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General trends in the German life insurance market

• German insurance market is dominated by guaranteed with-profit life 

insurance products

• Increasing portion of annuities within new business generates higher 

biometric risks - stimulated by new criteria for tax preferation

• Low level of interest rates in the capital market generates challenges 

in financing capital guarantees 

• Product innovation as a consequence of capital market and 

Solvency II
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Business development in German life insurance incl. pensions

Source: Statistical Yearbook 2011 of German Insurance

Structure of the 

asset portfolio 

of German life 

insurance 

companies –

in percentage

Bonds:       87,1 %

Shares:        3,2 %

Real estate: 3,5 %

Source: Statistical Yearbook 2011 of German Insurance
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Alternative investments in the asset portfolio of German life insurers

New business in German life insurance by type of products

Endowments:

• 1995   44,2 %
• 2010   11,8 %

Annuities:

• 1995   10,8 %
• 2010   40,6 %

Source: Statistical Yearbook 2011 of German Insurance
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The challenge in Germany: Financing guaranteed interest rates

• Requirements for the calculation of interest rates for reserves = 60 % of the 

yield of government bonds according to EU-legislation following 

requirements for prudent calculation

• Consequences: Actual calculation interest rate of 1,75 % for new business

• But: Portfolio guaranteed interest rate is influenced by older policy 

generations with higher guaranteed interest rates (4,0 %, 3,5 %, 2,75 % 

etc.); on average the companies need around 3,4 % return in order to 

finance the guaranteed interest rates, that conflicts with the low level of 

interest rates in the bond market

Conflict between asset income and guarantees

The challenge in Germany: Financing guaranteed interest rates

average net asset income of the market

return government bonds

portfoliuo guaranteed interest rate

fixed income

Source. Norbert Heinen, DAV-vor- Ort, Stuttgart, 2011
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Consequences in the German market regarding product development

• to change to unit-linked products (no risk transfer, lower risk capital)

→ doesn‘t meet the interests of consumers and government

• to finance the guarantees by hedging in the capital market (Variable 

Annuities)

→ generates risks whether the capital market is able to offer the necessary 
instruments long-term

• to implement flexible interest guarantees, i.e. by splitted levels of guarantees 

according to the durantion of the policy

→ is the most prefered way to solve the problem; it also reduces risk capital

Life insurance and solvency in the German life insurance market

• Solvency II quota can be fulfilled (QIS 5)

• The complexity of the system  is an increasing problem

• The high volatility of the system doesn‘t correlate best practise with the  
long-term  guarantees in the products

• Increasing biometric risks and the increasing duration gap (long durations  
of annuities) will require higher risk capital

Sourse: BaFin
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Thank you for your attention !

martin.balleer@actuarial-academy.com

+49 170 862 39 61


