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Eurovita Woes Show Rising
Rates Can Hurt Weaker Life
Insurers
Thu 02 Mar, 2023 - 4:26 ET

Fitch Ratings-Frankfurt/London-02 March 2023: Regulatory intervention to place Italian

life insurer Eurovita under temporary administration and bar early redemption payments

to customers highlights the risks that rapidly rising interest rates can pose to weaker life

insurers, Fitch Ratings says.

Higher interest rates are generally positive for life insurers as premiums can be invested at

higher yields. However, a sudden rise in rates could lead to an increase in early redemptions

as customers cash in their old contracts to reinvest the proceeds in new contracts offering

better returns. The rapid rise in interest rates in recent months has forced European life

insurers to increase the capital they must hold under Solvency II (S2) to cover this so-called

‘mass lapse’ risk. In the case of Eurovita, this led to a capital shortfall, intervention by Italian

insurance regulator IVASS and a EUR100 million capital injection from Cinven, the private

equity �rm that owns Eurovita.

We believe Eurovita’s circumstances are different from those of the life insurers we rate in

Italy and elsewhere in Europe. Even at end-2021, before interest rates started rising,

Eurovita’s S2 ratio of 134% was signi�cantly below the average for Italian life insurers

(about 230%). In addition to generally strong starting capital positions, Fitch-rated insurers

in Italy and across Europe typically have several other characteristics that should keep their

capital comfortably above minimum regulatory levels as interest rates rise.

https://www.fitchratings.com/
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Most rated life insurers have a diverse business mix, much of which is not exposed to the

risk of a surge in early redemptions. In contrast to Eurovita, which is highly skewed to

traditional savings products, many rated life companies have a more even spread of

traditional savings, unit-linked and protection products. They also tend to duration-match

their assets to their liabilities or use hedging to limit their capital sensitivity to interest rate

movements. Holdings of liquid assets are generally ample and could help to meet a surge in

early redemptions without the need for a �re sale of assets at depressed values.

Companies that use internal models to determine their S2 capital requirements have more

�exibility in how they allow for mass lapse risk than those like Eurovita that use the

standard formula. Such companies may calculate a smaller capital impact from rising rates,

particularly if their models re�ect that the link between interest rates and early

redemption rates has historically been weak due to customers’ inertia.

Italian media coverage of Eurovita’s situation could lead to greater customer awareness of

the possible bene�ts of cashing in old contracts to reinvest the proceeds, potentially

leading to an increase in early redemptions from other insurers. However, a swift resolution

of the situation should limit the risk of contagion. According to local media reports, several

Italian insurers and banks that have distributed Eurovita policies in recent years are

considering providing capital to restore Eurovita’s �nancial health, thereby limiting fallout

that could damage consumer con�dence in Italy’s �nancial services sector.

Potential contributions from banks are likely to be small, but they would add to the costs of

the banks affected. Italian banks have spent several billions of euros in the past 10 years to

rescue ailing banks and to cover resolution costs for a number of small banks. If banks

provide capital support to Eurovita, this would be a rare case of support from banks to

another sector. As banks widen their product offering in an effort to diversify and expand

their revenues, there could be further cases of bank support to commercial partners that

run into dif�culty.
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The above article originally appeared as a post on the Fitch Wire credit market

commentary page. The original article can be accessed at www.�tchratings.com. All

opinions expressed are those of Fitch Ratings.

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers.

Please read these limitations and disclaimers by following this link:

https://www.�tchratings.com/understandingcreditratings. In addition, the following

https://www.�tchratings.com/rating-de�nitions-document details Fitch's rating de�nitions

for each rating scale and rating categories, including de�nitions relating to default.

Published ratings, criteria, and methodologies are available from this site at all times. Fitch's

code of conduct, con�dentiality, con�icts of interest, af�liate �rewall, compliance, and

other relevant policies and procedures are also available from the Code of Conduct section

of this site. Directors and shareholders’ relevant interests are available at

https://www.�tchratings.com/site/regulatory. Fitch may have provided another permissible

or ancillary service to the rated entity or its related third parties. Details of permissible or

ancillary service(s) for which the lead analyst is based in an ESMA- or FCA-registered Fitch

Ratings company (or branch of such a company) can be found on the entity summary page

for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast
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information), Fitch relies on factual information it receives from issuers and underwriters

and from other sources Fitch believes to be credible. Fitch conducts a reasonable

investigation of the factual information relied upon by it in accordance with its ratings

methodology, and obtains reasonable veri�cation of that information from independent

sources, to the extent such sources are available for a given security or in a given

jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party

veri�cation it obtains will vary depending on the nature of the rated security and its issuer,

the requirements and practices in the jurisdiction in which the rated security is offered and

sold and/or the issuer is located, the availability and nature of relevant public information,

access to the management of the issuer and its advisers, the availability of pre-existing

third-party veri�cations such as audit reports, agreed-upon procedures letters, appraisals,

actuarial reports, engineering reports, legal opinions and other reports provided by third

parties, the availability of independent and competent third- party veri�cation sources with

respect to the particular security or in the particular jurisdiction of the issuer, and a variety

of other factors. Users of Fitch's ratings and reports should understand that neither an

enhanced factual investigation nor any third-party veri�cation can ensure that all of the

information Fitch relies on in connection with a rating or a report will be accurate and

complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the

information they provide to Fitch and to the market in offering documents and other

reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,

including independent auditors with respect to �nancial statements and attorneys with

respect to legal and tax matters. Further, ratings and forecasts of �nancial and other

information are inherently forward-looking and embody assumptions and predictions

about future events that by their nature cannot be veri�ed as facts. As a result, despite any

veri�cation of current facts, ratings and forecasts can be affected by future events or

conditions that were not anticipated at the time a rating or forecast was issued or af�rmed.

The information in this report is provided 'as is' without any representation or warranty of

any kind, and Fitch does not represent or warrant that the report or any of its contents will

meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to

the creditworthiness of a security. This opinion and reports made by Fitch are based on

established criteria and methodologies that Fitch is continuously evaluating and updating.

Therefore, ratings and reports are the collective work product of Fitch and no individual, or

group of individuals, is solely responsible for a rating or a report. The rating does not

address the risk of loss due to risks other than credit risk, unless such risk is speci�cally

mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have

shared authorship. Individuals identi�ed in a Fitch report were involved in, but are not

solely responsible for, the opinions stated therein. The individuals are named for contact

purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for
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the information assembled, veri�ed and presented to investors by the issuer and its agents

in connection with the sale of the securities. Ratings may be changed or withdrawn at any

time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice

of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do

not comment on the adequacy of market price, the suitability of any security for a particular

investor, or the tax-exempt nature or taxability of payments made in respect to any

security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and

underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000

(or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a

number of issues issued by a particular issuer, or insured or guaranteed by a particular

insurer or guarantor, for a single annual fee. Such fees are expected to vary from

US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment,

publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to

use its name as an expert in connection with any registration statement �led under the

United States securities laws, the Financial Services and Markets Act of 2000 of the United

Kingdom, or the securities laws of any particular jurisdiction. Due to the relative ef�ciency

of electronic publishing and distribution, Fitch research may be available to electronic

subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an

Australian �nancial services license (AFS license no. 337123) which authorizes it to provide

credit ratings to wholesale clients only. Credit ratings information published by Fitch is not

intended to be used by persons who are retail clients within the meaning of the

Corporations Act 2001.

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a

Nationally Recognized Statistical Rating Organization (the 'NRSRO'). While certain of the

NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are

authorized to issue credit ratings on behalf of the NRSRO (see

https://www.�tchratings.com/site/regulatory), other credit rating subsidiaries are not listed

on Form NRSRO (the 'non-NRSROs') and therefore credit ratings issued by those

subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may

participate in determining credit ratings issued by or on behalf of the NRSRO.
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