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EIOPA Stress Test exercise – individual company disclosure of results

For the 2021 exercise, EIOPA has reiterated its request for the voluntary disclosure of individual results by participants. EU-wide stress testing plays a valuable role in allowing potential industry-wide financial stability vulnerabilities to be assessed and understood and they are supported despite the very significant work they create for those insurers involved.
However, Insurance Europe continues to be against company level disclosure of results. This is not needed to meet the objectives. EIOPA’s stated rationales for publication are either unclear, weak or invalid and there is a real risk that publishing will lead to pressure for, otherwise strong and well capitalised companies, to increase capital or de-risk.

Firstly, the public disclosure of individual company results is not necessary to achieve EIOPA’s stated objectives to assess the vulnerability of the European insurance sector to specific adverse scenarios and to raise the awareness of the potential threats to financial stability posed by the insurance sector at the European level;

Secondly, EIOPA’s rationales for public disclosure of individual results are not justified:
Need for transparency: There is already very high level of transparency on the types and amounts of risks to which each insurer is exposed. Solvency II capital requirements are in fact based on stress tests and the results of these are public through the Solvency and Financial Condition Report (SFCR). 
The situation may be different for banks where EU-wide stress tests exercise may be the only public information based on a stress test and scenario methodology and making them public in the aftermath of the global financial crisis helped restore market confidence in the strength of each bank.
Ensuring a level playing field: It is not clear what EIOPA means but if it means disclosure of results, then this can be much more easily be achieved by no company disclosing. In fact, because not all insurers are included in the stress testing, no company level disclosure is the only way to achieve this type of level playing field.  EIOPA’s pressure on companies to disclose increases rather than decreases that particular issue.
Market discipline: It is not clear what EIOPA means by this but including it as a rationale only increases the key concern that company level reporting will lead to pressure for, otherwise strong and well capitalised, companies to hold even more capital or de-risk because the stress test will create a new implied required calibration for company level solvency capital. 
Protection of the public interest: This does not require company level stress test data. At micro prudential level Solvency II, for which there is already significant transparency at company level, is there to protect public interests. At macro prudential level, Solvency II also provides protection but so too do these stress tests and for this purpose European level publication provides the information the public needs. Supervisors’ key role is to protect public interest and they have access to much more detailed information and there are good reasons for it not all being public.
Enhance abilities of peers to compare their results with each other (“know your competitor”): We are not aware of any company who have asked for this information.

Thirdly, while EIOPA have made some welcome improvements to the stress test methodology, they have not alleviated the main concerns about individual level disclosure:
Risk of confusion: The scenario for the 2021 exercise is, according to the information from the ESRB, more extreme than the 1 in 200 level required for SII, potentially significantly so. The benefit of publicly disclosing the company level impacts of such extreme scenarios level is unclear and the can risk confusion by the public with the SII scenarios which insurers must be able to cover with their available own funds.
Difficulty for the public to interpret the results: While more consistent with the Solvency II methodology than in previous stress test exercises, there are still differences beyond the calibrations. 
Risks that it creates a new implied higher capital calibration than SII, creating pressure on, otherwise strong and well capitalised, companies to increase capital or de-risk. 

Background

Solvency II and its capital requirements are based on stress testing.

Solvency II is a comprehensive risk-based system. It foresees significantly conservative capital requirements, aimed at covering all the risks that insurers are exposed to. These capital requirements are based on stress scenarios applied to assets/liabilities and calibrated with extreme 1 in 200-year type events. 

Transparency is already a key element of the Solvency II framework.

[bookmark: _Hlk532376379]The Solvency II framework already requires a very high level of both supervisory and public disclosures. Information on the insurer’s balance sheet, the SCR for all the individual risks and the aggregate SCR is provided quarterly to local supervisors and EIOPA. It is also published to the general public by every company at least annually in their Solvency and Financial Condition Report (SFCR). 

The past 6 years of experience of Solvency II reporting have revealed that there is enormous data available to the public/supervisors on insurers’ financial positions. The available data reflects not only the Solvency II scenarios, but also additional stress scenarios run by companies in their own risk and solvency assessment (ORSA). In addition, EIOPA has collected large amounts of information on the low interest rate environment and other adverse scenarios from previous stress test exercises.

EIOPA’s reference to “plausible” scenarios is misleading. The extreme nature of the scenarios makes them unrealistic.

The ESRB has calculated that the market-only shocks of the 2021 scenario have a probability of occurrence of between 0.1% and 0.6%. In addition to the market shocks, as the ESRB note, EIOPA has included insurance specific stresses and these will further reduced the probability of occurrence of the scenario to extreme levels.
While these extreme scenarios may provide additional information for supervisors to help them monitor macroprudential or very specific risks, they will not provide any additional information to the public which would improve their understanding of the stability of the insurance company. 

On the contrary, publishing the impact of very specific, extreme scenarios is more likely to lead to confusion among external stakeholders and potentially undermine the Solvency II requirements which are already disclosed and which provide very high levels of policy holder protection.

EIOPA’s concerns about market discipline are misplaced and unjustified 

Insurance Europe is not aware of any universal issues relating to the calculation or reporting of the stress test calculation which require improved market discipline. In fact, participating insurance companies go to great lengths to ensure that they deliver high quality, reliable information, even when the scenarios are of limited value to them from a risk management perspective. 

The checking and validation of the stress test results is an extensive process which is overseen by NSAs and EIOPA. As part of the 2021 exercise, many companies have reported increased validation of their individual results. 

If there are any specific concerns about data or calculation quality, supervisory dialogue is the optimal approach to resolving these issues.

The need to focus on aggregate results and coverage of assets over liabilities 

Since Solvency II already provides information on individual companies, the focus for the EIOPA stress test exercise should be on aggregate results and financial stability. As EIOPA has made clear, the stress test for insurers is “not a pass-fail exercise - the outcome is not intended to impose capital requirements”.
The 2021 exercise will also provide some information about the SCR ratio post stress test. However, this is measuring the impact of a set of very extreme scenarios after very extreme overlapping stresses which is like a stress test squared and is not particularly meaningful.  

The focus therefore should be on how the insurance industry’s total assets compare to total liabilities before and after the extreme scenarios. Insurers’ core role is to take risk away from the customers and they hold significant excess assets to ensure they can withstand the risks. The level of excess of assets over liabilities of course reduces after a risk event occurs. This means insurers are protecting their customers from those risks and of course the more extreme the risk event, the bigger the reduction in insurers ratio of assets over liabilities. The fact that a stress causes an impact in the ratio of assets over liabilities is normal.





image4.png
w* jnsurance

\
N

W europe





