


Draft dividend statement
In response to the COVID-19 pandemic, the European Commission and governments across Europe are taking action to protect citizens and support the economy. Insurers are also doing their utmost in these difficult times to continue to serve their customers and to support businesses and the economy.  

The European insurance industry therefore appreciated EIOPA’s 17 March and 1 April statements underlining the strong solvency position of the industry and acknowledging the various steps insurers have been taking to show flexibility to their customers. We also welcomed EIOPA’s highlighting of the threat that would be posed to the industry and policyholders were retroactive coverage of uninsured claims to be imposed on the industry. 

We are, however, disappointed by EIOPA’s 2 April recommendation that insurers temporarily suspend dividend distribution. 

Indeed, it is interesting to note that not all national supervisors see a need for EIOPA’s recommended industry-wide postponement of dividends and that a number of them will instead take into account the individual situation of insurers, especially their risk-bearing capacity. This, of course, leads to differing national — rather than a consistent European — approach.

The reasons for our disappointment with EIOPA’s recommendation are multiple:

· The EIOPA statement largely copies a statement by banking supervisors, despite the situation of the two sectors not being comparable. The dividend restrictions placed on banks ensure that the capital relief and support given to the banking sector is exclusively used to support banking customers and the economy, rather than to pay dividends. 

No such support has been given to insurers.

· EIOPA is overlooking Solvency II’s key foundations. These differ significantly from the banking prudential framework. 

Solvency II is an extremely comprehensive, risk-based and forward-looking framework designed with two solvency levels:  

· The solvency capital requirement (SCR), which is set at a high level and is to be targeted at all times. Any SCR ratio above 100% indicates a very strong and well-capitalised company. 
· The real minimum capital requirement (MCR), which is between about 22% and 45% of the SCR. 

Over time, however, the MCR has largely been forgotten and the SCR has become almost the only focus of attention.

Yet it should not be considered abnormal that a significant unforeseen event, such as a global pandemic, results in a fall in available capital or even a breach of the SCR. 

The latest solvency figures[footnoteRef:2] show the industry to have an average SCR ratio of 227%, which is well above the 100% required. In addition, EIOPA noted on 17 March that its most recent stress tests have shown the sector to be well capitalised and able to withstand severe shocks.   [2:  Q3 2019] 


Volatility in insurers’ solvency positions is to be expected, given the magnitude of market movements over recent weeks. Some of it, however, is either caused or magnified by problems with two of the framework’s measures — the risk margin and the volatility adjustment. Both are being discussed as part of the current Solvency II review. If the COVID-19 crisis continues to intensify and market turbulence increases, ways to accelerate the improvements needed to Solvency II should be considered.

· EIOPA is not making full use of the elements of Solvency II.  

Solvency II ensures an extensive flow of information from insurers to supervisors: wide-ranging annual and quarterly reporting; multi-year projections to ensure that the company’s business plan — including dividends —allow it to maintain its SCR above 100%. In addition, during extreme events such as COVID-19, supervisors request estimates of key data including the solvency position on a more regular basis. 

National supervisors and EIOPA have access to all this data and it should be used. 





