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This is the seventh issue of the GIMAR.

This report assesses developments relevant to the  
(re)insurance industry and identi�es key risks and vulnerabilities 
for the industry to promote awareness among IAIS Members,
stakeholders and interested parties.

By assessing developments and risks across the whole 
�nancial system, the GIMAR plays an important role in the 
IAIS macroprudential policy and surveillance framework. 
Importantly, a global macroprudential view complements 
microprudential insurance supervision, which focuses on the 
soundness of individual �nancial institutions.

This report was prepared by the IAIS Macroprudential Policy 
and Surveillance Working Group and draws on IAIS data on  
(re)insurers and contributions from several jurisdictions. It is 
not part of the IAIS� supervisory or supporting material, and is 
not intended to re�ect the of�cial views of IAIS Members. The 
report was drafted between August 2019 and January 2020 
and is based on data available during that period.
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MACROECONOMIC 
AND FINANCIAL 
ENVIRONMENT
T he economic growth in markets at the 

beginning of 2018 began to slow down 
in the second half of the year, driven by 

a decrease in worldwide output. This trend 
continued in the �rst half of 2019. The Bank 
for International Settlements (BIS) reports 
shrinking global trade, manufacturing and 
investments as the main causes, although 
the negative effects are partially offset by 
consumption.3 Due to its interconnectedness 
within the global �nancial system, China�s 
debt-reduction strategy (deleveraging) is  
also a factor in these trends.

1.1 	 INTERNATIONAL ECONOMIC GROWTH 
AND INFLATION

The International Monetary Fund (IMF) October 
2019 World Economic Outlook4 forecasts
global growth of 3% in 2019 and 3.4% in 2020. 
These �gures are 0.3 percentage points
and 0.2 percentage points lower, respectively, 
than the April 2019 forecast,5 based on a drop

in corporate and domestic long-term spending 
and sluggish global trade.

In its July 2019 World Economic Outlook,6 the 
IMF observed a softening in the lower-bound
target of core in�ation in the United States (US), 
and in�ation well below the lower-bound
target in the euro area and Japan. This is 
consistent with subdued growth in �nal 
demand. Market-based in�ation expectations, 
measured by 10-year government bond  
break-even yields, dropped by about 36 basis 
points over the past year in the US, to 2.10% 
in July 2019. In Germany, they reached a 
40-month minimum of 0.72% in June 2019, 
while Japan�s rates dropped to 0.16% in 
July 2019, compared with 0.53% in July 
2018. Comparatively, market-based in�ation 
expectations� yields in the United Kingdom (UK) 
have risen by 30 basis points over the past 12 
months, remaining well above 3%.

Figure 1.1a: Market-based in�ation expectations, break-even rates of 10-year bonds (%, June 2009 � July 20197)

Source: Bloomberg
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In its Annual Economic Report, the BIS explains 
the low levels of in�ation amid rising wages  
by suggesting that in mature markets, like the  
US, Japan and Germany, higher wages are  
slow to translate into higher price in�ation.  
This may be due to globalisation and the 
relocation of production to developing 
economies, unions� diminished ability to  
capture the bene�ts of productivity, as well  
as technological advancements.

Similar trends can be observed in emerging 
markets with declining in�ation expectations
over the past year.

1.2	 FINANCIAL MARKETS
Globally, monetary policy has focused on 
reducing interest rates to address global trade
tensions and declining economic growth. 
However, �nancial markets remain vulnerable to a
sudden tightening of �nancial conditions, 
materialising through a sharp repricing of risk,
escalating trade tensions or ongoing slow growth. 
These triggers could unearth vulnerabilities that 
built up during the low-yield environment since 
the 2007�2008 �nancial crisis.8 In its 2019 Global 
Financial Stability Report, the IMF estimated 
that corporate debt has increased. Notably, the 
stock of BBB-rated bonds has quadrupled and 
speculative-grade debt has doubled in the US 
and the euro area since the �nancial crisis. This 
may lead to credit risk repricing, which in turn will 
affect lending and borrowing capacity.

On 31 July 2019, the Federal Reserve cut its 
interest rate for the �rst time since 2008, from

2.25% to 2%, as a precautionary measure against 
ongoing global trade tensions, subdued global 
growth and volatility in the euro area.9 In addition, 
both the European Central Bank10 and the Bank 
of Japan11 announced that they will carry on with 
their expansionary monetary policy through their 
asset-purchase programmes. Several commercial 
banks have started to offer negative interest rates 
to their wealthier clients in order to pass on part 
of the low and negative interest rates offered 
by central banks. A �low-for-long� interest rate 
environment12 is setting in, with some jurisdictions 
observing negative rates for various maturities.

In the 2019 Annual Economic Report, the BIS 
discusses how volatility in �nancial markets
reappeared towards the end of 2018. The US 
stock market declined, mainly due to lower 
growth expectations and earnings uncertainty. 
Previous expectations of further monetary  
policy tightening may have also contributed  
to these trends.

Generally speaking, with notable exceptions that 
can be observed in the �gures below, housing 
prices maintained their upward momentum of 
previous years. Trends appear to be fairly stable 
and are mainly shaped by the downward pressure 
created by the further decrease in long-term 
interest rates. As a result, several supervisors 
and international organisations, such as the 
European Systemic Risk Board (ESRB),13 have 
warned against a potential overheating of certain 
residential real estate markets and the risks of 
high or rising household indebtedness.

Figure 1.1b: Market-based in�ation expectations for selected emerging market economies, 
break-even rates of 10-year bonds (%, February 2014 � July 2019)

Source: Bloomberg
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Figure 1.2a: Long-term interest rates (%, January 2007 � May 2019)

Figure 1.2b: Long-term interest rates � negative territory snapshot (%, January 2015 � May 2019)

Figure 1.2c: Volatility in the �nancial markets (July 2007 � July 2019)

Source: Bloomberg

Source: OECD

Source: Organisation for Economic Co-operation and Development (OECD)
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Figure 1.2d: Real house price indices in selected advanced economies (Q1 2007 � Q1 2019, Index 2007: 
Q1=100)

Source: OECD

Figure 1.2e: Real house price indices in selected emerging economies (Q3 2010 � Q4 2018, Index 2010: 
Q3=100)

Source: OECD
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GLOBAL 
INSURANCE 
MARKET 
DEVELOPMENTS

T he global insurance market operates in 
the larger macroeconomic environment 
and is subject to an environment where 

interest rates remain low over the long term. 
Such a low-for-long environment may not only 
directly hurt the pro�tability and solvency of 
insurers, but also increase the probability of a 
reassessment of risk premia (spreads), resulting 
in an abrupt spike in interest rates. The interest 
rate risk to which an insurer is exposed is linked 
to its asset-liability mismatch risk, especially in 
companies offering long-term guaranteed rates
on their products. Previous editions of the 
GIMAR have highlighted these challenges. In 
this year�s report, a more detailed analysis of 
the challenges linked to an environment of
suddenly increasing rates can be found in 
Chapter 3.

The Swiss Re Institute14 forecasts that emerging 
markets will further consolidate their share of 
global direct insurance premiums to 34% by 
2029. In 2018, global direct premiums reached 
their highest level yet at $5,193 billion, or 
6.1% of global gross domestic product (GDP). 
Although this is a historical maximum, growth 
has since slowed as a result of a contraction in 
life markets in China, Europe and Latin America. 
Technological developments could continue 
to put downward pressure on pricing and may 
disrupt markets even further.

The gross written premiums at year-end 2018 
for several selected jurisdictions are set out in
Figure 2a. The �gure shows life and non-life 
premiums as a proportion of total gross written
premiums. The life sector is dominant in many 
jurisdictions, while in Switzerland, for example, 
the non-life insurance industry drives the market.

Figure 2a: Selected jurisdictions� gross written premiums (USD billion, year-end 2018)

Sources: NBB, FINMA, BaFin, ACPR, IVASS, FSA, FSS, Bank of Russia, PRA, NAIC
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Figure 2.1a: Global insurance market renewal rates (Q1 2012 � Q1 2019)

Source: Marsh: �Global Insurance Market Index � First Quarter 2019�

Figure 2.1b: Non-life pro�tability of selected jurisdictions � combined ratio

Sources: NBB, FINMA, BaFin, ACPR, IVASS, FSA, FSS, Bank of Russia, PRA, NAIC

2.1 	 NON-LIFE INSURANCE
The non-life insurance market is expected to 
grow by 3% each year between 2018 and
2020, driven by a growth rate of 8% in emerging 
markets and 2% in advanced economies.15 

In its Global Insurance Market Index: First 
Quarter 2019 outlook, Marsh reports a sixth 
consecutive quarter of increasing commercial 

rates, with a 3% average rise in the �rst quarter 
of 2019. This trend has been mainly supported 
by developments in property insurance and 
directors� and of�cers� liability insurance. Prices 
in the non-life insurance market �uctuated within 
a narrow range. Property rates have consistently 
increased in all regions since the fourth 
quarter of 2017, following the extreme natural 
catastrophes that occurred that year.
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In its sigma research publication (no. 3/2019), the 
Swiss Re Institute discusses the events of 2018, 
in which half of total economic losses from natural 
and man-made disasters were insured ($81 billion 
out of $161 billion). The most severe event was the 
California Camp Fire, which made 2018 the year 
with the fourth highest one-year aggregate industry 
payout (above the $71 billion 10-year average).

The non-life market remains soft, although it 
is showing weak signs of recovery. This puts 
further downward pressure on its pro�tability, with 
returns barely covering the cost of capital. Natural 
catastrophes made 2017 and 2018 the highest 
consecutive two-year period of insured losses 
($219 billion) in recorded history.16 Increasing 
climate risks have led insurers and supervisors 
to develop tools to understand the natural 
catastrophe protection gap. Disasters driven by 
rising temperatures have a considerable impact 
on the global economy, with less developed 
regions being the most vulnerable.17 

The combined ratio18 for selected jurisdictions 
between 2016 and 2018 can be seen below.

2.2 	 LIFE INSURANCE
The Swiss Re Institute�s Global Economic and 
Insurance Outlook 2020 calculates a 1.6% 
increase in real terms in the global life insurance 
market throughout 2018. This growth is slightly 
lower than in previous periods, mainly as a result 
of a life premiums contraction in China. However, 

life insurance premiums in emerging markets are 
expected to increase by 9% in 2019�20, with 
those in advanced economies remaining stable.

Given the low interest rate environment, the 
life insurance market will struggle to retain 
pro�tability. Traditional life products with �xed 
guaranteed rates may remain unattractive 
and policyholders may direct their savings to 
other markets and risk pro�les, even though 
the opposite trend is being observed in some 
jurisdictions, such as Italy and France.

Life insurers may respond to these challenges by 
innovating under the current regulatory regime 
or offering products with lower or no guaranteed 
bene�ts at all. As discussed in Chapter 1 and in 
the 2018 GIMAR, life insurers will need to prepare 
to operate in a low-for-long environment and 
protect themselves against interest rate spikes 
that could lead to lapses and surrenders. Given 
the current macroeconomic environment, a shift 
towards riskier investments, such as equities, real 
estate and collateralised assets, may need to be
monitoried by insurance supervisors.

Supervisors track the difference between net 
investment yields and guaranteed crediting 
rates for the life industry. In the US, the margin 
widened last year, with the overall net spread 
(the difference between the portfolio rate and the 
guaranteed rate) increasing from 93 basis points 
in 2017 to 110 basis points in 2018.

Figure 2.2a: US life insurance market net spreads19 (2006�2018)

Source: NAIC



11

Figure 2.2b: Pro�ts and losses in the German life insurance market (EUR million, 2010�2018)

Source: BaFin

2.3 	 REINSURANCE21

The global reinsurance market remains well 
capitalised. Losses incurred have not increased
rates signi�cantly. Reinsurers are still operating in 
a soft market, with ongoing consolidation (albeit 
at a smaller scale than in the past). These and 
other �ndings are discussed further in the IAIS 
Global Reinsurance Market Survey presented in 
Chapter 4 of this report.

As observed in Figure 2.3a, global reinsurance 
capital recovered in the �rst three quarters of
2019, mainly driven by an increase in traditional 
capital. This trend was supported by the
lower levels of natural catastrophe losses and 
an upswing in capital markets.22 The proportion 
of alternative capital reached 14.9% of total 
reinsurance capital in the �rst three quarters of 
2019, slightly above the percentage attained 
for the whole of 2017 (14.7%) but below the 

2018 �gure (16.6%). The growth of alternative 
reinsurance capital in recent years is partly 
explained by investors searching for higher yields 
in the capital markets.

In its sigma no. 3/2019 report, the Swiss Re 
Institute estimates that primary insurers ceded
$260 billion in 2018.23 This represents 5% of 
all direct premiums written. Catastrophe bonds 
and insurance-linked securities issuances have 
remained strong at $3.3 billion in the fourth
quarter of 2019 � $1.1 billion above the 10-year 
average for the quarter and $1.4 billion above the 
level observed during the same quarter of 2018.24

At the end of 2019, property catastrophe bond 
issuance dropped by $2.7 billion below the
level reached in 2018. However, the total limit 
outstanding reached an all-time high of
$41 billion. This trend could be the result of 

Data from selected European jurisdictions show 
that interest rate margins remain low, with net 
spreads in 2018 of 41 basis points in Belgium, 76 
basis points in Switzerland, 121 basis points in 
Italy and 223 basis points in France. A full analysis 
of underwriting pro�ts would also need to take into 
account the undertakings� reserve levels.

As Figure 2.2b shows, German life insurers� 
pro�ts and losses are split into components: 
capital/interest rate gains, risk/mortality gains 
and other pro�ts. As the method to derive the 
Zinszusatzreserve (ZZR) has changed slightly, the 
expenses to build up the ZZR reduced in 2018.20 
As a result, the pro�ts from capital gains increased.



12

Figure 2.3a: Global reinsurance capital (USD billion, 2006 � Q3 2019)

Source: AON Ben�eld Reinsurance Market Outlook, January 2020

Figure 2.3b: Property catastrophe bond issuance (USD million, 2007 � Q2 2019)

Source: AON Ben�eld Reinsurance Market Outlook, September 2019

trapped capital � where collateral is temporarily
�trapped� to act as a buffer against losses.
Renewals during 2018 and the beginning of 2019 
have seen moderate rate increases, particularly in 
regions and lines of business affected by natural 
catastrophes. Competitive pressures are still high, 

while the ability to release reserves decreased in 
line with lower solvency positions. Taking these 
developments into consideration, the European 
Insurance and Occupational Pensions Authority 
(EIOPA) emphasises the need for risk-adequate 
prices for reinsurers.25
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Market size and growth outlooks
According to AON, global cyber-insurance 
premiums have grown steadily, with an annual
growth rate of about 15% since 2009. If growth 
continues at this pace, the cyber-insurance
market may be worth $7 billion by 2022.

Figure 3.1a con�rms that the US continues 
to make up the majority of the global cyber-
insurance market, but other markets started 
to develop rapidly from 2015.27 Despite steady 
growth, the global cyber-insurance market 
remains relatively small, making up less than 1% 
of the total insurance market. The projections for 
growth shown in Figure 3.1a are driven by two 
assumptions: 1) current silent cyber-insurance 
policies will not translate into af�rmative cyber-
products; and 2) the frequency and magnitude of 
cyber-events will not grow drastically in future. If 
either of these assumptions is incorrect, the cyber-
insurance market may exceed projected levels.

Given that the cyber-insurance market is relatively 
young, detailed information about markets 
other than the US is not yet publicly available. 
The penetration rate varies across countries,28 

amounting to about 30% in advanced economies, 
which is low compared to other lines of 
insurance.29 The IAIS Global Monitoring Exercise, 
starting in 2020, may provide more detailed 
information on the cyber-insurance market.

Future market growth is expected to be largely 
propelled by technological innovation, which
will amplify customers� vulnerabilities and is likely 
to increase the frequency, magnitude and
volatility of cyber-attacks. 

Digital transformation and technological progress 
are creating a more competitive environment, 
producing business opportunities for new 
entrants and incumbents seeking to enter the 
cyber-insurance marketplace. Customers will 
bene�t from the bundling of products, such as 
insurance sold with information technology (IT) 
mitigation and recovery services. Insurers can 
take advantage of this undeveloped market, given 
its high capacity and the potential for increased 
take-up rates. They can adjust their overall 
market strategies and operations, enter into 
partnerships, and/or offer new products, which  
in turn could lead to high insurer growth rates  
and pro�ts.30

Insurance technology (InsurTech) startups and 
other partnerships may provide an opportunity 
to encourage market participation. InsurTech 
could facilitate the development of new products 
or offer innovative methods of assessing IT 
risks. Startups and partnerships could also 
provide other valuable services such as access 
to a large database of information or customer 
support in risk mitigation and incident response 
(whether from a technical or legal perspective). 

Figure 3.1a: Global cyber-insurance premiums and future estimates (USD million, 2009�2022)

Source: Aon Cyber Insurance Market Insights � Q3 2018
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to the data set. This creates a growing pool of 
data that can be used to improve the industry�s 
understanding of operational risk. A similar 
mechanism for cyber-risk could also be effective.

To encourage the development of an insurance-
centric repository, supervisors could standardise 
the amount and type of data needed on each 
cyber-incident. This would make it easier for 
insurers to share information.

Non-af�rmative cover and risk accumulation
Supervisors and the industry have expressed 
concern about non-af�rmative cyber-risks. The 
Bank of England�s Prudential Regulation Authority 
(PRA) survey on cyber-underwriting found that, 
for non-af�rmative risks, most �rms reported 
considerable exposure on 
many traditional lines of 
business, including casualty, 
�nancial, motor, and accident 
and health. The survey 
found that �rms did not have 
well-developed quantitative 
assessment frameworks for 
non-af�rmative exposure 
and that the assessments 
generally involved stress tests 
and expert elicitation.38

In 2018, the EIOPA asked 
11 insurers if it was possible 
to quantify non-af�rmative 
exposure. Nine described 
it as �very dif�cult� and 
the other two as �nearly 
impossible�.39 In a later survey, only �ve insurance 
groups out of the 26 that responded to the 
question reported that they had cyber-exclusions 
on property and casualty policies.40 Some of 
those that did not provide exclusions said that it 
was due to the dif�culty of relating the risk � for 
example, personal injury � to a cyber-incident. 
Other respondents did not see cyber-risk as a 
current threat.

The Monetary Authority of Singapore, in  
collaboration with the IMF, conducted a stress 
test on cyber-risk as part of the 2019 �nancial 
sector-wide stress test exercise and the IMF�s 
Financial Sector Assessment Program. Direct 
insurers were asked to measure their exposures 
to cyber-risk as a result of the af�rmative and 
non-af�rmative coverage that they had written. 
The insurers expected claims from af�rmative and 
non-af�rmative cyber-coverage to be manageable, 
mainly due to the reinsurance arrangements in 
place. However, one key observation from the 

exercise was that insurers� non-af�rmative cyber-
exposure was �ve times more than their af�rmative 
exposure. Moving forward, insurers with exposures 
to non-af�rmative cyber-coverage intend to include 
appropriate exclusion clauses in their contracts.41

Potential mitigants to non-af�rmative exposure 
include writing explicit cyber-exclusions, 
increasing premiums to re�ect the increased risk, 
and attaching speci�c limits to coverage. Many 
insurers are starting to carefully review policy 
language to minimise their potential exposure 
to unintentional cyber-coverage, which has 
lowered the perceived level of non-af�rmative risk 
by insurers. Although this action occurs after a 
policy has been written, it is one way in which 
insurers have been developing their capabilities to 

measure cyber-risk and ensure 
healthy loss ratios.

In some jurisdictions, regulators 
have issued guidance on non-
af�rmative risk. In a supervisory 
statement in July 2017, the 
PRA advised that it expected 
insurers to be able to �identify, 
quantify and manage� both 
af�rmative and non-af�rmative 
cyber-exposure.42

Non-af�rmative cyber-risks can 
quickly accumulate. A cyber-
incident may affect multiple
businesses at the same time 
due to shared connections 
(such as payment systems, 

operating systems, internet providers and cloud 
services). A cyber-incident that takes advantage 
of the interdependency of businesses and 
infrastructure may even compromise the supply 
chain, resulting in extensive economic losses and 
large-scale disruptions. Although no such attack 
has occurred to date, a large-scale cyber-attack 
that exploits a mass vulnerability or cloud service 
provider could result in catastrophe-level losses 
� an extreme act of cyber-terrorism affecting 
infrastructure could result in up to $1 trillion in 
economic losses.43 Concerns about this type 
of event have led the industry to take a fairly 
conservative approach to underwriting cyber-
risk, even though the line of business has been 
largely pro�table to date. Until a large-scale event 
happens, it will be dif�cult to predict the impact it 
would have on the insurance industry.

Concerns about the aggregate level of risk 
have led to discussions about ways to properly 
address potential accumulation risk.  

IN 2018, THE 
EIOPA ASKED 11 
INSURERS IF IT 
WAS POSSIBLE 
TO QUANTIFY 
NON-AFFIRMATIVE 
EXPOSURE.
NINE DESCRIBED 
IT AS “VERY 
DIFFICULT” AND 
THE OTHER TWO 
AS “NEARLY 
IMPOSSIBLE”.
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non-life insurers to �nd these shorter duration 
bonds, their sensitivity to interest rate changes is 
less pronounced.

Whether or not this interest rate sensitivity is 
translated to the balance sheet of the insurer 
depends on the valuation system applied. For 
example, in its most basic form, a life insurance 
reserve re�ects the changes in the company�s net 
asset value, based on actuarial assumptions about 
interest rates, mortality, lapses and so on. In mark-
to-market regimes, such as Solvency II, the market 
prevailing risk-free rates are used to calculate the 
best estimate of liabilities/reserves (the actuarial 
present value of claims and expenses minus the 
actuarial present value of premiums, gross of 
expenses). As risk-free interest rates change in 
the market, the valuation of life insurance reserves 
under such a regime changes as well (see Box 1).

Not all regulatory systems are fully mark-to-
market. Under US Generally Accepted Accounting 
Principles, for example, reserves are valuated using 
the prevailing economic assumptions at the date 
when the insurance contract was written. Insurers 
make an allowance for a de�ciency reserve, but in 
general interest rate volatility is not fully apparent 
in the valuation of the liabilities in such a regime. 

Under US accounting principles, mark-to-market 
assets can be revaluated based on changes in 
interest rates, with liabilities exhibiting less volatility 
due to little revaluation.

Spread movements also affect insurers� balance 
sheets under a full mark-to-market regime. 
While such movements directly affect spread-
sensitive assets, the degree to which they affect 
liabilities depends on the valuation approach used 
(particularly the discounting features).

Solvency II has long-term guarantee measures, 
which partly transfer the spread movements of 
assets to liabilities by adding part52 of the spread 
to the risk-free discounting rate. This portion 
often represents the part of the spread that is not 
related to credit fundamentals.

There is no agreement among economists about 
the extent to which the risk-free rate should be 
adjusted for spread changes.

Certain types of life insurance are not sensitive to 
interest rate movements. Unit-linked insurance often 
transfers investment risk to the policyholder, while 
the insurer bears some residual risk (for example, if 
there is rider coverage). 
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Although insurers are not liable to compensate 
investment losses for these types of insurance, 
changing interest rates can affect the desirability 
of these products. If interest rates are low, 
exposure to higher risk may be desirable and 
unit-linked products may be more appealing53 
than traditional products.

The interest rate environment also determines the 
pro�tability of all types of insurers. For example, 
although they are less sensitive to interest rate 

movements, non-life insurers� pro�tability also 
depends on their investment income.

The extent to which investment income is 
required to meet pro�tability goals depends on 
the ability of non-life insurers to achieve sound 
technical underwriting � the better they manage 
to write premiums that cover their claim payments 
and expenses, the less non-life insurers depend 
on their investment income to be pro�table. 

Figure 3.2a: Underwriting pro�t � life sector (USD billion, 2018)54

Source: Bloomberg

Figure 3.2b: Underwriting pro�t � non-life sector (USD billion, 2018)

Source: Bloomberg
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However, in a highly competitive underwriting 
environment, downward pressure on insurance 
premiums may decrease underwriting gains and, 
as a result, increase non-life insurers� reliance on 
investment income. If life insurer products have a 
guaranteed savings component (such as universal 
life or variable annuities with guaranteed rates), 
their pro�tability is also strongly affected by the 
prevailing interest rates.

By guaranteeing a return, insurers assume the 
obligation to cover the difference between the 
investments� return and the guaranteed return, 
even if the investment return is lower than the 
guaranteed rate. The relation between investment 
income and pro�tability of different types of 
insurers is further discussed below.

Figure 3.2a shows the life underwriting pro�t of 
50 large life insurers, covering broad geographic 
regions such as Asia, Europe and North America. 
The sample for 2018 indicates that the median 
underwriting loss was $1.24 billion, with the 
lowest 10th percentile losing $8.13�billion. 
At the same time, the 90th percentile�s 
underwriting pro�t reached $10.54 billion due 
to an extraordinary year for one life insurer. In 
previous years, the 90th percentile underwriting 
pro�t was negative. Figure 3.2b shows the 
underwriting pro�t of 50 large non-life insurers,55 
covering the same broad geographic regions. 
The graph illustrates how non-life insurers have, 
on average, pro�table underwriting activities. 
For 2018, the median non-life underwriting 
pro�t was $0.31�billion, while the 10th percentile 
underwriting loss was $0.13 billion and the 90th 
percentile underwriting pro�t was $2.16 billion.

The �gures above illustrate that, while many life 
insurers rely on investment income to achieve 
positive pro�ts, most non-life insurers are 
pro�table without accounting for investment 
income. As such, the pro�tability of life insurers 
is more vulnerable to interest rate risk. In some 
instances, composite insurers can cross-fund 
their activities by having life segments at an 
underwriting loss and non-life segments at an 
underwriting pro�t.

The next part of this special topic discusses 
the macroeconomic aspects and impact of the 
current low-yield environment on insurers, before 
listing the possible implications of a scenario 
where interest rates revert to higher levels. This 
section relies on existing studies and impact 
analyses performed by supervisory authorities 
and central banks.

3.2.2 	Moving Out of a Low Interest Rate 
Environment

The impact of a low interest rate 
environment on the insurance sector 
As highlighted in Chapter 1 (see Figure 1.2a), 
several developed economies are still experiencing 
low nominal and real interest rates. When the 
�nancial crisis hit in 2007, policymakers around 
the world responded by easing monetary 
conditions. As a result, interest rates fell 
precipitously. When the recession hit, the Federal 
Reserve moved swiftly to cut rates, which 
eventually reached close to zero. After 2016, rates 
slowly climbed, but events in 2019 have prompted 
the Federal Reserve to start cutting rates again 
for the �rst time since 2008. An analysis of data 
spanning July 1954 to June 2019 shows that the 
federal funds rate has experienced an average of 
4.8% and a maximum of 19.1%, demonstrating 
how recent rates are far below historical 
averages. Since 2011, the European Central 
Bank has gradually lowered its policy rates. The 
marginal lending facility rate and main re�nancing 
operations rate have been as low as 0.25% 
and 0% respectively since  2016. The deposit 
facility rate turned negative � as low as -0.50% 
since 18 September 2019. Based on these 
recent developments, it is becoming evident that 
developed economies are increasingly considered 
to be in a protracted low, and sometimes even 
negative, interest rate environment.

For several of the economies confronted with low 
interest rates, there is a debate about whether
this low-yield environment is a temporary 
phenomenon, or whether it will remain over the
longer term. These two opposing views were 
discussed by the ESRB in its report56 on low 
interest rates. Each argument is based on 
different views on the main drivers of interest rate
evolutions in recent decades. One view attributes 
the current environment to cyclical (��nancial 
cycle�) factors; the other relates it to structural 
(�secular stagnation�) factors.

The ��nancial cycle� view highlights how different 
factors drove interest rates down in recent years. 
These low rates could be here for a long time, but 
are not necessarily expected to stay permanently 
and should recover. It is argued that, following 
the excessive debt that economic agents 
accumulated in the period leading up to the global 
�nancial crisis, the need to deleverage contributed 
to lower investment and interest rates. In addition, 
nominal interest rates fell in response to the 
recession and the accompanying monetary policy 
responses by major central banks. 
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As the factors are bound to reverse at some 
point, interest rates are also expected to increase.

The �secular stagnation� view reasons that, 
beyond cyclical factors relating to the global
�nancial crisis, there could also be structural 
factors causing low interest rates in several 
developed economies. These structural factors 
have a more permanent effect on interest rates. 
Demographic trends and a decline in total factor 
productivity growth (supply-side factors), as well 
as an increased preference for scarce safe assets 
and rising inequality (demand-side factors), have 
all contributed to the low 
interest rate environment. 
Consequently, even if the role 
of cyclical factors diminishes 
over time, nominal interest 
rates are expected to stay 
relatively low for a long time 
due to structurally depressed 
real rates. 

Because of the potentially 
devastating effects of long-
lasting low interest rates 
on the insurance sector, 
particularly for life insurance, 
many insurance supervisors 
around the world have focused on measuring the 
impact of a long-lasting low-yield environment.

The EIOPA, for example, has tried to measure the 
impact of a low-for-long interest rate scenario on 
the EU�s insurance industry through a series of 
stress test exercises conducted over the last few 
years. The 2011, 2014, 2016 and 2018 stress 
tests all contained at least one scenario focusing 
on the impact of low interest rates. In the most 
recent stress test exercise (2018), a scenario of 
low yields was combined with a series of stresses 
on other asset classes and a positive shock on 
longevity (more details can be found in the 2018
EIOPA stress test report).57 In this downward 
yield curve scenario, the aggregate solvency 
capital ratio of the participating insurers dropped 
by 64.9 percentage points to 137.4%, with 
seven participants reporting a ratio below 100% 
(see Figure 3.2c). When excluding Solvency II 
transitional measures,58 the solvency capital ratio 
would drop even further, to 124.1%, with 20 
participating groups showing a ratio below 100%.

The 2018 EIOPA stress test illustrates how 
low yields increase the market value of the 
participating insurers� technical provisions. 
For example, the participants� life insurance 

technical provision increased by 6.1% due to 
the lower discounting curve (and the longevity 
shock). Often this is partly compensated by an 
increase in the value of the assets on the insurers� 
balance sheets (bond portfolios in particular are 
positively affected by interest rate decreases). As 
several insurers in the EU still have material life 
insurance portfolios with long durations that offer 
a guarantee and are not always fully matched 
by corresponding assets, the overall net effect 
of low interest on the Solvency II capital ratio is 
often negative for insurers. As such, the 2018 
stress test con�rmed the vulnerability of the EU�s 

insurance sector to long-lasting 
low interest rates.

As explained above, life 
insurers typically derive part 
of their pro�ts from the spread 
between their portfolio earnings 
and what they guarantee on 
insurance policies. During times 
of persistently low interest 
rates, life insurers� investment 
income is expected to decline, 
calling into question whether 
insurers will still be able to meet 
contractually guaranteed rates 
to policyholders. The NAIC 

regularly conducts a study on the impact of the 
low interest rate environment on the life insurance 
industry in the US, including the effect on the net 
investment spread.59 Data have been gathered 
from 2006 to 2018 and the results are discussed 
in Chapter 2 of this report (Figure 2.2a). The 
data show a gradual decline in the life insurance 
industry�s net portfolio yield over the period, 
re�ecting the lower interest rate environment 
within which the industry had to invest its positive 
cash �ows (premiums plus investment income 
less policy claims). The US life industry lost 62 
basis points of net yield between 2006 and 2018.

As many developed economies have had low 
interest rates for a considerable length of time, 
market players are already adapting to this new 
reality. These adaptations may create several risks 
and structural changes in �nancial markets.60 
Investors searching for yields may pursue risky 
asset positions beyond their normal risk-bearing 
capacities. If the low-yield environment persists, 
demand for lower-rated and/or less liquid assets 
may increase in the hope of �nding higher returns. 
According to a study conducted at the EIOPA 
level, the EU insurance sector has shown signs 
of such behaviour.61 Low interest rates may also 
prompt life insurers and pension funds to switch 

IF THE LOW-YIELD 
ENVIRONMENT 
PERSISTS, 
DEMAND FOR 
LOWER-RATED 
AND/OR LESS 
LIQUID ASSETS 
MAY INCREASE 
IN THE HOPE OF 
FINDING HIGHER 
RETURNS. 
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to unit-linked/de�ned contribution products, 
increasing the competition with investment funds, 
for example.62 Different types of investors may 
start to pursue similar investment strategies, 
looking for those few asset classes that still 
promise a decent return. This could, in turn, lead 
to crowded asset positions.

This behaviour will make the insurance sector 
vulnerable when interest rates start to rise again. 
Increasing interest rates are expected to drive 
asset prices down, which means bond prices 
will fall. This may cause market participants to 
dispose of certain asset classes. The disposal 
of crowded asset positions could be combined 
with liquidity pressures. The degree of the 
insurance sector�s vulnerability to rising interest 
rates is strongly linked to the business model 
of the insurer and the speed of this interest rate 
reversal scenario. It is generally agreed that a 
gradual rise in interest rates would positively 
affect the insurance sector because earnings 
(particularly for life insurance) and solvency 
would be expected to increase again. However, 
a sudden reversal in yields and asset re-pricing 
may materialise if market players start to reassess 
risk premia in light of low growth prospects, or 
collectively unwind potentially crowded asset 
positions. If this sudden reversal of yields is 
combined with lower structural market liquidity, 
several �nancial market players could suffer 
severe losses. The losses for the insurance sector 
would be even more pronounced if this scenario 
is combined with consumers� insurance contracts 
lapsing. This could happen if consumers have 
better prospects elsewhere (banks and asset 
managers can react more rapidly to the changing 
interest rate environment),63 or if they lose their 
trust in insurers facing losses.

The likelihood of such a sudden reversal in yields 
is being debated. However, following institutional 
investors� search for yields and a potential 
build-up of crowded and leveraged positions 
in higher-yielding, lower-quality asset classes, 
even a gradual rise in interest rates could have a 
signi�cant adverse impact on �nancial markets. 
As liquidity and spreads revert to previously 
observed levels, asset prices would be corrected, 
creating stress in these markets. Such stress, 
in combination with asset price misalignments, 
increases the likelihood of abrupt price reversals. 
As these reversals negatively affect different 
�nancial players at the same time, corrections 
could happen promptly and abruptly as investors 
try to look for the �same way out� in a market 
characterised by lower liquidity. The remainder of 

this section focuses on the potential impact on the 
insurance sector of a sudden reversal of yields. 
Where studies are available that could help assess 
this impact, the assumptions are described and 
the results are discussed in more detail. 

Measuring the quantitative impact on 
insurers of suddenly increasing interest 
rates
There are various ways to measure the impact of 
increasing yields on the balance sheet and
the pro�tability of the insurance sector. Through 
a bottom-up stress test, supervisors can ask a 
sample of participating insurers to assess the 
quantitative impact of the scenarios using their 
models and projections. Supervisors can also 
assess the impact of a varying set of interest 
rate scenarios using their own top-down model, 
without having to involve the insurers themselves.

EIOPA stress test
In its 2018 bottom-up stress test exercise, the 
EIOPA included an upward yield curve scenario. 
This scenario assumed an abrupt and sizeable 
reversal of the risk premia observed in global 
�nancial markets. As part of this scenario, the 
10-year euro swap rate�s term structure shifted 
upwards by 85 basis points and by more than 
100 basis points for currencies in other major 
advanced economies (such as the pound 
sterling and the US dollar). The increase in risk 
premia was then assumed to trigger further 
concerns about the debt sustainability of some 
EU sovereigns, widening the spreads of EU 
government bonds. Government bond spreads 
increased by 36 basis points on average. The 
economic uncertainty stemming from the abrupt 
change in yields would also trigger shocks in 
other �nancial markets (equity markets),64 along 
with an increase in lapses, as explained above.
Lapse rates were assumed to increase by 20% 
for all non-mandatory life insurance products, 
assuming policyholders prefer to shift their 
investments away from such products. Higher-
than-expected in�ationary pressures were 
assumed to induce a shortfall in liability claims 
reserves in general insurance. This shortfall was 
triggered by annual claims in�ation of 2.24% 
higher than assumed for non-life liabilities.

In the upward yield curve scenario, total assets 
over liabilities in the EU insurance sector 
would drop from 109.5% to 107.6%. Excess 
assets over liabilities would drop by 32.2%. 
The scenario�s impact would be driven by a 
signi�cant drop in the value of assets (-12.8% for 
government bonds, -13% for corporate bonds 
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The results of the study underlined the sensitivity 
of several prudential metrics to insurers� 
assumptions regarding policyholder behaviour. 
As such, Banque de France recommended 
that insurers test different sets of surrender 
assumptions within the framework of their own 
risk and solvency assessment. This should 
help inform insurers about their vulnerability to 
surrender risk under different scenarios and 
improve the management of this risk. 

US Federal Reserve
The US Federal Reserve also conducted a study 
on how life insurers would be affected by
the economy moving out of the current low 
interest rate environment. A top-down model of
interest rate risk in Hartley et al. (2016), as 
compared with the bottom-up analysis presented 
above, was used to measure the effect of an 
increase in interest rates on the performance of 
life insurers in the US.66 The model includes a 
broad stock market return factor to control for 
changes in the overall economy, as well as a  
10-year Treasury bond return factor. The 
coef�cient on the Treasury bond returns is the 
measure of interest rate sensitivity.  

The model is estimated using a two-year rolling 
window of weekly returns data.

The model in Hartley et al. was updated to 
include data from 2004 to 2019. As seen in 
Figure 3.2d, the coef�cient on the Treasury bond 
returns (left axis) is negative. While it is signi�cant 
after 2011, it is not statistically different from zero 
before 2011. A negative coef�cient means that 
negative Treasury returns (an increase in Treasury 
yields) generally translate into positive returns 
for insurers. According to the model, an interest 
rate increase would be good for insurers. For 
example, a hypothetical increase from 2% to 3% 
in the 10-year Treasury bond yield would generate 
a positive return for insurers of 8.1%.67

The negative correlation between Treasury  
returns and insurers� returns (or positive 
correlation between Treasury yields and insurers� 
returns) arises because the duration of life 
insurers� liabilities is longer than the duration 
of their assets. This means that when yields 
increase, the decrease in the present value of 
assets is smaller than the decrease in the present 
value of liabilities.

Figure 3.2c: Projected return on assets68 in the event of an increase in interest rates (%)69

Source: 2018 IAIS survey
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The model of interest rate sensitivity indicates 
that, based on historical data analysis, moving 
out of the current low interest rate environment 
would be bene�cial for life insurers. Higher 
interest rates would increase the discount rate 
and reduce the present value of cash �ows. Since 
insurers� liabilities have a longer duration than 
their assets, this works in favour of insurers.

However, under certain circumstances this 
correlation can change. An increase in interest 
rates might indirectly decrease the value of the 
companies insurers invest in, reducing the value 
of the insurer�s capital. For example, companies 
in a deteriorated �nancial condition with high 
leverage might lose value if the cost of debt 
increases. For insurers heavily invested in these 
types of companies, an increase in interest 
rates might result in a signi�cant loss of capital. 
An increase may also make insurance savings 
products less attractive for policyholders. These 
products are usually structured to generate 
returns above those of safe investments like 
government bonds but below those of risky 
investments like stocks. If safe investment returns 
increase after a rise in interest rates, the relative 
attractiveness of insurance retirement products 
for policyholders might decrease.

Steady and slow changes in interest rates may be 
easier for insurers, and the distressed companies 
they invest in, to handle. For example, insurers 
would have enough time to launch products that 
are competitive relative to other safe investments 
in the new interest rate environment. The 
leveraged companies that insurers invest in would 

be better able to adjust their borrowing over time, 
reducing the negative effects on their capital � 
and on insurers� investment portfolios.

Policyholders facing higher risk from deteriorated 
insurance assets and lower-than-expected 
returns on insurance policies might withdraw 
their retirement balances. If enough policyholders 
withdraw, insurers will struggle to pay these 
balances. Policyholders anticipating liquidity 
problems might hurry to withdraw their funds 
before insurers� assets are exhausted, triggering 
runs on insurers. Furthermore, these runs might 
force insurers to sell assets at a discount, further 
affecting their stock price and accelerating  
the runs.

The US economy has not experienced rapid 
increases in interest rates in recent years, and 
those that did take place in the past occurred 
before insurance statutory data were available. 
This makes it dif�cult to measure the relative 
magnitude of these countervailing forces. 
However, the model shows that, in a context of 
slow-moving interest rates, an increase in yields 
would either be neutral or positive for insurers. 
In short, an orderly and slow move out of low 
interest rates would likely increase insurers� stock 
prices. However, a sudden rise in yields might 
cause harm if the incentives to withdraw early 
trigger insurance runs.

Bermuda Monetary Authority
The Bermuda Monetary Authority (BMA) has 
developed an in-house model for interest rate 
stresses. It relies on a statistical technique called 

Figure 3.2d: Life insurers� interest rate sensitivity (2014�2019)

Source: Hartley et al.
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principal component analysis. Using this method, 
the time series of risk-free interest rates of different 
maturities and the yields of corporate bonds 
from different rating classes70 are broken down 
(decomposed) into factors.71 These factors have 
smaller dimensions than that of the time series72 in 
question and are able to perfectly predict the time 
series that have been decomposed.

The principal component analysis method is 
designed to provide 100% accurate in-sample 
forecasts that reproduce the decomposed time 
series. At the same time, these factors can 
be treated as random variables and projected 
forward. Once these factors are projected, they 
can be recomposed to produce forecasts about 
the time series from which they were created. 
In the BMA model, the factors are �tted with a 
vector autoregression model, which accounts 
for correlation between factors. Once the vector 
autoregression model has been estimated, it is 
simulated forward for 12 months. At the end of 
this period, the factors are recomposed back into 
risk-free interest rates and corporate bond yields 
for different rating classes.

Because risk-free rates are given in discrete 
maturities, a set of techniques is used to create 
smooth curves for all maturities. Initially, for 
maturities of 20 years, for example, new data 
points are added (interpolation) between the 15th 

and 30th year to close an important gap in the 
US yield curve.73 The end product is a collection 
of risk-free curves and corporate bond yield 
forecasts for rating classes from AAA to non-
investment grade. Figure 3.2e shows 100 sample 
US risk-free curves, produced by the BMA model.

The model produces multiple curves, from 
regular increasing curves to inverted ones. The 
relative frequency of each curve is based on 
historical data and, as can be seen in Figure 
3.2f, most curves increase with an inversion at 
shorter maturities. Based on the 10,000 curves 
produced, the mean curve, the median curve, 
the 10th percentile curve and the 95th percentile 
curve can be estimated. These are the four main 
scenario curves. In addition, the same mean, 
median, 10th percentile and 95th percentile yields 
for corporate bonds are produced for different 
rating classes. Since there isn�t a curve with 
different maturities of corporate bond yields for 
each rating category, the assumption is that shifts 
in the yield curves of corporate bonds are parallel 
for all maturities.

The mean risk-free curve is produced by 
averaging 10,000 projected risk-free rates for 
every maturity. The median curve is produced by 
taking the median of 10,000 projected risk-free 
rates for every maturity. Similarly, the 10th and 
95th percentile curves are respectively the 10th 

Figure 3.2e: Samples of risk-free curves (%)

Source: BMA
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Figure 3.2f: Projected risk-free curves (%)75

Source: BMA

Figure 3.2g: Projected sovereign bond portfolio returns (%)

Source: BMA

and the 95th percentile of the projected 10,000 
rates for each maturity. Figure 3.2f gives an 
overview of these curves.

Based on the scenarios of risk-free curves in 
Figure 3.2f, the asset portfolios of Bermuda�s 
(re)insurers are stressed. These scenarios are 
applied to large commercial property and casualty 
(re)insurers (class 3B/4 insurers). In addition to 
the stress of changing yields, a stress scenario of 
equity portfolios and credit migrations, including 
defaults and rating upgrades and downgrades, is 
also considered. For the purposes of this section, 
only stress scenarios from risk-free interest rate 
changes are covered. In Figure 3.2g, the results 
of the stresses on the portfolio of sovereign 
assets held by Bermudan (re)insurers are shown.

Figure 3.2g demonstrates that the average 
and median curve have very little effect on the 
valuation of the sovereign portfolio of assets held 
by all (re)insurers. This is due to the fact that the 
average projected yield curve does not change 
signi�cantly from the base yield curve used at the 
beginning of the simulation.74 For the 10th and 
the 95th percentile curves, signi�cant valuation 
changes are observed. The 10th percentile curve 
is below the base yield curve, so bonds would 
be valued higher as a result. The 95th percentile 
curve is higher than the base curve; therefore, 
bonds decrease in value after revaluation. For 
the 95th percentile curve, we can observe that, 
except for a few outliers, most portfolio decreases
stand at about 5%. As shown in Figure 3.2f, 
these portfolio changes correspond to a  
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Figure 3.2h: Projected corporate bond portfolio returns (%)

Source: BMA
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This disadvantages insurers that are �stuck� with 
recently bought low-yield assets.

These analyses and studies have helped the 
supervisory community understand the different 
effects rising interest rates may have on insurers 
and be wary of suddenly increasing interest 
rates, even in a macroeconomic environment 
characterised by low yields across all maturities.

3.3 	 CURRENT CHALLENGES IN THE LIFE 
INSURANCE INDUSTRY

Low interest rates have put signi�cant pressure 
on life insurers by reducing investment yields, 
sometimes below guaranteed rates. This has 
been a common feature internationally, with 
long-term yields in many developed economies 
declining fairly consistently since the mid-1980s, 
although the effects on local insurers differ.

Because of the perceived effect on insurers� 
solvency and pro�tability, it is becoming 
increasingly accepted that the life insurance 
industry itself is changing. Insurers have been 
pursuing different strategies to adapt to the 
changing macroeconomic environment. In 
some cases, strategies are straightforward, 
such as lowering the interest rate guarantees on 
life insurance portfolios or changing the asset 
allocation. Other, more radical, strategies affect 
insurers� entire business models, such as decisions 
by some mixed insurers to no longer sell certain life 
insurance products or to put parts of the business 

in run-off. At the same time, other players, such 
as private equity �rms and asset managers, have 
taken over life insurance portfolios.

This special topic looks at data across several 
jurisdictions to examine two trends observed in 
the life insurance industry. In Europe, a growing 
share of the market is being captured by unit-
linked insurance, but there is mixed evidence 
that the shift is driven by interest rates. In the US, 
however, the more notable change has not been 
a shift to a lower volume of guaranteed products, 
but rather an increased number of private equity 
�rms that have purchased insurers to invest in 
illiquid or exotic assets. 

3.3.1	 Unit-linked Insurance Products
Unit-linked insurance products (ULIPs) are 
hybrids, consisting of a traditional life insurance 
policy and a capital appreciation component 
in the form of an investment plan. In several 
jurisdictions, such as the US, they may be called 
annuities. The policyholder still pays a premium, 
but this amount is split to cover life insurance 
and investments in equity and debt instruments 
to earn market-linked returns. The investment 
vehicle portion is similar to a mutual fund, where 
all premiums received are pooled together and 
invested. The policyholder holds fund units 
and the net asset value is regularly reported. 
The market risk of the ULIP is solely borne by 
the policyholder, although some products offer 
guarantees or minimum rates of return. 

Figure 3.3a: 10-year government bond yields from selected jurisdictions (1985�2017)

Sources: Thomson Reuters (DE, FR, IT, JP), OECD (UK), Federal Reserve Board (US), authors� calculations



33

In the US, these products are referred to as 
separate accounts and assets are typically 
invested in mutual funds. However, not all 
annuities are linked to separate accounts.

ULIPs, sold mainly by insurers, have several 
distinct features. Policy premiums bene�t from 
several charge deductions, which can help 
companies manage their tax expenses and 
costs. The ULIP market has developed to offset 
decreasing interest rates and limit the pressure 
on life insurers to match guaranteed payout rates. 
This has also affected the insurance-investment 
proportion of ULIPs, with the latter increasing its 
relative share over time.

ULIPs can also be split into contracts with and 
without guarantees. A product with investment 
guarantees establishes a minimum limit on the 
unit value held or the contract value. These may 
take the form of a capital guarantee, a minimum 
return guarantee or guaranteed payouts. On 
the other hand, ULIPs without guarantees have 
their value determined solely based on the 
performance of the underlying assets.

As the ULIP market has grown, assets under 
management linked to the investment portion
of the premiums are now mainly directly managed 
by asset managers. The EIOPA has found that 
less than 3% of ULIP assets are directly managed 
by insurance undertakings, while in-house asset 
managers (within the same group as insurers) 
manage 69% of these assets and external asset 

managers manage 28%.78 This allows the insurer 
to keep making decisions regarding the insurance 
contract, while investment decision-making is 
deferred to the asset manager.

The relative share of unit-linked premiums 
presented in Figure 3.3b shows an increase 
between 2015 and 2016 of 4%, which is a 6.4% 
increase in nominal terms. 

With markets now operating in a low-for-long 
interest rate environment (see Chapter 1), insurers 
are shifting towards ULIPs in response to the 
economic pressure they are under. To increase 
their pro�ts through higher income in�ows, private 
equity companies are targeting life insurers for 
mergers and acquisitions, particularly in the US.

3.3.2 Jurisdictional Developments
In the UK, since 1985, unit-linked business has 
risen from below 37% of premiums written to
a peak of nearly 82%. There has been a steep 
decline in premiums for non-linked business,
both with and without pro�t participation.

In the UK, the decline in the share of premiums 
was gradual for non-pro�t business (generally 
immediate annuities) in the 1990s, largely 
following the path of long-term interest rates. 
After 2000, however, the share of premiums was 
volatile but largely �at. After 2016, bulk purchase 
annuities, which tend to have large single 
premium payments, began to grow in popularity, 
which accounts for some of the volatility. 

Figure 3.3b: European Economic Area life premiums by type of contract (2015 � LHS and 2016 � RHS)

Source: Insurance Europe

Unit-linked, 22% Unit-linked, 26%

Non unit-linked, 78% Non unit-linked, 74%
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The trend in the UK for with-pro�ts business has 
moved in the opposite direction. Premiums for 
with-pro�ts products grew over the 1980s and 
1990s, although market share was broadly �at. 
The widely publicised failure of Equitable Life in 
2000, combined with widespread miss-selling 
of mortgage endowments in the 1990s, largely 
discredited with-pro�ts products in the UK. In 
2003 alone, new business premiums declined by 
nearly 56% and fell by another 45% by 2011.

In Germany, the share of unit-linked business 
has grown in 18 years, from representing less 
than 7% of premiums written to just under 19%, 
coinciding with premium growth of nearly 300%. 

While the share of premiums for ULIPs has grown 
quickly over the last 18 years, as shown below, it 
still represents a fairly small portion of the German 
life insurance market.

Figure 3.3c: UK non-linked, non-pro�t, with-pro�t, and unit- and index-linked premiums share (1985�2018)

Source: Bank of England

Figure 3.3d: UK non-pro�t gross written premiums (1985�2018)

Sources: Bank of England, OECD,79 authors� calculations
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Italy is an outlier in that, rather than a steady 
upward trend in unit-linked business, there was 
a major contraction in the volume of premiums 
written during the �nancial crisis, which cut 
premiums for unit-linked business by nearly  
two thirds. 

Since the �nancial crisis, unit-linked premiums 
have grown to their previous size, but they still 

only represent a third of insurance business (by 
premium share) in Italy.

In the largest European jurisdictions (the UK, 
Germany, France and Italy), gross written 
premiums for ULIPs are closely linked to the 
local stock index, with correlation coef�cients 
exceeding 0.85 for the UK, 0.9 for France and 
Italy, and 0.75 for Germany.

Figure 3.3e: Germany non-linked, non-pro�t, with-pro�t, and unit-linked premiums share (2000�2018)

Source: BaFin

Figure 3.3e: Italy non-linked, non-pro�t, with-pro�t, and unit-linked premiums share (2004�2018)

Source: IVASS
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Figures 4.6c and 4.6d show selected assets, key 
liabilities and paid-up capital per counterparty 
exposure. Both assets and liabilities show most 
of their exposures to the insurance market. 
While assets show a 16% exposure towards 
sovereigns, liabilities exposure is negligible.

Figure 4.6c: Counterparty exposure � selected assets (% of reported assets, year-end 2018)

Source: 2019 IAIS survey

Figure 4.6d: Counterparty exposure � key liabilities and paid-up capital (% of reported liabilities, year-end 2018)

Source: 2019 IAIS survey
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