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MONDAY REPORT: REGULATORY FOCUS

Strong case for uniform regulation Structure risk
in UK election

GLOBAL insurers and reinsurers provide
theirrisk-takingcapacitynotonly intheir
home markets, but also in many other
territories and jurisdictions.

They operate in heterogeneous super-
visory environments, characterised by a
variety of quantitative and qualitative
requirements for risk capital, risk man-
agement and disclosure. Despite the
existence of mutual recognition of regu-
latory regimes that aim to ease these bur-
dens, there is a need for a global solvency
standard.Its introductionwouldlet insur-
ers reduce their resources in complying
with often duplicative regulatory report-
ing requirements; it would make local
regulatory capital requirements compa-
rable and thus further pave the way for a
level playing field among insurers.

Further integral steps towards a more
homogeneous supervisory landscape
would be a group solvency regulation
approach, togetherwiththe introduction
of a lead supervisor concept, including
the set-up of colleges of supervisors for
insurance and reinsurance groups.

Finally,all theissuesmentionedwould
benefit the policyholder in the form of
moreattractiveoffersandconditions.

The financial crisis drew the world’s
attention not only to the banking sector,
but also to the insurance industry.

A global supervisory system capable of
detecting future dislocations of financial
markets earlier or to mitigate the adverse
impact of such situations is lacking at
present.Theregulatory landscape is frag-
mentedandsupervisorshavepreferredto
elaborate country-specific solutions.

Policymakers, supervisors, investors
and other stakeholders are seeking a
system which might be the role model for
the future solvency standard. Europe,
with its Solvency II approach scheduled
for implementation in 2012, is well posi-
tioned in this respect, as it presents one
of the most advanced supervisory frame-
works, both in terms of quantitative
requirements (eg, setting of the solvency
capital requirements and principles for
determining technical provisions) and
qualitative prerequisites (eg, duties and
powers of supervisory authorities and
requirements regarding companies’
risk-management systems).

Not only the industry and supervisors
worldwide but also politicians are now
advocating and demanding improve-
ments in the supervisory landscape. The
G20, for example, stated in light of the
recent dislocations in the financial mar-
kets: “We will take action to build a
stronger,moreglobally-consistentsuper-
visory and regulatory framework for the
future financial sector,whichwill support
sustainable global growth and serve the
needsofbusinessandcitizens.’’1

The focus of this article is not on the
overall establishment of a level playing
field in financial sector supervision, but
on changes in the insurance and reinsur-
ance industry.

Although there are certain similari-
ties between the financial industries (eg,
banking, insurance and securities trad-
ing) which would justify the
introduction of an integrated global
approach, the differences are far from
negligible. It therefore seems preferable
to start with a common approach
towards insurance regulation, an issue
also dealt with in the Geneva Papers to a
certain extent and from a supervisory
point of view by Elderfield.2

Advantages for supervisors

Without doubt, a global approach to
insurance supervision would have sev-
eral advantages for supervisors, insur-
ance and reinsurance companies and
their policyholders.

Many countries already have, or are in
the process of, revising their regulatory
systems to give them a more risk-based
approach. These isolated endeavours,
however, disregard an important point:
increasing globalisation and interna-
tionally operating insurance and rein-
surance companies with a wide-ranging
network of branches and subsidiaries
require a global supervisory standard.

Harmonisation of quantitative and
qualitative regulatory standards is advan-
tageous for all parties involved. The
industrywillbenefit fromthefactonlyone
standard has to be followed and resources
do not need to be allocated to comply with
numerousregulatorysystems.

This is of particular importance for
companies which intend to expand into
new markets abroad. The cost and
resourcesissueshouldnotbeneglectedon
the regulatory side either. Having a uni-
form supervisory standard will save regu-
latorsmoney,astheirstaffcanconcentrate
ononesetofrulesandrequirements.

Focusing on a single regime is also
appealing in the light of regulatory stand-
ards and models that are becoming more
complex and challenging and will require
people with special skill-sets. The war for
talent – ie, the search for people with actu-
arialandrisk-managementexpertise–has
alreadybegunanddemandisstill rising.

Policyholders and other intermediar-
ies will also benefit from lower prices as a
result of the emerging level playing field
and thus increased competition between
insurers and reinsurers and their lower
spending for compliance with various
supervisory frameworks. If policyholders
were to be asked, they would almost cer-
tainly advocate a globally consistent
standard precisely for these reasons.

Transparency is another keyword in
debate. Adherence to the same set of
standards by companies worldwide mini-
mises the risk of regulatory arbitrage.
And a new standard geared towards the
latest findings in the industry will avoid
inefficiencies going forward.

Global insurance and reinsurance
companies play an important role in the
development of national economies by
assuming and disseminating risks and
making entrepreneurial decisions. A
global regulatory regime for insurers
would demonstrate more effectively the
existence of efficient and stable insur-

ance markets against the background of
the volatile financial markets and a
looming worldwide recession scenario.
Supervisors will be better prepared for
the occurrence of future crisis situations
(eg, the increasing probability of pan-
demics, the rising severity of natural
catastrophes and terrorism alerts, to
mention just a few).

IAISasglobalauthority
Thecreationofaglobalsupervisorystand-
ard for insurance is an ambitious but
worthwhile undertaking. Apart from the
availability of the regulatory standards
and the readiness of the insurance and
reinsurance companies, there remains
the question of whether or not a regula-
tory authority with sufficient and ade-
quate competencies and powers exists to
ensurecompliancewithglobal standards.

The InternationalAssociationofInsur-
anceSupervisors (IAIS),whichrepresents
insurance regulators and supervisors
worldwide, appears to be the best-suited
candidate. The organisation was set up in
1994, and its main objective is the release
of insurance core principles (ICPs), other
principles and regulatory standards. The
ICPs present fundamental principles for
proper regulation and deal, for example,
with the supervisory system, prudential
requirements or questions relating to the
ongoingsupervisoryprocess.

The ICPs have been accepted by IAIS
members as an appropriate supervisory
standard, but in practice companies must
still comply with the local regulatory
standards and requirements. IAIS princi-
ples, standards and guidance papers are
non-binding (ie, they are not directly
applicable to (re)insurers but have to be
implementedbyIAISmembers).

While thereseemstobegeneral agree-
ment among stakeholders the IAIS needs
to be strengthened in order to achieve a
global solvency standard in the mid to
long term, there is still uncertainty about
how exactly this could be accomplished.

One option would be to restructure
the IAIS intoaWorldTradeOrganisation-
like organisation with the power to issue
binding guidelines and conduct appro-
priate dispute settlement procedures. It
is also conceivable the Organisation for
Economic Co-operation and Develop-
ment’s insurance committee might play
a more prominent role.

Many believe, though, the most prom-
ising idea for insurance is to adopt a proc-
ess similar to the one developed for the
Basel committee on banking supervi-
sion, established by the central bank gov-
ernors of the G10 countries in 1974.

The committee does not possess any

formalsupranationalsupervisoryauthor-
ity; its conclusions do not – and were
never intended to – have legal force. Like
the IAIS, the Basel committee formulates
supervisory standards, guidelines and
bestpractices.Butusuallybankingsuper-
visory rules are endorsed by the central
bank governors and heads of banking
supervisionof theG10countries.

Conclusion
It has become evident international
approaches towards common insurance
regulationareanimportantundertaking.
Policymakers and supervisors should
thereforenotmisstheopportunitynowto
raise the issue of a global standard for the
supervision and regulation of the insur-
anceandreinsurancebusiness.

Promisingdevelopmentsareespecially
observable in Europe, with the scheduled
implementation of the Solvency II regime
by late 2012 – and, to a lesser degree, also
intheUS.Supervisors inseveralcountries
have shown their interest in Solvency II
features and some have launched the
implementation of similar requirements
to ensure mutual recognition of the
supervisoryregimes(eg,Bermuda).

A new global approach must definitely
involve the two main markets, the US and
the European Union. Only then can the
undertakings evolve into global efforts to
adopt a worldwide supervisory standard
in which insurance and reinsurance
companies are subject to similar supervi-
sory conditions and requirements, no
matter where they come from or where
they intend to do business.

The objective must be to revise the
supervisory landscape, which is uneven
and impedes the functioning of globally
operating insurers’ and reinsurers’ busi-
ness models. The resultant lack of a level
playing field for regulation results in
higher costs and inefficiencies for insur-
ers, supervisors and policyholders alike.
The IAIS, which has been working for sev-
eral years on standards and principles for
a new global supervisory framework,
might be a good starting point for a new
andeffectivesupervisoryauthority.

• This article is based on a contribution
to the Geneva Association’s journal, the
Geneva Papers on Risk and Insurance –
Issues and Practice, 35(1) by Dr Nikolaus
von Bomhard, president of the Geneva
Association and chief executive of
Munich Re.

For further informationonTheGeneva
Associationand theGenevaPapers,
pleasevisitwww.genevaassociation.org.

1) G20 (2009)
2) Elderfield (2009)

NIKOLAUS VONBOMHARD, the president of the Geneva Association, begins a new
monthly contribution by investigating the advantages of a global solvency standard

STABILITY within the UK regulatory
environment is crucial for the insurance
industry as it continues to prepare for the
implementation of Solvency II in 2012.
Yet this stability could be threatened
in the coming months, with a change of
government likely to bring a change in
regulatory structure in the UK.

While a Conservative victory in the
general election – widely believed to be
taking place on May 6 – is by no means
certain, the Tories are still ahead in the
pollsasbothpartiespreparetoembarkon
their election campaigns.

The Conservatives have said they will
abolish the Financial Services Authority
(FSA) if they come to power, in favour of a
regulatory system consisting of the Bank
of England (BoE) and a new Consumer
Protection Agency (CPA). How soon this
would occur is unclear – the Conserva-
tives have not offered a timeline as to
when the changes will be made.

How the insurance sector as a whole
will fit into this new regulatory system is
also still subject to some debate.

AtaBritishInsuranceLawAssociation
lecture, held at Lloyd’s Old Library last
week, Mark Hoban MP, shadow Treasury
minister, said there were arguments to
give the BoE supervision of the whole
insurance sector. “We believe it is a good
fit for the Bank of England to become a
macro-prudential regulator,” he said.

When questioned about the future for
brokers under the Conservative regula-
tory regime, Hoban was less certain. “We
haven’t finalised the dividing line bet-
ween the CPA’s remit and the Bank of
England’s remit,”hesaid. “Myguess…as
a lowerbalance-sheetrisk,brokerswillbe
regulated by the CPA.” This will mean
brokers avoid becoming embroiled in the
capital requirements likely tobeenforced
by the BoE for the risks it regulates.

“Both the Bank of England and the
CPA will have to go out into the market
and recruit people with relevant experi-
ence,” Hoban continued. “The bank will
need to make sure it has adequate tools to
monitor the solvency of insurers.”

The insurance sector has given a sub-
dued response to plans to scrap the FSA,
although privately many have voiced
concern over the proposals. A survey of
in-house lawyers in the insurance sector,
published late last year by Pinsent
Masons, showed only 7% of respondents
supported Conservative proposals to
abolish the FSA and replace it with the
BoE/CPA set-up. More than two-thirds of
respondents favoured a single regulator
rather than a split between prudential
and conduct of business regulation.

“The FSA at the moment deals with
prudential supervision and conduct of
business,” Hoban said. “Up until the
financial crisis, the FSA’s main area was
conduct of business. This took centre
stage in the FSA approach, with insuffi-
cient attention being paid to prudential
supervision. The challenge we face is how
do we provide a framework for financial
services that assures people lessons have
been learned from the economic crisis?”

Last week saw the Financial Services
Bill pass its third reading in the House of
Commons. In it, the Labour government
proposes to increase the FSA’s powers to
introduce tougher rules governing pay
and bonuses, as well as set up a Council
for Financial Stability, bringing together
the BoE, HM Treasury and the FSA.
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Unmasking issues: aglobal
regulatory regime for
insurerswouldmean
supervisorswerebetter
prepared forpandemics


