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Foreword

The 14" Annual Meeting of the Sponsoring Group Reinsurance was held 25 June
2021. Due to COVID-19, the event was held in an online format again this year. Some
80 representatives of the (re)insurance companies involved in the Sponsoring Group
took part in the meeting, along with guests. Offered for the seventh time as part of
the Annual Meeting, the Researchers’ Corner gave the seven academic researchers
at the Cologne Research Centre for Reinsurance an opportunity to deliver a
presentation on the research project in which each is involved in 2021.

Over the course of three sessions, the most important results of the scientific studies
by the Cologne Research Centre for Reinsurance were presented and discussed.
The heterogeneity of the topics presented reflects the dovetailing of Cologne
Research Centre with reinsurance practice.

Session 1

a) Frank Cremer (M.Sc., FCII, cand. PhD): Availability and Standardisation of
Data on Cyber Risks

b) Jorg Dirks (M.Sc., FCIl): Silent Cyber in Reinsurance — Challenges and
Opportunities

C) Wolfgang Koch (M.SC., FCII): Assessment of the BaFin Guidance Notice on
Dealing with Sustainability Risks in Risk Management

Session 2

a) Lihong Wang (M.Sc., FCIl): The Impact of COVID-19 on the Chinese
(Re)Insurance Industry

b) Robert Joniec (M.Sc., FCII, cand. PhD): The Reinsurance Market as an
Allocation Mechanism — The Downside of the Traditional

Session 3
a) Fabian Lassen (M.Sc., FCII): Use of Auctions for Reinsurance placement

b) Fabian Putz (PhD): Reinsurance Aspects of Ecosystems in the Automotive &
Mobility Field

With the publication series, ‘Proceedings of the Researchers’ Corner’, the Cologne
Research Centre for Reinsurance meets the desire for publication of the research
results of our researchers along with the related discussions. The titles are
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reproduced in keeping with the above agenda of the Researchers’ Corner for the
14" Annual Meeting of the Forderkreis Rickversicherung [Sponsoring Group
Reinsurance].
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Cologne Research Centre for Reinsurance

The Professorship for Reinsurance was established in 1988; Prof. Stefan Materne
received the first appointment to the professorship. The position was redesignated
the Chair for Reinsurance by rectorate decision in 2008. The basis for this was the
defined field of instruction and research comprised by reinsurance together with
related topics such as alternative risk transfer, captives, insurance-linked securities,
etc. In particular, the integration of the Chair of Reinsurance within the Institute of
Insurance Studies at the Cologne University of Applied Sciences permits a focus on
instruction and research in the field of reinsurance. The focus on the specialisation
in reinsurance, in turn, promotes the international reputation of the chair and of the
affiliated Cologne Research Centre for Reinsurance.

The Cologne Research Centre for Reinsurance currently employs seven academic
researchers, an academic project manager, a research assistant and a student
assistant and ensures the bidirectional transfer of knowledge between theory and
practice. This takes place, firstly, through continuous, bilateral project cooperation as
well as an exchange of views with the respective experts in the field, and secondly,
through publications by the Cologne Research Centre for Reinsurance and the two
major scientific events held each year (Cologne Reinsurance Symposium, Annual
Meeting of the Forderkreis Rickversicherung [Sponsoring Group Reinsurance]).

Since 2004, the Cologne Research Centre for Reinsurance has hosted the Cologne
Reinsurance Symposium free of charge, an annual event with more than 500
attendees. This event, with its top-flight presenters and international implementation
with the aid of simultaneous interpreting, shapes the international reputation of our
reinsurance-oriented activities.

The Cologne Research Centre for Reinsurance is fully financed by third-party funds
provided from the Sponsoring Group Reinsurance, in which there are currently 88
companies involved. These are risk carriers (with an approx. 85% market share
worldwide) as well as transferors and reinsurance-oriented service providers.
Whether in the academic world or in the reinsurance market, there is no other
institution similar to the Sponsoring Group Reinsurance.



Sponsoring Group Reinsurance
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The Annual Meeting of the Sponsoring Group Reinsurance is held once a year,
offering another major scientific event for the Cologne Research Centre for
Reinsurance. Participants include representatives of (re)insurance-company
members of the Sponsoring Group Reinsurance along with invited guests.
Researchers’ Corner, a lecture event in which the seven current academic
researchers of the Cologne Research Centre for Reinsurance present the results of
their research, represents another important opportunity for interaction with
practitioners.

The solid practical relevance of our research activities is manifested in their full
financing by the Sponsoring Group Reinsurance — which is funded by the (re-
)insurance industry — and in excellent attendance at the Cologne Reinsurance
Symposium and the Annual Meeting of the Sponsoring Group Reinsurance.

We want to thank the Sponsoring Group Reinsurance, the University leadership and
administration, ivw Koln [the Institute of Insurance Cologne] and the employees of
the Cologne Research Centre for Reinsurance for all their support provided towards
research projects and events.
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Availability and Standardisation of Data on
Cyber Risks

Frank Cremer, M.Sc. / FCIl / PhD cand.

The magnitude of cyber risks Data availability is limited
+ ‘NotPetya’ ransomware attack caused approx. 10 billion US * Lack of data due to missing history

dollars in damage in 2017 + Companies that have suffered cyber damage rarely
+ In 2017, ‘WannaCry’ led to damage of approx. 92 million publish this fact

pounds sterling * Cyber risks are dynamic and mutable

+ Ransomware attack on the Colonial Pipeline

* ‘Cybercrime cost the gl’obal gsononty gan eStL"I“':t‘:dhgﬁszm ‘The average cyber insurance claim increased from 145,000
billion US dollars,in 2020 (reekssminetal. 2229 g dollars in 2019 to 359,000 US dollars in 2020.’

(FitchRatings, 2021)
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14th Annual Meeting of the Forderkreis Ruickversicherung
[Sponsoring Group Reinsurance]
Researchers’ Corner, 25 June 2021

Availability and Standardisation
of Data on Cyber Risks

Frank Cremer, M.Sc. / FCII
Frank Cremer (M. Sc., FCIl) works as an academic '

staff member at the Cologne Research Centre for
Reinsurance. Under a partnership with the University
of Limerick, he is completing his doctorate on various
aspects of the topic of cyber (cyber risks, risk
transfer, cybersecurity). For the Cologne University
of Applied Sciences, the doctoral research is being
supervised by Prof. Dr. Michael Fortmann.

The frequency and the dimensions of cyber risks are forever growing in scale. The
NotPetya ransomware attack in 2017 is one example of this. The damage totalled to
10 billion US dollars, as the ransomware exploited a vulnerability in the Windows
system that permitted it to spread independently throughout the worldwide network.
That same year witnessed the launch by cybercriminals of the WannaCry
ransomware, which resulted in damage estimated at 92 million pounds sterling.

The Irish Health Service (HSE) fell victim to a ransomware attack just this year. The
Irish Government was faced with a ransom demand of 20 million US dollars to restore
services after the attack. A ransomware attack perpetrated on the Colonial Pipeline
just a few weeks prior had had a significant impact on the US economy. The attack
temporarily prevented some 45% of the US east coast from being supplied with
diesel, petrol and kerosene. As a result, in the short term the average price in the US
rose by 7 cents to $3.04 per gallon, the highest level in seven years. Colonial Pipeline
also confirmed that it had paid a ransom of 4.4 million US dollars to the hacker group
after the attack. Inadequate cybersecurity is estimated to have led to 945 billion US
dollars in damage to the global economy in 2020.

Despite the threat on this order of magnitude, the availability of data on cyber risk is
still very limited. Practitioners in the field and the academic literature on the topic list
the following reasons for this limitation:

e Lack of data due to missing history
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e Companies that have suffered cyber damage rarely publish this fact

e Cyber risks are dynamic and mutable

This lack of data poses problems for many companies. A sufficient basis of data is
essential to insurers that seek to provide corresponding insurance cover as part of
the risk transfer, as a sustainable calculation of the risk premium is more difficult in
the absence of comprehensive data on cyber damage. The study by FitchRatings
offers an example of the increased difficulty of carrying out sustainable calculations.
In 2019, for example, the average level of insured cyber damage stood at 145,000
US dollars. By 2020, this amount had increased to 359,000 US dollars.

To compensate this shortage of data and offer some indication of the status quo on
the data available on cyber risks, the researchers prepared a systematic overview to
offer cyber risk stakeholders a database of publicly accessible data on cyber risks
and cybersecurity. The study focussed on the data sets used in the academic
literature.

In an effort to gain complete coverage of the literature, various databases were
queried in search of relevant literature on the topic of cybersecurity and cyber risks.
Given the overlaps discovered and a need for simplicity, the selection was confined
to four databases.

Four academic databases were searched for relevant studies using the search string
of cyber security OR cyber risk AND database OR dataset. The first run identified
5219 studies that met these search criteria. These studies were subsequently filtered
using further criteria. Consideration was thus narrowed to studies published over the
previous 10 years in peer-reviewed journals. Duplicates were eliminated, and a check
for relevance was performed. This left 255 studies that were usable for further
research.

These studies were divided into three different categories: The impacts of cyber risks,
the causes of cyber risks and cybersecurity. As a final step, the data sets examined
were consolidated. The research resulted in the identification of 77 unique and
publicly accessible data sets.

Cyber insurers can use the open data sets to improve their grasp and assessment of
cyber risks. This way, data sets on impacts can be used to better measure financial
effects and their frequency. These data could be combined with existing portfolio data
from cyber insurers, and integrated with existing pricing tools and pricing factors, to
assess cyber risks more effectively. A combined data set of portfolio data and
external data sets can facilitate risk-adjusted pricing of cyber insurance, which in turn
could also benefit policyholders. Stakeholders in cyber insurance can also use the
data sets to identify patterns and improve the accuracy of their predictions; this would
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be in the interest of more extensive cyber insurance cover. Furthermore, the data
sets could help specify a standardised definition in an effort to promote transparency
and clarity. Shared terminology could lead to a more sustainable cyber market in
which cyber insurers take informed decisions about the amount of cover and
policyholders understand their cover.

Discussion

Is the increase in average loss the result of a targeting of larger enterprises, or is
it the product of a more aggressive strategy on the part of the attackers?

Depending on their configurations and skills, cybercriminals also target larger
undertakings. Digital crime has increased as well, leading to a higher probability
of attack. One reason often cited for this is the profitability that this sector has to
offer for criminals.

Specifically, what data do the data sets include, and how can insurers make use
of them?

The category of the impacts of cyber risks, for example, includes data on the
frequency of attacks, their impacts and the average loss involved. Trends in the
possible claims situation are discernible particularly in the case of ransomware
attacks. The pricing tools previously used often tended to be more scenario-based
and relied on inadequate data sets.

Is it possible to trace the money flows behind cyber attacks?

Attempts to trace the money flows have proven largely unsuccessful to date. In
the case of the ransom payment (in Bitcoin) for the Colonial Pipeline, however, it
was possible to recover 2.3 million US dollars with the aid of the FBI.

Please contact Frank Cremer (frank.cremer@th-koeln.de) with any questions or
comments.
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Silent Cyber in Reinsurance — Challenges and

Opportunities
Jorg Dirks, M.Sc. / FCII

Silent cyber: Risks from cyber exposure that primary and
reinsurance companies ‘either did not register at all or failed to S"ent Cybel’ EXDOSU re
sufficiently assess.’ (g 2015

= Cyber is developing more dynamically than any other hazard.

= The greatest business risks are looming in the cyber sector.

General
Liability

The most important business risks: Global

Europe
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2. Business Interruption (2)
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2

3. Cyberincidents (1) Asia Pacific
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Africa & Middle East

1. Pandemic outbreak
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3. Cyber incidents (2)
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Einheitliche Definition und
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14th Annual Meeting of the Forderkreis Ruickversicherung
[Sponsoring Group Reinsurance]
Researchers’ Corner, 25 June 2021

Silent Cyber in Reinsurance -
Challenges and Opportunities

Jorg Dirks, M.Sc. / FCII

Jorg Dirks (M.Sc., FCIl) is employed full-time at
Hannover Re as an underwriter for aerospace
reinsurance, where he supervises the Asian region.
He is also a staff member at the Cologne Research
Centre for Reinsurance at the Cologne University of
Applied Sciences.

The ‘cyber’ threat is regarded as a growth area in the
primary and reinsurance sectors worldwide and for the past five years has been
developing more dynamically than any other hazard. This major topic concerns both
primary and reinsurance companies in all areas, whether in property, liability,
transport or accident insurance. Services (prevention, risk-based pricing models and
claims processing, for example) present a global growth market for the reinsurance
industry.

The complexity of the cyber threat and the evolving nature of the risk involved present
a host of challenges for the design of insurance products, for underwriting, for risk
management and for cumulative control — for both primary and reinsurance
companies. Correct assessment of cyber risk is therefore indispensable, and the right
approach must always be developed further. Special attention needs to be given to
the variety of forms a cyber event can take. Thus, primary and reinsurance
companies can incur not only the costs of data loss, but also the costs of
reconstructing IT infrastructure, the costs of network and business interruptions,
costs of crisis management, costs of reputational risk, and the costs of third-party
liability claims.

The complexity of a risk, its assessment and, above all, the lack of data and
understanding become decisive factors when considering the enormous cumulative
potential of cyber policies. New, complex and dynamically evolving areas of threat
call for solution approaches that extend far beyond classic primary and reinsurance
cover.
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Because connectivity and cyber technology are ubiquitous, a widespread single
event can lead to a large number of cyber contracts. Silent cyber scenarios in
particular need to be specially factored into risk-based pricing. Even if the cyber line
presents considerable growth opportunities in the primary and reinsurance sector,
underestimating the technical and risk-related complexities involved can lead to fatal
consequences.

The word ‘silent’ or ‘non-affirmative’ must be understood as an issue that arises
implicitly without explicit commentary or explanation. This thus comprises all
insurance lines that define the insurance claim on the basis of an all-risks concept
and do not explicitly exclude cyber risks.

Many conventional lines neither mention nor explicitly exclude cyber risks. By
contrast, other lines define cyber risks but do not formulating them comprehensively,
as in these lines:

e Property

e General Liability
e E&O

e D&O

Silent cyber exposures may remain a threat in the lines of technical or industrial
insurance, in transport and aviation insurance, or in motor-vehicle insurance, as
exclusions for cyber either are inadequately stated, or there are still no exclusions for
these lines at all.

Hedging against silent cyber risks — risks that either have not yet been identified or
have been inadequately assessed — confronts the reinsurance industry with
challenges, but this can also create opportunities and revolutionise an industry.

Some of the challenges involved are:

e Accumulation

e Risk of change

¢ Risk-appropriate pricing

e Lack of data

e Cumulative risk

e Explicit vs. non-explicit cyber scenario (silent cyber)
e Uniform definition and services

In both the primary and reinsurance sectors, there is still uncertainty as to whether

the risk of cyber attack might be hedged unnoticed or unintentionally through hedges
outside the cyber line.
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As aresult of the increasing interconnectivity of the economy as well as monocultures
of hardware and software, a cyber incident can hit many companies simultaneously
and wreak considerable macroeconomic damage, particularly in critical
infrastructures. Infrastructures are considered critical if the consequences of an
outage cannot be remedied through claim payments in monetary form alone. In cases
such as these, the transfer of risk with the aid of cyber reinsurance reaches its limits.

Alongside the challenges, however, silent cyber risks also pose opportunities for the
reinsurance industry. Uncertainties in hedging could be eliminated through a
sustainable underwriting concept, a clear and unambiguous definition of risk, through
regular reviews of calculation approaches and through checks of accumulation
scenarios. Forms of hedging through government and pool solutions, could also
complete a holistic hedging of cyber risks, perhaps taking the form of close
cooperation with primary insurers and reinsurers and in cooperation with government
solutions. The idea is for primary and reinsurance firms to join forces with these to
create ‘cyber risk pooling’ and provide full protection against cyber attacks.

Discussion

e Exactly how is ‘silent cyber’ defined? How should silent cyber risks be approached
in existing forms of cover?

According to a definition by Stefan Golling, Board of Management member at
Munich Re, the term ‘silent cyber’ entails risks ‘that either have yet to be identified
or have not been sufficiently assessed. This concerns a large number of
conventional policies in which cyber risks go unmentioned, for example, or are
not explicitly included or excluded, meaning they can also lead to exposure in
property and liability portfolios’.

o Are silent cyber risks actually uninsurable, or what must a possible approach to
hedging against them involve?

There are loss scenarios that reinsurance companies might not be able to cover
at all—or, if so, only to a very limited extent, such as a large-scale systemic failure
of a critical infrastructure.

Close interaction with primary insurers and reinsurers is an indispensable part of
adequately assessing and insuring against cyber risks. It is also important to
involve the end customer and external partners in an effort to arrive at a shared

-16 -



understanding of how to deal with cyber risks. Uncertainties in hedging could be
eliminated through a sustainable underwriting concept, a clear and unambiguous
definition of risk, through regular reviews of calculation approaches and through
checks of accumulation scenarios. Integral hedging of cyber risks could also be
extended through state and pool solutions.

Please contact Jorg Dirks (joerg.dirks@th-koeln.de) with any questions or comments.
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Reinsurance Market as Allocation Mechanism —

The Downside of the Traditional

Robert Joniec, M.Sc. / FCIl / PhD Cand.
Theoretical background market design

Market design is an discipline in economics that combines the architecture of a market with its goals and builds
on game theory and microeconomics
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14th Annual Meeting of the Forderkreis Ruickversicherung
[Sponsoring Group Reinsurance]
Researchers’ Corner, 25 June 2021

The Reinsurance Market as an Allocation Mechanism —
The Downside of the Traditional

Robert Joniec, M.Sc. / FCIl / PhD cand.

Robert Joniec has been member of academic staff at
the Cologne Research Centre for Reinsurance since
2017. In addition, he is a PhD student at the
University of Limerick and is investigating the
influence of alternative risk transfer on the market for
reinsurance. His main occupation is as a member of
the Strategic Advisory EMEA Team at Guy
Carpenter & Company GmbH.

This year’s research topic concerns the allocation mechanism in the reinsurance
market and the potential disadvantages it can entail. The project can thus be
classified in the discipline of ‘market design’, which builds upon microeconomics and
game theory. As the project progresses, first the theoretical framework will be
established and placed in the reinsurance context. The second part will offer insight
into and an outlook upon current research questions.

Market design is a research field in which a market’s architecture is combined with
its objectives. The basic assumption holds that the rules of a market influence the
incentives of market participants and hence the overall outcome (price, allocation).
The totality of rules thus describes what is referred to as the ‘allocation mechanism’.
Even tiny differences in the allocation mechanism and in the motivation of market
participants can have a major impact on results. This results in a very wide range of
applications, e.g. from organ transplants to the labour market or financial markets,
and hence the market for reinsurance as well. The link between the allocation
mechanism in reinsurance and efficient allocation has not yet been sufficiently
investigated. In the financial context, the ask-bid spread that arises during brokerage
is used to measure a market’s efficiency. The difference between capital costs and
capital gains could be interpreted as a counterpart to this, assuming reinsurers act
as brokers between risk and capital (at least in their asset-liability management). An
additional dimension concerns the volatility of the actuarial risk, as this can strongly
influence capital gains. The average spread between capital gains and capital costs
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in the reinsurance market is high and relatively volatile over time — as already
suggested, claims from major natural disasters play a role here as well. These claims
are not necessarily the only explanation, however. To gain a better grasp of the
situation, the role of reinsurers as brokers must be considered more closely.

The main tasks of a broker include:

e Market clearing, i.e. pricing with the aim of achieving a correspondence between
purchases and sales,

¢ Generating information,

e The product and quality guarantee and

¢ Monitoring and contract services.

All of these tasks are also true of the work of reinsurers. They have greater success
in fulfilling some of these tasks and less success in others. For example, the
reinsurance cycle presents an obstacle to a particularly efficient market clearing. On
the other hand, product and quality guarantees are very strong in the reinsurance
sector (where some of the largest reinsurers have been operating for well over 100
years). Based on these tasks, we identify three challenges with regard to the
allocation mechanism in reinsurance.

1. The moment they seek to maintain a predefined equity level while underwriting
reinsurance business at the same time, reinsurers are exposed to inventory risk.

2. Backlogs of renewals — through information-dense interaction over a short period
of time (renewal periods) — lead to an operational bottleneck as a result of which
insurers and reinsurers might not be optimally paired (stable allocation) and the
market will grow ‘thinner’.

3. The average degree of standardisation in reinsurance is very low.

One impact of these backlogs becomes evident with the aid of data from last year’s
research project (‘How valid are research results?’). Only approx. 65% of the
contracts (excesses for natural disasters from the USA) were effective 1 January.
The remaining contracts were renewed on other reference dates — sometimes for
historical reasons (thawing of the Bering Sea in spring), but also because better
conditions are expected outside the main renewal period. Theoretically speaking, as
many market participants as possible are desirable at any given time, as the number
of participants has a positive impact on market efficiency.

With a reinsurance auction, we can take a first step in the direction of the research
question that seeks to examine how challenges such as these affect allocation in
reinsurance. Reinsurance auctions provide a laboratory-like setting in which clearly
defined rules can be linked to recorded bidder behaviour and outcomes. Auctions are
thus quite well-suited to the effort to determine which rules are appropriate to
reinsurance, depending on the desired result.
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The brokers AON, Guy Carpenter and Tremor currently offer auction platforms that
they themselves have developed for reinsurance placement. With the aid of records
from the Guy Carpenter platform, we gained an initial insight into 17 auctions and
approx. 165 bids from reinsurers. At first glance, it is striking to note that none of the
bidders pursued a clear strategy. Based on the rules and the results, however, it can
also be seen that there may well be strategies in effect. Earlier participation is more
likely to lead to success than later participation, for instance. Auctions remain open
for 7 days, with success measured by a reinsurance premium that exceeds that of
the bidders in the final allocation. Unfortunately, the information is not sufficient to
generate meaningful results based on empirical studies. Further insights are needed
(in our view, a game-theoretical study would be particularly exciting!) and highly
relevant for the reinsurance market of the future. Further steps will develop potential
rules for auctions, with their advantages and disadvantages in the reinsurance
context. This is intended to help create a framework in which firms and researchers
can undertake further investigations.

Discussion

¢ Why have the existing platforms been unsuccessful thus far?

The reasons for this might involve the continued low level of standardisation and
automation of the steps antecedent to pricing — modelling, contract negotiations
(wording), etc. Market participants can view the ultimate placement as a final step
for which no auction is required. This is particularly true if prices do not create a
pressure to act during a soft market phase. Research also has an important role
to play, however. Advantages and disadvantages at the enterprise and market
level have not yet been sufficiently investigated.

In response to the question of whether uniform contracts play an important role
for company representatives, the premise of the question was underscored even
further. Uniform contracts are a high priority for the companies.

Please contact Robert Joniec (robert.joniec@th-koeln.de) with any questions or
comments.
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Assessment of the BaFin Guidance Notice on Dealing with

Sustainability Risks in Risk Management
Wolfgang Koch, M.Sc. / FCII

. Sustainability risks (ESG risks) in the ‘Environment’ area subdivided into physical risks and transition risks
. Good practice approach: ‘Compendium of non-binding procedures’
. Principle of proportionality: Measures should be based on the type, magnitude and complexity of the risks involved

Delimitation into a separate risk type ‘Sustainability risks’ is not possible (Section 2.7)

Market risk / Actuarial risk Actuarial risk Reputational/ Operational
default risk Damage/accident Life/health strategic risk risk
|
« Falling share and * Decline in motor- * Heat effects » Consequences of « Stiffer regulatory
bond values of vehicle business due (mortality of older non-compliance with requirements (new
fossil-focussed to mobility age groups) climate-related expertise)
companies transition and « Possibly opposite specifications
« Physical damage to working from home effects in longevity
tangible assets * Physical damage and mortality risk
(frequency and (diversification)
intensity)

Requirements for risk management (Section 6)

» Expand guidelines and escalation processes for involvement of the management
level

* Risk indicators depending on risk appetite and risk-bearing capacity. Proposal: Risk
indicators of the Network for Greening the Financial System (NGFS)

Integration of risk-management process

Methods « Exclusion criteria / limits for companies (by means of heat maps)
« Standards-based screening, e.g. Principles for Responsible Investment (PRI)

» Check whether transaction is risky based on heat maps
« If so, more intensive analysis, e.g. through sustainability rating
* Risk classification: Dialogue, contractually agreeing progress, rejection

Risk-analysis method or risk-classification
method

+ Use available tools for risk inventory or portfolio analysis

Tools for risk inventory or portfolio analysis | | Conducting risk workshops is conceivable

+ Address sustainability risks in the framework of existing reporting channels,
In-house reporting otherwise specific reporting
* ORSA: Sustainability risks in the risk profile

Assessment of the Guidance Notice

. Good practice: Voluntary nature of the Guidance Notice must be stated more clearly and enacted by the supervisory authority.

. Integration into the RM process: Make proactive use of existing risk-management instruments and adjust them if necessary.

. Heat maps According to the Guidance Notice, heat maps could exclude entire industries from insurance cover. Case-by-case
considerations are still necessary. Moreover, the influence of the reinsurer is not clear.

. Proportionality: Individual stress tests are challenging (data availability / methodological problems).
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The elaboration of research addressed the
sustainability risks identified in the BaFin Guidance
Notice with regard to risk management. Sustainability risks (ESG risks) must be
divided into the three areas: ‘Environment’, ‘Social’ and ‘Governance’. ‘Environment’,
which is potentially the largest area of the three, is divided again into physical risks
and transition risks. Physical risks describe the possible impacts of extreme weather
events, and transition risks are those that can arise as a result of the transition to a
low-carbon economy (through political decisions or technological developments, for
example). According to the BaFin, the Guidance Notice is a ‘compendium of non-
binding procedures’ and the measures to be taken by the companies should be based
on the type, magnitude and complexity of the risks involved (principle of
proportionality).

In future, sustainability risks will be presented not as a separate type of risk but will
instead be included in the existing risks (see Section 2.7 of the Guidance Notice).

The requirements for risk management are specified in Section 6 of the Guidance
Notice.

To integrate these requirements into the risk-management process, management
guidelines and escalation processes for inclusion of the management level need to
be extended. Risk indicators must be selected based on the risk appetite and risk-
bearing capacity of the entity; the risk indicators issued by the Network for Greening
the Financial System (NGFS) have been proposed as the source for these. These
indicators are essentially intended to serve as a template for central banks and
supervisory authorities, but they can also serve as a source of ideas for (re)insurers.
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Methodologically speaking, internal exclusion criteria/limits need to be defined that
indicate the entities in which to invest (e.g. exclusion of firms that generate x% of
their revenue from the extraction of coal). The Guidance Notice recommends the use
of heat maps to determine internal exclusion criteria/limits. This is why the placement
of reinsurance is considered inefficient and opaque in comparison to other financial
products (e.g. the market for government bonds or automated issuance of securities).
The rules are difficult for outsiders to understand and are not transparent in an
auction context.

Another, more well-known method is standard-based screening, e.g. accession to
the Principles for Responsible Investment (PRI).

According to the Guidance Notice, risk analysis should be carried out in three
consecutive steps. First, a review must be performed to determine whether a selected
transaction is risky under the criteria of the heat maps. If this is the case, a more in-
depth analysis would have to be carried out, e.g. in the form of a sustainability rating
of the company. Finally, in the last step, a risk classification is performed and an
approach is derived based on the classification. The approach could involve entering
into a dialogue with the entities, contractually agreeing to steps towards progress, or
even outright rejecting transactions.

As concerns the tools for a risk inventory or portfolio analysis, use should be made
of tools already on hand. Conceivably, risk workshops could be conducted with the
various departments of the company to perform an initial qualitative assessment of
the sustainability risks involved.

Finally, the Guidance Notice deals with internal reporting, addressing the
sustainability risks within the framework of existing reporting channels and otherwise
incorporating these risks into specific reporting. In future, sustainability risks must
also be presented in the risk profile of the ORSA. From 2022, climate-change
scenarios will also have to be integrated into the ORSA; from a quantitative
perspective, this will pose a challenge for companies.

In terms of a personal assessment of the Guidance Notice, the following points
should be mentioned:

Good practice approach: The voluntary nature of the Guidance Notice should be
stated more clearly and ultimately enacted by the supervisory authority.

Integration into the risk-management process: The core message of the Guidance
Notice should be that the existing tools for risk management are still sufficient, and
that these should be proactively used or slightly modified.

Heat maps: According to the Guidance Notice, the use of heat maps could result in
the exclusion of entire industries from insurance cover; this is unacceptable and
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requires that determinations continue to be made on a case-by-case basis. In
addition, the influence of the reinsurer is not clear, as it typically has no influence on
the business model of its cedent and its selected contractual partners.

Proportionality: Given the shortage of available data and the methodological
problems involved, individual stress tests and climate-change scenarios constitute a
challenge. Consequently, the approach taken to climate-change scenarios in the
ORSA will likely be incremental and qualitative in the first few years, until use can be
made of valid quantitative methods.

Discussion

e Does BaFin also address ‘E’ (Environment) & ‘S’ (Social) in its Guidance Notice,
in addition to ‘G’ (Governance)?

While the paper offers no specific examples for S & G, the Guidance Notice
applies to the entire array of ESG risks. ‘Women in management positions’ could
be an example for the Social area, and ‘improved supervisory board structures’
an example in Governance.

e Because this topic could have impacts on the freedom to conduct a business: Has
the German Insurance Association [GDV] already commented on this?

GDV commented on this last year and fundamentally welcomes the Guidance
Notice as an orientation guide. A recent workshop between BaFin and GDV
concretised the substantive requirements relative to climate-change scenarios in
the ORSA.

e How is this dealt with in-house, and what measures are in place to ensure that
the topic will be applied throughout the company?

Communication within companies is difficult at the moment as a result of the
coronavirus pandemic. In-house risk workshops can still be conducted, however,
in an effort to consolidate the results in the ORSA. Companies could also appoint
a sustainability officer who would take the company-wide perspective.

Please contact Wolfgang Koch (wolfgang.koch@th-koeln.de) with any questions or
comments.
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] A A\

2020 Nobel Prize in Economics for auction
theory

¥
& 30

| <N

Trend towards automated placement
(InsurTechs and market initiatives such as
Ritablock and B3i) as well as increasing fields
of application for blockchain technology

b Sustained competition and cost pressures in
combination with low-interest-rate environment

N2
’*‘ Auctions are proving to be a successful model

Examples of successful auctions
X Award of frequencies

\ _{
"f]‘ Subsidies for wind farms

§ Energy prices

What is an auction?

Mechanism for pricing and distributing goods
based on a transparent procedure. By contrast,
informal negotiations do not follow clear rules and
are usually non-transparent.

Sealed bids Open bids

(Bids are known only to  (Bids are known to all
the seller) bidders)

Second-price auction Ascending-bid auction
Highest-price auction Descending-bid auction

» Direct or broker (often face-to-face)

» Informal negotiations on contractual -
components and prices IET;"*J

» Complex and at times lengthy negotiations

AQVd d( €

Tool for determining optimal prices and share
allocation (e.g. divide and place programme into
individual parts / layers)

Transparency and greater control over the
placement of the reinsurance programme

Reinsurers can control their portfolio more
accurately and have greater ease of access to
new customers (higher competition)

Optimising reinsurance costs (one-off effect?)

» aQVd d(J€C

» Price one-dimensional, hence consider other
factors, such as a reinsurer’s rating

» Effort to convert process

» Challenge with specific reinsurance programmes
(standardisable reinsurance programmes, by
contrast, good, e.g. NatCat programmes: however,
problem with unclear wording in the event of loss)

» Contractual components must be defined before
the auction begins - no longer flexible

\\ Auctions not widespread in Europe, different auction methods in use
¢ New technologies such as blockchain can increase the degree of automation and attractiveness of
:%\,E'i auctions, as more complex processes can be mapped here and participants can be authenticated
at the same time (smart contract)
',,,f“ Reinsurers not only want to be a capacity supplier but also act as a service provider
% What does this mean for reinsurers? Is this a positive development with opportunities or more of a
o=

negative one with many risks? Which auction approaches are suitable?
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Use of Auctions for Reinsurance placement
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a variety of economic sectors is already well documented. Auctions are already in
use for the placement of reinsurance on a small scale. So why is it important to revisit
this field, which has already been studied in such considerable detail?

Two researchers, Paul R. Milgrom and Robert B. Wilson of Stanford University,
were honoured with the Nobel Prize in Economics in 2020 for their improvements
in auction theory and the invention of new auction formats.

A trend towards automation is in the placement of reinsurance is emerging. In this
connection, a variety of InsurTechs and market initiatives, such as B3i and
Ritablock, are dealing with various fields of application of blockchain technology.

The persistent low-interest-rate environment, together with existing competition
and cost pressures from primary insurers, mean that insurers are in search of
savings potentials.

Auctions are proving to be a successful model in many areas of the economy,
e.g. in the allocation of frequencies in mobile communication, subsidies for wind
farms or energy pricing.

Auction theory is a special field within game theory. What can generally be
understood as an auction? An auction is a mechanism that can be deployed in the
pricing and distribution of goods. In an auction, clear rules are laid down in advance,
transparently explaining the group of participants, the exact procedure and the final
distribution of the goods in question based on the bids submitted by the participants.
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This is also the biggest difference to informal negotiations, which do not follow set
rules. Over time, the well-known ‘rules’ of informal negotiations have taken shape as
market practices. Auctions are distinguished based on whether the bids are sealed
or submitted openly. ‘Open’ bids are disclosed to all participants (bidders). If, on the
other hand, the bids are sealed, they are known only to the individual bidder and the
seller.

There are many other ways in which to structure an auction; some can have a great
impact on the course and outcome of the auction. Here we dispense with describing
auctions in greater detail and refer instead to the existing literature on the subject.

The rather complex process involved in reinsurance placement is traditionally
conducted within the framework of informal negotiations. Reinsurance placement has
evolved over the years. Reinsurance cover is usually placed either through brokers
or directly. The broker acts as the cedant’s representative and provides market
transparency with regard to the conditions and prices of reinsurance. Brokers are
also viewed as important sales partners for reinsurers.

The placement process traditionally occurs through informal negotiations, usually on
an annual basis. The elements of the agreement — such as the contract structure and
conditions, pricing and the distribution of shares — are negotiated among several
reinsurers. These negotiations can be very complex and lengthy at times.

Ordinarily, the parties most involved in a reinsurance contract make an offer for the
coming contract year. Based on the offers collected, the cedant or an intermediary
broker identifies a price for the reinsurance programme at which enough reinsurers
agree to carry a share of the reinsurance agreement. In most cases, not all
stakeholders will be asked about pricing, often, a uniform price is ultimately chosen
for all reinsurers.

This is why the placement of reinsurance is considered inefficient and opaque in
comparison to other financial products (e.g. the market for government bonds or
automated issuance of securities). The rules are difficult for outsiders to understand
and are not transparent in an auction context.

In the reinsurance sector, auctions can also be used as a tool for determining optimal
prices and share distributions. Here, reinsurance programmes can be divided into
different parts or layers, so that all of the reinsurers taking part in the auction can bid
for programme components that are optimal for them.

Auction rules ensure transparency for all participants. With the process already
specified in advance, pricing and share allocation are more efficient than they would
be under a traditional reinsurance-placement scheme.
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The greatest positive effect for the cedant is that it can optimise its reinsurance costs.
This arrangement also makes it possible to appeal to and involve a greater number
of bearers of risk, hence involving greater market capacity. For reinsurers, auctions
offer the potential to gain access to new customers. In addition, reinsurers can opt
only to participate in certain elements of cover, depending on the strategy they
pursue.

Auctions reduce the qualities of a bearer of risk to the price alone and are no
substitute for the negotiation of cover or the structure of contractual arrangements.
Depending on the design of the auction, the final allocation of shares is focussed on
the price. The price, however, is quite one-dimensional and does not permit
conclusions to be made about qualities such as financial stability or the rating of the
bearer of risk. Such factors may be included as auction components, for example, in
an effort to privilege reinsurers with a higher rating within the specified framework.

The transition from traditional placement to auctions involves effort on the part of all
participants. As auctions are not sufficiently established in Europe at the moment,
the transition is less worthwhile for reinsurers. Simplified access to cedants also
increases competition amongst reinsurers.

Auctions are better-suited for frequently used reinsurance structures to cover natural
disasters, such as NatCat excess-of-loss contracts, than they are for more specific
cover concepts. This is evident particularly in discussions of contractual components.
This is because these components must be determined prior to the auction. An
auction can serve only to determine pricing and the allocation of shares, but not for
the design of contractual clauses or the scope of cover. While this makes a portion
of the placement significantly more efficient, the need for informal contractual
negotiations remains.

Although auctions have not yet prevailed in reinsurance, technological progress can
enhance their appeal. Auctions have led to significant efficiency gains in some
sectors. These gains are sometimes not widespread in the reinsurance sector. At this
point in time, auctions are used only very occasionally for the placement of
reinsurance. One example of this is the Tremor platform, where placement is
conducted digitally and automatically by means of an auction. In addition, some
reinsurance brokers also offer simple round-based auction procedures.

Some very complex transactions are executed in the reinsurance industry. In
principle, modern auction forms and technologies appear to offer a good tool with
which to optimise the placement process in the area of pricing and share allocation.
New technologies can enhance the attractiveness of auctions in future. Standardised
processes, for example, could lead to cost advantages, with new business partners
authenticated directly upon placement by means of a smart contract.
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The medium-term trend for reinsurers would be one of increased competition.
Moreover, some reinsurers not only seek to serve as suppliers of capacity but also
want to use service offers to secure their market position. Auctions would stand in
opposition to such a strategy.

Auctions have failed to prevail in the reinsurance sector in the past. New technologies
and the continued pressure of competition may be drivers for this. A variety of factors
will determine whether the use of auctions in reinsurance is set to increase in future.
It is ultimately the cedants who must see the potential for this, and reinsurers must
be prepared to get involved in this placement process.

Discussion

Why haven’t auctions prevailed in Europe yet?

Some brokers are trying to place programmes in Europe via auction. The aim is
to find the most economical price for the cedant. There has not been widespread
acceptance of this placement process to date. This might owe, for example, to
the effort involved in the transition, or to the fact that some market participants
refuse to take part in auctions.

In recent years, the trend in reinsurance placement in Europe has been towards
greater complexity. The requirements for reinsurance underwriters have
increased, with more and more subjectivities included in the contracts as a result.
Consequently, nearly every reinsurer has terms and conditions of its own.
Programmes such as these are, in turn, difficult to standardise — and
correspondingly difficult to place through an auction.

The problem with auctions is their focus on the price. In an industry that relies on
long-term business relationships, an auction represents a rather short-term
horizon. This is not commensurate with the long-term approach taken by most
market participants.

Please contact Fabian Lassen (fabian_janbert.lassen@th-koeln.de) with any
questions or comments.
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Roles in the

ecosystem

A business ecosystem is ‘an

economic community [in which] individuals coevolve their
capabilities and roles, and tend to align themselves with the
directions set by one or more central companies.’ (Moore, 1996)
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The brief lecture addresses reinsurance-relevant aspects of ecosystems in the
automotive and mobility field. Specifically, the following aspects will be considered:

e Definition and description of the roles within an ecosystem, paying particular
attention to the role of insurance companies;

e Status and potential drivers of evolving automotive and mobility ecosystems;

e Opportunities for the strategic positioning of reinsurance companies.

By way of introduction, it is noted that the term ‘(business) ecosystem’ has been in
use in academic literature for several decades as a way to analyse market dynamics
and relationships between market participants. The definitions used diverge where
the level of abstraction and the underlying perspective are concerned. While some
definitional approaches tend to describe ecosystems more from the consumers’ point
of view, other definitional approaches mainly concern themselves with competitive
relationships on the supplier side. As an example of the latter approach, consider the
following definitional approach according to Moore (1996):

A business ecosystem is “an economic community [in which] individuals coevolve
their capabilities and roles, and tend to align themselves with the directions set by
one or more central companies."

As reasons of time and space prevent a detailed analysis of the definition, for
purposes of the short presentation, specific mention is made of the fact that the
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definitional approach quoted permits derivation of the various supplier-side roles and
relationships within an ecosystem. Accordingly, the following roles are defined:

e The ecosystem ‘owner’ is a central stakeholder who performs the governance of
the ecosystem;

e The ‘provider’ furnishes the (technological) interface or platform;

e The ‘producer’ offers products/services within the ecosystem;

e The ‘consumer’ uses the ecosystem to meet its needs.

While itis true that the term ‘ecosystem’ has a very long history of use in the academic
literature, the practice-oriented literature tends to describe the emergence of
ecosystems as a novel development. This contrast is specifically ascribed to the fact
that the growing importance of central digital platforms has shown that the role of
‘owner’ or ‘provider’ within a successful ecosystem can quickly lead to a market-
dominating position on the part of individual providers.

Ecosystems in other sectors of the economy have already led to material changes in
the competitive environment, but given the status quo in the mobility market, it can
be concluded that this market remains a relatively fragmented one, characterised by
a lack of (dominant) position on the part of a central owner. On the one hand, demand
for ‘mobility’ as a service is still met mainly through motor-vehicle ownership
(possession-oriented private transport). On the other hand, there is intense
competition on the part of a host of different suppliers in the various sub-sectors
(vehicle sales/repair and maintenance/insurance, etc.). As a result, the customer
interfaces for the individual providers in the sub-sectors are often fragmented and not
centrally orchestrated.

Given the technological advancements towards vehicle interconnectivity and
automation, however, the once-limited motor vehicle can now be developed to offer
network capabilities as a ‘connected smart device’; hence, the customer can be
offered additional capabilities, services and functionalities by means of the digital
interface thus created. This could potentially lead to increasing competition by the
vehicle provider with third-party providers of services from downstream sub-sectors
(e.g. maintenance and repair or insurance). The increasing automation of motor
vehicles permits the emergence of ecosystems not based any longer on individual
vehicle ownership but instead offering ‘Mobility as a Service (MaaS)’ (e.g. ride hailing
via robotaxis).

In summary, increasing interconnectivity could integrate additional services using the
vehicle as a digital interface, even introducing competing mobility concepts through
increasing automation. This could result in a massive shift in ecosystems in the
automotive and mobility sectors. An added difficulty for strategic planning, however,
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is that the ultimate scope of technological development, and of the social acceptance
of these innovations, is not entirely foreseeable at the moment.

Still, as is already discernible, (re)insurers themselves do not occupy the core product
or the central digital interfaces to the customer in the automotive and mobility sector.
From this it can be deduced that ownership of these ecosystems tends not to be in
the hands of (re)insurers, and that these must thus position themselves more as
strategic partners to the main stakeholders.

The possibility of positioning in this direction, however, is also a function of the
strategic approach that the ecosystem owner takes to the task of structuring the
ecosystem. The literature describes two particular approaches in this regard:

¢ Physical dominator: The owner occupies the technological platform, with the
customer interface and services simply ‘supplied’ by external partners. Here, the
range of services and products is offered under an own brand.

¢ Value dominator: The owner opens up the platform to other service providers that
can use it to offer services of their own (possibly in exchange for payment of a
fee).

These different approaches can be seen in the still-unfinalized discussions between
automobile manufacturers, on the one hand, and third-party providers on the other
with regard to access to data from the networked vehicle. From this lecturer’s
perspective, however, this discussion only has real strategic relevance if it is
assumed that mobility patterns will not shift in favour of MaaS services anyway in the
medium to long term. In this case, for example, the MaaS provider would deploy a
smartphone app to provide mobility services complete with modules for downstream
services (e.g. insurance).

Under this scenario, insurance-oriented services and the relevant expertise remain
just as important and intrinsic. Nevertheless, one cannot hope that the mobility
market will not undergo a long-term structural shift. Instead, integrated strategic
planning should also incorporate an analysis of the possible future key stakeholders
under novel ecosystems. Based on this, these stakeholders’ potential needs can be
described in an effort to build up the resources needed to successfully position
themselves as strategic partners.

Possible products and services might include expertise in the field of data-based
pricing, white-label products for mobility providers and expertise in the management
and transfer of risks of the mobility provider itself. This development might mean that
primary insurers would run the risk of losing the original interface to the end customer,
but it could also present an opportunity for reinsurers in particular to broaden their
own business models. Offering white-label products, for example, could grow the
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business model into a ‘b2b2c’ business model by strategically partnering with a
platform operator. Reinsurers would expand their role as a result, no longer simply
allocating reinsurance capacity to primary insurers but also making a closer approach
to risk and ecosystem owners through relevant services. What makes a targeted
strategic orientation particularly difficult are the uncertainty and ambiguity of
developments in the underlying mobility sector. Early strategic positioning is
considered necessary, however, particularly due to the ‘key-account’ risk, as
successful ecosystems can quickly lead to consolidation on the provider side.

Discussion

Can the findings around strategic positioning in the automotive and mobility fields
be transposed to other fields as well?

From the lecturer's perspective, these considerations can in principle be
transferred to other areas as well. The individual cases must, however, first
investigate the extent to which ecosystems are directly or indirectly linked to
insurance-relevant content. Generally speaking, because insurance-based
service and product modules also play a role in other areas (travel, smart home,
warranty extensions for individual retail products, etc.), for example, ecosystems
can be developed as business fields through the use of white-label products and
the downstream administration of insurance services. Still, it seems questionable
whether the ecosystems in the other sectors, like those in the mobility sector,
could lead to a real, profound and holistic impact on the interlinked insurance
sector

Please contact Fabian Putz (fabian.puetz@th-koeln.de) with any questions or
comments.
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Introduction Impact of COVID-19
Insurance Distribution
The lockdowns prevented the

Economic Impact
A slowdown in economic

COVID-19 dominates headlines in global media.

The insurance market has been greatly impacted i) PIERETS & 5 traditional insurance sales
by the outbreak of the COVID-19 pandemic. China Challenge (o the Chinese {08 fom conducting face-to-
is the first country to impose a lockdown on a big {EZﬂf?engﬁénﬁ:,fﬁ?efS"éct:gﬁg forced to digitalise and meet
scale and the first one to make an economic ol

recovery. With the further economic slowdown and

more structural and systematic shifts in its society, -

China finds its population facing rapid changes in

their insurance demand. The event has also

. a Insurance Operations
become a test case for (re)insurance operations.

Insurers had to upgrade their
systems and use electronic

H<H filings, online quotes and fast-
StatIStlcs paced claims handling.

Product Innovation

Many insurance companies filed
new products related to COVID.

After a sharp decline in Feb 2020, growth of
insurance premiums in China continues and
displays resilience. The annual growth rate reached
6.1%, a further strong increase (7.8%) in GWP in Life Insurance

the first quarter of 2021, as China’s EColomy; Life insurance grew over the period from January to December

continues to recover. 2020, however, growth has slowed down significantly while
showing signs of financial stress.

Impact on Lines of Business

2020 YTD Insurance Revenue Growth
Compared to 2019 Non-Life Insurance

Motor as the dominant line of business in P&C lines of business

and thus Non-Life were initially hard-hit due to the decline in

7.80% automobile sales and further corporate budget cuts.

7,30%

Accident & Health Insurance

Increasing living standards and rising healthcare costs fuel the
rising demand. The health insurance sector has seen a surge of
demand for cover, including via online platforms and social media.

4,60%

Impact on Reinsurance
COVID claims in China mostly impact the life and health lines,

fan Feb Mar Aer May dun rather than the Bl aspect, unlike Europe, the UK or the US, where
—General Insurance Life Insurance Bl claims are serious concerns.
Source: https:/www.pwcen. i icati hi ing-its-implicati
mainland-insurers-sep2020.pdf
Outlook
Grow The insurance industry benefits from the positive image built up during the COVID-19 crisis

and an economic recovery in China.

Transform Insurers and intermediaries will have to rapidly transform their operational and distributional
aspects and utilise social media and platforms for further digitalisation.

Connect Insurers will accelerate the use of technologies to connect their systems and third-party
providers into the new ecosystems.
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My name is Lihong Wang; | have been working as a
part-time researcher at the Cologne Research
Centre of Reinsurance for 11 years. My current full-
time job is consultant and manager at International
Risk Solutions Ltd, based in London, an independent
Lloyd's Insurance and Reinsurance Broker 1065. |
am also responsible for our European office in
Cyprus.

This presentation briefly introduces my research project: the Covid-19 impact on the
Chinese insurance and reinsurance industry. In the following, | will give you some
background information, an overview of the macro implications and some details on
the impact on each line of business. Finally, | will end with an outlook for the industry
following COVID-19.

COVID 19 has been with us for almost 18 months now and dominates headlines all
over the world. It was initially discovered in Wuhan, China. Consequently, China
became the first country to introduce large-scale lockdown; millions of people were
restricted in their movement and a severe lockdown imposed. But China was also
the first country to lift the lockdown and make an economic recovery. Of course,
COVID 19 has changed many people's lives and many businesses in the world.
When we look at the statistics in China, firstly, we can see a sharp decline
immediately following the outbreak of the pandemic. At the beginning of 2020, the
year-on-year insurance premium growth dropped to only 1.2% and 0.6% of its 2019
figure. This rate was unlike the trend in the past when insurance premiums always
outgrew the GDP growth rates. It significantly slowed down. Secondly, the graph also
shows a continuous increase over the period. Annual premium growth in 2020
reached 6.1%. It still outperformed the GDP growth rate of 2.3%.

Gross written premiums increased by 7.8% in the first quarter of 2021. Over the same
period, Chinese GDP growth was over 10%. The insurance industry clearly needs
more time to recover.
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A slowdown in economic growth presents a significant challenge to the Chinese
insurance and reinsurance industry. The effect of recession can be felt by the whole
economy, including both life and non-life sectors. This is mainly due to the combined
effects of large cuts in corporate budgets and the population’s reticence to return to
pre Covid spending habits.

The lockdowns prevented the traditional sales force from conducting face-to-face
personal and group meetings, i.e. seminars, workshops etc. The offices and public
venues were closed, and people had to work from home. The intermediary had to
digitalize and meet virtually. In a society such as China, which is based very much
on relationships, this is a considerable challenge. Also, The Chinese insurers had to
upgrade their systems and processes to incorporate digital methods of filing,
administration, quotation provision, handling claims etc. Millions of people are now
turning to Wechat or online platforms. Insurers also face new challenges to maintain,
manage and develop their personnel.

The pandemic has forced insurers to invest in product innovation and provide covid-
19 related cover. The public and the government are imposing mounting pressure on
the insurance companies in this respect. Companies have had to change their
strategies in order to manage their reputations and public relationships output.

In the wake of the rising demand for COVID-19 related cover, many insurance
companies have had to innovate and develop new products for the general and
health care workers. In the past, China was dominated by motor insurance but now
must expand with more accident and health and life insurance offerings.

The most severely felt damage was done to the Chinese life insurance sector.
Although the life insurance sector grew in 2020, the growth rate has slowed down
significantly, showing clear signs of financial stress. The contributing factors include
people's feelings of uncertainty in the workplace, changes in their lives, cautious
financial planning, and lack of confidence in investment-related products.

In the non-life sector, motor insurance remains the dominant line of business. The
market share of motor is over 70%. In difficult times, people cut back their spending,
leading to the decline of new motor sales. Corporations are examining their budgets
and cutting costs. Consequently, growth will continue to recover slowly.

By way of contract, the accident and health sector has benefited from the positive
influences of awareness of increased living standards and rising healthcare costs.
The demand for insurance is increasing for both individuals and families. Having
more offerings on social media and online platforms, China expects to see more
growth in these areas.
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For reinsurance, covid claims are not as big of a concern in China as in Europe, the
UK or the US. While the western countries are seeing more legal battles on business
interruption claims, China has minimal property Bl exposure and thus less
aggregated claims for reinsurers.

The industry has managed to attract more attention and raise awareness of the need
for insurance. In this regard, COVID-19 is a milestone and has changed the industry
and the risk landscape.

However, as China recovers economically, the insurance and reinsurance industry is
well-positioned to grow. Also, the Chinese insurance industry has built up a positive
image during the pandemic; people in China will continue to learn to use insurance
as a risk management tool and drive the insurance premiums growth.

It is a rapidly transforming process. The insurers, intermediaries, and third-party
service providers must upgrade their systems and operations to cope with the
changes. They must further digitalize and use social media to grow their business on
a large scale and at a much faster pace.

Using technologies, all related parties will have to connect their systems and
streamline their processes effectively. The connectivity will then form a new
ecosystem.

Discussion
e Do Chinese people and companies purchase business interruption insurance?

Yes, many commercial property policies have business interruption elements.
However, the cover is usually very basic: many policies only cover standing
charges. Unlike the western Bl policies, the coverage will not extend to cover
relating to revenue or profits. In addition, the property line of business does not
have a significant share in the total non-life insurance premiums (only about 10%,
while the motor's share is around 60-70%).

e Is there any indication that Chinese companies want to have Business
Interruption cover?

There is no clear trend yet, as the country is still recovering.
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Is motor insurance a profitable line of business short term?

Due to lack of activities, the motor insurance was indeed very profitable. In the
past, the motor line of business has always had combined ratios over 100% due
to fierce competition and standard wordings. Many insurers will value their
premium growth over net profits. As the country reopens, the results in 2021 and
onwards will remain to be seen.

As you mentioned the decline of motor sales, will the motor insurance premiums
grow further?

The decline of new motor sales slows down the non-life insurance premium
growth. However, there is still a steady growth because China's rising middle
class continue to purchase new cars as a status symbol, rather than simply a
means of getting from A to B.

Would you like to comment or ask any questions? Please feel free to contact
Lihong Wang (Lihong.wang@th-koeln.de).
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