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1. Introduction

In light of the structural changes in the financial system and the heightened risks
to financial stability due to the new geopolitical landscape, measures to further
strengthen the macroprudential framework for the so-called non-bank financial in-
termediation (NBFI) sector in the EU are currently under consideration. GDV pre-
sented its views on NBFI supervision and the insurance industry in its position pa-
per of September 2024 (see annex) and its comments of November 2024 on the
European Commission’s NBFI consultation paper, in particular highlighting the
specific business model of insurers and the comprehensive supervisory framework
already in place for the insurance industry.

With the Solvency Il reform currently under implementation macroprudential su-
pervision of insurers has already been substantially strengthened. At the same
time, as part of the European Commission’s agenda to strengthen European com-
petitiveness and reduce unnecessary regulatory complexity initiatives are under-
way to reduce administrative burdens by 25 % for all business and by 35 % for
SMEs (e.g. reduced sustainability reporting requirements).

With a view to the ongoing discussion GDV would like to provide some additional
comments with respect to cross-sectoral stress tests, leverage in the insurance
industry and enhanced data availability.

2. Cross-sectoral stress tests

Regarding the strengthening of macroprudential monitoring, cross-sectoral stress
tests focusing on interlinkages between financial sectors / markets and the second-
round effects of potential shocks are a major tool since they allow additional in-
sights. Cross-sectoral stress tests can be a useful complement to sectoral stress
tests in macroprudential monitoring and are already used by supervisors, for ex-
ample by the ECB. The Fit-for-55 system-wide climate stress test from last year is
another example. This exercise also examined second-round effects in detail. Cur-
rently, a bottom-up EU-wide system-wide stress test similar to the Bank of Eng-
land’s “System-wide exploratory scenario exercise” is under consideration.

With respect to the use and design of cross-sectoral stress tests — as with stress
testing in general — balancing the costs and the benefits of the exercise is crucial.
Any new supervisory measure has to be appropriate and in line with the European
Commission’s objective to reduce administrative burdens.

Regarding the insurance industry, Solvency Il already sets a gold standard as a
supervisory framework. With its holistic market value and risk-based balance sheet
approach Solvency Il already provides a very transparent view on the financial and
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risk situation of insurance undertakings. In particular, it is based on a stress test
approach itself. With the included extensive regular quantitative and qualitative re-
porting requirements a high degree of transparency for supervisors is given. In
addition, EIOPA conducts stress tests among European (re)insurers on a regular
basis, most recently in 2024. Thus, an extensive amount of data is already availa-
ble for supervisors which can be (and have already been) used for top-down sys-
tem-wide or cross-sectoral stress testing. This information should also be shared
between supervisory authorities (see also section 4). Considering the substantial
amount of data already available on insurers, we do not see the necessity for ad-
ditional data collection from insurers in the event of an EU-wide system-wide stress
test.

However, if a bottom-up module for the insurance sector were to be considered
necessary, it is crucial that insurance supervisors would perform the data collection
among insurers themselves. They have the experience and expertise regarding
the specificities of the insurance industry.

In any case, regarding the administrative effort involved system-wide stress testing
with bottom-up elements should only be conducted at intervals of several years, at
most every three years.

In view of the specific business model of the insurance sector, in any EU stress
testing exercise it is crucial that EIOPA’s expertise on the specifics of the insurance
industry is included.

3. Leverage of the insurance industry

The insurance business is characterised by its long-term orientation, stable financ-
ing of liabilities and advance financing of insurance benefits through insurance pre-
miums. Therefore, insurers have little leverage. While the insurance sector is highly
interconnected with other financial sectors, it predominantly serves as a stabilizing
factor in the financial system. With respect to the potential contribution to systemic
risks, in our view, for the German insurance industry leverage is not of significance.

In general, there is little financial leverage in insurance business models. In par-
ticular, the business model does not foresee raising debt. In contrast to the banking
sector, defining a leverage ratio for the insurance industry is difficult and potentially
misleading as its interpretation very much depends on the specific insurance un-
dertaking and its business model, e.g. regarding insurance lines. EIOPA clearly
points out the problems and limitations of possible definitions of leverage ratios for
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insurers.! One of the ratios EIOPA considers — own funds to total assets — is typi-
cally used in the banking sector. However, in the insurance sector, such a ratio
would not capture the strong interrelation between assets and liabilities. For exam-
ple, for life insurance undertakings, market risk shocks typically affect both the as-
set and liability sides. Two insurers with the same ratio could exhibit very different
loss-absorbing capacities against asset-side shocks, leading to very different man-
agement reactions in case of external shocks.

Another possible leverage ratio considered by EIOPA is the ratio of non-insurance
liabilities to own funds. The design of this ratio aims to detect higher debt levels,
which could mean higher risk. However, debts are not very relevant for the insur-
ance industry.

So, even when used solely as a monitoring tool, interpreting leverage ratios for
insurers is very difficult and potentially misleading. In practice, insurers would have
to take the ratio into account in their reporting and regulatory interactions, poten-
tially influencing company steering. Therefore, these “monitoring tools” are not suit-
able for the insurance industry and could be counterproductive.

Synthetic leverage is also limited for the German insurance industry. The most
important source of synthetic leverage in the insurance industry is derivative use.
However, German insurers have relatively limited derivative usage. In addition, any
use of derivative is already highly regulated. With the Solvency Il Review and the
newly introduced liquidity risk management plans (LRMPs) additional liquidity anal-
yses, risk management measures and information on synthetic leverage will be-
come available for European insurers. It should also be noted that at an aggregate
level, German (re)insurers hold large quantities of highly liquid assets which are
available in case of margin calls.

Furthermore, investments in leveraged funds, which could be a further source of
synthetic leverage, are not common in the German insurance industry. Regardless
of that, under the AIFMD fund managers in relation to their leveraged funds must
submit detailed reports to their supervisory authority on a quarterly, semi-annual,
or annual basis, depending on the leverage and assets under management, in-
cluding any assets acquired through the use of leverage. The data on the leverage
used by funds should therefore be available to the supervisory authorities. In turn,
insurers report on the funds in which they have invested via fund reporting. The
data could therefore be consolidated and more in-depth insights gained without the
need for insurers to report this data (which they would in any case only have to
obtain from the fund managers) to the supervisory authorities.

1 Cf. EIOPA’s response to EU COM Consultation Paper on “Assessing the adequacy of
macroprudential policies for Non-Bank Financial Intermediation (NBFI)” of Nov. 2024, p.
10ff., and the in-depth analysis in EIOPA’s report Other potential macroprudential tools and
measures to enhance the current framework, 2018, p. 9 ff.
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4. Data gaps and data sharing

Regarding the insurance industry, Solvency Il already includes extensive regular
guantitative and qualitative reporting requirements. At the same time, other market
participants are also subject to detailed reporting requirements. For example, fund
managers in relation to their leveraged funds must submit detailed reports to their
supervisory authority on a quarterly, semi-annual, or annual basis, depending on
the leverage and assets under management, including any assets acquired
through the use of leverage. Plus, insurers are dependent on data provided to them
by fund management companies. The data received for each fund must be vali-
dated and aggregated by the insurer. This means an enormous amount of data,
the generation of which is associated with high costs. At the same time, the data
reported by fund managers is already available to a supervisory authority. Thus,
the insurance industry very much supports cross-sectoral and cross-border data
sharing between supervisors. In particular, we welcome the agreement already
reached on improved data sharing between European supervisors and the reuse
of reported data.

Enhancements to data sharing arrangements can contribute to more effective
macroprudential monitoring without further increasing burdens on financial institu-
tions and supervisors, in line with the competitiveness agenda of the EU and with
EIOPA's efforts to reduce the reporting requirements for insurance companies with
regard to financial stability?. In particular, better data sharing between supervisors
regarding the asset structure of investment funds would enable an improved look
through with respect to the investments of insurers in investments funds.

Berlin, 13 June 2025

2 Cf. Note on EIOPA’s views for better requlation and supervision, April 2025, Para 2.15.
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Executive Summary

The German Insurance Association (GDV) acknowledges the increasing im-
portance of non-bank financial intermediation (NBFI) for the effectiveness and sta-
bility of the financial system. We agree that a comprehensive and effective macro-
prudential framework is warranted, encompassing all NBFI activities. However, re-
garding macroprudential reforms, a risk-oriented approach that fully recognizes the
heterogeneity of the NBFI sector and the already existing regulatory framework is
crucial.

The insurance sector plays a unique role in the economy and the financial system,
and its risk profile is distinct. Due to the essential functions the insurance sector
performs, it is already highly regulated and supervised, including macroprudential
oversight. With the Solvency Il review, further macroprudential tools and measures
were agreed on. Therefore, the insurance sector should always be treated sepa-
rately and not be included under the “NBFI sector” and its regulation. Instead, any
concerns regarding potential gaps in the regulatory framework should be ad-
dressed within the context of insurance supervision.

1. Introduction

In light of the structural changes in the financial system and the heightened risks
to financial stability, the so-called non-bank financial intermediation (NBFI) sector
has emerged as a major focus for macroprudential regulators and supervisors.
This focus has been reinforced by the recent financial crises, originating in this very
sector,! that highlighted the importance of systemic liquidity risk.

Globally, a major workstream of the Financial Stability Board (FSB) is currently
aimed at enhancing the resilience of non-bank financial Intermediation, e.g. with
respect to potential margin calls on derivative positions and leverage.? In the Eu-
ropean Union, the European Commission has extended its review of the European
macroprudential framework for the banking sector to encompass the NBFI sector,?

L In particular, recent financial crises that originated in the NBFI sector were the “dash-for-
cash” episode at the onset of the Covid-19 pandemic in March 2020, the collapse of the
family office Archegos in 2021, and the UK pension funds and gilt market crisis in the au-
tumn of 2022.

2 FSB Progress report “Enhancing the Resilience of Non-Bank Financial Intermediation”,
July 2024

3 Report from the Commission to the European Parliament and the Council on the macro-
prudential review for credit institutions, the systemic risks relating to Non-Bank Financial
Intermediaries (NBFIs) and their interconnectedness with credit institutions, under Article
513 of Requlation (EU) No 575/2013 of the European Parliament and of the Council of 26
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and launched a consultation on the adequacy of macroprudential policies for NBFI
in May 2024.4

In line with the growing importance of the NBFI sector, the increased focus on
NBFIs is understandable. However, in our view the current approach to a
macroprudential framework for NBFls raises fundamental definitional and
conceptual questions and should be modified.

The NBFI sector encompasses a wide range of highly diverse entities and activities
such as investment funds, venture capitalists, family offices, and the crypto eco-
system. These entities differ greatly in terms of business models, existing supervi-
sory framework, and their contribution to systemic risk. This heterogeneity should
be fully taken into account when discussing potential macroprudential reforms. In
the ongoing discussion about the macroprudential framework for NBFIs, the insur-
ance sector is often categorized as part of the NBFI sector. Concerns about un-
addressed systemic risk in NBFI and the perception that NBFIs are much less re-
gulated than banks are frequently generalized to the entire NBFI sector, including
insurers. However, this does not do justice to the insurance sector, its supervisory
framework, and its risk profile. We are concerned that this approach could result in
inappropriate new provisions for insurers, thereby impairing the effectiveness of
the insurance sector.

2. Insurance —a unique sector®

The insurance sector fulfils fundamental economic functions for the economy and
society. Insurers provide protection against a wide range of risks for almost every
private household and company, including natural hazards, third-party liability, or
occupational disability. In addition, life insurance serves as a pillar of old age pro-
vision. As institutional investors, insurers are a crucial long-term source of financ-
ing for the private and public sectors. The insurance sector is also a unique source
of expertise and support in risk management and mitigation for its customers and
society at large. Given its vital role in the economy and the financial system, the
insurance sector is already subject to stringent regulation and supervision. This
includes strict solvency capital requirements and extensive provisions for risk man-
agement and internal governance. Insurers are also required to comply with com-
prehensive disclosure requirements.

June 2013 on prudential requirements for credit institutions and amending Regulation (EU)
No 648/2012, January 2024

4 Targeted consultation assessing the adequacy of macroprudential policies for non-bank
financial intermediation (NBFI), May 2024

5 For a more detailed explanation, see the report “Insurance: a unigue sector. Why insur-
ance is different to banking and other financial sectors” published by the Global Federation
of Insurance Associations (GFIA) in January 2024.
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Due to its specific business model, the insurance sector is exposed to risks that
are different in nature, scale, and scope from those of both banks and other NBFI
sectors. The insurance business is characterised by its long-term orientation, sta-
ble financing of liabilities, advance financing of insurance benefits through insur-
ance premiums and the linkage of most insured events to external causes. Conse-
quently, systemic risks in insurers’ core business are low. Insurers have little lev-
erage. Their liquidity risks are moderate and considerably lower than in the banking
sector and some other NBFI segments.® While the insurance sector is highly inter-
connected with other financial sectors, it predominantly serves as a stabilizing fac-
tor in the financial system, enhancing resilience by providing insurance coverage,
e.g. for natural hazards, and by holding assets through market crises or buying
assets temporarily undervalued in stress episodes.

We recognize that the structural changes in the financial system affect (systemic)
risk in the insurance sector. For instance, liquidity risks have increased in im-
portance. However, these issues have already been addressed by insurance reg-
ulators and supervisors through bespoke measures designed for the insurance
sector.

3. Effective macroprudential framework for insurers

The insurance sector is not only subject to comprehensive microprudential super-
vision, but also benefits from a robust macroprudential framework. Globally, the
International Association of Insurance Supervisors (IAIS) established its Holistic
Framework for the assessment and mitigation of systemic risk in the insurance
sector in 2019. Implementation assessments by the IAIS have consistently shown
a high level of adherence in the countries examined. There is widespread agree-
ment that the Holistic Framework has proven highly effective as a macroprudential
framework for the insurance sector during recent crises.” In the EU, a comprehen-
sive monitoring framework for potential systemic risks in the insurance sector is in
place, including EIOPA’s insurance risk dashboard and financial stability reports,
as well as oversight by macroprudential supervisors such as the ESRB. Further-
more, the current supervisory regime, Solvency I, incorporates significant macro-
prudential elements, such as the volatility adjustment.

6 The particularities with regard to insurers’ liquidity risks are highlighted in a recent report
by the Geneva Association "Liquidity Risk in Insurance — A topical perspective”, July 2024.
7 Based on the positive experience of the initial years and the IAIS’s implementation as-
sessments, in 2022 the FSB endorsed the Holistic Framework as the macroprudential
framework for the global insurance sector and discontinued its earlier macroprudential re-
gime of annual identification of global systemically important insurers (G-SllIs) which had
been suspended since 2017 in light of the development of the Holistic Framework (see
FSB press release of 9 December 2022).
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The regulatory and supervisory framework for insurers is continuously evolving,
including macroprudential considerations. The heightened significance of liquidity
risks has already led to a substantial enhancement in the surveillance of insurers’
liquidity risks. For instance, in 2020 EIOPA established a quarterly monitoring ex-
ercise regarding the liquidity position and projections of insurers with a potentially
vulnerable liquidity profile. Since 2021, a liquidity component has also been in-
cluded in EIOPA’s insurance stress test.

Furthermore, as part of the Solvency Il review, a major reform of the macropruden-
tial framework for the European insurers was agreed upon in December 2023. The
amendments to the Solvency Il Directive integrate extensive macroprudential re-
quirements into insurers’ ORSA und investment strategies. They also introduce
new macroprudential tools und supervisory powers. Given the structural changes
that have heightened the importance of liquidity risk in the financial system, these
new tools and supervisory powers are specifically aimed at addressing liquidity
risk. All insurers, with the exemption of small and non-complex undertakings, will
be required to draw up and keep up to date a liquidity risk management plan
(LRMP) covering liquidity analysis projecting the incoming and outgoing cash flows
in relation to their assets and liabilities. Further, new supervisory powers to address
severe liquidity vulnerabilities are introduced, including temporary restrictions of
dividend distributions and temporary suspensions of redemption rights of life insur-
ance policyholders.

The new measures address both insurance specific risk, e.g. increased lapses in
life insurance, and cross cutting risks like potential liquidity needs to meet margin
calls on derivative positions.

4. Need for a tailored approach

The insurance sector has demonstrated its resilience during the shocks and crises
of the past years. The existing regulatory and supervisory regime has functioned
well. With the Solvency Il review, a further strengthening of the macroprudential
framework has already been agreed upon. Consequently, we see no evidence for
the necessity of further macroprudential reform for insurers.

In any case, it is crucial that the insurance sector is recognised and treated as a
distinct sector. It should not be subsumed under a general discussion on the reg-
ulation of the NBFI sector. To ensure an effective and efficient macroprudential
approach for the insurance sector, any macroprudential measure or tool must be
tailored to the characteristics of the insurance business and aligned with the exist-
ing insurance supervisory framework, including the IAIS’s Holistic Framework. Su-
pervisory instruments or measures developed for other segments of the financial
system should under no circumstances be simply transferred to the insurance
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sector. Regulation of the insurance sector that is based on broader concerns about
banks and other financial sectors should be avoided. This would lead to unjustified
operational and cost burdens and undermine the effectiveness of the insurance
sector in its critical role as a risk carrier and long-term-oriented investor.

Berlin, 6 September 2024
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