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Key messages

 In the aftermath of an economic crisis, insurance and pensions 
provide a unique opportunity to balancing growth withprovide a unique opportunity to balancing growth with 
financial stability

 Insurance and pensions offer a unique contribution to growth 
and financial stability through 
 Coverage of economic risk and social needs

 Funding of the economy with a long term horizon

 Regulation can either accelerate or hamper this fundamental 
contribution
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Insurance’s role and functions

Insurance protects individuals, households and business against the 
financial loss in case of an adverse event

4 key functions

• Insurance stabilizes the financial situation of policyholders and provides solutions to 
preserve social safety net (disability, death, retirement)

Social function

• Insurance gives an economic price to risk > allocation of resources to more productive uses

Allocation function

Production function

y
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• By pooling individual risks, insurance enables undertaking risky activities and thus broadens 
the scope of economic activity

• Through the investment of premium, insurance and pension funds are important providers 
of capital markets

Investment function

The specific business model of insurance 
makes it a long-term investor…

Due to the long-term nature of their liabilities, sizeable reserves and predictable premiums, 
insurance can serve an important function as institutional investor, provide capital to 
infrastructures and other long-term investments

Liabilities

Assets

Assets matched to
liabilities, often held to 

maturity

Insurance is pre-funded by 
premiums

Liabilities mostly composed of 
technical reserves covering long 
term engagements of insurers 
towards their policyholders
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Economic 
equity

ALM

Payment is triggered by real 
event
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… and a natural stabilizing force

Insurers’ balance sheets are built-in resilience to shocks, though four key control 
requirements

Liabilities

Assets

Assets matched to
liabilities, often held to 

maturity

Insurance is pre-funded by premiums

Liabilities mostly composed of technical 
reserves covering long-term 
engagements of insurers towards 
their policyholders

Control diversification:
Pool large number of sufficiently independent 

risks, to make aggregate claims more 
predictable

Ensure asset Liquidity:
Hold enough liquid assets to meet 
expected and un-expected liquidity 

1
4
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Economic 
equity

ALM

Payment is triggered by real event

Control ALM risk

requirements

Ensure capital adequacy
Use risk capital to absorb unexpected losses

2
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Focus on investment function: the real economy 
needs the financing from insurers and pension funds

Assets under management, USD trillion
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Funding needs 
OECD countries

Cost or Increase 
expected

25.0

18.8

16.2
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4.8

1.4

0.9

Infrastructure
(2030)

50
Trillions USD

Green economy 
(2050)

45
Trillions USD

Ageing
2x or 3x

(Spending on long-term 
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Source: McKinsey Global Institute, The new power brokers, 2009

Pension funds Mutual funds Insurance companies
Petrodollar foreign assets Asian sovereign investors Hedge funds

Private equity

Insurers’ world-wide investments: USD 16.2 trillion  22.5% of institutional investors’ 
assets at end of 2008

Insurers and pension funds: 57% of institutional investors’ AUM

Source: OECD 2011

g g
(2050) care will double or triple: 

from 1.5% to 4.5% of 
GDP)
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Focus on insurance function: the future economic 
growth needs protection against cost of risk

 Reduce the cost of aging for future generations, 
regarding:regarding:
 Retirement
 Dependency
 …

 Middle class emergence
 Access to credit
 Greater protectionp
 …

7 June 9th 2011 – Mexico City

Regulation can accelerate / hamper insurance’s 
fundamental contribution 

Th t
Short-term horizon of 

regulation
Jeopardize 

f di f th lThreat regulation 
(Solvency II)

funding of the real 
economy

Opportunity
Mandatory tax 
incentives for 

insurance

Create adequate 
behaviors to 
protect future 

growth (dependency, 
retirement, amenities…)
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Opportunity

Improved investment 
vehicles for long-

term funding needs 
(pooling, credit, 

enhancement…) 

Improve share of 
long-term assets 
into infrastructure
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