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20 January 2020 

Positions of the 

Association of German Public Insurers1 

on Sustainable Finance 

The Association of German Public Insurers (VöV hereafter, Verband öffentlicher Versicherer, 

www.voev.de/politics) plays an active part in promoting sustainable finance, in particular from 

the perspective of medium-sized and small insurers. As Germany’s second largest primary 

insurance provider with a strong regional presence, the group is committed to constructive 

dialogue in the interests of all market participants and of a stable European and global insur-

ance sector. The public insurers support sustainability in all business areas and are therefore 

part of the investor initiative "PRI" (Principles for Responsible Investment) under the auspi-

ces of the United Nations. The initiative is committed to the principles of responsible invest-

ing and emphasizes the importance of ecological, social and ethical principles. 

Executive summary 

 Sustainable finance needs to be seen in a broad context. First, as a highly complex
topic, it comprises environmental, climate, social and governance factors for financial
markets. Second, sustainable finance is only one part of EU and national overall sus-
tainability strategies and in particular climate actions. Consequently, expectations on
the contribution of financial markets to these policy targets must be realistic.

 Transparency and market-driven approaches can and will strengthen the role of the
financial industry as accelerator of sustainability. Unrealistic expectations, burden-
some bureaucracy and cost would be a wrong signal and compromise the core task of
the insurance sector: to fulfill financial promises made to customers. Financial stabil-
ity has to remain the main concern of financial regulation.

1 The Association of German Public Insurers (VöV) is the umbrella organisation of the German public insurance 
companies and a corporation established under public law. Founded in 1911, it represents 10 primary insurers 
across Germany that are deeply embedded in their regions. The group is the second-largest primary insurance 
provider in the German market, with more than EUR 140 billion of investments under management, thereby mak-
ing a significant contribution to the European economy. The group is committed by law to support the public good. 
It has 50 million insurance contracts and pays out EUR 18 billion each year to its clients. 
The public insurers employ 30,000 people. Through 17,500 own branches and offices of their partners, they offer 
advice and protection across most insurance sectors (health, life, pension, motor, indemnity, fire, etc.) for retail 
clients of all income groups and for professional clients, with a specific focus on small and medium-sized compa-
nies.  
The Association of German Public Insurers represents the interests of its members at the national and the Euro-
pean level through its head offices in Berlin and Düsseldorf and its liaison office in Brussels. 
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 A pragmatic taxonomy of sustainable activities can be a valuable instrument as com-
mon language and has the potential to become a global standard for sustainable fi-
nancial products. The scope is therefore clearly limited to products marketed as sus-
tainable to avoid unnecessary burden for other products. It should be flexible and in-
corporate existing market standards, as for instance the Principles for Responsible 
Investment. 

 

 Measures must always be appropriate for the nature, size and complexity of risks of a 

company. Rigid rules would be a significant burden and proportionality will be a key 

factor to help companies of all sizes to strengthen their sustainability. This is essential 

for primary legislation and equally for level II measures and supervisory practices. 

 

 In the underwriting process, all risks should be assessed appropriately in two separate 

steps. The risk-based calculation of premiums and the reputational assessment of ESG 

factors underlie different reasons and methodologies. They should be strictly sepa-

rated. 

 

 Insurers need to take decisions not to insure companies due to ESG-reasons with 
great care. Failing to be insured (fire insurance, liability insurance etc.) has serious 
consequences on the companies, their financing, the employees and their regions. 
Contrary to corporate finance, where there are many different sources, insurance pro-
tection can only be offered by insurers. 

 

 Sustainability risks are part of existing risk types and should therefore be taken into 
account with existing risk management tools. Additional tools are not required. A po-
tential increase in sustainability risks is therefore best managed by consequently ap-
plying existing risk management systems. 
 

 Capital requirements serve to strengthen financial stability and they are based on the 
risks of an investment. The introduction of a “green supporting factor”, in effect low-
ering the capital requirements for environmentally sustainable investments, or a 
“brown penalizing factor” would be detrimental to financial stability. 

 
 
 
General remarks 
 
Sustainability plays an increasingly important role not only in the political debate but also for 

customers of financial services as well as in decisions of financial market participants on eco-

nomic or reputational aspects. Sustainability in the sense of ESG (environmental, social, gov-

ernance) is a very broad concept and in the environmental field, it comprises much more than 

the current CO2 or climate discussion. Furthermore, here are social aspects such as employee 

rights or ethically acceptable value chains as well as principles of good corporate governance. 

 

Notwithstanding this complexity, companies need to bear in mind - as a result of a holistic 

and proactive risk management - how their businesses will perform in the near and distant 

future (for example in regard to significant pricing of climate-relevant emissions or other en-

vironmentally relevant factors) and how to consider reputational aspects. 
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Since this is a very complex field and the relevant developments crucially depend on the evo-

lution of individual and societal values as well as political decisions, this cannot be precisely 

predicted (just as the underwriting risks or estimated solvency needs on the basis of histori-

cal data can only be predicted to some extent). Often it is more about developing awareness 

of the economically relevant changes and considering these appropriately in risk manage-

ment.  

 

Promote sustainable finance as part of the overall climate action 

 

The measures presented by the Directorate General Financial Stability, Financial Services and 

Capital Markets FISMA) is only one part of the EU Commission's climate strategy. It addresses 

the financial industry as one economic sector among many others and relies on the principle 

of voluntary action based on improved transparency. 

 

Due to the improved transparency of financial companies, retail customers and professional 

investors should be able to make environmentally conscious decisions. To what extent this 

will actually lead to a significant redirection of investment flows is open and ultimately de-

pends on consumer preferences. However, the definition of sustainability (taxonomy regula-

tion) is important for not only consumer decisions, but also for the economic valuation of 

sustainable investments or other business decisions. Due to the current lack of an estab-

lished taxonomy definition, it is not possible to compare risk-return-profiles of sustainable 

investments and mainstream investments.  Various studies have shown mixed results of 

these assessments so far. The performance of global solar energy stocks illustrates by exam-

ple that sustainable investments involve considerable risks and can lead to high losses. 

 

The economic valuation of various investments would change considerable if there were a 

significant alteration of the current pricing of climate-relevant emissions or other environ-

mentally relevant factors. This again addresses the limits of the action plan on Sustainable 

Finance. The financial industry can make only a partial contribution (and is willing to do so) 

and follows the developments in other areas: changed preferences and values on the part of 

consumers or changed economic conditions in the real economy (e.g. due to the stronger 

pricing of climate emissions). 

 

 

Define realistic expectations on the financial industry 

 

The financial industry should neither be overburdened with unrealistic expectations nor 

bear unreasonable costs. The core task of the insurance industry is and remains to offer in-

dividuals and companies solutions for old-age provision or insurance protection against the 

uncertainties of private and business life. The core task of insurance regulation and supervi-

sion is and remains to ensure the fulfillment of the promises made to customers and the 

stability of the financial system. Disproportionate expectations and requirements could 

even counteract this core functions. Excessive unjustified costs put a burden on revenues and 

thus deteriorate the solvency of insures. Massive investment pressure towards sustainable 

investments can even lead to a bubble and overpriced assets, which negatively impacts sol-

vency and the ability to provide the payments promised. 
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Pursue a market-driven approach of best practices 
 

The VöV strongly supports voluntary and market driven approaches to even further incor-

porate sustainability into the business models of insurers. German public insurers already 

offer a range of sustainable insurance products, disclose their sustainability aspects and align 

their investment with respect to ESG criteria. Voluntary, market driven developments are key 

to build a more sustainable financial sector.  Best practices and facultative guidance on a ho-

listic treatment of ESG factors are therefore welcome, whereas mandatory and inflexible rules 

would potentially be significant obstacles to strengthen sustainability in the insurance sec-

tor, in particular for small and medium-sized companies. The VöV supports an open approach 

that allows for sufficient flexibility in strengthening ESG considerations on a voluntary ba-

sis. This openness is essential to help insurers of all sizes to succeed in this endeavour. Rigid 

rules would be a significant burden and proportionality will be a key factor.  

 

 

Specific Remarks 
 

Create a taxonomy and avoid unnecessary bureaucracy 

 

The VöV sees the taxonomy as helpful tool and important common language for financial 

products marketed as sustainable. It will help to avoid greenwashing and potentially create 

a global standard for sustainable financial products. The scope of the taxonomy is therefore 

quite clear. After a transition period with non-binding guidelines, it should be mandatory for 

all products made available as sustainable. Providers of general financial products should be 

able to use it on a voluntary basis. For this reason, insurers that do not offer financial prod-

ucts marketed as sustainable must by no means be required to disclose according to the 

taxonomy. The disclosure regulation already sets out extensive disclosure requirements and 

the scope should not be extended. Further obligations would be a bureaucratic and unpro-

portional duplication, in particular for small and medium-sized companies. 

 

The VöV advocates a grandfathering clause for all financial products that were marketed as 

sustainable before the applicability of the taxonomy. Whereas new products should follow 

the taxonomy, it would be unproportional to change existing ones that were classified as sus-

tainable with respect to other sustainable criteria and metrics that existed before the taxon-

omy. 
 

 

Ensure proportionality and do not overburden insurers 

 

Measures must always be appropriate for the nature, size and complexity of risks. Region-

ally focused insurers in established business areas with a long history have a different risk 

profile than global corporations with complex products. In any case, legislators and supervi-

sors should incorporate the experiences gained from the implementation of the Solvency 

II rules to promote best practices in regulation and avoid implementation errors. For example, 

proportionality in Solvency II should play a crucial role according to the legislator. Implemen-

tation at Level II and III has increasingly diluted this intention and finally there has been little 

relief in Solvency II for small and medium-sized insurers with non-complex business models. 

Both the supervisory and the business side need to consider the cost of integrating ESG risks. 
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It would be neither appropriate nor proportionate to expect a similar effort for sustainable 

finance as for the implementation of Solvency II. 

 

 

Do not mix risk-based calculation of premiums and ESG assessment   

 

VöV advocates an approach that considers all risk appropriately in two separate steps. The 

risk-based calculation of premiums and the reputational assessment of ESG factors underlie 

different reasons and methodologies. Therefore, they should be strictly separated. The pro-

cess of underwriting comprises the economic calculation of premiums on a market and risk 

basis. It is essential for a financially viable business model of insurers and should not be over-

burdened. Sustainability risks and in particular reputation risks for the insurer play the central 

role in an ESG assessment. To ensure a proper treatment of these different risks, we suggest 

not merging the two different processes. 

 

The actuarial calculation of premiums is a genuine, isolated step. In a different step, ESG cri-

teria should be analyzed to see if a project complies with the ESG standards of the insurer and 

whether it should be insured also from this reputational perspective. The VöV refrains from 

mixing economic pricing mechanisms and political ESG considerations. An ESG-mark-up 

would not be a serious option either. On the one hand, this implies a higher premium that is 

not based on risk considerations. On the other hand, it does not lower the potential reputa-

tional damage of the insurer in case an ESG-risk materializes.  

 

 

Consider regional and economic consequences in the ESG assessment 

 

Insurers need to take decisions not to insure companies due to ESG-reasons with great care. 

Failing to be insured (fire insurance, liability insurance etc.) has serious consequences on the 

companies, their financing, the employees and their regions. Contrary to corporate finance, 

where there are many different sources, insurance protection can only be offered by insurers.  

They need to fulfil their core functions and should not become political instruments for policy 

objectives that are best reached or already addressed in other ways. Property insurance is the 

wrong instrument to meet ecological targets. All business activities must have access to in-

surance coverage. Otherwise citizens and taxpayers would bear these risks on their own, for 

instance in case of environmental damages due to a power plant. 

 

 

Integrate sustainability risks into existing risk management tools  

 

Sustainability risks are part of existing risk types and should therefore be taken into account 

with existing risk management tools. Additional tools are not required. A potential increase 

in sustainability risks is therefore best managed by consequently applying existing risk man-

agement systems. The VöV rejects additional stress tests for ESG factors. Furthermore, many 

sustainability risks cannot yet be adequately modeled due to lack of data availability and 

methodological problems and thus stress tests are associated with disproportionate effort. 

Therefore, for the time being experience should be gained in order to obtain reliable data and 

to develop best practices. Rash sustainability stress tests without a sound basis would not be 

productive. 
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Strictly align capital requirements with the risk of investments 
 

The introduction of a “green supporting factor”, in effect lowering the capital requirements 

for environmentally sustainable investments, has been suggested repeatedly in the course 

of the debate on Sustainable Finance. The VöV explicitly rejects this proposal in this form. 

Capital requirements serve to strengthen financial stability and they are based on the risks of 

an investment. Classifying an investment as environmentally sustainable gives no indication 

as to the risks of a project. Lowering capital requirements for environmentally sustainable 

investments without precisely analyzing the associated risks is dangerous from a financial 

stability perspective and not appropriate.  

 

German Public Insurers are also categorically opposed to increasing capital requirements 

for economic activities that are classified as not being environmentally sustainable (“brown 

penalizing factor”). While disadvantaging other types of investment, this approach would not 

even foster green investment. It would also influence other policy areas that the European 

Union has identified as priority areas and would conflict with the objectives of these policy 

areas. Furthermore, European companies would be put at a clear disadvantage in global com-

petition. 

 

 

Final remarks 

 
Sustainability is one of the key issues for the future of the insurance industry and holds many 

opportunities but also challenges. Legislators and regulators need to pay even more atten-

tion to proportionality in the implementation of their measures. The expectations and rec-

ommendations should therefore always be appropriate for the nature, size and complexity of 

the risks of the company. The VöV is looking forward to exchanging on sustainable finance 

and will be happy to assist in case of further inquiries. 
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