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Reinsurers glory days are over, as dependence on ILS
increases: A.M. Best

Global reinsurance market conditions are said to be
improving by rating agency A.M. Best, who maintains
a stable outlook on the sector, but sees traditional
reinsurance capital becoming increasingly dependent
on third-party sources of capacity and ILS.

Insurance-linked securities (ILS) and third-party re-
insurance capital are becoming increasingly im-
portant to traditional reinsurers business models,
that's the upshot of A.M. Best’s analysis.

The rating agency is maintaining a market segment
outlook of stable on the global reinsurance industry
for 2020, thanks to the pricing environment stabilis-
ing somewhat.

However, A.M. Best warns that pricing is stabilising
“at levels below long-term adequacy” suggesting that
it still has a bearish view on the profitability pro-
spects of many traditional reinsurers.

In addition, A.M. Best highlights third-party capital as
another key driver of stability in global reinsurance
markets.

Citing, “the continuing alignment between traditional
and third-party capital” as key, while also seeing the
life reinsurance sector as stable as well.

Commenting on prcicing, A.M. Best says, “Although
rates in the non-life reinsurance market have im-
proved modestly, pricing has not kept adequate pace
with the changing risk dynamics, as illustrated by
loss development from events such as hurricanes
Irma and Maria and Typhoon Jebi, and potential loss-
es from more-recent events (e.g., Hurricane Dorian).”

The rating agency believes that reinsurance pricing is
still being driven by the availability of third-party cap-
ital.

This, of course, is true in some regions, but inaccu-
rate in others. As third-party capital has a significant
influence in the United States property catastrophe
reinsurance market, for example, but much less in-
fluence in Europe and Asia, while in casualty and
specialty lines its influence is insignificant.

The fact A.M. Best makes such a big deal of the influ-
ence of third-party capital is perhaps more a reflec-
tion that traditional reinsurers are so reliant on re-
turns from regions that are ground-zero for ILS
funds, than the actual amount of capital itself, at this
stage.

Of course, ILS continues to expand its horizons and
this is going to only pile on additional pressure, as
the capital markets find ways to access a widening
array of exposures in the reinsurance market.

AM. Best sees ILS and traditional reinsurance busi-
ness models as increasingly interlinked.

“The increasing interdependence between traditional
capacity and third-party capital through joint ven-
tures, retrocession and direct ownership should
serve to more closely align return objectives for the
market overall,” the rating agency explains.

Of course, this alignment of return objectives can
only be at lower levels than the traditional market
would have once enjoyed, suggesting that the use of
third-party capital is a one-way street towards a per-
manent integration of the capital markets directly

within the business models of reinsurers and without
it they (the traditionals) may struggle to survive.

“Third-party capital also represents a benefit in the
form of stabilized earnings of rated balance sheets,
due to tail risk being assumed by this capital,” A.M.
Best adds.

Importantly, A.M. Best hopes that third-party capital is
going to “hold the line on future return expectations”,
especially since the impacts of consecutive catastro-
phe loss years continue to be felt broadly by ILS
funds.

The benefits of embracing third-party capital are clear
for major reinsurers, with capital consumption and
earnings volatility declining, thanks to the increased
use of third-party capital sources for retrocession
programs, A.M. Best adds.

We would also suggest that the increased use of third
-party capital in ILS structures managed by reinsur-
ers is also helping them to pass on some of the most
volatile, catastrophe exposed business to others in
return for a fee, which is also moderating the volatility
in the results of reinsurers.

But all of this adds up to a decreasing chance of a
return to the reinsurance cycle of old, as third-party
capital is becoming such a permanent feature of rein-
surance strategies that it is increasingly difficult to
see it retreating.

“The glory days of a robust non-life pricing environ-
ment may not return given the fluidity of capital in-
flows to the sector,” A.M. Best warns.

Probably the most interesting insight in A.M. Best’s
latest update is about return ambitions converging,
between traditional reinsurers that leverage increas-
ing amounts of third-party capital and the ILS fund
players themselves.

The market may have passed a tipping point, where
reinsurers thought they could recover some of the
excess returns they were used to earning.

As reinsurers transition to a long-term return on eq-
uity target in the 8% to 10% range, they are closing on
(moving down towards) the return expectations of
many ILS fund investors.

For us, this is only going to accelerate the urgency for
re/insurers to become more efficient, reduce their
costs and embrace technology, to better manager and
deploy their capacity.

Long-term ILS investors, in the pension fund and sov-
ereign wealth fund vein, have lower long-term return
hurdles than reinsurers and the ILS market can still
deploy their capital more efficiently than many rein-
surers could.

A.M. Best notes the potential for ILS capital to remain
a disruptive force in reinsurance, albeit we believe the
increasing interdependence will perhaps make for a
period of smoother relations over the next few years,
in particular as losses are fully digested and strate-
gies evolve.

It's clear that, for reinsurers, embracing third-party
capital has become incredibly important and is only
going to become more so.
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It's how it is embraced that is going to matter the
most over the coming decade, though.

As reinsurers establish the most effective way to
bring the capital markets more directly into their
business models, to drive incremental profits and not
a continued cannibalisation of the returns they en-
joyed in their glory days.

It's important to add, that the end of one set of glory
days may well give rise to the beginning of another.
But being able to adapt and evolve is going to be vital
and it seems unlikely everyone will succeed and so
many more changes in the reinsurance landscape are
likely ahead.
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Fichte & Co launches "Maritime Insurance
Roundtable"

An initiative that is the
first of its kind in the
UAE, a roundtable for the
maritime insurance sec-
tor has been organized
with the participation of a
wide range of regional
maritime insurance
companies and govern-
ment agencies to pro-
mote the development of
effective strategies for
challenges and opportu-
nities in the sector

Under the patronage of The Federal Transport Au-
thority for Land and Maritime (FTA), and with the sup-
port of the Insurance Authority, Fichte & Co, one of
the UAE's leading law firms and legal consultants,
successfully launched the “Maritime Insurance
Roundtable”. The event took place on December 10th,
2019 at the Ministry of Infrastructure Development in
Dubai under the theme of ‘Collaborating to strengthen
the UAE marine insurance sector.’

HE Ibrahim Obaid Al Zaabi, Director General of the
Insurance Authority, emphasized the importance of
organizing the roundtable to develop the maritime
sector and enhance maritime insurance activity, as
well as support all economic sectors.

He added: “This initiative aligns with the role of the
Insurance Authority, which was established under
Federal Law No. (6) of 2007, to regulate and supervise
the insurance sector, and to strengthen the legisla-
tive, legal and regulatory base of the sector in all
fields. This includes maritime insurance, which con-
tributes to the development of the insurance market'’s
performance both locally and globally. It will also
support the economic and service sectors, specifically
in regards to maritime.”

Insurance Authority, which was established under
Federal Law No. (6) of 2007, to regulate and supervise
the insurance sector, and to strengthen the legisla-
tive, legal and regulatory base of the sector in all
fields. This includes maritime insurance, which con-
tributes to the development of the insurance market'’s
performance both locally and globally. It will also
support the economic and service sectors, specifically
in regards to maritime.”

Al Zaabi went on to underline the remarkable growth
achieved by the insurance sector in the UAE in all
fields. He pointed out that the total marine insurance

& premiums amounted to
AED 1 billion in 2018, rep-
resenting 2.9% of total
property and liability
insurance premiums.
The Director General of
the Insurance Authority
said that the Authority
will follow up the dis-
}| cussions, initiatives and
final recommendations
[ of the dialogue forum to
enhance the efforts of
the Authority in its continued efforts to develop the
insurance sector and support maritime insurance.
This falls within the framework of its continued keen-
ness to adopt valuable ideas and initiatives, in addi-
tion to remain receptive to the views of the public and
proposals which will develop the insurance sector in
the country from all aspects.
Empowering the competitiveness of the UAE

Eng. Hessa bint Ahmed Al Malek, Executive Director
of Maritime Transport Sector at the The Federal
Transport Authority for Land and Maritime said: “The
maritime sector in the UAE is witnessing an unprece-
dented boom; Dubai is ranked ninth overall as a glob-
al maritime center. This is largely due to the readi-
ness of the country to adapt, innovate and continue to
grow. In order to continue achieving these outstand-
ing achievements and further progress, we focus on
remaining credible and transparent with our clients.
We are confident that this forum will serve as a pow-
erful platform for us maintain world-class standards
that meet the expectations of the sector.”

Jasmin Fichte, Managing Partner at Fichte & Co said:
“The maritime sector is a major part of the global
economy and it heavily relies on insurance services.
However, with geopolitical fluctuations in the world,
the adoption of new standards to protect the environ-
ment, the continuous development of technology, and
many other factors, the maritime industry is suffering
from some disruption. The roundtable was according-
ly organized to navigate these issues, because we
believe that the industry can not progress without
transparency. It is our duty as a law firm working in
the UAE to put the interests of our clients as a first
priority. The roundtable will also allow us to play the
role of mediator between government agencies and
private companies, to help the owners and operators
of ships, ports and terminals, logistics providers and
cargo owners, to flexibly deal with these changes,
minimize risks and maximize business opportunities.

Source: Zawya
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Lawmakers pass proposal to levy 3%

special tax on insurers

The proposal was added to articles in the draft fi-
nance law for the year 2020.

In the 2020 draft finance law, the government aims to
promote investments and social and public ser-
vices. The finance law also aims to establish the tax
regime of Islamic insurance, taking into account the
specific features of the business.

Tunisia's People's Assembly have passed a proposal to
impose a special tax of 3% on the taxable income of
insurance companies and banks for the benefit of social
funds.

The tax, set at a minimum of TND5,000 ($1,750), takes
effect on 1 January 2020, according to local media re-
ports.

Tunisia

Source: Middle East Insurance Review
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Morocco

Takaful operations expected to start in
10 2020

Takaful operations in Morocco are expected to commence within the first three months of 2020, according to
Mr Hassan Boubrik, president of the Insurance and Social Insurance Supervisory Authority (ACAPS).

He said, “In other countries, takaful and generally participatory finance are between 5 and 10% of the size of the
insurance market. | hope that we will reach these levels in Morocco."

According to a report in Morocco Today, Mr Boubrik stated that the ACAPS has been working on the regulatory
texts for the implementation of takaful. "We are in the home stretch," he said. The Higher Council of Ulema will
have to give its assent on all the regulatory texts.

He said that prospective players are preparing for the launch of takaful. Expressions of interest have been

given.

"Probably in the first quarter of 2020, we can have an effective start to takaful," he said.

Risques catastrophiques :
La Banque mondiale ap-
prouve un prét de 275 mil- /| . conseil d'ad-

lions de dollars au Maroc,” ministration de la

Banque mondiale

vient d'approuver un

nouveau programme d'appui au renforcement de la

gestion des risques de catastrophes naturelles au
Maroc.

275 millions de dollars est le montant du prét a l'appui
des politiques de développement pour la gestion des
risques de catastrophe approuvé par Banque mond-
iale, en faveur du Maroc, assorti d'une option de tirage
différé en cas de catastrophe (ou Cat DDO).

Cette opération a été congue pour aider le pays a étre
mieux en mesure de gérer limpact financier des ca-
tastrophes naturelles et des chocs climatiques, mais
aussi a mettre a niveau le cadre institutionnel régis-
sant la gestion du risque de catastrophe, annonce-t-
on.

« Ce nouveau financement avec option de tirage différé
a pour objectif d'aider le Maroc a se doter d’'un cadre
complet pour la gestion du risque de catastrophe, en
s'inscrivant dans la continuité d'un précédent projet
financé par la Banque mondiale — le Programme de
gestion intégrée des risques de catastrophes na-
turelles et de résilience. Le développement d'un sys-
téme assurantiel global est particuliérement crucial
pour des populations vulnérables qui sont exposées a
la perte de leurs moyens de subsistance en cas de
catastrophe naturelle”, explique Jesko Hentschel, di-
recteur des opérations de la Banque mondiale pour le
Maghreb.

Ce prét viendra en appui des réformes destinées a

Source: Middle East Insurance Review

renforcer le cadre financier, administratif et opé-
rationnel du Fonds de solidarité contre les événe-
ments catastrophiques (FSEC). Pour la Banque mond-
iale, ce fonds assure un réle capital et complémentaire
a celui des assurances privées en fournissant une
indemnisation aux personnes non assurées, dont
spécifiquement les populations pauvres et les plus
vulnérables. Il s’appuie sur des instruments de fi-
nancement du risque sophistiqués et permet de cou-
vrir les pertes causées par une inondation ou un
séisme.

L'option de tirage différé, qui repose sur des outils
financiers et des moyens d’action éprouvés, consiste
en une ligne de crédit conditionnel. En cas de catastro-
phe naturelle, elle permettra au gouvernement
d'accéder immédiatement a des liquidités, apportant
ainsi une ressource supplémentaire cruciale aux poli-
tigues de gestion du risque du Maroc. Le programme
vise par ailleurs a moderniser le cadre institutionnel
national en matiére de gestion du risque de catastro-
phe, en renforgant le systeme de protection civile et en
créant un systéeme dinformation pour la gestion du
risque d’inondation.

« Le programme favorisera la compréhension par les
pouvoirs publics des risques financiers liés aux catas-
trophes naturelles. Il aidera également les autorités a
mieux maitriser la maniére dont elles peuvent pré-
venir ces risques en planifiant mieux les investisse-
ments et en investissant davantage dans la réduction
et lanticipation des risques ainsi que dans la protec-
tion financiére », souligne Augustin Maria, spécialiste
senior du développement urbain et coresponsable du
projet.


https://www.ecoactu.ma/43775-2/
https://www.ecoactu.ma/video-assurance-contre-les-evenements-catastrophiques-abderrahim-chaffai-leve-les-ambiguites/
https://www.ecoactu.ma/video-assurance-contre-les-evenements-catastrophiques-abderrahim-chaffai-leve-les-ambiguites/

Morocco

Les réformes prévues au titre du nouveau programme
concernent notamment la création d'une taxe par-

afiscale prélevée sur les contrats d’assurance et qui

permettra d'apporter au FSEC une source continue de
financement, ainsi que des mesures destinées aren-
forcer le marché assurantiel privé. Le programme
entend également établir un registre des bénéficiaires
afin de fournir une indemnisation rapide et ciblée aux

Aux termes des conditions du prét, la ligne de crédit
pourra étre décaissée a tout moment dans un délai de
trois ans, qui pourra étre renouvelé a quatre reprises
pour couvrir une période totale de 15 ans. Une com-
mission initiale égale a 0,5 % du montant du prét sera
versée a la signature de l'accord de financement, a
laquelle s’ajoutera le paiement d'une commission de
renouvellement de 0,25 % pour chaque extension

victimes d’'une catastrophe.

éventuelle.
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AM Best Affirms Credit Ratings of Arab
Reinsurance Company S.A.L.

Lebanon: AM Best has affirmed the Financial Strength
Rating of B+ (Good) and the Long-Term Issuer Credit
Rating of “bbb-" of Arab Reinsurance Company S.A.L.
(Arab Re) (Lebanon). The outlooks of these Credit Rat-
ings (ratings) remain negative.

The ratings reflect Arab Re’s balance sheet strength,
which AM Best categorises as very strong, as well as
its marginal operating performance, neutral business
profile and appropriate enterprise risk management.

The negative outlooks reflect ongoing pressure on the
business profile assessment, stemming from AM
Best's concerns over Arab Re’s ability to navigate the
challenging underwriting conditions prevailing in its
core markets. In addition, the increased social, political
and economic instability in Lebanon, where the com-
pany is domiciled and writes approximately 10% of its

business, have heightened the pressure on the ratings.

Arab Re’s balance sheet strength is underpinned by its
risk-adjusted capitalisation, which is maintained at the
strongest level, as measured by Best's Capital Ade-
quacy Ratio (BCAR), reflective of low underwriting
leverage. The company’s shareholder equity reached
USD 104.6 million at year-end 2018, up 1.7% from USD
102.9 million at the end of 2017. The capital base is suf-
ficient to absorb the elevated investment risk arising
from exposure to Lebanese assets, notably Lebanon
sovereign debt and cash deposits in local banks, and
credit risk stemming from unrated retrocessionaires.
In response to the heightened economic and political
risk in Lebanon, Arab Re has decreased its exposure
to domestic securities and increased its proportion of
assets held outside Lebanon, notably by redirecting its
cash flows to Bahrain and Oman.

Source: Ecoactu.ma
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https://www.ecoactu.ma/catastrophets-dassurance-soumis-a-la-taxe-parafiscale/
https://www.ecoactu.ma/catastrophets-dassurance-soumis-a-la-taxe-parafiscale/
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Arab Re has a track record of marginal operating prof-
itability, with a five-year (2014-2018) weighted average
return-on-equity of 4% and return on premium of 8.3%.
Whilst operating profit remains supported by good
investment returns, the company has experienced
weak technical performance in recent years, with
ongoing difficult underwriting conditions resulting in a
five-year weighted average combined ratio of 107.2%.
Net income increased marginally to USD 5.5 million in
2018, due to a slight improvement in technical results
and investment income. AM Best expects the cancella-
tion of loss making accounts to improve technical re-
sults in the longer term; however, combined ratios are
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likely to remain above 100% in the short to medium
term.

Arab Re has a niche position in its core markets in the
Middle East and North Africa region, built upon its
original role as a reinsurer for the Arab insurance
market and longstanding relationships with cedants.
Gross written premium increased by approximately 6%
to USD 67.9 million in 2018. However, AM Best expects
Arab Re’s business profile to remain under pressure in
the short to medium term, constrained by challenging
market conditions and a lack of growth opportunities
in core markets.
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