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US$1.5tn capital pool could be deployed to extend insurance
protection against climate change -- Howden

International insurance broker Howden estimates that as much as $1.5tn of total pension fund capital could be
deployed in the (re)insurance space to help close the protection gap in poor communities who are facing the

starkest effects of climate change.

In its new report, “Climate in Peril” released, Howden,
the international insurance broker, analyses a wide
range of topics that will dominate agendas in the run-
up to COP26 (26th United Nations Climate Change
conference) set to be held next month. The topics
include the science of climate change, increased loss
frequency and severity, the power of insurance in
incentivising ‘better’ behaviours through an ESG lens —
alongside the opportunities presented by the transition
to net-zero and the innovative use of insurance capital
in the disaster relief space.

Key highlights from the report are:

* Climate change is now driving the frequency and
intensity of certain perils beyond historical norms.

* Analysis of insurance industry losses in the last 50
years shows an exponential increase for weather-
related events versus other non-climate perils.

*The(re)insurancemarkethassufferedanunprecedented
run of $10bn plus weather-related losses in real terms
since 2017, with the number of events (12) more than
double anything seen in previous five-year periods.

* Global insured losses from wildfires rose a remarkable
500% during 2010-2019. This decade has got off to
an equally ominous start with the value of losses in
the first two years already double that of the decade to
2010.

* The humanitarian funding gap has grown from less
than $1bn 20 years ago, to $4bn 10 years ago, to over
$20bn today.

Mr David Howden, Howden Group CEO, said, “The
power of insurance both in removing barriers to the
transition to a lower-carbon future, and in picking up
the pieces when disaster strikes is immense. However,
we cannot continue with a model that only protects
those who can afford it. “The need to deconstruct
and rebuild insurance models in response to climate
change is an opportunity to build back a more balanced
approach, one which supports the long-term resilience
of the world’s most vulnerable populations.”

Reinsurance

The pace of change in weather disasters over arelatively
short timeframe is starting to move the (re)insurance

Global pension funds’ AuM and total capital base of non-life insurance sector
(Sournce: HY Anahytics, PwC)

Giobal pensions funds’ Aukt
—US0 50 trmcn

(Capital base of non-ifte
Lrance market:
- USD 2 & trlllon

- LD 1215 trillon
(estimated)

Dedicated traditional

S abiton

ILS andalternative capital: - USD 100 bilion

.7 Oniy a-small portion of ILS ks currently

aliocated tonon-insurance buyers (2.q.
comporations, charties, public authorities etc)
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market. The significant shift in loss experience is
forcing insurers and reinsurers to reassess their views
of risk.

Howden’s research indicates that those expecting a
return to the loss amounts of yesteryear are likely to be
disappointed: the past is no longer a guide to the future
for climate-sensitive perils.

The cost of climate in emerging economies

Communities in emerging markets contend with both
lower rates of insurance penetration and higher risk of
GDP decline than their developed counterparts. This
leaves them both more exposed to shifting weather
patterns and extreme events, and less able to draw on
funding to help with recovery. The report shows how
the impact of lost economic activity endures for longer
in developing countries by drawing a comparison
between the GDP recovery in New Zealand, following

a series of earthquakes in 2010/11, versus that of
Mozambique, following severe flooding in 2000.
Whilst New Zealand’s economy recovered just 18
months after the first event, Mozambique failed to
return to its pre-flood GDP trajectory. This example
is testament to the economic value insurance brings to
post-disaster recovery.

Disaster relief and the role of insurance

Howden believes there is an opportunity for insurance
to be used to create new markets and act as a force
for social good by building resilience in communities
without access to traditional forms of protection. Whilst
governments and NGOs are taking on a greater burden
of risk at a time of strained public finances, insurance
solutions and private capital are severely underutilised
for disaster relief funding.

Source: Asia Insurance Review & Howden

IVANS Index Q3 2021 Results Released

Commercial rates show hard market conditions persisting:

IVANS

Nearly all major commercial lines of business experienced quarterly increases in average premium renewal rate

IVANS® announced the results for Q3 2021 IVANS
Index™, the insurance industry’s premium renewal
rate index. This quarter’s results showed premium
renewal rate change for all major commercial lines of
business remained in positive territory year over year
except Workers” Compensation, which stayed negative.
Compared to the prior quarter, Q3 experienced an
increase in average premium renewal rate change
across all major commercial lines of business except
Commercial Auto, which decreased.

Premium renewal rate change by line of business for
Q3 2021 highlights includes:

Commercial Auto: Q3 average premium renewal
rate averaged 4.32%, a decrease compared to Q2’s
average premium renewal rate of 4.51%. The quarter
experienced its low in August at 4.06% and ended the
quarter with its high of 4.70%.

BOP: BOP premium renewal rate increased in Q3 with
an average of 5.05% versus 4.59% in Q2. The quarter
began with its lowest rate in July at 4.87%, and ended
the quarter with its highest rate at 5.18%.

General Liability: Third quarter premium renewal rate
rose compared to Q2, averaging 4.21% versus 3.95%.
Q3 premium renewal rate experienced its low in July
at 4.17% and reached its high in September at 4.25%.

Commercial Property: Average premium renewal rate
change for Commercial Property increased quarter

Commercial Auto

Jan 2021 Feb 2021 Mar2021 Apr2021 May2021 Jun2021 Jul 2021 Aug 2021 Sep 2021

I 2021 @1 [ 2021 Q2 s— 2020

over quarter at 5.77% versus 5.54% in Q2. The quarter
premium renewal rate change reached its low of 5.62%
in August and experienced its high at the end of the
quarter at 5.89%.

Umbrella: Q3 premium renewal rate change averaged
4.85%, rising from 4.40% in Q2. Umbrella premium
renewal rate change began the quarter with a low of
4.73% and ended with a quarter high of 4.95%.

Workers’ Compensation: Workers” Compensation
premium renewal rate change averaged -1.40%, up
from Q2 at -1.74%. The quarter premium renewal rate
change reached its low of -1.93% in July and ended the
quarter at its high of -0.82%.

“The Q3 results of the IVANS Index continues to
show we are operate in a hard market,” said Kathy
Hrach, vice president of Product Management, IVANS

2021/90/25 [ssuie 122 sl 4



Insurance. “In fact, Commercial Auto, BOP, General Liability, Umbrella and Workers’ Compensation reached
their highest average premium renewal rate of the year in September.”

Download the complete Q3 IVANS Index report here.

Source: IVANS & Reinsurance News

Reinsurer attitudes to cat risk have diverged: S&P

Analyst at S&P Global Ratings believe that reinsurers are likely to exhibit contrasting strategies to catastrophe
risk going forward, as attitudes diverge and companies choose to seek either take on or reduce their level of risk.

“While some reinsurers are increasing their market
shares, taking on increased catastrophe risk and
leveraging their alternative capital vehicles, others are
reducing their risk appetite for natural catastrophe,
given the inherent volatility of this line of business,”
S&P stated.

“We expect this divide will likely widen in the upcoming
renewalsin2022,” itadded.

The rating agency expects that property catastrophe
pricing will rise at the 2022 renewals in reaction to
the elevated losses this year, especially in the US and
Europe, which should help to sustain some reinsurers’
appetite to expand exposure and deploy more capital.

2021 will likely be the fifth year in a row that natural
catastrophe activity exceeds reinsurers’ average
expectations.

And while reinsurers can hope that losses will normalize
at some point, for now they are seeing unrewarded

earnings and balance sheet volatility, and it remains
unclear how long they will accept this situation.

S&P continues to see retrocession as a vital de-risking
tool in this environment, and although rate increases
in the retrocession market were significant, reinsurers
have maintained their use of retrocession and a few
reinsurers ceded significantly more exposure in 2021.

“We expect further rate hardening and will monitor
whether global reinsurers gradually start to cede less of
their exposure in the future,” S&P commented. “So far,
we see no sign that they will do so.”

About half of the Top 21 reinsurers increased their
absolute net exposure to a 1-in-250-year aggregate loss
by more than 10%.

Conversely, other reinsurers made defensive moves,
choosing to reduce their exposure to extreme events by
more than 15%.

Source: Reinsurance News

Stress testing of reinsurance wordings is critical to the market’s

future

There are many issues on the minds
of reinsurers at present. The after-
math of the pandemic, climate change,
Clive 0’Connell | regulation, environmental, social
ispartner | and  corporate = governance issues,
i::udr:::ed;f 4 | consolidation and the state of the market
reinsurance | generally all present sufficient fuel for
atMcCarthy | sleepless nights. There is, however, one
Denning silent issue that potentially presents
existential threat to each reinsurer and,

indeed, to their reinsureds.

The period from the early 1980s to the early 2000s,
after contract certainty was introduced and Hurricane
Katrina reset the markets and their regulation, was a
time when reinsurance disputes proliferated. At one
point, around 50% of cases commenced in London’s
Commercial Court concerned reinsurance. The past 15
years, however, have been remarkably free of disputes.

After a decade-and-a-half of scant scrutiny by the courts, the market has not had the opportunity to
test the appropriateness and value of the clauses used in reinsurance

This is clearly a very good thing for the market.
Disputes evidence uncertainty in assets and liabilities,
take up an incalculable amount of executive time
and cost considerable sums. The absence of disputes,
however, creates its own challenges and, if disputes are
to be avoided in the future, those challenges must be
faced.

Legal cases foughtby other people canhave considerable
benefits. They highlight issues with wordings and allow
those wordings to be scrutinised and interpreted. The
court’s determination of the meaning of words used in
a reinsurance wording allows reinsurers to amend their
wordings or to know the effect of those wordings and
thus to price them with greater accuracy. Learning from
other people, misfortune is a valuable and relatively
cheap way to improve one’s own position.

After a decade-and-a-half of scant scrutiny by the
courts, this opportunity to check the appropriateness

2021/10/25 [ssue 122 s 5]
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and value of clause used in reinsurance has not existed.
In that time the market evolved considerably, as have
the economy it protects and the nature of risks that
economy faces.

The products offered have changed and the way in
which they have been offered has also developed. The
perils covered have developed very rapidly.

Developing wordings

With all this change, wordings have also developed.
This development is often gradual with slight changes to
clauses and the introduction of new clauses. Sometimes
the review of a wording reveals a patchwork of clauses
and phrases pieced together over time in the same way
as a stately home might have developed from a Tudor
manor house to a Victorian palace with 20th century
plumbing and wiring added almost as an afterthought
and the gift shop and visitor centre coming some
year later. It can work but there can be incongruities,
internal contradictions and sometimes provisions that
are simply not fit for purpose.

Reinsurance is an important asset for reinsureds and the
prime liability of any reinsurer. It is a promise and what
that promise entails is only determinable by reference
to the contract wording. Single words or phrases can
alter the meaning and value of the product considerably.
Very often, those wordings are prepared when neither
party has a clear idea of the circumstances that might
give rise to a claim. They are essential, complex and
too often overlooked.

It is vital every year a reinsured should review its
portfolio of wordings to assess whether the cover
purchased matches the requirements that exist from its
evolving book of insurance business. It is slao essential
reinsurers look carefully at the wordings under which
they protect insurers to make sure they are aware of the
cover being sold and the potential consequences of that
cover.

Broker tinkering

A long period without disputes has led to some clauses
that deal with disputes being tinkered with by well-
meaning brokers seeking to minimise any difference of
view between the parties to the contract. The addition
of mediation clauses or arbitration provisions that allow
the arbitrators to ignore law and determine disputes by
unspoken and undefined principles of fairness or equity
are among the worst of these tinkerings, removing,
as they do the essential quality of certainty from the
contract. The dispute resolution provisions are central
to the interpretation and understanding of the entire
contract. The meaning of all other provisions hangs on
them. They are central.

Mediation is a wonderful and very useful process,
but it must be used with care and not imposed on
future disputes for whose resolution it may be totally
inappropriate.

Equity clauses were stricken from reinsurance wordings
25 years ago at the time of the Arbitration Act 1996 but
have recently been drifting back. They deny the parties
and their advisers the ability to predict the outcome of
a dispute and, in so doing, are more likely to create
disputes and frustrate their early resolution.

Equally difficult are clauses providing for arbitration
in and subject to the laws of jurisdictions that do
not have experience of reinsurance disputes and are
bereft of experienced lawyers and arbitrators. In such
jurisdictions, it becomes difficult to predict the outcome
leading, again, to uncertainty.

Those involved in reinsurance are not kept awake by
fears their wordings will not perform as they anticipate.
Perhaps they should be. Or perhaps they should follow
the simple expedient of ensuring their wordings are
given an annual review.

Source: Insurance Day

Bataille des chiffres

Déréglement climatique : les dommages diis aux catastrophes
naturelles n’ont absolument pas explosé sur les 25 derniéres

années

Selon un article de la revue Risques, le montant des dommages li€s aux catastrophes naturelles ne permet pas
de trancher le débat sur I’augmentation de I’intensité ou de la fréquence des catastrophes naturelles liées au

réchauffement climatique.

Dans la revue Risques, vous indiquez, grace aux
exemples des cyclones aux Etats-Unis depuis le début
du XXeme siecle, que le montant des dommages liés
aux catastrophes naturelles n’est pas un argument
valable pour parler d’'une augmentation de I’intensité ou
de la fréquence de ces catastrophes naturelles dues au

réchauffement climatique. Pour commencer, comment
est-ce qu’on peut chiffrer le montant des dommages
causés par une catastrophe naturelle ?

Daniel Zajdenweber : Pour ce qui est des dommages
liés aux catastrophes naturelles ou de toutes origines,

2020/10/25 [ssue 122 ssf 6]



notamment aux Etats-Unis, il y a d’excellentes sources
de données officielles qui proviennent soit d’évaluations
faites par des organismes publics, soit par les assureurs
ou le assurés, soit par des études qui sont signalées dans
la bibliographie des articles que j’ai écrit. Il y a eu des
scientifiques et des universitaires qui ont travaillé en
relevant des données conté par conté. Il y a eu plusieurs
statistiques officielles qui ont été corrigées pour tenir
compte de I’inflation, de I’augmentation des biens,
de la croissance économique. Les assureurs parlent
d’exposition puisqu’ils savent combien ils ont payé
d’indemnisations mais surtout, ils connaissent la valeur
des biens assurés. Grosso modo, dans les catastrophes
climatiques, on consideére que la moiti¢ des dommages
sont assurés et I’autre moitié ne 1’est pas .

Comment expliquer que les dommages dis aux
catastrophes naturelles n’aient pas explosé sur les 25
dernic¢res années. Est-ce dii a un plus faible nombre
de catastrophes naturelles que ce que I’on peut penser
? Est-ce dii a une économie qui s’adapte désormais
mieux a ces cas de figure ?

Emmanuel Garnier : Comme je le démontre dans mon
article pour « Risques », les reconstructions historiques
des catastrophes climatiques ne laissent pas apparaitre
de signal climatique, un constat également fait par le
CRED (UCL Louvain), institution de référence au plan
international pour les catastrophes) dans son dernier
numéro. Comme moi, il déclare, je cite, “if we look at
the number of events per calendar year (from 2001),
there is no clear trend visible”.

En conséquence, je ne pense pas qu’il faille y voir les
signes tangibles d’une « adaptation » de nos économies.

Depuis que ces chiffres ont été « normalisés », ¢’est-a-
dire en prenant en compte 1’augmentation des variables
comme la croissance de la population sur les littoraux
ou ’inflation des biens immobiliers en bord de mer, a
combien peut-on chiffrer ces dommages en milliard ?
Daniel Zajdenweber : On sait a peu pres qu’il y a des
cyclones qui sont assez anciens mais quand on les «
renormalise » avec 1’augmentation de la population,
on arrive a des montants faramineux qui approchent
et dépassent méme la centaine de milliards de dollars
pour un événement. Il y a 100 ou 120 ans, certains
endroits étaient inhabités sur les cotes Américaines. On
a un bon exemple chez nous avec la cote d’Azur.

Si on prend I’exemple des sinistres qui ont eu lieu en
France comme la tempéte Xynthia, est-ce qu’on peut
parler, plutot que du réchauffement climatique, d’une
défaillance des administrations dans la délivrance des
permis de construire ?

Daniel Zajdenweber : Dans le cas de Xynthia, les
historiens connaissent bien la chose. Il y a 50 ans,
personne n’habitait 1a ou on a construit des lotissements
touristiques. D’autant plus que c’était sur des bords de

mer trés exposés a des tempétes. Ces tempétes n’ont
pourtant rien d’extraordinaires comparées a celles en
Hollande, ou I’on a construit des digues aussi hautes
que des maisons.

Si toutes ces raisons, n’invoquant pas le réchauffement
climatique, expliquent I’importance des dégats
enregistrés, pourquoi est-ce que certaines personnes
continuent d’évoquer ces chiffres en tant que preuve
irréfutable ?

Daniel Zajdenweber : Est-ce que le réchauffement
climatique est a 1’origine de tempétes plus intenses,
plus fréquentes ? Ce n’est pas évident de répondre.
Il y a des cas ou c’est évident comme les sécheresses
et des grandes inondations mais cela dit par rapport
a l’accroissement des richesses, le réchauffement
climatique n’a pas I’importance qu’on lui attribue.
A long terme oui mais pas a court terme. Si vous ne
construisez pas sur les cotes, vous n’aurez pas de dégats
liés aux tempétes. Le réchauffement climatique ne se
mesure pas d’une année sur ’autre, il se mesure de
dizaines d’années sur dizaines d’années ou de centaines
d’années sur centaines d’années. Il y a un probléme de
temporalité. On ne peut pas utiliser, en 1’état actuel des
connaissance, les dégats pour parler d’une hausse des
catastrophes naturelles. Ce n’est pas le bon levier pour
comprendre.

Pourtant, tous ceux qui vont a I’encontre de la posture
dominante des défenseurs des théses du Giec sont vus
comme des climatosceptiques. Cela nuit au débat ?

Daniel Zajdenweber : Ceux qui ont écrit qu’on ne
pouvait pas partir des dommages pour parler du
réchauffement climatiques ont ¢été accusés d’étre
climatosceptiques mais ce n’est absolument pas le cas.
Ils disent simplement qu’avant d’utiliser les données
des dommages, il faut corriger ces données. C’est le
fait qu’on ait construit sur les cotes qui a tout changé.
Tout le monde veut s’installer sur les cotes car le
climat y est meilleur et les marchandises arrivent via
les ports. Mais en bord de mer, il y a plus de tempétes.
Aujourd’hui, la majorité des populations vit tout pres
de cotes, tous les démographes le savent.

Est-ce que les assureurs n’ont pas un role a jouer pour
apporter plus de clarté au débat ?

Daniel Zajdenweber : Le probléme, c’est qu’en France,
ily ades systémes d’indemnisation liés aux catastrophes
naturelles qui ne sont pas assez discriminants pour
empécher de construire des pavillons au bord de 1’eau.
SI vous étes inondé€s, vous serez largement indemnisés.
Il y a eu beaucoup de congres et de colloques sur ce
probléme mais c’est un probléme d’ordre historique,
comment interdire a certaines personnes de s’installer
au bord de I’eau et en autoriser d’autres ? C’est un
probléme inextricable.

Source: Atlantico
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Actuaries bridging the technical gap

The actuarial profession has gained prominence rapidly in the MENA insurance
industry over the past few years. We spoke to Badri Management Consultancy’s Mr
Hatim Maskawala about the future of the profession in the region.

By Jimmy John

Until a few years ago, actuaries in the MENA region
were employed primarily in life insurers and only
a handful of non-life insurers relied on them. The
situation has evolved rapidly over the past few years.

“While the initial push to increase technical standards
of the non-life industry came from regulators, insurers
themselves have now realised the value addition
brought about by actuaries to the non-life domain,” said
Badri Management Consultancy managing director
Hatim Maskawala.

Actuaries play a strategic role

He said that companies in the region now rely heavily
on actuarial reports for making strategic and operational
decisions, which is set to grow further in the future.
This, he said, was because of the pressures on pricing
from alternative distribution channels, the drying up
of excess capital and the need to predict the impact of
management decisions on solvency, the reduction in
excess reinsurance capacity leading to more optimised
reinsurance purchasing and the implementation of
IFRS17. This requires companies explicitly to disclose,
among other things, their risk adjustments in order to
increase transparency of financial disclosures.

Opportunities and challenges

Mr Maskawala believes that the major opportunity for
actuaries intheregion lies in further embedding actuarial
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services in the operations of insurance companies,
especially at a strategic level, which includes planning,
reinsurance optimisation and risk management.

Mr Maskawala said that changing the status quo was
the major challenge for actuaries in the region, which
has enjoyed low combined ratios and high profitability
in the past.

Another challenge is the dominance of brokers in
distribution since when it comes to pricing, they prefer
flat rates for retail lines and rely on market-competitive
rates for commercial business. This results in limiting
the use of actuarial techniques.

“There 1s a need for regulations to evolve as, without
their support, few companies in the region will invest
in actuarial services,” said Mr Maskawala.

Future of the profession

The number of actuaries working in the region has
increased significantly over the recent past which bodes
well for the profession in the MENA region.

“Currently, most of the hiring happens in consultancies
but as more and more companies start using actuarial
services and realise the value brought by the profession,
we will start seeing larger actuarial departments within
insurance companies as well,” said Mr Maskawala.

To read more details, please click here

Source: Middle East Insurance Review Magazine, Issue Oct 2021
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AM Best Affirms Credit Ratings of Compagnie Centrale de Réassurance

(CCR)
Algeria: AM Best has affirmed the Financial Strength
Rating of B+ (Good) and the Long-Term Issuer Credit
Rating of “bbb-" (Good) of Compagnie Centrale de
Réassurance (CCR) (Algeria).

The outlook of these Credit Ratings (ratings) is stable.
The ratings reflect CCR’s balance sheet strength,
which AM Best assesses as very strong, as well as its
strong operating performance, neutral business profile
and marginal enterprise risk management. The ratings
do not include any lift or drag from the company’s
ownership by the nation of Algeria.

CCR’s balance sheet strength is underpinned by its
risk-adjusted capitalisation, which was at the strongest
level at year-end 2020, as measured by Best’s Capital
Adequacy Ratio (BCAR), supported by relatively
low underwriting leverage and good internal capital
generation. The company has a moderate dependence
on retrocession coverage, which is used to protect
peak exposures, notably domestically in Algeria. The
balance sheet is protected further by a state guarantee
(in the form of an interest free loan facility) covering
business written as part of Algeria’s compulsory
natural catastrophe scheme, which represented 10%
of CCR’s gross written premiums (GWP) in 2020.
The balance sheet strength assessment also factors
in CCR’s exposure to elevated and increasing levels
of economic, political and financial system risk
associated with Algeria, with approximately 95% of
assets invested domestically.

CCR’s strong operating performance assessment
reflects its track record of operating profitability, with
a five-year (2016-2020) weighted average return-

on-equity ratio of 13%. Operating results have been
underpinned by stable and robust technical results and
good investment returns. The company’s strong five-
year weighted average combined ratio of 83% over the
same period is driven by its highly profitable domestic
business in Algeria, which easily absorbs the relatively
weaker performance associated with the company’s
international expansion. AM Best expects prospective
underwriting profitability to remain robust, supported
by relatively low net risk retention, a conservative
underwriting approach and favorable domestic market
conditions.

The company’s neutral business profile reflects its
dominant position in Algeria’s reinsurance market,
where it had an estimated market share of 60% in
2020, as measured by ceded premium. CCR continues
to benefit from compulsory reinsurance cessions in
its domestic market. The company’s strong domestic
market position, however, also creates a concentration
and reliance on the Algerian market, which remains
a partially offsetting factor. In 2020, CCR generated
82% of its GWP in this market, although it has been
gradually increasing its share of international business
in recent years.

CCR’s risk management framework is considered at
an early stage of development, although this has been
an area of focus and development for the company
over recent years. AM Best expects risk management
capabilities to improve with the integration of an
internal capital model in company’s strategic decision-
making process.

Source: AM Best
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