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Snapshot Tax and Regulations 

EU Solvency II Review

Solvency II has revolutionised the European 
insurance framework and its application since 
entering into force in 2016. On 22 September 
2021, the European Commission issued a 
legislative proposal based on the results of a 
comprehensive review of Solvency II rules. The 
proposal is being discussed within the European 
Parliament and Council, whose approval is 
needed for amendments to come into effect. 
As these discussions progress in the wake of 
the financial fallout from the Covid-19 crisis 
and the Russian invasion of Ukraine, there is 
a new emphasis on how Solvency II rules are 
limiting the important contribution that insurance 
companies’ long-term investments can make 
to creating jobs and stimulating the European 
economy to support the recovery.

Implications for the non-listed real 
estate investment

INREV and others have long pointed out that 
the standard model SCR for real estate (and 

real estate funds following the look-though 
principle) is excessive. This is true for three 
reasons: 

The data used to measure the 
volatility of real estate values reflect 
only the UK market and are not 
representative of real estate markets 
in the EU;

Diversification within insurers’ 
real estate portfolios that leads to 
lower volatility and lower risk is not 
adequately considered even though 
no insurer invests in only one 
market;

A one-year downside volatility 
standard is inappropriate for real 
estate, which is a long-term illiquid 
investment used by insurers to 
match their long-term liabilities, and 
not to meet their liquidity needs.

Data inadequacy

Despite better data and further research 
measuring property volatility in Europe since 
Solvency II was originally adopted, in 2020 
EIOPA, without explanation, left in place its 
earlier determination that the standard model 
SCR for real estate should be 25%[1]. This was 
based on the greatest 12-month loss of return 
by comparing extreme tail values at risk (VaR) in 
the most volatile single major European property 
market over the 25 year to December 2009 – 
the UK.

In both 2011 and 2017, IPD/MSCI assessed the 
information base used by EIOPA in determining 
the appropriate SCR for real estate, adding 
more markets and more years of European 
investment market data as well as a more 
appropriate analytical approach. This resulted 
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1 https://www.eiopa.europa.eu/sites/default/files/solvency_ii/
eiopa-bos-20-749-opinion-2020-review-solvency-ii.pdf 
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in a determination that the appropriate shock 
factors to use for determining real estate SCRs 
for real estate investment markets need not 
be in excess of 15% for Europe, or 12% for 
European composites which exclude the UK[2]. 
The data used to determine the current 25% 
standard model SCR for real estate simply does 
not accurately reflect real estate’s volatility.

Diversification within insurers’ real 
estate portfolios 

While the current 25% standard model SCR 
for real estate reflects volatility in the UK, 
concentrated primarily in the most volatile 
property types – offices and retail, insurers 
diversify their real estate investment portfolios in 
different markets and in different property types 
to lower volatility and risk. A more appropriate 
measure of volatility of insurers’ real estate 
investments should reflect the benefits that 
diversification bring rather than assume all real 
estate investments are concentrated in one 
market and one or two property types, which the 
MSCI studies mentioned above does. 

One-year downside volatility window 
inappropriate for long-term real 
estate investment

Real estate is a long-term illiquid investment 
that insurers, along with other institutional 
investors such as pension funds, can use to 
meet their long-term liabilities. A December 
2019 EIOPA ‘Report on insurers’ asset and 
liability management in relation to the illiquidity 
of their liabilities’ showed that insurers hold 

property-related investments for 14 years 
on average, the longest of any asset class 
considered. The high transaction costs incurred 
in buying and selling real estate make it highly 
unsuitable as a short-term investment. 

Short-term volatility in market values does 
not matter much to insurers invested in 
real estate for the long term. In a downturn, 
insurers generally do not sell their real estate 
investments, which would only lock-in their 
lower value and result in the loss of income 
stream. Instead, they hold them and ride out 
the downturn while the real estate investments 
continue to deliver relatively stable income 
returns that match their long-term liabilities. 

Although the 25% SCR for real estate is based 
on an assessment of volatility in a worst-
case one-year downside scenario, real estate 

investment portfolios, especially in funds, 
couldn’t realistically be liquidated in less than 
a year. Therefore, a more appropriate window 
for measuring downside volatility for real estate 
should be three or five years. Real estate 
volatility measured over a period longer than 
one year is considerably less, in even the most 
volatile markets.

Excessive Solvency Capital Requirements keep 
insurers from being able to contribute more 
fully to long-term investment vital for Europe’s 
economic future.

We continue to discuss this important topic with 
policy-makers in Brussels.

2 For the report, please see: https://www.msci.com/www/
research-paper/msci-real-estate-solvency-ii/06057471092 
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