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Under-Valued Insurers 

In this week’s report we will look at two FTSE 100 blue chip insurers – Prudential and Legal & General.  

On the one hand, they operate in a sector which is relatively immune to the economic cycle (people don’t typically 
cancel their life insurance just because there’s a recession). 

 

On the other hand, and despite their blue-chip credentials, Prudential cut its dividend following the bear market of 
2003 and Legal and General cut its dividend following the bear market of 2008. 

 

 

However, if these insurers have learned the right lessons, and if their shares are trading at reasonable prices today, 
then we think the potential yield plus growth opportunities could be worth the risk. 



PRUDENTIAL PLC 
• EPIC: PRU.L 

• Year high: 1992p 

• Year low: 1556p 

• Current approx: 1498p 

• Dividend yield: 3.02% 

• Dividend cover 3.0 

• P/E ratio: 10.80 

 

At the last reporting period, operating profits in the half rose 9% to £2.4bn, driven by double digit percentage 
growth in Asia, which overtook the US as the largest contributor to group profits. Prudential announced an 8% in-
crease in its interim dividend, to 15.67p per share. The US business reported £1bn of operating profit, up 2% year-
on-year.  

The asset management business just about scraped a profit in the half, versus a £6m loss last year, with 1% growth 
in life insurance to £988m.Prudential's solvency surplus rose 8% to £14.4bn, taking the Solvency II ratio (a key 
measure of insurers capitalisation) to 209% from 202% a year ago. The demerger of M&G Prudential - the UK and 
European business - is said to be progressing well. 

 

The Asian business has strong positions in rapidly growing emerging economies, many of which have little or no 
welfare state. That's made private protection products increasingly important as the populations of those countries 
grow wealthier, underpinning double digit profit growth year after year, with insurance profits are up 22% in China 
this half for example. Pru is focussed on products that deliver recurring premiums, like health and life insurance, 
which should weather an economic downturn better than single purchase products. 

 



LEGAL & GENERAL GROUP PLC  

 
• EPIC: LGEN.L 

• Year high: 287.60p 

• Year low: 242.60p 

• Current approx.:239p 

• Dividend yield: 6.32% 

• Dividend cover: 2.0 

• P/E ratio: 8.03 

At the last reporting period, underlying group operating profits rose 5% to £909m in the first half, as increased in-
vestment in digital capabilities partially offset operating profit growth across all but one of LGEN’s divisions. An 
"exceptionally busy" second half is anticipated. 

 

The group announced an interim dividend of 4.6p, a 7% increase on last year. LGEN serves markets with a lot of 
growth potential. It's a market leader in low cost investment products, with 326bn in index funds. Meanwhile auto-
enrolment has seen L&G become the UK's largest defined contribution pension manager, with Workplace customer 
numbers up 21% to 2.9m. Changes to pension rules in 2014 demolished L&G's annuity sales, but they're growing 
again, up 78% in 2017. Meanwhile demand for the group's bulk annuity schemes and liability-driven investment 
products should remain strong, as companies seek to de-risk existing defined benefit pension schemes. The UK DB 
market alone is worth an estimated 2trn.  

Although the UK is still the group's centre of gravity (and with current economic headwinds that could yet prove a 
problem), international expansion should open up further opportunities. International flows accounted for 82.5% of 
investment management net inflows in 2017, while the US DB market is significantly larger than the UK, and de-
mand for de-risking solutions is growing rapidly. 

 

Longer term, L&G appears well set, operating in markets which benefit from wider economic and demographic 
trends. The capital position is solid, and the shares offer an attractive prospective yield of 6.6%, with analysts ex-
pecting steady dividend increases from here. 



 

Risk Warning Disclaimer  

Although the author and publisher have made every effort to ensure that the information in this publication was cor-

rect at press time, the author and publisher do not assume and hereby     disclaim any liability to any par-ty for any 

loss, damage, or disruption caused by errors or    omissions, whether such errors or omissions result from negli-

gence, accident, or any other cause.  

Investments can go up in value as well as down, so you could get less than you invested. This information does not 

constitute personal advice and you should speak to your financial advisor before committing to any pension prod-

uct. Information in this document is for reference use only and its accuracy cannot be guaranteed and is subject to 

change.  


