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Introduction 

The UK Insurance Industry 

The UK insurance industry is the third largest in the world and the largest in Europe. 

It is a vital part of the UK economy, managing investments amounting to 26% of the 

UK‟s total net worth and contributing £10.4 billion in taxes to the Government. 

Employing over 290,000 people in the UK alone, the insurance industry is also one 

of this country‟s major exporters, with 28% of its net premium income coming from 

overseas business. 

Insurance helps individuals and businesses protect themselves against the 

everyday risks they face, enabling people to own homes, travel overseas, provide 

for a financially secure future and run businesses. Insurance underpins a healthy 

and prosperous society, enabling businesses and individuals to thrive, safe in the 

knowledge that problems can be handled and risks carefully managed. Every day, 

our members pay out £147 million in benefits to pensioners and long-term savers as 

well as £60 million in general insurance claims. 

The ABI 

The ABI is the voice of insurance, representing the general insurance, protection, 

investment and long-term savings industry.  It was formed in 1985 to represent the 

whole of the industry and today has over 300 members, accounting for some 90% of 

premiums in the UK. 

The ABI‟s role is to: 

- Be the voice of the UK insurance industry, leading debate and speaking up 

for insurers. 

- Represent the UK insurance industry to government, regulators and policy 

makers in the UK, EU and internationally, driving effective public policy and 

regulation. 
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- Advocate high standards of customer service within the industry and provide 

useful information to the public about insurance. 

- Promote the benefits of insurance to the government, regulators, policy 

makers and the public. 

 

Summary 

We have a numerous concerns over the Commission‟s assessment of the potential 

for insurers to pose a systemic risk.  While we accept that it is possible that an 

insurer could carry out activities that would pose a systemic risk, we do not believe 

that traditional insurance business poses such a threat. 

The focus should therefore be on any non-traditional or non-insurance activities that 

have the potential to pose a threat to the orderly resolution of the insurer.  The scale 

of the activity and any mitigating controls should be taken into account, as well as 

the potential for the ultimate failure of the firm to impact on the financial system or 

the real economy. 

With respect to the tools available in the case of any insurer‟s failure, a wide range 

of tools and measures are already available.  The current framework does not 

appear to have failed, so the rationale for additional measures – and the consequent 

costs to policyholders – remains unclear.  

Whether or not an insurer is designated as “systemic”, the measures that will have 

the best chance of preserving both financial stability and policyholder protection will 

be those that utilise the long-term nature of the insurance business model to avoid 

immediate crystallisation of losses on impaired assets, and the triggering of 

firesales. 

While exchange of best practice on the tools and measures available to authorities 

across the EU would be beneficial, we believe that special resolution regimes to 

deal with traditional insurance business are unlikely to provide meaningful 

improvements over the existing tried and tested tools that are already available and 

in use in member states with mature insurance markets.   

Indeed, there is considerable potential for the efficacy of existing tools to be 

undermined by the introduction of „resolution‟ tools more suited to other sectors. 

Considerable caution should be exercised if attempting to define triggers for 

resolution of an insurer, consistent with the FSB objectives for resolution of avoiding 

unnecessary destruction of value, contagion, and policyholder protection – since 

even a technically insolvent insurer can be run-off with the potential for greater 

preservation of value, stability and policyholder return than would be the case if it 

were subjected to a more immediate „resolution‟. 

Overall we believe that many of the objectives of the proposed tools and powers can 

already be achieved through existing measures – and that some of the suggested 

new resolution tools would not offer any discernible advantage over wind-up and 
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insolvency tools already extant and in use within the EU, and may even have the 

capacity to undermine rather than reinforce financial stability. 



 

4 

General response to the introduction – “How could the failure of an insurer 

threaten financial stability?” 

The consultation sets out a number of examples of where the Commission believes 

that systemic importance could arise in insurance. We set out below our comments 

on these. 

We largely agree with the Commission‟s analysis of traditional insurance as set out 

in section 4.1.1, although there are some aspects which bear further comment.   

With regard to the funding model of insurers, it should be borne in mind that there 

are many obstacles to “runs” on insurers.  To begin with, many insurance liabilities 

are not callable on demand – and even where they are, the presence of surrender 

penalties can act not only as a disincentive to early surrender (and hence mitigate 

the potential for runs), but also as an automatic stabiliser by reducing the liabilities of 

the insurer.  

In addition, not only do other market participants have limited exposure to insurers 

as a result of the premium income funding model, but - as the IAIS themselves have 

highlighted - there is no functional equivalent in insurance to the interbank lending 

market.  Insurers‟ interconnectedness is thus very limited.  Reinsurance is 

sometimes raised as a source of interconnectedness, however it is carried out on a 

very hierarchical basis and the proportion of business ceded to reinsurers is much 

smaller than the typical proportion of bank funding sourced from the interbank 

market. 

In the consideration of idiosyncratic risks in liabilities, the consultation notes that a 

catastrophic event “may result in a large amount of unexpected claims”, but notes 

that “losses from catastrophic events tend to be significantly less than losses 

associated with the failure of a major bank”.  This is true, however it should also be 

noted that the occurrence of catastrophic events is factored into the underwriting of 

premiums and the insurance business model – in other words, catastrophe risk is a 

fundamental part of the business.  In this sense, catastrophe losses are not 

“unexpected”.  They are, in fact, a large part of the reason for the existence of 

insurance – whereas banking business is based on the assumption that large-scale 

loan losses should not occur.  Furthermore, reinsurance plays a key role in reducing 

the exposure of individual insurers to such catastrophic events. 

With respect to asset-liability management, it must be pointed out that not all life 

insurers “rely on” investment returns (p.26) to fulfil their obligations.  This may be the 

case where guarantees are provided on the basis of past investment performance, 

however for the rest of the life insurance market the insurer‟s obligations will 

themselves be a factor of the investment return rather than fixed obligations driving 

a need to achieve a particular level of return.  It should also be noted that the 

exposure of certain assets to risks correlated with the business cycle need not 

necessarily be problematic if the long-term value of the assets is preserved, and 

they are either held against long-term liabilities or appropriately hedged.   
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The issue of „substitutability‟ has been widely raised in discussions about systemic 

risk.  However it appears to be used to refer to a number of substantively different 

concerns.  These include: ensuring uninterrupted provision of “critical functions”; 

accessibility of a particular product following a provider failure; and, withdrawal of 

cover as a result of inability to price risks following a major change in underwriting 

conditions.  Taking each of these in turn:  

1. Ensuring uninterrupted provision of “critical functions” would indeed be a 

genuine financial stability concern – however we believe that “critical functions” 

need to be defined tightly, as otherwise a very wide range of activities will be 

subject to unnecessary restrictions. Insurers provide many useful services to 

the financial markets, but none without which the financial system as a whole 

would be unable to operate.   

 

2. With respect to the accessibility of insurance products in the case of a major 

provider failure, we note that due to the nature of insurance failures, which take 

place slowly over time, existing policyholders are unlikely to be left suddenly 

without cover.  Claims will continue to be met over time as the insurer is wound 

down.  Due to the highly competitive nature of the European insurance market, 

consumers seeking replacement cover as their policies expire are unlikely to 

experience more than minor or temporary inconvenience in the case of general 

insurance. 

  

We note in particular that in cases where an insurer failure has resulted from 

under-pricing of risk (both for general and life insurers), any expectation that 

replacement cover should be able to be sourced at a comparable price would 

itself be damaging and potentially destabilising for the wider insurance industry.  

The latter scenario applies to any market-based activity – whether buying 

insurance, a mortgage or a pair of shoes.  If the provider fails, there is (and 

should not be) any obligation on other providers to match the price offered by 

the failed firm, nor any expectation that they should do so.   

For life insurance there may be issues for some policyholders with respect to 

the ability to source new cover at a comparable rate to their previous deal – 

however we would strongly dispute that this in any way constitutes a financial 

stability concern.  

First, this fails to acknowledge the “invisible” benefits policyholders have 

received up to the point of failure, of being the recipients of protection against 

mortality risk. 

Second, a clear distinction must be made between the “loss” experienced if a 

policyholder has an expectation of (or has been guaranteed) a certain sum 

upon conclusion of their policy, and the “loss” experienced if a policy is 

terminated and they are unable to secure equivalent cover at the same cost.   
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While the failure of any institution, by definition, will mean losses of some 

degree for some people, the question is of degree and nature.  Existing 

insurance administration and insolvency processes provide insurance 

policyholders with a substantial degree of protection compared to that provided 

by other financial products – and in many jurisdictions, policyholder protection 

schemes provide an additional backstop whereby the industry as a whole pays 

for any ultimate shortfall.  In this respect, it would certainly be premature to 

introduce resolution powers for insurers before concluding the work already 

initiated by the Commission on Insurance Guarantee Schemes.   

3. Finally, ability to withdraw cover in circumstances where risk cannot be properly 

priced is vital to the viability of insurance.  In such circumstances, temporary 

reductions in capacity or increased prices may follow.  This may in extreme 

cases cause some disruption to the economy as individuals and businesses 

postpone activities, take on higher risks themselves, or as insurers and their 

customers develop new ways in which risks can be mitigated (e.g. adjustments 

to airport screening practices following the emergence of new terrorism risks).  

However this process improves rather than undermines the stability of the 

financial system, protecting insurers from taking on liabilities that they do not 

have the means to cover.   

 

The relevance of these considerations to resolution is in any case very questionable, 

since it is unclear what benefit resolution powers could provide in any of these 

circumstances.  These are complex issues, which need careful thought, as 

regulatory measures may not lead to the results that were intended. If the issues 

need to be addressed, they need to be addressed whether or not an insurer has 

failed. 

We would agree that some types of activities that could be conducted by insurers 

may create risk of financial contagion. However, as noted by the IAIS in its July 

consultation on its proposed assessment methodology for G-SIIs, the characteristics 

of traditional insurance activities do not pose a systemic risk, particularly because of 

the importance of the longer timeframe that applies to insurance liabilities, the 

pooling of risk, the notion of insurable interest, the law of large numbers based on 

uncorrelated risks to build diversified portfolios, and the lack of correlation to the 

business cycle. These factors, particularly the timing characteristics enable 

traditional insurance business to be resolved in an orderly manner.  

For non-insurance activity, the purpose of the activity and how it relates to the 

traditional insurance business must be analysed to determine any potential for 

systemic risk, or of contagion.  Activities that do not bear the timing characteristics of 

traditional insurance, (for example, where liabilities are correlated to the same 

business cycle/financial system, or where funds can be withdrawn or additional 

liquidity required at short notice without penalty) could potentially give rise to 

systemic risk if conducted on a scale that would threaten the ability to resolve an 

insurer in an orderly manner, leading to a risk of contagion in the event of failure.  
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One of the key concerns about the term “NTNIA” (non-traditional or non-insurance 

activity) created by the IAIS, however, is that it does not capture the characteristics 

that mean an activity could present a risk to the system.  The term encompasses 

some activities that do not have any potential to pose a risk to the system, and 

others that only have that potential when conducted on a very large scale.  

Therefore the concept of NTNI alone does not serve a useful purpose when 

considering whether the current resolution regime is fit for purpose. 

The purpose of activities and their relationship to policyholders governs how the 

activity fits most effectively within the risk management system of the group or 

entity. Where activity relates to providing insurance policies to policy holders, the 

risk may be mitigated, as the needs of the policy holders will provide a strong 

influence to their behaviour, e.g. replacement insurance may be unavailable or 

unavailable at the same cost and terms where their circumstances have changed 

since initial underwriting or where replacement products providing the same 

function/options are not readily available.     

In relation to securities lending we do not agree that forced sales of collateral is 

necessarily a major risk.  Whether an insurer may continue to hold the collateral 

assets, where they continue to provide appropriate security, is a risk management 

factor that should be considered in entering into such transactions. Likewise, a firm‟s 

risk management should ensure that such activities are not excessive and that they 

are subject to adequate liquidity and collateral management. 

As noted in the paper any potential impact from a reinsurance shock would be 

limited to a reinsurer‟s direct customers. We do not consider this could be a cause of 

systemic risk in the financial system.  

Compulsory insurance 

The consultation paper notes that certain types of insurance which have more 

concentrated markets, and on which the real economy relies on to carry out 

business could be systemically important.  An example is given of where the 

provider of compulsory insurance is large enough that remaining insurers in the 

market would not have the capacity to take on the policy holders of a failed insurer 

within a short time frame. The paper gives examples of such insurance as „motor‟, 

„employer‟s liability‟, „professional indemnity‟ and „warranty insurance‟. 

The Commission is starting from the position of what the consequences would be if 

such insurance were to be suddenly unavailable. This raises important social and 

economic considerations that need to be factored into any assessment of proposals 

around compulsory insurance that cannot be addressed solely in a financial services 

environment. The key point are to clearly identify the problem that is trying to be 

solved, the cost of any proposed solution and its potential to provide a benefit for a 

customer that outweighs the costs.  

Summary conclusion 
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There needs to be better understanding of the range of activities that can potentially 

give rise to systemic risk, and of those activities labelled as non-traditional and non-

insurance activities.  

In assessing non-traditional insurance supervisors should have regard to the 

purpose of such activities in terms of whether (directly or indirectly) they provide 

benefits to policy holders, so that the implications of potential policy measures can 

be understood. 

The focus should be on those non-traditional insurance activities that could pose a 

threat to the orderly resolution of the insurer. This can be achieved by first 

identifying the type of non-traditional insurance activity that does not have the timing 

characteristics of traditional insurance that enable it to be would down in an orderly 

manner.  This could be, for example, where the control of the discharge of the 

liabilities is no longer in the hands of the insurer, where liabilities are correlated with 

the financial system or economic cycle or where policy holders can withdraw their 

funds at short notice without penalty.  

Secondly, the scale of such activity and the adequacy of mitigating controls in place 

should be assessed to determine whether they pose a threat to orderly resolution. 

Finally, where an orderly resolution may not be possible an assessment of the 

impact of the firm‟s failure to on financial system/real economy is required. 

Response to consultation questions 

1. Are the resolution tools applicable to traditional insurance considered above 

adequate? Should their articulation and application be further specified and 

harmonised at EU-level?  

The ABI has considered at length the adequacy of existing insurance resolution 

tools in the UK, in response to a consultation by HM Treasury.  A copy of this 

response is attached and sets out our position on this matter in detail – with many 

points relevant to this consultation.   

In summary we agreed that while traditional insurance business did not have the 

potential to generate systemic risks, certain non-traditional and non-insurance 

activities if conducted on a sufficient scale, could have the potential to generate 

systemic impacts.  Nevertheless, having considered a range of scenarios of failing 

or failed insurance companies, both hypothetical and historical, and we concluded 

that it had not been established what a Special Resolution Regime for insurers 

would do that is not already possible using existing tools and that the introduction of 

a special resolution regime could even detract from the value of those existing tools.  

Overall, we believe the measures available to the UK authorities to be adequate, 

although some aspects of those measures could be improved.  We also believe that 

there are existing tried and tested tools, that are already available and in use in 

member states with mature insurance market that would be appropriate and 

sufficient to address the resolution of any European insurer.   
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While some measure of exchange of best practice on the tools and measures 

available to authorities across the EU would be beneficial, we believe that special 

banking-style resolution regimes to deal with traditional insurance business are 

unlikely to provide meaningful improvements over the range of tools and measures 

already in use, or due to be introduced.  

We recommend that the Commission should start on the basis of a full analysis of 

the powers already available, at both EU and national level. 

For example, Solvency II will provide sufficient harmonisation of early intervention 

powers via the recovery requirements upon breach of SCR and MCR, as well as 

facilitating co-ordinated supervision via colleges, and serve to protect policyholders.   

In addition, further thought and consideration should be given to the role of 

insurance guarantee schemes and the progress of the Commission‟s work in this 

area 

2. Do you think that a further framework of measures and powers for authorities, 

additional to those already applicable to insurers, to resolve systemically relevant 

insurance companies is needed at EU level?  

We believe that appropriate powers and measures for resolving insurers designated 

as “systemically important” are already in use in member states with mature 

insurance markets. 

In our response to HM Treasury we considered a range of scenarios of major 

insurer failure, and were unable to identify any scenario, historical or theoretical, for 

which the existing tools would be inadequate.  We also concluded that the 

circumstances in which an orderly exit by a life insurer from the market is not 

possible, or where policyholders’ interests cannot be reasonably protected by 

existing mitigants and regulatory measures, are so extreme that it is unclear what 

benefit additional special resolution tools could achieve.  For example, extreme 

developments in financial markets could leave insurers‟ assets severely impaired, 

but this will not be helped in any way the use of resolution tools. 

This is also our view at the EU level although, as noted earlier, it is possible that 

while appropriate tools do already exist in the EU as a whole, it may be the case that 

they do not form part of the toolkit in some Member States.  However we do not 

believe that action at the European level is necessary to address this as there is not 

any evidence that existing mechanisms are inadequate overall, or that gaps could 

not be addressed by individual member state action.   

Existing Directives such as Solvency I and the Winding up and Reorganisation of 

Insurance Undertakings already provide a basis that member states could use to co-

ordinate effectively in the case of an insurer failure within the EU. 

This current framework for insurers does not appear to have failed, therefore it is 

unclear why additional measures might be thought necessary or their cost to and 

impact on policy holders justifiable. 
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The Commission should first set out the problem with the current arrangements that 

it is trying to address, and what evidence is there that supports such concern to 

prevent the risk of significant costs of change with no material benefit for EU 

insurance policy holders or the wider financial system. 

3. In your view, which scenarios/events might lead to the need to resolve a 

systemically relevant insurance company? Even before that, which types of 

scenarios systemic insurers and authorities need to be prepared for which may 

imply the need for recovery actions if not yet resolution?  

It is of course vital that member states have the means to manage the failure of an 

insurance company that may have systemic implications in an orderly way, both 

protecting policyholders and minimising impact on the financial system and the 

wider economy.   

The steps that can be taken to prepare for recovery are considered in the 

conclusions of the CRO Forum paper on “Insurer‟s risk management systems: 

preparing for recovery”. This paper notes that the focus of risk management must be 

on prevention and ensuring that the entity has an ability to adapt taking account of 

events and experience. 

It is primarily the responsibility of insurance management to assess the risks the 

company is running, and the first line of defence should be that company‟s internal 

risks management practices.  These will of course be discussed with supervisors, 

and subject to stress tests and other analysis.  We remain unconvinced that the 

scenarios which could lead to the failure of any insurance company could not be 

adequately identified via the existing proposals for Own Risk and Solvency 

Assessments that will be set out in Solvency II.  We are not aware of any scenario 

that would not be captured by this, and therefore do not see the need for any further 

specification.   

4. Do you agree with the above objectives for resolution of systemic insurance 

companies? What other objectives could be relevant?  

The primary objectives for resolution of an insurance company should be to ensure 

an orderly wind-up and to protect policyholders.  As has been demonstrated by the 

recent Geneva Association study1, insurers have very limited interconnection with 

the financial system, and do not have the same vulnerability to crises of confidence 

as banks – therefore insurance failures present little or no risk of contagion. 

The primary tool to protect against unnecessary destruction of value in an insurance 

failure is time – and measures that attempt to unnecessarily accelerate the wind-up 

of an insurer will exacerbate rather than mitigate this risk.   

We do not believe that continuity of policyholder protection is a “critical service” in 

the sense that interruptions would trigger financial instability.  While interruption or 

                                                 
1
 Cross Industry Analysis: 28 G-SIBs vs. 28 Insurers Comparison of Systemic Risk Indicators, Geneva Association, 

11 December 2012 
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cessation of cover may present social or political challenges, this is distinct from 

systemic risk and should be considered separately – and alongside a consideration 

of the potential social and fiscal consequences of any measures taken to ensure 

continuity of cover.  

5. Do you think that recovery plans should be developed by systemic insurers and 

resolution plans by resolution authorities? Do you think that resolution authorities 

should have the power to request changes in the operation of insurers in order to 

ensure resolvability?  

Where a recovery plan is needed, the responsibility for developing the plan should 

lie with the institution itself.  Since recovery plans are a „going concern‟ tool it is the 

place of the management of the company, under their duty to the shareholders, to 

determine how best to bring the business back to health in the context of its overall 

strategy and place in the market.   

The Solvency II ladder of intervention provides a designated point at which a 

recovery plan will be required from an insurer, and a timeframe in which it is to be 

provided and fulfilled.  It is unclear what the benefit of a “standing recovery plan” 

would be for insurers, whose solvency and ability to meet policyholder demands is 

not subject to the very sudden stresses that can arise in banking business, and 

where the need for a “resolution weekend” does not arise.  

The powers of a “resolution authority” must depend on the body or institution that 

performs this function.  The various tools available for the winding up of an insurer 

may be invoked by a variety of authorities, including the management themselves, 

the supervisor and administrators.  Clearly the management have the ability, and 

may choose to make changes to their operations.  Supervisors also already hold 

certain powers to make changes to an insurer‟s operations, for instance powers with 

respect designating approved persons, to grant and withdraw authorisations and to 

grant or withdraw permissions for certain lines of business. 

We do not see that there is a need for the creation of a new and distinct body to act 

as a “resolution authority” – insurance supervisors are the most appropriate body to 

determine the point of failure of an insurance company.   

The merits of any additional powers for supervisors to request changes in the 

operations of insurers would necessarily depend on the nature and purpose of those 

powers.  Therefore without further specification, it is not possible to give a more 

detailed response to this question. As a general comment, we see a risk that 

measures taken to facilitate an insurer‟s resolution may well add costs or 

unnecessary restrictions to the operation of an insurer as a going concern. The 

benefits of increased resolvability will need to be weighed carefully in each case 

against the ongoing costs for policyholders. 

6. Do you agree that resolution should be triggered when a systemic insurer has 

reached a point of distress such that there are no realistic prospects of recovery 

over an appropriate timeframe, when all other intervention measures have been 
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exhausted, and when winding up the institution under normal insolvency 

proceedings would risk causing financial instability?  

Appropriate points for triggering resolution for an insurer are very important to 

establish – and it should not be assumed that a single point can be defined that will 

be appropriate for all measures.  For instance, entering a business into run-off can 

be a commercial decision in order to exit a particular market or business line even if 

it remains solvent and profitable.  There is, in fact, a continuum of circumstances in 

which placing a business into run-off could be appropriate – all the way through to, 

and including, insolvency.  Indeed it is possible for an insurer to move from insolvent 

to solvent run-off (as well as vice versa, of course).   

By contrast, measures such as restructuring, replacing management, transfer or 

sale of assets could be extremely damaging if applied too early and could even 

trigger greater instability and policyholder detriment, and undermine the ability to 

apply more appropriate tools (e.g. run off or a scheme of arrangement).   

Overall, it is somewhat difficult to respond fully to this question given that it is 

unclear what circumstances winding up an insurer using “normal insolvency 

proceedings” might cause financial instability – or indeed have any impact that 

would not be best dealt with through the existing ladder of intervention and using 

tools already available.   

The triggers for resolving an insurer cannot be read across from banking.  In the 

event of failure, normally an insurer will be insolvent long before it encounters 

liquidity problems.   

In our response to the HMT consultation on resolution, we considered the failure of 

a major general insurer, the failure of a major life insurer, and the potential for a run 

on a life insurer – and could not identify circumstances in which the existing 

insurance resolution tools would be insufficient to deal with the situation.   

We also found it difficult to conceive of circumstances where loss of confidence in 

the insurance system as a whole was not caused by disastrous financial events 

external to insurance that cannot be remedied through regulation of insurance. 

However, the point at which no realistic prospect of recovery exists is the earliest 

point at which resolution measures ought to be considered in any circumstances.  

This would be, by definition, after MCR had already been breached and therefore, 

following the ladder of intervention, after all other measures had been exhausted.  

Even at this stage, solvent run-off would inevitably be the preferable approach since 

it ensures greatest protection for policyholders and precludes the need for any 

accelerated sale of assets.   

As a direct consequence , in any circumstances involving resolution of an insurer 

involving both “traditional” insurance and “non-traditional / non insurance” activities, 

it will be vital wherever possible to preserve the ability to place the traditional 
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insurance elements of the business into run-off even if applying other tools or 

measures to the remainder of the business.   

7. Should these conditions be refined? For example, what would be suitable 

indicators that could be used for triggering resolution of systemic insurers?  

The distinction made between “resolution” on the one hand and “normal insolvency 

measures” on the other is misleading.  Resolution options should include normal 

insolvency proceedings, where these will achieve the best outcome for 

policyholders.  Furthermore it is unclear what circumstances are conceived whereby 

new resolution measures could achieve a better outcome than the existing tools.  

Little thought appears to have been given to the potential that measures which may 

appeal to authorities in a crisis as appearing to provide a more “immediate” solution, 

may in fact work against the long-term nature of insurance business and lead to 

greater instability and greater policyholder detriment – for example an accelerated 

winding-up of an insurer could lead to forced asset sales into depressed markets 

with pro-cyclical impact on the markets and crystallisation of losses for policyholders 

on assets that have the potential to recover value over a longer period. 

8. Do you agree that resolution authorities of insurers could have the above powers? 

Should they have further powers to successfully carry out resolution in relation to 

systemic insurers? Which ones?  

The objective of these powers, as set out in 4.2.1(b) is to ensure the continuity of 

critical services, preserve financial stability, avoid contagion and an unnecessary 

destruction of value, and guard against losses for taxpayers.  We have already set 

out our views on the potential for insurance to affect financial stability.  It is not 

possible to answer this question more fully without a proper understanding of what is 

meant by the supposed need to preserve “critical functions” of an insurer.  The 

Financial Stability Board have set out a range of activities that could be designated 

as “critical functions” (payments, custody, particular lending and deposit activities in 

the commercial or retail sector, clearing and settling, parts of wholesale markets, 

market making in certain securities and highly concentrated specialty lending 

sectors).  None are part of core insurance business. 

The only reference in the Commission‟s consultation to a “critical function” of 

insurers is the provision of “continuity of cover” for policyholders.  On first principle, it 

is hard to see how “continuity” of cover is in itself a „service‟ or „function‟ of an 

insurer.  Neither is it obvious how a break in cover could affect the financial system 

as a whole.  There is no direct route for a break in cover to translate into a loss 

elsewhere in the system – and past insurance failures have not had any discernible 

impact on overall confidence in the financial system (for example Equitable Life in 

the UK, or HIH in Australia).  As discussed earlier, there may be concerns about the 

protection of individual policyholders, but that is a separate issue, requiring further 

consideration, not necessarily best addressed through resolution tools.  

In any case continuity of cover is best protected by following the ladder of 

supervisory intervention and ensuring effective recovery measures are taken at the 
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appropriate point.  In the case of ultimate failure of the insurer, this “critical function” 

is again best served by the existence of a competitive market in which replacement 

cover can be sourced (and in which a suitable candidates can be found to accept a 

portfolio transfer) – and by using the run-off mechanism to wind-up any remaining 

lines rather than using “resolution” tools that would immediately terminate contracts. 

In relation to the powers listed, we note that the outcomes sought are in most cases 

already available to insurance supervisors and/or administrators – either through 

authorisation powers, existing insolvency procedures, portfolio transfer, run-off and 

schemes of arrangement.  We consider the exceptions below: 

Establishment of bridge institution  

Bridge institutions are needed where there is a need to take more or less immediate 

action, often over a weekend – however this scenario is not relevant to insurance 

business.  The ultimate objective – of moving a portion of the business to another 

company that has the capacity to carry it on – is achieved through the portfolio 

transfer tool.  Adding a step to the process that is unnecessary in the context of the 

insurance business model, while not actively problematic, would simply introduce 

extra cost and complexity for no discernible benefit. 

Separation of non-performing assets 

This tool also fails to recognise the nature of insurance business, in which assets 

are matched to liabilities.  Transfer of assets held in respect of insurance liabilities, 

whatever the performance of those assets, would not serve any purpose in the 

resolution of an insurer.  In fact, by removing the potential for the insurer to benefit in 

the future from the recovery of those assets, which could then be used to fulfil 

longer-term liabilities, this would simply increase the potential policyholder detriment 

compared to placing the business in run-off and further impair the insurer‟s own 

solvency position. 

Moratorium on payment flows; Temporary stay on the exercise of early 

termination rights 

These tools may be useful in a limited range of circumstances for certain insurers to 

ensure maximum protection for policyholders and/or to ensure fairness for all 

policyholders in the winding-up of the business – for instance the UK Financial 

Services Compensation Scheme will pay 90% of policyholders‟ pension annuities 

and other income in the case of the insolvency of an insurer.  In such circumstances 

a moratorium on payments could be used to ensure fairness to all policyholders 

while systems are changed to enable payments at 90%  (as otherwise payments 

would have to continue in full until the systems were changed, and thus how long a 

policyholder continued to receive benefits at 100% would be dependent on how 

difficult it was to make systems changes).  Likewise, where the exercise of early 

termination rights in an insolvency could lead to policyholders not receiving the 

preference over creditors that they would otherwise be due, a temporary stay could 

be a useful tool.  
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9. Should they be further adapted or specified to the specificities of insurance 

resolution?  

As outlined above, the powers set out are largely already available for resolution of 

insurers either directly or in a form already adapted for insurance.  The majority of 

those measures that are not already available either have no clear application in 

relation to insurance business, or else if adapted to insurance would have the same 

effect as tools already available. 

10. Would the tools mentioned above be appropriate for the resolution of systemic 

insurers? What other tools should be considered and why?  

Not all “non-traditional” or “non-insurance” activities present systemic risk concerns.  

Those that may are already restricted for European insurers to the extent that it they 

do not have the capacity to generate systemic risk in an insurance business.  For 

instance the limitations on lending of securities in insurance portfolios prevent the 

creation of cascades of repos and leveraging through securities lending collateral – 

and similarly the prohibitions on the use of derivatives for speculative purposes in 

insurance business.   

As already outlined, asset separation is not relevant to insurance business and 

could only sensibly be applied to non-insurance regulated business carried out in a 

subsidiary of an insurer.   Since such activity is most likely to be already subject to 

banking regulation, these tools should already be available to deal with this part of 

the business and there is no need for additional tools for the insurance regulator. 

Bail-in is not a helpful tool in the context of insurance failure, since insurers are 

primarily reliant on premium income for their funding rather than debt.  The 

usefulness of bail-in as a resolution tool is predicated on the banking business 

model.  As noted by Paul Tucker in a recent speech to “The distinguishing 

characteristic of bail-in, as a resolution tool, is that it applies losses upfront based 

upon a valuation rather than at the end of a liquidation of assets.  As such, it 

prospectively avoids an unnecessary destruction of value”.2    

In the context of insurance business, imposing upfront losses based on an 

immediate valuation can cause rather than prevent unnecessary destruction of 

value, as insurance liabilities are not callable on demand and the present value of 

assets therefore does not represent the best value that can be realised in relation to 

the discharge of those liabilities. 

11. Do you think that, within the EU, resolution colleges should be set up and 

involved in resolution issues of cross border insurance groups?  

Of course, cross-border resolution, like cross-border supervision, requires close co-

operation between the authorities concerned. The first consideration in this case 

should be whether a “resolution college” would have any function that could not be 

                                                 
2
 The role of deposit insurance in building a safer financial system, Paul Tucker, 25 October 2012 
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fulfilled by existing supervisory college.   If not, then there is no need to create an 

additional body.   

In the event that additional expertise or representation is required for a resolution 

college that is not present in the supervisory college, there should be a presumption 

that the supervisory college should form the base of the resolution college, to avoid 

the establishment of multiple colleges with the potential for duplication of resources 

required both within the supervisory authorities and the insurer, and also lack of 

clarity over what the responsible body is in a given situation.   

Looking forward, it is apparent that the role of the supervisory college under 

Solvency II, and powers that supervisors have would make a specific resolution 

college unnecessary as the role would be effectively covered by the existing college  

12. How could the decision-making process be organized to make sure that swift 

decisions can be taken? Should this be aligned with the procedures already set out 

in Title III of Directive 2009/138/EC?  

Decisions taken in the event of any insurer distress, or ultimate winding-up, should 

certainly be consistent with the procedures set out in Solvency II.  The priority for the 

decision-making process should be to make good decisions, rather than quick ones 

– particularly given the long-term nature of insurance business and the extended 

time-frame in which the orderly wind-up of an insurer will occur.     

As noted earlier, when dealing with insurer distress there is considerable potential 

for a quest for “immediacy” of action to lead to poorer outcomes both for 

policyholders and for the financial system as a whole when compared with 

measures that work with and take into account the long-term nature of insurance 

business. 

13. Alternatively, do you think that responsibility for resolving systemic insurers 

should be centralised at EU-level?  

We do not see any reason that any authority or body would be better placed to 

resolve an insurer, whether systemic or not, than the group supervisor – who would, 

by definition, be intimately familiar with the structure, situation and activities of the 

institution in question.  Therefore we do not believe that this responsibility should be 

centralised at EU-level. If the EU moves to a single supervisor for insurance in 

parallel to banking union, then this issue will need to be re-visited. 

14. Do you think that a recognition regime should be defined to enable mutual 

enforceability of resolution measures?  

It is unclear what is meant by this question as no description is given of the scope of 

such a regime or what it might do.  It is therefore not possible to give an answer. 

15. Do you think that to this end bilateral cooperation agreements could also be 

signed with third countries?  
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Bilateral co-operation agreements with third countries could be beneficial in aiding 

cross-border resolution if properly constructed and applied, however they could also 

cause significant problems or introduce distortive incentives if poorly designed.  It is 

therefore not possible to answer this question without further detail on the nature 

and scope of any such agreement.  We note that for those jurisdictions which 

receive “equivalence” status with respect to Solvency II, co-operation on mutual 

enforceability of resolution measures will already be assured. 

We note an ongoing debate about the relative merits of the “Single Point of Entry” 

and “Multiple Point of Entry” approaches. Both have their disadvantages, and 

pressed to a logical conclusion they could further the current drift towards regulatory 

fragmentation. We believe that a mix of both approaches will be necessary, tailored 

to each cross-border institution.  

 


