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6. Conclusions

A number of countries have introduced or plan to introduce
changes in the regulatory and supervisory framework for their
insurance industries. Yet, the relationship between regulation and
insurance firms’ performance, in terms of profitability and risk-
adjusted returns, is under-researched.

The present study explores the effect of various regulatory poli-
cies on the performance of European insurers. Using a sample of
1276 firms operating in 18 countries from 2005 through 2009,
we estimated a multilevel mixed model with random intercepts
at both the country and the firm-within-country levels. Control-
ling for various firm-specific attributes, we found an inverted
U-shaped relationship between return on assets and regulations
relating to capital adequacy, accounting and auditing require-
ments, and disclosures to the supervisors. Requirements related
to technical provisions had a negative effect on return on assets,
whereas we found no evidence of a relationship with regulation
related to investments, supervisory power, and corporate gover-
nance and internal control. Considering insurers’ risk tolerance,
through the use of an accounting measure of risk-adjusted return,
slightly changes this picture. We found an inverted U-shaped rela-
tionship with capital requirements and corporate governance and
internal control, and we observed the opposite for technical pro-
visions. The remaining regulations had no effect on our measure
of risk-adjusted returns. In most cases, these findings were robust
in further regressions in which we controlled for macroeconomic
conditions, stock market development, the overall quality of the
institutions in the country, and legal origins.
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