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I. General messages:
With more than €10tn of assets under management, it is widely recognised that the insurance industry plays a key role in supporting the Juncker Commission priority to boost growth and investment across the EU.  
It is equally widely recognised that prudential rules, defined in the Solvency II framework, have a significant impact on insurers’ products and investment decisions. 
The Commission already took a number of welcome steps as part of the Capital Markets Union (CMU), aimed at tackling investment barriers. Improvements made should not be completely overshadowed and negated by upcoming decisions for the 2018 Solvency II review. In fact, the positive momentum from the CMU actions should be preserved and the Solvency II review should aim to further support long-term investments by insurers, and not harm them.
Solvency II is probably the most sophisticated regime in the world. Its focus on sound risk measurement is strongly supported, but it does not currently measure long-term business and long-term investment risk correctly. As a result, even well designed long-term products can be too expensive or even unviable. 
Insurers’ need and ability to invest long-term is driven by the long-term liabilities that arise from long-term-products. Over-estimation of capital for long-term business impacts customers and the wider economy.
The Solvency II 2018 review should be about improving the framework on the basis of evidence, and not about making it more conservative on the basis of "more capital is always better".  
It should also be recognised that the Solvency II package was a political agreement, and changes now should not change the balance of this agreement.
The Solvency II review offers opportunities for European policymakers to:
improve the framework
enhance insurers’ role in the society, and their ability to support Europe’s growth objectives
support the competitiveness of the European industry in a global context
Unfortunately, some of the recent proposals of EIOPA and national supervisors could have the opposite effect of:
Making Solvency II even more conservative 
Putting unnecessary high burden on the industry, and ultimately negatively impacting the costs and provision of products to customers and reducing the industry’s capacity for long-term and stable investment 
Weaken the competitiveness of European (re)insurers in a global context
European policymakers need to carefully consider whether EIOPA’s proposals are justified from a prudential point of view and also balance them against potential customer impact and Europe’s long-term investment and growth objectives. 
Unfortunately, EIOPA’s impact assessment is based on questionable assumptions and simplifications, is inconsistent across the different areas of advice and does not examine the potential impact on cost and availability of products, nor on long-term investment. It is therefore imperative that before the EC finalises its views, it undertakes a comprehensive impact assessment, looking at the cumulative impact of proposed changes. 
The following actions in the Solvency II 2018 review have sound prudential justification and would support the objectives of growth of the Juncker Commission:
Review the risk margin, in particular the cost of capital, on the basis of evidence, to free up capital that could then be directed towards more long-term investment.
Review the capital requirements for long-term investment in equity, to better recognise long-term risks and reduce unnecessary barriers to equity investment.
The following proposals by EIOPA, on which the Commission – for good reasons - did not ask for advice, are conflicting with the Juncker Commission growth objectives:
Changes in the interest rate risk calibrations, which would increase barriers for long-term business.
Imposing arbitrary limits on LAC DT, not reflective of local market specificities, conditions and risks, which would put further unnecessary capital pressures on insurers.


II. Targeted messages on key areas of concern in the review:

With respect to EIOPA’s final advice on the Solvency II review, the industry believes that:

Interest rate risk:
Issues related to interest rate risk calibrations should be covered as part of the 2020 review, when wider issues related to discounting and interest rates will be addressed. 
Any changes to interest rate risk now would have a negative impact on insurers’ long-term products and long-term investment, as well as their ability to invest in non-fixed income assets, such as equity. EIOPA’s impact assessment on this area is based on simplifications and proxies, and underestimates the actual negative impact of the proposals.
For good reasons, the EC didn’t ask for advice on this area, and the industry supported the EC decision.
Solvency II already takes a conservative approach to interest rates and the existing valuation approach, capital requirements, stress testing and reporting obligations are powerful tools to ensure that companies and supervisors can deal with the low interest rate environment. There is, therefore, no prudential urgency to make changes to the interest rate risk calibrations now.
EIOPA's proposal to assume capital requirements for interest rates going and staying permanently negative at eg down to -2% does not make economic sense. This is the equivalent of assuming that if interest rates dropped to these levels all insurance companies would sell all their assets and re-invest at these low levels. In practice companies would not invest in such negative rates.  

Risk margin:
The excessive risk margin, which wipes over €200bn of potentially productive capital off insurers’ balance sheet, causes problems now, especially for long-term products.
Therefore, improvements should not wait until 2020. The cost of capital in the risk margin should be reviewed now, and the design of the risk margin should be a priority area of the 2020 review.
A decrease in the 6% cost of capital would release capital, in particular for long-term products. This capital could then be used to support more long-term investment. 
The risk margin is a theoretical concept developed for Solvency II, and is not needed to cover any policyholder commitments. For some long-term products it can be even greater than the solvency capital requirements. The industry has highlighted that such levels do not make economic sense, but EIOPA did not investigate this issue. Such an analysis should be a key element of the discussion. 
The industry provided extensive evidence that shows that the cost of capital, which is a key element in the calculation, could be significantly lower than 6%, and such evidence should not be ignored.   

LAC DT:
The EC should reject the artificial and conservative limits that were proposed by EIOPA under the pretext of convergence. There are legitimate reasons, strongly linked to local market specificities, for keeping the current principle-based approach. 
For good reasons, the EC did not ask EIOPA to provide advice on adding to the rules on LAC DT – and the industry supported the EC decision. 
Increased convergence should not mean that the most prudent and restrictive approach applied by one supervisor is extrapolated to all markets.
Solvency II already provides a very high level of harmonisation in Europe, and increasing convergence in practice is expected over time, as companies and supervisors gather more experience with the framework.
Convergence does not mean applying arbitrary limitations irrespective of local market specificities, conditions and risks. Such an approach defeats the risk-based nature of the framework and risks making the framework significantly more conservative than it already is.
There is no single right answer to potential prudential concerns on LAC DT. In fact, a number of considerations impact the decisions on LAC DT, including the nature of the business, the profile of undertakings, the tax regimes, pull-to par assumptions etc. Therefore, any supervisory concerns should be addressed via appropriate supervisory dialogue, with appropriate knowledge of and account for undertaking's specific business models. The Solvency II framework should allow and encourage supervisory judgement and dialogue, and not artificially limit it.

Long-term investment:
Assessing the impact of the Solvency II review on insurers’ ability to provide long-term products and invest in long-term assets should be a key priority of European policymakers.
Unfortunately, the EIOPA advice appears to have generally ignored both: 
1) the ongoing industry concerns around the overall impact of Solvency II on long-term investment and 
2) the European imperative for insurers to increase their role in supporting long-term growth. 
While the 2020 review needs to examine holistically improvements that allow Solvency II to reflect properly the long-term nature of the business. 
However, there are concrete steps that the EC should take now as part of this 2018 review to support European growth and investment ambitions:
1. Recognise the impact that changes in interest rate risk and the currently high risk margin have on companies’ long-term products and ability to invest long-term. This gives additional reasons for the EC to:
· Make no changes on interest rate risk
· Reduce the cost of capital of the risk margin
2. Investigate ways to reduce the current excessive capital charges for long-term investment strategies in equities, beyond the very limited scope of unlisted equity. 
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