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Europe faces a major funding gap, with high infrastructure investment needs and
constrained public finances. As part of the Capital Markets Union action plan,

Action 41, the European Commission aims to ensure prudential regulation does not
unnecessarily restrict investment by banks and insurers. Life insurers, with long-dated
liabilities and significant investment capacity, are well placed to support productive
long-term investment under the right capital framework.

under Solvency Il are designed to support duration liabilities are backed by long-duration

long-term investment, particularly for credit assets. It reflects a simple principle: where
retirement and other long-duration products. liabilities are predictable and assets are intended
By reducing the impact of short-term market to be held to maturity, liability valuation should
volatility on insurers’ balance sheets, they help recognise the illiquidity premium. This can create
limit pressure for premature asset sales and a more stable and economically realistic balance
support continued investment in long-dated, sheet, reduce technical provisions and make
illiquid assets. solvency positions less sensitive to short-term

spread movements.

T he Long-Term Guarantee (LTG)? measures The case for MA is strongest whereilliquid, long-

The LTG toolkit includes five mechanisms, with

the Matching Adjustment (MA) as a central In practice, the MA allows insurers to discount
element. The MA applies an uplift to the risk-free eligible liabilities using a rate derived from
discount rate for eligible long-term liabilities matched fixed-income assets, less expected
whose cash flows are closely matched by assets credit risk through the fundamental spread (FS).
held to maturity. Its use is subject to detailed Solvency Il and >
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FIGURE 1: lllustrative example of the impact of MA on a balance sheet
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Assigned assets are those whose risk-adjusted cash flows match expected liability cash
flows (per Article 77b (1) (a), Solvency Il Directive® in the EU, PRA Rulebook - Matching
Adjustment* and Supervisory Statement 7/18 Solvency II: Matching Adjustment® in the UK).

Additional assets are those needed, with assigned assets, to cover best estimate liabilities
discounted at the risk-free rate plus the MA.

Solvency UK requirements, including supervisory
approval and ongoing asset-liability matching.

MA ADOPTION ACROSS EUROPE:
EXPERIENCE IN SPAIN AND THE UK

MA is permitted under Solvency I, but in practice
it has only been widely used in the UK and Spain.
As a result, the MA landscape remains limited,
even though the framework exists across the
wider Solvency Il regime.

In the UK, MA use has been significant. Seventeen
insurers had MA permission as at 31 December
2024, with the regime contributing a substantial

increase in eligible own funds and a material
reduction in SCR. In other words, the MA has
been a powerful balance sheet and capital
management tool for UK life insurers.

Spain has adopted MA more cautiously. Twelve
entities had MA permission at the same date,
and the overall balance sheet impact was much
smaller, with only a modest increase in eligible
own funds. SCR increased marginally, reflecting
the fact that Spanish life insurers using MA
calculate SCR under the Standard Formula,
where the benefit of MA under stress is lower
than under an Internal Model approach, as is
more commonly seen in the UK. >
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article-2162_en. [Accessed May 2026]

4 Bank of England, PRA Rulebook - Matching Adjustment. Retrieved from https://www.prarulebook.co.uk/pra-
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TABLE 1. MA impact for Spain and UK, year-end 2024

As of 31 December 2024

Spain UK

No. insurers with MA permission

12 17

Impact on eligible Own Funds

+€3.3bn +£34.7bn

Impact on SCR

+€0.5bn - £43.4bn

Impact on life insurer solvency ratios

+15% +119%

INSIGHTS FROM THE UK

The UK experience highlights two important
themes in an MA journey: the initial application
stage and ongoing development. The MA
framework in the UK is now well established,
particularly for bulk annuities and other long-term
retirement business, although the extent to which
insurers can benefit from it will depend on the
nature of their liabilities and portfolio mix. Recent
Bank of England reforms® have made it more
practical and flexible by widening asset eligibility
including assets with highly predictable cash
flows, removing the cap applied to MA for sub-
investment grade assets (known as “BBB cliff”),
and implementing the MA investment accelerator,
while preserving the core principles of strong
asset-liability matching and sound governance.

Both stages are important. Initial MA approval

is a formal supervisory process requiring firms

to demonstrate eligibility, close matching, ring-
fencing, and credible governance and monitoring.
Once in place, MA can support better pricing,
improved capital efficiency and more deliberate
risk selection.

Source: Solvency Il Wire.

INITIAL MA APPLICATION: ENGAGE

EARLY WITH STAKEHOLDERS

One clear takeaway from the UK is that success
at an initial MA application depends on early
preparation, disciplined messaging and alignment
across actuarial, investment, risk and regulatory
stakeholders. Regulatory engagement is
especially important in markets where MA is still
relatively new. Insurers need to explain not only
what MA is, but also why it matters and how it
supports their broader balance sheet strategy.

Communication should be clear, well prepared
and technically robust. Firms need to set out the
rationale, expected benefits and implementation
plan, while also showing a strong understanding
of the eligibility criteria, cash-flow matching
requirements and governance expectations

that underpin approval. As the regulatory
framework for an MA application” makes clear,
an MA application is a strategic decision for risk
management and capital planning. >

¢ Bank of England, PS10/24 - Review of Solvency II: Reform of the Matching Adjustment. Retrieved from https://
www.bankofengland.co.uk/prudential-regulation/publication/2024/june/review-of-solvency-ii-reform-of-the-
matching-adjustment-policy-statement. [Accessed May 2026].

7 European Commission, Commission Implementing Regulation (EU) 2015/500, Retrieved from https://eur-lex.
europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015R0500. [Accessed May 2026].
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CONTINUOUS DEVELOPMENT AND
SOPHISTICATION: BE READY TO EXPAND
Another important takeaway from the UK is that
MA should be viewed as an evolving framework
rather than a one-off regulatory approval. A
well-optimised MA approach can support better
matching and asset selection, improving pricing
discipline, profitability and capital efficiency.

Once approved, MA becomes part of ongoing
portfolio management, pricing and capital
strategy. As portfolios and markets evolve, MA
portfolios need regular review as assets, spreads
and liability profiles change, linking MA closely to

broader asset-liability and liquidity management.

FIGURE 2: Impact of MA across insurers’ business models
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The UK experience also shows that MA

requires firms to reassess risk appetite and risk
management through a cash-flow matching lens,
including how exposures within MA portfolios
should be hedged. As portfolios become more
complex, firms may need more sophisticated

risk measurement, governance and calibration,
particularly where MA feeds into Solvency I

or Solvency UK internal models. In that sense,
initial adoption is often just the start of a broader
balance sheet management journey.

IN SUMMARY

MA reflects the illiquidity premium in credit
assets, helping insurers better align asset and
liability valuation and support a more realistic
balance sheet. It can also encourage long-term
productive investment by making it more efficient
to hold long-dated credit assets.

Interest in MA is growing across Europe as
insurers increasingly recognise its strategic value.
As the UK experience suggests, realising those
benefits requires early planning, commercial
discipline and operational readiness, together
with clear communication and strong alignment
across investment, actuarial, risk and regulatory
functions. Ongoing refinement and strong
governance also remain important once the
framework isin place. <
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