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To contrast the economic stagnation affecting Europe, the European Central Bank (ECB) has enforced since
2013 a series of conventional and unconventional expansionary monetary intervention, including
Quantitative Easing. These expansionary interventions, in addition to the welcomed stimulus on the
economy, result in extremely low interest rates exacerbating the problems arising from the low yield
environment. The persistent low yield environment is heavily affecting the EU financial services industry and
it is becoming a severe threat for the life insurers in terms of solvency and sustainability of their business
models. From a policymakers perspective an increasing attention on the stability and profitability of life
insurers has been expressed by EIOPA that constantly ranks the low yield environment as the major source
of risk for the life insurers. Concerns are specifically addressed towards companies with a relevant
outstanding portfolio of products entailing guaranteed rates of return and profit participation features. The
lack of sufficiently remunerable rated assets on the market substantially reduce the capability for (re)insurers
to match by a return and duration perspective the outstanding portfolio of guaranteed policies underwritten
in high-yield years. Concerns are shared by the national authorities overseeing markets traditionally active
on saving products with minimum guaranteed returns such as Germany.
Despite the ample attention and discussions, no analysis has been specifically devoted to the insurance
industry. We therefore focus our attention on how and to what extent the 2015 ECB QE and the conventional
and unconventional expansionary monetary policy strategy deployed by Central Banks impact the market
performances of the (re)insurers in terms of stock returns and CDS spreads.
In the paper, we investigate the impact of conventional and unconventional monetary policies on the
insurance industry by looking at the impact of the actions taken by the ECB on the market returns of
(re)insurers. Additionally we analyse which are the characteristics of a (re)insurers that drive the sensitivities
of the companies to changes in the interest rates.
We investigate the impact of the monetary policy via two approaches. At first, we run an event study on the
announcement date of the 2015 ECB Quantitative Easing program. We scrutinize the cumulative abnormal
return of a sample of 166 (re)insurers split into different subsamples according to size and geographical
criteria comparing it with the behaviour of the other market participants. Subsequently, with the aim of
understanding the impact of the general enforced monetary policy strategy and not of a single event, we
enlarge the scope of our analysis by investigating the effects on the markets in general and on insurers in
particular, of a series of announcements made by the ECB and the Fed. To do so we replicate the approach
proposed by Rogers et al. (2014) and Pericoli and Veronese (2016) analysing how and to what extent the
Central Banks announcements are signalled by the markets via changes in the term structure of the risk free
rate.
The event study suggests a moderate negative effect of the QE on the insurance industry. The different
specifications we tested show how the outcomes of the event study are strongly dependent to the
observation periods. Furthermore, we do not obtain statistically significant results for the subsamples. By
applying the monetary policy surprise based model, we document: i) how the effect of monetary policy
interventions on interest rates in the announcement days changes over time and ii) the subsequent impact
of the expansionary monetary policy interventions on the market in general and on the insurance industry in
particular.

Our empirical evidences suggest that when monetary policy actions generate an immediate reduction of the
interest rates (periods 1 and 2), the effect on the stock returns is negative, whereas an increase in the interest
rates (period 3) is positively received by the markets. The impact on the stock market is larger during crisis
periods than in tranquil periods and the effectiveness of the monetary policy actions tend to fade away after
a prolonged applications and in an ultra-low yield environment (periods 4 and 5). This applies both to the
ECB and FED actions with one distinction: FED interventions affects larger geographical areas than the ECB
ones with the latter having more concentrated but higher impacts. Monetary policy actions, when producing
statistically significant results have more limited results on (re)insurers than to other companies, in particular
for the ECB.
The balance sheet structure of (re)insurers with assets and liabilities reacting in opposite directions to
changes in the interest rates could serve as a rationale for those behaviours. Stock prices are defined by the
discounted future profits therefore the potential negative impacts of the reduced interest rates on the long
term obligations characterizing the life business overcome the short term benefits deriving from the mark to
market valuation of the assets. This explanation is also in line with the results obtained at EU country level
where jurisdictions traditionally exposed to long term obligations are higher affected than the others.
The impacts on the (re)insures is confirmed by the reactions of the CDS market. Our analysis shows how
during the ECB monetary policy days when an instantaneous reduction of the interest rate is observed, the
detrimental effect on the stock return is associated with a negative impact on the CDS spreads. Given the
limited sample we consider, the analysis on CDS still preliminary, however results are so far promising and in
line with our expectations.
The two applied models return consistent results. Nevertheless this work shows how a single intervention
extrapolated from the comprehensive strategy should be utilized with caution to estimate the effect of the
monetary policy intervention on the market.
In the second part of the paper we investigate the characteristics of the (re)insurers based in Europe that
drive the reaction to the ECB monetary policy actions. To do so we define a set of balance sheet based
indicators aimed at capturing the asset allocation and the composition of the product portfolio of each entity.
We then used those indices as regressors for the sensitivity of a (re)insurer to the monetary policy actions in
a logit regression.
According to our evidences, only the size and the exposure to fixed income assets seems to drive the
sensitivity of (re)insurers to the monetary policy interventions. Against our initial hypothesis, none of the
liability based indices provide statistically significant results. Our balance sheet analysis is limited by the
frequency and by the granularity of the information. This paper would benefit from the availability of
complete and accurate quarterly balance sheet data and from a thorough knowledge of the interactions
between the assets and liability sides of the insurers, i.e. duration mismatch. Additionally, we do not provide
a clear-cut explanation to the documented scarce effectiveness of the ECB and FED interventions in the last
two period of observation. We propose the prolonged enforcement of unidirectional monetary policy actions
and the ultra-low yield environment as potential explanations, however at this stage we are not able to be
more precise.
We believe that this work provides an initial valuable contribution to the literature on the analyses of the
monetary policy enriching it with a specific focus on the insurance industry. Also, the evidence we provide
can be of interest for policymakers offering them a wider perspective on the impacts that monetary policy
actions have on a specific sector.
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