#1AIS

INTERNATIONAL ASSOCIATION OF
INSURANCE SUPERVISORS

Stakeholder event on the

Draft Holistic Framework for Systemic
Risk in the Insurance Sector

15 January 2019, Miami

PuBLIC 1



WELCOME AND INTRODUCTORY REMARKS

Vicky Saporta, Chair of the IAIS Executive Committee
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Agenda

9.00-9.30 Registration

Welcome and introductory remarks

* Vicky Saporta, Chair of the IAIS Executive Committee

Presentation on the consultation document — including short Q & A

Sl =l « Alberto Corinti, Chair of the IAIS Macroprudential Committee

Stakeholder presentations (1)
* Robert Rose, Metlife
» Mary Frances Monroe, Institute of International Finance

11.00 - 11.20 Coffee Break

Stakeholder presentations (2)
* Robert Neill, American Council of Life Insurers
* Michelle Rogers, National Association of Mutual Insurance Companies
11.20 - 12.50 + Steve Simchak, American Property Casualty Insurance Association

Q & A with the audience

Closing remarks
12.50 — 13.00
» Jonathan Dixon, IAIS Secretary General

758
<y I A I S PUBLIC



PRESENTATION ON HOLISTIC FRAMEWORK

Alberto Corinti, Chair of the IAIS Macroprudential Committee
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Contents

* Introduction
« Sources of systemic risk

» Key elements:
|. Supervisory policy measures
ll. Global monitoring exercise
lll. Supervisory powers of intervention
V. Globally consistent application
V. Implementation assessment
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Introduction

Systemic Risk Workplan

* February 2017: Announcement of the work plan, which
iIncludes three work streams:
o Development of an Activities-Based Approach
o Addressing cross-sectoral aspects
o Revising the Entities-Based Approach

* December 2017: Launch of an interim consultation, focusing on
the first work stream only.

 November 2018: Launch of a public consultation on a draft
Holistic Framework for Systemic Risk in the Insurance Sector,
bringing the three strands of work together.

« June 2019: Launch of public consultation of revised ICP &
ComFrame.

* November 2019: adoption by AGM of Holistic Framework.

v PuUBLIC 6



Introduction

Objectives of the framework

* The aim of the framework is to be able to prevent systemic risk
from materialising, identify the build-up of potential systemic
risks and, lastly, to mitigate these risks should they materialise
anyway.

« With the holistic framework, the IAIS proposes to evolve its
current approach to systemic risk, by:
o Taking into account both the ABA and EBA
o Addressing cross-sectoral aspects of systemic risk

o Moving away from a binary approach to a proportionate application of
an enhanced set of policy measures for macroprudential purposes
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Sources of systemic risk

WITHIN INSURANCE SECTOR

EXPOSURES

ILLUSTRATIVE
EXAMPLES

TRANSMISSION

CHANNEL

TO FINANCIAL MARKETS AND REAL ECONOMY

POTENTIAL

SYSTEMIC IMPACT

LIQUIDITY RISK

MACRO ECONOMIC
EXPOSURE

COUNTERPARTY
EXPOSURE

SUBSTITUTABILITY

OTHER

Derivatives
Securities lending

Embedded options in insurance
products (early surrender)

Certain types of fixed benefit
guarantees

Selling credit protection or other
speculative derivatives

Concentration in asset holdings

Providing funding to and lending
from other (financial) institutions

Assets and liabilities from
reinsurance contracts

Marine and aviation insurance
Export credit insurance
Mortgage insurance

Operational risk (e.g. cyber risk)

Wide-spread under-reserving
without the possibility to re-price

ASSET LIQUIDATION

EXPOSURE CHANNEL

CRITICAL FUNCTION

Exacerbating market
movements

Contributing to asset price
volatility

Transferring losses to other
market participants

Constraining funding or liquidity
to financial institutions

Interruption of insurance
services to real economy or
financial institutions
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Key elements of the framework

The key elements of the holistic framework are:

« An enhanced set of supervisory policy measures for
macroprudential purposes

* A global monitoring exercise by the IAIS designed to detect the
possible build-up of systemic risk in the global insurance sector

 Where a potential systemic risk is detected, supervisory powers of
intervention that enable a prompt and appropriate response

 Mechanisms that help ensure the global consistent application of
the framework, by having a collective assessment of potential global
systemic risk and a coordinated supervisory response when needed

 Lastly, there is an assessment by the IAIS of the consistent
implementation of enhanced on-going supervisory policy measures
and powers of intervention

rd”; : )i%‘
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Supervisory policy measures

Introduction

* The policy measures for macroprudential purposes provide the
pre-emptive part of the framework.

» They consist of three elements:
o Macroprudential surveillance by supervisors
o Requirements on insurers
o Crisis management and planning

* The requirements on insurers will be explicitly targeted at a
certain identified potential systemic risk, the other elements will
have a broader application to assess and/or mitigate potential
systemic risks.

* The policy measures will be integrated in the IAIS supervisory
and supporting material (ICPs, ComFrame, Application Papers)

* Hence, the proportionality principle also applies.
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Supervisory policy measures

An overview

-_ Scope of application

Policy measure ICP: ComFrame:
Legal entity / Group IAIG

Macroprudential Enhance link of macroprudential

. monitoring to the supervisory ° °
surveillance
framework
Liquidity management & planning o °
Requirements on Strengthene? enterprise risk 5 o
[T managemen
Disclosure requirements on liquidity o .
risk
Crisis management groups °
Crisis
bl pEnenicl Recovery plan o °
planning
Resolution plan o

[ ] Notapplicable; [O] Required as necessary only; [®] Required
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Global Monitoring exercise

Objectives

The annual monitoring exercise by the IAIS will serve to
determine any potential build-up of systemic risk at a global
level, as a complement to the macroprudential surveillance by
supervisors

The exercise entails:

A continuation of the data collection to assess any potential systemic risk
stemming from an individual insurer level, but based on an updated
assessment methodology

» A broadening of the purpose of the exercise to assess also sector-wide
trends and developments

A collective discussion on the assessment of potential systemic risks and
an appropriate supervisory response (see slide 15)

» A report of outcomes to participating insurers, the FSB, and the public
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Global monitoring exercise

Further work in 2019

 Finalising the updated assessment methodology for individual
iInsurer systemic risk:
o A move to a more absolute approach
o Using a combination of criteria to indicate a high level and/or trend of
increasing global systemic risk

o The role of the ancillary indicators, as well as the development of a
liquidity metric

» Developing the scope, structure and modalities of the sector-
wide systemic risk monitoring including data collection

W
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Supervisory powers of intervention

OBJECTIVES

* In response to an indication of the
build-up of systemic risk...
o at the entity or sector-wide level

o based on the jurisdictional
macroprudential surveillance or on
the global monitoring exercise by the
IAIS

» Having a sufficient broad set of
powers at its disposal, enables the
supervisor to take prompt action

» Reporting on the management of
systemic risk

» Restrictions on business activities

» Large exposure limits

* Reinforcement of the financial
position, such as:

o Requiring measures that reduce or
mitigate risks

o Requiring an increase in capital

o Restricting or suspending dividend
payments

-
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Globally consistent application

Mechanisms that help ensure the consistent application of the
framework involve:

» Collective discussion at the IAIS level, to:
o Assess trends and any systemic risks identified at a sector-wide level

o Consider any insurer that is demonstrating a significant level and/or
trend of increasing potential global systemic impact of failure

o Consider the appropriate supervisory response, taking into account the
supervisory on-going policy measures and powers of intervention.

* Reporting to the FSB on the outcomes of the IAIS assessment
and the supervisory response.

» Proposal to suspend the annual identification of G-SllIs until the review
in November 2022
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4 PUBLIC 15



Implementation Assessment

* Robust implementation assessment can be seen as the final
step in a mutually reinforcing cycle of activities that consists of
monitoring, standard setting and implementation assessment.

» Also an important part of the new strategic plan

A transparent process of implementation assessment will thus
help ensure a globally consistent application of macroprudential
policy measures.

* In practice, these activities will build on existing IAIS
Implementation assessment methods, recognising that more
Intensive assessments may be necessary.
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2019: Finalising the holistic framework

Including stakeholder interactions

Q1

15 January:
Stakeholder event,
Miami

25 January:
Consultation deadline

25 - 27 February:
Parent Committee
meetings, Basel

Q2

10 — 12 June:
Parent Committee
Meetings, Buenos Aires

13 — 14 June:
Global seminar, Buenos
Aires

Mid-June:

Start public consultation
on revised ICPs/
ComFrame

Q4

Mid - August:
Consultation deadline

14 November:

Annual General Meeting,

Abu Dhabi. Adoption of:

* Holistic Framework

* Revised ICPs and
ComFrame

* Systemic Risk
Assessment
Methodology

14 — 15 November:
Annual conference, Abu
Dhabi
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QUESTIONS?
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