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WHY SECURITISATIONS MATTER FOR 
EUROPEAN INSURERS
European (including UK) life and retirement 
markets face familiar pressures: long-dated 
guarantees, high annuity demand and a need 
for stable investment income in an environment 
of tightening investment-grade bond spreads. 
Banks, meanwhile, continue to manage capital 
and balancesheet constraints, particularly for 
mortgages, small and medium enterprise (SME) 
lending and consumer credit. Securitisations sit 
at this intersection by turning granular pools of 
loans into tradeable bonds, channelling funding 
from long-term investors to households and 
businesses.1

Securitisations will not replace insurers’ core 
fixed income holdings in sovereigns and 
corporate bonds. They can, however, help 
address the ‘low spread, long liability’ challenge, 
offering diversified credit exposure, structural 
credit enhancement and additional spread over 
equivalent corporate bonds. Whilst insurers also 
play a wider role as providers of credit protection 
on securitisation tranches, this article focuses on 
their role as investors rather than guarantors.

BUSINESS CASE: WHAT ARE  
INSURERS INVESTING IN?
Although securitisations currently account for 
only around 1% of European insurers’ assets,2 
the overall market is sizeable and stable. Placed 
issuance across Europe and UK is approximately 
€100 – €150 billion per annum, below pre2008 
peaks but at scale and consistent over recent 
years.

SECURITISATION ASSETS FOR 
EUROPEAN LIFE INSURERS:  
NICHE BUT INCREASINGLY RELEVANT

1		  European Insurance and Occupational Pensions 
Authority. (23 February 2024). Insurance regulatory 
framework for securitisation, contribution to the 
Eurofi Magazine. Retrieved 20 May 2026 from https://
www.eiopa.europa.eu/publications/insurance-
regulatory-framework-securitisation_en.

2		 Association for Financial Markets in Europe. (n.d.).  
Myth busting – EU insurance appetite for 
securitisation. Retrieved 20 May 2026 from  
https://www.afme.eu/media/oczmj0ju/siifull.pdf. 
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The main securitisation structures and backing 
assets are:

•	 Residential MortgageBacked Securities 
(RMBS): pools of home loans, such as UK or 
Dutch prime mortgages. These are usually 
exposed primarily to borrower credit risk 
and prepayment risk, with performance also 
influenced by house prices, unemployment 
and interest-rate movements. They often 
include structural credit enhancement, such 
as subordination, excess spread and reserve 
accounts.

•	 Commercial MortgageBacked Securities 
(CMBS): loans secured on commercial 
property, such as offices, logistics assets or 
retail property. Performance is driven largely 
by property cash flow, lease maturity profiles, 
refinance risk and tenant or vacancy trends. 
These deals can be more concentrated 

than RMBS and therefore more sensitive to 
borrower- and sector-specific risk.

•	 AssetBacked Securities (ABS): pools of 
consumer loans, auto loans, credit card 
receivables or SME loans. The main risks 
depend on the asset class, but usually 
include credit deterioration, delinquencies, 
recoveries and, in some cases, prepayment 
or early amortisation risk. Some structures 
are revolving for a period before amortising, 
which can affect cash-flow timing. They are 
typically supported by subordination, excess 
spread, overcollateralisation and reserve 
funds.

•	 Collateralised loan obligations (CLOs): 
mainly portfolios of senior secured corporate 
or leveraged loans. These are primarily 
exposed to corporate default and recovery 
risk, along with spread, reinvestment and >

Source: Association for Financial Markets in Europe 
(AFME). (2026).  

Securitisation data snapshots (2020–2025).  
Retrieved 20 May 2026 from  

https://www.afme.eu/publications/data-research/ 

•	 AFME defines placed issuance as tranches with at least 
50% by euro amount reported placed.

•	 Placed issuance is often considered the most relevant 
metric for securitisation markets. It measures bonds 
sold to investors, reflecting true market demand and 
liquidity rather than originator intentions.3

3		 HM Treasury. (December 2021). Review of the securitisation regulation: Report and call for evidence response. Retrieved 20 
May 2026 from https://assets.publishing.service.gov.uk/media/61b370f38fa8f503816404eb/Securitisation_Regulation_
Review.pdf.

FIGURE 1: Issued (placed and retained) European securitisation volumes (2020-2025) (€ bn)
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downgrade risk. CLOs are usually floating-
rate structures. Structural protections often 
include overcollateralisation and interest 
coverage tests, which can redirect cash flows 
if performance weakens.

These instruments provide exposure to pools 
of a large number of loans via single securities, 
making them useful for ‘bigger ticket’ allocations 
and avoiding exposure to individual debtors. 
They also offer structural features that help 
absorb losses before they reach more senior 
investors.

In Europe, RMBS, CMBS and simpler ABS (auto/
consumer loans) can qualify for Simple, 
Transparent, Standardised (STS) status under 
EU/UK rules.4 This helps reduce Solvency II/
UK capital charges for insurers (discussed later 
in this article). CLOs rarely qualify due to their 
complexity. European securitisations mainly use 
pay-through structures (tranching, waterfalls, 
reinvestment) rather than pass-throughs (pro-
rata payments, no tranching), which dominate 
US Agency RMBS. 

INSURERS’ INVESTMENT RATIONALE: 
SPREAD AND DIVERSIFICATION
The investment case rests on additional spread, 
diversification and structure. High-quality 
European RMBS and CLO tranches provide 
spreads tens of basis points above equally rated 
covered or senior corporate bonds. 5 This spread 
pickup is supported by:

•	 Structural credit enhancement 
(subordination, reserves, excess spread)

•	 Diversification across many borrowers, 
and sectors and geographies for some 
securitisations, such as CLOs, where 
managers seek global exposure to lower 
correlation and meet diversification tests

•	 Flexibility in maturity and amortisation 
profiles to better align with liability needs

These features enhance insurer pricing and 
returns, provided risk and capital are rigorously 
assessed. 

CAPITAL AND MATCHING ADJUSTMENT: 
TAILORED BENEFITS FOR SOME INSURERS, 
BUT NOT FOR EVERYONE
The Solvency II/Solvency UK Standard 
Formula uses a dedicated spread module for 
securitisations, with shocks depending on 
credit quality step, duration and STS status. 
For example, at five years, A-rated corporate 
bonds face spread shocks around 7%, A-rated 
senior STS around 8%, while A-rated nonsenior 
STS are in the low 20% range, and non-STS and 
resecuritisations quickly approach very high 
charges. Reforms expected from 2027 aim to 
reduce capital for senior STS tranches (towards 
covered-bond levels) and introduce more 
nuance across non-STS and mezzanine risk.6

Matching Adjustment (MA) offers a further 
potential benefit through liability discounting. 
MA only applies where firms have explicit 
regulatory approval and a dedicated MA 
portfolio structure; it is not automatic, and many 
firms either do not use MA or are in the process 
of applying. >

4		  European Securities and Market Authority. (n.d.). Securitisation. Retrieved 20 May 2026 from  
https://www.esma.europa.eu/esmas-activities/markets-and-infrastructure/securitisation.

5		 Vannier, H. (15 December 2025). European securitisation reforms: Strategic investment insights for insurers. Amundi 
Investment Solutions. Retrieved 20 May 2026 from https://research-center.amundi.com/article/european-securitisation-
reforms-strategic-investment-insights-insurers. 

6		 European Commission. (29 October 2025). Commission Delegated Regulation amending Delegated Regulation (EU) 
2015/35. Retrieved 20 May 2026 from https://ec.europa.eu/finance/docs/level-2-measures/solvency2-delegated-
regulation-2025-7206_en.pdf. 
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To be MA-eligible, securitisations must 
deliver fixed and highly predictable cash 
flows matching liability profiles. While not 
all securitisations qualify, some senior 
tranches with strong call protection and 
bond-like amortisation can meet this bar. 
Once MA-eligible, these tranches are treated 
like corporate bonds for credit risk deductions: 
the Fundamental Spread (FS) captures 
expected credit losses, with residual spread 
earned through the MA. In the UK, tranches 
with highly predictable (not strictly fixed) cash 
flows also attract an FS addition, which may 
erode some MA. Higher securitisation spreads 
versus same-rated corporates thus amplify MA 
benefit. 

INTERNAL MODELS, BANKING 
BENCHMARKS AND THE PRUDENT  
PERSON PRINCIPLE
Internal models push actuaries to think more 
like bank risk modellers. Under Basel rules, 
banks already apply detailed framework 
calibrations for securitisations – for example, 
supervisory formula approaches and 
tranchelevel capital – based on empirical 
analysis on default, recovery and tranche 
behaviour.7 These banking standards are 
a useful benchmark for understanding risk 
drivers and highlight the conservatism of the 
insurance Standard Formula.8

However, internal models are not ‘free options’; 
they require significant up-front and ongoing 
expenditure on data, modelling, systems 
and governance, viable only for meaningful 
securitisation allocations.

Under Solvency II/Solvency UK, the Prudent 
Person Principle9, 10 requires insurers to invest 
only in assets whose risks they can properly 
identify, measure, monitor, manage, control 
and report. For securitisations, this demands 
a complete risk quantification framework, 
depicted as follows:

•	 Risk identification – understanding the 
originator, servicer, collateral, jurisdiction, 
cashflow drivers and structural protections

•	 Modelling and calibration – building 
pool-level default and prepayment models; 
projecting through waterfalls; and calibrating 
default probabilities, loss-given-default and 
correlations using data, expert judgement 
and benchmarks

•	 Implementation for capital and MA – 
embedding models into internal models 
and MA processes, including validation, 
backtesting and governance >

7 		Bank for International Settlements. (27 March 2020). Basel Committee on Banking Supervision, Basel Framework, CRE 
44 – Securitisation: Internal-ratings-based approach. Retrieved 20 May 2026 from https://www.bis.org/basel_framework/
chapter/CRE/44.htm?inforce=20230101&published=20200327. 

8		 European Insurance and Occupational Pensions Authority. (2 May 2024). EIOPA recommends improvements in 
the supervision of the ‘Prudent Person Principle’ following peer review. Retrieved 20 May 2026 from https://www.
eiopa.europa.eu/eiopa-recommends-improvements-supervision-prudent-person-principle-following-peer-
review-2024-05-02_en. 

9		  In the EU: European Insurance and Occupational Pensions Authority. (3 May 2021). Directive 138/2009/EC (Solvency II 
Directive), Article 132: Prudent Person Principle. Retrieved 20 May 2026 from https://www.eiopa.europa.eu/rulebook/
solvency-ii-single-rulebook/article-2219_en. 

10	 In the UK: Bank of England. (27 May 2020). Supervisory Statement 1/20 – Solvency II: Prudent Person Principle. Retrieved 
20 May 2026 from https://www.bankofengland.co.uk/prudential-regulation/publication/2020/solvency-ii-prudent-
person-principle-ss.
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THE MAIN RISK DIMENSIONS OF 
SECURITISATIONS – AND TREATMENT  
OF CORRELATION
From an actuarial perspective, the core risk 
dimensions for a securitisation are similar as for 
a corporate credit book, but layered:

•	 Default risk at loan level (marginal default 
probabilities over time)

•	 Idiosyncratic risk from individual borrowers 
or sectors

•	 Systemic/macro risk that impacts jointly 
across all loans in bad states

•	 Correlation/dependence linking individual 
defaults to systemic shocks

•	 Structural risk from the tranche waterfall  
and protections

Equity tranches are affected quickly by default 
levels and idiosyncratic behaviour, whereas 
mezzanine and senior tranches are mainly 
exposed when many defaults arrive together in 
systemic scenarios – which is largely a question 
of dependence and clustering, not just PDs. 
Correlation matters most for tail risk: Higher 
correlations give more ‘all-at-once’ defaults and 
deeper portfolio losses in bad states, which is 
where senior and mezzanine layers live.

This is where issues like the ‘correlation smile’11 

– a limitation of single factor models exposed 
during the pre-global financial crisis synthetic 
collateralised debt obligations (CDOs) era 
– come in, not as a problem actuaries must 

solve in isolation, but as a way to illustrate 
how tranche structure, default behaviour and 
dependence interact in practice. Correlation 
smile arises because standard credit models 
assume uniform ‘asset correlation’ across 
portfolios (common in insurance/banking), yet 
this fails to capture tranched securitisations, 
where implied correlations (derived from 
tranche spreads) vary significantly by tranche.12

 
A POSITIVE AGENDA FOR THE  
ACTUARIAL PROFESSION
The direction of travel is favourable. In the 
EU, Solvency II reforms from January 2027 are 
expected to improve the treatment of senior 
STS securitisations and refine spread-risk 
calibrations, whilst in the UK, regulators are 
reviewing the securitisation framework,13 aiming 
to simplify rules while maintaining safeguards. 
Together, these reviews aim to recognise 
the improved resilience and transparency of 
postcrisis European securitisations, making the 
asset class more investible for insurers.

For the actuarial profession, our objective is 
clear. As these regulatory tailwinds develop 
and insurers become significant securitisation 
investors, actuaries must be ready – technically, 
regarding risk identification and modelling; 
professionally, in terms of governance and 
balanced assessments; and strategically, 
articulating how and when securitisations can 
appropriately support longterm guarantees. The 
opportunity is to ensure that, when insurers do 
step up as bigger players in this market, we fully 
understand and manage the risks. <

11 Hager, S., & Schöbel, R. (2005): A note on the correlation smile. Tübinger Diskussionsbeiträge, 297. Retrieved 20 May 2026 
from https://www.econstor.eu/bitstream/10419/40330/1/517736365.pdf.

12	Consider a diversified loan pool divided into equity, mezzanine and senior tranches: Low default rates primarily affect 
equity through idiosyncratic borrower events (low correlation); higher defaults impact mezzanine and senior tranches 
through systemic economic factors (sharply higher correlation). This produces the correlation smile: Equity spreads imply 
low correlation, while mezzanine/senior spreads require elevated correlation levels to match observed pricing – revealing 
dependence that intensifies across the loss distribution, precisely as tranche spreads reflect for tail risk assessment.

13	Bank of England. (17 February 2026). Consultation Paper 2/26 – Reform to securitisation requirements. Retrieved 20 
May 2026 from https://www.bankofengland.co.uk/prudential-regulation/publication/2026/february/reforms-to-
securitisation-requirements-consultation-paper.
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