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Fitch Ratings Comments on Insurance Losses from Turkiye-

Syria Earthquake

Most insurance payouts due to the earthquake that
tragically hit Turkiye and Syria will ultimately be
borne by global reinsurers, Fitch Ratings says. The
earthquake and a series of aftershocks struck southern
and central Turkiye and western Syria on 6 February.
It had a maximum magnitude of at least 7.8 and was
the most severe earthquake in the region since 1999.
This is first and foremost a human tragedy, which has
led to several thousand fatalities and left hundreds of
thousands of people homeless.

Insurable losses are hard to estimate as the situation
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is evolving, but they appear likely to exceed USD2
billion and could reach USD4 billion or more.
However, insured losses could be much lower, perhaps
around USDI1 billion, due to low insurance coverage
in the affected regions. The vast majority of insured
losses will be covered by reinsurance, but the amount
ceded is likely to be insignificant in the context of the
global reinsurance market, with no implications for
reinsurers’ ratings.

Insurance coverage is likely to be low in most of
the affected parts of Turkiye and Syria. The Turkish

s Ay
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Catastrophe Insurance Pool (TCIP) was created after
the Izmit earthquake of 1999 to cover earthquake
damage to residential buildings in wurban areas.
However, it does not cover human losses, liability
claims or indirect losses, such as business interruption.
Moreover, earthquake insurance cover is technically
mandatory in Turkiye, but is very often not enforced
in practice. As a result, many residential properties are
not insured, particularly in many of the affected areas,
where low household incomes constrain affordability.

Insurance coverage in the affected parts of Syria
is likely to be similarly low, particularly given the
economic effects of the country’s civil war.

The TCIP is heavily reinsured. We estimate that the

reinsurance tower provides protection of just over
USD?2 billion, following the January 2023 reinsurance
renewals, with an attachment point of around USD300
million.

Local and international commercial insurers that
provide property and business interruption policies
to industrial clients in the region will face claims as
factories and infrastructure, including airports and
ports, have been severely damaged. Fitch assumes that
these covers are also heavily reinsured.

Fitch does not expect catastrophe bonds to be
significantly affected as the earthquake risk they cover
in the region is mostly limited to the Istanbul area.

Source: Fitch

Global property cat rates-on-line up 27.5% at Jan 1 renewals:

Guy Carpenter

Global property catastrophe reinsurance rates-on-line increased by 27.5% at the January 1st, 2023, renewals, more
than double the uplift seen a year earlier, as sellers of protection achieved steep price rises on contracts.

The Guy Carpenter Global Property Catastrophe
Rate-On-Line Index leverages data sourced from real,
brokered excess-of-loss reinsurance placements, and

has been maintained by the reinsurance broker since
1990.

It is the proprietary index of global property catastrophe
reinsurance rate-on-line movements, covering all
major global catastrophe reinsurance markets, and is
updated following January 1st renewals each year by
calculating the change in rates-on-line year-on-year
across the same renewal base.

The data shows that the Index has been on the rise
since the January 2018 reinsurance renewals, when it
increased by 5.3% after falling 3.7% in 2017.

On average, at the respective January renewals, global
property cat rates-on-line increased by 1.1% in 2019,
4.6% 1n 2020, 4.5% in 2021, and then by 10.8% at the
January 2022 renewals.

This year, at the January 2023 renewals, the Index rose
by 27.5%, so more than double the increase seen a year
earlier, ensuring that this was the sixth consecutive
year of increases for the global property cat reinsurance
index, representing a cumulative total increase of
~65%.

As the chart below shows, it’s actually the biggest
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positive change in this index since 2006 when rates-
on-line rose by an average of 36.6%, with the Index
now almost back at the level seen that year.

As has been reported by brokers and re/insurers, much
steeper reinsurance rate increases were achieved across
contracts globally at the January 2023 renewal, with
that contract renewal season a significant contributor
to this Index.

Guy Carpenter’s Chief Executive Officer (CEO), Dean
Klisura, suggested that reinsurers had the upper hand
at the January cat renewals, as the reinsurance broker
warned that the marketplace finds itself at a ““crossroad”
after a challenging period.

Source: Reinsurance News
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The old normal: interest rate rises signal relief for insurers’
returns, but likely more volatility

Monetary policy normalisation is in principle good news for insurers, as investment income is a key driver of
insurers’ earnings. Higher interest rates and less bond market intervention by central banks also means a return to
a more “normal” volatility regime. Consequently, we see balance sheet management becoming more important
for the insurance industry. This edition also contains the crossword solutions from our Economics Insights annual

compendium 2022.

After more than a decade of zero and negative interest
rate policies, advanced economies are normalising
monetary policy and transition back to a “no-
quantitative easing (QE)”-environment. Last week the
US, European and UK central banks all raised their key
policy interest rates again by at least 25 basis points
(bps), reaching rates of 4% or above in the US and UK.
This return to pre-global financial crisis interest rates is
very welcome for the insurance industry, as investment-
related income is a substantial driver of its earnings.
However, although we expect higher yields to support
insurance industry profitability, an environment of less
central bank intervention to also mean higher bond
market volatility in the future, which could make
balance sheet management more challenging.

In with the old

The fixed income capital market backdrop is
fundamentally more benign than even only three years
ago. Risk free bonds are no longer return free and
yields on corporate bonds have risen in turn, to offer
more return for the risk. While insurers’ asset-liability
management (ALM) frameworks can help to isolate
interest rate risk across their balance sheets, investment
income is nonetheless a key contributer to insurance
companies’ earnings. For example, investment income
typically contributes about 30-70% of the earnings of
European insurers.1 Market risks are also a substantial
component of insurers’ solvency capital requirement
(SCR). The expected return on invested capital is now
above 20% for fixed income market risk, compared to
medium or even negative single-digit returns in 2016.2
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Higher interest volatility is likely

A normalisation of the yield environment, however,
might also bring higher interest rate volatility in the
future. Indeed, as is the case in the US, the volatility
regimes before and since the US Federal Reserve’s
(Fed) launched its bond-buying QE programme differ
significantly. The Fed’s intervention materially lowered
volatility in the US sovereign debt market, as seen in
the ICE BofAML MOVE Index, which measures the
market-implied volatility of the Treasury yield curve.3
In contrast, the pre-QE period shows more extreme
swings in yields. A monetary policy transition which
means less invasive central banks in capital markets
might therefore also mean higher bond market volatility
in the future.

A higher interest rate environment is in principle
good news for the insurance industry. At the same
time, higher yields and less central bank intervention
in capital markets also suggest a return to an “old
normal” regime that has potentially higher bond market
volatility, which makes in turn insurers’ balance sheet
management more important.

References

1 European Insurance: asset allocation will be key in 2023,
Barclays, 24 January 2023.

2 Ibid.

3 We take data from the MOVE and VIX indices since 1995.
The data from “pre-QE1” includes observations between
January 1995 and 25 November 2008 when QEl was
announced. Post-QE1 includes all observations since. The
number of observations is hence roughly symmetric.

Source: Swiss Re
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Marine hull “off Lloyd’s naughty step” as capacity enters market:

Miller

The marine hull line is finally “off the Lloyd’s naughty step” as profitability has returned to the sector following
a period of remediation, and is now starting to see capacity growth, according to a recent report by broking group

Miller Insurance Services.

Hull capacity growth is now evident in some of Lloyd’s
syndicates business plans, as is an increase in capacity
for those syndicates already with a hull account focus,
Miller noted.

Overall, Lloyd’s has provisionally forecast a 14.3% top
line growth for all lines of business, which equates to
an increase in written premium from £48.9 billion in
2022 to £56 billion for 2023.

An increase in hull capacity without an increase
in hull insurance demand should equal a softening
market, regarding this statement Miller explained that
‘cost of capital’ is a main contributing factor to these
circumstances.

Analysts said: “[Cost of capital] is the return that capital
providers require to continue to support the insurance
market, rather than transfer to other industry sectors.
Capacity in the Direct Hull market is reasonably
abundant, but only at the current market level of
profitability.

“That capacity will surely dissipate if the insurance
market softens significantly. It should also be
remembered that hull business is but a small fraction
of overall insurance business.”

This years’ forecast for marine hull, according to Miller,
is a continuing fragile equilibrium for the market. But
the main issue will not be pricing, like it was in 2022,
but coverage and wordings, largely brought about by
the Russian invasion of Ukraine.

Historically, marine hull has been seen to fluctuate,
with other lines of business outperforming it. However,
turning to the present day, it is now helping to support
these now under- performing lines of business.

As capital providers do not look at hull business in
1solation, but at the insurance market holistically, if the
market is generally under-performing, then all lines of
business come under pressure, Miller explained.

Analysts said: “The prognosis is likely a continuing

fragile equilibrium for the Hull market. This is
predicated upon rates in the Marine market presently
being broadly flat, despite losses from other lines of
business.

“This reflects the attraction of the class to underwriters,
the remedial action that has been taken and the perceived
profitability given the current rating environment.
Although, global inflation is providing upward
pressure, making renewal negotiations challenging.”

The coverage and wordings issue revolves around
three aspects. The first one is reinsurers restricting
the aggregation of vessels to prevent a repeat of the
multiple losses due to invasion.

Miller explained that the wordings being imposed
restrict any recovery to a single risk. At a stroke, this
shifts the accumulation risk from reinsurers to the
direct underwriters and the potential for this increased
retained loss instantly reduces the direct underwriter’s
capacity for war risks.

The second aspect is sanctions. War risks are typically
insured under covers and lineslips, whereby the leader
assumes the sanctions checking responsibility for the
market.

According to Miller, many underwriters are finding
this unacceptable and are demanding to make their
own sanctions checks. This requirement nullifies all
value of these facilities if each underwriter is required
to make their own decision as to sanctions.

The third aspect is the Russian nexus. Miller has
observed that an increasing number of underwriters
are looking to distance themselves from having any
risks in the region, irrespective of whether the risks are
exposed to war perils.

For hull risks, the broker explained, some underwriters
are excluding any Russian exposure or touchpoint.
This is in addition to any sanctions check.

Source: Reinsurance News
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In the Spotlight

Expertise des risques de
construction

Récemment publié, un livre du Dr Mohamed Jamal
BENNOUNA intitulé “Expertise des risques de
construction”
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C’est un livre constitué de :

- 416 pages

- 153 figures et photos d’illustration
- 15 tableaux de données

- Une large bibliographie.

I1 traite des thématiques de risques liés aux métiers du
BTP. Les risques traités ainsi que les recommendations
et méthodes de réparations adjointes sont étayées
et corroborées par des exemples de sinistres réels
survenus dans des projets de construction réalisés.

Le livre s’adresse aussi bien aux ingénieurs, architectes,
entreprises, qu’aux souscripteurs et gestionnaires
de sinistres réassureurs, assureurs et intermediaires,
banquiers, juges et avocats. Il a pour but principal
d’offrir aux professionnels un guide permettant de
gérer, identifier, prévenir et évaluer les risques liés a la
construction.

Le livre est considéré comme un guide pour les
professionnels et qui peut aussi étre offert comme
cadeau de fin d’année a vos clients et partenaires
professionnels.
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CONSTRUIRE SANS RISQUE
Tome 1

EXPERTISE DES RISQUES
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Mohamed Jamal BENNOUNA

EXPERTISE DES RISQUES
DE CONSTRUCTION

+ Identiication des risques

+ Origines des sinsres

+ Prévention des risques

+ Protection des ouvrages

+ Répardion des pathalagies
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Fitch Affirms Tunis Re’s National IFS at ‘AA(tun)’; Outlook Stable

Tunisia: Fitch Ratings has affirmed Societe Tunisienne
de Reassurance’s (Tunis Re) National Insurer Financial
Strength (IFS) Rating at ‘AA(tun)’. The Outlook is
Stable.

Tunis Re’s National IFS is driven by its strong
creditworthiness. The recent upgrade of Tunisia’s
Long-Term Foreign Currency Issuer Default Rating
(IDR) to ‘CCC+’ from ‘CCC’ does not alter our view
of Tunis Re’s credit risk relative to local market peers.

Key Rating Drivers

Leading Domestic Market Position: Tunis Re
is Tunisia’s leading reinsurer and has a growing
international presence (53% of gross written premiums
in 2021). Its strategic economic role in Tunisia
is underpinned by its strong ties with its cedents,
retrocessionaires, and the Tunisian state. Fitch’s
assessment of the company’s business profile is
constrained by a moderately diversified business mix
and a limited potential for expansion into sound quality
international  business.

High Domestic Assets Risk: The company is highly
exposed to systemic risk as most of its assets are
domestic. The Fitch-calculated risky asset ratio was of
223% at end-2021. Most of Tunis Re’s balance sheet is

2028/02/13
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exposed to currency risk through its business operations
that are increasingly skewed towards international
markets, active use of international retrocession, and
an unhedged currency mismatch between assets and
liabilities.

Adequate Capital: Tunis Re’s capitalisation, as
measured by Fitch’sPrism Factor-Based Capital Model
(FBM), was ‘Adequate’ at end-2021, which supports
the rating. Tunis Re’s internal risk-based capital model,
which is consistent with Solvency II standards and was
reviewed by an independent international auditor, had
a comfortable solvency margin at end-2021.

Strong Profitability: Fitch believes Tunis Re’s
earnings are strong for the rating, supported by a sound
technical profitability. Tunis Re reported a broadly
stable 2022 net loss ratio (defined as the ratio of net
loss expense to net earned premium) when compared
with 2021 despite the impact of inflation and exchange
rate effects due to the rise of the dollar. Its combined
ratio reached 92.5% in 2021 and averaged 96.3% over
2021-2019. We expect Tunis Re’s solid underwriting
expertise, sound risk management and effective
retrocession to be supportive of earnings.

Source: Fitch
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ASTREE: 2022 turnover increase

Tunisia: The insurance and reinsurance company T
ASTREE has published its activity indicators for the i
year 2022. U 18.864 | 6.008 | 17.875 |6.203 | 5.50%

As at 31 December 2022, the turnover reached 238.338 prehen-
million TND (75.905 million USD), increasing by SAS
27.9% over a year. Trans-
port

10.927 |3.48 11.11 3.856 | -1.60%

The incurred losses went up by 12.6% to stand at
125.349 million TND (39.92 million USD) at the end ~ KSALEERN 47.247 | 15.047 146348 |16.084 | 1.90%

of the past year. TOtall. o | 152275 |48.496 | 143495 |49.797 | 6.10%
The investment income of 42.454 million TND (13.521 non-iie

million USD) showed a 1.1% growth compared to the Total 86.063 | 27.409 | 42.85 14.87 .
same period in 2021. life

ASTREE: turnover distribution by class of business

Figures in millions

Classes 2022 Tumover ZVATT G Exchange rate as at 31 December 2022: 1 TND = 0.31847

of busi- USD ; as at 31 december 2021: 1 TND = 0.34703 USD
ness TND TND USD

*Evolution in local currency

WLl 75.237 | 23.961 | 68.162 |23.654

Source: Atlas Magazine
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