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The credit crunch 
New loans to non-financial firms up to 1 mln euro  
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Source: Restoring financing and growth to Europe’s SMEs | Bain & Company, Inc. | Institute of International Finance 



The credit crunch 
Loans to non-financial firms resident in the euro area 
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Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 
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The credit crunch 
Supply of credit, according to banks  

Source: Restoring financing and growth to Europe’s SMEs | Bain & Company, Inc. | Institute of International Finance 



The credit crunch 
Private sector financial debt at end Q3 2013 
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Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 



Spreads on bonds 
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Average annual asset swap spreads at issue, in basis points, on bonds (placed on the international market) of banks or of firms whose parent 

company is located in the country indicated on the horizontal axis. The periods of time are: financial crisis, from 2007 Q4 to 2010 Q2; sovereign debt 

crisis, from 2010 Q3 to 2012 Q2; post OMT, from 2012 Q3 to 2013 Q4.Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 



Spreads on bonds in Italy 
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Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 



Spreads on bonds 
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Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 



Credit Market Conditions in Italy 
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Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 



Credit Market Conditions in Italy 

11 Dario Focarelli - Deleveraging: a Diversification Opportunity for Insurance Company ? 18/06/2014 

Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 



Investment of large European Insurers  
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Source: EIOPA, Financial Stability Report,  2014 May 



Investment of a large group 
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Source: Improving insurers’ investment environment Insurance Laurent Clamagirand, AXA Group CIO 

http://www.insuranceeurope.eu/uploads/ModuleXtender/Eventsmanager/109/investmentbreakout.pdf 



Investment of Italian Insurance companies 
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Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 



Investment of Italian Insurance companies 
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Source: Bank of Italy, Financial Stability Report, Number 1 / 2014 May 



Solvency II – The Guaranteed interest rate 
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Source: EIOPA, Financial Stability Report,  2014 May 

In Italy, over 92 per cent of the mathematical provisions relate to policies with guaranteed yields of less than 3 per 
cent, and new products offer guarantees of less than 2 per cent. (Source: Ivass) 



Solvency II 
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Solvency II  
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Solvency II capital charges and RAROC 
A Merrill Lynch analysis 

Asset 

Estimated 
expected 

excess 
return 

SII 
Standalon

e SCR 
Dec 12 

SII 
Standalon

e SCR 
Dec 13 

SII 
Standalon

e SCR 
Halved for 

Type A 

SII 
Standalone 

SCR 
Corporate 
charges for 

SF 

RAROC 
SII Dec12 

RAROC SII 
Dec13 

RAROC SII   
Halved for 

Type A  

RAROC SII 
Corporate 
charges for 

SF 

5y UK Prime RMBS-AAA 47 35,0% 21,5% 10,8% 4,5% 1,8% 2,7% 4,8% 8,5% 

5y UK Prime RMBS-BBB 92 80,0% 78,8% 78,8% 22,5% 1,6% 1,6% 1,6% 5,2% 

5y CMBS – A 197 76,0% 66,4% 66,4% 4,5% 3,6% 4,1% 4,1% 18,0% 

Corp AAA 50 4,6% 4,6% 4,6% 4,6% 9,0% 9,0% 9,0% 9,0% 

Corp A 5-7y 64 7,6% 7,6% 7,6% 7,6% 8,3% 8,3% 8,3% 8,3% 

Corp BBB 5-7y 103 14,1% 14,1% 14,1% 14,1% 8,5% 8,5% 8,5% 8,5% 

Residential Mortgages 
(75% LTV) 

215 3,0% 3,0% 3,0% 3,0% 47,6% 47,6% 47,6% 47,6% 

UK prime property 
commercial loan 4-7y / 
Germany CRE loan 4-7y 

175 16,7% 
 

16,7% 
 

 
16,7% 

 

 
16,7% 

 

 
12,7% 

 

 
12,7% 

 

 
12,7% 

 

 
12,7% 

 

Global equity 850 39,0% 39,0% 39,0% 39,0% 37,0% 37,0% 37,0% 37,0% 

Equity other / Hedge 
Funds 

850 49,0% 49,0% 49,0% 49,0% 29,9% 29,9% 29,9% 29,9% 

Source: BofA Merrill Lynch Global Research. Reported capital charges refers to the i) proposal as of Dec 2012; ii) update from Dec 2013 for securitisations; iii) 
alternative considering the effect of halving the standalone capital charges for Type A securitisations; iv) option that assigns the capital  charge of corporate 
bonds to SF bonds (same rating for senior tranches and one rating lower for other tranches). 
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Strategies 

Reconsider exposure to unlisted and illiquid assets: insurers will invest more or less in 
less liquid assets such as private equity and infrastructure under Solvency II ? 

Risk transfer: Insurers may look to transfer their risk to reduce their capital requirements 
by using reinsurance, securitisation of liabilities, or increased use of derivatives for hedging 
purposes (BIS, 2011).  

Minimise duration mismatch between assets and liabilities: insurers will attempt to 
minimise the duration mismatch between assets and liabilities (as it drives the capital charges 
under Solvency II).  

Enhance diversification: it can be particularly beneficial for insurance groups and 
composite insurers.  
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Source Severinson, C. and J. Yermo (2012), “The Effect of Solvency Regulations and Accounting Standards on Long- Term 

Investing: Implications for Insurers and Pension Funds”, OECD Working Papers on Finance, Insurance and Private 

Pensions, No. 30, OECD Publishing. http://dx.doi.org/10.1787/5k8xd1nm3d9n-en:  

http://dx.doi.org/10.1787/5k8xd1nm3d9n-en
http://dx.doi.org/10.1787/5k8xd1nm3d9n-en
http://dx.doi.org/10.1787/5k8xd1nm3d9n-en


Taxation 

Taxation laws can encourage individuals and investors to adopt a long-term 
investment philosophy.  

Policymakers can encourage households to invest their long-term savings in the 
economy via the financial services sector by providing tax incentives on insurance 
and pension products.  

Tax incentives encourage individuals to plan for retirement, locking their savings in 
for the long-term. This results in a flow of long-term liabilities to the financial 
system which insurers can invest in long-term assets, thus helping to fund 
economic growth.  

The removal/addition of tax incentives associated with investment in insurance 
products is likely to result in a reduction/increase in the flow of premiums to long-
term investments. In taking the decision, it is key to reflect that reduced levels of 
private savings will eventually also only increase governments’ pension liabilities. 
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Conclusions (1/3) 

Turning back to the initial question, Is (banks’) deleveraging a diversification 
opportunity for insurance companies  ? 

Yes, but only accepting a higher risk-return tradeoff (and assuming that the 
“volatility” and the “matching” adjustment will eventually do their task. BIG IF !). 
Why ?  

 The opportunity stems from the fact that some “good” demand of credit is not 
met by banks  since the large increase in their capital requirement …  

 … but is very difficult to disentangle between either demand and supply 
factors or “good” and “bad” demand in the current market conditions (at least, 
now in Italy) 
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Conclusions (2/3) 

In practice, the interest rate on BTP 5y is lower that 2%, while firms are willing to 
pay 5-6% for the same duration (bullet loans). Is this 3-4% enough for 
compensating for the higher risk ? I think yes but … 

 It is still unclear the effect of the measures announced by ECB, which are 
exactly  aimed at reducing the gap between demand and supply of credit 

 And, in any case, the largest portion of the spread should be paid for 
increasing the ability to screen and monitor the demand for credit and/or for 
establishing arrangements able to reduce potential conflict of interests. 

In a medium-long term perspective the appetite for private credit risk will be 
significantly fostered by lower exposures to Govies and the increase of insurance 
liabilities  

 the Sovereign Debt Restructuring discussion started by IMF on how to prevent 
them from being “too little, too late” will become more concrete 

 the debate on eliminating the regulatory bias will reach a conclusion 
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Conclusions (3/3) 

However, lending on a large scale is a very different business from insurance.  

This explains why it is crucial that a more efficient market for private credit risk is 
established.  

 The European Central Bank and the Bank of England set out proposals on 
Friday to resurrect the European Union's market for asset-backed securities 
and help the flow of credit to smaller businesses. 

 In the short run, central bank input is needed to revive the market (key is what 
ECB is going to put forward) …  

 while in the longer term it would help stop a repeat of the problems that 
caused the U.S. market to implode. 
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