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Jean Lemierre (Chairman BNP Paribas) 

Jean Lemierre started by saying that in an environment which is likely to continue with a flat yield 

curve and where banks can no longer rely only on transformation to generate profits, banks need to 

diversify their sources of income. Consequently, the “integrated bank“ model which enables banks to 

serve clients with a range of sufficiently diversified products seems better placed to face this special 

and difficult environment than the “monoline” banks. 

The bank’s mission is to develop products that we sell to our clients as everything starts from the 

perspective of the client. What the customer is looking for from an “integrated bank” is a range of 

products. Therefore, there is also a question of conduct and behavior when you make and sell a 

product through your network. This is key as it is important to sell the right product to the right person. 

To manage this kind of complex entities we need good managers. We are talking about integrated 

banks which are different from conglomerates where several “monoline” banks coexist in parallel.  

 

                                                           
1 Report of conference organized by the Belgian Financial Forum, National Bank of Belgium, 19 June 2017.  
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The question of the conference that the supervisors also rightly raise is whether the coexistence of 

the various activities of integrated banks is safe. How should we allocate capital to the various 

activities? How much capital? This is a key challenge. 

 

Ying Lian (PhD student Toulouse School of Economics) 

 
Presenting her empirical analysis of the risks of European banks and insurance, Ying Liang showed that 

from 2009 (i.e. the financial crisis) to 2014, there has been a long period of low short term interest 

rates as well as long-term interest rates. The key question then is what can be done during this long-

term period of low interest rates and what the challenges for banks and insurance companies are, 

noting that banks and insurers react differently to evolutions in interest rates. 

Recalling that the economic literature is rather divided regarding the positive and negative impacts of 

an integration of both activities, she discussed the first part of her report, which compares the 

correlation of banks with 19 industries. It appears that the correlations between pure banks and pure 

insurance companies are positive but not higher than other industries (i.e. compared with other 

industries, banking and insurance industries have no particularly high correlations in terms of sales). 

The pair wise correlations between all banks and different sub-sectors of the insurance industry show 

that life insurance companies are the least correlated with banks compared to full line and Property 

& Casualty insurers. 

The second part of the report analyses the Net Banking Income sensitivity to interest rates moves of 

French banks and finds that the insurance division is not affected the same way as the banking 

activities by interest rates which justifies the diversification. 

 

Alexander Guembel (Professor Toulouse School of Economics) 

 
Alexander Guembel pursued by a reflection on the issue of diversification and contagion. The usual 

thinking has been that conglomerates benefit from diversification as it reduces overall risk. 

Nevertheless, the financial crisis raised the issue of financial stability. Regulators moved towards ring-

fencing with the idea that many activities carried out in an integrated fashion may trigger negative 

spill-over effects that may generate contagion. Indeed, the Vickers and Volker reports and Liikanen 

aimed at minimizing contagion risk by separating different types of activities. 

One of the consequences of the financial crisis has been that supervisors have increased tremendously 

capital requirements and required ring-fencing of activities. As long as the capital requirements are 

low, contagion is a problem and integration may be harmful. Conversely when capital requirements 

are high, diversification appears as a benefit and integration may be a good thing. 
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The above graph shows that the level of capital requirements (s*) drives the diversification or 

contagion pattern for a conglomerate. Diversification reduces the overall distress probability of an 

integrated entity if the level of capital is high enough to not transform a shock in one division into a 

tsunami which would lead the conglomerate into the contagion scenario. 

Since the financial crisis, we have seen significant increases in capital requirements (i.e. in the above 

graph, an increase in s*, the crisis threshold). But we also have had in parallel a move towards 

increased ring-fencing. These two regulatory tools shouldn’t be sold off independent of one another. 

But now that we have shifted the threshold out by increasing capital requirements we have moved to 

the case where diversification can be more beneficial. Thus, by segmenting markets, we are actually 

undermining some of the diversification benefits that can be derived from an integrated model. One 

can wonder if it is optimal to increase capital requirements and to discourage integration at the same 

time. When capital requirements are increased, the contagion risk is addressed to a large extent. 

Consequently, by segmenting the markets, the diversification benefits of integration are undermined. 

 

Panel discussion2: What will be the impact of an increase in interest rates? Is 

there room for diversification? What kinds of frustrations are regulations 

triggering? 

 
Hans de Cuyper (CEO AG insurance): an increase in interest rates will benefit insurance business as 

long as interest rates move up slowly. The long introduction period of Solvency 2 allowed insurers,  

                                                           
2 Moderated by David Wright, Chairman of Eurofi.  
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whether member of a conglomerate or on a standalone basis, to limit their interest rate risk exposure 

through ALM measures as they would otherwise face significant capital requirements. Today, insurers 

in general seem more sensitive to spread risk exposure than interest rate risk exposure. 

Regarding Solvency 2, it was initially built from the Basel 3 principles. We look at Solvency II on a one-

year timeframe, which is not in line with the liability profile a life insurance company, who underwrites 

liabilities of thirty, forty years or even longer. Consequently, insurance companies reduced 

significantly their exposures in equities and are now struggling in this spread risk issue between what 

we call the fundamental spread risk and the non-fundamental spread risk. The mechanism of ‘volatility 

adjustment’, to segregate fundamental spread risk and non-fundamental spread risk, is not properly 

calibrated. It creates volatility in solvency ratios which is not in line with the real economic risk 

exposure of the company. 

 

Jordi Arenillas Claver (CFO VidaCaixa): 

On low interest rate environment: it is difficult to say what the overall impact has been from the 
changes in business models requested by Spanish supervisors as a result of the current environment. 
Solvency II has obliged VidaCaixa to reduce the interest rate term guarantees offered to customers 
and to link some benefits to the market value of assets. This has led to significant changes in the 
specific features of various insurance products (notably for life insurance for which the main product 
was an annuity that now pays a variable benefit in case of death, as opposed to fixed benefit in the 
past). 
 
Competitors are creating new life insurance products as well as a way to cope with long-term interest 
rate risks and optimize capital use. This can be a good idea, but as a bank-insurer, what is better: to 
offer these kinds of products from the insurance side, from asset management units, from investment 
funds...? As bank-insurers we think that we must provide guarantees to our customers and offer 
guarantees that some business lines within the conglomerate can help achieve. The focus needs to be 
on risk management with a high degree of excellence to manage the current low interest rate scenario.  
 

Johan Vankelecom (CFO Belfius) 

Johan Vankelecom agreed there is room for diversification in banks and insurers. The level of 

diversification (or contagion) needs to be assessed in view of customers’ needs and behavior. 

Regarding a too rapid, large shock in interest rates, it would be detrimental for banks as well as 

insurance companies. But, it is necessary to go beyond the mere P&L impact: we should also think 

about the impact on all the components of the balance sheet and above all on the liquidity risk. As a 

market with excess savings, the behavior of Belgian customers in case of an important shock on 

interest rates should be analyzed. During the last financial crisis, it appeared that the insurance 

division with another brand name and business model than the bank was not impacted by the liquidity 

crisis that affected the bank. 

Being a conglomerate was a strength during the crisis as the insurance company was very liquid and 

as such allowing the bank to sell for instance a mortgage portfolio to the insurance company which 

was interested in this asset in terms of risk-return and maturity profile. The proximity of the two  
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companies made that it was possible to execute the deal very smoothly as the insurance company 

knew very well the risk of the portfolio. Having within one group a bank and an insurance company 

has hence really benefited the survival of the whole group during that liquidity crisis. And there are 

more diversification benefits. Banks have a lot of capacity to produce very long-term assets, especially 

(very) long-term loans. An insurance company, having very long-term life insurance (pension) 

commitments on its balance sheet, looks for very long-term assets on the asset side. So combining the 

capacity of the network of a bank to produce risk-accepted very long-term assets and the needs of 

long term assets of an insurance company, by matching long-term maturity profiles, produces a clear 

diversification benefit. 

 

Michel Bilger (Head of Regulation and Supervision Crédit Agicole):  

Banks developed Assets & Liabilities Management techniques 20 years ago to manage uncertainty 

regarding interest rates. Hedging techniques have improved and models are now back tested. Their 

only objective is now to protect margins: the latter are nevertheless under pressure because of the 

low interest rate environment. But banks are not anymore “monoline” and have developed a broad 

range of activities which mitigates this risk. 

If we ask customers, they are happy with conglomerates as they can find in the same place all the 

products and compare them. In France a large part of savings products are insurance products which 

are sold in banking branches. For banks it is a source of revenues and of cost reduction as they use the 

same network and a source of diversification in terms of risk capital. 

Regarding the TSE survey, all speakers agreed on the correlation conclusions. Banks and insurance 

companies have their own capital requirements and do their capital optimization as well as their 

diversification on their own. The survey also shows that the Danish compromise was a better approach 

to deal with the capital requirements issue of conglomerates than the recommendations of the Basel 

Committee as it combines imperatives of economic as well as well as financial stability 

 

Q&A session 
 

If the Commission were to review the financial conglomerate directive, what would the panelists like 

to see changed? 

The Ficod is quite good:  it is the result of a forum which was taking place in Basel, thirty years or even 

forty years ago. Europe is the only zone which has implemented the principles defined through a 

directive. So, we can progress and there remain quite some technical suggestions. The core issue is 

the level playing field: for example in the US, they do not have any such legislation. 

 

What could be improved on the regulatory front would be to insure there is greater exchange between 

banking regulators and insurance regulators. But we must be kept some value for diversification, 

which is for now embedded in the Danish compromise. 

 


