


Their position has been made more difficult by 
the loss of several reinsurers that were willing 
to give their smaller clients significant amounts 
of technical help. Goather Re and Gerling Global 
Re, for example, were notable for sharing their 
expertise in such areas as data management, large 
claims handling and rating. Their disappearance 
into run-off has left a gap in this kind of support.

Whatever rules may be in place, there is an 
imperative for firms to become more technically 
capable. It is in the interests of insurance companies, 
no matter how big or small, to make best use of 
their capital. To do this they must, among other 
things, maximise reinsurance retentions and the 
business they write. While under-reserving should 
be avoided, over-reserving can be a problem too.

Solvency II may or may not have much direct 
impact on the German insurance climate, but 
the questions it raises are of vital importance.

False sense of security
But there is much more to Solvency II than having 
enough reserves. Management issues such as 
reporting, checks and balances, procedures, 
transparency and internal communication are 
arguably even more important. However, there is 
plenty of time to put these in place to the satisfaction 
of the authorities. This will undoubtedly be a 
challenge for many firms, but it will be a lot easier 
than having to compensate for a shortfall of capital.

In our opinion, a greater risk is that insurers 
may be lulled into a false sense of security. The 
point about Solvency II, as we have stressed 
time and time again, is that it is not just a piece 
of regulation. It is an opportunity for insurers 
to sharpen up their act, both managerially and 
technically: to become more capital-efficient 
and ultimately more profitable as a result.

The argument is a simple one, even if execution can 
be quite complex. Managers who have a precise 
and accurate understanding of the risks inherent 
in their business will allocate their resources more 
effectively. They will make better decisions across 
a wide range of fundamental areas, including the 
business they write and the prices they charge. 
Regardless of Solvency II or any other regulation, it 
is what insurers should be doing anyhow to protect 
and improve their own competitive position.

Better risk management
In fact, the signs are encouraging. The big 
international companies (Germany is, of 
course, home to some of the world’s mega-
insurers and reinsurers) got the idea years ago. 
Now the middle market – made up typically 
of entities with a mainly German footprint 
and annual premium income of around €500 
million – is moving in the same direction.

This is, though, largely a parallel movement to 
Solvency II, and not directly connected to it. Many 
companies see no reason to build an internal 
model just for the sake of reducing regulatory 
capital requirements; as already explained, there 
is no particular incentive to do so. Indeed, many 
of those companies that have built internal 
models have no intention of showing them to the 
authorities even when Solvency II kicks in. Doing 
so would be time-consuming under the terms 
set out in the draft EU directive, and why reveal 
commercially sensitive information if they have 
no problem in passing the regulatory hurdle?

So for many German insurers the debate about 
whether to opt for the Standard Formula method 
of compliance with Solvency II or to choose 
internal modelling does not apply. Maybe, or so 
the thinking goes, it is better for them to opt for 
the less complicated Standard Formula, but to 
produce their own internal models anyhow, in 
the knowledge that they will benefit the business. 
The understanding they get as a result will help in 
many areas, including reinsurance optimisation, 
asset allocation and value-based management.

Skills Shortage
Moving further down the market in terms of 
size, things are different. On the positive side, 
participation in QIS 3 was much greater than for 
QIS 2 and that, in turn, exceeded the level for QIS
1. This trend shows, at least, that smaller 
companies have woken up to Solvency II, but their 
understanding of the issues and ability to use 
Enterprise Risk Management to their advantage is 
much more limited. These insurers are showing much 
less inclination to view the process positively. For 
most of them, admittedly with some exceptions, this 
is about compliance rather than business advantage.
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