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I.   Is insurance systemic? 

22/11/2013 Dario Focarelli - Insurance and Systemic Risk 



Definition of Systemic Risk and SIFI 

The Financial Stability Board (2009) defines systemic risk “as a 
risk of disruption to financial services that   

(i) Is caused by an impairment of all or parts of the financial 
system 

(ii) Has the potential to have serious negative consequences for 
the real economy” 

In 2010, FSB defines systemically important financial institutions 
(SIFIs) as those whose disorderly failure, because of their size, 
complexity and systemic interconnectedness, would cause 
significant disruption to the wider financial system and economic 
activity.  
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Is Insurance Systemic?  

The source and hence the dealing with the problem of systemic risk in the 
banking sector and in the insurance sector is quite different. 

The insurance industry is a good example of why it is necessary to evaluate 
business activities instead of whole companies when analyzing systemic risk.  

Insurance business models are usually characterized by a number of features 
which distinguish them from those of other financial institutions:  

 Investments funded by premium income and managed to match liabilities 

 Non life insured loss events usually uncorrelated with financial crises or economic cycles 

 Absent or low interest by policyholders in speculation in risk 

 Limited exposition to a “run” of policyholders (insurance and reinsurance obligations 
usually not callable) 

Largely due to these differences, insurance failures do not occur overnight; the 
nature of the insurance business dilutes developments that ultimately lead to 
economic losses for stakeholders, over a much longer time-span. 
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Is Insurance Systemic ? (Diekmann’s view)  

The extensive research done by the IAIS demonstrates that even the default of the 
largest traditional insurance groups in the world would not cause any significant 
spillover effects and a direct contagion of other financial institutions, i.e. a 
"systemic event" as defined by the FSB in 2010.  

However, a default of such an insurance group could, in a worst case scenario, 
affect millions of policyholders or a significant share of a country's population and 
that one could also label such an event as "systemic“. 

One should note, that in this case the term "systemic" is used in a different way 
than it was used by the FSB originally in the context of financial institutions and 
financial market protection-which is a very different issue.  

The publication of the initial list of G-SIIs calls upon insurers to acknowledge an 
important change in society‘s expectation 

 Politicians, regulators and the public have - because of the event of 2008 - changed their 
mind with respect to the level of security which they pursue, that this holds for all 
sectors of the financial services industry and that they are therefore striving to further 
increase the stability of the largest insurance groups.  
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II.  G-SIIs Framework 
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The FSB Framework for SIFIs Supervision 

The 2008-2009 financial crisis underscored the need for public authorities to act 
promptly and proactively to: 

 Identify firms that are systemically important  

 Take measures to lessen the impact and reduce the moral hazard associated with public 
sector interventions and the distress or failure of such firms 

At the Summit meeting in Seoul, November 2010, the G20 leaders endorsed the 
FSB’s framework for reducing the moral hazard posed by systemically important 
financial institutions (SIFIs). The framework recommends several policies which 
should combine to: 

 Apply more intensive and co-ordinated supervision of SIFIs 

 Improve the authorities’ ability to resolve SIFIs without destabilising the financial system 
and exposing the taxpayer to the risk of loss 

 Require higher loss absorbency for SIFIs to reflect the greater risks that these institutions 
pose to the global financial system 

 Strengthen core financial infrastructures 

 Provide other supplementary prudential and other requirements 

8 22/11/2013 Dario Focarelli - Insurance and Systemic Risk 



Extension of FSB framework to Insurance Industry 

In the FSB’s October 2010 report it was announced that the framework for dealing 
with G-SIFIs would be extended to cover insurance companies.  

In November 2011, G20 leaders asked the International Association of Insurance 
Supervisors (IAIS) to develop an assessment methodology for identifying global 
systemically important insurers (G-SIIs). 

The results arising from IAIS’s methodology may be summarized by the following: 

 Neither long experience of insurance markets nor information arising from the global 
financial crisis provides any evidence of traditional insurance either generating or 
amplifying systemic risk within the financial system or in the real economy.  

 The potential for systemic importance is only considered to arise in any non-traditional 
or non-insurance activities. 

G-SIIs are different from Global Systemically Important Banks (G-SIBs):  

 The designation of banks tends to be driven by the sheer size and nature of their core 
activities, while size alone is less important for traditional insurers.  

 

 
9 22/11/2013 Dario Focarelli - Insurance and Systemic Risk 



IAIS Assessment methodology  for GSIIs 

Although the IAIS considers traditional insurance activities not to be a source of 
systemic risk, it also notes that: 

 “As recent crisis history suggests, insurance groups tend to suffer distress as a result of 
an increased exposure to non-insurance activities. These activities, which at times were 
only lightly regulated or not regulated at all; appear to be an important source of risk 
that may become systemic.” 

According to the IAIS, the two most important factors for assessing the systemic 
importance of insurers are: 

 Non Traditional and Non Insurance (NTNI) activities  

 The degree of interconnectedness 

Main NTNI activities in recent years have caused the following effects: 

 Expansion of bancassurance  

 Expansion of insurers derivative portfolios (namely CDS) 

 Eeeper connection between insurers and banks via funding channels in capital markets 
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Traditional Activities vs. Non Traditional Activities   (1/2) 

IAIS has developed three principles to identify NTNIs: 

 Product with credit guarantees to financial products (eg. securities, mortgages and other 
traded and non traded products) 

 Policies or products exposing insurers to substantial market and liquidity risk, requiring 
complex risk management practices and dynamic use of derivatives 

 Investing and funding activities resulting in maturity or liquidity transformation, leverage 
or imperfect credit risk transfer (eg. repo and securities lending not justified by 
traditional insurance activities) 
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Traditional Activities vs. Non Traditional Activities   (2/2) 
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Traditional Non-Traditional 

Non-Life (P&C plus Heath, Disability) Annuity: Variable Annuity - GMIB  

Non-Life: Long-tail 
Guaranteed minimum death benefit (GMDB) or 
Guaranteed minimum annuitisation rate 

Life - Term - Fixed Death Benefits, Fixed Premium Guaranteed Minimum Withdrawal Benefit (GMWB) 

Life - Term - Variable Benefit, Variable Premium Contingent Deferred Annuity  

Life - Whole life with fixed death benefits 
Unit-linked accounts with guaranteed account value 
or non-negative returns 

Life - Whole Life with variable account value Guaranteed Investment Contracts (GICs)     

Life - Whole Life with some minimum accumulation 
rate or minimum death benefit  

Synthetic GIC (insurer bears market value/return risk) 
 

Annuity with Fixed Rate of Return  Mortgage Insurance 

Annuity with Variable rate of return Credit Guarantees - municipal debt, structured credit 
products Variable Accumulation, Fixed Payout  

Insurance-linked securities (ILS) (Cat Bonds and other) Financing or monetizing ILS (Embedded Value/Present 
Value of Future Profit securitisations, ILS with financial 
risk as material trigger condition)  Short-term trade credit insurance  



G-SIIs List and Relevant Policy Measures Framework 

On July 18th the FSB released an initial list of nine G-SIIs, identified using the IAIS 
assessment methodology 

Companies identified as G-SIIs will have to comply with a set of policy measures to 
be developed  by the IAIS 

The application of the above measures may rely to a large extent upon the clear 
differentiation between traditional and NTNI activities 

G-SII policy measures should reduce moral hazard and internalize the costs of the 
negative externalities stemming from the potential failure posed by a G-SII. These 
policy measures should: 

 Reduce the probability and impact of distress or failure of G-SIIs and thus reduce the 
expected systemic impacts which failure may cause 

 Incentivise G-SIIs to become less systemically important, and give non-G-SIIs strong 
disincentives from becoming G-SIIs 

 Be linked to the drivers of the G-SII status of each individual insurer. 
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G-SIIs in alphabetical order as of July 2013 

Allianz SE 

American International Group, Inc. 

Assicurazioni Generali S.p.A. 

Aviva plc 

Axa S.A. 

MetLife, Inc. 

Ping An Insurance (Group) Company of China, Ltd. 

Prudential Financial, Inc. 

Prudential plc 
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Policy Measures Framework Components 

The IAIS framework of policy measures for G-SIIs is in line with the FSB 
recommendations and includes the following components: 

 Enhanced supervision 

 Effective resolution 

 Loss Absorbency (LA) and Higher loss absorption (HLA) capacity 
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Enhanced Supervision 

Enhanced supervision generally means: 

 Specifically tailored regulation 

 Greater supervisory resources 

 Bolder use of existing supervisory tools compared to the supervision of non-systemically 
important insurers  

Enhanced supervision includes 

 A direct approach to consolidated and group-wide supervision including direct 
supervision over the holding company 

 The development of a Systemic Risk Management Plan (SRMP), including 

 The effective separation of systemically important NTNI activities from traditional insurance 
business, ensuring self sufficiency of the separated entities in terms of structure and financial 
conditions (no capital or funding subsidies, multiple gearing or double leverage). Separated 
entities should be under oversight of the direct supervisory authority and the group-wide 
supervisor 

 Restrictions or prohibitions of specified systemically important activities 

 Enhanced liquidity planning and management 
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Effective Resolution 

Effective resolution for all SIFIs includes: 

 Establishment of Crisis Management Groups (CMGs) 

 Elaboration of recovery and resolution plans (RRPs) 

 Conduct of resolvability assessments 

 Adoption of institution-specific cross-border cooperation agreements 

For G-SIIs, the following specificities of insurance are taken into account: 

 Plans and steps needed for separating non-traditional or non-insurance (NTNI) activities 
from traditional insurance activities 

 The possible use of portfolio transfers and run off arrangements as part of the resolution 
of entities conducting traditional insurance activities 

 The existence of policyholder protection and guarantee schemes (or similar 
arrangements) in many jurisdictions 
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Loss Absorption (LA) and Higher Loss Absorption (HLA)  (1/2) 

The development of higher LA requirements will proceed in two stages 

The IAIS will develop straightforward, backstop capital requirements (BCR) that will 
apply to all group activities of GSIIs, to be finalised by the end of 2014; these will 
constitute a foundation for developing HLA requirements 

Higher Loss Absorption (HLA) capacity is intended to: 

 Reduce the probability of distress or failure and thus the expected impact of distress or 
failure;  

 Internalise some of the costs to the financial system and overall economy, which are 
otherwise externalities to the insurance group that occur as a result of a G-SIIs distress 
or failure by making G-SIIs more resilient to low probability, high impact events; 

 Allow for earlier supervisory intervention and more time to address emerging risks to 
the financial system; 

 Provide disincentives to carrying out activities that pose a threat to the financial system;  

 Offset any benefit should it arise, such as lower funding costs, associated with the G-SII 
status. 
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Loss Absorption (LA) and Higher Loss Absorption (HLA)  (2/2) 

The IAIS proposes that the calculation may depend upon whether the non-
traditional insurance and non-insurance financial activities have been effectively 
separated from the traditional insurance business.  

The IAIS also proposes that HLA should be targeted, when possible, at the entities 
where the systemically important activities are located.  

 When effective separation of NTNI activities from traditional insurance activities is 
possible, targeted HLA may be calculated based on the NTNI activities and applied to the 
separated entities conducting them. 

 Where NTNI activities are not effectively separated, HLA may be calculated based on the 
NTNI activities in the consolidated insurance group taking account of the insurance 
group’s interconnectedness score 

HLA requirements will be announced by end 2015 and will come into effect from 
January 2019 
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Implementation Time Frame 
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Key Implementation 
Dates 

Action required 

October 2013 IAIS to prepare a quantitative capital standard 

July 2014 Crisis Management Groups (CMGs) established for the initial cohort of designated G-
SIIs 

IAIS to provide the FSB with a recommendation on the G-SII status of, and 
appropriate risk mitigating measures for, major reinsurers 

July 2014 Systemic Risk Management Plan (SRMP) to be completed 

September 2014 IAIS to finalise straightforward, backstop capital requirements (loss absorbency – LA) 

End 2014 Recovery and resolution plans, including liquidity risk management plans, for the 
initial cohort of designated G-SIIs to be developed and agreed by CMGs 

End 2015 IAIS to develop implementation details for HLA that will apply to designated G-SIIs 

July 2016 Implementation of SRMPs to be assessed 

November 2017 The FSB to designate the cohort of G-SIIs, based on the IAIS methodology and 2016 
data, for which the HLA policy measure will apply 

January 2019 G-SIIs designated in November 2017 to apply the HLA requirements 
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III. ComFrame and other IAIS activities 



Comframe 

Since 2010, the IAIS has also been developing a Common Framework (ComFrame) 
for the supervision of Internationally Active Insurance Groups (IAIGs), the largest, 
most complex insurance firms.  

 ComFrame does not directly address systemic risks. 

ComFrame is: 

 A set of international supervisory requirements built and expanding upon the high level 
requirements and guidance currently set out in the IAIS Insurance Core Principles (ICPs), 
which generally apply on both a legal entity and group-wide level 

 Concerned with the on-going supervision of large and complex internationally active 
insurance groups (IAIGs) and is not focused on whether an insurance group presents risk 
to the global financial system 
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Comframe: IAIG Definition 

An IAIG is a large, internationally active group that includes at least one sizeable 
insurance entity 

Criteria for identifying IAIGs are: 

 International Activity 

 Premiums are written in not fewer than three jurisdictions, and 

 Percentage of gross premiums written outside the home jurisdiction is not less than 10% of the 
group’s total gross written premium; 

 Size (based on a rolling three-year average) 

 Total assets of not less than USD 50 bn, or 

 Gross written premiums of not less than USD 10 bn 

The IAIS will set out the criteria and process for identifying IAIGs. However, it will 
be the supervisory colleges that identify IAIGs. 
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ComFrame vs. G-SIIs 

 
Type of entity 

 
Legal Entity 

 
Group 

 
IAIGs 

 
G-SIIs 

 

1st tier 

ICPs 

 

ICPs that apply 
only to legal 

entities  

 
ICPs that apply to legal entities and groups 

 

2nd tier 

ComFrame 

 
ComFrame 

 

3rd  tier  

G-SIIs Package 

 
G-SIIs package 
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Comframe Structure 

ComFrame is structured in three Modules: 

Module 1 includes:  

 The criteria and process for the identification of IAIGs by supervisors  

 The breadth of supervision of IAIGs (which legal entities are included)  

 The identification of the group-wide supervisor 

Module 2 contains: 

 The requirements that an IAIG will need to meet 

Module 3 covers: 

 The process of supervision, highlighting the role of the group-wide supervisor and other 
relevant supervisors’ responsibilities within the process.  

 The supervisory process, enforcement, cooperation and interaction requirements. 
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Insurance Capital Standards Announcment 

On October 9th, 2013, the IAIS has announced its plan to develop a risk based 
global insurance capital standard (ICS) by 2016 and to include it within ComFrame, 
which has always included a capital component within its solvency assessment.  

 This component, which is being finalised in concept, will be used as a starting point for 
development of the ICS 

IAIS announced also the development of BCRs to be applied to G-SIIs by late-2014 

This leaves a number of important questions unanswered 

 Given the BCR will likely be implemented well before HLA comes into effect, what is its 
purpose? Will it be a new reporting requirement or will some groups be required to hold 
additional capital as a result? 

 What is the relationship between the ICS and BCR? Is the BCR just a ‘quick-fix’ to be 
replaced in the future by the ICS when it is finalised or will the BCR remain as a separate 
capital standard even beyond 2019 when the ICS is set to be implemented? 

 How will these new quantitative standards interact with local capital requirements 
already in place or shortly to be finalised such as Solvency II? 
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IV. Macroprudential Policy and Surveillance  



The IAIS Framework for Insurance Macroprudential 
Policy and Surveillance (MPS) 

The financial crisis has shown, in some cases, the inadequacy of past supervisory 
practices that relied exclusively on microprudential, individual firm-level policies 

In response, the IAIS created the Macroprudential Policy and Surveillance (MPS) 
Subcommittee to develop a framework for implementing macroprudential policies 
and surveillance in the insurance sector 

The MPS complements the work on G-SIIs 

 MPS is focused on the system-wide impact of shocks via broad transmission channels  

 SIFI policy measures framework aims at reducing the impact of failure of individual firms 

In addition to the framework, which will lead to a practical toolkit or handbook for 
supervisors, the IAIS activities will include: 

 Frequent monitoring of the macroeconomic and financial market environment 

 A periodic survey of key insurance risks and trends 

 The monitoring of broad developments in the global insurance market. 
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The IAIS Framework for Insurance Macroprudential 
Policy and Surveillance (MPS) 

In terms of structural hierarchy, any G-SII approach is subordinated to MPS 

The comprehensive assessment of systemic risk is an integral element in 
the design and implementation of MPS, which should guide the choice of 
indicators of causes of material financial sector distress and suitable 
supervisory responses 

Some G-SII indicators form a sub-set of sector-specific indicators within 
the MPS framework 
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V.  EIOPA Systemic Risk Monitoring 



EIOPA Indicators from the Risk Dashboard                  (1/5) 

Macro Risks 

Credit Risks   

Market Risks   

Liquidity and Funding   

Profitability and Solvency   

Interlinkages and Imbalances   

Insurance Risks   
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EIOPA Indicators from the Risk Dashboard                  (2/5) 
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EIOPA Indicators from the Risk Dashboard                  (3/5) 
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EIOPA Indicators from the Risk Dashboard                  (4/5) 
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Explanatory notes - EIOPA 



EIOPA Indicators from the Risk Dashboard                  (5/5)  
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EIOPA Risk summary – Risk Description 



Comment and Conclusion                                                (1/3) 

Just before the finalization of Solvency II (after 12+ years of hard work will be in 
place on January 1, 2016) ….  

…. nine insurers have been named as G-SIIs; for G-SIIs, a "straightforward backstop 
capital requirement", on which higher loss absorbency (HLA) will be based, is 
required to be created by November 2014;  

Worldwide regulators agreed - for all internationally active insurance groups 
(IAIGs) -  to develop within Comframe a risk based global insurance capital 
standard (ICS) by 2016. 

It is evidence of the shift in the attitude of the regulators (Dieckmann’S view). Is 
this coherent with what observed during these years ?  

My perception is that there is an evident overreaction to the AIG case 

I don’t have time to discuss the failure of the supervision, but I want mention the 
Bernanke comment “AIG exploited a huge gap in the regulatory system. There was 
no oversight of the financial-products division. This was a hedge fund, basically, 
that was attached to a large and stable insurance company” 
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Comment and Conclusion                                                (2/3) 
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I any case, AIG paid back the U.S with a 22.7 million profit for the taxpayer, 
according to the Treasury Department statement of Dec 2012 



Comment and Conclusion                                                (3/3) 

But we should acknowledge that we are going toward the development of 
international insurance regulation, even if there is no clear evidence that local 
capital standards failed in protecting policyholders  

What a long, strange trip It's going to be 

 By any measure, this collection of proposals is a prodigious pile of policy far insurers, and 
their regulators, to consider. The next time you see an insurance regulator or company 
CFO or CRO, express some sympathy for them as they attempt to manage this 
considerable agenda, in addition to their day jobs John H. Fitzpatrick (Geneva 
Asociation). 

Having in mind the difficulties we experienced (and are still experiencing)  for both 
Solvency II and the IASB project “Insurance contracts Phase II”, I really doubt that 
ICS can be delivered and tested in 2-3 years 

In any case, I am confident that Solvency II might serve as a leading benchmark at 
worldwide level 
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