
 
 
 
 

International Association for the  
Study of Insurance Economics Études et Dossiers 

 
 
 

 
 
 
 
     Études et Dossiers No. 304 

 
         2nd International Insurance and 

         Finance Seminar of 
        The Geneva Association 

        Hosted by AVIVA plc  
 

       10 – 11 November 2005 
       London 

 
 
 

 
 

 
 

 
 

 
 

       December 2005 
 
 
 

   Working Paper Series of 
   The Geneva Association 

 
 
 

 
 
 
 
 
 

© Association Internationale pour l'Etude de l'Economie de l'Assurance 
 
 

The Geneva Association  -  General Secretariat  -  53, route de Malagnou  -  CH-1208 Geneva 
Tel.: +41-22-707 66 00 - Fax: +41-22-736 75 36 - secretariat@genevaassociation.org - www.genevaassociation.org

http://www.genevaassociation.org/


 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The Geneva Association Working Paper Series “Études et Dossiers” appear at irregular 
intervals about 10 - 12 times per year. Distribution is limited.  
The “Études et Dossiers” are the working paper series of The Geneva Association. These 
documents present intermediary or final results of conference proceedings, special reports and 
research done by The Geneva Association. As they contain work in progress or summaries of 
conference presentations, the material must not be cited without the express consent of the 
author in question.  
Layout & Distribution: Valéria Kozakova 

 
© The Geneva Association - Association Internationale pour l'Etude de l'Economie de l'Assurance 



The Geneva Association_________________________Etudes et Dossiers no. 304

19-1

New Capital Raising by Insurers

John Westby
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• Significant capital issuance by European Insurers over last five years 
(€45.4bn Equity, €38.3bn Hybrid)

• Appetite for capital driven by a range of factors including:

- regulatory change:
• introduction of Insurance Groups Directive
• increase in regulatory capital requirements

- challenging equity market

Market Developments 2000 - 2005

Capital Issuance (Equity & Hybrid) by European Insurers 2000- 2005
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Market Developments 2000 - 2005

• Growth in Insurance hybrid issuance facilitated by:

- alignment of regulatory capital regime for banks and insurers
- strength of demand for fixed income product

• Insurance hybrid has become an established and liquid asset class

Hybrid Issuance (Innovative Tier 1 & (Upper/Lower) Tier II) by 
European Insurers 2000- 2005
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Aviva’s Position

Aviva borrowings: Senior v Subordinated
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• Since the merger between CGU and 

Norwich Union in 2000, Aviva has 

issued £3.8bn of Hybrid (£1.0bn 

Innovative Tier 1, £1.1bn Upper Tier 

2, £1.7bn Lower Tier 2)

• Hybrid issuance significantly 

enhanced quality of debt capital:

- replaced senior debt with 
deeply subordinated paper

- extended the debt maturity 
profile

- diversified the investor base
• Objective was to optimise Aviva’s 

capital structure through issuance of 

cost efficient regulatory capital

Constraints
• Significant disconnect between regulatory and rating agency treatment of 

hybrid

• Rating Agencies act as “effective capital regulators”

• Disconnect may be exacerbated by development of RBC/ICA methodologies 
and recognition of diversification benefits by regulators

UK Life Insurers: Capital Structure

75.0%
84.8%

10.0%

15.0%
4.0%
5.8%
4.8%

25.0%

17.5%

7.5%

25.0%

25.0%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

S&P Average UK Life Insurer Regulatory

%

Equity Tier 1 MCS S&P Hybrid Non Innov. Tier 1 Innov. Tier 1 Upper Tier 2 Lower Tier 2

Source: Morgan Stanley Research



The Geneva Association_________________________Etudes et Dossiers no. 304

19-4

Future Developments

Securitisation
• acceleration of the Balance Sheet
• improves financial KPIs
• supports disciplined pricing
• operational and execution challenges

Diversification
• compelling case for recognition 

although models are complex 
• need to work with Regulators and

Rating Agencies to realise the benefits

• Market focus has shifted from adequacy of capital to optimisation of 
capital

• Hybrid will continue to be important, although subject to rating agency 
constraints

• Drive for capital efficiency to enhance returns and support growth will 
encourage securitisation and diversification agenda

• Ability to manage capital efficiently will be a key value driver for the industry 
going forward
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