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Insurance industry views on a generalised EU ban on dividends
Dear Sir/Madam
In response to the COVID-19 pandemic, the European Commission and governments across Europe are taking action to protect citizens and support the economy. In these difficult times, insurers have also taken significant measures and initiatives 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 should retroactive coverage of uninsured claims be imposed on the industry. 

[bookmark: _Hlk37235356]While all efforts to coordinate member states’ responses are highly appreciated, EIOPA’s 2 April statement calling for the suspension of dividend distribution to shareholders, regardless of the solvency and liquidity positions of individual companies, raises significant concerns. We believe this statement is introducing a great deal of confusion among market players. In our view, following the Solvency II rules means national authorities acknowledging financial strength on a company-by-company basis and therefore performing individual assessments of their dividend payment capacity. This would also lead to a coherent and consistent European approach through convergent supervision practices.  It is important to note that not all national supervisors see a need for industry-wide postponement of dividends and a number of them will rightfully take into account the individual situation of insurers, especially their current or foreseen risk-bearing capacity, to form their opinion. 

In addition, the latest EIOPA statement calls for the following remarks:

· Companies set their dividend policy and make dividend decisions very carefully, taking into account their solvency levels, business plan, risk profile and risk appetite, as well as any significant events that could have a material impact (such as COVID-19). They also take into account their shareholders, who often include pension funds which expect and need dividends to meet their own commitments to pay pensions.

· The EIOPA statement disregards the Solvency II Regulation, which provides for an automatic suspension of dividends only where the SCR is breached or when the distributions would lead to non-compliance. EIOPA is this conveying distrust toward Solvency II by setting a new minimum solvency ratio far above 100% of the risk-based, market-responsive and forward-looking Solvency Capital Requirement (SCR). The industry entered the COVID-19 upheaval with an average SCR ratio of 227%, according to the latest public figure (Q3 2019). 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. 

· In its last statement, EIOPA rightfully highlighted the need to take care of customers, and yet a (temporary) waiver of dividend payments may increase uncertainty at times of market stress and can trigger adverse consequences, especially for customers. In this context, the soundness of the insurance sector, especially in times of crisis, is an important signal of stability for the public. The capacity for dividend distributions is the clearest signal from companies to shareholders and the public that they are safe and can be a positive signal of stability in otherwise uncertain times.
· While EU institutions are expected to make sure that no nationalistic measure is taken, EIOPA’s statement on intragroup dividends can prove detrimental to the swift and economic allocation of liquidity and capital buffers where they are most needed. This also goes against the progress made over recent years in coordinating the actions of EU supervisors through colleges. There should be enough confidence among supervisors to avoid behaviours such as the ones observed during the 2008 crisis.  Any measure preventing financial flows within a group, or even simply making them difficult, can create solvency or liquidity issues. More globally, EIOPA’s statement on intragroup dividends is unravelling the benefits and credibility of the Capital Markets Union, whose aim is to allow the free flow of cashflows within the single market. 

· EIOPA’s statement also has pro-cyclical market implications as it encourages investors to withdraw capital from the European insurance sector. It should be remembered that Article 28 of the Solvency II Directive provides that “In times of exceptional movements in the financial markets, supervisory authorities shall take into account the potential pro-cyclical effects of their actions.”
· The EIOPA statement largely copies, and indeed goes beyond, the ECB recommendations for the euro-area banking sector, 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 boost banks’ capacity to absorb losses and support lending to households, small businesses and corporates during the coronavirus pandemic.  No such capital relief has been offered to insurers, nor has it been requested by the industry.

We would welcome the opportunity to discuss this topic with you. 

Best regards,
	



