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Insurance in the
time of globalization
Commonalities among the approximately
200 member jurisdictions of the
International Association of Insurance
Supervisors (IAIS) were evident at the 23rd
annual IAIS conference held in Asunción,
Paraguay, in November.
Asunción, founded in 1537 and known
as the “Mother of Cities” because many
expeditions departed from Asunción in
order to discover new lands and establish
new cities, shares in common with cities all
over the world the need for infrastructure
investment. How to stimulate profitable
infrastructure investment by insurance
companies was a major topic of discussion
at this IAIS meeting.
The international discussion had echoes
of the US discussion driven over the past
year by National Association of Insurance
Commissioners (NAIC) President, Missouri
Insurance Director John Huff.
US regulators were well represented at
the meeting. Huff was in attendance, as
was his successor as NAIC president,
Wisconsin Commissioner Ted Nickel and
other commissioners and NAIC staff. Also in
attendance representing the interests of US
consumers was Birny Birnbaum, a consumer
representative to the NAIC.
Very different from last year’s annual
meeting in Morocco was the strong

representation of US industry stakeholders.
At last year’s meeting, the IAIS did not
allow non-regulators to attend. After
significant outcry by many stakeholders, the
organization reversed itself for this meeting,
and US and other industry representatives
returned in force. IAIS Secretary-General
Yoshi Kawai noted in his opening remarks
there were more than 300 attendees at
this meeting.

Another indicator of possible change could
be seen through the makeup of the panel
discussing the major project updates. The
moderator and one panelist were from
the Bank of England, which has provided
significant support to the IAIS initiatives
as a Solvency II participant. The impact of
Brexit, which is expected to affect Britain’s
membership in European enterprises like
Solvency II, on IAIS initiatives is still unclear.

Under the theme of “Risk-based supervision
to promote a safe and stable insurance
industry,” attendees heard discussions on
inclusion, financial stability and policyholder
protection, challenges in implementing
risk-based supervision and the role
of proportionality, and technological
innovation, among others.

Whether there will be any changes in
personnel or emphasis in the near future
remains to be seen, but the overarching
message from the IAIS at this meeting was
that its work on financial stability and other
initiatives continues. Significant progress
is expected by the 2017 June general
stakeholder seminar in London and the
November annual meeting in Kuala Lumpur.

For many US stakeholders, the single most
important panel may have been the one
discussing the status of IAIS initiatives in key
areas including ComFrame, insurance capital
standards (ICS), resolution planning, and
stakeholder engagement.
IAIS members sought to convince
stakeholders that all was on track, but there
were still water cooler discussions as to the
near future of the IAIS and its initiatives. Not
formally revealed at the meeting was the
status of any leadership change for the IAIS,
given that Kawai’s contract is expiring.

Takeaway
Expect the first iteration of
insurance capital standards on
schedule in June, but political
changes in Europe and the US
may mean a more favorable
hearing for US concerns on the
way to the creation of the next
and binding version.

The overarching message from the IAIS at this
meeting was that its work on financial stability
and other initiatives continues.
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IAIS provides updates on
capital standards and
other major projects
Members of the Executive Committee
provided stakeholders with updates on
the status of the major initiatives being
undertaken by the IAIS, including creation of
the ICS and revisions to the Insurance Core
Principles (ICPs).
In her opening remarks at the “IAIS Major
Products Update” session, IAIS Executive
Committee Chair Victoria Saporta noted
some major points she wished to emphasize
to all stakeholders:
1.

The IAIS is a standard-setter not a
legislative body;

2. She notes the IAIS is an inclusive
association with 200 jurisdictions in
nearly 140 countries covering 97 percent
of the world’s insurance premiums, and
is responsive to all its members;
3. The IAIS is committed to transparency
and stakeholder involvement; and
4. It is guided by a five-year strategic plan
(three years remain).

Various IAIS committee chairs then provided
updates on the state of their workstreams:
Implementation committee
Discussing implementation of the
ICPs, Jonathan Dixon, chair of the
Implementation Committee said each of
the ICPs has been assessed on a thematic
basis. There is a go-forward plan that has
been developed for the assessment and
monitoring of implementation of global
systematically important insurer (G-SII)
policy measures to be launched in 2017.
This will take the form of a self-reporting
program for the first year, followed by
independent verification of implementation
in the second and third years.
Dixon said that more than 1,000 ICP
assessment reports had been completed
to date. “The International Monetary
Fund (IMF) and World Bank consider the
assessments a robust tool that are used in
the Financial Stability Assessment Program
(FSAP),” he said.

There have been continued enhancement
and support efforts for supervisors,
including financial support and new
programs for new supervisors, in an effort
to enhance supervisory capacity, Dixon
said. Since 2013, 1,700 supervisors have
participated in IAIS-sponsored events.
The committee has also been working on
financial inclusion and has finalized an
application paper on mutuals, cooperatives,
and community-based organizations. The
committee is now working on three other
application papers and an issues paper. The
number of signatories to the Multilateral
Memorandum of Understanding (MMoU)
allowing for information sharing among
supervisors is up to 61 with another 14 in
the works, Dixon noted.
Financial stability and technical
committee
Michael McRaith, chair of the Financial
Stability and Technical Committee and the
G-SII Methodology Working Group, said an
updated G-SII assessment methodology

The updated G-SII assessment methodology
was “driven by the tremendous heterogeneity
within the insurance industry.”
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was adopted and implemented in 2016.
The new methodology was “driven by the
tremendous heterogeneity within the
insurance industry” and the committee
wanted to ensure insurers would be
considered in their totality.
Under the new methodology, supervisors
would begin with an empirical quantitative
phase, then move to include qualitative
elements and engagement with prospective
G-SIIs before the designation. McRaith said
they were introducing absolute reference
values for three indicators to enable
comparisons across sectors, not just in
insurance, and added that the designation
“process will evolve.”
A number of ICPs and the ComFrame
material are being revised to be both
consolidated and aligned. A public
consultation process is planned for March
2017 to include discussion of supervisory
process, governance, and recovery
and resolution.
The ICS project remains “on track.” The ICS
consultation document was issued and
consultation closed in October. There was
a “very strong response (more than 2,000
pages) from the stakeholder community,”
McRaith said. This complemented the
quantitative field test material. There
were 41 volunteers in 2016 field testing
from North America, Europe, Asia and
Africa. Informal meetings are being held
with various stakeholders with additional
volunteers being sought from areas not
now represented.
The Financial Crime Task Force produced
an issues paper on cyber crime published
in August 2016. McRaith stated that cyber
crime is part of our lives, will not go away,
and needs to be addressed. Among his key
points were:
•• Cyber resilience must be a concern for all
insurers regardless of size, specialization,
or geographic reach; and
•• Supervisors need to enhance
cyber resilience.

McRaith added that more guidance was
needed through the issuance of application
papers and his committee was also
evaluating whether current ICPs adequately
address cyber risk and resilience.
Cadoni said that the 236 questions in
the consultation document and the
IAIS template captured 45,000 cells of
information. There were 76 submissions
received on the consultation document by
the deadline and numerous others also
provided comments.
Review of those responses will take place
over the next few months, with nonconfidential responses to be posted on
the IAIS website. Volunteers this year had
head offices in 16 countries in Europe, Asia,
North America, and Africa—representing
approximately 30 percent of all global
insurance premiums. “Our work is evidencebased work,” Cadoni said.
The working group is seeking volunteers
from South and Central America. It is
undertaking confidential reporting of basic
capital requirements (BCR) and higher loss
absorbency (HLA), undertaking valuation on
MAV and GAAP+ bases, and reconciling the
approaches.

Capital, solvency and field
testing working group
Chair Paolo Cadoni reviewed the
ICS timeline and gave an overview
of its progress and plans:
•• October 2013: IAIS announced
the beginning of the ICS project
•• December 2014: First ICS
Consultation Document
•• February 2015: Very significant
amount and volume of
comments received from
members and stakeholders
•• May 2015: Field testing of ICS
began with full calculation on
MAV basis (2014 field testing
focused only on valuation)
•• May 2016: Field testing of ICS
with full calculation on both MAV
and GAAP+ basis
•• July 2016: Second ICS
consultation document
•• October 2016: Comments
received on second ICS CD
•• July 2017: Due date for ICS v 1.0

Insurance calibration has been an important
activity in 2016, as the current review of
the results of field testing continues. A
decision on the content of ICS version 1.0
will be made beginning in January 2017.
Stakeholder meetings will be used to
process and further understand the ICS
v 1.0 approach and the ICS Consultation
Document comments. The next stakeholder
meeting will be held on January 17, 2017, in
La Jolla, California.

This decision will be reassessed as facts
develop, including the development
of resolution strategies based on the
Key Attributes requirements (including
stabilization tools), as well as the
identification of critical functions and
systemic interconnections for G-SIIs.

Resolution working group
Working group chair Urs Halbeisen said
the IAIS discussed whether Loss Absorbing
Capacity (LAC) was needed for resolution.
The answer is no—at least for now. The IAIS
concluded that on the basis of the currently
available information and the analysis
conducted by the ReWG so far, it would not
establish for G-SIIs a common minimum
standard for LAC in resolution at this time.

More than 600 comments were received
on ICPs 12 (Winding-up and Exit from the
Market) and 26 (Cross-border Cooperation
and Coordination on Crisis Management)
and ComFrame M3E3. Comments focused
on various areas, including powers available
to supervisors for resolution (which powers
should be available for insurers that are not
G-SIIs) and recovery and resolution planning
for IAIGs.
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Stakeholder engagement task force
Chair Takashi Hamano said the IAIS has
moved to increase stakeholder engagement,
including through the global seminar and
the reopening of the annual meeting. The
IAIS has developed a SEP (Stakeholder
Engagement Plan), a comprehensive
document which sets out general principles
of stakeholder engagement including
proactive engagement with some types of
stakeholders, provides a list of the current
engagement initiatives, provides planned
new engagement opportunities, and
identifies implementation considerations.

New engagement opportunities will be split
into two classifications, dependent upon
the level of effort and resources needed
to deliver to different constituencies,
Hamano said. There are initiatives for
general applicability (including the insurance
industry) and more tailored initiatives for
consumers, academics, and professional
groups for whom the IAIS will need to be
more proactive.
Q&A
Highlights of the closing Q&A included
comments from US consumer representative
Birny Birnbaum, who told the group that

recent elections in the US and Europe
showed deep distrust of elites and
institutions. He urged the IAIS to respond
by encouraging and assisting with robust
consumer protection.
In response to a question from a US
stakeholder on the outlook for ICS adoption,
Cadoni said that consensus and agreement
among all would be needed for successful
implementation of the ICS. “We need to find
the buy-in” from industry as well as other
stakeholders, Cadoni said.

Takeaway
Perhaps the loud absence of non-regulator stakeholders at the previous annual meeting reinforced the importance of industry
to the IAIS leadership, since they have been vocally committed to the concept of stakeholder engagement since. The apparent
IAIS flexibility with regard to various aspects of both capital standards and recovery and resolution should encourage deeper US
industry participation in the ongoing discussions.
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Panelists clash on the primacy
of policyholder protection
and financial stability
Views on whether financial stability or
policyholder protection should be the
primary goal of regulators, or if they could
be simultaneous goals, and the availability of
the necessary tools were as diverse as the
participants on the IAIS panel on “Financial
Stability and Policyholder Protection.”
“Protecting policyholders has to be the
primary approach.” This definition of the
goal of insurance regulation would not have
raised eyebrows coming from an American
regulator, but instead it was said by Olav
Jones of Insurance Europe.
Jones warned the IAIS that too much
focus on financial stability could mean
that policyholder protection risked being
overlooked. He said there was some
capacity for conflict between financial
stability and policyholder protection, adding
that an overemphasis on financial stability
may mean too heavy capital and other
requirements that could affect consumers.
Jones also expressed concerns about
possible consumer protection measures.
He noted that early surrender requirements
guaranteed by law to consumers could
create conflicts and change insurer
investment profiles.
The chief economist of a major global
insurer said that a lack of financial stability
would be a negative externality that could
affect consumers. Policyholder protection
was a narrow focus on one group, he
said, while financial stability meant a

wider focus on all groups. He noted that
banking supervisors looked at the financial
implications of bank failure as well as the
impact on depositors.
The economist told regulators that liquidity
risks and certain niche substitutability
issues were among the drivers for financial
stability oversight for insurance regulators,
adding that insurance was becoming more
like banks in that way. Jones disagreed with
the sentiment that insurers were becoming
more like banks.
Panelist and consumer representative Birny
Birnbaum told the assemblage that insurers
have now become concentrators rather than
diversifiers of risk by, among other things,
promising market protection. Birnbaum has
notably been opposed to products such
as contingent deferred annuities that offer
market protection to investment portfolios.
“Once you get into that, you’re no longer
an insurer, you’re an investment bank,”
Birnbaum said. He told the group that
the primary problem now was not “too
big to fail,” but the accumulation of risk—
with regulators having no idea what total
guarantees would be.
“In our view, policyholder protection is the
foundation of financial stability,”
Birnbaum said.
Keng Yi Lee, Director and Department
Head of the Insurance Department at
the Monetary Authority of Singapore,
said macro- as well as micro-prudential

surveillance was needed to address the
accumulation of risk. A consultant on
the panel added that there has to be
transparency about the risk of
being accumulated.
Again, the chief economist of the major
insurer expressed somewhat different
sentiments. He said the accumulation of risk,
along with entity-focused regulation, was no
longer enough. He warned that regulation
may have encouraged some herd behavior
that may have introduced systemic risk, not
through entity failure, but through volatility,
and tools were needed to address this.
Birnbaum observed that the regulatory
toolbox had improved dramatically over
the past eight years, citing as one example
the increased availability of information
on derivatives.
Jones suggested that what was needed was
for regulators to do general stress tests to
allow easy-to-apply scenarios across regions
to discern accumulation risk. He warned,
however, against the urge to take action
at any costs, saying that there was a need
to distinguish between the desire to take
action (e.g., we need more capital) and the
ability to get reasonable assurances that
risks are being addressed.
The consultant, who has worked with the
IMF on FSAPs, said that FSAPs focused on
stability not market conduct. “I would say we
should spend more time focusing on market
conduct,” he said.
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Jones again urged forbearance, saying, “We
need a period where we avoid developing
new tools.”

stability tools, with the goal being to move
from a bias towards the concept of failure
to researching behavior and implications.

Birnbaum said he believed market
regulators needed more information on
behavior and outcomes, and a limited
toolbox resulted in inefficiencies being
passed on to insurance companies. The
insurance firm chief economist said that
work still needed to be done on financial

We have to be careful of overload, Jones
warned. He said the FSB was primarily
driven by banking expertise, and the IAIS
had an important educational role with
regards to insurance. He noted that early
IAIS work on G-SIIs after discussions with

the FSB showed the negative influence of
the FSB, although he did say that had been
somewhat mitigated in recent iterations.
Birnbaum closed by telling the regulators
and stakeholders that the IAIS could help
identify data needed for market regulation
and the necessary tools for consumer
protection, citing education and disclosure
among these.

Takeaway
Concerns may be quietly developing over what might have been considered a regulatory rush to financial stability supremacy over
policyholder protection as a goal. An increase in focus on policyholder protection may better align IAIS goals with the longtime
focus of US industry, regulators, and consumers.
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Paraguay Central Bank
President: A time for
caution for all
G-20 economies are not the only places
where insurance regulation is evolving
to face new challenges. Keynote speaker
Carlos Fernandez Valdovinos, president
of the Central Bank of Paraguay, told the
IAIS annual meeting that there was a new
landscape for insurance supervision in
Paraguay with key challenges including the
persistent low interest rate environment,
systemic risk, a new regulatory framework,
and financial inclusion.
Valdovinos said that with interest rates
well below historical averages and weak
economic growth, reduced capital buffers
and profits may prompt a “search for yield”
scheme. Firms may be tempted to take
on excessive risks, especially those with
guarantees and promises that may be costly,
and this warranted an increased need for
vigilance from authorities.
The insurance sector plays a major
role in global markets, he noted. With

interconnection between financial entities,
systemic risk from individual firms, and
common exposures from large firms, there
has been a recent increase in the insurance
industry contribution toward systemic
risk. He called for a macro-prudential
approach, with supervision extending
beyond merely guarding against solvency
and contagion risks.
Finding common ground in international
regulation is a herculean task, and
convergence across countries relies
on substantial cooperation, Valdovinos
observed. He called the insurance core
principles useful tools to promote common
standards across the world and, in remarks
sure to please the European contingent, said
Solvency II was a regulatory reference for a
risk-based framework.
Calling insurance one of the four pillars
of financial inclusion, Valdovinos said that
insurance helps vulnerable households to

mitigate external shocks, reducing the risk of
falling deeper into poverty and safeguarding
savings. He hailed recent technological
advancements that he said give poor people
more access to insurance.
Good regulation allows room for
innovation, Valdovinos said, urging
supervisors to continue learning to manage
risks that financial inclusion policies bring
to the system.

Takeaway
In emerging markets, Solvency
II may still be winning the battle
for hearts and minds as the next
generation insurance regulatory
structure. This may provide an
easier path to those markets
for insurers operating under
Solvency II, as opposed to most
US-based insurers.

Good regulation allows room
for innovation.
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In brief
World Bank CFO supports
infrastructure investments
In his keynote address, World Bank
Group Chief Financial Officer Joaquim
Leavy, a former Minister of Finance for
Brazil, supported a move by insurers
into infrastructure investment. Most
infrastructure investment seems less
risky than traditional asset classes, Leavy
said, adding, “The risk is often lower for
infrastructure bonds than for
corporate bonds.”

Leavy said reducing capital charges would
make a huge difference in achievable return
on equity for infrastructure bonds. “I think
in the US, this is going to happen real soon,”
he said. NAIC President Director John Huff
of Missouri and Illinois Acting Commissioner
Anne Dowling have been among the leaders
in an NAIC push to evaluate measures
US regulators could take to support
infrastructure development investment.

“The risk is often lower for
infrastructure bonds than for
corporate bonds.”
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Technology and innovation
The question is not whether innovation in
itself is good or bad, Denise Garcia, general
director, Research and Development
at the Insurance and Surety National
Commission of Mexico, told the IAIS at the
panel on “Technological Innovation: Insurance
Supervision and the Business of Insurance.”
Garcia said, “The key challenge for
regulators and supervisors is to strike a
balance between facilitating innovation
and unlocking its potential benefits to
the insurance market and maintaining
the conditions for a fair, safe, and stable
insurance sector for the benefit and
protection of policyholders.”
Among the initiatives undertaken by various
supervisors to facilitate innovation are
the creation of innovation hubs, where
guidance and feedback on the regulatory
implications of innovations may be
provided; the development of regulatory
sandboxes where innovations may be

tested in a safe environment with clear
boundaries and safeguards; and the use
of accelerators representing partnerships
between authorities and FinTech companies
for projects of direct relevance to the
authorities’ mission and operation.
Challenges for regulators and supervisors
include the need to develop the ability to
understand and evaluate technological
innovations; the establishment of principles
and guidelines for the appropriate and
responsible use of new technologies;
making timely adjustments to prudential
regulation frameworks; collaborating with
other stakeholders and coordinating with
other authorities; reviewing and improving
financial education and data protection
policies; and adjusting the resources
available to supervisors so they are
appropriate to the task, both in terms of
technology tools and skill sets.

Implementation challenges
Speaking at a panel on “Challenges in
Implementing Risk-Based Supervision and
the Role of Proportionality,” IAIS Audit and
Risk Committee Chair William Mason said
that a good supervisory system requires
appropriate technology, good supervisors,
and political support.

“The key challenge for regulators and supervisors
is to strike a balance between facilitating innovation
and unlocking its potential benefits to the insurance
market and maintaining the conditions for a fair,
safe, and stable insurance sector for the benefit and
protection of policyholders.”
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Acronyms
BCR
Basic Capital Requirement

HLA
Heightened Loss Absorbency

ComFrame
Common Framework for the Supervision
of Internationally Active Insurance Groups

IAIG
Internationally Active Insurance Group

EXCO
IAIS Executive Committee
FIO
Federal Insurance Office
FSAP
Financial Sector Assessment Program
FSB
Financial Stability Board
GAAP
Generally Accepted Accounting Principles
G-SII
Global Systemically Important Insurer

12

IAIS
International Association of Insurance Supervisors
ICP
Insurance Core Principles
ICS
Insurance Capital Standard
IMF
International Monetary Fund
LAC
Loss Absorbing Capacity
MAV
Market Adjusted Valuation
NAIC
National Association of Insurance Commissioners
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