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Solvency II
Prudential treatment of equity exposures 
The original full study1 demonstrates that the recent changes in the regulation of insurance and 
reinsurance legislation did not lead to a significant increase of investments by the (re)insurance 
companies in equity. The authors suggest new avenues to increase these investments. One 
would be to grow the segments they identified to invest most in equity, and to make it more 
attractive to invest in equity for life and composite insurance companies. 

Background 
Insurance companies are an important source of 
long-term stable funding for governments and 
businesses. The ability of insurance companies to 
fund governments and businesses is bound by 
prudential legislation. Prudential legislation aims to 
limit the chances of insurance companies failing, 
while maximising the possibility to contribute to the 
economy throughout economic cycles. 

Harmonised prudential legislation for (re)insurance 
companies in the EU was introduced in 2009 under 
Solvency II (Directive 2009/138/EC). The prudential 
legislation is risk based, which means that the 

insurance companies are required to hold more capital for riskier exposures. The equity exposures are interesting in 
this context as they have the opportunity to generate higher returns than other safer categories of assets such as 
bonds. There returns however, especially in the short term, are more volatile and harder to predict. 

There have been ongoing debates as to whether insurance companies can contribute more to the real economy 
through equity investments. The main focus of the existing policies to develop and integrate the capital markets in the 
EU is to attract investments for EU companies, and especially SMEs. In recent years these have complemented the need 
for large investments in the EU economy to finance post-COVID-19 economic recovery and green transition. 

In this context, the European Commission has launched two legislative proposals, to respectively i) remove ‘unjustified 
barriers’ for insurance companies to invest in equity, and ii) set up a harmonised EU-wide framework for recovery and 
resolution of insurance companies.  

The objective of the study is to assess the impact of amendments to Solvency II (Delegated Regulation (EU) 2015/35 
and Delegated Regulation (EU) 2019/981) as well as the expected impact of the two European Commission proposals 
on equity investments by insurance companies. The study considersboth the expected impact on post-COVID-19 
economic recovery and green transition, and the potential negative implications for financial stability. It further 
considers potential alternatives to the Commission’s proposals. The assessment is based on an extensive literature 
review and basic data analysis. 
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 Solvency II. Prudential treatment of equity exposures 

Key findings 
EU insurance companies only invest about EUR 1.4 trillion in 
equity, excluding investments in related parties, which is 
equivalent to roughly 16 % of their total investments (end-
2021). The equity investments by insurance companies 
depend on the characteristics of the respective equity as well 
as various internal and external drivers. Equity investments 
can be categorised based on various factors such as the form 
of investment and the destination of investments. The main 
internal drivers concern asset and liability management and 
characteristics of liabilities, while the main external factors 
concern financial market conditions and the regulatory 
framework. In addition to the prudential rules, the latter also 
includes accounting standards and tax treatment. 

The Solvency II prudential requirements for insurance 
companies in the EU have evolved over the years following 
changes in political needs and priorities. The rules were most 
recently subject to a broad review by the European 
Commission in 2020. The review found EU prudential rules 
to be effective in protecting policyholders and ensuring 
financial stability. However, it also found EU prudential rules 
to be constraining for equity investment by insurance companies. The two previously mentioned proposals were put 
forward in response to the review.  

Looking at the various elements of the proposals they are likely to have a limited impact on the investments in equity, 
while they are unlikely to lead to a significant deterioration of financial stability as regards the capital buffers of 
insurance companies. 

The proposal to widen the upper and lower bounds of the symmetric adjustment is likely to only impact the capital 
requirements in extreme market conditions, which are quite rare and therefore likely to have a limited impact on the 
investments in equity. Similarly, clarifying and expanding the criteria for long-term equity investment would increase 
the scope of equity investment that is considered long term, which might, in turn, through reduction in capital charges, 
increase equity investments somewhat. Finally, the changes concerning the duration-based equity module are not 
expected to have any significant impact considering the alternative options available and the current low take-up. 

To significantly increase the investments in equity by EU insurance companies it is recommended to look beyond 
prudential treatment of equity, as this is unlikely to change the behaviour of the well-capitalised insurance companies 
much. The two avenues to consider are to grow the unit and index-linked segment, which relatively speaking invest 
most in equity, and to make it more attractive to invest in equity for life and composite insurance companies. Indeed, 
the future obligations could be discounted by an interest rate closer to the real interest rate considering that the 
volatility of equity returns is less when longer holding periods (> 20 years) are considered.  

1 W.P. de Groen, I. Oliinyk, Solvency II: Prudential treatment of equity exposures, Publication for the Committee on Economic and Monetary Affairs, 
Policy Department for Economic, Scientific and Quality of Life Policies, European Parliament, Luxembourg, 2022. Available at: 
https://www.europarl.europa.eu/RegData/etudes/STUD/2022/733974/IPOL_STU(2022)733974_EN.pdf. 
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Equity investment by the EU insurance 
sector by type of insurance (% of total 
investment, end-2021) 

Source: Source: EIOPA Insurance Statistics (2022). 

Note: Equity investment is measured as investment in 
listed and unlisted shares as well as equity and 
private equity funds. Investment in related 
undertakings is excluded. 
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