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continue increasing as a consequence of the challenges
facing the industry such the climate change. Mr. Vasilis
Katsipis, General Manager - MENA - South & Central
Asia (AM BEST Rating Services) Market Development
explained that the major reinsurance companies have
not achieved high profits and their ROE was low
in the past five years; although they have to pay for
catastrophes.

Speaking about climate change, Mr. Youssef Fassi-
Fihri, SCR Morocco CEOQO, indicated that according
to the data from the World Bank and IPPC, the region
will be exposed to many disasters in the coming
period. In this regard, Mr. Hachicha praised Morocco’s
experience of the FSEC, the Solidarity Fund against
Natural Disasters, contributing to the insurance gap
reduction.

Mr. Dawoud Al Duwaisan “Kuwait Re” CEO’S
explained that Arab reinsurers are facing many
difficulties and that the issue is not their business
model, as they have followed different strategies, and
that there is always an opportunity for Arab Reinsurers
to prosper.

The discussion also touched o the Beirut explosion
disaster, where Mr. Mohamed Mahran, Vice Chairman
and Managing Director Allianz - Egypt confirmed that
insurance companies in Lebanon, including Allianz,
have committed themselves with their clients and
settled many claims, which is the duty of the insurance
industry, and pointed out that what Lebanon is facing
now 1is the real time to show support, which Mr.
Hedi Hachicha valued, as he indicated that insurance
companies settled promptly nearly 90% of the claims.

In their webinar closing remarks, speakers stressed with
optimism on the future situation of the Arab insurance
industry.

It is worth mentioning that the webinar was attended
by approximately 270 participants from various Arab
countries and Europe.
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Property catastrophe rates to see double-digit increases in 2022:

Fitch

Property catastrophe reinsurance rates are expected to increase by double-digits in 2022, as reinsurers absorb and
then react to the costs of more natural catastrophe loss events that are deemed linked to climate change, according

to rating agency Fitch.

“We expect double-digit percentage premium rate
rises for property catastrophe cover in 2022 due to the
excess losses in 2021 and the prospect of higher natural
catastrophe claims frequency and severity in future,”
Fitch Ratings said.

Adding that, “This would make 2022 the fifth successive
year of pricerises.”

In an update, the rating agency noted that major global
reinsurance firms have all called for higher reinsurance
pricing in comments made around the virtual Monte
Carlo and mostly virtual Baden-Baden meetings this
year.

The reason for the forecasts of additional reinsurance
market hardening is “largely due to increasing natural
catastrophe claims linked to climate change,” Fitch
explained.

Rising prices have been seen as positive for the sector,
driving Fitch to suggest earlier this year that reinsurance
market conditions are improving and the outlook more
stable.

However, “Natural catastrophe claims have become
more frequent and severe in recent years due to climate
change. We expect 2021 to become one of the five most
costly years this century for global reinsurers,” Fitch
said.

As a result, the global catastrophe loss total for 2021
is again expected to exceed budgets for reinsurers, the
rating agency believes.

Leading Fitch to forecast double-digit reinsurance rate
increases for property catastrophe risks at the 2022
renewal seasons, which is roughly aligned with the
findings of our new global reinsurance market survey
where the majority have pointed to at least 5% rate

increases for European and US property catastrophe
risks.

Although, in our survey, only 18.3% of respondents
called for double-digit increases for US property
catastrophe risks, while almost 26% said property
catastrophe rates could increase by more than 10% in
Europe at the renewals.

The expected price increases will help to bolster
reinsurer profits, Fitch said, as they feed into more
positive underwriting margins.

“Higher prices are making the sector more resilient to
the effects of climate change on natural catastrophe
claims patterns,” Fitch continued.

Adding that, “Reinsurers have shown discipline in
prioritising pricing for increased risk rather than
seeking to undercut competitors to gain market share.”

On top of this Fitch believes that, “The growth of
catastrophe bonds to pass risk directly to investors
could also become an important factor to mitigate the
sector’s exposure to climate change risk in the coming
years,” a fact we’ve been stressing for many years now.

Prospects for the renewal season look good and with
capital increases unlikely to be significant this year,
compared to 2020, there is far more likelihood of
substantial property catastrophe reinsurance rate
increases this time around.

Availability of retrocession could also be a factor, as
costs will rise for retro protection and its availability is
likely to shrink again, meaning that reinsurers may find
they cannot hold as much risk, or need to secure price
improvements to make it worthwhile writing more cat
risk.

Source: Artemis

COVID fixation compromising insurers’ long-term goals: Aon

A new study by Aon has warned that a focus on resolving the immediate challenges posed by the COVID-19
pandemic may be compromising re/insurers’ longer-term plans and goals.

The 2021 edition of Aon’s Global Risk Management
Survey found that cyber risk topped the list as the
number one current and predicted future risk globally,

its highest rank since the inception of the survey.

The top 10 risks also strongly reflected the current
landscape, namely COVID-19 and its impact on
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organizations.

Amidst a backdrop of challenging market conditions,
Aon notes that organizations are shifting their focus
from event-based to impact-based risk assessments.

“The world is a more volatile place and the importance
of better decision making has never been greater,” said
Lambros Lambrou, Aon’s CEO of Commercial Risk
Solutions.

“Long-tail risks are not single events. They’re innately
interconnected, as we’ve seen with the COVID-19
pandemic fundamentally changing the way the world
works, revealing new risks and re-ordering priorities
in the C-suite. A preoccupation with managing these
immediate risks may be compromising firms’ ability to
invest in the risks of tomorrow.”

In order, the top 10 risks were found to be cyber
attacks, business interruption, economic slowdown,
commodity price risk, damage to reputation, regulatory
changes, pandemic risk, supply chain failure, increasing
competition, and failure to innovate or meet customer
needs.

Top 10 Risk List
1 2 8 4 5

Cyber Attacks/ Business Economic Commodity Price Damage to

DataBreach Interruption Slowdown/ Risk/Scarcity Reputation/
Slow Recovery of Materials Brand

Regulatory/ Pandemic Risk/ Supply Chain or Increasing Failure to

Innovate/Meet
Customer Needs

Legislative Health Crises Distribution Failure = Competition

Changes

Projected Risks for 2024
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Pandemic Risk/
Health Crises

Commaodity Price
Risk/Scarcity
of Materials

Cash Flow/
Liquidity Risk

Failure to
Innovate/Meet
Customer Needs

Increasing
Competition

Regulatory/
Legislative
Changes

“Historically, risk managers and insurers have learned
and made decisions by analyzing data from loss events
as they have occurred. This approach must evolve in
order to proactively manage emerging exposures such
as complex supply chains; we can’t rely solely on the
past to inform future risks,” said Rory Moloney, Chief
Operating Officer for Enterprise Clients at Aon.

“Several of the top risks identified in this year’s survey
highlight four key areas of client need Opens in a new
tab we’ve identified, particularly unmet needs in the
form of long-tail risks that are no longer on the horizon.
Those risks are on our doorstep,” Moloney continued.

“There is an increasing realization of the need to address
these ‘known unknowns.” As we face unprecedented
events, the challenge will be how to best develop
solutions to properly prepare for and manage through
them.”

Source: Reinsurance News & Aon

Inflation can be bad news for engineering

Inflation can be bad news for engineering insurance but there are smart ways to avoid the risk

In our assessment, inflationary
pressure in the form of higher-than-
usual price increases could have
adverse impacts for insurers given
the current set of underwriting

! practices. We need to take effective
AA measures to mitigate such impacts.
Dani .| This article argues that the best

aniel Kubli

Portfolio Steering & Mitigating action for industry to
Strategy Specialist | adopt would be in the form of

Property & index clauses that link limits and
Specialty deductibles to an inflation-related
Underwriting

price index.

Fueled by the pandemic recovery and policy actions,
we now have some of the highest US inflation rates
seen in 30 years. Currently, the Swiss Re Institute
expects inflation to ease once economies have fully

reopened. However, the tail risks
of higher-than-anticipated inflation
are significant and something we’re
watching very carefully, from an
engineering underwriting angle
especially.

Construction prices are driven by
material and other input costs. And

Jimmy Keime
these have recently skyrocketed.

Chief Underwriter

For example, the price of softwood Engineering
lumber has jumped by more than Property & Specialty
Underwriting

150% compared to the previous
year. Non-residential construction
input prices have increased by almost 24% in the space
of one year. While these drivers are volatile in nature,
wage inflation tends to persist. In advanced markets,
wages contribute up to 50% of overall construction
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costs. This factor, coupled with the current shortage
of labour, will likely result in sustained upward wage
pressure going forward.

All of that said, it’s not only central bank policy support
and economic reopening dynamics that can drive up
construction prices. Changes in societal behaviour are
also significant factors in this connection. Demand for
residential houses, changes in government investment
policies in the field of infrastructure projects or the push
for a net-zero economy can also increase production
costs.

I
Lockdowns begin|
in many DMs

2016 2017 2018 2019 2020 2021

| |5 —Furo area China s]K**

*# UK inflation is the monthly EU harmonised series,
Source: Refinitiv, Swiss Re Institute

High inflation is harmful on multiple fronts

Buthow does all the above affect Engineering Insurance
policies? First, a period of high inflation can seriously
undermine portfolio quality and policy performance.
Insurance rates and reserves may not be sufficient to
cover the inflated claims. Especially in a scenario with
considerable construction price increases, the impact
on the bottom line could be significant and crucially
affect all long-duration policies in a construction
portfolio in the same way. Next to claims, deductibles,
sums insured, and policy limits would also be affected.
While sums insured are usually reviewed during the
life of the construction policy to avoid under insurance,
the leveraged inflation effect on deductibles will be of
most concern. Claims will not only be higher, but they
will also exceed the deductible threshold more often,
thereby increasing severity and frequency at the same
time. Figure 2 shows how inflation leverages the impact
of having a fixed deductible. On top of this, the longer
the tail, the more significant is this leverage effect and
the higher the losses on such policies are.

Second, high inflation can translate into poorer
construction quality. In most countries, the risk of
inflation is borne by the contractors. To maintain their
margins, higher than anticipated construction costs
force contractors to cut all costs in the value chain,
from construction materials all the way to labour costs.
A job done with poorer quality materials, in less time

or by less experienced workers can impair the quality
of construction work and lead to increased claims on
Construction All Risks and Inherent Defect Insurance
policies.

Figure 2 — Illustration of the leveraged impact of
inflation

Assumptions: Fixed deductible of 100, claims of 120 in year 2 and 85 in year 3. x% of annual inflation in the years | to 3

[ 2 ™ 4% BN % %

B % 0%

= Daductivle Claim Y2 ==Claim Y3 Dxcoss claim

Annual inflation

Source: Swiss Re

An insurance policy should cover perils that are
understood, costed, and do not lead to systemic
accumulation. Therefore, we usually exclude Cyber
and Pandemics from classical Engineering policies,
for example. If not properly accounted in our models
and rates, the same should apply for inflation. Luckily,
there are mitigation strategies that protect all parties
from unanticipated surprises.

Solutions

To avoid direct inflation impact, we should adopt index
clauses that link limitsand deductibles to an inflation-
related price index. These clauses are already part of
very long-term inherent defects insurance policies
but should also be considered for CAR/EAR policies
above a certain duration. Together with clear escalation
and underinsurance clauses, they provide an effective
measure to avoid a disproportionate impact from high
inflation.

With respect to deteriorating construction quality and
the associated risks, we should learn from regions that
have experienced long periods of very high inflation
such as Turkey, or countries in Latin America. For
example, in most construction projects in Latin
America, inflation risks are shared between the owner
and the contractors, rather than being fully supported
by the contractor. Such an arrangement ultimately
benefits the construction quality.

Inflation is a real concern and a challenging risk for our
industry. Simply having contracts written in currencies
which have seen low inflation in the past will not be
enough should inflation become a more systemic issue.
There is a need to focus more on contractors in our risk
assessment, either looking at their financial robustness
or into their project contract finance schemes.

Source: Swiss Re
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GDP an “unsustainable” measure of growth

Global wealth has grown overall, but at the expense of future sustainability and by exacerbating inequalities,

warns World Bank

Global wealth has grown overall, but at the expense
of future prosperity and by exacerbating inequalities,

according to the World Bank’s Changing Wealth of
Nations report.

Countries that are depleting their resources in favour
of short-term gains are putting their economies on an
unsustainable development path, it warns.

While indicators such as Gross Domestic Product
(GDP) are traditionally used to measure economic
growth, the report argues for the importance of
considering natural, human, and produced capital to
understand whether growth is sustainable.

According to World Bank global director for
Environment, Natural Resources, and the Blue
Economy, Karin Kemper: “By ignoring polluting
and climate warming impacts, fossil fuel assets
have historically been overvalued, while assets that
contribute to climate mitigation, like forests, are
undervalued.”

“A deeper and more nuanced understanding of the
sustainability of wealth is crucial to a green, resilient,
and inclusive future,” said World Bank managing
director for Development Policy and Partnerships,
Mari Pangestu.

“It is essential that renewable natural capital and
human capital are given the same importance as
more traditional sources of economic growth, so
that policymakers take steps to enable long-term
prosperity.”

According to the report, global wealth grew
significantly between 1995 and 2018, and middle-
income countries are catching up to high-income
countries. However, growing prosperity has been
accompanied by unsustainable management of some
natural assets.

Low- and middle-income countries saw their forest
wealth per capita decline 8% from 1995 to 2018,
reflecting significant deforestation.

Meanwhile, the value of global marine fish stocks
collapsed by 83% due to poor management and
overfishing over the same period. The projected
impacts of climate change may exacerbate these trends.

Global wealth inequality is growing, the report
indicates. Low-income countries’ share of global
wealth has changed little from 1995 to 2018, remaining

Renewable Natural Capital, by Income Group: Wealth per
Capita Value versus Share of Total Wealth, 2018
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below 1% of the world’s wealth, despite having around
8% of the world’s population. Over one-third of low-
income countries saw declining wealth per capita.

Countries with declining wealth tend also to be
degrading their base of renewable natural assets.
For low-income countries, appropriately managing
renewable natural capital, which accounts for 23% of
their wealth, remains crucial.

Globally, the share of total wealth in renewable natural
capital (forests, cropland, and ocean resources) is
decreasing and being further threatened by climate
change. At the same time, renewable natural capital
is becoming more valuable as it provides crucial
ecosystem services.

For example, the value of mangroves for coastal flood
protection has grown more than 2.5 times since 1995 to
over $547 billion in 2018. The value of protected areas
per square kilometer has also rapidly increased.

The report shows that human capital, measured as the
population’s expected lifetime earnings, is the largest
source of worldwide wealth, comprising 64% of
total global wealth in 2018. Middle-income countries
increased their investment in human capital and in turn
saw significant increases in their share of global human
capital wealth.

Although the long-lasting effects of the COVID-19
pandemic are still unknown, low-income countries are
likely to experience the most severe impacts, with a
projected loss of 14% of total human capital.

Human capital is additionally constrained by gender
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gaps across all regions and income groups, with little
improvement since 1995. Air quality also has serious
consequences for both human capital and climate
change, and accounts for over 6 million premature
deaths annually.

The report outlines several priorities for policymakers
to diversify and rebalance their national portfolios to be
more resilient and sustainable. It recommends actively
investing in public goods like education, health, and

Arab Insurance
Oman

nature, to prevent unsustainable depletion, and manage
future risks.

Recommendations also include policy and pricing
measures that help reflect the social value of assets
and to steer private investment toward better outcomes
for all. This may include, for example, actions like
repurposing fisheries subsidies, and taking action to
price carbon and promote renewable energy assets.

Source: Global Reinsurance & World Bank
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8th Middle East Insurance Industry Awards shine a light on

digitalisation initiatives
Sixteen industry players emerged as winners at the
8th Middle East Insurance Industry Awards (MIIA),
held virtually for the second time. There were more
than 200 entries from the MENA region, of which 47
made it to the final selection. The pandemic has left
an indelible mark on the insurance sector, compelling
many insurers to adopt digitalisation initiatives.

The full list of award winners is as follows:

Life Insurance

Company of the Year 1PA ol the Year

MetLife Gulf Nextcare

General Insurance .

T G T Law Firm of the Year

Gulf Insurance Group

K.S.C.P. ey

Health Insurance Edll.cz.ltlona! & .

T G T Training Initiative of
the Year

. Bahrain Institute of
e el Banking and Finance

Takaful Company of Strategic Partner of

the Industry

the Year

National Takaful
Company (Watania)

Badri Management
Consultancy

Digital Initiative of
the Year

Cigna Insurance

Corporate Risk
Manager of the Year

Mr Ahmed Ragab, Gulf

Middle East Insurance Group

Broker of the Year Woman Leader of the
Year

Marsh Middle East & Ms Yolla El Khoury,

Africa ACE Holding

Reinsurance Young Leader of the

Company of the Year Year
Mr Hatim Maskawala
Saudi Re Badri Management
Consultancy

Reinsurance Broker
of the Year

Personality of the

Year

Mr Chakib Abouzaid,
General Arab Insurance
Federation (GAIF)

Chedid Re

Source: Middle East Insurance Review
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STAR: Activity indicators as of 30 September 2021

Tunisia: The figures published by the Tunisian
Insurance and Reinsurance Company (STAR) as of 30
September 2021 show a slight decrease of 0.7% in net
written premiums. The latter went from 291.572 million
TND (104.555 million USD) as of 30 September 2020
to 289.275 million TND (102.861 million USD) one
year later.

Non-life premiums reached 263.319 million TND
(93.631 million USD) compared to 25.956 million
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TND (9.22 million USD) for the life business.

The settled claims during the first nine months of 2021
increased by 9.3% to 182.486 million TND (64.888
million USD).

As of 30 September 2021, the financial products
increased from 65.62 million TND (23.53 million
USD) to 70.702 million TND (25.14 million USD),
thus rising by 8% over one year.
Source: Atlas Magazine
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QIC Group’s nine-month net profit jumps 491% to QRS511mn

Qatar: Qatar Insurance Company (QIC) posted a net
profit of QR511mn for the first nine months of this
year, witnessing a 491% rise compared to the same
period in 2020.

The nine-month results the leading insurer in the Middle
East North African (MENA) region were announced
following a meeting of the Board of Directors, which
was presided over by Khalifa Abdulla Turki al-Subaey,
chairman and managing director of QIC Group.

Al-Subaey stressed that increasing the return per
share (EPS) and effectively contributing to the growth
of national economy remains the Group’s first goal.
The company’s continuous growth and impressive
performance is through successful implementation of
the strategy set by the distinguished board of directors in
line with Qatar’s 2030 vision under the wise leadership
of HH the Amir, Sheikh Tamim bin Hamad al-Thani.

Chief Executive Officer Salem Khalaf al-Mannai said
the Group’s gross written premium for the nine-month
period increased by 4% to QR10bn from QR9.6bn
for the same period in 2020. International operations
profited from hardening of rates and conditions in the
international commercial insurance and reinsurance
market. In the nine months 0f 2021, QIC’s international
operations — Qatar Re, Antares, QIC Europe Limited
(QEL) and our Gibraltar- based carriers — generated
premium volume of QR7.9bn, accounting for
approximately 79% of the Group’s total gross written
premiums (GWP).

QIC the region’s biggest, most valuable and profitable
insurance company in the Middle East according to
Forbes Middle East’s annual ranking of top 100 listed
companies in the region for 2021, achieved a strong
consolidated net profit of QR511mn for 9M 2021 an
increase of 491% compared to the same period in 2020.
Source: Company»s website
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The opinions expressed in the articles doesn“t reflect GAIF positions;

the statistics are the sole responsibility of the articles authors
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