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	Summary of ESRB proposals
	Secretariat/member comments

	Section 1 - Solvency tools addressing cyclical risks via symmetric adjustments

	Symmetric VA
· Introduce “symmetry” to the VA. This would be achieved by measuring the calculating the credit spreads relative to a historical average. 
· Change the risk correction to be a 30/50% of the prevailing or historical average spread (ie consistent with EIOPA proposal).
· The symmetric VA is applied to the asset cashflows rather than the liability cashflows to avoid undershooting/overshooting. Alternatively, it supports a duration ratio approach.
· The impact of the VA is recorded as separate VA Own Funds item on the balance sheet to increase transparency. 
· ESRB suggest there should be further discussion on whether the VA Own Funds item should be Tier 2 or 3 (as opposed to the current impact which is Tier 1).
· Suggest that undertaking-specific credit spreads could be used to further mitigate the under/overshooting impacts.
· ESRB test their proposals using different parameters but suggest that EIOPA provides the calibration. 

	
· ESRB proposals would severely limit the VA-benefit both in terms of the level of the VA and the protection it provides against elevated spread environments. This is clearly demonstrated in its own analysis (see charts 4 and 5).
· The support for EIOPA’s proposals on the risk correction is unhelpful and need to be challenged. It also appears to be inconsistent with its proposal to introduce the symmetric element based on long-term averages. 
· Its view of the VA appears to be restricted to its use as an anticyclical tool. It is, therefore, unclear why the ESRB supports changes to the VA which would increase procyclicality. 
· ESRB appears not to agree with industry view that the VA should be a reflection of insurer’s funding costs ie. the VA should only compensate for any difference in spreads relative to the historical average and should not reflect the risk premiums insurers can earn from fixed income assets.



	Symmetric adjustment for equity risk
· Remove +/-10% cap on the symmetric equity adjustment.

The ESRB also notes that it does not support the 22% stress factor for duration-based equities, strategic equity investments and long-term equities. 

	
· This would potentially be helpful in a crisis, but it may also increase capital requirements in rising markets.


	Symmetric adjustment for spread risk
· As an alternative to the symmetric VA, ESRB propose a symmetric adjustment to the spread risk submodule which takes into account the level of the spread relative to a historical average.  
· If this was adopted, ESRB support removal of corporate assets from the VA.

	
· This proposal potentially makes more sense that the symmetric VA. However, it should still be treated with caution. 
· The idea that corporate bonds should be removed from the VA if there is a symmetric adjustment to spread risk seems counterintuitive. 
· The existing SII standard formula stresses already have an implicit anticyclical element. This is because the stresses are set as a fixed % of the value of the bond and the bond values are higher when spreads are compressed (all else being equal).  


	Symmetric adjustment for interest rate risk
· No symmetric adjustment for interest rate risk is proposed. 
· The ESRB concludes that there is an absence of compelling argumentation for procyclical behaviour and deficiencies with the existing calibrations. 
	
· Including a symmetric adjustment to interest rate risk stress factor could be another option to mitigate the impact of EIOPA’s proposals on interest rate risk. However, it would likely be accompanied by a more general acceptance of symmetric adjustments (such as spread risk/VA). 


	Internal models
· IM users should also have to model symmetric adjustments, either using the standard formula design (if it is consistent with the IM approach) or tailored to the IM. 
· ESRB accept that the use of symmetric adjustments would alter the confidence interval but argue that, on average, the 99,5% confidence interval would be maintained. 
· Reject the use of DVA as it “double counts” the impact of the countercyclical tool.
	
· The narrative on the DVA is concerning and again shows the ESRB’s narrow interpretation of the VA. 
· Its argumentation that the VA should not affect both the Own Funds and the SCR demonstrates a strange interpretation of the purpose and calculation of the SCR. 

	Section 2 - Liquidity tools addressing risks arising on the assets and liabilities side


	Proposals to address liquidity risk stemming from (re)insurers’ use of derivatives
· Require liquidity stress testing as part of their ORSA.
· Give NSAs the power to require a liquidity buffer where they deem that there is a risk of a liquidity shortfall.
	

· It is positive that the ESRB does not propose any Pillar I liquidity requirements. It also recognises that there is already a number of Pillar II requirements which address liquidity risk. 
· The proposal to grant NSAs the power to demand liquidity buffer goes against the Freedom of Investment principle. However, along with some increased Pillar II and Pillar III requirements, it may be the least onerous was to address supervisory concerns about liquidity. 


	Impact of mass lapse events on insurers’ liquidity management
· ESRB do not make any firm policy proposals in this area but do make a a number of suggestions. These include:
· Supplementing QRT data with information on surrender options (the data requested by NBB is referenced as an example).
· Two liquidity indicators are outlined, based on the stock of high-quality liquid assets (HQLA) relative to 1) the surrender values of contracts at risk and 2) expected net cash outflows.
	
· Insurance Europe has previously rejected the use of liquidity risk ratios which were proposed by EIOPA (here).


	Section 3 - Macroprudential tools targeting the direct and indirect provision of credit


	· ESRB propose a few tools which would be applied with NSA discretion. 
· Introduce a floor to the capital requirements (LGD) for mortgage loans which are in scope of the counterparty default risk submodule.
· Introduce a sectoral systemic risk buffer to the market risk module. This would introduce capital requirements for investments in sectors which were assessed to be systemically risky.
· Extend the use of borrower-based tools to insurers who also originate loans.
· Increase NSA powers to require disclosure of request information on 
	
· ESRB proposals in this area focus on perceived discrepancies with banking regulation. 
· Regarding the sectoral systemic risk buffer, Insurance Europe strongly opposes awarding supervisory powers to apply new capital surcharges for systemic risk.







