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Why insurers differ from banks. 

 

Ladies and gentlemen 

Dear colleagues, 

  

0. Introduction 

 

• Welcome.  

• Insurance has been – and still is - at the centre of my personal career 

and daily work. Therefore, I am very grateful and excited to have this 

opportunity to share with you my views on the insurance business.  

• You probably agree that for a long time now, insurance issues have 

taken a bit of a back seat at public “financial” forums such as this.  

• Focus and attention was almost exclusively paid to the banking sector, 

being in the eye of the storm, as we all experienced.  

• In the aftermath of the financial crisis, views on both the business 

models for banks and insurers have changed quite dramatically.  

• An increasing number of articles in the media and in specialized 

reviews remind us that to-day it is once again “bon ton” to talk about 

the insurance business. Your presence here to-night confirms this as 

well. So thank you for being here. 
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• To-night, I would like to walk you through a number of issues or 

questions you might have raised recently, regarding the future of the 

insurance business in the aftermath of the crisis.  

• The primary objective of my speech seeks to highlight how 

different insurers are from banks and bankers, or how similar? 

However, you will see as we proceed through this analysis - that the 

answers are not necessarily as straightforward as you might think.  

 
Slide 2 
 

• That is why I propose to try to answer 4  key questions: 

1° are insurers different from bankers? 

2° are insurers also subject to systemic risk? 

3° does bancassurance still have a future? 

4° is a change in regulation and supervision defendable? 

 

• Thoughtful listeners - and I am convinced you all are -, have already 

figured out that the answers on the 4 core questions can only be:  Yes, 

… BUT…  

Thank you for remaining seated, as I – on top of that - would also like 

to share with you, what I believe are the challenges for our sector in 

the years to come.     
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• Before delving into this subject further, let’s  look at some key 

figures on the Belgian insurance sector: 

- employees: 47.000 

- turnover: EUR 29 billion  
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- tax on premiums: EUR 1,8 billion 

- investment portfolio: EUR 225 billion 

- solvency: EUR 21 billion in excess of regulatory   requirements 

- solvency ratio of  230% 

 

• Looking at these figures one can only conclude that the insurance 

industry has an important role to play in our economy. The flip 

side of course is that we also have a huge responsibility, not least 

during these uncertain times.  

• So far, the prevailing view has been that the insurance business fared 

much better through the crisis than banks and other financial 

institutions. Many insurers have not hesitated to proclaim that the 

causes of the crisis stemmed from the banks. We must accept 

however that our sector has not been immune to the effects of 

this unprecedented turmoil. Some important international examples 

are known and also in Belgium, there are clearly some well-

documented cases.  
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This brings us to our first question for to-night. 
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Q1: Do insurers really differ from banks? 
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• Bank and insurers both have a common purpose or cause: they 

seek to serve and protect the purchasing power and wealth of 
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consumers over the short and long period, but realize it through 

different business models.   

 

o At its most simplistic, banks collect deposits and issue loans and 

are engaged in other fee based services. They tend to have a 

short term perspective. Insurers on the other hand, tend to take 

a longer term view as they focus on risk pooling and risk 

transformation (particularly in the non-life and health sectors) 

and support for long-term private wealth building (mainly in the 

life sector). 

   

  Slide 7 

o Banks perform many different functions, including collecting 

deposits, granting credits, providing different fee generating 

services, market maker in certain capital markets, etc. whereas 

insurers have a lower variety of businesses. Or to put it 

differently: focus for insurers and multi-tasking for banks 
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• These different business models inevitably lead to different business 

risks, funding strategies, balance sheets and different ALM and 

investment management, to name just a few of the  most relevant 

differences.  

Slide 9 

o Liquidity risk has been at the forefront when discussing the 

financial crisis.  

• Liquidity is indeed a key business risk for banks and has 

been the source of so many problems in recent years due 

to banks’ historical short-term dependence on wholesale 

funding.  In addition, the average duration of a bank 
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asset is usually longer than the average duration of 

their liabilities.  

• Insurance companies are less exposed to liquidity risk 

due among other things to the structure and mechanics of 

insurance policies.  Funds can either not be withdrawn at 

the policyholder’s discretion or can only be withdrawn after 

payment of a penalty. In addition, the average duration 

of assets is more closely aligned with the average 

duration of liabilities. 

          

o As financial intermediaries, banks and insurers, both make part 

of their living by retaining a margin on the money they collect. 

This is absolutely fair of course for those investing in a capital 

intensive activity as is the case in the banking and insurance 

industry. But banks and insurers collect their funding from quite 

different sources:  

   Slide 10 

• Banks have access to a broad funding base ranging from 

customer deposits, interbank borrowing, commercial paper, 

covered bonds, repo transactions, etc.  They have regularly 

(often daily) short-term excess liquidity or borrowing needs 

and balance these through the interbank market.  Funding 

provided to banks is thus of a short duration and can be 

withdrawn at short or no notice at all.  Since banks do not 

link all of their assets and liabilities, repayment of a loan 

does not move away a corresponding liability. Therefore, in 

the event of a default banks are potentially quite exposed 

to the highs and lows of the short term economic cycle. 

• Insurance companies are essentially funded by their 

policyholders and to a lesser extent by shareholders’ 
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equity and subordinated debt. Inter-company lending is 

incidental, and not a part of the business model.   

• A very large amount (estimated at 95 % for life and 80 % 

for non-life) of insurance risks are retained on the balance 

sheet of insurers. Insurers match assets to liabilities like 

for like. In the event a policy is cancelled both assets and 

liabilities are eliminated concurrently thus reducing risk 

exposures.  

• Banks on the other hand may offload a great deal of their 

risks through securitization or selling to third parties. We 

all know what happened with the offloading of subprime 

mortgages 

 

• Whatever happens, insurers remain liable to their 

policyholders, even if some risks are ceded 
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o For all of the above reasons we should conclude  that the 

balance sheet of insurers is rightly deemed more stable 

and less volatile; helped also by the fact that funding is upfront 

and longer term in nature. 
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o Also ALM and investment management is a source of 

difference between banks and insurers. The mismatch between 

assets and liabilities varies fundamentally in size and nature 

between the two.  
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• Insurers have a more stable funding position with liabilities 

typically having a longer duration than assets. In banks, 

the situation is the reverse.  

• Insurers have a conservative, liability-driven investment 

approach, while bankers on the contrary have a more asset 

driven investment approach, with a trading portfolio aimed 

at creating capital gains.    

 

         Slide 13 

o We started with the statement that banks and insurers have a 

common purpose. We then elaborated on the fundamental 

differences in business models, liquidity risk, funding strategy 

and ALM & Investment management. A final factor worth 

mentioning is the difference in degree of interconnectivity 

between the different players in the two industries. 

• Banks are intrinsically linked to one another through the 

interbank market.  More often than not they have large 

trading positions exposing them to settlement and 

counterparty risk.  The risk of contagion and of a domino 

effect in the event of a business failure is clearly quite high.   

 

• Between players within the insurance industry there is, 

with the exception of the reinsurance practices, less direct 

interconnectivity and as a result the risk of contagion 

between companies during periods of crisis is less likely. 
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Now that we have hopefully clarified this existential issue 

between both blood groups, let’s us try to answer question no 2 
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Slide 15 

Q2. If banks and insurers are different, does this mean that 

insurers are not subject to systemic risk? 

 

• This question is one of the big issues raised in many 

discussions on the financial crisis: are insurers, like banks, also 

subject to systemic risk and hence should they be considered by 

regulators and other authorities as “systemically relevant 

institutions”?  

 

• Let’s not dwell too long on this question however or start an 

academic debate on the meaning of systemic risk or on the 

criteria for the identification of systemically relevant institutions. 

Let us just make a few observations. 

 

• First observation re systemic risk: before the financial crisis 

there has been a consensus among regulators, businesses and 

academics that the insurance sector was believed to be 

largely immune from systemic risk. That’s why, in the 

aftermath of the recent financial crisis, insurers have continued 

to repeat that the cause of the crisis was not with them, but with 

the banks.  

o Reasons for that can be found in the differences 

between both business models as explained earlier. 

Insurers normally do not face the risk of a run by clients 

withdrawing funds. Because insurers are only obliged to 

pay when a customer suffers a loss (in case of Non-life) or 

on death/pension (in case of Life insurance). If a client of a 

life contract wants to recover his investment before the 

planned maturity date, the payment of a penalty is 
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normally foreseen and – by the way - these penalties tend 

to be more and more market adjusted.  These product 

features strongly reduce the risk of a run on the insurer. 

o Insurers also reinforce their argument by referring to the 

state aid to both sectors:  insurers received USD 10 

billion in direct state support, banks received USD 10 

trillion.  

o According to the IMF, total losses from the financial 

sector amounted to around USD 4.1 trillion, of which two 

thirds was for the account of the banks. 

 

Slide 16 

 

• Second observation re systemic risk: Since the mid 90s, the 

barriers between different parts of the financial sector have 

progressively been dismantled.  

o Some insurers have done everything in their power to look 

more like banks. This resulted in a number of cases in an 

integrated financial model and the creation of financial 

conglomerates. This integration was further supported  by 

new laws and regulations.   

o Others used the capital markets as a value driver to 

increase their financial income, to compensate for lower 

underwriting results and/or as a way to transfer risk to 

third parties.   

o While others launched a new business in so called 

financial insurance, and especially in credit-related 

exposure.  



 10 

o And finally some insurers became increasingly dependent 

on banks through cash deposits, securities lending and 

investments in corporate debt issued by banks. 

 

These new developments have led to a quite different situation: 

the insurance industry was no longer immune to the effects of a 

financial crisis. Indeed, during the turmoil, insurers suffered huge 

declines in their valuations, because both their assets and 

liabilities were strongly affected.  
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• A third observation re systemic risk: the impact of the recent 

crisis within the insurance sector has been uneven.  

o The firms most affected were  

 the specialist financial guarantees insurers (so called 

monoliners), mainly US companies ; 

 the companies which extended their operations 

beyond traditional insurance business and especially 

towards huge credit related exposures  and last but 

not least 

 a number of bancassurers, i.e. integrated financial 

service providers, that moved away from the 

necessary split of their ALM and investment 

management .  

 

o Traditional, pure play financial or general insurers have 

been the least affected. 

 Within this group of companies, life insurers have 

been more affected than Non-Life companies.  
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 Geographically, Asia-Pacific and the UK belong to this 

group, because they were less involved in 

bancassurance and dominant in non-life insurance. 

 And finally, insurance companies that took a more 

conservative approach to using debt instruments 

have been much less impacted by the crisis.   

 

As a conclusion on this second question, I want to be very 

clear: insurance and banking businesses do not face 

systemic risk in the same way. 
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3. And so I come to my third question: does bancassurance 

still have a future?  
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• Financial media and other opinion leaders often assume that 

deep dark clouds hang over the bancassurance model, so dear 

to a number of important Belgian financial institutions. Recent 

EU interventions in the financial sector -for example the 

forced split of the insurance and banking arms of some 

groups– is grist to the mill for these opinion makers. 

 

• They are only partially right because their opinion is based 

on a number of misconceptions about this business model, 

which -allow me to say - I have experienced myself during a 

large number of years.  
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• Bancassurance is as old as the street – as the deplored 

Fred Chaffart loved to say – and certainly in Belgium: branch 

managers of banks sold banking products during the day and 

at night they became insurance intermediaries. This was also 

the case, by the way, for a great number of “postmasters”.  

 

• Some of you remember probably that the ASLK – 

established soon after the independence of Belgium in 

reaction of “liberal” politicians against Generale Bank (Société 

Générale de Belgique) – had a clear objective to encourage 

their customers to also save for their pension through annuity 

products.  Later, an insurance company was created, while its 

intermediaries continued to sell life insurance products. In the 

early 80s, the ASLK became a public bank and started also to 

sell Non-Life products. 
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• In the mid 80’s banks started to set up insurance companies 

and insurers started buying banks.  The bancassurance model 

was further refined and the model permitted financial 

institutions to take advantage from economies of scale and 

scope with regard to capital – the so-called diversification 

effect – and in the management of their assets, etc. In 

addition, both businesses were considered complementary: 

increasing interest rates are good for insurers; decreasing 

rates for banks, which was supposed to have a stabilizing 

effect on the results of the integrated company. And finally, 

there were clear advantages in the distribution of products: 

cross selling, new income streams from insurance fees and 

economies of scale in the exploitation of the branch network.  
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• We have recently seen though that this fully integrated 

model also has its limits. In the current climate, banks 

have come under increasing pressure to sell off their 

insurance activities in order to preserve their capital for their 

core banking activities. You all know that governments and EU 

authorities have put pressure on several bancassurance 

groups to dispose of a number of activities.  

 

• To-day, the advantages of the distribution of insurance 

products through banking agents continues to be at the 

core of the business strategy of insurance companies.  

Also in my company, Ageas, the distribution agreements with 

local leading banks in many countries around the world 

continues to be a strategic part of our growing business. If we 

understand bancassurance as the concept of selling insurance 

products through the bank channels, I hope you can agree 

with the statement that bancassurance is alive and 

kicking. 

 

 

Slide 21 

4. Let me turn now to the fourth and last question I would like 

to answer:  Do we need more regulation? 

 

Slide 22 

• Let’s get straight to the point: to-day the insurance industry 

continues to face two historical efforts in respect of 

international regulation to change the overall framework under 

which our sector operates: IFRS and Solvency II. Although both 
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were not triggered by the current crisis, they are indeed closely 

related to key issues of the current turmoil: a risk based approach, 

transparency and solvency. The current Solvency II project is 

indeed fully adequate to deal with these issues. The crisis certainly 

has shown the need to speed up the implementation of this new 

capital adequacy regulation.   

 

Slide 23 

• To-day, most European insurers are well advanced in their 

preparations for its introduction.  Solvency II represents a strong 

principles based approach that takes account of the full risk 

spectrum of an insurance company.  It obliges insurers to review 

risk exposures on a whole balance sheet basis. It mirrors 

much more than Solvency I the specifics of the insurance industry 

and it adds for the first time a qualitative element.  The importance 

in Solvency II of the internal risk organization at all layers of the 

insurance undertaking and the importance of the disclosure to the 

outside world cannot be underestimated.   

 
• After many decades with a solvency regime that did not properly l 

reflect the real risks embedded in the industry, we are convinced 

that Solvency II will be beneficial for all parties.   

Nevertheless, we insist on the importance of the testing and the 

final calibration of the future solvency regime.  Over-prudency 

leading to excessive regulatory capital would harm all stakeholders.  

A too conservative approach will lead to more simple and short term 

insurance products, price increases in general insurance and 

reduced returns in life insurance. In addition, there is a risk that 

more and more individuals and enterprises will rely on self-

insurance. For the insurance industry, an over-prudent regulation 
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will undoubtedly have a negative impact on long term strategies and 

on the chosen asset mix and investment policies.  The funding cost 

will be higher and there will be a reduction in underwriting 

capacities.  For the overall economy, an imbalanced regime will 

have a negative impact on social security expenditures and will 

bring additional costs for uninsured events.  The rather high capital 

charges for certain investment instruments will deter insurance 

companies from investing in the growth of the economy. 

 

• On the question of whether there is also a need for new 

supervisory approaches or major changes in the regulation of 

the insurance sector, the response from insurers are not univocal.  

 

o The implementation of the second phase of IFRS for insurers 

is not yet for tomorrow. The financial crisis has exposed 

weaknesses in the current accounting rules. These rules have 

been based on the theory that markets always act rationally.   

Although accounting should follow the business decisions and 

should reflect the business characteristics, we have to admit 

that accounting has become too much the driver of business 

decisions.  And this has as we know led to a procyclical impact 

on the equity markets in 2008. 

  
Please allow me to summarize before I come to challenges 

ahead of us.  
Slide 24 

1° yes, - I am strongly convinced that insurers are very 

different from banks. 
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o But, but during the last decade a great number of insurers have 

done their utmost to look and act similar to banks.  

o We both assume financial risks and should always be aware that 

our roles in the functioning of the economy are different.  

 

2° yes, - insurers have recently become more subject to 

systemic risk 

o But, there is also some evidence that insurers have even been a 

source of stability in the recent financial crisis. Insurers are 

much better able than banks to hold assets to maturity without 

forced selling (there are exceptions of course – Southern 

European sovereign bonds). We are long-term holders, not 

traders.  

 

3° yes, I am strongly convinced that bancassurance still has a 

future 

o But, the fully integrated model, however, is disappearing in favor 

of  distribution agreements, joint venture agreements, and 

affinity contracts with major banks and other distributors 

 

4° yes, Solvency II as well as some other new regulations will 

help to solve certain issues with regard to systemic risk 

o But, the insurance sector must be able to fulfill its unique role in 

the economy: managing the risks of people, groups of people 

and enterprises over a long time. Let’s continue the discussion on 

the right level of supervision and regulation at a right and 

manageable cost.  

o For the time being, we should do everything in our power to 

bring the Solvency II project to a good end. The main task for 

the supervisory authorities lies in improving the current 
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regulation to closer reflect the business reality and risks at a 

bearable cost.  

o And finally, let me point out that regulations should also create 

policies that allow smaller players to flourish also. The burden of 

Solvency II on smaller players might currently be 

underestimated.  
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To conclude this presentation, I would like to guide you through 

some of the critical challenges the insurance sector is facing in 

the short and medium term 
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In the short term: 

• Redress claims ratios in the non-life sector  

Non-life insurance claims levels tend to rise in an economic 

downturn. We see increases in fraudulent or exaggerated claims 

during the recent recession, and more claims for relatively trivial 

losses which would go unclaimed in better times. And finally 

climate changes have also raised dramatically the number of 

claims especially in household and motor insurance.  

 

• Manage impact of low interest rate environment in the Life 

(and to lesser extent non-life) sector.  

In Belgium for example, the concern about the guaranteed rate 

of 3,25 or 3,75 %  is rising rapidly.  Belgian insurers already took 

appropriate actions by decreasing the guaranteed interest rates 

for the new business in the individual life sector.  But for the 
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group insurance business the issue is a bit more complex.  If 

insurers opt for a unilateral decrease of the offered guarantees, 

this would put the employer in a position where they are forced 

to  compensate the difference.  And if the insurers judge that this 

is not possible in the current environment, how would the 

employers – not disposing of any solvency margin – be able to 

do this?  If the low interest rate environment prevails, a 

correction will be needed. I have to admit that a situation in 

which the micro results of a company are not in line with macro 

economic indicators is not conducive to making the appropriate 

decisions. 

 

• Prepare for Solvency II 

The pressure to be ready in January 2013 is mounting but some 

further calibrations will be needed and all uncertainties about 

standards have to be lifted as soon as possible. Currently I see 

no issue for Belgian insurance companies, as most of them 

already have a capital far in excess of the current capital 

requirements. According to first estimates, an important number 

of Belgian insurers will continue to have excess capital under the 

planned Solvency II regulation.  
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Critical challenges in the long run:  

• Ageing of the population in the Western world 

Business models for life and non-life insurance business continue 

to be both valid. With traditional forms of support declining 

dramatically - whether those are the state, the employer or the 

family -  people must increasingly take their own responsibility 

for building and securing their needs for wealth protection. But it 
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worries me that in our country, the percentage of insurance 

premiums in GNP is continuing to decline (8% in 2009 – 9,6% in 

2007). This indicates that the sense of urgency has not yet 

reached everyone. Additional and sustainable efforts from all 

involved parties are required.  

 

• Convergence 

I also believe that we have to be prepared for further 

convergence in the sector. The spur for M & A will be driven by 

Solvency II and Basel III and any additional regulation impacting 

the capital base of the insurance companies and banks. Financial 

strength will continue to be a competitive advantage in today’s 

environment. But as I said before: size will play a different role. 

We do not need a fully integrated model in order to capture 

economies of scale and scope; looser forms of association will 

flourish leading to different business models which will also give 

space to smaller companies thanks to technology and new 

customer behavior.  

 

• Back to the future 

And finally, I am not convinced that insurers – or banks - should 

redirect their businesses to what is deemed to be a traditional 

model or framework. “Back to basics” was a common reaction in 

the middle of the crisis. Banks should go back to their origin: 

transforming savings into credits or fold back to a retail bank. 

Insurers should become again “pure” or so-called traditional 

insurers. This may not be a straightforward task taking into 

account the current diversified business models of financial 

institutions and the additional capital requirements. The severe 

crisis - which still affects us - should not make us nostalgic about 
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the past but stimulate us to continue to show ambition and to 

pursue real value for all stakeholders, including the society in 

which we live.  
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I thank you very much for your presence, your attention and your 

willingness to listen to my messages and I am of course glad to answer 

your questions. 

  

*     *     * 
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