors may be best positioned if they can implement long,
short and relative-value positions across emerging markets to take advantage of
these divergent trends where appropriate.

The level of
inflationary
pressure is highly
differentiated
across countries
given the uneven
nature of recoveries

Figure 11: World food prices have sharply accelerated11
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Figure 12: Inflationary risks vary between markets12
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CURRENCY
A STRUCTURAL OVERHANG
FOR THE DOLLAR
In spite of the pandemic, the US has enjoyed a period of relative ‘exceptionalism’ over the last five years. Growth
and asset returns have been stronger than many of our trading partners and helped to fund an increasing
current account deficit. If we assume, as we believe, that the external imbalances are likely to stabilize, but not
improve meaningfully, the big question for investors is whether growth and asset returns can remain
‘exceptional’ enough to smoothly fund the current account deficit.
In the short term, some moderate improvement in the trade balance is possible as growth in key export markets
rebounds, but we believe the longer-term trajectory will be driven by relative fiscal policy. Our sense is that our
loose fiscal policy has played a key role in supporting its standout growth performance.
Fiscal policy was significantly loosened under President Trump, and this trend was further reinforced under
President Biden. Indeed, the current administration has already enacted an aggressive fiscal stimulus in
response to the pandemic and we expect another with $2.75trn to be spent over the next decade. The
cumulative sum of fiscal spending over the pandemic has been larger as a percentage of GDP than the entire
New Deal enacted by President Roosevelt after the Great Depression.
Higher fiscal spending leads to higher consumption, and as a significant percentage of goods are imported, it
also boosts imports. If the budget deficit peaks at just below 15% of GDP, it implies that the US trade deficit will
peak at around 4.5% of GDP in late 2021. Although this is likely to stabilize over the course of 2022 it is likely to
pose a long-term challenge for the US dollar.
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Figure 13: The US current account deficit is widening, driven by trade13
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INVESTING RESPONSIBLY
THE UN CLIMATE CHANGE CONFERENCE (COP26):
IMPLICATIONS FOR INVESTORS
The financial industry is stepping up to help tackle
climate change
The announcement of the Glasgow Financial Alliance for Net Zero
(GFANZ), which is going to take a more permanent form as a body
reporting to the G20, was a watershed moment. Earlier this year,
Insight was pleased to commit to the Net Zero Asset Managers’
Initiative15, one of the sub-sector initiatives that are part of
GFANZ16. It will be crucial for the investment management industry
to work collectively to have a meaningful impact on climate
changes; the Climate Action 100+ initiative17 is one example,
though there is much more scope for action across asset classes
like corporate bonds and structured finance.

Transparency remains central
There were clear signs of progress towards transparency among
corporates. For example, the International Financial Reporting
Standards (IFRS) Foundation announced the launch of the
International Sustainability Standards Board, which intends to
“deliver a comprehensive global baseline of sustainability-related
disclosure standards that provide investors and other capital
market participants with information about companies’
sustainability-related risks and opportunities to help them make
informed decisions”18. This is the next step in an extended process
undertaken by the IFRS Foundation, including a consultation
conducted late last year, to which Insight responded19.

A global carbon market is drawing closer
After six years of negotiation, rules for a global carbon market
were agreed, setting out a framework for trading carbon credits
which represent carbon that has been either reduced or removed
from the atmosphere. Establishing a market for pricing and trading
carbon emissions has long been seen as a key mechanism through
which emissions might be reduced. Perhaps the most prominent
regional example is the EU carbon border adjustment mechanism,
set to come into force by the end of 2022.21
However, there are significant disagreements over whether a
carbon market is the best approach, with some jurisdictions
favoring policies and regulations that directly reduce emissions.
There are also significant criticisms of the new rules, such as the
inclusion of older carbon credits generally deemed to be of poor
quality, and gaps that seemingly allow for double counting of
carbon reductions. But the agreement is still a significant marker
of progress towards a global market that could shape emissions
trading for decades to come.
Applying effective climate change mitigation strategies is more
difficult for investors without economic inputs to guide their
decisions. Carbon markets have the potential to influence fixed
income markets by penalizing high-emitting (non-abating) issuers.
Global carbon markets may also influence future policy initiatives.

Monitoring progress on carbon emissions and related metrics is
crucial – Insight is doing what it can to encourage that ambitious
goals are set where appropriate, and that effective monitoring is
in place to ensure progress is measured. These metrics drive our
Prime climate risk ratings, which aim to help to highlight material
climate risks to our analysts and portfolio managers. And we
joined other financial institutions, with over $29 trillion in assets
under management, in calling for companies to set science-based
emissions targets “to ensure that corporate ambition is
independently verified against the de-facto industry standard for
robust and credible climate targets”20.

https://www.netzeroassetmanagers.org/
https://www.gfanzero.com/membership/
17
https://www.climateaction100.org/
18
https://www.ifrs.org/groups/international-sustainability-standards-board/
19
Our response to the consultation is available on request.
20
More information is available at https://www.cdp.net/en/articles/investor/financiers-with-29-trillion-ask-1600-companies-for-sciencebased-targets-ahead-of-cop26
21
https://ec.europa.eu/commission/presscorner/detail/en/qanda_21_3661
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TIME TO ACT
INSIGHT IS WORKING ON
BEHALF OF OUR CLIENTS
By developing these
ratings and putting
them into use, we
believe we are
supporting markets
that will more
accurately reflect
real-world risks

Industry collaboration
Insight aims to prioritize climate risk analysis and stewardship. We support
climate-focused groups that help to ameliorate risks from issuers, including
inadequate disclosure, and support campaigns that promote environmental
themes. We participate in industry groups as part of our work managing systemic
climate risks, such as the Institutional Investors Group on Climate Change (IIGCC)
and Climate Action 100+.
As mentioned above, we became a signatory to the Net Zero Asset Managers
Initiative in early 2021.

Climate risk ratings
We developed our first climate risk ratings in 2017 as a comprehensive ranking of
fixed income corporate bond issuers that enabled better engagement activity
with companies. In 2020, to improve understanding of the key risks that climate
change poses and further develop our offering in sustainable strategies, we
expanded the scope of the ratings to create two scores for each company: one
for its transitional risks and one for its physical risks.
The updated Prime climate risk ratings are generated for 1,700 corporate issuers
and include data for 14 climate-related issues. The updated ratings aim to help
our portfolio managers and analysts to consider material climate risks to support
their investment decisions and identify potential for constructive engagement
with debt issuers, as well as to build dedicated strategies for clients seeking
portfolios that reflect specific climate criteria.
By developing these ratings and putting them into use, we believe we are
supporting markets that will more accurately reflect real-world risks related to
climate change, ultimately helping financial markets to function effectively.

FIND OUT MORE
Insight Investment
200 Park Avenue, 7th Floor
New York, NY 10166
212-527-1800

Client Relationship Management
institutionalna@insightinvestment.com

@InsightInvestUS

Consultant Relationship Management
consultantsna@insightinvestment.com

company/insight-investment-north-america
www.insightinvestment.com
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FURTHER
READING

The asset class to watch for the mid-cycle
As the US recovery graduates from the ‘early’ to the
‘mid’ cycle, we expect growth to moderate from
‘very high’ to ‘high’. As such, lower-rated credit may
be the risk asset class to watch.
Click to read

Credit has little to fear from inflation
A Seventies-scale inflation crisis is highly unlikely in
our view. We believe any shock today would be
modest and unlikely to fundamentally threaten
credit markets, which may even offer an inflation
hedge.
Click to read

Structured Insights: Aircraft relaunch
Maintaining the flexibility to invest in private format
or esoteric structured deals can offer potentially
compelling spread benefits for investors such as
insurance companies.
Click to read

Emerging markets: No more tantrums?
Emerging market debt (EMD) was vulnerable during
the Federal Reserve’s (Fed’s) last spell of ‘tapering’.
By contrast, today’s EMD market looks not only
more prepared, but laced with selective investment
opportunities.
Click to read
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IMPORTANT DISCLOSURES
This document has been prepared by Insight North America LLC (INA), a registered investment adviser under the Investment Advisers Act of 1940 and
regulated by the US Securities and Exchange Commission. INA is part of ‘Insight’ or ‘Insight Investment’, the corporate brand for certain asset management
companies operated by Insight Investment Management Limited including, among others, Insight Investment Management (Global) Limited, Insight
Investment International Limited and Insight Investment Management (Europe) Limited (IIMEL).
Opinions expressed herein are current opinions of Insight, and are subject to change without notice. Insight assumes no responsibility to update such
information or to notify a client of any changes. Any outlooks, forecasts or portfolio weightings presented herein are as of the date appearing on this material
only and are also subject to change without notice. Insight disclaims any responsibility to update such views. No forecasts can be guaranteed.
Nothing in this document is intended to constitute an offer or solicitation to sell or a solicitation of an offer to buy any product or service (nor shall any product
or service be offered or sold to any person) in any jurisdiction in which either (a) INA is not licensed to conduct business, and/or (b) an offer, solicitation,
purchase or sale would be unavailable or unlawful.
This document should not be duplicated, amended, or forwarded to a third party without consent from INA. This is a marketing document intended for
institutional investors only and should not be made available to or relied upon by retail investors. This material is provided for general information only and
should not be construed as investment advice or a recommendation. You should consult with your adviser to determine whether any particular investment
strategy is appropriate.
Assets under management (AUM) represented by the value of the client’s assets or liabilities Insight is asked to manage. These will primarily be the mark-tomarket value of securities managed on behalf of clients, including collateral if applicable. Where a client mandate requires Insight to manage some or all of a
client’s liabilities (e.g. LDI strategies), AUM will be equal to the value of the client specific liability benchmark and/or the notional value of other risk exposure
through the use of derivatives. Regulatory assets under management without exposures can be provided upon request. Unless otherwise specified, the
performance shown herein is that of Insight Investment (for Global Investment Performance Standards (GIPS), the ‘firm’) and not specifically of Insight North
America. A copy of the GIPS composite disclosure page is available upon request.
Past performance is not a guide to future performance, which will vary. The value of investments and any income from them will fluctuate and is not
guaranteed (this may partly be due to exchange rate changes). Future returns are not guaranteed and a loss of principal may occur.
Targeted returns intend to demonstrate that the strategy is managed in such a manner as to seek to achieve the target return over a normal market cycle
based on what Insight has observed in the market, generally, over the course of an investment cycle. In no circumstances should the targeted returns be
regarded as a representation, warranty or prediction that the specific deal will reflect any particular performance or that it will achieve or is likely to achieve
any particular result or that investors will be able to avoid losses, including total losses of their investment.
The information shown is derived from a representative account deemed to appropriately represent the management styles herein. Each investor’s portfolio is
individually managed and may vary from the information shown. The mention of a specific security is not a recommendation to buy or sell such security. The
specific securities identified are not representative of all the securities purchased, sold or recommended for advisory clients. It should not be assumed that an
investment in the securities identified will be profitable. Actual holdings will vary for each client and there is no guarantee that a particular client’s account will
hold any or all of the securities listed.
The quoted benchmarks within this document do not reflect deductions for fees, expenses or taxes. These benchmarks are unmanaged and cannot be
purchased directly by investors. Benchmark performance is shown for illustrative purposes only and does not predict or depict the performance of any
investment. There may be material factors relevant to any such comparison such as differences in volatility, and regulatory and legal restrictions between the
indices shown and the strategy.
Transactions in foreign securities may be executed and settled in local markets. Performance comparisons will be affected by changes in interest rates.
Investment returns fluctuate due to changes in market conditions. Investment involves risk, including the possible loss of principal. No assurance can be given
that the performance objectives of a given strategy will be achieved.
Insight does not provide tax or legal advice to its clients and all investors are strongly urged to consult their tax and legal advisors regarding any potential
strategy or investment.
Information herein may contain, include or is based upon forward-looking statements within the meaning of the federal securities laws, specifically Section 21E
of the Securities Exchange Act of 1934, as amended. Forward-looking statements include all statements, other than statements of historical fact, that address
future activities, events or developments, including without limitation, business or investment strategy or measures to implement strategy, competitive
strengths, goals expansion and growth of our business, plans, prospects and references to future or success. You can identify these statements by the fact
that they do not relate strictly to historical or current facts. Words such as ‘anticipate’, ‘estimate’, ‘expect’, ‘project’, ‘intend’, ‘plan’, ‘believe’, and other similar
words are intended to identify these forward-looking statements. Forward-looking statements can be affected by inaccurate assumptions or by known or
unknown risks and uncertainties. Many such factors will be important in determining our actual future results or outcomes. Consequently, no forward-looking
statement can be guaranteed. Our actual results or outcomes may vary materially. Given these uncertainties, you should not place undue reliance on these
forward-looking statements.

Insight and BNY Mellon Securities Corporation are subsidiaries of BNY Mellon. BNYMSC is a registered broker and FINRA member. BNY Mellon is the corporate
brand of the Bank of New York Mellon Corporation and may also be used as a generic term to reference the Corporation as a whole or its various subsidiaries
generally. Products and services may be provided under various brand names and in various countries by subsidiaries, affiliates and joint ventures of the Bank
of New York Mellon Corporation where authorized and regulated as required within each jurisdiction. Unless you are notified to the contrary, the products and
services mentioned are not insured by the FDIC (or by any government entity) and are not guaranteed by or obligations of the Bank of New York Mellon
Corporation or any of its affiliates. The Bank of New York Mellon Corporation assumes no responsibility for the accuracy or completeness of the above data
and disclaims all expressed or implied warranties in connection there with. Personnel of certain of our BNY Mellon affiliates may act as: (i) registered
representatives of BNY Mellon Securities Corporation (in its capacity as a registered broker-dealer) to offer securities, (ii) officers of the Bank of New York
Mellon (a New York chartered bank) to offer bank-maintained collective investment funds and (iii) associated persons of BNY Mellon Securities Corporation (in
its capacity as a registered investment adviser) to offer separately managed accounts managed by BNY Mellon Investment Management firms.
Disclaimer for Non-US Clients: Prospective clients should inform themselves as to the legal requirements and tax consequences within the countries of their
citizenship, residence, domicile and place of business with respect to the purchase and ongoing provision of advisory services. No regulator or government
authority has reviewed this document or the merits of the products and services referenced herein.
This document is directed and intended for ‘institutional investors’ (as such term is defined in various jurisdictions). By accepting this document, you agree (a)
to keep all information contained herein (the ‘Information’) confidential, (b) not use the Information for any purpose other than to evaluate a potential
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client that has engaged you to evaluate an investment in such product.
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