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LONG-TERM INVESTMENT AND SUSTAINABLE FINANCE

What measures are 
necessary to increase 
long-term institutional 
investment in the EU?

1. The main impacts in terms of financial stability, 
economic resilience, sustainable growth, the 
innovation and sustainability challenges of insurers’ 
long-term investment strategies
1.1. Long-term institutional investment in the EU
An industry representative noted that insurers have 
€10 trillion invested in the EU economy, making them 
the largest institutional investors in the region. These 
investments are approximately 75% in general-account 
assets and 25% in unit-linked assets. Insurance companies 
are long-term investors because of the nature of their 
liabilities and their asset-liability matching strategy. They 
are natural candidates for long-term investment in line 
with the objective of sustainable growth.

The EU economy shows underinvestment in 
infrastructure, which consumes 1.8% of gross domestic 
product (GDP) today, 20% below the pre-crisis level. The 
public sector is financially constrained, with investments 
by the public sector representing 2.7% of EU GDP, a 20-
year low. Equity funding is low compared to the US. EU 
stock-market capitalisation is 80% of GDP against 166% in 
the US. It is obvious that the insurance sector can provide 
some solutions to these challenges.

Another industry representative agreed and added 
that around one million people in Europe work full- time 
in the insurance industry. As is known but sometimes 
forgotten, it is a pure service industry, a people business. 
The insurance industry has a mission statement that it 
does not stand for itself alone but must serve European 
civil society, or the European idea, and competitiveness in 
the interest of global competition. Sometimes the sector 
’s potential contributions are not reflected enough in 
the political agenda of the EU, especially in terms of the 
Capital Markets Union Action Plan of the Commission.

An official reflected that Europe’s frame and 
environment is good, with stable growth over the last 
two years. Austria is always competitive with Germany 
regarding growth, which is at a rate of 3.2% versus 2.2% 
at the European level. The environment is good but a 
task for the future is to make it stable and sustainable. 
It is important to keep in mind making the base free for 
long-term investments at the European level, especially 
for companies such as life insurance and pension funds, as 
well as matching the duration of their liabilities and assets.
1.2. Potential issues facing the sector in the future
An industry representative stressed that Solvency II 
although it may not have many fans in the industry, has 
brought positive developments. However, he highlighted 
two issues posed by the framework. Firstly, it is proposed 
to have the level of the risk margin reduced to 3% coming 

from 6% currently, to set free around €110 billion from 
balance sheets which are not employed and are missing in 
the overall growth of the European economy. The second 
issue is equities. Capital requirements for listed and 
unlisted equities are high, at 39% and 49% respectively. 
It is proposed to reduce them to 22%. The clear message 
is not to develop a political agenda on the one hand and 
regulations on another. They must be tied together. 
Things developed will not work unless they are agile and 
connected. If they are split and separated, this does not 
serve European development in a global market.

An official noted that discussing sustainable finance 
at the European level makes also sense on the liabilities’ 
side. When investing over the long-term in sustainable 
finance, it is important to consider natural catastrophes 
which will create demand for insurance companies to solve 
problems in this form. Solvency II reviews are starting, 
with one on the level of standard regulatory capital and 
another expected in 2020. This discussion creates a 
chance to see how it might influence the situation in the 
insurance market.

2. The evolution of insurer portfolio investment 
strategies in the EU and globally
2.1. The corporate bond market
An industry representative advised that the evolution of 
insurance investments in the past 20 years shows three 
elements. First, thanks to the euro, the corporate-bond 
market has developed substantially, and roughly half of 
insurers’ bond investments are in corporate bonds, which 
is good for the EU economy. As interest rates have fallen 
since the financial crisis, insurers are looking for higher- 
yielding, less liquid and more diversified assets and, 
therefore have a stronger interest in infrastructure and 
private loans which brings economic benefits as well.
2.2. Equity
The second feature is on the equity side. While equities 
represented roughly 20% of general-account portfolios 
20 years ago, today they represent only 10%. That can be 
explained by three factors. The first is volatility in the 
European equity markets being higher than in the US or 
Australia. The drop between the high and low point, both 
between 2001 and 2003, and 2007 and 2009, was 60% in 
Europe over two years, which explains both investors’ 
prudence and the somewhat high calibration of equities in 
terms of capital in Solvency II. The second is accounting, 
as the introduction of International Financial Reporting 
Standards (IFRS) has led to market-value accounting, 
which means that equities have to be impaired to market 
value with induced volatility in the P&L.
2.3. Unit-linked investments
An industry representative advised that insurers’ reduced 
equity investment is, in part, compensated for by the fact 
that unit-linked investments have increased. Roughly 50% 
of unit-linked assets are related to equities. Although the 
risk is borne by policyholders, over the long-term, equities 
are a good investment for policyholders. The issue is 
that equity culture is low in Europe and market-conduct 
regulations are not conducive to equities. Regulations in 
most countries would limit the allocation to equities for 
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a prudent private investor to 30%. However, a 30-year-old 
should invest 75% of his or her assets in equities. People do 
this in the US and benefit. These issues are in the way of 
further developing equity investments.

3. Influences of the recent accounting standards 
and Solvency regulations on the evolution of these 
strategies in different geographic areas and in the EU
3.1. Sources of discrepancies in EU investment strategies
Information in the statement and an overview about 
previous years’ difference between countries in bonds and 
equities is shown in an Insurance Europe survey.

An official agreed that equities are going down, but 
it is not significant and not expected to be. Countries like 
Sweden, for example, have nearly 30% equity in insurers’ 
assets, so there is a gap across countries. Markets show 
some insurers are de-risking and others are re-risking, so 
there is no common line of development. It is different if 
an institution is only in life or if it has other parts, so this 
must be analysed. Reviews must be transparent in terms 
of mechanisms. The first Solvency II review, which runs 
until the end of this year, is on capital requirements and is 
a level II, specific, technical part, including rated equities. 
For the long-term, there is perhaps a chance, with regard 
to InvestEU, to find a way to further boost long-term 
investment. Solvency or the IFRS may not suffice to solve the 
problem, as it includes transparency, consumer protection 
and other areas. Alternative solutions are needed.

An industry representative noted that it has taken 
more than 14 years to develop Solvency II. Depending 
on their strategy and region, insurance companies have 
developed different strategies for handling investments 
and risks. When introducing Solvency II, the Commission 
provided two chances for review: in 2018 and 2020. This 
is wise. The overall nature of Solvency II the role-model 
framework globally, is conservative. Responses of Members’ 
of Insurance Europe to a survey show that 96% of CEOs of 
European insurance companies think that Solvency II has 
improved risk management and governance, 89% say data 
quality has been enhanced substantially and 76% report a 
strengthened asset-liability management. That shows the 
positive effects. On the other hand, 50% say that Solvency 
II has contributed to a negative effect on the ability to offer 
long-term savings products. Insurers are not short-term 
traders. The demographic situation in Europe is alarming 
and something must be done.
3.2. The American insurance industry’s perspective
An industry representative advised that the European 
Solvency framework is more onerous than the US. 
Consolidated supervision has existed in Europe for 
more than a decade, while there is still no consolidated 
supervision of insurance companies in the US; it is state-
by-state. Capital requirements are more onerous in the 
EU than in the US. The US has given up on systemic-risk 
oversight for insurance, so it is a different environment. 
Prudential supervisors are doing what they think is right 
to protect the solvency of insurance companies. They are 
focused on stress-testing, systemic risk, and recovery and 
resolution plans. This should be balanced with a growth 
agenda pursued by the Commission, the Council and the 
Parliament to reinvigorate EU investments.

4. Priority evolutions of EU regulatory and 
accounting standards and political challenges
4.1. Main necessary features of the Solvency II reviews
An industry representative advised decreasing the Cost of 
Capital (used to compute the Risk Margin) to 3% by 2020 
at the latest, or preferably this year. Finding a solution for 

the equity situation, such as reducing from 49% and 39% to 
around 22% would also free capital needed by Europe and 
support the political agenda around the CMU.

Another industry representative agreed. Solvency 
II was developed as a new regime to improve how risk is 
managed; not increase capital. Yet insurance companies 
have accumulated more capital because of Solvency II. It 
is necessary to measure that with reviews, and 2018 and 
2020 present opportunities. The Commission did not 
want to move on equities in 2018, but it would be a missed 
opportunity to wait until 2020. Risk-margin reduction 
from 6% to 3% would benefit Europe by allowing additional 
equity investment by insurance companies of around €100 
billion. This is a concrete measure. It is possible to wait 
until 2020, but it is unclear why one would wait if the 
opportunity exists and is supported.
4.2. The pan-European personal pension product (PEPP)
An industry representative noted that moving the PEPP 
agenda forward would be beneficial, because pension 
investments are substantially in equities.
4.3. Accounting standards deserve further attention
Accounting is arcane and complex, but the industry 
supports comments made by the European Financial 
Reporting Advisory Group (EFRAG) to the International 
Accounting Standards Board (IASB) on the IFRS 17 
Directive, although they have not retained all measures 
recommended by the industry. There are two additional 
recommendations: the expansion of the scope of the 
variable fee approach beyond direct-participating business; 
and the treatment of realised capital gains and losses to 
reduce earnings volatility.
4.4. Facilitating infrastructure investment
There is also an appetite for infrastructure investments 
and loans, which should be considered in the regulation. 
An official noted that Solvency is gaining fans but there is 
a need for additional discussions.

Much has been done by the European Commission 
to allow better treatment of infrastructure. Additional 
measures could apply it to non-Organisation for Economic 
Co-operation and Development (OECD) infrastructure 
investments, because insurers invest beyond the OECD.

Another measure relates to crowding in rather than 
crowding out private infrastructure investors. InvestEU, 
a new programme which should include current forms of 
investments, should be open to the banking and insurance 
sectors in order to foster successful and sustainable long-
term development. There are many players involved, 
starting with the European Investment Bank (EIB). It is 
important in this respect to avoid crowding them out. A 
clear governance set-up is needed to ensure they fit.
4.5. There is room for improvement across Europe but 
there will be dense political discussions
An official advised that there is room for improvement 
across Europe, as is shown by Sweden, which has nearly 
30%. He agreed that there is a need for measures to ensure 
in which form this can be done and make clear the long-
term and overall impact. In Austria’s four remaining 
months of Presidency, nearly 50 files are to be negotiated, 
one-third on financial markets, so there will be important 
discussions about the required measures. The risk margin 
makes it a difficult decision. The PEPP is a priority under 
the Austrian Presidency. There is a need to discuss the 
form for introducing it into the markets as this will be key 
for the sector for the long-term stabilisation of pensions.

On infrastructure, an official agreed that there is 
room for insurance investments and the discussion around 
InvestEU could present a solution to bringing these assets 
from insurance to investment. Europe’s long-term vision 
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is towards digitalisation, acknowledging traditional ways 
of employment and new forms of data in infrastructure, 
aspects requiring the support of the insurance sector. 
There is contact at the European level with Ministers, and 
there is a broad, common view on it.

An industry representative advised that there is still 
some mistrust on the part of regulators relating to insurance 
companies’ actions over the last 10 to 15 years. Lessons 
have been learned. Feedback from CEOs is that there is a 
common understanding that business must be managed 
and monitored in a better and more granular way than it 
was 25 or 30 years ago. The idea behind IFRS 9 and 17 is good 
overall and is supported, but issues remain to be discussed 
before it becomes effective on 1 January 2021. More trust 
is desirable. Regulators and the industry have experienced 
what went wrong and what can be improved. A company 
does not thrive by cutting costs or by treating clients in a 
bad way but by having people request they manage risk 
because of a belief in their competence and skills.

An industry representative highlighted the political 
agenda. The Capital Markets Union plan is highly 
supported, and the demographic situation must be taken 
care of. There is global competition. No one is afraid of 
competition between traditional European insurance 
companies. It is competition from outside Europe, relating 
to tech giants and platforms, which begets a discussion of 
a level playing field for all market participants. Interaction 
is good, discussion is necessary and this is why the 
Commission proposed two reviews in 2018 and 2020. 
The right measures must be taken because there is a 
population to serve. This is the mission and why insurance 
companies exist.

5. Regulation of new market entrants
An official stressed that there is competition from Insurtech 
and Fintech, which are playing in a regulatory field that has 
not been well defined. It is important to find a solution that 
does not struggle with new models coming into insurance 
but creates a common frame. Recent discussions about 
digitalisation and its influence on business have stressed 
that traditional businesses are protected by regulation but 
that is not the case when new entrants have no regulation 
of any form. Austria started a fintech advisory board, 
including start-up members from Insurtechs and from 
insurance/banking systems, with the authority to work out 
sandbox. This is a chance to discuss topics developed on 
a traditional basis for insurance, banking and regulatory. 
It provides room to breathe and strengthen a common 
solution to ensure that Europe’s vision is fulfilled.

v

Improving financing 
prospects of EU 
infrastructure projects

1. Infrastructure, economic and financial trends
1.1. Global infrastructure financing needs and challenges
An industry representative noted that infrastructure needs 
are rising globally: the funding gap is believed to be €18 

trillion. China’s infrastructure needs are €2 trillion, and 
the US’s is €1.8 2 trillion. In the last 10-15 years spending 
has actually declined. 11 out of 20 countries of the G20 
have reduced spending on infrastructure since 2007. US 
infrastructure spending is at its lowest level since 1964. The 
majority of the funding gap is estimated to be in surface 
transportation, 12% in energy, and roughly 3% in aviation. 
Funding sources are being diversified away from the 
government in many parts of the world. Private funding 
of 50% goes into energy, 25% goes to transportation and 
15% to utilities.

An official stated that €40 trillion of assets are 
invested globally, which is approximately 8% of total 
investable assets. Out of the €40 trillion, approximately 
€10 trillion is currently in the hands of the private sector. 
Out of this, €5 trillion is equity, and €5 trillion is debt. 50% 
is in North America, 25% is in Europe, and 10% is in Asia. 
If the next 30 years are examined, 50% of infrastructure 
is supposed to come from Asia. The rest is in emerging 
markets, which includes Africa.

An official explained that since the beginning of the 
21st century listed equity infrastructure in Europe and 
the US represent approximately 75% of the €5 trillion 
previously mentioned. The other 25% is unlisted equity, 
which has been developing over the last 20 years. 

In Europe, and the US, these secondary markets are 
currently in a boom period due to Financial Institutions 
being sure that there is a financing gap in traditional 
financing sectors in terms of big numbers and no crowding 
in of the broader source of financing that is seen in the 
markets. There is a potential problem stemming from the 
non-performing bank loan regulation, which questions 
whether bonds can replace bank finance in the renewable 
sector, especially wind. 
1.2. Sources of financing
An official added that the project finance structure is 
driven by an appetite for long-term assets with stable and 
predictable cash flows. Utilities and financial investors 
such as banks and institutional investors are trying to 
match the actual risk appetite of the different players in the 
market to the risk profile of infrastructure. Consequently, 
it is important to get the right players in, and it is unlikely 
that institutional investors such as pension funds will 
become major players in the greenfield phase of projects 
in emerging markets. Utilities are facing many challenges: 
renewable energy is driving the market to a redefinition 
of their role. There is also a potential issue with their 
regulation, and an issue regarding whether bonds can 
replace bank loans due to the amount of non-performing 
loans in the banking sector in the EU.

An official stated that there is a lack of trust among 
different players in the sector, but more importantly 
there is a lack of trust between the public sector and the 
private sector. This is due to a problem with assessing 
the additionality of the projects facilitated by public 
intervention, a lack of mutual understanding, transparency 
and communication, and a lack of data. All of this makes 
Infrastructure a very opaque asset class. 

An official noted that infrastructure financings 
include the new projects, which emerging markets need. 
The financing needs of infrastructures projects involve 
a primary phase, which includes M&A products, and a 
secondary phase which consists of a market refinancing 
of primary financings. An industry representative added 
in this respect that Moody’s and the World Bank suggest 
that projects in emerging and developing markets perform 
in line with projects in developed markets. An official 
noted the G20 will discuss a new database for better 
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understanding notable risks, returns, and possible policy 
initiatives.

An industry representative explained that in the 
US 77% of infrastructure funding is from states and 
municipalities, compared with 23% from the central 
government. This has given rise to a large municipal 
market in mini bonds. The US is achieving a good mix 
between municipalities, states, central government, 
and private sector alternative asset managers providing 
funding. In 2017 €80 billion were provided by alternative 
asset managers, compared with €55 billion in 2016, and 
roughly €30 billion in the preceding 10 years.

An industry representative stated that in 2017 assets 
under management were €420 billion globally, compared 
with €50 billion in 2006. The growth for infrastructure 
assets under management was 42%, compared with 8% 
growth for real estate assets under management. Capital 
raised by alternative asset managers showed the US 
totals as €35 billion, Europe €22 billion, Asia €1 billion, 
and the rest of the world €6 billion. The largest investors 
were pension funds, which in 2017 held €80 billion in 
infrastructure. Sovereign wealth funds held €45 billion. 
Alternative managers held €42 billion. Insurers held €22 
billion. Private pension plans held €10 billion. Investment 
demand far exceeds supply. In recent years, as a result of 
the extraordinary monetary policy, investors have shifted 
toward illiquid, high-yielding assets, away from their 
traditional investment options. 

2. Status of the Juncker Plan
2.1. EFSI/EFSI 2.0
A public representative believed when the investment plan 
was launched there was quite a high degree of scepticism 
throughout Europe. The level at which the plan currently 
stands came as quite a surprise to many.

An International Financial Institution (IFI) 
representative stated that the EIB is very pleased with the 
outcome of the Juncker Plan. Over the past three years it 
has exceeded the target. The initial target was to induce 
€315 billion of supplementary investments, and by the end 
of the summer it totalled around €340 billion. 70% of the 
investments the EIB induce are privately co financed. 25% 
of the projects that the EIB is supporting with the Juncker 
Plan involve the participation of national promotional 
institutions throughout Europe.

An IFI representative noted there are projects in every 
European country. Countries hit by the crisis benefitted 
the most, and 80% of the beneficiaries are new customers 
to the EIB. The EIB has increased its high-risk lending 
from €4 billion to €20 billion, and closed €20 billion high-
risk investments into crucial infrastructure. Without 
the support of the Juncker Plan the bank could not have 
done this. Projects would not have been carried out in 
the way they have been. The EIB was supposed to bring 
new products to the market and strike a balance between 
creating new projects and not crowding out partners. 

The EIB is cooperating with many sponsors of 
infrastructure projects in order to get the procurement 
right and ensure that the project reaches the market. 
That is important when it relates to countries that do 
not necessarily have track records of privately funded and 
privately implemented infrastructure. Clients are sensitive 
when they have capital, and delivery certainty is important. 
Sometimes this creates difficulties because the EIB needs 
to explain its political constraints and motivations.

An industry representative stated that National 
Promotional Banks and Institutions (NPBIs) largely share 
the view that the Juncker Plan is a success. Investment 

targets being exceeded have played a major part in the 
recovery of investment in Europe apart from traditional 
sectors such as transport and energy. Now there are co-
financing of structures between the EIB and the respective 
NPBIs, in addition to two specific pan-European funds 
Marguerite II and the Broadband Fund. In certain 
countries like France, there are also intermediated loans 
to finance social infrastructure or smaller projects. It is the 
first time that a financial instrument has been deployed 
over a very wide scale in Europe, which is consistent with 
the way national bodies intervene in their own economies. 
This success was made possible thanks to the cooperation 
between the European Commission, the EIB, and NPBIs 
around Europe.

An industry representative stated that public 
financing institutions, banks and institutional investors 
are complementary to finance infrastructures which are 
essential to social and economic development. Banks 
should partner with public authorities in financing digital 
infrastructure and energy transition. NBPIs may provide 
equity and banks may finance the debt side alongside the 
EIB. Europe has created a very efficient ecosystem that relies 
on close co-operation between private and public sectors.

A public representative believed the objectives of the 
Juncker Plan were to reduce the investment gap in Europe 
and to create 2.1 million jobs in the EU. That investment 
gap has been reduced, as investment levels have almost 
returned to pre-crisis levels. However, job creation is not 
at the level that had been envisaged. 750,000 jobs have 
been supported, but the target of 2.1 million was too much 
to ask for. 
2.2. Possible improvements
However, an industry representative stated that the 
Juncker Plan is less efficient for certain kinds of projects 
such as smaller ones. In certain sectors the Juncker Plan 
only financed 4% of projects in the social infrastructure 
sector as the setting up of investment platforms is very 
time-consuming. 

There are currently very few investment platforms 
in Europe. Technical assistance should also be reinforced 
on the ground closer to the projects, and it is important 
to build up a pipeline of projects. NPBIs are looking for 
new projects to increase infrastructure investment but 
avoiding crowding out existing infrastructural projects. 
Currently projects must be risky otherwise they are not 
financed by the EFSI.

A public representative noted that some of the issues 
with the first EFSI proposal include a relatively narrow 
geographical reach, as a large number of projects are 
concentrated in a limited number of member states. This 
has to do with the efficiency of how certain member states 
operate the EFSI. 

The EFSI is reaching its political expectation but it is 
important not to be complacent. Significant gaps remain in 
the investment of key areas of infrastructure. There could 
be a more ambitious objective going forward, as Europe 
still lags behind the US and Japan. Work remains to be 
done on cutting down regulatory burdens for investors as 
well as reducing the dependence on bank-based financing, 
including through the completion of the Capital Markets 
Union, in order to provide more options for businesses and 
projects.

3. Necessary evolutions of the banks and insurance 
regulatory frameworks 
An industry representative stated that if it passed into 
EU law, Basel III will jeopardise the way infrastructure 
is currently financed in Europe. For a long time, 
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infrastructure finance has been a private instrument held 
by banks. Banks have developed internal models that 
enable the adjustment of capital requirements to the level 
of risk finance and very large databases. By introducing 
Basel III, capital requirements for the risk taken will 
significantly increase for banks, particularly the regulatory 
capital required for the best risks. This increase will be 
imposed retroactively on the existing credit portfolio of 
banks, and this is expected to cause a significant reduction 
in the volume of financing provided by banks. 

An industry representative reported there will be a 
deterioration in the quality of bank portfolios since Basel 
III will push banks to finance riskier projects where the 
margins will be high enough to get sufficient returns. 
Consequently, those financings will move to shadow 
banking which are less experienced in understanding the 
risk and less equipped to monitor related assets.

An official shared the view of an industry representative 
on Basel III. A report will come out at the end of 2018 on the 
impact of financial regulation on infrastructure financing. 
At present a lack of data negatively weighs on Basel III 
calibration. There is an initiative to gather the EIB, World 
Bank and the private sector to fill the gap and gather more 
evidence for regulations, investors and transparency. 

An industry representative believed the data in the 
infrastructural world will help calibration, but it should 
not be limited to banks. While sophisticated insurance 
companies can develop dedicated internal models, capital 
charges are a problem for standard institutional investors. 
A World Bank study suggests that if Moody’s default 
analysis and expected loss analysis for infrastructure 
is used then the implied capital charges on Solvency II 
should be halved.

4. How to define the long-term challenges and issues 
often associated with the involvement of investors in 
infrastructure financing
4.1. Infrastructure investment specificities in the 
EU context
An IFI representative stated that it is difficult for some 
countries to take related investment decisions since 
they have a long-term impact. It commits the country to 
expenses for future generations and immediate benefits are 
not always gained. Furthermore, infrastructure financings 
form a complex asset class and require much knowledge 
and experience, notably to value the investment in less 
attractive cycles and phases by assessing the actual impact 
on the economy. 

This complexity is magnified in Europe which has 
a scattered investment environment, where smaller 
countries are different from larger ones. Countries 
have very different ratings and very different legislative 
backgrounds. In this context, the EIB has been a success 
story because it brings trust and knowledge of how to deal 
with the various specificities of its partners.
4.2. The impact of a changing monetary policy on 
infrastructure investment 
An official stated the sudden reverse of Central Bank 
policies can be disruptive with implications for long-
term investors since it impacts returns on the asset side 
of long-term investors on bond markets, and also returns 
on the equities side. Volatility was experienced in the early 
part of 2018 following movements, particularly in the 
US. One question is on the ability of investors to absorb 
the increased supply of assets, given that the Central 
Bank’s balance sheet has taken over €11 trillion of assets 
from 2007 to 2018 and stopped quantitative easing. The 
analysis made of the largest funds over a longer trend is 

a major diversification toward new asset classes and new 
geographies due to the growth in assets under management 
driven by demographics and the change in pension systems 
that is seen in advanced countries, and also in emerging 
markets. The diversification toward illiquid assets such 
as infrastructure, unlisted equity or debt is a trend that 
is expected to be seen in the market going forward. The 
potential appetite which is there is higher than the current 
investment in the market.

An industry representative added that in the context 
of qualitative easing led by the ECB the cost of debt has 
decreased. As a result of that, return required by equity 
investors has also decreased. It is clear that in the recent 
past spreads on debts have compressed, and consequently 
the profitability of these instruments for banks and for 
investors has decreased.

An industry representative explained the evolution of 
prices dictates that when the cost of capital decreases, the 
price of an asset increases. Symmetrically, if interest rates 
increase it is likely that the cost of capital will increase 
also. This will negatively affect the price of the asset. If an 
investor wants to exit and sell an asset they will incur a 
loss, and it is the same for a bond. However, if investors 
hold assets until maturity they will get the return they 
initially expected.

An industry representative noted that the rising 
interest rate environment in Europe is a question mark, 
as there is a great variety of instruments. Banks will find 
a way to address the issue with interest rates. The other 
aspect of rising interest rates is whether there have been 
‘tourist investors’ who extended into a world they did not 
properly know. Many infrastructure projects are in the BBB 
or BB range; the share and ratio of BBB to BB is now at the 
highest level ever. Many of these projects will not survive 
downgrades. Many funds are actually closed end funds or 
do not invest with exit options, which is not going to force 
illiquid instruments to be liquidated. Conversely, rising 
rates and the subsequent repricing of the market will most 
likely open opportunities for opportunistic funds. Demand 
exceeds supply, which will hopefully smooth the process.

An industry representative reported that in the 
recent past the price of infrastructure assets has increased 
but there is no bubble. Indeed, infrastructure projects have 
an economic rationale. The cash flows of the assets offer a 
higher visibility in the long-term; the price of such assets is 
largely the net present value of those cash flows. Currently 
the financing structures remain reasonable and the risk 
profile of such asset classes has not changed.

5. InvestEU and upcoming Commission priorities
A public representative noted that the InvestEU 
programme is focused on a set of key EU priorities and 
policy areas, including sustainable infrastructure, research 
and development corresponding to the next EU multi 
annual budget. It is important to minimise overlaps and 
duplications, and therefore to have a single point of contact 
under InvestEU which merges all existing instruments 
into one large guarantee instrument. 

An industry representative believed that the EU 
needs other market players that can create confidence. 
NPBIs which are gathered in the European long-term 
Investors Association are ready to play a more active 
role in the InvestEU programme. Introducing multiple 
implementing partners will be key in fostering innovative 
financing solutions. Addressing the remaining investment 
gaps and suboptimal investment conditions requires 
locally adapted solutions in which NPBIs will use their 
respective market knowledge to cater for local, regional 
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or national needs with a European dimension. Involving 
NPBIs in the process will offer a higher degree of visibility 
for Europe and for European action on the ground and will 
help to align EU and national policy objectives. 

An IFI representative noted that the EIB feeds 
concern over a certain number of points, especially 
regarding the possible lack of a bridge between the private 
and public sides. It is important that the outcome of 
ongoing negotiations should yield a very stable possibility 
for the EIB to deepen the role that had been designed for 
the Juncker Plan.

v

How can sustainable 
investment be a major 
economic driver for Europe?

1. Sustainable investment and related changes in the 
economic model are in Europe’s economic interest 
and accompany the evolution of the mind-set of 
European citizens 
An official underlined that the situation concerning 
sustainable investment has changed dramatically. Very 
significant changes must take place over the next decade 
in the financial sector. Mobilising €180 billion per year to 
achieve a climate and energy transition is a major challenge, 
along with reorienting the financial sector towards 
sustainability. However, on the side of the real economy, 
there must be a change in economic model. Firms are used 
to the linear economic model where you produce, consume 
and throw away. The European Commission is promoting a 
circular economy strategy, within which there is a virtuous 
circle in terms of extracting resources, designing products, 
consuming them and recycling. This can bring significant 
environmental benefits: Europe will reduce CO2 annual 
emissions by 4% by becoming more circular. It can also bring 
very significant economic benefits, because companies 
are stronger if they are more circular, because they are 
more resource efficient. The European Commission has 
quantified this as saving €600 billion per year in terms of 
efficiency. That means Europe can increase its turnover by 
8% through becoming more circular and efficient. There is 
also a very exciting social dimension behind this, because 
these are the jobs of the future.

The European Union is pursuing this agenda by 
identifying for change key sectors in the real economy. 
For example, the EU has reformed its waste legislation. 
There will have to be very significant investments in the 
coming years. Europe should move towards becoming a 
zero waste society, where all waste is a wasted opportunity. 
The waste of one company can become the raw material of 
another, so there are many opportunities for investment. 
The European Commission is setting targets around this. 
It is working significantly in electrification, transport and 
energy. Regulators can also play a very important role. It 
is essential to pass on the message that this change is not 
something that is being done for the environment; it is in 
Europe’s economic interest. This is a huge challenge which 
Europe can transform into an opportunity. 

In the last Davos report on these risks, it was 
striking that eight out of the 10 major risks identified 
by the business community were related to climate and 
environment. The task is to transform these challenges 
into opportunities: by collaborating with the financial 
sector; by undertaking work in European institutions 
in terms of reform, taxonomy, green bonds and work in 
the real economy in areas such as transport and energy; 
and by identifying the key sectors for change. It is also 
very important to realise that there is not only a shift in 
the mind set of the financial sector but also in Europe’s 
citizens. 95% of Europeans are saying that environment, 
sustainability and climate change are priorities. Two out 
of three European citizens say they would like European 
institutions to do more and for these issues to be taken 
more seriously. This is an area where citizens are ready 
to make personal commitments and personal sacrifices, 
because they feel it is the right way to go. Despite the 
complexity of the transition, it is essential to work quickly. 
The various strands of work, including the reform of the 
financial sector, the circular economy, the implementation 
of the Paris Agreement and the Sustainable Developments 
Goals (SGDs), are already taking place. 

Another official agreed, noting that Brussels does 
not create things; rather, it mobilises the economy to 
create things. An industry representative suggested that 
it is important for the EU to take into account industry 
initiatives and client behaviour when creating its 
taxonomy. Otherwise, such a taxonomy might destroy 
some of the progress that has already been made by market 
participants.

2. The growth of the green bond market: many 
factors are developing positive externalities
An industry representative emphasised that the green 
bond market is growing by ‘leaps and bounds’. The pace of 
growth was approximately €100 billion per year. However, 
the total annual investment grade issuance is between €1 
trillion and €2 trillion, which means the green bond market 
is ‘a drop in the bucket’. Industry is seeking to mainstream 
the market, but this takes time. The green bond market has 
proved to be an excellent conversation starter, especially 
on the investing side. It has been an excellent tool for 
provoking in depth conversations with issuer clients in the 
capital markets. Having this dialogue with clients means 
being able to push them further and get them to think 
more deeply about what it means for their company to be 
green and how they can be aspirational. The green bond 
provides the market with this format. 

At present, the most common type of green bonds 
is ‘use of proceeds’ green bonds, which are a second order 
mobilisation of capital. The investor buys a green bond 
issued by a bank or a corporation or a government entity 
and the issuer invests in wind or solar, instead of the 
investor directly investing in wind or solar. The industry 
must move the conversation to green bonds that 
represent a first order mobilisation of capital. This type 
of bond might involve different kinds of investments: 
infrastructure; renewable energy projects; asset backed 
securitisations of residential mortgages which meet 
certain energy efficiency requirements or for homes 
with solar panels; or other environmental asset backed 
securities, which could be backed by electric vehicle 
leases or solar leases. Bonds are also being brought to 
market by pure play green tech companies. When the 
Green Bond Principles were published five or six years 
ago, these pure-play green companies were not yet even 
at the IPO stage, let alone the stage of issuing rated debt. 
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The industry is moving, and the market should try to 
keep pace with it.

The Green Bond Principles have worked very well, 
but it is important to continue to define what categories 
of investment count as green. The ICMA has taken the 
original five or six broad categories and divided them into 
10 categories with multiple subcategories, providing clarity. 
However, it is now time for the European Commission’s 
Technical Expert Group on Sustainable Finance to define 
a taxonomy. This taxonomy should be aspirational. It 
should focus on climate mitigation, climate adaptation 
and the restoration of environmental resources. This will 
give us a real definition of which categories count as green. 
At the same time, it is important to avoid restricting the 
words ‘sustainable finance’ to this aspirational notion of 
green which addresses only climate and restoration. That 
is where ESG comes in; Sustainable Finance should be 
inclusive of financing from issuers with good ESG scores. 
For example, take the manufacture of a hairbrush. The 
manufacture of hairbrushes does not address climate 
change or mitigate CO2 emissions in the atmosphere, but 
there are many ways in which this process can be carried 
out in a more sustainable way.

3. Moving towards sustainable investment in the 
private sector
3.1. From now on a financial firms’ business model has 
to encompass sustainability
An official noted that the companies which are more 
competitive and which perform better are those which 
have integrated sustainability into their business models. 
Competitiveness and sustainability are two sides of 
the same coin. If sustainability is not a part of a firm’s 
business model, it will not survive. The economy and the 
environment must travel in the same direction. The task of 
regulators is to establish a regulatory framework which is 
coherent for this goal.

An industry representative explained that a previous 
session at the conference had concluded that the financial 
services industry was undoubtedly becoming more aware 
of sustainable finance. From the perspective of the asset 
management industry, the industry representative agreed 
with this assessment. The industry representative felt that 
sustainable investment is having an impact on capital 
allocation, which can be seen in price discovery around 
equities and equity benchmarks. The action plan refres to 
‘low carbon benchmarks’, but mainstream benchmarks are 
already de carbonising. This is happening because capital 
is already being allocated by asset managers away from 
carbon intensive industries to industries which have low 
carbon emissions. For example, 15 years ago it would have 
been impossible for a fund manager to have invested in 
renewables as opposed to integrated oil companies. Today, 
the cost structure in the integrated oil companies is rising 
and their tax rate is increasing because of environmental 
legislation. Asset managers now view the integrated oil 
sector as a bad sector in which to invest. 
3.2. Shifts in saver behaviour are driving change
An industry representative felt that one important 
market dynamic is the perspective of clients. In asset 
management, the demands of clients are driving change. 
This is true in all asset management companies. There is 
a social movement taking place amongst the client base. 
It started in Northern Europe, particularly among the 
Scandinavian countries, and it is spreading, not so much in 
the United States, but certainly to Asia. In Japan, GPIF, one 
of the largest pension funds in the world, has converted 
all of its equity mandates to ESG related benchmarks. 

That has profound implications for institutional business 
around the world., Some people question whether there is 
sufficient momentum for this to continue however, even 
without a regulatory push, clients are driving the industry 
in this direction; it is not going to stop.

4. Outstanding challenges in the transition
4.1. Driving change in reluctant jurisdictions
A participant noted the point raised on the social pressure 
for sustainable investment existing in Scandinavia, Japan 
and Asia, and how asset managers are reacting to this 
and altering their investment decisions. The participant 
queried what is being done in other geographies such 
as the United States, where there is less client pressure 
on asset managers and other financial institutions. The 
industry representative felt it is difficult to change part of a 
firm’s investment process. However, the pressure observed 
in some parts of the world has transformed the whole 
investment process. The industry representative noted 
that considerations around sustainability in investment 
take place across their firm’s entire range of products.

An official felt that the basis for work on sustainable 
investment is the Paris Agreement. Other factors have 
affected this dramatic transition, such as the SDG agenda, 
but the Paris Agreement is the fastest ratified agreement 
in the history of international agreements, and it was 
ratified by the whole community. It is true that the 
United States has abandoned the agreement, but there is 
an increasing interest from US industry and individual 
states to move in this direction. There have been several 
letters from companies to the US administration advising 
against its approach. Europe is having many discussions 
with other countries and regions. These issues are being 
discussed with China, Japan, Latin America and Asia. The 
official noted that they had recently attended a meeting in 
Tallinn where many different countries discussed how to 
approach this issue in the context of the UN framework 
on the subject. When others realise that they are not acting 
and that they should act, Europe will welcome them. In 
the meantime, Europe must cooperate and act as quickly 
as possible. 
4.2. Testing and adjusting the envisaged taxonomy and 
better disclosure are prerequisites to aligning advisors’ 
and customers’ interests and adjusting fiduciary duties 
An audience participant welcomed the news that the 
industry is adapting its investment process and that 
some regulation is already in place. The audience 
member outlined how the regulation calls for a suitability 
assessment by the advisor, that proposed investments 
should meet a client’s ESG preferences. Without a very 
clear, simple and understandable taxonomy, clients will 
give complicated and diverse preferences. An industry 
representative stressed that this is the part of the action 
plan the industry is most concerned about, because it does 
not have an answer. ESG preferences must be married with 
a clear objective to satisfy a client’s financial preferences. 
When serving two masters, the chances of failing one 
or both increase substantially. There should be pilot 
schemes. If the industry does not have the capacity to 
test the taxonomy before advancing with it, the industry 
will struggle. An official felt that this problem could be 
reduced to the extent that the client’s and the advisor’s 
interests are aligned. If the advisor is forced to go one way 
and the client still wants to go the other way, there will 
be a problem. However, the taxonomy is not just for the 
industry; the taxonomy is also to allow investors to express 
clearly their preferences. An investor may not want to go 
down the sustainable route; they will have the option to 
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say so. However, if an investor does want to do this, they 
can explain how.

Another industry representative noted that this 
question means asking investors whether they have any 
interest in layering ESG across their investment decisions. 
Care needs to be taken in the regulation in terms of this 
issue about ESG and fiduciary duty. Additionally, there 
should be more disclosure. A great deal of work is being 
done to take ESG into account on the investor side, but 
there should be some standardisation. However, this 
standardisation should go across all types of securities and 
not simply be restricted to those seeking a green stamp or 
a green label.

v

Regulatory implications of 
sustainable finance

1. Progress made towards achieving 
sustainable finance
1.1. The European Commission’s legislative proposals
While the Commission had launched a sustainable finance 
initiative some time ago, an official noted that the political 
importance of the subject has increased exponentially. In 
March 2018, the Commission adopted an action plan, which 
listed 10 different legislative and non legislative actions in 
the area of sustainable finance. On 24 May, the Commission 
adopted legislative proposals on taxonomy, investors’ 
duties and disclosures and low carbon benchmarks. A 
policy-maker observed that in recent years there has been 
an important change in policy-making: while sustainability 
has been an ad hoc matter only occasionally addressed in 
legislation, this has dramatically changed with the High 
Level Expert Group (HELG) reports and the Commission’s 
action plan, which is very welcome. However, although 
the price of CO2 emissions is rising, it remains relatively 
low. Given the lack of time for the European Parliament 
to address this due to the elections in April 2019, there is 
some concern that the European Commission’s proposals 
will not be able to bring about a sudden change in the mind 
set of the financial sector. The European Parliament found 
a broad majority for an initiative report. It is important to 
advance the work on sustainable finance quickly to make it 
credible. It is too soon to say what will happen politically, 
however, because the Council is a ‘different beast’ from the 
European Parliament. 
1.2. The changing mind-set of the financial industry
An industry representative agreed on the need to change 
the mind-set of market participants. This is not due to 
political expediency or ideology; it is due to science. 
Europe must accelerate the quantum of finance going 
to the low carbon transition in order to avoid what will 
happen on earth if the global temperature exceeds the 
two degree target prescribed in the Paris Agreement and 
the consequential social, political and economic fallout. 
However, great progress has been made within the 
financial services industry. The green bonds market, which 
is the poster child for green finance, grew this year to $200 
billion in worldwide issuance. This might seem impressive, 
but it pales into insignificance against the $90 trillion 

issued globally across the bond markets. A regulator shared 
the optimism over the momentum of change taking place 
in the industry, expressing agreement with the assessment 
of industry representatives.

Another industry representative felt the industry is 
certainly not starting from zero. The banking industry is 
not only considering the risks posed by climate change 
but also thinking of the opportunities it presents. The 
transition to low carbon is the investment opportunity 
of the 21st century. All of the banks are at some point 
along this journey. Some of them are more advanced 
than others, as some jurisdictions are further ahead than 
others. In the green finance sector, every conference 
brings together academics, scientists, ratings agencies 
and investors, because it is essential for all participants to 
work together to identify how the industry can move at 
the same pace. The industry representative noted that it 
was now a myth that investing sustainably leads to lower 
returns. Companies with solid ESG credentials have a 
tendency to outperform the market in both fixed income 
and equity. The industry speaker stressed, however, that 
clients do not always agree with this. This demonstrates 
why the industry requires more disclosure, data and 
transparency, because a number of decisions are not being 
made based on the result of evidence being fairly weighed. 
The industry representative opined that it would be very 
unhelpful for anyone to leave the room thinking that ESG 
was a P&L erosion strategy.

An official felt it clear from the comments made by 
all participants that there has been a change in mind-
set in the financial industry. However, there is still some 
concern about the extent and the durability of this change. 
If this mind-set change has happened, the issue becomes 
a question about how to manage the transition to a new 
equilibrium. It must be quick, but it is also going to be 
complex. This is a familiar financial sector problem about 
moving between equilibriums in complex processes. There 
is nothing new there, but it may be more complex than 
usual. If it is going to be iterative, the industry must start 
now and move as fast as possible.

Another industry representative outlined the 
scale and timing of their shift that have been seen. Five 
years ago, over 99% of their assets were invested along 
traditional benchmarks without ESG considerations. 
Today, of the €530 billion they manage, €370 billion is ESG 
aware; €130 billion is ESG integrated; and €25 billion is SRI 
in its various forms; and then approximately €6 billion 
is impact. The industry representative felt the market is 
not far away from ‘escape velocity’ in ESG investments. 
Reaching critical mass will create an irreversible internal 
dynamic for the industry and its clients. Remaining 
constraints include the attitudes of particular clients, the 
need for more impactful public discourse and the internal 
retraining of investment teams. Additionally, the industry 
must be able to provide proof for each investment process 
to demonstrate that ESG is truly integrated.
1.3. The need to increase the pace of change
Turning to the energy sector, an official noted that in 
December 2016 the European Commission proposed 
a ‘Clean Energy for All Europeans’ package, in which it 
proposed targets for Europe to reach by 2030: a reduction 
in greenhouse gas emissions of 40% by 2030; developing 
an energy supply containing 27% renewable energy; and 
achieving a 27% increase in energy efficiency. In one year, 
the European Council and European Parliament have 
shifted these targets from 27% to 32% and 32.5% respectively. 
This demonstrates the speed of change, even amongst 
policy-makers. More broadly, the transition in energy and 
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mobility will be fast, but it is not going to be predictable. 
Considering the investment needs in the energy sector, the 
European Commission has estimated that from now until 
2030 the industry requires around €200 billion per year. 
The industry does not need €200 billion per year, however; 
it needs trillions. An industry representative outlined the 
stark warning in the recent report by the International 
Commission on Climate Change. If the industry does not 
make this change by 2030, the world will not achieve these 
targets. The challenge is there. The electorate are asking 
why this is taking so long.

2. Challenges and opportunities created by the 
transition to sustainable finance
2.1. Managing the transition to sustainable finance
An industry representative felt the legislative proposals 
put on the table about taxonomy, investors’ duties and 
disclosures, and low carbon benchmarks are the correct 
place to begin the shift in mind-set and advance the 
sustainable finance agenda. It is not possible to expand and 
accelerate sustainable finance unless the industry knows 
what it is, and currently there are no universally accepted 
definitions. Another industry representative suggested 
that the political world and the science world could help 
the industry by explaining where investment is necessary. 

The issue of duties and disclosures is about risk/
return versus clarity and transparency. It is important to 
monitor outcomes in terms of what the industry wants to 
achieve here versus the overall transition. The carbon price 
is currently around €23 a tonne. It is widely assumed that 
the price should be around €40 80 a tonne to influence 
investment decisions and encourage this shift in behaviour. 
The industry representative considered that there should 
be an end of fossil fuel subsidies. There must be a level 
playing field. The industry must discover which of the 
different power generation technologies provides the best 
economic return, especially in respect of low carbon and 
low-cost technologies which can provide secure energy. 
Public policy must play a massive role in terms of taxing 
negative externalities, and the market can do the rest. If 
the industry attempts to direct too much capital without 
the correct policy framework and without taxing the 
externalities, there will be a substantial risk of capital 
misallocation. Carbon benchmarks are a useful addition 
to traditional benchmarks, but public policy must support 
this framework. An official felt the industry must concede 
that there are some areas of finance where innovation 
and voluntary approaches will thrive. Additionally, the 
industry must consider how to green the brown sector. 

A third industry representative noted that the focus 
on carbon alone would risk the misallocation of capital 
and let policy-makers ‘off the hook’.
2.2. Complexities inherent in the transition to 
sustainable finance

It is important not to create an overly complex 
regulatory burden 

An insurance industry representative stressed that financial 
services firms are increasingly taking sustainable finance 
very seriously. The challenge with taxonomy emerges 
because this is not something that can be added on to 
the fundamental metrics concerning risk and return. 
Additionally, the insurance industry considers a very wide 
range of other risks outside of investment and underwriting. 
On one level, investment is relatively mechanistic. The 
industry applies a set of benchmarks supplied by a data 
provider, and a decision is made whether or not to invest. 
The industry must have a taxonomy, but it must be simple. 
It is important not to create an overly complex regulatory 

burden for industry. Small and medium sized companies, 
which are the bedrock of the EU economy, will be swamped 
by this kind of regulatory requirement when they should 
be the engine of growth. In the industry representative’s 
experience, companies discuss strategies to achieve climate 
targets very seriously, but these plans do create other 
operational, business and strategic risks.

High-carbon industries are also very much part 
of the solution

It is a natural expectation of the electorate, politicians and 
the finance industry to avoid investing in brown or high 
carbon industries. Companies in high carbon industries 
are seen as barriers to sustainable finance, but they are also 
very much part of the solution. On any analysis of a two 
degree world, the world will still be burning fossil fuels, 
though in different proportions, different geographies 
and different ways. Many activist investors and NGOs 
demand that companies decarbonise their portfolios, but 
of course market participants cannot simply decarbonise 
their portfolios, because this would create many other 
challenges concerning credit and transition risk. The 
industry representative noted that the industry is already 
considering the taxonomy. In part, difficulties arise because 
firms have been talking to their customers. Institutions 
have come up with diverse strategies for how they will 
change their industries.

There is also another suite of industries which are hard 
to decarbonise and which drive the infrastructure of the 
economy such as iron, steel, cement, glass, agrochemicals 
and petrochemicals. These are the fundamental building 
blocks of the global economy. They will be very hard to 
decarbonise simply because their basic processes require 
fossil fuels and no alternatives currently exist. In Europe, 
homes are heated using gas. 
If a ‘too binary’ approach is taken, it will exclude the sectors 

which most engage on sustainable finance 
Hydrogen presents a very important opportunity: 
hydrogen can be bled from natural gas supplies to reduce 
carbon emissions. This requires foundational technology 
to appear in terms of creating a low carbon hydrogen supply 
chain. Carbon capture, use and storage can help here, but 
there is already an EU directive which has fundamentally 
stalled the delivery of Carbon Capture, Utilization, and 
Storage (CCUS), because it has created tremendous 
barriers in terms of the risks that must be apportioned 
across the supply chain or business model. The industry 
representative felt this is a ‘fantastically complex’ story. 
Financiers, investors and underwriters must play their 
parts in helping people to navigate this area and execute 
this change quickly. The industry understands the 
challenges around developing a taxonomy. The taxonomy 
is often the tool which automates the investment process. 
It will be a complex task to create a simple taxonomy which 
does not create a regulatory burden for the industry but at 
the same time achieves the outcomes it seeks. 

Another industry representative reiterated the 
point made by a previous speaker that three quarters of 
the work of transition must be done by the non carbon 
sector. It is very important that the industry does not 
reduce the discussion around taxonomy exclusively to 
the carbon heavy sectors. It must be broader than that. 
If the industry does not take a broader approach, it will 
not be able to deliver portfolios or investment returns that 
provide the right balance between risk and return. It is not 
possible to do that with a very narrow set of investments. 
A third industry representative cautioned that a binary 
taxonomy could prove challenging for the industry. 
Whether an organisation presents good or poor credit risk 
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is not considered in a binary way. Credit agencies provide 
ratings from AAA to High Yield. If a ‘too binary’ approach 
is taken, there is a danger that this will exclude the sectors 
which most need to engage on the journey to sustainable 
finance. An inflexible or prescriptive approach will stymie 
innovation in the market.

Integrating climate risk sets the tone at the top 
of the organisation

A fourth industry representative suggested that there has 
been a change in terms of operational processes, which 
provides a hint as to the shift in mind-set. To demonstrate 
this, the industry speaker pointed to the fact that some 
institutions have integrated climate risk into risk appetite. 
While risk appetite should not be the ‘alpha and omega’ of 
a risk management framework, in this case it has very clear 
advantages. Integrating climate risk sets the tone at the 
top of the organisation and thereby sends a message to the 
organisation about the importance of it. Second, climate 
risk is being increasingly introduced to mainstream 
investment and credit policies. In every lending decision, 
there are ESG criteria, which is a bit different. Finally, some 
institutions are undertaking transversal portfolio analysis, 
which looks at climate risk across an organisation in terms 
of physical and transition risk and identifies areas of risk 
concentration and potentially moves portfolio allocation 
in the right direction. The industry representative 
highlighted the extreme degree of uncertainty associated 
with transition risk. Even if the risk is known to be large, 
an organisation cannot know how large it will be, when or 
how it will specifically affect a position.
The industry requires a taxonomy that allows asset managers 

to progressively integrate all ESG factors 
Another industry representative considered that the 
industry is not too late to start the process. Noting the 
Chair’s somewhat joking comment that the process is 
complex, time consuming, laborious and iterative, the 
industry representative responded that there is no way 
to do it differently. In terms of the asset management 
industry, asset managers are the custodians of their clients’ 
money. Within their client base, there are investors who 
will not appoint an asset manager if they mention ESG and 
there are investors who will only appoint an asset manager 
if they demonstrate strength on either a subset of ESG or 
the entire process of ESG integration. There is a change 
happening in the client base, however. There are more in 
the latter category than the former category, and there are 
quite a few in between who take the approach of wanting 
to wait and see which approach is more convincing. Clients 
can be educated, however. The asset management industry 
also sees its stakeholders as part of an iterative process. The 
industry cannot focus solely on green issues and carbon; 
the taxonomy must be broader. The industry requires a 
taxonomy that allows asset managers to integrate ESG 
factors holistically. If market participants focus on the 
‘S’ and the ‘G’ in ESG, this will also encourage the right 
behaviour in terms of the ‘E’. Many parts of the financial 
sector will soon be providing proper disclosures. In addition 
to disclosing carbon content and other ESG considerations 
in the portfolio, asset managers should also be required 
to explain why they are doing what they are doing and 
what their rationales are. The industry representative 
noted that the market has a longstanding capability to 
consider nuance and pricing in risk/return. It is essential to 
consider different industry sectors and to understand the 
appropriate criteria in order to assess them.

How ESG risks could translate into credit risk 
A regulator outlined how the pension and insurance 
sectors could play an important role on the asset side 

in terms of assisting this transition. The problem for 
the insurance sector, however, is on the liability side. All 
market participants are interested in an insurance sector 
which covers and correctly prices risk. Recently, there has 
been an increasing trend of damage caused by extreme 
climate change events. In the end, addressing this is about 
measuring risk appropriately and having the right quality of 
data to measure the risk. It is difficult to price catastrophe 
risk when past data is no longer reliable. It is essential to 
take account of future trends in this area. This necessitates 
a better and more appropriate form of risk management.

An official explained how ESG risks could translate 
into credit risk in some areas, such as stranded assets. 
Additionally, new regulations on buildings might cause 
problems. Member States will soon announce their plans 
to meet the energy efficiency targets which arise from the 
Energy Efficiency Directive and the new legislation on 
buildings. The governments of several Member States have 
indicated that parts of existing building stocks could not be 
renovated and would have to be demolished and replaced. 
The industry must consider this problem. In some areas, 
there will be credit risk related to transformational change. 
DG ENER is working with parts of the financial industry 
in this area.
2.3. Challenges to address to refocus from a short-term 
toward a long-term time horizon
An industry representative felt the asset management 
industry has for many years hidden behind fiduciary 
responsibility to achieve the maximum financial return, 
noting that this has changed significantly. Initially, firms 
were concerned that the only benefit of ESG would be risk 
reduction, but there has been a realisation that focusing on 
ESG factors holistically potentially lengthens investment 
horizons. This can achieve significant financial returns 
above and beyond what normal financial analysis provides. 

A policy-maker felt aware of such conflicts of interest, 
suggesting that there could be conflicts of interest within 
companies between short-term and long-term interests. 
This was the conclusion of the High Level Expert Group 
on Sustainable Finance. The policy-maker suggested that 
it is necessary to change the focus in the industry from the 
short run to the long run and not just focus on money; 
the transition can be much broader. The transition to 
sustainability can change people’s lives. People do not 
only have to focus on money; they can do much more 
than that. The financial sector often puts different areas 
of investment, such as green bonds, into ‘corners’. It is 
now necessary to mainstream green investments. There 
is a similar concern regarding taxonomy. Concepts are 
discussed with the narrow scope of green issues and 
climate change. These things do not have to be limited in 
this way. Europe can use a different way of thinking here. 

The financial sector cannot look backwards 
and understand all the risks; risks cannot always be 
standardised. Industry participants must look forward, 
throw away their models and use some common sense. 
This question is not about what can be done by looking 
back; rather, market participants must look forward. 
There is a conflict of interest between money making and 
the broader view. If a company does not have any conflict, 
it is probably not on the right path. This is not only true 
for participants in the financial market; it is also true for 
policy-making. The policy-maker felt that the taxonomy 
was considered as a way to promote green and punish 
brown portfolios, expressing their view that it could do 
more than this. Yet the taxonomy could touch on land 
grabbing, violations of human rights, tax avoidance and 
the issue of governance.
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An industry representative explained that much time 
is spent on dealing with supervisory and regulatory issues, 
which are mainly issues of the past. Given these time 
constraints, it is difficult to consider long-term objectives. 
When regulatory capital is built on a short-term horizon 
and is the main constraint in a business, it is even harder to 
go beyond the long-term horizon. There is also a particular 
tendency in rule making to remove uncertainties through 
the use of short-term measures. In any case, when dealing 
with long-term issues, there is always a substantial amount 
of uncertainty. To address this uncertainty, it is important 
to look at a range of options, and analyse the choices that 
will be more appropriate for a long-term model. Another 
industry representative explained how an insurance group 
once had short-terms for its boards, and the short-term 
performance targets they set had contributed to the short-
termism of investment professionals. Now, however, they 
have re focused the business and developed a longer term 
view. For this group, this means fundamentally changing 
its pricing proposition, and this is starting to have an 
impact. The industry representative conceded that this is a 
circuitous route, however. The insurance group is offering 
its customers very cheap access to its beta exposure1 and 
is only sharing the value being created over long-term 
performance periods of 3 5 years. This means the firm 
is incentivised to generate value over the long-term, 
because it will not be paid if it only generates short-term 
returns. Rather, it will be paid if it meets its targets for 3 5 
year rolling returns. In that way, the financial group has 
incentivised itself to invest in the right way.

Another industry representative suggested that the 
time horizon issue is about understanding what firms need 
to invest in. In terms of prudential regulation and longer 
term returns, investment becomes a much longer term 
issue on the scale of asset liability modelling or strategic 
asset allocation of a portfolio to achieve a longer term 
sustainability goal, because typical liabilities for pension 
and insurance companies may be in the order of decades. 
In these industries, investment might be infrastructure or 
corporate and sovereign bonds. Insurers hold those assets 
to maturity; they do not trade out of them in the vast bulk 
of the portfolio, which mitigates the prudential risk. The 
time horizon issue also depends on the objectives of an 
investment fund. However, in terms of short-term day to 
day trading of assets and equities and so on, firms can still 
use ESG criteria and see decent returns.  

On a practical, day to day basis ESG has become a 
core principle. Pillar 2 could be built into risk management 
thinking, and disclosed. Some of the challenge with stress 
testing is the scale. Yet, the climate part of the ‘E’ in ESG is 
clearly an extremely long-term topic. Transition risks might 
happen much more quickly, because they can arise from 
policy errors, but these will typically emerge over decades 
at least in respect of stranded assets. This is not going to 
be solved by conducting an ORSA analysis in the insurance 
industry or a stress test in banks that is based on a single 
year. Pillars 2 and 3 could be useful for risk disclosure, but 
exactly how this disclosure occurs will be vital.

3. Incentives within the transition to 
sustainable finance
3.1. The need for incentives within the transition 
to sustainable finance
A regulator noted that prudential regulators are examining 
incentives closely and trying to address the points raised 
by the industry. An important aspect here is transition 
risk, which arises because any change in the system 
of prudential regulation leads to significant questions 

around how to manage existing brown portfolios or 
portfolios in which firms are improving the sustainability 
of high carbon assets. ESG factors or risks are not creating 
new categories of risk, because these can be mapped or 
translated into traditional risk categories such as credit 
risk, operational risk, reputational risk or business model 
risk. The challenge arises in the measurement of risk 
and how to incentive banks to manage these risks. In 
this perspective, prudential regulators are attempting to 
contribute to work on taxonomy and definitions. Once the 
industry has measurements and data, an analysis of how 
this transition impacts the prudential position of banks 
can be incorporated, and then changes to the regime can 
be proposed and integrated.

Given the risk of stranded assets, a policy-maker 
opined that there could be nothing more logical than to 
introduce a green supporting factor or brown penalising 
factor. This relates to the question of stranded assets, 
which has already had an impact on the financial sector. 
This does not need to be restricted to the capital charge; 
it could also involve exposure limits, which is exactly 
what the European Systemic Risk Board advises. Before 
considering these measures, the industry should develop 
carbon stress testing. Supervisors have a crucial role to play 
here. Boards must set an example to their companies; in 
the financial sector, the boards are the supervisors. Every 
supervisor, European or national, should take this on 
board. It is crucial for making this change. 

An industry representative turned back to the 
idea of ESG interdependency and outlined how the 
financial industry could look more broadly than green. 
Philosophically, all of the participants in the discussion 
would agree on this. In respect of the complexity in ESG, 
the industry representative suggested that the situation is 
already very complicated, and the process must be iterative. 
Climate provides the industry with tangible business cases 
and a set of data that it can disclose; through this process, 
ESG can be mainstreamed and integrated into businesses. 
The industry representative praised the contributions 
made by an official and another industry speaker on the 
genuine complexity of climate change in the real economy 
and how the finance industry should react to it. The 
industry must disclose against a very complex situation and 
sequencing will be very important. In terms of taxonomy, 
if the industry assessed climate change adaptation first 
and then moved on to the other pillars in the scheme, 
it would provide an opportunity to test the industry’s 
systems and assess what is decision useful in what is being 
disclosed. The industry should not lose sight of what it is 
trying to accomplish: the channelling of capital into more 
sustainable finance. This is not an exercise in itself but a 
means to an end. 

Another industry speaker agreed with the 
comments made by regulators, stressing that this issue is 
fundamentally a pricing problem within the markets. The 
industry is trying to solve it by looking at regulations. The 
industry representative conceded that it might appear 
strange for a risk officer in a financial institution to praise 
regulations, stressing however the importance of proper 
regulations in the protection of policyholders and investors. 
The industry representative felt that fixing a pricing 
problem is like the prisoner’s dilemma. It cannot be fixed 
through either Pillar 1 or Pillar 2 of the regulation, because 
the price must be fixed by the market itself. Externalities 
such as subsidies in the brown economy or the carbon 
price being too low will dramatically shift the allocation of 
capital in a micro way, transaction by transaction. If there 
is a green supporting factor, the prisoner’s dilemma is that 
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the industry is pushing on another button. The regulators 
will require financial institutions to put more capital 
aside (for transition risk regarding existing assets), which 
bizarrely will make players not wish to risk their capital 
on energy transition financing needs. If the industry 
uses a brown penalising factor, it is the same prisoner’s 
dilemma. The consumer and the producer need the relief 
and the guidance in terms of these changes in the pricing 
of externalities. The industry representative quoted Deng 
Xiaoping, who spoke about ‘crossing the river by feeling 
the stones’. The process of transition could not be stopped 
and the industry must complete it. The industry is partway 
across the river. With its customers, it is trying to feel the 
stones and learn how this process is going to happen.

An industry speaker from the audience noted that 
the revised Basel III rules published in December included 
Loss Given Default (LGD) input floors, which would 
adversely affect renewable energy investments. A regulator 
stressed that the European Commission is aware of this 
issue. LGD floors are taken exposure by exposure rather 
than at a portfolio level. On the other hand, the LGD 
floors introduced in the Basel III framework are calibrated 
relatively modestly. Clearly, an LGD floor hits the very 
low risk components of the portfolio. If it is done on an 
exposure by exposure basis, it will hit individual low risk 
exposures. When the framework was designed, it was not 
designed with ESG in mind.
3.2. Problems with specific green supporting or brown 
penalising factors
A regulator agreed with the comments made by a policy-
maker on the importance of mainstreaming ECG factors. 
The EBA is studying how this will impact the prudential 
regulatory system. The EBA has looked at how ESG factors 
and the risks of transition could be factored into the 
prudential framework. The most obvious first step is to 
consider a differentiation of Pillar 1 requirements based on 
ESG factors, which leads to the green supporting factor. 
At this point, the EBA’s view is that Pillar 1 requirements 
are not the right place to address this issue, because the 
purpose of Pillar 1 is to ensure the resilience of the banks 
and not to incentivise or encourage certain portfolio 
allocations. Additionally, in respect of methodology, Pillar 
1 requirements are calculated with a short time horizon, 
which is not suitable for assessing many longer term ESG 
risks. The EBA is relatively sceptical about accelerating the 
transition by introducing a Pillar 1 incentive in the form of 
a green supporting factor. Equally, the brown penalising 
factor has similar characteristics, but there is a greater 
rationale to assist the transition gradually by introducing 
differentiation on the brown side.

This leaves open the question about the correct tool to 
use. There are two other areas with better possibilities in the 
regulatory system. First, there is movement towards market 
discipline, which means disclosure, market discipline and 
incorporating ESG factors into the governance assessment 
of banks. Here, it is important to lead from the top and 
address the public disclosure of banks from the top all 
the way to their different business lines. While this is a 
promising channel, it is also insufficient. Secondly, this 
holistic assessment could be incorporated into the Pillar 
2 framework of risk assessment. If the taxonomy stabilises 
somewhat, it would be possible to incorporate a longer 
term ESG assessment into the supervisory review process 
for banks. Another option would be to incorporate ESG 
factors into the stress testing framework, which could 
allow supervisors to assess an institution’s resilience 
against the longer term future risks that may emerge from 
sustainability issues. In any case, a quick and accelerated 

transition cannot be solved by the silver bullet of a 
supporting or penalising factor. In the EU, there is evidence 
that the introduction of the SME supporting factor did not 
materially improve credit availability to the SME sector in 
the EU, so it is important to be somewhat cautious.

Another regulator supported this view, noting 
the existence of several examples in the insurance 
sector. On other panels during the conference, industry 
representatives have made requests to decrease further the 
capital requirement for equity, or the accounting treatment 
of it, or to enlarge the scope of last year’s specific treatment 
of infrastructure. The discussion cannot be reduced to 
partial alleviation of the capital charge. If the capital charge 
is alleviated without evidence and without being associated 
with the embedded risk of certain investments or lines of 
business, this will not be sustainable, because in the long run 
the risk arises anyway. An official agreed that incentivising 
Pillar 1 could have distorting effects. The industry should 
consider the brown penalising factor further. Pillar 2 is an 
area to explore on both sides of this question.

1. The return of a portfolio that can be attributed to the market as a whole. 

v

European retirement needs: 
prospects of the 
Pan-European Pension 
Product (PEPP)

Europe’s population is ageing. In 2060, for every 
retired person there will be two people of working age, 
compared to four today. This has led to reforms intended 
to make future public pensions more sustainable and often 
less generous.

On 29 June 2017, the EU Commission set out a 
legislative proposal for a pan-European Pension Product 
(PEPP), a simple and cost-effective 3rd pillar retirement 
framework which will be portable across EU Member 
States. The PEPP is designed to give millions of savers 
in the EU more choice in the fragmented and uneven 
European market, where options are nearly non-existent in 
some Member States. It will also create new opportunities 
for providers to tap into a European-wide single market 
for personal pensions estimated to grow from €0.7 
trillion to €2.1 trillion over the next decade, assuming 
tax incentives for PEPP, compared with a growth to €1.4 
trillion over the same period without the PEPP. PEPP is 
a voluntary framework for a 3rd pillar pension product 
and will complement existing state-based, occupational 
and national personal pensions, neither replacing nor 
harmonising national pension regimes.

1. The PEPP from the Council Presidency standpoint: 
the main achievements following the vote of the 
ECON Committee of the European Parliament
An official noted that after the recent ECON vote on PEPP 
at the European Parliament and the general approach 
taken by the Ecofin Council in June, trilogue negotiations 
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will begin on this topic. The Commission’s initiative was 
a good legislative proposal but when 28 members are 
asked, 28 answers follow. The third pillar is fragmented, as 
there are different ways of providing pensions in different 
countries. The main achievements of the file at the Council 
and the European Parliament are the same: it aims for a 
simple product that is standardised, safe and transparent, 
with solid information regimes. It is also flexible, meaning 
a broad range of providers and possibilities of tackling local 
markets. This would mean increased competition, to offer 
the best deal for consumers. PEPP labelling will ensure 
recognisability across Europe and an EIOPA database 
with PEPP features across Europe will benefit providers 
that want to enter certain markets.  These achievements 
are a major step forward for the personal pension market 
in the EU.

An industry representative endorsed the principles 
outlined and fully agreed with them. Progress has 
been made from the inception of the first proposal and 
the contributions from the EP and the Council. It is a 
milestone for consumers and a successful trilogue. It is 
not perfect however, and it was noted that it is important 
to have a framework where providers can start to develop 
products off.

2. Portability
The PEPP should be an easily portable product that can 
be taken from one Member State to another with no 
obstacles. Savers should be able to continue contributing 
to a PEPP when moving between Member States.

On the portability service, the Commission proposes 
in Article 13(3) that compartments must have been set up 
for all Member States within three years after entry into 
force of the Regulation. The compartment feature will 
ensure that PEPP is easily portable and enables providers 
to adapt their product to the requirements of each Member 
State, so that savers can benefit from the tax incentives 
of their Member State of residence. This is an important 
feature, but some providers, particularly smaller ones, have 
expressed concerns about the difficulties of complying 
with the obligation on compartments. Solutions can be 
found to address these concerns, such as encouraging 
partnerships with other eligible PEPP providers, or 
creating a central EU database with information on the 
specific requirements of each Member State.
2.1. The view of the European Parliament: 
partnerships are the way forward
A public representative noted that the PEPP is not only 
a pan-European personal pension product encouraging 
more people to save; it is a fundamental part of the CMU. 
This is important a) to make sure  that more than the 
27% of citizens across the EU who currently have this 
personal pension to save, and  b) to enable providers to 
make adequate business proposals in this area with so 
much potential. An independent study accompanying 
the original Commission proposal estimated the current 
market at about 700 billion in this area; this will hopefully 
double in the next decade. 

One of the priorities looked at by the European 
Parliament was portability. The original Commission 
proposal was for each provider to provide a compartment 
for each of the other Member States after three years. 
That was not agreed, and the view is that it is important 
to try to obtain that, but it is more important to establish 
partnerships and utilise existing partnerships. Even where 
there is no partnership or compartment, it is important 
that there should be no fee for switching in order to 
provide consumers with sufficient options. 

It is essential to get saving to people who live in a 
constituency and who come from other Member States. 
At some point, they will leave and go home or somewhere 
else. The market will grow if opportunities are provided, 
and compartments will be provided if flexible enough. To 
over-regulate from the start would be a disaster. There is 
no intention of waiting for PEPP 2 or PEPP 3; this must be 
done right away. Flexibility is needed, as is being as non-
bureaucratic as possible, so that the market can develop. 
2.2. Pragmatism is needed to organise portability
2.2.1. Competition is required
An industry representative noted that regarding portability, 
it is important that providers should have competition. 
Smaller providers in smaller countries will probably start 
at a domestic level and grow the PEPP from there step 
by step at a pan-European level. It will be an incremental 
revolution, similar to the Undertakings for Collective 
Investment in Transferable Securities (UCITS) a base, 
which evolved over a 25-year timeframe and now is the 
largest asset class sold globally. It became a truly trusted 
brand on a worldwide level. That would be precisely the 
vision for the PEPP. For that to happen, it is important that 
a minimum standard of Member States in which providers 
have to offer it is not set, but that the market is allowed to 
develop step by step.

The Chair asked about the meaning of ‘step by step’ 
for the European dimension of the PEPP and the various 
compartments initially proposed by the Commission. An 
industry representative stressed that there should be no 
minimum number of compartments. It should be able to 
start with one country. Over the next five or 10 years, it is 
doubtful whether a single provider will be able to offer the 
same PEPP in all 27 markets. It is not a matter of setting 
a goal to say it is pan-European only if it is offered in a 
minimum of 15 markets. It is pan-European if it follows 
the mobility needs of the citizens who want to exercise 
the portability of the product. That is how to define ‘pan-
European’ portability.
2.2.2. Answering the concerns of small providers 
An industry representative agreed on several points: The 
PEPP is about being pan-European and about competition. 
It must be in the interest of customers, wherever they are 
in the EU, to provide them with a true pension product. 
Pragmatism will be needed to organise portability because 
markets are different from one Member State to another, 
in terms of size, maturity and needs. It is not at all obvious 
that a customer will need 27 compartments in one year. 
That kind of customer is not well known. It would be 
possible to offer eight to 10 compartments from the outset. 
It would be difficult and even counterproductive to oblige 
any company wishing to issue a new product to do so in 
all 27. The response would be to stand by and wait to see 
whether there is customer need before answering, but not 
launching to market. That would be a pity for the success 
of the PEPP.

A pragmatic approach is needed, with a minimum 
number of compartments, perhaps combined with the 
idea of partnerships. That is an interesting idea as some 
insurance companies are not active in all markets. Others 
are worldwide and do not have that problem but those 
in a couple of Member States, except for big groups, 
need to know each other better to do business together, 
and partnerships could be a first experience. A few 
compartments, some partnerships, and time to adapt to 
customers’ needs is proposed.
2.2.3. Encouraging partnerships

A regulator advised that the PEPP must be a pan-
European product; otherwise, the current situation will 
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not change, with different products in different countries. 
Ensuring that there is a proper way to sell cross-border and 
take advantage of the Single Market is supported and is in 
the product. Second, to deliver this for European citizens 
and make the difference, people must be able to save in 
the same product around Europe. Labour mobility will 
increase in the EU, so this is essential. A more pragmatic 
approach can be built up, instead of having one-size-fits-
all at the beginning. Partnerships are a good idea. The 
European Parliament’s text on this is welcomed, in terms 
of EIOPA’s involvement and looking at how it evolves. 

The Chair noted that partnerships seem to be an 
attractive solution but wondered if, in practice, there would 
be an obligation for the partner to take a customer who moves 
to a new country. After an economic downturn, situations 
may arise where it is no longer attractive to take liabilities 
from other Member States. The questions are organising 
partnerships and whether the Commission should do that 
at level two. A public representative considered that EIOPA 
should do it. EIOPA has been given a responsibility to bring 
forward a scheme to allow that to happen, and there is a 
market for this, particularly for smaller providers. Larger 
providers with a reach in several Member States will not 
have that problem. For smaller providers or even in IORP, 
which is a contentious issue for the Council, there are 
opportunities for EIOPA to give provision. If the service is 
provided and there are opportunities within the industry 
for this, it will be taken up. 

3. The PEPP labelling 
In the legislative proposal of the Commission, the 
authorisation of a new PEPP product would be granted 
by EIOPA. EIOPA would authorise PEPPs and maintain 
a central register for them across the EU. National 
Competent Authorities (NCAs) would remain in charge of 
supervising PEPP providers. EIOPA would be empowered 
to withdraw authorisation in case a a PEPP product no 
longer matches the requirements of the PEPP Regulation, 
to ensure high quality standards for the PEPP label.
3.1. The view of the European Parliament: the 
importance of an EU PEPP label granted by EIOPA
A public representative noted that the EIOPA route is 
attractive for branding.  Whilst NCAs know their local 
market and have a greater understanding of the risk 
and the players, this product also requires a stamp that 
shows it is a European entity that not only ticks the box 
but also complies with the product. It is not so important 
in well-developed markets for personal pensions, but 
it is essential in those parts of the EU which have a less 
developed personal pension market. Launching a pan-
European product requires a thumbprint of support. 
After much discussion at the ECON Committee (EU 
Parliament), what is included in the text is the validation 
and bulk of the localised work to come from the NCAs, 
with EIOPA authorisation within a strict timeframe. That 
is a huge responsibility for EIOPA and it will have to scale 
up. A discussion with the Council on this fundamental 
point is likely, but Parliament believes strongly that there 
must be a pan-European agency behind it for this to be 
a pan-European product; otherwise, its reach will not be 
significant.
3.2. The importance of the PEPP label granted at 
European level to ensure the pan-European nature of 
the product
A regulator advised that the pan-European nature of the 
product is closely linked to how it is seen from an EIOPA 
perspective, as the European body that ensures that this 
product truly has a European stamp. By involving the 

NCAs, these elements of authentication are fundamental 
for the credibility of and trust in a European product, and 
should not be underestimated. The Parliament’s comment 
about an initial validation by NCAs followed by EIOPA and 
supervisors around Europe having a stamp on it is therefore 
welcome. When Europe builds something together, it is 
not against Member States, but for all European citizens. 
Everyone is in this project and a signal must be given to 
European citizens by having a stamp that people can trust, 
so it is important to make sure that there is an element 
of certification or authentication at the central level, 
and that EIOPA can ensure that supervision is done in a 
consistent way.

There cannot be a situation where, after two to 
four years of selling a PEPP throughout Europe, weaker 
supervision is discovered in some countries which creates 
problems for European consumers. EIOPA needs to ensure 
that there is a proper level of supervision and coordination 
around the supervision of the PEPP. It is fundamental for 
this product to have a truly pan-European nature.

The Chair stated that the Commission agrees with 
comments on the need to have European validation of 
this European product. EIOPA is first and foremost the 
collective wisdom of the 27 national supervisors. They 
need to understand that they do not lose sovereignty in 
EIOPA; they exercise it in a different manner. It is hoped 
that the Member States will be convinced of that in the 
negotiations.

4. The default investment option 
PEPP will be a new product on the market. It will have to 
be both attractive and trusted by consumers and providers. 
The Commission proposes that providers should offer 
up to five PEPP investment options, including a default 
option. Providers may also offer a coverage of biometric 
risks. The default investment option must ensure capital 
protection either by a guarantee or by other risk mitigation 
techniques, such as a life-cycle investment strategy. 
Irrespective of the type of capital protection, providers 
must ensure that the default investment option enables 
savers to recoup at least the capital invested1. A life-cycle 
investment strategy does not provide a capital guarantee 
(which implies greater risk), but it may well deliver a better 
return because the investment policy is less conservative in 
the first part of the investment period. Most assets in life-
cycle strategies are invested in higher risk/higher return 
assets, with a switching mechanism to more conservative 
investments shortly before retirement2.
4.1. According to retail investors, true capital protection 
implies that the notion of ‘capital’ must be calculated on 
the basis of the amounts saved before the deduction of 
all accumulated fees, charges and expenses directly or 
indirectly borne by investors, and if possible in real terms 
(offsetting the negative impact of inflation over time)
If legislators decide to opt for a capital ‘protection’ feature 
that only allows PEPP savers to recoup the nominal capital 
invested net of all accumulated fees and costs without 
offsetting inflation, they will ensure the guaranteed 
destruction of the purchasing power of pension savings. 
Worse: savers will be misled to believe that, on the 
contrary, this constitutes ‘protection’.

An expert advised that anyone putting €100 into 
a basic PEPP capital guarantee will, 40 years later, have 
something worth €27 at best. That is not the worst case. It 
is called the ‘capital-protection scam’. There needs to be at 
least a prominent warning about accumulated fees, given 
that this is capital net of all accumulated fees, which is one 
explanation for why it is not €100 but €27 at best in the end. 
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It is also before inflation, so the purchasing power of this 
guarantee will be severely negatively impacted over time by 
these components. According to this speaker, this default 
investment option must be the safest. It is important to 
protect pension savers, walk the talk and at least warn 
and educate them that this does not mean that their 
money will be returned in 30 or 40 years.  This position 
is known, and others know better what was voted on, but 
it is understood that the ECON text of the Parliament is 
worse because the so-called capital-guarantee protection 
has disappeared from the articles themselves, although it 
is still in the recitals. Article 37 talks about the basic PEPP 
and no longer mentions capital protection but states that 
there is an objective to recoup the capital. It is an objective, 
not a guarantee.

Article 2.21 is worse, however, as it contains a new 
definition of ‘capital’. It starts with the Commission’s 
nominal contributions, so the problem of inflation is still 
swept under the carpet, net of all accumulated fees and 
charges, and investment return. A slight amendment to 
this new investment return was proposed: ‘if positive’. It 
was rejected, which means that there is now an objective 
to get capital that can be zero in the end. A negative 
return, with accumulated fees on top, means that the 
capital-protection guarantee could be zero. Perhaps this 
is a misreading, but from the Commission’s proposal, if 
it is positive, the capital protection from the Commission 
should not survive the trialogue without a prominent 
warning that fees and inflation can severely eat into the real 
value of this so-called protection. If not, it will be the worst 
case of mis-selling in the expert’s 15 years’ experience, and 
in the entirety of financial-policymaking at an EU level.
4.2. Capital protection from the EU Parliament standpoint
A public representative reminded the audience that it 
was publicly stated within the text from the beginning 
that a default option or a life-cycling or capital-guarantee 
approach as maximum choice to consumers in the basic 
PEPP offered was wanted. A fee cap was not part of the 
original Commission proposal, for many reasons, including 
that it does not encourage competition for lower fees 
below the cap, because people move on to where the fee 
is, whether it is 0.5% or 1%. The concession or compromise 
made was to amend the objective of Article 37 to capital 
protection, so as to avoid making it impossible to include a 
life-cycling approach in a basic PEPP. What is crucial is the 
fact that the largest number of providers could be involved 
in providing the kind of products that people need. The 
original Article 37 was open to the interpretation that 
it would be an absolute capital guarantee. That caused 
concern and required clarification. If further clarification 
is required, it can be done in the trialogue. 

The information given to consumers who will buy 
this product is not undermined. Article 37 was changed 
because the asset management section of the market 
would have been excluded from this product if it was 
interpreted exclusively as a capital-guarantee product.
4.3. Savers should be fully aware of the characteristics 
of their default option and of the differences that might 
exist between guarantees and other risk mitigation 
techniques
Three ideas were highlighted:

• The decision to have one guaranteed and one non-
guaranteed product is fine;

• Inflation cannot be guaranteed; 
• The legislative text creates a level-playing field for 

both asset management and the insurance sector.
A regulator advised that it is necessary to keep PEPP 

simple and achieve something that people understand. An 

over-engineered proposal to consumers will have the same 
destiny of many other products that are not understood. 
The political decision to have one guaranteed and one 
non-guaranteed product is fine. It is critical to have an 
upfront warning that a product is guaranteed or not. 
Everything in the key information document (KID) should 
be done for the PEPP.

The minimum guarantee for capital protection is that 
contributions made to the product will be recouped. Fees 
and charges should not be deducted. That is the minimum, 
as every consumer will understand not receiving less than 
the contributions that were put in. That should be the 
capital protection guarantee. That said, the inflation point 
is over-engineering. The insurance industry, for example, 
will not be able to develop a product with a guarantee on 
inflation for 20, 40 or 50 years. It is nice to say and, if there 
was a way to do it on a sound basis, it would be supported, 
but it is important to be pragmatic. Capital protection 
should cover the contributions that are made, without 
deducting fees and charges and without taking into 
account inflation. A requirement to guarantee inflation 
will go too far.

A lifecycle should include a clear definition of the 
objective. It is not guaranteed but there is an objective 
that goes in the same direction (i.e. to recoup the same 
amount as the one guaranteed by the capital guarantee). 
The objective should not be lower in terms of a capital 
guarantee. The only difference is that it is not guaranteed, 
and having or not a guarantee is an individual choice. In 
developing the PEPP framework, three words come up: 
safe, transparent and cost-effective. Safe means different 
things to different people. If the retirement income of a 
saver is largely dependent on a third-pillar pension product, 
then a guarantee is important; however, many people have 
appropriate second pillars, so for them a guarantee is not 
fundamental. The type of product can be chosen but this 
needs to be clear and transparent upfront to consumers. 
Politics works by compromises, but it is important not to 
over-engineer. It should be in simple terms that people can 
understand.

An industry representative advised that a general 
message is to pay attention to stamp the product at a 
European level so that it is understandable. The aim should 
be for one product, not two or more. It is impossible to 
guarantee inflation. Fortunately for customers in many 
Member States, the eurozone exists and has been built to 
ensure that it is a low-inflation zone. It is not Argentina or 
Venezuela. However, it cannot be guaranteed.

The level of guarantees granted relies greatly on the 
level of interest rates. The problem that the definition faces 
is the current low level of interest rates for several years. 
It is not out of pleasure that the guarantee was invented 
after having deducted the fees, which is a market trend 
today in guaranteed traditional life-insurance products. 
It is because revenue could not be granted to customers 
if these fees were not deducted. It was said that a 100% 
capital guarantee is without the deduction of fees. The 
position should be reserved. The rationale is understood 
but, if it can be done under normal circumstances with 
“normal” interest rates, there will be situations where the 
regulator will advise that it should not be done as it will 
jeopardise stability.

What is compared must be comparable and clear 
to people. The objective is not to give back 100% of 
contributions; it is to do much better over time. Even for 
default investment option with a guarantee, objectives 
should be clearly set out, along with life cycling techniques. 
The difference could be in the financing of the guarantee. 
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It is not clear which system is more competitive, it will be 
reviewed, and competition will follow. With life-cycling 
techniques, savers have always a risk and they can bear 
unlimited losses (even losing all their capital, because there 
is no floor). This must be set out clearly.

An industry representative noted that the major 
achievement of the draft is in creating a level playing field 
for asset-management and the insurance base as it currently 
stands. That allows more providers to offer services. The 
focus should be on allowing the customer maximum 
choice. Not to decide for them but enhancing consumers’ 
financial literacy to make an informed decision, as they can 
only exercise choice if they have information. The simpler 
it is and the more options that are open, the better for the 
end-investor. An official stressed that this refers to a default 
investment option. When many providers are allowed to 
offer it, it clearly means something different. If it is put in 
a definition, such as guaranteeing capital or guaranteeing 
nothing, it is a better way to allow those two options.

The Chair noted that a way forward on this subject 
is the co-existence of different products, with competition 
between them and proper information for consumers. It 
will be seen how that can be achieved. Competition in this 
field has not always worked to the benefit of consumers, 
but hopefully it will in the future. There should be a 
prominent warning that the capital guarantee does not 
cover accumulated fees nor the negative impact of inflation 
on the real value of the capital, and both have a significant 
negative impact over time. 

5. Decumulation phase and the type of 
out-payment options
According to the Commission’s proposal, the type 
of decumulation options proposed to savers is up to 
the providers’ choice (annuities, lump sum, regular 
withdrawals or a combination of options). This flexibility 
enables providers to adapt their product to the specific 
requirements of each Member State, as conditions for 
the decumulation phase will generally be determined by 
national legislation.
5.1. According to the European Parliament, it is 
important to provide a choice in the out-payment phase
A public representative noted that it is important to 
provide a choice in the out-payment phase. This is a 
pension product, not a savings product. It can be argued 
that it has features of a savings product, but it has to have 
a minimum period of time when people can get an income 
supplement at an important time in their life, when they 
have no longer an employment income. The basic PEPP 
was devised with a different approach to the out-payment 
phase. The life-cycling side did not require annuities 
as a mandatory requirement, as in the original text; it 
stated 30% upfront in year one with a drawdown period 
thereafter that was part of a drawdown plan to be agreed. 
The capital-guarantee contained a 30% initial payment 
in year one, 35% annuities, and the rest as part of a plan. 
That can be reviewed but the possible to have a choice is 
an important argument for people.

The text of the European Parliament also allows that 
some investments are so small that demanding people 
take annuities out is ridiculous. There is a requirement for 
EIOPA to guide on the threshold required. Below a certain 
threshold, it does not apply in terms of the basic PEPP. The 
other significant change, made following arguments heard 
during the negotiation, is that people are often asked to 
sign up to something early in the plan, at the moment of the 
contract, rather than in the decumulation stage or closer 
to the endpoint. It was suggested that five years would 

be the time for signing off to the out-payment plan. That 
gives more consumer protection. It is an addition to the 
original text that gives people more choice, as the position 
they will be in at an age closer to the point of retirement 
is unknown. A distinction has been made between capital 
guarantee and life-cycling on out-payment, and that 
approach is better in the long-term.
5.2. Other views expressed on the type of out-payments 
An industry representative felt that the latest draft from 
European Parliament is not perfect, although it seems 
like something that can be agreed on over time. The 
possibility of a 30% lump sum out-payment in the first 
year and options in the following years was welcomed 
as allowing consumers to exercise choices more flexibly. 
It is even more critical to inform consumers about the 
implications of choices on out-payments. As it stands 
in the text, it is essential that the information can be 
provided in a digital form. It targets a generation of 
millennials who retrieve information mostly digitally, 
and this is a key feature. 

An industry representative advised that the position 
is clear, and those expressed in the Council and European 
Parliament texts, and the Commission proposal, are 
witnessed with a great deal of interest. They are slightly 
different, so the trialogue is wished good luck in being 
quick and successful. The PEPP is a pension product. A 
pension is revenue over time after retirement. The natural 
form of out-payment is annuity. It is the only system 
which encompasses longevity risk, and which ensures both 
the retiree and the collectivity that this supplementary 
revenue will be due throughout a lifetime, whereas, a lump 
sum happens at once either partially or totally. Once it is 
used up, there is nothing left, save collective solidarity. 
These pension products should only be those with an out-
payment in the form of an annuity, with some exceptions 
to this principle. It might be useful to buy a flat or a house 
on retiring, which can be an exception. There must also be 
exceptions if one partner in a couple dies. In some cases, 
there must be flexibility that allows a partial exit in the 
form of lump sums, but the principle should be an annuity.

This creates a problem with the Council compromise 
as it stands today, because it exerts no prioritisation in these 
terms. The European Parliament’s position is preferred as, 
even if it is not enough, it imposes a minimum out-payment 
in the form of an annuity and must be considered by the 
co-legislators. The only way to cover longevity risk and to 
protect savers until the end of their life is an annuity. The 
Commission proposed flexibility on out-payments, which 
was supported by the Council negotiating mandate. It is a 
pension product, so the default option should also cover 
against the risks of very old age. Only a lifelong annuity 
can do this, but the proposal wants to have the best of both 
worlds. As an understatement, starting an annuity right at 
retirement age, where it is all put into government bonds, 
might not give a great return. 

What has been pushed for, albeit unsuccessfully, 
is already an option in the Riester-Rente. The customer 
comes out however they like, with capital, annuity, fixed 
annuity or programmed capital withdrawals, while 
paying a premium for a deferred annuity at the age of 
life expectancy. Old-age insurance was set at 70 years 
when life expectancy was 60. Now the threshold for old-
age insurance has been lowered but life expectancy has 
risen from 80 to 85, whether for a man or a woman. The 
deferred life annuity premium should be bought at 80 
or 85, as it is the only way to cover the risks of very old 
age. Taking a programmed capital withdrawal out over 
10, 15 or 20 years is okay, but there are questions about 
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how people will survive if they outlive this. This proposal 
follows a consultation with an academic expert. It could 
cost roughly 15% of accumulated savings, provided a return 
is ensured. It is not much but it should be the minimum as, 
if not, the risks of very old age are not covered.

A regulator noted that this was a fundamental point 
of some disagreement with the Commission’s proposal. 
There has been progress on the European Parliament text. 
One thing that needs further thought is the split between 
the PEPPs with a guaranteed default option and those 
without such an option. It would make sense for a lifecycle 
product to have the same possibility for the consumer to 
have that choice five years before the retirement phase. 
Another element that must be considered is that the public 
perspective should be to protect those who need that 
protection. Unfortunately, some countries’ experience 
shows that, when there is a complete choice of using a 
retirement pot, the ones who need it more are those who 
take a lump sum. That is a public-policy element that does 
not need to be over-engineered, but having an element of 
protection makes sense.

It is in the hands of the industry to develop products 
that are much more innovative in terms of the retirement 
phase than existing ones. Being honest, in a low-interest-
rate environment it is difficult to have a good proposition 
to sell a fixed annuity to a client. Innovation is necessary. 
Deferred annuities are important. Mixed products with 
drawdowns and annuitisation are needed, alongside 
other types of products that evolve, to give consumers 
the capacity to provide services when dependent because, 
unfortunately, that is what will happen to many people 
with a longer life expectancy. Innovation should come 
to this and it should not be over-engineered to curb 
innovation. The fundamentals should be there in terms of 
what a long-term pension product should be, especially for 
the default investment option.

1.  A capital guarantee lifts the investment risk from the saver to the provider, 
giving savers a high degree of certainty over their investment. However, the 
safety of a guarantee has the downside of being expensive, and providers will 
generally invest via low risk/low return investment strategies. Furthermore, 
not all providers will be able to offer capital guarantees.

2.  ‘Life cycle investment strategy’ can take the form of asset allocation using 
‘risk desensitisation grids’ between funds. This strategy ensures that most 
savings are invested in equities for younger savers and include a de-risking 
mechanism to increase the proportion of bonds and monetary instruments as 
the planned retirement approaches achieved by the switching of funds. This 
is done quarterly or annually; the allocation being determined depending on 
investors’ age.

v

Review of the Solvency II 
long-term package

1. Specifics of the long-term package
1.1. Essential aspects in the long-term package that are 
beneficial and should be preserved 
Solvency II appears to work well as a regulatory framework, 
and provides insurance companies with important benefits. 
EIOPA is now producing yearly reports on the impact of 
the long-term guarantees measures, the most recent of 
which focused on disclosure and how to improve it; it is 

now assessing the risk management measures that are 
foreseen for certain long-term guarantees measures. The 
long-term guarantees measures have created a regulatory 
capital relief of €166 billion. 

An industry representative stated that although 
Solvency II has been costly, it is now a central part of their 
organisation’s decision-making processes. 

An expert stated that Solvency II has the ‘immense 
merit’ of being a risk- and principle-based framework, 
as opposed to the blind quota that existed in the past. It 
incentivises the diversification of portfolios, and more 
recently allowed infrastructure to be considered as an 
asset class, which is very important. It also removed 
barriers to high-quality securitisation. The LTG measures 
show that matching and volatility adjustments applied to 
the discount rate for calculating the technical provision 
has had a positive effect. The LTG measures represent 
real progress.

A regulator stated that, in a risk-based and market 
value-based system, it is not easy to accurately portray a 
long-term insurance business; the LTG measures work in 
this context, and will have a positive dampening effect on 
pro-cyclicality. Although some companies have not yet fully 
taken Solvency II into account in their risk management, it 
has been a necessary step towards regulatory harmonisation 
and supervisory convergence in Europe. 
1.2. Potential areas requiring adjustment in the 
Solvency regulation
An industry representative stated that their organisation 
believes that the volatility adjustment is the main area 
where practical experience falls short of the initial concept 
and political willingness. The volatility adjustment does 
not accurately reflect their business model, and is not as 
effective as it could, or should, be. Additionally, it could 
result in inadequate incentives: the reference portfolio 
includes unit-linked business, for example, which is not 
the right approach from a technical perspective. Finally, 
the reference portfolio could create herding behaviour: if 
all insurers invest in that portfolio, this will create a super-
systemic risk. 

A regulator replied that there are no indications of a 
herd behaviour or that the representative portfolio impairs 
the effectiveness of the VA. The regulator was not in favour 
of company individual portfolios, which might generate 
moral hazard and incentivise insurers to invest in bonds 
of low credit quality.

Another industry representative stated that they 
would want to change the treatment of equity in the 
investment strategy link with Solvency II. When Solvency 
II was introduced in France, €50 billion was moved from 
equity to less risky assets. Diversification would be good 
for consumers, and to achieve this, organisations like 
theirs should be allowed to hold more equity, but a small 
change in equity has a significant impact on Solvency II 
metrics. Additionally, Solvency II has a pro-cyclical effect: 
this is not hugely problematic at the moment, but this may 
change when the market moves somewhat. 

A regulator replied that its organisation has 
analysed the investment of EU insurers and has not 
found indications for a negative impact of Solvency II on 
equity investments. 

An expert added that the probability of default 
being considered over a single year implicitly assumes 
that insurers are short-term brokers or traders when 
calculating their value at risk.  There is also the risk margin 
calculation, which is told to remove a significant amount 
from the own funds of insurers, and the evaluation of 
risk in the standard formula needs to be reviewed. On the 
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whole, the Solvency II capital requirement is probably too 
conservative.

Another regulator stated that they are concerned about 
a shift of risks from companies to customers, particularly 
in the areas of retirement provision and insurance. Insurers 
must be able to offer long-term insurance products with 
reasonable and meaningful guarantees.
1.3. Preserving the core concepts of Solvency II while 
making improvements
A regulator made it clear that their priorities are to make 
sure that undertakings are able to transfer their legacy 
book from before Solvency II, with very long interest 
rate guarantees, to the new supervisory regime; that the 
measures should mitigate incentives for pro-cyclical 
investment behaviour resulting from market-consistent 
valuation; and that undertakings must still be able to 
provide meaningful long-term guarantees in the new 
regime. Actual risks and illiquidity characteristics of 
these products need to be reflected in the LTG review, 
particularly where insurers cover long-term guarantees 
with long-term assets, or with ‘hold to maturity’ aspects. 

An official stated that although it is important to 
adhere to the Solvency II model, this does not mean that 
the 2020 review should not be ambitious. Europe should 
aim to have the best model in the world and contribute to 
setting a standard internationally, but the rules should be 
the same for everyone. 

An industry representative added that there should be 
as much co-ordination as possible regarding the in parallel 
ongoing further development of Solvency II, establishment 
of a global Insurance Capital Standard and endorsement 
of the new IFRS accounting framework enforcing. The 
worst possible scenario for the industry, its customers, 
shareholders and the wider public would be a ‘same, same 
but different’ scenario that incurs significant costs and 
could result in inconsistent management incentives. 

An official stated that the long-term guarantee 
package is, to a large extent, linked to the question of 
equity. Technicalities are the most important thing, and 
it is also vital to discuss what the model aims to achieve. 
Increasing investment and fostering sustainable growth 
is the top priority of the European Commission; this is 
fully supported by the official’s nation and most of his/her 
colleagues. The official noted that they are not satisfied 
with what has been achieved so far.

An industry representative stated that the framing 
of Solvency II has encouraged some insurers to move too 
much risk onto customers. The European Commission 
also needs to address the issue of risk being transferred 
from insurance companies to policy-holders, which goes 
against the spirit of Solvency II. To provide a good return 
for customers, it is necessary to move into slightly riskier 
asset areas, notably equity, with long-term detention. 
This allows insurers to build products that are attractive 
for everybody.

A public official stated that the European Parliament 
would be open to a discussion about changing some aspects 
of the rules; the ECON Committee is in the process of 
preparing a letter to be sent to the European Commission 
on this topic, and the European Parliament is likely to 
consider volatility adjustment as one of the issues it needs 
to deal with. However, legislators need to remember that 
Solvency II exists to contribute to financial market stability 
and protect policy-holders, and any approach needs to take 
these two boundaries into account.

Another regulator stated that they have seen a lot of 
push-back against internal models, because the credibility 
of these models has been severely damaged in the banking 

sector. The regulator’s organisation is working hard to 
enhance credibility and trust in internal models. In their 
view, Solvency II has created many benefits for how 
insurers manage their portfolios and risks, especially via 
Pillar 2. 

2. Beyond the long-term package – an overall review 
of Solvency II after two years
2.1. Solvency II in the context IFRS 9 and 17 
An industry representative stated that new accounting 
standards are coming into effect - IFRS 9 and IFRS 17- 
which are extremely important. In the experience of 
their organisation, IFRS 9 leads to significant volatility. It 
is important that insurers should not be incentivised to 
invest in even less risky assets. IFRS 17 is a major standard 
and an extremely complex one; this can also drive up 
reporting volatility. As such, it is necessary to be cautious 
about the new regulation, and make sure that it does not 
have a significant impact on how insurers operate.

A public representative noted that the ECON 
Committee has requested an evaluation of IFRS 17’s long-
term effect on investment, and the discussion about LTG 
measures should take this into account. There also needs 
to be a consideration of whether insurance companies 
need to take climate and biodiversity risks into account 
and take into account stranded assets. 
2.2. Making sure that Solvency II delivers on its full 
potential
An official stated that there will be many technical 
discussions about how to improve volatility adjustment; 
the first question is how much change can be effected, 
and what the real impact of the volatility adjustment on 
the internal model will be. The second is about the role 
of national threats versus European ones: triggers have 
been introduced into the adjusters, consistent with threats 
in Europe remaining largely national. These triggers 
would not have worked for many countries during the 
2008 financial crisis, and do not appear to have worked 
during recent episodes in some countries. There are 
other questions that can have significant impacts on how 
volatility is considered, such as whether the volatility 
adjustment should be dynamic for the standard formula; 
the official noted that this will not be easy to answer. 

Volatility adjustment and matching adjustment have 
been limited to fixed income and excluded equity in the 
past; the official’s main concern in this area relates to 
investments in equity. The long-term guarantee package 
is useful for life insurance, but there are many non-life 
portfolios that should be more invested in equity, so 
the current package does not address all of the existing 
questions. There have been some proposals about creating 
an equity volatility adjustment, but this will be technically 
difficult, and defining an equivalent for spreads in the 
area of equity is not obvious. The pro-cyclicality of such 
a mechanism needs to be debated. Another official stated 
in this respect that in addition certain markets in Europe 
invest more in equities than others do, and equity risk is 
therefore more important in those markets.

Other ideas that have been proposed might be more 
disruptive and are even more debatable: in particular 
opening up the valuation framework for discussion begins 
to touch on the core principles of Solvency II. An official’s 
overall view is that work should take place on other aspects 
of the issue: in particular, the ongoing level 2 review, which 
can greatly contribute to facilitate equity investments by 
insurance companies. 

An industry representative stated that their 
organisation approves of the Solvency II framework on the 
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whole; what is envisioned is a ‘rightsizing’ of Solvency II, 
rather than a revolution in the approach. Pro-cyclicality 
and long-term investment are the two most important 
issues, and changing the volatility adjustment to better 
reflect a company’s underlying risks would help to address 
both. Risk mitigants would need to be embedded in such 
an amendment, to prevent companies from loading up 
on the highest credit spread assets. It is also important to 
avoid taking a piecemeal approach to these changes, and 
changing volatility adjustment in the right way would also 
enable companies to offer better products. 

A regulator stated that the issue of proportionality 
should be talked about more. Supervisors need to be clear 
about the cases in which they can act proportionately and 
those in which they cannot. It is also worth considering 
whether every report that is produced adds value. Another 
regulator agreed that proportionality is important, 
particularly in the area of reporting. A public official stated 
that the issue of proportionality needs to be dealt with 
seriously. Proportionality is not necessarily related to the 
size of a company: a small company can have large risks, 
and vice versa. 
2.3. The current process to review of Solvency II
The EIOPA is currently working on a call for information 
from the European Commission, focused on the 
identification of illiquid liabilities, what their duration is, 
and what assets are matched to them. This organisation 
is also assessing macro-prudential elements in Solvency 
II, both those that already exist and those that may need 
to be added. In this context, a regulator’s organisation is 
not in favour of implementing changes to the long-term 
guarantees measures already by the end of 2018, because 
EIOPA is currently engaged in an intensive review of these 
measures, and one should wait for these reviews to be 
complete before taking action.

A holistic impact assessment of all changes is very 
important, but time constraints need to be taken into 
account: EIOPA needs to deliver its LTG opinion in early 
April 2020, with a consultation in autumn 2019. Regarding 
asset liability management, the matching between the 
assets and the liabilities is an important aspect of Solvency 
II, and being well-matched is better than reducing the 
equity risk charge. The regulator’s organisation would also 
like to enhance the existing disclosure requirements on the 
LTG measures, based on feedback that has been received 
from the market, from stakeholders and from analysts, and 
to consider macro elements in Solvency II.

An official hoped that an EPP rapporteur would be 
appointed soon to deal with the ESA review; given the 
number of topics that Europe is currently dealing with, 
including Brexit, it would be a significant mistake for this 
topic not to be finalised during the current mandate. 
2.4. Additional regulatory issues regarding the 
Insurance sector in the EU
An official stated that another important area is the 
protection of policy-holders regarding cross-border 
activities, and dealing with companies that default. 
Freedom of provision of services is a key element of the 
internal market, and should be preserved, improved and 
strengthened. However, at present, insurance companies 
rely on supervision carried out by other Member States, 
and this can work only if it is not possible to engage 
in ‘supervisory shopping’ in Europe. Europe needs 
supervision that converges in its standards, its quality, 
and its knowledge of activities in other countries; this 
could form part of EIOPA’s regulation, or an amendment 
to the Solvency II regime, but it should be a priority for 
the review. 

The official also expressed the view that EIOPA 
should have a much bigger role in dealing with internal 
models and some amendments need to be made to the 
freedom to provide services.

To complement this supervision, Europe should also 
aim to harmonise its tools for dealing with crises. The 
official’s nation would make two proposals in this space: 
the first is about the guarantee mechanism. The same 
level of protection needs to be extended to all European 
citizens, which is not currently the case. Secondly, if a 
company collapses, the effect is not limited to its national 
market, and resolution activity will be more meaningful if 
it is done on the European level. This should form part of 
the review of Solvency II, and should be dealt with over the 
next few years, if not months.


