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‘Complex volatility” of Solvency II could put off
mnvestors, warns Moody’s

Increased volatility in the capital requirements being placed on insurers under Solvency Il
could make investors ‘skittish’, Moody's has warned.
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Complex and long dated exposures
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PRA SS 6/16

‘changes in operating conditions,
including in interest rates or market
prices of other financial assets

‘a firm [may apply to] carry out a
recalculation of the transitional

measure at any time if the firm’s risk

profile has materially changed’ leading to revised market risk

exposures’

BAMK OF ENGLAND
PRUDEMNTIAL REGULATION
AUTHORITY

(i) change in the risk-free rate since the date of the last
recalculation;

(i) impact on a firm’s solvency coverage ratio; and

(iii) impact of a recalculation on a firm’s solvency

coverage ratio.
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Metrics to manage

» IFRS

» Maximising surplus capital

» Stabilising surplus capital static transitional measure

» Stabilising surplus capital dynamic transitional measure

» Economic capital
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Conflicting metrics
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Stabilising surplus
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Tactical hedging

Address risk drivers

Partial hedging
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Manage both

Payoff

The PRA still expects firms to
ensure that their asset-
liability management policies
are appropriate to manage
solvency coverage within
their stated risk appetite.

TMTP recalculation
points

-
-

14/09/2016

Resulting exposures
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Alternative strategy
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Managing different exposures

Surplus
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Static
transitional

Dynamic
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Hedging considerations

Transition recalculation?

‘Significant market event’

IFRS

Rates up exposure

Hedging instrument

Liquidity versus complexity




