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9ȄŜŎǳǘƛǾŜ {ǳƳƳŀǊȅ 

The purpose of the present updated study is to provide several ŀƴŀƭȅǎŜǎ ǘƻ ƛƴŦƻǊƳ 9Cw!DΩǎ ŜȄ-ante 
impact assessment of ǘƘŜ L!{.Ωǎ IFRS 17 proposal of May 2017 and the subsequent June 2019 
amendments to the proposalΦ Lƴ ǇŀǊǘƛŎǳƭŀǊΣ ǘƘŜ ǎǘǳŘȅ ǇǊƻǾƛŘŜǎ ƛƴǇǳǘǎ ǘƻ 9Cw!DΩǎ ƛƳǇŀŎǘ ŀǎǎŜǎǎƳŜƴǘ 
in the following areas: 

¶ The competitiveness landscape (market structure) in which European insurers operate and 
the potential impact of a change in financial reporting on competitiveness; 

¶ Observable trends in the business model(s) of European insurers, their causes and the 
potential impact of a change in financial reporting, in relation to: 

o product mix, product design and/or product pricing by European insurers; 
o  investing behaviour of European insurers; and 

¶ Investor perception of the insurance sector. 

The research undertaken for this report combines different methods and tools: 

¶ desk research and a literature review;1 

¶ a stakeholder consultation exercise;  

¶ a stakeholder on-line survey; 

¶ a statistical analysis of secondary data from a range of sources such as EIOPA, European 
Central Bank, Thomson Reuters, IMF, Eurostat and OECD; 

¶ a few econometric analyses; and, 

¶ a quantitative assessment of potential one-off and on-going compliance costs arising from 
IFRS 17. 

Competitiveness landscape and IFRS 17 

In general, insurance undertakings from the EU face little competition from non-EU undertakings in 
EU insurance markets. However, for some, business focused and more niche insurance products, 
the market is a world-wide market and in such markets EU insurance enterprises compete with 
undertakings from major insurance centres outside the EU.  

Insurance undertakings from the EU face little competition from non-EEA undertakings in EU capital 
markets but they do when raising funds internationally. 

Industry stakeholders mentioned two factors which may impact on their competitive position in 
capital markets following the implementation of IFRS 17. First, the financial bottom line of some 
insurers, especially life insurance undertakings may become more volatile. The limited empirical 
literature on the issue of P&L volatility and cost of funds suggest that the cost of capital of 
undertakings showing greater P&L volatility may face higher debt costs in international debt 
markets.2  Second, industry stakeholders are also concerned that IFRS 17 may make it more difficult 
to compare the financial statements with those of insurance undertakings from countries not 
adopting IFRS 17 although it is not clear whether the situation would be worse than at the present 
time.  

 
1 A list of the articles and documents consulted for this study can be found in the Reference section. 

2 ¢Ƙƛǎ ƛǎ ŀƴŀƭȅǎŜŘ ƛƴ ƳƻǊŜ ŘŜǘŀƛƭ ƛƴ ǘƘŜ άLƴǾŜǎǘƻǊ ǇŜǊŎŜǇǘƛƻƴ ƻŦ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ǎŜŎǘƻǊΣ Ŏƻǎǘ ƻŦ ŎŀǇƛǘŀƭ ŀƴŘ LCw{ мтέ ǎŜŎǘƛƻƴΦ 
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Indeed, at present (under IFRs 4) external analysts find it challenging to compare the financial and 
economic performance of different insurance undertakings as current accounting practices vary 
across jurisdictions and the quality of information provided is inconsistent across countries, 
impeding full comparability.  

Most stakeholders interviewed (i.e. the majority of supervisory authorities and some insurance 
undertakings) agreed that in the long run, the new accounting standards will bring increased 
transparency to financial reporting practises of European insurance companies, improving their 
ability to raise capital on the market. 

Finally, the information provided by the insurance undertakings to EFRAG suggests that the on-going 
costs are unlikely to have a very marked impact on expenses, in contrast to the one-off costs which 
may have a more substantial impact on the total expenses of insurance undertakings subject to IFRS 
17 in the period or periods in which such costs are incurred. 

Trends in the business models of EU insurance undertakings and IFRS 17 - 
insurance product mix and insurance prices 

The key fact to note in terms of the evolution of the product mix in the EU insurance market since 
2005 is the decline of the market share of life-insurance in the total insurance market (measure by 
gross premiums) from 2005 to 2008 and the increase in the market share of non-life. Life insurance, 
however, remains still by far the largest insurance segment. 

The overall price of insurance grew faster than the general consumer price index over the period 
2005 to 2019. In particular, the annual rate of growth of price of insurance connected with health 
was markedly higher than overall inflation while the price of insurance connected with transport 
increased only marginally faster than the overall consumer price index. 

Stakeholders reported that, in general, financial reporting does not play a big role in product mix 
and pricing. IFRS 17 is not expected to have significant impacts on short-term insurance contracts. 
The main changes for short-ǘŜǊƳ ƛƴǎǳǊŀƴŎŜ ŎƻƴǘǊŀŎǘǎ ǿƛƭƭ ŘŜǇŜƴŘ ǳǇƻƴ ŎƻƳǇŀƴƛŜǎΩ ŜȄƛǎǘƛƴƎ 
insurance accounting practices. Long-duration contracts (such as life insurance) or product features 
which expose the P&L to market fluctuations (such as participating contracts evaluated using the 
general model), instead, may be affected by the adoption of the new standard.  

Most stakeholders interviewed (industry players and supervision authorities) welcomed the 
improvements introduced by the IFRS 17 amendments, in particular regarding reinsurance. 
However, there are still some concerns about implementation of the annual cohort requirement, 
ŜǎǇŜŎƛŀƭƭȅ ŦƻǊ ǘƘŜ ǎŜƎƳŜƴǘ ά[ƛŦŜέΦ 

Trends in the business models of EU insurance undertakings and IFRS 17 - 
allocation of the investment assets 

Although there is considerable discussion about insurers moving away from debt securities towards 
new asset classes and /or equity, the aggregate data from EIOPA on the investments of EU insurers 
do not show a significant movement out of the debt securities at the EU wide level.  

The majority of stakeholders interviewed (i.e. supervisory authorities, insurers and external 
investors) agree that IFRS 17 alone will not impact the asset allocation of insurance undertakings, as 
this activity is more driven by risk management and/or asset/liability management. 
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However, industry stakeholders expressed the view that the effect of applying IFRS 17 in conjunction 
with IFRS 9 may have an impact on asset allocation. This is because a company is required to account 
for insurance contracts issued applying IFRS 17 and financial assets held applying IFRS 9. Investments 
in equity and structured funds may become less attractive following the adoption of IFRS 17 and 
IFRS 9, as assets characterised by higher volatility that may ŜȄǇƻǎŜ ŀ ŎƻƳǇŀƴȅΩǎ tϧ[ ǘƻ ƳŀǊƪŜǘ 
fluctuations. This may create a friction with short-term trading strategies of some insurance 
undertakings.  

Investor perception of the insurance sector, cost of capital and IFRS 17 

In Germany, France, and the UK, the global financial crisis increased the cost of capital in the 
insurance sector more than in any other of the comparator industries. The difference was 
particularly sizeable in the several months following the collapse of Lehman Brothers in September 
2008, when the effect can be observed even in Italy.  

Moreover, in Germany, France, and the UK, the comparatively higher capital costs in many cases did 
not fully reverse. The difference between the cost of capital faced by insurance companies and the 
other sectors was in 2017 still greater than the difference in 2005. An exception is the banking 
sector, where the difference in WACC between insurance and banking returned broadly to its 2005 
levels.  

Among the stakeholders interviewed and surveyed, there was a general agreement about the 
difficulties that analysts face when evaluating the financial report of an insurance company. Almost 
all the respondents indicated a level of difficulty in the top tier of the scale.  

However, there are differing views on the potential impact of IFRS 17 on the cost of capital for EU 
insurance undertakings. 

Most stakeholders interviewed (i.e. the majority of supervisory authorities and some insurance 
undertakings) agreed on the fact that in the long run, the new accounting standard will bring 
increased transparency on the financial reporting practises of European insurance companies, 
improving their ability to raise capital on the market. Furthermore, it was stressed this change could 
make the insurance industry more attractive to a generalist investor, which would reduce the cost 
of equity in the long run.  

The education of external investors and analysts is a major concern for industry stakeholders 
interviewed (both life and non-life). The challenge will be to explain the balance sheets and 
underlying financial assumptions to the external investors in the transition time.  

It is possible that IFRS 17 could lead to a perceived weakening of the financial strength of companies. 
IFRS 17 could, at least temporarily, increase the cost of capital for European insurers while investors 
familiarise themselves with the new standard. 

Supervisory authorities and auditors commented that the insurance industry is still in the process of 
developing an understanding of the implications of the standard and forming common accounting 
practices. Many concerns are interpretational and will only be solved in practice following the 
adoption of the standard. 

In terms of rating, two major rating agencies (FITCH and S&P) commented that IFRS 17 is unlikely to 
directly affect insurers' ratings because the economic substance of their balance sheets will not 
change. 
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1 | Introduction 

1 LƴǘǊƻŘǳŎǘƛƻƴ 

1.1 Background 

1.1.1 The May 2017 proposals 

In May 2017, the International Accounting Standards Board (IASB) issued IFRS 17 Insurance 
Contracts (IFRS 17). The new financial reporting standard IFRS 17 άsets out the requirements that a 
company should apply in reporting information about insurance contracts it issues, and reinsurance 
contracts holdsέ (IASB)3. The implementation of this new standard represents one of the most 
substantial change to insurance accounting requirements in over 20 years. 

The objective of IFRS 17 is to ensure that an entity provides relevant information that faithfully 
represents those contracts. This information gives a basis for users of financial statements to assess 
the effect that insurance contracts have on the entity's financial position, financial performance and 
cash flows. 

Whereas the current standard allows insurers to use their local GAAP (IFRS 4), IFRS 17 defines rules 
that will markedly increase the comparability of financial statements of insurance undertakings. The 
transition to IFRS 17 will affect the way insurance undertaking present the information on their 
financial performance in their financial statements and on key performance indicators. 

IFRS 17 provides for three different approaches (see figure below for details).4 

Figure 1: Impacts of IFRS 17 

 

Source: adaptation from EY, 2017 

 
3 See https://www.ifrs.org/-/media/project/insurance-contracts/ifrs-standard/ifrs-17-project-summary.pdf 

4 For a more in-depth review of the details of IFRS 17 see: https://www.ifrs.org/-/media/project/insurance-contracts/ifrs-standard/ifrs-
17-project-summary.pdf  
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The general model requires entities to value an insurance contract at initial recognition at the total 
of the fulfilment cash flows (comprising the estimated future cash flows, an adjustment to reflect 
the time value of money and an explicit risk adjustment for non-financial risk) and the contractual 
service margin. The fulfilment cash flows are re-valued on a current basis in each reporting period. 
The unearned profit (contractual service margin) is recognised over the coverage period. 

Besides this general model, IFRS 17 provides as a simplification, the premium allocation approach. 
This simplified approach is applicable for certain types of contracts, including those with a coverage 
period of one year or less.  

For insurance contracts with direct participation features, the variable fee approach applies. The 
variable fee approach is a variation on the general model. When applying the variable fee approach, 
ǘƘŜ ŜƴǘƛǘȅΩǎ ǎƘŀǊŜ ƻŦ ǘƘŜ ŦŀƛǊ ǾŀƭǳŜ ŎƘŀƴƎŜǎ ƻŦ ǘƘŜ ǳƴŘŜǊƭȅƛƴƎ ƛǘŜƳǎ ƛǎ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ contractual 
service margin. As a result, the fair value changes are not recognised in the profit or loss in the period 
in which they occur but over the remaining life of the contract. 

The new IFRS standard is applicable for annual periods beginning on or after 1 January 2021, subject 
to EU endorsement. Early application is permitted for entities that apply IFRS 9 Financial 
Instruments, and IFRS 15 Revenue from Contracts with Customers, at or before the date of initial 
application of IFRS 17. The standard cŀƴ ōŜ ŀǇǇƭƛŜŘ ǊŜǘǊƻǎǇŜŎǘƛǾŜƭȅ ōǳǘ ƛǘ ŀƭǎƻ Ŏƻƴǘŀƛƴǎ ŀ άƳƻŘƛŦƛŜŘ 
ǊŜǘǊƻǎǇŜŎǘƛǾŜ ŀǇǇǊƻŀŎƘέ ŀƴŘ ŀ άŦŀƛǊ ǾŀƭǳŜ ŀǇǇǊƻŀŎƘέ ŦƻǊ ǘǊŀƴǎƛǘƛƻƴ ŘŜǇŜƴŘƛƴƎ ƻƴ ǘƘŜ ŀǾŀƛƭŀōƛƭƛǘȅ ƻŦ 
data (EY, 2017). 

It is important to note that, at the level of European regulation, IFRS 17 applies only to the 
consolidated financial statements of listed (i.e. public) insurance undertakings. Non-listed and 
mutual insurance undertakings, and the individual financial statements of listed insurance 
undertakings, will continue to be subject to their local GAAP unless the relevant competent 
authorities decide to extend the application of IFRS 17 to such insurance undertakings (on a 
mandatory or voluntary basis). 

The initial IFRS17 proposals were subject of an extensive consultation and in response to the various 
comments and suggestions received from stakeholders, the IASB proposed a number of draft 
amendments which were circulated in June 2019 to stakeholders in Exposure Draft Amendments to 
IFRS 17. These amendments related to 1. Scope exclusionsτcredit cards and loans that meet the 
definition of an insurance contract; 2. Expected recovery of insurance acquisition cash flows; 3. 
Contractual service margin attributable to investment-return service and investment-related 
service, 4. Reinsurance contracts heldτrecovery of losses on underlying insurance contracts. 5. 
Presentation in the statement of financial position, 6. Applicability of the risk mitigation option, 7. 
Effective date of IFRS 17 and the IFRS 9 Financial Instruments temporary exemption, 8 Transition 
modifications and reliefs.5 

Based on the feedback on these draft amendments, the IASB Board tentatively adopted tentatively 
in December 2019, and January, February and March 2020 a number of amendments for final 
approval by IASB members (see below). 

 
5 See IASB (2019) Exposure Draft and comment lettersτAmendments to IFRS 17 
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1.1.2 IASB decision on start date of IFRS17 and final proposed IASB amendments of 
the 2017 proposal 

At its meeting of 11 and 12 December 2019, the IASB Board tentatively decided to finalise the 
following amendments to IFRS 17 Insurance Contracts as proposed in the Exposure Draft. 

¶ a scope exclusion for loans; 

¶ the contractual service margin attributable to investment servicesτcoverage units for 
insurance contracts with direct participation features; 

¶ presentation in the statement of financial positionτby portfolio instead of group level; 

¶ the applicability of the risk mitigation optionτfor reinsurance contracts held; 

¶ transition reliefs for business combinations; and 

¶ transition reliefs for the risk mitigation optionτthe application from the transition date and 
the option to apply the fair value approach. 

Regarding the expected recovery of insurance acquisition cash-flows, the IASB Board also tentatively 
decided to  

a. finalise the proposed amendment to IFRS 17 that would require an entity to allocate 
insurance acquisition cash flows directly attributable to a group of insurance contracts 
applying a systematic and rational method: i) to that group; and ii) to any groups that include 
contracts that are expected to arise from renewals of the contracts in that group;  

b. clarify that i) the amounts allocated to a group of insurance contracts cannot be revised 
after the group has been recognised; and ii) the amounts allocated to groups of insurance 
contracts yet to be recognised should be revised at each reporting date, to reflect any 
change in the assumptions that determine the inputs to the method of allocation;  

c. confirm that the unit of account for an asset for insurance acquisition cash flows is the group 
of insurance contracts to which those cash flows have been allocated; 

d. finalise the proposed requirements for an entity to assess the recoverability of an asset for 
insurance acquisition cash flows if facts and circumstances indicate the asset may be 
impaired; e) finalise the proposed requirements for an entity to disclose: i) a reconciliation 
from the opening to the closing balance of assets for insurance acquisition cash flows, 
showing separately any recognition of impairment losses and reversals of impairment 
losses; and ii) quantitative information, in appropriate time bands, about when an entity 
expects to derecognise an asset for insurance acquisition cash flows and include those cash 
flows in the measurement of the group of insurance contracts to which they are allocated;  

e. retain, unchanged, the requirement in IFRS 17 for an entity to present any assets for 
insurance acquisition cash flows in the carrying amount of the related insurance contracts. 

In the case of reinsurance contracts heldτrecovery of losses, the IASB Board tentatively decided to: 

a. extend the scope of the proposed amendment to IFRS 17 to require an entity to adjust the 
contractual service margin of a group of reinsurance contracts held, and as a result 
recognise income, when the entity recognises a loss on initial recognition of an onerous 
group of underlying insurance contracts, or on addition of onerous contracts to that group; 

b. amend the proposed calculation of the income, as a consequence of the extension of the 
scope of the proposed amendment, to require an entity to determine the amount of a loss 
recovered from a reinsurance contract held by multiplying: i) the loss recognised on 
underlying insurance contracts; and ii) the percentage of claims on underlying insurance 
contracts the entity expects to recover from the reinsurance contract held. 
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c. confirm that the amendment to IFRS 17 described in paragraph (a) would apply only when 
the reinsurance contract held is recognised before or at the same time as the loss is 
recognised on the underlying insurance contracts. 

The Board also tentatively decided to clarify, in the final amendments to IFRS 17, that paragraph 
66(c)(ii) of IFRS 17τfor subsequent measurement of a group of reinsurance contracts held when a 
group of underlying insurance contracts become onerousτapplies also when underlying insurance 
contracts are measured applying the premium allocation approach. 

At its meeting of 28-30 January 20206, the IASB Board tentatively decided to confirm the proposed 
scope exclusion from IFRS 17, with some changes, resulting in the following requirement. An entity 
is required to exclude from the scope of IFRS 17 credit card contracts that meet the definition of an 
insurance contract if and only if the entity does not reflect an assessment of the insurance risk 
associated with an individual customer in setting the price of the contract with that customer. If the 
entity provides the insurance coverage to the customer as part of the contractual terms of such a 
credit card contract, the entity is required to a) separate that insurance coverage component and 
apply IFRS 17 to it; and b) apply other applicable IFRS Standards, such as IFRS 9 Financial 
Instruments, to the other components of the credit card contract. The Board also tentatively 
decided to extend this amendment to other contracts that provide credit or payment arrangements 
that are similar to such credit card contracts if these contracts meet the definition of an insurance 
contract and the entity does not reflect an assessment of the insurance risk associated with an 
individual customer in setting the price of the contract with that customer. 

At the same meeting, the IASB Board also tentatively decided to amend paragraph B137 of IFRS 17 
to require an entity to: a) make an accounting policy choice as to whether to change the treatment 
of accounting estimates made in previous interim financial statements when applying IFRS 17 in 
subsequent interim financial statements or in the annual reporting period; and b) apply its choice 
of accounting policy to all insurance contracts issued and reinsurance contracts held (i.e. an 
accounting policy choice at entity level). 

Moreover, regarding the asset for insurance acquisition cash flows the IASB Board also tentatively 
decided to amend IFRS 17 to: 

¶ require an entity to identify, recognise and measure at the transition date an asset for 
insurance acquisition cash flows for a group of insurance contracts. If and only if it is 
impracticable for the entity to apply IFRS 17 retrospectively, the entity is required to 
measure an asset for insurance acquisition cash flows at the transition date applying either 
the modified retrospective approach or the fair value approach.  

¶ to amend IFRS 3 and IFRS 17 to require an entity that acquires insurance contracts in a 
transfer of insurance contracts that do not form a business and in a business combination 
within the scope of IFRS 3 to recognise a separate asset measured at fair value at the 
acquisition date for the rights to: a) obtain future contracts after the acquisition date 
without paying again insurance acquisition cash flows the entity has already paid; and b) 
obtain future renewals of: i) contracts recognised at the acquisition date; and ii) contracts 
described in subparagraph (a). 

¶ clarify that on transition to IFRS 17 for the assets for insurance acquisition cash flows 
recognised at the transition date, an entity is not required to apply the recoverability 

 
6 See IASB (2020) IASB Update January 2020. 
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assessment requirement in paragraph 28D of the Exposure Draft retrospectively for the 
period before the transition date. 

Thereafter, at its meeting of 25-27 February 2020 the IASB Board tentatively decided to proceed 
with two major amendments relating to A) the contractual service margin attributable to investment 
services and B) the applicability of the risk mitigation optionτnon-derivative financial instruments 
at fair value through profit or loss, and a number of minor amendments.7 

A. Contractual service margin attributable to investment services - the IASB board tentatively 
decided to 
1. finalise the proposed amendment to IFRS 17 Insurance Contracts that would require an 

entity to identify coverage units for insurance contracts without direct participation 
features by considering the quantity of benefits and expected period of investment-return 
service, if any, in addition to insurance coverage. 

2. confirm the specified criteria, proposed in paragraph B119B of the Exposure Draft, that 
determine whether an insurance contract may provide an investment-return service, but to 
replace the refŜǊŜƴŎŜǎ ƛƴ ǘƘƻǎŜ ŎǊƛǘŜǊƛŀ ǘƻ ΨǇƻǎƛǘƛǾŜ ƛƴǾŜǎǘƳŜƴǘ ǊŜǘǳǊƴΩ ǿƛǘƘ ΨƛƴǾŜǎǘƳŜƴǘ 
ǊŜǘǳǊƴΩΦ 

3. require an entity to include, as cash flows within the boundary of an insurance contract, 
costs related to investment activities to the extent that the entity performs such activities 
to enhance benefits from insurance coverage for the policyholder, even if the entity has 
concluded that the contract does not provide an investment-return service. 

4. finalise the proposed amendments to IFRS 17 that would require an entity to disclose: 
a. quantitative information about when the entity expects to recognise in profit or loss 

the contractual service margin remaining at the end of a reporting period; and 
b. the approach used to determine the relative weighting of the benefits provided by 

insurance coverage and investment-return service or investment-related service. 
c. ŎƻƴŦƛǊƳ ǘƘŜ ŀŘŘƛǘƛƻƴ ƻŦ ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ΨƛƴǎǳǊŀƴŎŜ ŎƻƴǘǊŀŎǘ ǎŜǊǾƛŎŜǎΩ ƛƴ !ǇǇŜƴŘƛȄ ! 

to IFRS 17, but not to change other terminology used in the Standard (i.e. not to 
ǊŜǇƭŀŎŜ ΨŎƻǾŜǊŀƎŜΩ ǿƛǘƘ ΨǎŜǊǾƛŎŜΩ ƛƴ ǘƘŜ ǘŜǊƳǎ ΨŎƻǾŜǊŀƎŜ ǳƴƛǘǎΩΣ ΨŎƻǾŜǊŀƎŜ ǇŜǊƛƻŘΩ ŀƴŘ 
Ψƭƛŀōƛƭƛǘȅ ŦƻǊ ǊŜƳŀƛƴƛƴƎ ŎƻǾŜǊŀƎŜΩύΦ 

B. Applicability of the risk mitigation optionτnon-derivative financial instruments at fair value 
through profit or loss - IASB board tentatively decided to amend IFRS 17 to extend the risk 
mitigation option for insurance contracts with direct participation features,  

In addition, at its meeting of February 2020, the IASB Board also The Board tentatively decided to 
amend various transition requirements in IFRS 17. 

Finally, at its meeting of 17 March 2020, The IASB Board tentatively decided to defer the effective 
date of IFRS 17 incorporating the amendments to annual reporting periods beginning on or after 1 
January 2023. 

1.2 The objectives of the present study 

¢ƘŜ ǇǳǊǇƻǎŜ ƻŦ ǘƘŜ ǇǊŜǎŜƴǘ ǎǘǳŘȅ ƛǎ ǘƻ ǇǊƻǾƛŘŜ ŀ ƴǳƳōŜǊ ƻŦ ŀƴŀƭȅǎŜǎ ǘƻ ƛƴŦƻǊƳ 9Cw!DΩǎ ŜȄ-ante 
impact assessment of the IFRS 17 proposal of May 2017 and the final decisions of 2020. In particular, 
ǘƘŜ ǎǘǳŘȅ ǇǊƻǾƛŘŜǎ ƛƴǇǳǘǎ ǘƻ 9Cw!DΩǎ impact assessment in the following areas: 

 
7 See IASB (2020) Update February 2020 and Update March 2020 



 

 

LE Europe & VVA - Assistance to EFRAG for impact analysis of IFRS17 Insurance Contracts 11 
 

1 | Introduction 

¶ The competitiveness landscape (market structure) in which European insurers operate and 
the potential impact of a change in financial reporting on competitiveness; 

¶ Observable trends in the business model(s) of European insurers, their causes and the 
potential impact of a change in financial reporting, in relation to: 

o product mix, product design and/or product pricing by European insurers; 
o  investing behaviour of European insurers; and 

¶ Investor perception of the insurance sector. 

1.3 The structure of the report 

This report is structured as follows: 

¶ Chapter 1 is the present introduction to the report 

¶ Chapter 2 describes the research methodology 

¶ Chapter 3 discusses the state of competition between EU insurers and insurers from 

outside the EEA in the insurance market and in capital markets, and the potential 

impact of IFRS 17 on such competition 

¶ Chapter 4 provides information on the evolution of the insurance product mix and 

insurance prices over the past 10 to 15 years, and the potential impact of IFRS 17 on 

the insurance product mix and insurance prices 

¶ Chapter 5 discusses developments in the asset allocation of EU insurance undertakings 

and the potential impact of IFRS 17 on such asset allocation 

¶ Chapter 6 presents informatƛƻƴ ƻƴ ƛƴǾŜǎǘƻǊǎΩ ǇŜǊŎŜǇǘƛƻƴ ƻŦ ǘƘŜ ŎƭŀǊƛǘȅ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ 

reports of EU insurance undertakings, the cost of capital faced by EU insurance 

undertakings and the potential impact of IFRS 17 on the funding costs faced by EU 

insurers 

¶ Chapter 7 summarises the key findings 
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2 wŜǎŜŀǊŎƘ ƳŜǘƘƻŘƻƭƻƎȅ 

The research undertaken for this report combines a number of methods and tools: 

¶ extensive desk research and literature review for the original 2018 study which was 
updated with targeted research for the 2020 update;8 

¶ a stakeholder consultation exercise;  

¶ a stakeholder on-line survey; 

¶ a statistical analysis of secondary data from a range of sources such as EIOPA, European 
Central Bank, Thomson Reuters, IMF, Eurostat and OECD; 

¶ a few econometric analyses; and, 

¶ a quantitative assessment of potential one-off and on-going compliance costs arising from 
IFRS 17. 

2.1 Stakeholder consultations and survey 

In undertaking this study, we have performed various information gathering tasks, including  

¶ Extensive desk research and literature review for the original 2018 study which was updated 
with targeted research for the 2020 update  

¶ An online survey of insurance undertakings and external analysts/investors (165 replies 
overall in 2018);  

¶ A first round of 47 stakeholder interviews for the 2018 iteration of this study; and  

¶ A second round of an additional 21 stakeholder interviews, for this updated report (2020) 

Our άbottom-up approachέ aimed at collecting information directly from major participants in the 
EU insurance market. The primary data collection tool for this exercise was a questionnaire-based 
survey of insurance stakeholders in all Member States (please refer to Annex 2 for a full overview of 
the key characteristics of the sample of survey respondents).  

The online survey covered a representative selection of stakeholders working in the insurance 
industry in regulatory/compliance and/or asset management, and external investors (e.g. 
regulators, asset management, pension funds and bank analysts). Some respondents did not provide 
responses to all the questions (20% completion rate). Consequently, a high response rate for the 
overall questionnaire (165 answers) does not necessarily imply that all questions were addressed 
equally by all respondents.9 

To overcome these data-gaps, information collected through stakeholder interviews explored the 
research questions more in depth. Interviews were conducted with: 

¶ officials from EU Insurance Supervisory Authorities;  

¶ representatives of international, European and national insurance associations;  

 
8 A list of the articles and documents consulted for this study can be found in the Reference section. 

9 Some questions were only relevant for a smaller group of stakeholders which explains a low response rate in some instances. 
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¶ CFOs of listed/non-listed insurance companies;  

¶ external investors (such as asset management, pension funds and bank analysts); and 

¶ organisations supplying insurance-related consulting services.10 

Finally, data and information were also obtained from a wide range of published sources. 

¶ Major sources include, first, a variety of international bodies devoted to insurance matters 
or providing data on insurance. These bodies include, but are not limited to, the 
Organisation for Economic Co-operation and Development (OECD), Insurance Europe, the 
International Association of Insurance Supervisors (IAIS) and the IFRS Foundation.  

¶ Information was also obtained from bodies operating at the level of the individual Member 
States, including national supervisory authorities and national insurance associations of the 
28 EU Member States (representing insurance companies).  

¶ Further data was gathered from reports and other publications produced by a large number 
of individual insurance firms and commercial organisations supplying insurance-related 
consulting services.  

¶ Position papers from European and national industry associations as well as external 
investors were also considered.  

The general objective of the review of such documents was to gather and analyse relevant and up-
to-date information related to the following aspects: 

1. Concepts and definitions of IFRS 17; 

2. Link between Solvency II and IFRS 17; 

3. Economic impacts of IFRS 17 in the insurance industry; 

4. Competitiveness of European insurance companies against other international competitors; 

5. Implications in terms of product design, mix and pricing. 

The documentary review had also the secondary objective to fill data gaps after the direct 
consultation of stakeholders. 

A limitation to the use of secondary sources consulted for this study is the difficulty to obtain data 
relating exclusively to life, non-life and business insurance or to isolate such data from each other. 
For example, data on insurance usually distinguishes between life insurance and non-life insurance 
(or general insurance), but within the latter category there is rarely a division between business 
insurance and retail lines of insurance. So, in some cases, non-life insurance had to be taken as a 
rough proxy for business insurance. In addition, there are a number of areas where data generally 
are very thin in some or all EU Member States.  

2.2 Quantitative analysis 

The quantitative analysis presented in the report involves: 

¶ a descriptive statistical analysis of secondary data from EIOPA, Eurostat and Thomson 
Reuters; 

¶ a simple correlation analysis to assess whether two variables of interest are moving 
systematically moving together (in the same or opposite direction); and 

 
10 The complete list of stakeholders who have been interviewed is provided at Annex 1. 
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¶ more technical econometric analysis to test specific hypotheses. The technical details of 
the analysis are presented in the Annex part of the report and the main results of the 
analysis are highlighted in the report itself.  

3 /ƻƳǇŜǘƛǘƛƻƴ ŦǊƻƳ ƴƻƴπ9¦ ƛƴǎǳǊŜǊǎ ŦŀŎŜŘ ōȅ 9¦ ƛƴǎǳǊŜǊǎ ƛƴ 
ǇǊƻŘǳŎǘ ŀƴŘ ŎŀǇƛǘŀƭ ƳŀǊƪŜǘǎ 

The present chapter provides an assessment of the extent to which EU insurance undertakings face 
competition in product and capital markets from non-EU insurance undertakings (sections 3.1 and 
3.2 respectively) and provides the views of stakeholders on the potential impact of IFRS 17 on 
competition in these two markets. 

As well, the chapter discusses potential additional costs that listed EU insurers may face due to the 
one-off and on-going compliance costs with IFRS 17 (section 3.3). Finally, section 3.4 brings together 
the main takeaways from chapter 3. 

3.1 Competition from non-EU insurers in the EU insurance product 
markets 

3.1.1 Data sources 

Four different data sources were consulted to assess the extent to which EU insurance undertakings 
compete with insurance undertakings from outside the EU. These are: 

1. The EIOPA Solvency I statistics which provide information on all undertakings which were 
active in a Member State and were subject to Solvency I reporting.11 The database 
distinguishes: 

a. national insurance undertakings 
b. branches of EEA undertakings 
c. branches of undertakings from outside the EEA 

Solvency I statistics are available for the period 2005 ς 2015. As Solvency II became effective 
1st January 2016, the latest insurance data collected by EIOPA cover the insurance 
undertakings subject to Solvency II. Unfortunately, the Solvency II statistics no longer 
provide information by origin of the insurance undertaking shown above. 

2. Annual reports and filings at securities commissions of the 15 largest publicly traded EU and 
20 non-EU insurance companies, selected on the basis of their total revenues in the 2018 
Forbes Global 2000 ranking.12 The reported geographical structure of revenues at group-
level provides information on the combined revenues of branches and subsidiaries of non-
EEA insurance undertakings in the EU, as well as EU insurance undertakings outside the EEA. 
It is important to note, however, that there are major inconsistencies in the way 

 
11 The EIOPA data are available at https://eiopa.europa.eu/Pages/Financial-stability-and-crisis-prevention/Insurance-Statistics.aspx. 

12 See https://www.forbes.com/global2000. 

https://eiopa.europa.eu/Pages/Financial-stability-and-crisis-prevention/Insurance-Statistics.aspx


 

 

LE Europe & VVA - Assistance to EFRAG for impact analysis of IFRS17 Insurance Contracts 15 
 

3 | Competition from non-EU insurers faced by EU insurers in product and capital markets 

geographically segmented data is reported in the financial statements and any results are 
at best broad approximations and should therefore be treated with caution.13 

3. The ECB insurance statistics.14 However, these statistics provide only information on the 
assets and liabilities of the insurance corporations in the euro area. Therefore, these 
statistics were not used in the analysis below. 

4. The OECD insurance statistics15 which provide information on the market share of foreign 
controlled undertakings and branches/agencies of foreign undertakings in total domestic 
business. However, the database does not distinguish between foreign undertakings from 
within and outside the EEA. Moreover, the database provides only information for OECD 
countries and some other countries. For these two reasons, the OECD database was not 
used for the assessment of the extent to which EEA and non-EEA insurance undertakings 
compete in the EU. 

3.1.2 Extent of competition between insurance undertakings from the EU and 
outside the EEA in EU insurance markets ς Solvency I data 

The EIOPA Solvency I data show that in 2015, very few insurance undertakings from outside the EEA 
operated through branches in EU Member States.16 17 

¶ In the large majority of Member States (20), no insurance undertakings from outside the 
EEA were active in 2015 

¶ In the other Member States 
o only 1 non-EEA undertaking was active in AT, ES and NL 
o 2 were active in EL 
o 3 were active in IT 
o 4 were active in FR 
o 5 were active in DE 
o 22 were active in the UK, reflecting in large part the international business 

underwritten in the London marketplace. 

It is not possible to derive an estimate of the overall number of non-EEA insurance undertakings 
active through branches in the EU as a same undertaking may be active in more than one Member 
State. However, it can be safely concluded that the number is very low ς for example, if each of the 
branches of the non-EEA undertakings active through branches in one Member State is not active 
in any other Member State, then the total number of non-EEA insurance undertakings active 
through branches in the EU-28 would have been at most 38. 

 
13 In some cases, geographically segmented revenues are reported, while in other case segmented net premiums are shown. The region 
ά9ǳǊƻǇŜέ όƻǊ ŜǾŜƴ ά9a9!έύ ƛǎ ƻŦǘŜƴ Ǌeported, with no disaggregation for EEA and non-EEA countries. In some cases, the most recent data 
available are from 2016 or 2017, while in others, 2018 or 2019 data are available. In some cases, revenues from insurance activities are 
reported separately, while in other cases they are grouped with revenues from non-insurance activities.  

14 The ECB data are available at https://sdw.ecb.europa.eu/browse.do?node=9691121. 

15 The OECD statistics are available at https://stats.oecd.org/Index.aspx?DatasetCode=INSIND. 

16 According to the Directive  2009/138/EC of the  European  Parliament and of the Council of 25  November 2009 on the taking-up and 
pursuit of the business of Insurance and Reinsurance (Solvency II) (recast).a ΩōǊŀƴŎƘΩ ƳŜŀƴǎ ŀƴ ŀƎŜƴŎȅ ƻǊ ŀ ōǊŀƴŎƘ ƻŦ ŀƴ ƛƴǎǳǊŀƴŎŜ ƻǊ 
reinsurance undertaking which is located in the territory of a Member State other than the home Member State (article 13.11). Moreover, 
the Directive specifies that for the purpƻǎŜǎ ƻŦ ǘƘƛǎ /ƘŀǇǘŜǊΣ ΨōǊŀƴŎƘΩ ƳŜŀƴǎ ŀ ǇŜǊƳŀƴŜƴǘ ǇǊŜǎŜƴŎŜ ƛƴ ǘƘŜ ǘŜǊǊƛǘƻǊȅ ƻŦ ŀ aŜƳōŜǊ {ǘŀǘŜ ƻŦ 
an undertaking referred to in paragraph 1, which receives authorisation in that Member State and which pursues insurance business 
(article 162.3).  

17 In a number of cases, insurance undertakings from outside the EEA may operate through subsidiaries in EEA Member States. In such 
cases, the subsidiaries are considered to be national insurance undertakings by the Insurance Directive (see footnote above). We did not 
find a database which provides comprehensive information on the presence of such subsidiaries in the EU and the size of their activities. 

https://sdw.ecb.europa.eu/browse.do?node=9691121
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While the data provide below relate to the year 2015, the time series information in Annex 3 shows 
that the number of non-EEA undertakings active through branches declined from 2005 to 2015 in 
almost all Member States in which such non-EEA entities were operating in 2005 (the first year for 
which EIOPA data are available) and did not increase in any Member State other than the UK. 

Table 1 Number of insurance undertakings active in Member States ς Solvency I data in 
2015  

 

Number of 
national insurance 

undertakings 

Number of 
branches of EEA 

undertakings 

Number of 
branches of 

undertakings from 
outside the EEA 

Total number of 
insurance 

undertakings 

AT 41 31 1 73 

BE 80 43 0 123 

BG 46 12 0 58 

CY 30 5 0 35 

CZ 32 23 0 55 

DE 372 86 5 463 

DK 106 0 0 106 

EE 12 4 0 16 

EL 46 18 2 66 

ES 239 75 1 315 

FI 49 13 0 62 

FR 297 0 4 301 

HR 24 0 0 24 

HU 30 16 0 46 

IE 215 43 0 220 

IT 114 103 3 220 

LT 10 13 0 23 

LU 302 16 0 318 

LV 8 14 0 22 

MT 58 7 0 65 

NL 175 0 1 176 

PL 57 25 0 82 

PT 46 33 0 79 

RO 35 9 0 44 

SE 167 34 0 201 

SI 17 6 0 23 

SK 17 21 0 38 

UK 335 45 22 402 
Note: Insurance undertakings subject to Solvency I reporting requirements. Includes re-insurance undertakings 

Source: EIOPA insurance statistics Solvency I Table 1 Number of enterprises  

Not only is the number of non-EEA undertakings operating in the EU through branches very small, 
but their market share (in terms of premiums) is also very small. 

The figure below shows the market share of: 

1. life insurance branches from outside the EEA in total gross insurance premiums collected by 
life insurance enterprises in the EU 
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2. non-life insurance branches from outside the EEA in total gross premiums collected by non-
life insurance enterprises in the EU 

3. composite (life and non-life) branches from outside the EEA in total gross premiums 
collected by composite insurance enterprises in the EU 

4. all branches from outside the EEA in total gross premiums collected by all insurance 
enterprises in the EU 

In all cases, the market share of branches from outside the EEA is very low, less than 1% in all four 
cases from 2010 onwards. 

Figure 2: Market share of non-EEA branches operating in the EU 

 
Note: Insurance undertakings subject to Solvency I reporting requirements.  
Source: EIOPA insurance statistics Solvency I Table 2 Gross premiums written (in million euro) 

As already noted, non-EEA insurance undertakings may operate in the EEA market through 
subsidiaries rather than through branches. 

The market share of subsidiaries of non-EEA companies in the EEA is quantified at a high level on 
the basis of information from the latest consolidated financial statements for 2018 or 2019 of the 
20 largest non-EEA insurance undertakings in the world. In particular, the group-level geographical 
distribution of revenues provides a broad indication of the combined revenues from branches and 
subsidiaries in the EEA. 

The estimated market share of the 20 largest non-EEA insurers in the EEA market is 5.3%. However, 
this figure should be seen as an upper range estimate due to the fact that in the non-99! ŎƻƳǇŀƴƛŜǎΩ 
ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎΣ ǘƘŜ ƎŜƻƎǊŀǇƘƛŎŀƭ ǎŜƎƳŜƴǘ ά9ǳǊƻǇŜέ ƛǎ ƻŦǘŜƴ ǊŜǇƻǊǘŜŘ ǊŀǘƘŜǊ ǘƘŀƴ ά99!έ 
segment, which notably also includes Switzerland, Russia, and in some cases Turkey. This overstates 
the revenues attributable to the EEA market. In addition, the European revenues of non-EEA 
companies are in some cases compared with the total premiums written in the EEA. While the two 
variables are closely linked, revenues can, for example, also include income from non-insurance 
activities (e.g. asset management). This will further overstate the insurance market share of non-
EEA insurers in the EEA. 
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Disaggregating by country among the top 20 non-EEA companies, the market share of Swiss insurers 
in the EEA is 2.4%, of Japanese insurers 1.1%, and of American share 0.6%.18 

Reversing the focus of the analysis and zooming in on the revenues that the 15 largest EU insurers 
generate outside the EEA, the financial statements of these insurance undertakings show that non-
EEA operations generate 26.4% of total revenues of the top 15 largest EU insurers, with 11% 
generated in the USA and 5.3% in Japan. 

In the case of five of the top 15 EU insurers, non-EEA revenues represent more than 40% of the 
ƎǊƻǳǇΩǎ ǊŜǾŜƴǳŜǎΦ Four insurance undertakings generate more than 20% of their revenues in the US 
market and two insurers generate almost 1/5 of their revenues in the Japanese market and one 
slightly more than 1/3.   

Table 2 EU and non-EEA insurance undertakings included in the analysis 

Non-EEA insurers EU insurers 

Ping An Insurance Group AXA Group 

Japan Post Holdings Allianz 

China Life Insurance Generali Group 

People's Insurance Munich Re 

MetLife CNP Assurances 

Prudential Financial Talanx 

Dai-ichi Life Insurance Aviva 

China Pacific Insurance Poste Italiane 

Tokio Marine Holdings Prudential 

American International Group Aegon 

Zurich Insurance Group Mapfre 

MS&AD Insurance NN Group 

Power Corp of Canada Legal & General Group 

AIA Group Scor 

Allstate Unipol Gruppo 

Swiss Re  

Progressive  

Chubb  

Sompo  

Travelers  
Source: Forbes Global 2000 

All stakeholders interviewed (i.e. prudential and supervision authorities, insurance undertakings and 
external investors) tend to agree that the rivalry for customers between EU insurance undertakings 
and non-EU insurance undertakings in Europe is low.  

This view is confirmed by the results of the online survey, as 52% of the survey respondents report 
that the competition between the two types of economic operators is neither intense nor very 
intense. 

 
18 These shares do not add up to 5.27% because the Canadian share accounts for 1.2%. 
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Figure 3: Perceived level of competition for customers between EU and non-EU insurers ς 
ǎǘŀƪŜƘƻƭŘŜǊǎΩ ŀǎǎŜǎǎƳŜƴǘ  

 

{ƻǳǊŎŜΥ ±±!Ωǎ ŜƭŀōƻǊŀǘƛƻƴ ƻŦ ǘƘŜ ƻƴƭƛƴŜ ǎǳǊǾŜȅ ǊŜǎǳƭǘǎ ς sample: 25 responses  

Stakeholders indicated that the European life retail segments and non-life retail segments are 
dominated by local market players or other large European groups. For example, in the Lithuanian 
market, there are 21 market players: 9 local insurance undertakings and 12 branches of other EU 

insurance undertakings. A similar competitive landscape was reported in Belgium, Croatia and 

Denmark. 

Moreover, some interviewed stakeholders (industry and supervisory authorities) commented that 
intense competition is observed in the motor vehicle segment in the Netherlands and in the UK and 
for collective insurance service contracts in accident and health in Italy.  

Beyond these observations, no systematic pattern across countries is observed among the 
ǎǘŀƪŜƘƻƭŘŜǊǎΩ ǊŜǎǇƻƴǎŜǎ. 

Stakeholders noted that the most intense competition between EU and non-EU companies 
manifests mainly in the business-focused ǎŜƎƳŜƴǘǎΣ ǎǳŎƘ ŀǎ άƳarine, aviation and transportέΣ άŦire 
and other damage to propertyέΣ άŎredit and suretyshipέ ŀƴŘ άǊŜƛƴǎǳǊŀƴŎŜέΦ ¢ƘŜǎŜ ǎŜƎƳŜƴǘǎ ŀǊŜ 
considered more global and competition with US companies, and Bermuda companies for the 
maritime segment, is reported to have increased in the last years. 

In general, the majority of industry players and supervisory authorities commented that Europe is 
not an attractive market to enter for a non-European insurance undertaking, as there are high entry 
costs and most of the local markets are saturated with limited growth.19  

Evidence ƻŦ ǘƘŜ ǊŜƭŀǘƛǾŜ άǳƴŀǘǘǊŀŎǘƛǾŜƴŜǎǎέ ƻf the EU insurance markets for insurance undertakings 
from outside the EEA is provided in the Global insurance trends analysis 2018 published by E&Y, 
which reports that the global increase in the value of insurance premiums in 2017 was mainly driven 
by growth in emerging markets such as China, India and Indonesia (E&Y, 2018).  

 

19 There are some exceptions in this case as well. For instance, in 2017, the Lithuanian insurance market experienced a 12% growth 
fostered by the non-life insurance sector (Bank of Lithuania, 2017). Similarly, the Polish non-life premiums increased by 15.9% driven by 
an expansion of the motor insurance segment (OECD, 2017).  
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In contrast, in recent years, the European market was characterised by: 

¶ Stable profitability in most non-life segments, even though the property and casualty 
business in several markets remained unprofitable due to rising claims inflation (mainly in 
the motor line) and the excess capacity among insurers (E&Y, 2018); 

¶ A decline in premiums in the life segment, as most major markets either declined or stayed 
flat mainly due to reduced attractiveness of insurance products in a low interest rate 
environment (E&Y, 2018).  

In addition to the general market trends, an industry player commented that the "General Good" 
provision20, a principle that has been reinforced in the recent Insurance Distribution Directive21, 
combined with the existence of specific requirements imposed by National GAAP, impedes the 
widespread diffusion of products that have been designed to target a specific market outside the 
EU. In fact, every operator must comply with National GAAP and EU/national regulations, which 
tend to be very stringent, according to the opinion of EU insurance undertakings interviewed.22 

3.1.3 Drivers of competition in EU insurance markets 

In terms of competition drivers, most industry stakeholders commented that ŜǾŜƴ ǘƘƻǳƎƘ άclaim 
and policy servicingέ ŀƴŘ άcustomer and broker relationshipsέ are key aspects in customer 
behaviour, ultimately the negotiation will always come to άpriceέ. 

bƻƴŜ ƻŦ ǘƘŜ ǎǘŀƪŜƘƻƭŘŜǊǎ ōŜƭƛŜǾŜ ǘƘŀǘ άcountryέ ƻǊ άbrandέ ŀǊŜ ƪŜȅ ŘŜǘŜǊƳƛƴŀƴǘǎ ŀŦŦŜŎǘƛƴƎ 
ŎǳǎǘƻƳŜǊΩǎ ŎƘƻƛŎŜΦ 

Figure 4: Most important competition drivers  

 
{ƻǳǊŎŜΥ ±±!Ωǎ ŜƭŀōƻǊŀǘƛƻƴ ƻŦ ǘƘŜ ƻƴƭƛƴŜ ǎǳǊǾŜȅ ǊŜǎǳƭǘǎ ς sample: 29 responses 

In addition, online platforms, aggregators and technology developments have been cited as 
important competition factors in the distribution landscape and in insurance pricing. For instance, 
in the UK nearly half of new home insurance sales and more than two-thirds of motor insurance 

 
20 A principle that intendeds to promote transparency for cross-border activity and lists requirements to be observed by insurance 
undertakings and/or intermediaries that intend to carry on business in EU/EEA Member State(s). More information available at: 
https://eiopa.europa.eu/consumer-protection/general-good-provisions.  
21For more information, see: https://www2.deloitte.com/content/dam/Deloitte/gr/Documents/financial-
services/gr_insurance%20distribution%20directive_noexp.pdf. 

22 For instance, Europe and the US ς ǘƘŜ ǿƻǊƭŘΩǎ ǘǿƻ ƭŀǊƎŜǎǘ ƛƴǎǳǊŀƴŎŜ ƳŀǊƪŜǘǎ - maintain fundamentally different regulatory standards. 
Europe is about to finalisŜ ǘƘŜ ǿƻǊƭŘΩǎ Ƴƻǎǘ ŀŘǾŀƴŎŜŘΣ ŀƳōƛǘƛƻǳǎ ŀƴŘ ŎƻƳǇƭŜȄ ǊŜƎǳƭŀǘƻǊȅ ǎǘŀƴŘŀǊŘ ǿƛǘƘ {ƻƭǾŜƴŎȅ LLΦ Lǘ ŀƛƳǎ to capture an 
economic concept of risk, provides market-consistent valuations, and is essentially based on mark-to-market accounting. In contrast, the 
US maintains its longstanding risk-based capital standard, and national regulators explicitly exclude replacing the US capital framework 
with any international standard (WEF, 2014). More information available at: https://www.weforum.org/agenda/2014/10/regulations-
global-insurance-industry-systemic-risk/. 
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sales are through aggregators/platforms (E&Y, 2017). In Italy, a key reason for soft motor prices is 
high telematics penetration, which has led to a downward adjustment of average insurance rates 
(E&Y, 2017).  

Furthermore, most stakeholders agree that further advances in technology (such as artificial 
intelligence (AI), the Internet of Things (IoT) and blockchain) will become key enablers for developing 
new products, business models and distribution channels. According to some stakeholders 
interviewed (supervisory authorities and industry), new players from InsurTech23 are already 
creating pressure along the value chain. This will likely drive greater acquisitions, venture capital 
investments and market repositioning for some industry players.  

Another current competition driver cited by industry stakeholders from the life insurance industry 
is the reduced attractiveness of life insurance and retirement products to consumers due to a low 
interest rate environment. 

In fact, low interest rates can adversely affect insurers in several ways (Figure 5) including the 
demand ς although the main concern is the effect of protracted low interest rates on investment 
returns, especially when they fall below the guarantees underwritten in the past (BIS, 2017). 

Figure 5: Pressure points on life insurers 

 

Source: BIS, 2017 

According to industry stakeholders, demand has moved towards more asset management types of 
products. For example, in the UK, life insurance undertakings perceive a strong competition for 
customers from other financial services providers that provide similar but different products. The 
reason for this shift in demand may lie in the value proposition for pure unit-linked products which 
can seem weaker, by measures such as customer costs and payoffs, compared with asset-
management products (McKinsey, 2019). 

 
23 According to Investopedia, iInsurtech refers to the use of technology innovations designed to squeeze out savings and efficiency from 
the current insurance industry model. Insurtech is a portmanteau oŦ άƛƴǎǳǊŀƴŎŜέ ŀƴŘ άǘŜŎƘƴƻƭƻƎȅέ ǘƘŀǘ ǿŀǎ ƛƴǎǇƛǊŜŘ ōȅ ǘƘŜ ǘŜǊƳ ŦƛƴǘŜŎƘΦ 
The belief driving insurtech companies is that the insurance industry is ripe for innovation and disruption. Insurtech is exploring avenues 
that large insurance firms have less incentive to exploit, such as offering ultra-customized policies, social insurance, and using new streams 
of data from internet-enabled devices to dynamically price premiums according to observed behaviour 
(https://www.investopedia.com/terms/i/insurtech.asp). 

https://www.investopedia.com/terms/i/insurtech.asp
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3.1.4 Potential impact of IFRS 17 

According to the results of our survey, the majority of respondents believe that the implementation 
ƻŦ LCw{ мт ǿƛƭƭ ƘŀǾŜ ŀ άnegativeέ ƻǊ άvery negativeέ ƛƳǇŀŎǘ ƻƴ ǘƘŜƛǊ ŎƻƳǇŜǘƛǘƛǾŜ Ǉƻǎƛǘƛƻƴ ƛƴ ǘƘŜ 
ǎŜƎƳŜƴǘǎ άLifeέ 24 (Figure 6).  

Figure 6: Do you expect that IFRS 17 will have very strong negative, negative, neutral, positive, 
very positive impact on the competitive market position?25 

 
{ƻǳǊŎŜΥ ±±!Ωǎ ŜƭŀōƻǊŀǘƛƻƴ ƻŦ ǘƘŜ ƻƴƭƛƴŜ ǎǳǊǾŜȅ ǊŜǎǳƭǘǎ ς sample: between 9-12 responses26 

Most interviewees (supervisory authorities and insurance undertakings) reported that life insurers 
are expected to be the most affected by IFRS 17. This is because, there are significant differences 
between the methods used currently to account for such long-term contracts and the requirements 
of IFRS 17 (IASB, 2017), especially in those countries which adopt an historical cost approach under 
IFRS 4.27  

In addition, the majority of stakeholders from life insurance undertakings believe that the adoption 
of IFRS 17 might have a negative impact in their competitive position against asset management 
companies, as these other financial services providers will not be subject to the same reporting 
standards and the costs associated with IFRS 17 compliance (e.g. these players will not have to 
report under IFRS 17 because they do not issue insurance contracts). Some supervisory authorities 
have acknowledged the increasing competition (which might be beneficial for potential customers) 

 
24 This line of business includes obligations which cover insolvency, export credit, instalment credit, mortgages, agricultural credit and 
direct and indirect suretyship (EIOPA, 2009). For more information, please refer to: https://eiopa.europa.eu/ceiops-
archive/documents/advices/ceiops-l2-final-advice-technical-provisions-segmentation.pdf. 

25 25 Disclaimer: the views of the online survey ǿŜǊŜ ǘŀƪŜƴ ŀǘ άface valueέ ŀƴŘ ǘƘŜ ǊŜŀǎƻƴ ōŜƘƛƴŘ ǘƘŜǎŜ ŎƘƻƛŎŜǎ ǿŀǎ ƛƴǾŜǎǘƛƎŀǘŜŘ ǘƘǊƻǳƎƘ 
interviews 

26 This question was addressed only to regulatory/compliance officers working for an insurance undertaking whose headquarters are 
based in the EU 

27 Please refer to chapter 4.4 for more information about the potential impacts on life products 
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but it is believed that other factors play a major role in insurance product distribution (such as the 
IDD-Insurance Distribution Directive).   

As shown in Figure 6, the majority of respondents believe that the implementation of IFRS 17 will 
also ǿƻǊǎŜƴ ǘƘŜƛǊ ŎƻƳǇŜǘƛǘƛǾŜ Ǉƻǎƛǘƛƻƴ ƛƴ ǘƘŜ ǎŜƎƳŜƴǘ άCredit & SuretyshipέΦ This is due to the fact 
that the adoption of fair value accounting approach under IFRS 17 will imply that the volatility of the 
market will be reflected in the P&L. Industry stakeholders are concerned that this volatility might be 
even greater for segments where the frequency of claims is high, especially for those players in 
countries which currently apply an historical cost approach.28 Other stakeholder interviewed (most 
supervisory authorities and some insurance undertakings), instead,  think that the frequency of 
claims has little to do with economic volatility and it is part of the underlying business risk. 
Therefore, the frequency of claims should not be regarded as volatility to be addressed by the 
standard and it is considered that the impacts ƻƴ ǘƘŜ ǎŜƎƳŜƴǘ άCredit & Suretyshipέ will not be 
different from other non-life insurance segments. 

In any case, considering a general aversion against volatility, some insurance undertakings 
interviewed speculated that there might be a re-positioning of European players on products/lines 
of business where the volatility is lower, leaving market niches available for new players. 

Some industry stakeholders also expressed concerns about the competitiveness of their operations 
outside Europe. For instance, following the implementation of IFRS 17, US companies that are 
subsidiaries of European holding companies will be obliged to report under IFRS 17 for the purpose 
of the holding company consolidated financial statements, whereas other US competitors will report 
under US generally accepted accounting principles. This change in asymmetry in reporting 
obligations and the associated costs could, according to those stakeholders, act as a disincentive for 
EU companies owning US insurance companies and could lead (potentially) to lower profitability 
compared to US peers.  

However, as Figure 6 shows, there is still a lot of uncertainty about the potential impacts of IFRS 17 
on the competitive market position of European players and on their product portfolios.  

3.2 Trends in market shares of EEA/non-EEA insurers in the EU capital 
markets 

Available data suggest that the market share of non-EEA insurers in the EU capital markets is 
relatively low. Bond and equity markets of EU Member States are predominantly used by EU 
insurance companies to raise capital. However, EU insurers also raise capital in foreign and 
international markets, where they are likely to face stronger competition from non-EEA insurance 
companies. 

The chapter draws primarily from a database of loans, bonds, and equity offerings collected by 
Thomson Reuters. EU/EEA/non-EEA insurers are defined as insurers headquartered in the 
EU/EEA/non-EEA respectively. Narrowing the scope to bonds issued by the insurance sector after 
2000, the database covers globally 6392 fixed income instruments with maturities of at least 2 years. 
The availability of loan data is more limited. Over the same period, the global sample of syndicated 
loans by insurers includes 374 entries. In equity markets, the Thomson Reuters deals database 
provides information on 504equity offerings by insurers listed EU/EEA stock exchanges since 2000. 

 
28 Please refer to chapter 4.4 for more information about the potential impacts on non-life products 
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In all cases, while the datasets reflect the most comprehensive information available to us, they are 
not necessarily complete or representative. In addition, the global interconnectedness of capital 
markets and investment flows limits the extent to which national capital markets can be seen as 
being separate and distinct. For both reasons, results should be interpreted with caution.  

The next section discusses in more detail competition in debt markets (section 3.2.1) and equity 
markets (section 3.2.2). 

3.2.1 Competition in debt markets 

The available data on EU loan and bond markets suggest that EU insurers face relatively limited 
competition from non-European insurers in national debt capital markets in EU Member States. The 
competition for debt funding posed by non-EU insurers seems more pronounced in international 
bond markets. 

The Thomson Reuters loan dataset comprises 374 loans by insurance companies, issued between 
2005 and 2020 and collectively worth EUR 144 billion. Of these, 54 loans worth EUR 35.4 billion were 
issued in EU Member States. While a majority of the loans issued in the EU market were taken out 
by borrowers domiciled in the EEA, 10 loans issued in the UK and worth EUR 3.5 billion were taken 
by borrowers headquartered outside of the EEA (four companies from Bermuda, one from the US 
and one from Australia).  

Similarly, an analysis of bond statistics shows that the bond markets of EU Member States are rarely 
used by non-EU insurance companies to raise debt finance. The relevant database covers 6392 debt 
instruments (notably bonds, promissory notes, debentures, and insurance linked securities) issued 
by insurance companies after 2000 with a minimum of two-year maturity length. Only 200 of these 
ς together worth EUR 33.3 billion ς were issued in national bond markets of EU Member States and 
in practically all cases (96% of value) by EU insurers.  

This estimate includes bond issues by both public and private EU companies. Error! Reference 
source not found. shows the respective shares of bonds issued by publicly listed and privately-
owned companies. The table shows that since 2000, privately owned companies have consistently 
comprised a substantial market share. 

Table 3 Bonds issued by EEA insurers in bond markets of EU Member States 

Period 
Bonds issued by publicly listed 

companies (EUR billion) 
Bonds issued by private 
companies (EUR billion) 

2000-2002 1.2 0.6 

2003-2005 1.8 1.2 

2006-2008 2.0 2.9 

2009-2011 1.1 1.6 

2012-2014 3.3 2.8 

2015-2017 3.8 4.2 

2018-2020q1 3.3 2.5 
Note: The Thomson Reuters database does not provide ownership information for all companies. The data disaggregated by public or 
private ownership therefore do not add up to the total of EUR 33.3 billion. Data from 2020 are as of 16 March 2020. After 1 February 
2020, the UK bond market is still treated as an EU market. 
Source: London Economics analysis of Thomson Reuters data 

However, the national bond markets of EU Member States represent only 15% of the value of bonds 
issued by European insurers. The largest market, in which EU insurers raise debt finance, is the 
international Eurobond market. Of the total of EUR 211 billion raised by EU insurers through bonds 
since 2000, EUR 164.2 billion was raised through the Eurobond market and a further EUR 4.7 billion 
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in other global bond markets. In addition, EU insurers raised EUR 6.5 billion in the US bond market 
and a combined EUR 3.6 billion in the Australian, Norwegian, Japanese and Swiss bond markets. 

Unlike the bond markets of EU Member States, which are used predominantly by EU insurers to 
access finance, the Eurobond market is widely used by both EU and non-EU insurers. In the dataset 
obtained from Thomson Reuters, the Eurobonds issued by insurers based in the EU represent less 
than half (45%) of all Eurobonds issued by insurance companies, with US insurers representing a 
41% of the market and insurers from Australia, Canada, China, Japan, Hong Kong and other countries 
also active in the market. 

Table 4 Market share of EU insurers in the international Eurobond market 

Period 

Bonds issued 
by EU 

insurers (EUR 
billion) 

Bonds 
issued by 
non-EU 
insurers 

(EUR billion) hŦ ǿƘƛŎƘΧ 

   
US Japan Australi

a 
Canada China Hong 

Kong 

2000-2002 20.39 2.50 2.18      

2003-2005 15.20 10.91 9.09 1.05 0.40    

2006-2008 21.21 22.08 19.88 0.00 1.41    

2009-2011 15.71 15.52 13.76 0.93 0.46 0.35   

2012-2014 39.77 25.51 13.27 7.27 1.40 0.43  2.14 

2015-2017 35.71 46.56 24.34 8.23 1.99 2.27 4.49 2.23 

2018-2020q1 16.23 79.57 71.20 3.04  1.38  2.51 
Note: Data ŦǊƻƳ нлнл ŀǊŜ ŀǎ ƻŦ мс aŀǊŎƘ нлнлΦ !ŦǘŜǊ м CŜōǊǳŀǊȅ нлнлΣ ά9¦ ƛƴǎǳǊŜǊǎέ ǊŜŦŜǊǎ ǘƻ ƛƴǎǳǊŀƴŎŜ ŎƻƳǇŀƴƛŜǎ ōŀǎŜŘ ƛƴ 9¦-27 and 
the UK. 
Source: London Economics analysis of Thomson Reuters data 

EU insurers therefore seem to face most competition for debt finance from non-EU insurers in 
foreign and global bond markets. 

3.2.2 Competition in equity markets 

To analyse the competitive environment in EU equity markets, we limit our attention to the primary 
market.29 Initial public offerings (IPOs) and follow-on offerings (FPOs) provide information on the 
capital raised by insurance companies in the equity markets of EU Member States. The Thomson 
Reuters database covers 504 IPOs and FPOs filed by insurance companies in EU stock exchanges 
after 2000, collectively worth EUR 133.5 billion.  

Of all stock offerings in the dataset, 91% were issued by insurance companies headquartered in the 
EU/EEA30, representing 94% of the total value of the raised capital. Just under 4% of the equity 
capital was raised by companies based in the Channel Islands (Guernsey, Jersey) and 1.5% by firms 
based in Bermuda. Only one US insurance company in the dataset raised capital through a public 
offering on a stock exchange in an EU Member State, with the IPO worth only EUR 11 million. 

 
29 Newly issued stock is sold in the primary market. In the secondary market, only existing shares are traded. Therefore, capital is being 
raised only in the primary market.  

30 There are no records of IPOs/IFOs of insurance companies from Iceland, Liechtenstein and Norway. Thus, the EU and EEA shares are 
identical. 



 

 

LE Europe & VVA - Assistance to EFRAG for impact analysis of IFRS17 Insurance Contracts 26 
 

3 | Competition from non-EU insurers faced by EU insurers in product and capital markets 

Table 5 Equity capital raised by insurance companies on stock exchanges in the EU, 2000-
2017 

Period 
Equity raised by EEA companies 

(EUR billion) 
Equity raised by non-EEA 
companies (EUR billion) 

2000-2002 30.97 0.32 

2003-2005 27.16 0.93 

2006-2008 15.09 1.04 

2009-2011 19.78 3.14 

2012-2014 15.64 0.65 

2015-2017 14.22 0.14 

2018-2020q1 3.25 1.15 
bƻǘŜΥ 5ŀǘŀ ŦǊƻƳ нлнл ŀǊŜ ŀǎ ƻŦ мс aŀǊŎƘ нлнлΦ !ŦǘŜǊ м CŜōǊǳŀǊȅ нлнлΣ άEEA companiesέ ǊŜŦŜǊǎ ǘƻ ƛƴǎǳǊŀƴŎŜ ŎƻƳǇŀƴƛŜǎ ōŀǎŜŘ ƛƴ the 
EEA and the UK. 
Source: London Economics analysis of Thomson Reuters data 

3.2.3 Factors affecting the ability of EU insurance undertakings to raise funding  

Most participants in the interview consultation noted that, currently, competition faced in raising 
capital from non-EU insurers is limited. This is also confirmed by the results of the online survey 
where 46% of respondents agreed that competition between economic operators from the EU and 
from outside the EU is άƴŜǳǘǊŀƭέ ŀƴŘ ŀƴ ŀŘŘƛǘƛƻƴŀƭ у҈ ǘƘƛƴƪ ǘƘŀǘ ƛǘ ƛǎ άƭƻǿέ (Figure 7). Another 15%, 
however, commented that the competition for funds is intense, as investors are global and thus, 
competition takes place globally. 

Figure 7: Perceived level of competition for funds between EU and non-EU Insurers ς 
ǎǘŀƪŜƘƻƭŘŜǊǎΩ ŀǎǎŜǎǎƳŜƴǘ  

 
{ƻǳǊŎŜΥ ±±!Ωǎ ŜƭŀōƻǊŀǘƛƻƴ ƻŦ ǘƘŜ ƻƴƭƛƴŜ ǎǳǊǾŜȅ ǊŜǎǳƭǘǎ ς sample: 13 responses 
 

Most stakeholders (insurance undertakings and external investors) stated that a key factor in raising 
funds is the ability to meet earnings expectations. This aspect is key in influencing the asset 
allocation decisions of investors. In addition, the rating assigned by specialised rating agencies was 
quoted as another important driver in the ability to raise equity at favourable conditions for 
companies.  These findings are also confirmed by the result of the online survey. Most respondents 
ŎƻƴǎƛŘŜǊ άLƴǾŜǎǘƻǊǎΩ Ǌƛǎƪ ǇŜǊŎŜǇǘƛƻƴέΣ άCost of equityέΣ άCredit rating (loss experience - frequency and 
severity)έ ŀƴŘ άUnderwriting cycle - premiums and profitabilityέ ŀǎ the most important factors 
influencing their ability to raise funds (Figure 8).  
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Figure 8: Most relevant competition drivers in capital markets 

 

{ƻǳǊŎŜΥ ±±!Ωǎ ŜƭŀōƻǊŀǘƛƻƴ ƻŦ ǘƘŜ ƻƴƭƛƴŜ ǎǳǊǾŜȅ ǊŜǎǳƭǘǎ ς sample: 21 responses 

However, most interviewees commented that given the low interest rate environment in Europe, 
investors are looking for higher yield return than what bonds/debt instruments can actually offer. 
Therefore, they are willing to invest in equity (for the right price and risk exposure). This behaviour 
is even more pronounced in a negative interest rate environment. Furthermore, insurers are 
typically funded over long-term time horizons (to meet the claims of policy holders), thus they do 
not frequently seek additional capital. 

The results of the interviews suggest that there is, however, a geographical factor which influences 
the perceived level of competition in capital markets. Listed insurance undertakings from large 
Member States (e.g. France, Germany, Italy, Spain and UK) reported a higher level of competition 
for funds than insurance undertakings from smaller Member States, which may suggest that 
competition increases with market capitalisation.  

In addition, some industry stakeholders commented that it is common practice for major listed 

groups to raise funds internationally rather than focusing exclusively on the local market. In recent 

years the cost of raising capital in the EEA has been higher than in overseas markets such as Asia 

and the US, even taking account of the cost of hedging the risk. This has led to an increase in 

European insurers looking to expand their investor base overseas and made it less attractive for 

overseas firms to look to raise capital in the EEA. 

It was also stressed that, for the time being, inter-sector competition is much more important than 
competition with non-EU insurers. 

3.2.4 Potential impact of IFRS 17 

After the implementation of IFRS 17, 37% of industry stakeholders believe that their competitive 
position in capital markets will erode in the short term (Figure 9). In fact, they expect that the 
volatility of the P&L will increase following the adoption of IFRS 17.31 

 
31 Please refer to section 6.1 ς LƴǾŜǎǘƻǊǎΩ ǇŜǊŎŜǇǘƛƻƴǎ ƻŦ ǘƘŜ ŎƭŀǊƛǘȅ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǊŜǇƻǊǘǎ ƻŦ 9¦ ƛƴǎǳǊŀƴŎŜ ŎƻƳǇŀƴƛŜǎΦ 
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IFRS 17 requires that a company update the estimated insurance obligations at each reporting date, 
using current estimates of the amount, timing and uncertainty of cash flows and of discount rates 
(IASB, 2017b). Economic volatility may arise following the adoption of IFRS 17, especially for those 
companies not reporting using current value principles. IŦ ŀƴ ƛƴǎǳǊŜǊΩǎ ŀǎǎŜǘǎ ŀƴŘ ƭƛŀōƛƭƛǘƛŜǎ ŀǊŜ 
economicallȅ ƳŀǘŎƘŜŘ ŀƴŘ ŀǊŜ ƳŜŀǎǳǊŜŘ ǳǎƛƴƎ ŎǳǊǊŜƴǘ ǾŀƭǳŜ ǇǊƛƴŎƛǇƭŜǎΣ ǘƘŜ ƛƴǎǳǊŜǊΩǎ ŦƛƴŀƴŎƛŀƭ 
statements would not show volatility arising from economic or accounting mismatches (IASB, 
2017b). 

The issue of the impact of the volatility of a companyΩǎ financial bottom line and its cost of capital 
has attracted relatively little academic interest even though some form of income smoothing by 
companies is typically found to be prevalent among companies. The existing small body of empirical 
academic research has found that income smoothing has a positive impact on stock prices32 and 
reduces the cost of debt.33 This suggests, that if the implementation of IFRS 17 increases the 
volatility of the P&L of some insurance undertakings, such a development may have an adverse 
impact on the competitive position of insurance undertakings in capital markets. It is also 
acknowledged that there are views according to which IFRS 17, being more transparent, will result 
in a making the sector more appealing. 

The stakeholders that expressed a negative view on the potential impact of IFRS 17 (Figure 9, 
especially those from the life insurance sector) believe that IFRS 17 introduces too many 
complexities and assumptions into the valuation basis and they are concerned that this will put the 
European industry at disadvantage in the eyes of global investors.   

Figure 9: wŜǎǇƻƴǎŜǎ ǘƻ ǘƘŜ ǎǳǊǾŜȅ ǉǳŜǎǘƛƻƴ άDo you expect that IFRS 17 will have very strong 
negative, negative, neutral, positive, very positive impact on the competitive position in capital 
markets of European insurance undertakings?έ   

 

{ƻǳǊŎŜΥ ±±!Ωǎ ŜƭŀōƻǊŀǘƛƻƴ ƻŦ ǘƘŜ ƻƴƭƛƴŜ ǎǳǊǾŜȅ ǊŜǎǳƭǘǎ ς sample: 8 responses 

However, under IFRS 4 the number of options currently available is significantly higher as insurers 
use different GAAPS across Europe. Also external analysts who responded to our online survey, 
confirmed that they find it challenging to compare financial statements (Figure 48), as the current 
accounting practices vary across jurisdictions and the quality of information provided is inconsistent 

 
32 See, for example, Subramanyam (1996) and Hunt, Moyer and Shevlin (2000). 

33 See, for example, Li and Richie 2016). 
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across countries. In the view of the IASB Board, IFRS 17 foresees that the new Standard will result in 
a significant increase in global comparability, enhance the quality of financial information and by 
making the industry more transparent, it will become more appealing to investors (IASB, 2017b). 
Most supervisory authorities and auditors interviewed agree on this being the likely impact in the 
long run: it is believed that  IFRS 17 will bring considerable improvements to insurance accounting 
and provide a more consistent global standard compared to IFRS 4 today.  Some national standard 
setters also commented that IFRS 17 is the first true international financial reporting standard 
dealing with insurance contracts containing a holistic and complete depiction of the subject matter 
in comparison to IFRS 4. 

The majority of insurance undertakings also reported that following the introduction of Solvency II, 
European insurers faced an increase in the costs of capital compared to other players, as differences 
in capital regimes (i.e. equity, goodwill, deferred tax assets and other intangibles) have an impact 
on the cost of funds. Most industry stakeholders tended to agree that the adoption of IFRS 17 will 
have a similar impact, especially in the short term, while external investors do not yet have enough 
experience of the new regime to fully understand how to read and the implication of the new 
standard.34 

3.3 Cost of IFRS 17 

Like any new regulation or new standard, the implementation of IFRS 17 will entail some one-off 
and some recurring costs for the entities subject to the new standard (and for entities responsible 
for enforcing this new standard). At the same time, the intervention is also expected to yield some 
benefits.  

One issue which arises in the case of IFRS 17 is that it may not apply to non-listed insurance 
undertakings from the EU and will not apply to all insurance undertakings from jurisdictions having 
decided that they would not implement IFRS 17 (for example, Japan and the United States). As a 
result, EU insurance undertakings subject to IFRS 17 may face a competitive disadvantage.  

In order to gain a better understanding of the potential cost impact of IFRS 17, the present sub-
section presents a high-level assessment of the cost that EU insurance industry may face. 

As part of its preparatory work for the impact assessment of IFRS 17, EFRAG has collected 
information from insurance undertakings on their estimates of one-off and recurring costs of 
implementing IFRS 17. In total, 41 insurance undertakings provided estimates of the one-off costs35 
In order to be able to compare estimated costs across undertakings and with the estimated costs of 
Solvency II, as reported in the impact assessment of Solvency II36, the costs reported below are 
expressed as a percentage of gross annual premiums. 

While the one-off costs estimates reported by some insurance undertakings vary sometimes 
markedly, most of them are clustered in a relatively narrow range around the median one-off cost 
estimate of 0.41% of gross premium (see Figure 10).  

 
34 Please refer to section 6.1 ς the views of investors. 

35 As of July 2018. Eleven undertakings provided such one-off cost information as part of the extensive case study work undertaken by 
EFRAG and 30 as part of the simplified case studies. 

36 Commission Staff Working Document Accompanying the Proposal for a Directive of the European Parliament and of the Council on the 
taking-up and pursuit of the business of Insurance and Reinsurance - Solvency II, Impact Assessment report, SEC(2007) 87, Brussels 10 
July 2007.  
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Figure 10 Estimates of the one-off costs of IFRS 17 (as % of gross premiums) 

 

Source: EFRAG case studies of insurance undertakings 

In order to derive an estimate of the one-off costs faced by the whole insurance sector in the EU, an 
upper and lower range were derived by first discarding two outliers showing very high costs (2.5% 
and 7.5% of gross premiums respectively) and secondly taking the mean of the cost estimates in the 
first quartile as a lower range and the mean of the fourth quartile as an upper range. 

These lower and upper range of the one-off costs estimates are respectively 0.13% of gross annual 
premiums and 1.24%. The Solvency II estimates were much tighter ranging from 0.4% to 0.6% of 
gross annual premiums.37 While these Solvency II costs were estimated in 2007, well before the 
implementation of Solvency II, more recent estimates suggest that the 2007 estimates may have 
significantly underestimated the actual costs. For example, a 2011 impact assessment by the UK 
government suggested that the one -off costs of Solvency II for the UK insurance sector were likely 
to be in the order of 1.6% of gross annual premiums.38  

As, according to the latest EIOPA statistics, the EEA-wide ratio of gross premiums to expenses stood 
at 6.24 in 2017 Q4, the cost estimates reported above imply that annual expenses of insurance 
undertakings subject to IFRS could be subjected to one-off increase of between 0.8% and 7.7%. 

Only 12 insurance undertakings provided estimates of the recurring cost of implementing IFRS 17. 
In contrast to the estimates of the one-off costs, the estimates of the recurring costs vary much less, 
ranging from less than 0.01% of gross premiums to 0.2% of gross premiums with a median estimate 
of 0.03% (Figure 11) 

Using the same ratio of gross premiums to expenses as for the analysis of the one-off costs, the 
recurring cost estimates reported by the insurance undertakings suggest that expenses of the 
undertakings subject to IFRS 17 may increase by between 0.06% and 1.2%.  

Overall, the information provided by the insurance undertakings suggest that the one-going costs 
are unlikely to have a very marked impact on expenses, in contrast to the one-off costs which may 

 
37 This equivalent to EUR 4.0 to 6.0 billion in 2007 prices or EUR 4.7 to 7.1 billion in 2017 prices 

38 See Regulatory Policy Committee (2015) Opinion on HM Treasury Impact Assessment Transposition of Solvency II Directive 
(2009/138/EC) and Omnibus II which states that HM Treasury estimates the one-off costs to businesses to be approximately EUR 3.2 
billion (£2.6 billion) at 2014 prices. 
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have a more substantial impact on the total expenses of insurance undertakings subject to IFRS 17 
in the period or periods in which such costs are incurred.  

Figure 11 Estimates of the recurring cost of IFRS 17 (annual recurring costs as % of gross 
premiums) 

 

Source: EFRAG case studies of insurance undertakings 

3.4 Key takeaways from chapter 3 

1. In general, insurance undertakings from the EEA face little competition from non-EEA 
undertakings in EU insurance markets.  

2. However, for some, business focused and more niche insurance products, the market is a 
world-wide market. In such cases, EU insurance undertakings compete with insurance 
enterprises from major insurance centres outside the EU.  

3. Insurance undertakings from the EEA face little competition from non-EEA undertakings in 
EU capital markets. Obviously, they face such competition when raising funds in overseas 
and international markets. 

4. Industry stakeholders expressed a concern that the adoption of IFRS 17 may increase the 
volatility of the P&L due to economic volatility .39 The limited economic literature on this 
topic suggests that more volatile P&L may increase the cost of capital of insurance 
undertakings, and hence impact adversely on their competitive situation in capital markets 
(mainly international bond markets) where they compete for funds against insurers who do 
not have to implement IFRS 17. 

5. Some industry stakeholders are concerned that IFRS 17 may make it more difficult to 
compare the financial statements with those of insurance undertakings from countries not 
adopting IFRS 17, thus losing competitiveness in the eyes of global investors. This opinion 
contrasts sharply with the view of the IASB Board and other stakeholders (like supervisory 
authorities, standard setters and auditors), which foresee that the new Standard will result 
in a significant increase in global comparability.  

6. Although some industry stakeholders disagree on the potential effect of IFRS 17 in terms of 
comparability, there is no evidence that the adoption of IFRS 17 will make comparability 
against US or Japanese peers worse compared to the existing Standard (IFRS 4). In fact, the 
number of options currently available is significantly higher as insurers use different GAAPS 
across Europe. 

7. The information provided by the insurance undertakings suggest that the on-going costs are 
unlikely to have a very marked impact on expenses, in contrast to the one-off costs which 

 
39  Please refer to section 6 - LƴǾŜǎǘƻǊǎΩ ǇŜǊŎŜǇǘƛƻƴ of the clarity of the financial reports of EU insurance undertakings. 
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may have a more substantial impact on the total expenses of insurance undertakings subject 
to IFRS 17 in the period or periods in which such costs are incurred. 
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4 5ŜǾŜƭƻǇƳŜƴǘ ƻŦ ǘƘŜ 9¦ ƛƴǎǳǊŀƴŎŜ ƳŀǊƪŜǘǎ ǎƛƴŎŜ нллр 

The present chapter presents some key facts about the evolution since 2005 of the product mix in 
the EU insurance market (section 4.1), and insurance prices (section 4.2). Next, it discusses the key 
factors which explain the observed trends (section 4.3) and presents stakeholder views on the 
potential impact of IFRS 17 (section 4.5).  

4.1 Trends in insurance product mix 

EIOPA data are used in this section to analyse trends in product mix. The data covering the period 
2005 ς 2015 were provided to EIOPA by insurance undertakings subject to the Solvency I reporting 
requirements while the data for the period 2016 to 2018 were provided to EIOPA by insurance 
undertakings subject to the Solvency II reporting requirements. Therefore, the pre-2016 data and 
the data from 2016 are not strictly comparable. 

The overall insurance market in the EU expanded rapidly from 2005 to 2007. However, during the 
financial and economic crisis of 2008 and 2009, the market retrenched and broadly stagnated from 
2009 to 2011. Robust, steady growth resumed in 2012. Total gross premiums written were also 
rising in 2017 and 2018 under Solvency II reporting requirements (Figure 12). 

Figure 12: Evolution of total value of gross insurance premiums 2005 - 2018 (2005=100) 

 
Note: Data for 2016 are not shown in the figure as the data for life-insurers in 2016 are not available. For the period 2005 to 2015, the 
data refer to information reported by insurance undertakings subject to Solvency I reporting requirements. For the period 2016 to 
2018, the data refer to information reported by insurance undertakings subject to Solvency II reporting requirements. 
Source: 2005-2015 data - EIOPA insurance statistics Solvency I Table 2 Gross premiums written (in million euro). 2017-2018 data - 
EIOPA insurance statistics Solvency II, Premiums, claims and expenses 2016-2018 (solo, annual). 

In terms of the split between life insurance and non-life insurance, the share of life insurance in total 
gross premiums collected by insurance undertakings in the EU insurance markets declined from 
2005 to 2008. Thereafter, however, the market share of life insurance stabilised and fluctuated in a 
narrow range of 58% to 61%. (Figure 13). 

The market share of non-life insurance shows the opposite pattern, increasing from 2005 to 2008 
and stabilising thereafter. 
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Figure 13: Market share of life and non-life insurance premiums in total insurance premiums in 
the EU 2005 - 2015 

 
Note: Data for 2016 are not shown in the figure as the data for life insurance in 2016 are not available. For the period 2005 to 2015, the 
data refer to information reported by insurance undertakings subject to Solvency I reporting requirements. For the period 2016 to 
2018, the data refer to information reported by insurance undertakings subject to Solvency II reporting requirements. 
Source: 2005-2015 data - EIOPA insurance statistics Solvency I Table 3.1 Breakdown of the main items of the gross technical account 
in non- life insurance (direct business only, in million euro) and Table 4 Breakdown of the gross direct premiums written and gross 
technical provisions in life insurance (in million euro). 2017-2018 data - EIOPA insurance statistics Solvency II, Premiums, claims and 
expenses 2016-2018 (solo, annual). 

Data provided to EIOPA by insurance undertakings under Solvency I reporting requirements, show 
that, ƻǾŜǊ ǘƘŜ ǇŜǊƛƻŘ ƻŦ нллр ǘƻ нлмрΣ ΨŀŎŎƛŘŜƴǘ ŀƴŘ ƘŜŀƭǘƘΩ in the non-life segment of the EU 
insurance market is the most important sub-ǎŜƎƳŜƴǘΣ ŦƻƭƭƻǿŜŘ ōȅ ΨŦƛǊŜ ŀƴŘ ƻǘƘŜǊ ŘŀƳŀƎŜ ǘƻ 
ǇǊƻǇŜǊǘȅΩΣ ΨƳƻǘƻǊ ǾŜƘƛŎƭŜ ǘƘƛǊŘ ǇŀǊǘȅ ƭƛŀōƛƭƛǘȅΩ ŀƴŘ ΨƳƻǘƻǊ ǾŜƘƛŎƭŜ ǘƘƛǊŘ ǇŀǊǘȅ ƭƛŀōƛƭƛǘȅΩ όFigure 14). In 
ŦŀŎǘΣ Ψǘƻǘŀƭ ƳƻǘƻǊΩ ƛǎ ǘƘŜ ǎŜŎƻƴŘ Ƴƻǎǘ ƳŀǊƪŜǘΦ All the main sub-ǎŜƎƳŜƴǘǎ ōǳǘ ΨƳƻǘƻǊ ǾŜƘƛŎƭŜ ǘƘƛǊŘ 
ǇŀǊǘȅ ƭƛŀōƛƭƛǘȅΩ ǎƘƻǿ ŀ ǎƳŀƭƭ ǳǇǿŀǊŘ ǘǊŜƴŘ ƛƴ ǘƘŜƛǊ ƳŀǊƪŜǘ ǎƘŀǊŜΦ Lƴ ŎƻƴǘǊŀǎǘΣ ΨƳƻǘƻǊ ǾŜƘƛŎƭŜ ǘƘƛǊŘ 
ǇŀǊǘȅ ƭƛŀōƛƭƛǘȅΩ ǎƘƻǿǎ ŀ ŘŜŎƭƛƴƛƴƎ ƳŀǊƪŜǘ ǎƘŀǊŜΦ  

Unfortunately, similar data under Solvency II are not available. 

Data on insurance premiums by major insurance market produced by Insurance Europe show a 
broadly similar picture (Figure 15)Φ ΨIŜŀƭǘƘ ŀƴŘ ŀŎŎƛŘŜƴǘΩ are the largest segment followed by 
ΨƳƻǘƻǊΩΦ ΩtǊƻǇŜǊǘȅΩ ƛǎ ŀ Řƛǎǘŀƴǘ ǘƘƛǊŘΦ ¢ƘŜ ǎƘŀǊŜ ƻŦ ΨƳƻǘƻǊΩ ƛƴ ǘƻǘŀƭ ƴƻƴ-life insurance shows a 
ŘŜŎƭƛƴƛƴƎ ǘǊŜƴŘ ŦǊƻƳ нллу ǘƻ нлму ǿƘƛƭŜ ǘƘŜ ǎƘŀǊŜ ƻŦ ΨƘŜŀƭǘƘ ŀƴŘ ŀŎŎƛŘŜƴǘΩ Ŧŀƭƭǎ ǎƭƛƎƘǘƭȅ ŦǊƻƳ нлмр 
ǘƻ нлмуΦ Lƴ ŎƻƴǘǊŀǎǘΣ ǘƘŜ ǎƘŀǊŜ ƻŦ ΨǇǊƻǇŜǊǘȅΩ is broadly stable.  
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Figure 14: Market share of premiums of different non-life insurance products in total non-life 
insurance premiums in the EU 2005 ς 2015 ς Solvency I data 

 

Note:  Data from insurance undertakings subject to Solvency I reporting requirements.  
Source: EIOPA insurance statistics Solvency I Table 3.1 Breakdown of the main items of the gross technical account in non- life 
insurance (direct business only, in million euro)  

Figure 15: Market share of premiums of different non-life insurance products in total non-life 
insurance premiums in the EU 2008 ς 2018 ς Insurance Europe data 

 

Note:  EU does not include Lithuania.  
Source: Insurance Europe, European Insurance Industry Database and PC Insurance databases 

In order to assess whether some movements in the market share of some sub-segments of the EU 
non-life insurance market are systematically offset by movements in the opposite direction of the 
market share of some other sub-segment(s), the table below reports the correlation over the period 
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2005-2015 between annual changes in the market share of different pairs of sub-segments of the 
non-life insurance market. 

Only four pairs show a negative and statistically significant correlation, namely: 

¶ ΨƳŀǊƛƴŜΣ ŀǾƛŀǘƛƻƴ ŀƴŘ ǘǊŀƴǎǇƻǊǘΩ ŀƴŘ ΨƳƻǘƻǊ ǾŜƘƛŎƭŜǎ ƻǘƘŜǊ ǘƘŀƴ ǘƘƛǊŘ ǇŀǊǘȅ ƭƛŀōƛƭƛǘȅΩ 

¶ ΨŦire and other damage to propertyΩ ŀƴŘ Ψaccident and healthΩ  

¶ ΨŦire and other damage to propertyΩ ŀƴŘ ΨƳƻǘƻǊ ǾŜƘƛŎƭŜǎ ƻǘƘŜǊ ǘƘŀƴ ǘƘƛǊŘ ǇŀǊǘȅ ƭƛŀōƛƭƛǘȅΩ 

¶ ΨŎredit and suretyshipΩ ŀƴŘ ΨƻǘƘŜǊ ƴƻƴ-ƭƛŦŜ ƛƴǎǳǊŀƴŎŜΩ 

Overall, the results in the table below suggest that, in general, insurance undertakings did not 
systematically offset decreases in the market share of one type of insurance product with increases 
in other sales of other particular products. 

Table 6 Contemporaneous correlation between annual changes in the market share of 
different non-life segments in EU insurance market - 2005-2015 

 

Accident 
and 

health 

Motor 
vehicle 

third party 
liability 

Motor 
vehicle, 
other 

classes 

Marine, 
aviation 

and 
transport 

Fire and 
other 

damage 
to 

property 
General 
liability 

Credit and 
suretyship 

Other non-
life 

insurances 

Accident and health 1 -0.46 -0.25 -0.21 -0.70 -0.31 -0.19 -0.38 

Motor vehicle third 
party liability  1 -0.29 -0.10 0.29 -0.15 -0.19 -0.07 

Motor vehicle, other 
classes   1.00 -0.59 -0.39 -0.49 -0.67 0.80 

Marine, aviation and 
transport    1.00 0.71 0.80 0.82 -0.41 

Fire and other 
damage to property     1.00 0.83 0.82 -0.31 

General liability      1.00 0.92 -0.49 

Credit and 
suretyship       1.00 -0.70 

Other non-life 
insurances        1.00 

Note: Insurance undertakings subject to Solvency I reporting requirements.  
Source: EIOPA insurance statistics Solvency I Table 3.1 Breakdown of the main items of the gross technical account in non- life 
insurance (direct business only, in million euro)  

4.2 Trends in insurance prices 

Comprehensive, pan-European information on insurance prices is not available from any of the 
sources considered in the previous chapter. However, as part of the data collection undertaken for 
the construction of the consumer price index, Eurostat collects information on prices faced by 
consumers for selected insurance products. These prices relate to: 

1. insurance overall 
2. insurance connected with the dwelling 
3. insurance connected with health 
4. insurance connected with transport 
5. other insurance 
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The analysis below focuses on the evolution of insurance prices net of general inflation, i.e. on the 
evolution of insurance prices in real terms. In other words, the focus is on whether insurance prices 
grew more rapidly or more slowly than the general price index over the period 2005-2019.  

At the EU-wide level, the prices of all four categories of insurance bought by consumers and the 
overall insurance price grew faster than the general consumer price index from 2005 to 2019 (Figure 
16): 

¶ insurance related to health shows the fastest rate of price growth, with its price (in real 
terms) increasing at average annual rate of 1.0%; 

¶ in contrast, the price of insurance connected with transport grew (in real terms) at an annual 
average rate of only 0.1%; and 

¶ the overall cost of all insurance bought by consumers increased in real terms at an annual 
average rate of 0.5% with the prices of insurance connected with the dwelling and other 
insurance increasing at about the same rate.  

Figure 16: Average annual growth rate of consumer insurance prices in the EU 2005 - 2019 

 
Source: Eurostat HICP (2015 = 100) - annual data (average index and rate of change)  

Generally, the price increases (in real terms) occurred mainly during two sub-periods, namely from 
2008 to 2011 and from 2013 to 2019. During the other two periods, 2005 to 2008 and 2011 to 2013, 
prices (in real terms) actually fell or increased only moderately (Figure 17).  

The exception is insurance related to health which shows an accelerating rate of growth of its price 
(in real terms) through the four sub-periods. 
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Figure 17: Average annual growth rate of consumer insurance prices in the EU over different 
sub-periods of the period 2005 - 2019 

 

Source: Eurostat HICP (2015 = 100) - annual data (average index and rate of change) 

4.3 Factors explaining the observed trends in recent years 

Industry stakeholders commented that in the last years, life insurance has been impacted by three 
main factors. First, life insurers have been adapting their product mix to low interest rates. Some 
insurers commented that traditional life products (i.e. offering guaranteed return) are not attractive 
anymore. Companies have been moving towards products with no or a lower guarantee, shifting 
both interest rate risk and market risk to policyholders, and reduced profit sharing (like unit-linked 
products).40 In the current negative interest rate environment, industry stakeholders state the 
ǇǊƻŘǳŎǘǎ ƻŦŦŜǊŜŘ ŀǊŜ Ƴŀƛƴƭȅ άǇǊƻǘŜŎǘƛƻƴέ ƻǊ άǳƴƛǘ ƭƛƴƪŜŘέΣ ǊŀǘƘŜǊ ǘƘŀƴ άǎŀǾƛƴƎǎέ ǘȅǇŜ ǇǊƻŘǳŎǘǎΦ 
Guaranteed products are unlikely to be offered, as they may produce a loss for the insurers and 
their capitalisation cost is high. 

Another important factor quoted by stakeholders affecting the general insurance product mix is 
demographic change. For example, more health insurance products and retirement solutions are 
sold due to EuǊƻǇŜΩǎ ŀƎŜƛƴƎ ǇƻǇǳƭŀǘƛƻƴ. 

Last, regulatory changes have been reported to have had a major impact in product mix and pricing. 
In particular, there are two main regulatory trends that have severely impacted the life insurance 
industry in the last 10 years, namely changes in tax regulations for insurance products and the 
introduction of Solvency II. In most Member states, tax advantages of insurance products compared 
with other savings products are diminishing. 

In addition, Solvency II has brought significant disruption due to additional capital requirements. As 

a consequence of the new solvency regulation, insurers pay even more attention to capital costs 

and the risk involved when developing products than has been the case in the past (Munich Re, 

2011). According to most of the life insurance undertakings interviewed, Solvency II has brought 

 

 



 

 

LE Europe & VVA - Assistance to EFRAG for impact analysis of IFRS17 Insurance Contracts 39 
 

4.1 | Trends in insurance product mix 

about a shift to products that are less capital intensive, more fee driven and with lower/simplified 

guarantees. In fact, products with a low risk capital requirement cost less than those with a high-

risk capital requirement (Munich Re, 2011). As consequence, Solvency II incentivised life insurers to 

shift more risks to policyholders and third-party asset managers (BCG, 2010).  

According to the stakeholders interviewed for this study, the implementation of Solvency II had the 

following consequences for life insurance: 

¶ Liabilities for long-term life products with guarantees have increased; 

¶ Life and health risks have become more onerous, particularly in terms of meeting the 

matching adjustment qualifying requirements; 

¶ Risk margin caused increased capital requirement for annuities. 

For the non-life insurance sector, industry stakeholders commented that there have been three 

main factors that have influenced the product mix and pricing in recent years. 

The macroeconomic context can have a significant impact on the insurance industry, leading to a 
higher demand of insurance products during economic growth but, conversely, lower demand when 
the economy slows down (OECD, 2017). Economic stagnation in Europe has translated into limited 
growth in business insurance lines. For example, Italy experienced declines in gross written 
premiums in the property-and-casualty market in both 2015 and 2016. In particular, motoring 
insurance and fire and property insurance all declined in Italy during these years, reflecting the 
ŎƻǳƴǘǊȅΩǎ ǿŜŀƪ ŜŎƻƴƻƳƛŎ ǇŜǊŦƻǊƳŀƴŎŜ (McKinsey, 2017). 

As in the life sector, Solvency II has imposed additional capital requirements which in turn had also 

an effect on product mix and pricing. According to industry stakeholders interviewed, Solvency II 

has led to a greater awareness of risk and to better risk management. For example, in property-

casualty, pricing depends on the calibration of individual parameters (e.g. catastrophe risks) in the 

standard formula for the Solvency Capital Requirement calculation. In addition, cross-subsidisation 

between product lines has become more transparent than it has been in the past, making it 

sustainable only if based on clear strategic rationale (BCG, 2010). 

According to some industry stakeholders, under Solvency II reinsurance has gained importance as a 

means of covering shortages of capital, especially for underwriting risk. Reinsurers have brought 

products onto the market that enable insurers to reduce their capital requirements, so that 

reinsurance plays an even more vital role under Solvency II (McKinsey, 2014). 

As already mentioned in section 3.1, online aggregators have put under pressure on prices for non-
life retail products, especially motor insurance. For instance, UK aggregators have attained a very 
large share of the private automobile insurance market, accounting for an estimated 60 to 70 
percent of new business premiums (Accenture, 2016). 

Aggregators are considered disruptive by nature (Accenture, 2016) and will continue to significantly 
change the distribution economics of the insurance industry: 

¶ Insurance undertakings dealing with (or competing against) aggregators tend to suffer from 
ǘƘŜ άǿƛƴƴŜǊΩǎ ŎǳǊǎŜέ: they sell more άlower-priced policiesέ, limit the number of product 
features that they offer or otherwise diminish the quality of the product, develop low-cost 
brands, or reduce their marketing expenditures in an effort to maintain margins. For players 
with established brands, this represents a competitive dilemma as, in selling through 
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aggregators, they may cannibalise their higher-profit lines. They also run the risk of diluting 
their hard-won brand value (Accenture, 2016); 

¶ Exclusive, captive and independent agents find themselves providing at least the same value 
and personalised services for a lower level of commissions after paying the aggregator. They 
subsidise the payments made to aggregators, putting more pressure on their own 
profitability and accelerating the transition to more centralised operating models from 
branch-based models (Accenture, 2016). 

¶ Customers find it easier to choose insurance products based exclusively on price. This 
erodes customer loyalty, decreasing retention rates and making switching more prevalent. 
According to EY Global Consumer Insurance Survey 2014, globally, and in EMEIA (Europe, 
Middle East, India & Africa), consumers primarily switch to get a better price or better 
coverage, but there are also other reasons. The UK market (which has a particularly high 
usage of aggregators) appears to be dominated by price, and other reasons are completely 
ƻǾŜǊǎƘŀŘƻǿŜŘ ό9ϧ¸Σ нлмпύΦ IƻǿŜǾŜǊΣ ōǳȅƛƴƎ Ƙŀōƛǘǎ ǎǳŎƘ ŀǎ ŎƻƴǎǳƳŜǊǎΩ ǇǊƛŎŜ ǎŜƴǎƛǘƛǾƛǘȅΣ 
and consumer loyalty, vary dramatically from country to country (E&Y, 2014). In Germany, 
the Netherlands, the Nordics, Belgium and South Africa, he switching percentages are much 
lower, which suggests either that customers are generally more passive or that they are 
genuinely more satisfied with the service they receive (E&Y, 2014). Additional analysis by 
E&Y suggests the former, with passivity possibly reinforced by products with high 
guarantees, a product structure that does not encourage switching, and restrictions on the 
breadth of products on offer (E&Y, 2014).  

Figure 18: Likelihood to switch in the next 12 months 

 
Source: E&Y, 2014 

4.4 Potential impact of IFRS 17 on insurance product mix and prices 

According to the majority of industry stakeholders interviewed, financial reporting does not play a 
big role in product mix and pricing. Instead, capital requirements and regulation do. In particular, 
changes in capital requirements would impact insurance pricing. The majority of the respondents to 
our online survey also agree ǘƘŀǘ άcapital chargesέ (imposed by Solvency II) have been one of the 
main factors that have impacted their product mix and pricing strategies in the last 5 years (Figure 
19). In contrastΣ άfinancial reporting requirementsέ are considered relevant (44.4% of respondents 
agree with that statement) but not a key driving factor. Claims frequency, severity and operating 
costs are considered by respondents much more relevant factors considering that they drive a 
ŎƻƳǇŀƴȅΩǎ ǳƴŘŜǊǿǊƛǘƛƴƎ ŜŀǊƴƛƴƎǎΦ  
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Figure 19: How the indicated factors impacted your product mix & pricing strategies in past the 5 
years? 

 
{ƻǳǊŎŜΥ ±±!Ωǎ ŜƭŀōƻǊŀǘƛƻƴ ƻŦ ǘƘŜ ƻƴƭƛƴŜ ǎǳǊǾŜȅ ǊŜǎǳƭǘǎ ς sample: 9-12 responses41 

A change in accounting requirements does not affect the underlying economic reality within the 
business (IASB 2017). Changes in the products available on the insurance market typically occur 
because of either (IASB, 2017): 

a. changes in the economic environment; or 
b. regulatory changes. 

Therefore, according to the IASB Board, changes in insurance product design, price or demand 
should not occur as a direct result of applying IFRS 17 (IASB, 2017).  

Most industry stakeholders interviewed agree as IFRS 17 is an accounting framework based on 
current value, the new financial reporting requirements will inevitably bring closer pricing and 
underwriting with more careful consideration of segment profitability. Therefore, a majority of 
industry stakeholders interviewed believe that the new external reporting requirements might have 
an impact on some features of the products offered (rather than on pricing). For instance, because 
IFRS 17 is expected to make the performance of insurance products more transparent, some 
companies might decide not to continue offering specific product lines. 

Under LCw{ мтΣ ƛƴǎǳǊŀƴŎŜ ǳƴŘŜǊǘŀƪƛƴƎǎ ǿƛƭƭ ǇǊŜǎŜƴǘ ŀƴ ƛǘŜƳ ŘŜǎŎǊƛōŜŘ ŀǎ άƛƴǎǳǊŀƴŎŜ ǊŜǾŜƴǳŜέ ƛƴ 
their statement of comprehensive income. This item will replace items described as άpremium 
incomeέ, άwritten premiumsέ or άearned premiumsέ in their existing statement of comprehensive 
income (IASB, 2017). άInsurance revenueέ will be determined and presented in a way that is 
consistent with the approach in IFRS 15 for the recognition of revenue from contracts with 
customers (IASB, 2017). Consistently with that approach, the insurance revenue recognised will 
reflect the amount that the company expects to receive for the services it has provided in the period 
(IASB, 2017).  

 
41 This question was addressed only to regulatory/compliance officers working for an insurance undertaking whose headquarters are 
based in the EU 
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As existing insurance accounting practices typically differentiate between different types of 
contracts (such as short-term and long-term insurance contracts or non-life and life insurance 
contracts), the effects of IFRS 17 are expected to be different for each type (IASB, 2017): 

¶ For contracts with a coverage period of one year or less (short-term insurance contracts) 
measured using the premium allocation approach in applying IFRS 17, the amount 
recognised as insurance revenue need not be adjusted for the time value of money. 
Consequently, for most insurers, the insurance revenue presented in each period is not 
expected to be significantly different from the earned premiums currently presented under 
most measurement models (IASB, 2017). 
 

¶ For long-term insurance contracts, the insurance revenue presented in each period, and 
over the duration of a contract, may be significantly different from the premiums presented 
when applying IFRS 4. This will be the case for:  

a) contracts containing a deposit component: many companies recognise premiums 
due in full, including deposit components. IFRS 17 excludes from profit or loss the 
deposit components that many companies currently include in premium income 
(and claims expenses). This is because the obligation to repay deposit components 
is not an obligation to provide services. 

b) annuities and other single premium contracts: for example, a multi-year contract for 
which the premium is paid by the policyholder only at the inception of the contract. 
For instance, in the case of UK annuities, IFRS 17 will definitely lead to a deferral in 
the recognition of the profits for accounting purposes.  

c) other contracts in which the pattern of premium payments differs from the pattern 
of coverage: for example, long-term life insurance contracts with fixed premiums 
and fixed death benefits. 

Life insurers typically sell products that cover risks over longer periods, possibly many decades. Most 
interviewees (supervisory authorities and insurance undertakings) reported that these companies 
are expected to be the most affected by IFRS 17. This is due to the fact that there exist significant 
differences between the methods used currently to account for such long-term contracts and the 
requirements of IFRS 17 (IASB, 2017). In addition, low interest rates affect balance sheets of life 
insurers more than non-life insurers, and this will be more clearly displayed on the actual balance 
sheet under IFRS 17 (S&P Global, 2020). 

According to life insurance undertakings interviewed for this study, there are two critical points that 
might have an impact on the life product mix: 

¶ Current value vs. historic cost approach: IFRS 17 will require a company to use current 
estimates in measuring insurance contracts issued. Considering the long-term nature of life 
insurance contracts, it is believed that the IFRS 17 requirements to reflect economic 
changes in the measurement of insurance contracts in a timely way, would result in 
volatility that most of the life insurance undertakings see as άartificialέ in their 
performance. This greater volatility in the P&L may induce insurance undertakings to offer 
less long-term insurance contracts. For instance, it is believed that, under IFRS17 (and the 
use of a current value approach), guaranteed products will probably become more 
expensive: if the interest rate falls this reduction must be reflected immediately in the P&L. 
In addition, Solvency II captures the adverse impact on capital through the technical reserve 
for outstanding risks.  
Low interest rates also play a major role in discouraging long term products (i.e. difficulties 
in meeting interest rate guarantees due to lower investment returns from reinvestment of 
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maturing assets ς please refer to Figure 5). In response, life insurers may reposition 
themselves to focus on short-term contracts or to stop offering long-term guarantees.  

¶ Level of granularity and annual cohort requirement: Under IFRS 17, there are requirements 
on the level of granularity at which the recognition and measurement principles should be 
applied. IFRS 17 requires insurers to organise insurance contracts into groups according to 
three criteria: 

1) Product portfolio;42 
2) Degree of profitability; 
3) Year of issue. 

 
With regard to point 2), contracts must be classified into groups according to the degree 
of profitability at initial recognition43 using the following criteria:  

a) Groups of contracts that are onerous at initial recognition;  
b) Groups of contracts that at initial recognition have no significant possibility of 

becoming onerous;  
c) Groups of remaining contracts. 

 
Groups of contracts meeting the various profitability criteria must be further split into 
άcohortsέ ǘƘŀǘ ǊŜǇǊŜǎŜƴǘ ŀƴ ƛǎǎǳƛƴƎ ǇŜǊƛƻŘ ƻŦ ƻƴŜ ȅŜŀǊ όƻǊ ƭŜǎǎύ.The definition of cohorts has 
an important role in the release of Contractual Service Margin (CSM) to insurance revenue, 
since the size of the cohort will indirectly determine the amount of CSM released into 
revenue over time. 44 
 
One of the challenging aspects of the IFRS 17 standard, is that it requires separate reporting 
of onerous groups from profitable groups, which impacts when the entity must reveal these 
onerous groups and their total liability. Under the current accounting practices (IFRS 4), life 
insurance undertakings interviewed reported that they group contracts in large pools to 
calculate profitability. Following the implementation of IFRS 17, losses cannot be diluted in 
a large pool and must be made explicit when they are recognised. According to some life 
insurance undertakings, this may lead them to increase the premium in contracts where 
the risk is perceived to be higher and/or change the product offering. Annual cohorts are 
considered costly and artificial for some contracts that are significantly mutualized, as it 
happens in France, Germany and Italy. Most industry stakeholders believe that the 
requirement leads to unnecessary cost in some fact patterns, in particular for contracts with 
cash flows that affect or are affected by cash flows to policyholders of other contracts, and 
advocate an exception to the requirement to restrict the grouping of contracts using the 
annual cohorts. Examples of such contracts are: (i) Contracts to which the VFA applies 
compared to other contracts; (ii) Contracts with full sharing of risks compared to other 
contracts that only share a substantial or significant part of the risks; (iii) Contracts that 
share all risks or only particular risk types; and (iv) Contracts with sharing of asset returns 
of underlying pools compared to other contracts. 
 

 
42 Product portfolio means contracts subject to the same risk type and managed together as a single pool. For example, contracts in the 
same product line ς like whole life insurance, annuities, or car insurance ς are expected to belong to the same portfolio. 

43Under IFRS 17, the groups cannot be reassessed or modified subsequently during the coverage period. This implies that losses should 
be immediately recognised and that loss-making contracts should not be allowed to offset profitable ones. 

44 The amount of CSM released within each reporting period is based on an average CSM per coverage unit for the group. This reflects 
the ratio of the service provided during the coverage period to the total projected future service until the last contract of the group 
matures portfolio. 
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Another perceived issue relates to the annual cohort requirement is the data management. 
Splitting an insurance product sold over several years means significantly multiplying the 
number of groups, which bears an extra operational cost in terms of systems updates and 
changes. The proliferation of the number of groups creates data management issues, 
having to store CSM balances by group, permanently retain group assignment, and manage 
the demanding roll-forward process by group. The current accounting practice (IFRS 4) 
monitors profitability at a higher level of aggregation. According to most of the industry 
stakeholders interviewed, granularity that is too detailed may introduce noise and increase 
complexity in terms of data volumes. 

According to the Institute and Faculty of Actuaries, participating contracts that are evaluated using 
the General Model, may be affected by the adoption of IFRS 17. Typical participating contracts 
include for example (Institute and Faculty of Actuaries, 2017):  

¶ Unit linked contracts;  

¶ With-profit contracts;  

¶ Continental European participating contracts;  

¶ Universal life contracts;  

¶ Variable annuity contracts. 

In participating contracts, the entity shares additional risks and rewards with the policy holder.45 
tŀǊǘƛŎƛǇŀǘƛƴƎ ŎƻƴǘǊŀŎǘǎ ƛƴŎƭǳŘŜ ǎƛƎƴƛŦƛŎŀƴǘ ƛƴǾŜǎǘƳŜƴǘ ǊŜƭŀǘŜŘ ǎŜǊǾƛŎŜǎΣ ŀǎ ǘƘŜȅ άǎǇǊŜŀŘ ƻǳǘέ ƳŀǊƪŜǘ 
fluctuations for policyholders (Institute and Faculty of Actuaries, 2017). The General Model 
approach requires changes resulting from market movements to be recognised in the statement of 
comprehensive income. Considering their general aversion to volatility, it may result that in the long 
term, insurance undertakings may focus more on products/lines of business where the volatility is 
lower.  

However, according to some stakeholders (auditors), participating contracts to be evaluated under 
the General Model approach are not widespread in Europe, most of the European products do not 
fall into this category (most of the contracts are to be evaluated under the Variable Fee Approach, 
where IFRS 17 requires to evaluate the entire profit recognition pattern in CSM both in terms of 
financial and non-financial variables, whereas the GMM method states that the CSM accounts only 
for revaluation of non-financial variables).  

On the differences between VFA and GMM, it is recognised that the IFRS 17 amendments have 
reduced the differences in profit recognition pattern under the two approaches. The IFRS 17 
amendment on contractual service margin attributable to investment-return service and 
investment-related service is supported by most stakeholders (industry, auditors and supervisory 
authorities). In fact, for contracts to be evaluated under the general model which include investment 
activities, the contractual service margin (CSM) of insurance and investment return services (to be 
provided to the policyholder) will be allocated to profit or loss. Stakeholders also support the 
amendments regarding contracts under the Variable Fee Approach because these contracts are 
substantially investment-related contracts. The IFRS 17 amendments will allow for greater 
transparency as the identification of investment return services to distinguish between contracts 
where an investment service is provided to the policyholder and those where investment activities 
are carried out to ensure the payment of expected claims.46 Several industry stakeholders consider 

 
45 Participating contracts foresee ǇǊƻŦƛǘ ǎƘŀǊƛƴƎ ōŀǎŜŘ ƻƴ άǳƴŘŜǊƭȅƛƴƎ ƛǘŜƳǎέΣ ǎǳŎƘ ŀǎΥ ǎǇŜŎƛŦƛŎ ŀǎǎŜǘǎΣ ƎǊƻǳǇǎ ƻŦ ŀǎǎŜǘǎ ŀƴŘ ƭƛŀōƛƭƛǘƛŜǎΣ ǘƘŜ 
profit made by a fund or company or an index (Institute and Faculty of Actuaries, 2017). 

46 Please refer to chapter 6.2- the views of investors on the potential impacts of IFRS 17 
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that for contracts under the General Model without investment components, the definition of 
investment return service is too prescriptive and too narrow as economically similar contracts could 
result in different accounting results. Examples of where the amendment may not work properly 
are:  

¶ Spanish deferred annuities without payment on death in the accumulation phase or the pay-
out phase (or in both);  

¶ Deferred capital during the term agreed (accumulation period) without death benefit;  

¶ French saving products related to retirement where the right to withdrawal or to transfer 
can be very limited in practice;  

¶ Contracts with direct participation feature that has a second phase where there are no 
underlying assets;  

¶ Deferred annuity contracts where the surrender value, being also the investment 
component, might be half of the carrying value which is used to calculate the annuity 
payment. In this case, the investment-service definition would be limited to half of the 
carrying value; 

¶ Contracts with restrictions clauses (e.g. withdrawal not allowed in the first two years or only 
in cases of divorce, long-term unemployment or long-term disability). For these contracts, 
it is still not clear whether the investment service should be considered to be included after 
the restriction period or not. 

For short-term insurance contracts (typically non-life contracts, such as car and home insurance), 
the IASB Board expects little change in the accounting. The main changes for short-term insurance 
contracts will ŘŜǇŜƴŘ ǳǇƻƴ ŎƻƳǇŀƴƛŜǎΩ ŜȄƛǎǘƛƴƎ ƛƴǎǳǊŀƴŎŜ ŀŎŎƻǳƴǘƛƴƎ ǇǊŀŎǘƛŎŜǎΦ47 For instance, IFRS 
17 could change the profit recognition pattern for some products, and, depending on existing time 
discounting practices, it could result that some products will be perceived as less profitable due to 
deferred recognition. 

In line with the views of the IASB Board, most respondents to our survey agree that IFRS 17 will have 
a neutral impact on the άProperty and Casualtyέ segment ς which are typically contracts providing 
insurance contract services over a relatively short period of time, such as one year. 

Some insurance undertakings believe that the implementation of IFRS 17 will worsen their 
ŎƻƳǇŜǘƛǘƛǾŜ Ǉƻǎƛǘƛƻƴ ƛƴ ǘƘŜ ǎŜƎƳŜƴǘ άCredit & Suretyshipέ όŘŜǎǇƛǘŜ ǘƘŜ ŎƻƴǘǊŀŎǘ ƛǎǎǳŜŘ ŀǊŜ ƎŜƴŜǊŀƭƭȅ 
for the short term). However, other stakeholders interviewed (supervision authorities and some 
insurance undertakings) do not expect that and believe that the impact on άCredit & Suretyshipέ will 
not differ much from other non-life segments characterised by short term contracts.  

Most of the stakeholders agree with the IFRS 17 amendment about exclusion of certain credit cards 
that provide insurance contract services from the scope of the standard. This is because the 
exclusion reduces the implementation costs and operational burden for entities that issue credit 
card contracts, for which the entity does not reflect an assessment of the insurance risk associated 
with an individual customer when setting the price of the contract with that customer. Furthermore, 
the exclusion is not expected to lead to a significant loss of useful information. There is, however, 
ŀƴ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ŎƻƴŎŜǊƴ ǊŜƭŀǘŜŘ ǘƻ ǘƘŜ ǘŜǊƳ άŎǊŜŘƛǘ ŎŀǊŘέ ŀƴŘ ǘƘŜ ŜȄŎƭǳǎƛƻƴ ƻŦ ǇŀȅƳŜƴǘ ŎŀǊŘǎ 
which have similar clauses as the credit cards in the scope exclusion.  

Under the first version of the IFRS 17, most stakeholders (insurance companies and supervisory 
authorities) believed that reinsurance contracts were not dealt with appropriately, as an asymmetric 
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treatment of the standard could add a non-economic pricing constraint to mitigate perceived losses 
in the financial reporting due to accounting mismatches. Further, any implications to the pricing of 
reinsurance would also have an impact on the pricing of the underlying contract to the policy holder. 

 All stakeholders interviewed have welcomed the IFRS 17 amendment on reinsurance, which is 
intended to reduce accounting mismatches for reinsurance contracts held and recovery of losses. 
The amendment adjusts the contractual service margin of a group of reinsurance contracts held. In 
ŀŘŘƛǘƛƻƴΣ ǘƘŜ ƭŀǘŜǎǘ LCw{ .ƻŀǊŘΩǎ ŘŜŎƛǎƛƻƴ ƻƴ ǊŜƛƴǎǳǊŀƴŎŜ ό5ŜƭƻƛǘǘŜΣ нлнлύΥ    

¶ Extended the scope of the proposed amendment to all types of reinsurance contracts held;  

¶ Amended the proposed calculation of the amount to be recognized in income relating to 
recovery of losses from reinsurance contracts held; 

The proposed amendment would apply only when the reinsurance contract held is recognised 
before or at the same time as the loss is recognised on the underlying insurance contract (Deloitte, 
2020). In addition, the requirement to disclose the loss component and the loss-recovery 
component should limit the possibility of abuse (Deloitte, 2020).  

In relation to products and pricing, some supervisory authorities commented that most likely, new 
products with mixed features (e.g. insurance or service features - with clear separation from each 
component) will be introduced and there will be more transparency in the way tariffs are calculated 
(because this will be directly affecting the account under IFRS 17). This greater transparency will 
probably eliminate a number of redundancies in terms of reporting and costs associated with it (that 
could also lead to the shut-down of legacy systems) and probably a more efficient way to run the 
business which eventually will absorb the short-term costs.  

However, there is still considerable uncertainty about the potential impacts of IFRS 17 on products 
and pricing among industry players.  

4.5 Key takeaways from chapter 4 

1. The key fact to note in terms of the evolution of the product mix in the EU insurance market 
since 2005 is the decline of the market share of life-insurance in the total insurance market 
(measure by gross premiums) from 2005 to 2008 and the increase in the market share of 
non-life. Life insurance, however, remains still by far the largest insurance segment. 

2. Within the non-life segment of the EU insurance market, the most important sub-segment 
ƛǎ ΨŀŎŎƛŘŜƴǘ ŀƴŘ ƘŜŀƭǘƘΩΣ ŦƻƭƭƻǿŜŘ ōȅ ΨƳƻǘƻǊΩ ŀƴŘ ΨǇǊƻǇŜǊǘȅΩ. All these sub-segments show a 
small downward trend in their market share. 

3. The overall price of insurance grew faster than the general consumer price index over the 
period 2005 to 2019. In particular, the annual rate of growth of price of insurance connected 
with health was markedly higher than overall inflation while the price of insurance 
connected with transport increased only marginally faster than the overall consumer price 
index. 

4. Stakeholders reported that, in general, financial reporting does not play a big role in product 
mix and pricing. Thus, IFRS 17 is not expected to have a noticeable impact, and the main 
ŎƘŀƴƎŜǎ ǿƛƭƭ ŘŜǇŜƴŘ ǳǇƻƴ ŎƻƳǇŀƴƛŜǎΩ ŜȄƛǎǘƛƴƎ ƛƴǎǳǊŀƴŎŜ ŀŎŎƻǳƴǘƛƴƎ ǇǊŀŎǘƛŎŜǎ.  

5. Most stakeholders interviewed (industry players, auditors and supervision authorities) 
welcome the improvements introduced by the IFRS 17 amendments, but there are still some 
concerns about implementation of the annual cohort requirements, especially for the 
segment άLifeέ. 
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5 5ŜǾŜƭƻǇƳŜƴǘǎ ƛƴ ǘƘŜ ŀǎǎŜǘ ŀƭƭƻŎŀǘƛƻƴ ƻŦ 9ǳǊƻǇŜŀƴ ƛƴǎǳǊŜǊǎ 

¢Ƙƛǎ ŎƘŀǇǘŜǊ ŘŜǎŎǊƛōŜǎ ŦƛǊǎǘ ŎƘŀƴƎŜǎ ǎƛƴŎŜ нллр ƛƴ ǘƘŜ 9ǳǊƻǇŜŀƴ ƛƴǎǳǊŜǊǎΩ ŀƭƭƻŎŀǘƛƻƴ ƻŦ ƛƴǾŜǎǘƳŜƴts 
to different asset classes (section 5.1). A number of different data sources were used for the 
allocation analysis. Unfortunately, these data sources provide different decompositions of the 
ƛƴǎǳǊŜǊǎΩ ƛƴǾŜǎǘƳŜƴǘ ǇƻǊǘŦƻƭƛƻ ŀƴŘΣ ǘƘŜǊŜfore, it is not possible to compare the granular information 
from these sources. 

Next, the chapter provides information on the factors which explain the observed trends (section 
5.2ύ ŀƴŘ ǇǊŜǎŜƴǘǎ ǘƘŜ ǾƛŜǿǎ ƻŦ ǎǘŀƪŜƘƻƭŘŜǊǎ ƻƴ ǘƘŜ ƛƳǇŀŎǘ ƻŦ LCw{ мт ƻƴ ǘƘŜ ƛƴǎǳǊŜǊǎΩ ŀǎǎŜǘ ŀƭƭƻŎŀǘƛƻƴ 
(section 5.3). A final section (section 5.4) lists the key points resulting from the analysis in the present 
chapter). 

5.1 Trends in the allocation of investment assets held by insurance 
undertakings 

5.1.1 World-wide trends in the asset allocation of insurers 

Insurance companies accumulate substantial amounts of cash that are used to purchase invested 
assets (NAIC, 2013). Assets accumulated by insurerǎ ƛƴŎƭǳŘŜ ǘƘƻǎŜ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ǘƘŜ ŎƻƳǇŀƴȅΩǎ 
ǇƻƭƛŎȅƘƻƭŘŜǊǎΩ ǎǳǊǇƭǳǎ όƻǊ ŎŀǇƛǘŀƭύΣ ŀǎ ǿŜƭƭ ŀǎ ŀǎǎŜǘǎ ǘƘŀǘ ǎǳǇǇƻǊǘ ǘƘŜ ƛƴǎǳǊŀƴŎŜ ŎƻƳǇŀƴȅΩǎ ǇƻƭƛŎȅ 
reserves, which are used to pay policyholder obligations as they become due (NAIC, 2013). The 
nature and size oŦ ŀƴ ƛƴǎǳǊŜǊΩǎ ƛƴǾŜǎǘŜŘ ŀǎǎŜǘǎ ǾŀǊȅ ǎǳōǎǘŀƴǘƛŀƭƭȅ ŘŜǇŜƴŘƛƴƎ ƻƴ ǘƘŜ ǎǇŜŎƛŦƛŎǎ ƻŦ ǘƘŜ 
insurer, but a general trend reported by industry stakeholders interviewed is that the players 
maintain an asset-liability business model with a focus on the risk profile of the policyholders in 
order to meet their obligations when they are due.  

!ƴ ƛƴǎǳǊŜǊΩǎ ƛƴǾŜǎǘƳŜƴǘ ǎǘǊŀǘŜƎȅ ƛǎ ƎŜƴŜǊŀƭƭȅ ŘǊƛǾŜƴ ōȅ ǘƘǊŜŜ Ƴŀƛƴ ǾŀǊƛŀōƭŜǎ όLƴǎǳǊŀƴŎŜ 9ǳǊƻǇŜΣ 
2013):  

ω the profile of liabilities; 
ω the asset universe and associated risk-return profiles;  
ω the framework conditions created by regulatory decisions.  

LƴǎǳǊŜǊǎΩ ƛƴǾŜǎǘƳŜƴǘ ǎǘǊŀǘŜƎƛŜǎ ŀǊŜ ǇǊƛƳŀǊƛƭȅ ŘŜǘŜǊƳƛƴŜŘ ōȅ ǘƘŜ ŘǳǊŀǘƛƻƴ ŀƴŘ ǇǊŜŘƛŎǘŀōƛƭƛǘȅ ƻŦ ǘƘŜƛǊ 
liabilities. Duration determines the time horizon over which the insurer can invest, while 
predictability (which depends on the type of risk insured and the policyholder options built into the 
contract) determines the required liquidity of investments (Insurance Europe, 2013). 

Insurance undertakings interviewed reported that their asset allocation strategy is based on 
maximizing the risk-reward trade-off between individual assets and asset classes, focusing on 
investments aligned with the broader corporate strategy.  

According to the OECD data covering insurance undertakings OECD countries and a number of non-
OECD countries, bonds usually accounted ŦƻǊ ǘƘŜ ƭŀǊƎŜǎǘ ǇŀǊǘ ƻŦ ƛƴǎǳǊŜǊǎΩ ǇƻǊǘŦƻƭƛƻǎ in 2018 in most 
countries, irrespective of whether they were engaged in life or non-life insurance activities, or both 
(OECD, 2020). 

According to these OECD data, despite the low interest rate environment, bonds continued to 
represent a large share of direct investments of life insurance companies in 2018 (in most reporting 
countries). Life insurance companies (28 out of 39 reporting countries under review) held more than 
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50% of their assets in bonds (excluding assets held for unit-linked products). Most investments in 
bonds were in bonds issued by public institutions (OECD, 2020). Life insurers invested more in public 
sector bonds than in private sector bonds in 22 out of 33 countries, for which the breakdown by 
issuer is available (OECD, 2020). 

Life insurers in Greece, Hungary, Iceland, Italy, Lithuania, Mexico, Poland, Portugal and Spain held 
more than half of their overall portfolio (excluding unit-linked products) in public sector bonds 
(OECD, 2020). The overall exposure of life insurers to bonds may be even higher when taking into 
account their investment in collective investment schemes. Life insurers invest almost 50% of their 
assets through collective investment schemes in Austria and Brazil, and slightly more than 30% in 
Germany and Indonesia (OECD, 2020).  

Compared to life insurers in other countries, life insurers in Denmark and Sweden invested 
significantly in equities. In both countries, life insurers invested more than 30% of their assets in 
equities. In some countries, life insurers held a significant share of their assets in cash and deposits. 
Life insurers had 20.5% of their assets in cash and deposits in Russia, and 59.4% in Turkey (OECD, 
2020).  

Life insurers can also invest in other instruments than the ones mentioned above. For example, life 
insurers invested more than 33% of their assets in land and buildings and other buildings in Bolivia, 
Korea, the Netherlands and Switzerland. In Bolivia and Switzerland, land and buildings alone 
accounted for 22% and 14.1% of the investments of life insurers respectively. 

5.1.2 Asset allocation of European insurance undertakings subject of Solvency I and 
Solvency II reporting over the period 2005 to 2018 

A similar picture emerges from the data published by EIOPA which cover all EEA insurance 
undertakings which are subject to Solvency I and II reporting requirements.  

This section offers a disaggregated view of investment assets based on Solvency I and II for EU28 
insurers. The numbers presented in this report refer to the total of life, non-life and composite 
insurance companies, inŎƭǳŘƛƴƎ ǊŜƛƴǎǳǊŀƴŎŜΦ Ψ5Ŝōǘ ǎŜŎǳǊƛǘƛŜǎ ŀƴŘ ƻǘƘŜǊ ŦƛȄŜŘ ƛƴŎƻƳŜ ǎŜŎǳǊƛǘƛŜǎΩ 
made up the largest share of investment assets in all years. For the aggregate of all EU28 countries, 
it amounted to 42.8% in 2018 (Figure 20ύΦ ΨLƴǾŜǎǘƳŜƴǘs for the benefit of life-assurance 
ǇƻƭƛŎȅƘƻƭŘŜǊǎ ǿƘƻ ōŜŀǊ ǘƘŜ ƛƴǾŜǎǘƳŜƴǘ ǊƛǎƪΩ όн5.7҈ύΣ ΨtŀǊǘƛŎƛǇŀǘƛƻƴ ƛƴ ƛƴǾŜǎǘƳŜƴǘ ǇƻƻƭǎΩ (12.9%) and 
ΨLƴǾŜǎǘƳŜƴǘǎ ƛƴ ŀŦŦƛƭƛŀǘŜŘ ŜƴǘŜǊǇǊƛǎŜǎ ŀƴŘ ǇŀǊǘƛŎƛǇŀǘƛƴƎ ƛƴǘŜǊŜǎǘǎΩ ό8.1%) were the only other asset 
categories with a share above 5% for the EU28 in 2018. 
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Figure 20: Shares of EU28 investment per category in 2018 

 
Note: The share refers to the amount of investments per category over the total investment assets. 
The definitions of asset categories changed in 2016 following the introduction of Solvency II. Annex 5 lists the Solvency II asset 
categories which this report has matched with Solvency I asset categories. 
Source: LE Europe based on EIOPA data 

When looking at the data over time, the evolution of most shares over times differ significantly for 
some instances before and after the financial crisis in 2008/2009. In addition, the shares of some 
assets also changed greatly in 2016, as reporting from this year began to follow the Solvency II 
reporting requirements.  

The financial crisis impacted the market, risk affinity as well as the interest rate for products, which 
has been identified in the liteǊŀǘǳǊŜ ǊŜǾƛŜǿ ŀǎ ŀ ƳŀƧƻǊ ŎƻƴǘǊƛōǳǘƻǊ ǘƻ ŎƘŀƴƎŜǎ ƛƴ ƛƴǎǳǊŜǊǎΩ ƛƴǾŜǎǘƳŜƴǘ 
strategy. The data provide an insight as to whether and how insurance companies have shifted their 
assets in response to these changes. In the following sub-sections, this report presents trends for 
the largest investment asset classes as well as smaller ones with particularly striking trends in the 
aggregate portfolio of all insurance undertakings in the EU-28 which are subject to Solvency II 
reporting requirements. 
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Figure 21: Debt securities and other fixed income securities  

 
 

 
The share of Debt securities and other fixed income 
securities in the EU-28 experienced a small dip before 
the crisis, after which it remained around 43%. This 
continued to be the case under Solvency II after 2015. 

bƻǘŜΥ ΨDebt securities and other fixed income securitiesΩ ƛƴ {ƻƭǾŜƴŎȅ L Ƙŀǎ ōŜŜƴ ŎƻƴǎƛŘŜǊŜŘ ǘƻ ŎƻǊǊŜǎǇƻƴŘ ǘƻ ΨBondsΩ ƛƴ Solvency II. 

Source: LE Europe based on EIOPA data 
 

Figure 22: Investments for the benefit of life-assurance policyholders who bear the investment 
risk  

 

 

 
The share of Investments for the benefit of life-
assurance policyholders who bear the investment risk 
fell during the crisis. It then rose back and remained 
around 26%, even in 2017 and 2018 under Solvency II.  

bƻǘŜΥ ΨInvestments for the benefit of life-assurance policyholders who bear the investment risk Ψ ƛƴ {ƻƭǾŜƴŎȅ L Ƙŀǎ ōŜŜƴ ŎƻƴǎƛŘŜǊŜŘ ǘƻ 
ŎƻǊǊŜǎǇƻƴŘ ǘƻ ΨAssets held for index-linked and unit-linked contractsΩ ƛƴ {ƻƭǾŜƴŎȅ LLΦ 

Source: LE Europe based on EIOPA data 
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Figure 23: Shares and other variable-yield securities and units in unit trusts  

 

 

 
Investments in Shares and other variable-yield 
securities and units in unit trusts showed a sharp rise 
in 2006 and 2007, followed by a sharp decline in the 
crisis in the EU-28. The level then stayed around 13% in 
the period 2009 to 2015.  

Under Solvency II, the share of this asset class is much 
lower and hovers around 3%. 

 
bƻǘŜΥ ΨShares and other variable-yield securities and units in unit trustsΨ ƛƴ {ƻƭǾŜƴŎȅ L Ƙŀǎ ōŜŜƴ ŎƻƴǎƛŘŜǊŜŘ ǘƻ ŎƻǊǊŜǎǇƻƴŘ ǘƻ ΨEquitiesΩ ƛƴ 
Solvency II. 

Source: LE Europe based on EIOPA data 
 

Figure 24: Investments in affiliated enterprises and participating interests  

 

 

 
The share of Investments in affiliated enterprises and 
participating interests first increased in the EU-28 
from 2005 to 2011 and then steadily declined in the 
period 2011 to 2015. Under Solvency I, the share 
fluctuated in the range of 6% to 7%. 

Under Solvency II, the share stood at 11% in 2016 and 
then fell to 8% in 2017 and 2018. 

bƻǘŜΥ ΨInvestments in affiliated enterprises and participating interestsΨ ƛƴ {ƻƭǾŜƴŎȅ L Ƙŀǎ ōŜŜƴ ŎƻƴǎƛŘŜǊŜŘ ǘƻ ŎƻǊǊŜǎǇƻƴŘ ǘƻ ΨHoldings in 
related undertakings, including participationsΩ ƛƴ {ƻƭǾŜƴŎȅ LLΦ 

Source: LE Europe based on EIOPA data 
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Figure 25: Land and buildings  

 

 

 
The share of Land and buildings was less than 3% in the 
EU-28 in 2006, before the crisis. It steadily declined 
from 2006 onwards to less than 2% in 2009 and 
remained at that level until 2015.  

Under Solvency II, the share of Land and buildings is 
even lower at just above 1% after 2015. 

 

bƻǘŜΥ ΨLand and buildingsΨ ƛƴ {ƻƭǾŜƴŎȅ L Ƙŀǎ ōŜŜƴ ŎƻƴǎƛŘŜǊŜŘ ǘƻ ŎƻǊǊŜǎǇƻƴŘ ǘƻ ΨProperty (other than for own use)Ω ƛƴ {ƻƭǾŜƴŎȅ LLΦ 

Source: LE Europe based on EIOPA data 

Figure 26: Loans guaranteed by mortgages and other loans  

 

 

 
The share of Loans guaranteed by mortgages and 
other loans was generally declining in the EU-28 from 
2005 to 2015. The share was around 6% in the years 
immediately before and after the financial crisis. It then 
began to fall and reached at a level less than 5% in 
2015. 

Under Solvency II, the share was less than 4%.  

bƻǘŜΥ ΨLoans guaranteed by mortgagesΩ and Ψhther loans Ψ ƛƴ {ƻƭǾŜƴŎȅ L ƘŀǾŜ ōŜŜƴ ŎƻƴǎƛŘŜǊŜŘ ǘƻ ŎƻǊǊŜǎǇƻƴŘ ǘƻ ΨLoans and mortgagesΩ 
in Solvency II. 

Source: LE Europe based on EIOPA data 

 

 

Overall, the shares of Debt securities and other fixed income securities ƛƴ ǘƘŜ ƛƴǎǳǊŜǊǎΩ ƛƴǾŜǎǘƳŜƴǘ 
portfolio jumped up before the crisis and remained high afterwards. This did not change after 2015 
under Solvency II and might have been the result of increased uncertainty during the crisis. The 
ƛƴǎǳǊŜǊǎΩ ǎƘŀǊŜ ƻŦ ǘƘŜƛǊ ƛƴǾŜǎǘƳŜƴǘ ǇƻǊǘŦƻƭƛƻ ƛƴ Investments for the benefit of life-assurance 
policyholders who bear the investment risk also showed a rise after the crisis and remained stable, 
even after 2015. The shares in Investments in affiliated enterprises and participating interests 
increased in the EU-28 until 2011, after which it decreased. Although the introduction of Solvency II 
marked an initial sharp rise in the share, the latter fell in 2017 and 2018 to levels similar to the years 
under Solvency I.  

On the other hand, ǘƘŜ ǎƘŀǊŜ ƻŦ ǘƘŜ ƛƴǎǳǊŜǊǎΩ ƛƴǾŜǎǘƳŜƴǘ ǇƻǊǘŦƻƭƛƻ ƛƴ Shares and other variable-
yield securities and units in unit trusts dropped before the crisis and remained low afterwards. It 
fell further under Solvency II and remained low. Following the literature review, one would have 
expected to see an increase in this share in recent years. But the literature review also highlighted 
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that this expected effect has not been observed to a significant degree in the actual data. The 
broader picture for the category Loans guaranteed by mortgages and other loans was also one of 
a continuing downward trend with a small increase during the crisis. This is in line with rational 
investment behaviour as interest rates on loans have dropped over time, making it a less profitable 
and a less attractive investment. The share of Lands and buildings in the insurersΩ investment 
portfolio experienced a sharp decline before the crisis and remained at a constant level during the 
years preceding Solvency II. While the share was lower in 2016 than 2015, it remained stable in both 
2017 and 2018 under Solvency II. 

5.2 What factors drove the observed trends in asset allocation of 
European insurers? 

A key characteristic of the post -2008 period has been the combination of very low interest rate 
(Figure 27) and strong growth in equity markets (Figure 28). The low interest environment has led 
Ƴŀƴȅ ƛƴǾŜǎǘƻǊǎ ǘƻ άŎƘŀǎŜ ȅƛŜƭŘέ by investing in different or new asset classes.48 

Figure 27: Yield on investment grade Euro Area bonds 2000 -2020 

 

Source: Thomson Reuters 

 
48 See, for example, IMF (2014) and IMF (2016), and ESRB (2015). 
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Figure 28: EuroStoxx index 2000-2020 

 

Source: Thomson Reuters 

Due to historically low interest rates, insurance companies have been facing difficulties generating 
sufficient investment returns for future insurance obligations during the last years (The Actuary, 
2017). In light of these market developments, an array of surveys and market analyses have 
highlighted a shift in the reported investment strategy of insurance companies. Insurers broaden 
their investments and turn to riskier assets to realise higher returns (Standard Life Investments, 
2015). For this reason, they shift from public assets to private assets while trying to keep the added 
risk limited (Financial Times, 2017). 

According to 2015 data from Standard Life Investments (2015), European insurers are experiencing 
challenges in generating sufficient returns to meet guaranteed rates to policyholders. While current 
book returns remain healthy, the low-return environment has caused a future returns gap in the 
guaranteed savings market (Standard Life Investments, 2015). Rates remaining flat at current levels 
wouƭŘ ŦǳǊǘƘŜǊ ǇǊŜǎǎǳǊŜ 9ǳǊƻǇŜŀƴ ƛƴǎǳǊŜǊǎΩ ǇǊƻŦƛǘŀōƛƭƛǘȅ ŀƴŘ ǘƘŜȅ ǿƻǳƭŘ ƭƛƪŜƭȅ ŀŎŎŜƭŜǊŀǘŜ 
deterioration in their asset quality. 

In addition, in Europe, the research findings of Standard Life Investments confirmed that the impact 
of low returns is not uniform, varying by region and insurer type. For instance, Switzerland and 
Germany are mostly affected by low interest rates, with government bond rates below or at zero 
for durations less than 20 years (Milliman, 2016). Whereas, southern European insurers differed, 
expressing fewer concerns about their sovereign and investment grade debt weightings, given the 
higher yields available. Albeit, southern European equity and high-yield fixed income allocations are 
increasing gradually (Standard Life Investments, 2015). 

According to the results of a survey launched by Standard Life Investments targeting Chief 
Investment Officers and Chief Risk Officers across Europe, in response to this low interest rate 
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environment, many European insurers are undertaking significant strategic asset allocation and 
tactical asset allocation changes, expanding traditional investment horizons to maximise returns: 

¶ Risk appetite is rising: half of respondents expect to reduce sovereign fixed income 
exposure while over 60% expect to increase allocations to real estate and/or alternatives; 

¶ 44% of insurers are looking to outsource one or more asset classes, and  

¶ 45% of European insurers suggest the low-return environment makes it more likely that 
they will outsource to external asset managers. 

This exposure to many lower credit rating government bonds might, on the other hand, also be a 
ǊŜŀǎƻƴ ǘƻ άώŘƛǾŜǊǎƛŦȅϐ ŀǿŀȅ ŦǊƻƳ ƎƻǾŜǊƴƳŜƴǘ ōƻƴŘǎέ ό¢ƘŜ !ŎǘǳŀǊȅΣ нлмуύ ŀŎŎƻǊŘƛƴƎ ǘƻ aŀǊƪ 
Azzopardi, an insurance investment expert at BlackRock. This is his assessment for countries like 
Italy, whereas he identifies low yields to be the reason for insurers in Germany to sell off domestic 
government bonds. 

The trend for change is further stimulated by the new requirements introduced by Solvency II. Risk-
based capital requirements induced insurers, according to Mark Azzopardi, to reduce the duration 
gap between investments and obligations as well as to diversify the portfolio by investing into new 
asset classes (The Actuary, 2018). As the UK had a similar system already prior to Solvency II, impacts 
on insurers in the UK have been smaller than in other European countries. 

To replace some of the government bonds in their investment portfolios, insurance companies are 
looking to invest in private markets and illiquid assets. More than half of the respondents of the 
Standard Life Investments survey (2015) expect to increase investments in real estate and/or 
alternative investments. This picture is in line with another survey among leading UK and European 
insurers, in which a quarter of respondents expect to invest in alternatives investments to realise 
higher profit margins (The Actuary, 2017). 

Despite these theoretical arguments ŦƻǊ ǊŜŘǳŎƛƴƎ ƭƻǿ ȅƛŜƭŘ ƎƻǾŜǊƴƳŜƴǘ ŀƴŘ άǿƛŘŜǎǇǊŜŀŘ ǘŀƭƪ ŀōƻǳǘ 
the growing role of priǾŀǘŜ ƳŀǊƪŜǘ ƛƴǾŜǎǘƳŜƴǘǎ ƛƴ ƛƴǎǳǊŜǊǎΩ ǇƻǊǘŦƻƭƛƻǎέ ό¢ƘŜ !ŎǘǳŀǊȅΣ нлмтύΣ ŀŎǘǳŀƭ 
numbers for private equity and illiquid assets remain small according to research carried out by 
Invesco, Schroders and Aon. Some of the reasons for this discrepancy might be a limited supply of 
appropriate investments and heightened modelling requirements needed for risk management and 
the approval of supervisors and regulators (Standard Life Investments, 2017). The difficulty in 
pursuing these investments is also portrayed by the fact that one fifth of insurance internal 
investment teams are not given specific investment targets (The Actuary, 2017). 

The factors cited above were generally also identified by EIOPA (2017) in a survey of European 
insurers. Key developments over the period 2011 ς 2017 to note are: 

άA trend towards lower credit rating quality fixed income securities can be seen in the data. 
At the same time, the large number of sovereign and corporate downgrades during the 
observation period needs to be considered. 

A trend towards more illiquid investments such as non-listed equity and loans excluding 
mortgages can also be identified. However, a decrease in (the value of) property investments 
is also detected. 

The average maturity of the bond portfolio for the majority of the sample has overall 
increased in the past 5 years.  



 

 

LE Europe & VVA - Assistance to EFRAG for impact analysis of IFRS17 Insurance Contracts 56 
 

5 | Developments in the asset allocation of European insurers 

The tendency to invest into new asset classes could be observed among insurance groups. 
Although the amounts are currently low compared to the size of the portfolios, almost 75% 
of the sample responded positively towards increasing their investments in asset classes such 
as: infrastructure, mortgages, loans, real estate. 

! ǎƳŀƭƭ ŘŜŎǊŜŀǎŜ ƛƴ ǘƘŜ ŘŜōǘ ǇƻǊǘŦƻƭƛƻ ƛǎ ƻōǎŜǊǾŜŘ ŀƎŀƛƴǎǘ ŀ ǎƳŀƭƭ ƛƴŎǊŜŀǎŜ ƛƴ ΨƻǘƘŜǊ 
ƛƴǾŜǎǘƳŜƴǘǎΩ ōŜǘǿŜŜƴ нлмр ŀƴŘ нлмсΦ 9ǉǳƛǘȅ ŀƭƭƻcation has remained unchanged. 

Nonetheless, when looking at the developments in the investment allocation on an 
aggregate level, changes in all three main investment categories from 2011 to 2016 have 
only been marginal.έ (EIOPA 2017)  

According to stakeholders interviewed (supervisory authorities and insurance companies), the most 
important underlying reason for these changes in portfolio composition is related to low interest 
rate environment in Europe, that has led to an increased allocation to less liquid assets to earn a 
higher spread. This trend has become even more pronounced in the current negative interest rate 
environment. 

According ǘƻ ǘƘŜ D{!aΩǎ нлмс LƴǎǳǊŀƴŎŜ {ǳǊǾŜȅ49, outsourcing portions of their investment 
portfolios to third party asset managers is an on-going trend globally. The greatest demand for 
increased outsourcing comes from the largest insurers in the Asia Pacific region, where almost 40% 
of insurers replied to intend to outsource more of their portfolios. 

Figure 29: Do you anticipate outsourcing more, the same amount, or less of your investment 
portfolio in the next 12 months? 

 
Source: GSAM, 2016 

The GSAM survey also shows that the asset classes that insurers are looking to outsource 
investments differ by region:  

ω US based insurers intend to outsource investments in: US investment grade corporates 
(28%), private equity (27%), high yield debt (23%), mortgage backed securities (19%), and 
hedge funds (19%); 
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