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The topic of Environmental Social Governance 
(ESG) has been widely discussed for several years. Many ESG criteria have already 
been identified for the investment sector, resulting in rules for sustainable investing 
(cf. CFA Institute Research Foundation, 2020).  Approaches to underwriting by 
insurers also continue to evolve (cf. UN Environment Programme Finance Initiative 
for Sustainable Insurance, 2020).  Some of these approaches are quite vague, 
however, and often concern the business of a primary insurer more than that of a 
reinsurer. But the relevance of ESG criteria continues to increase in underwriting by 
reinsurers as well. On the one hand, reinsurers have an intrinsic motivation to 
concern themselves with sustainability, as they are directly affected by the impacts 
of natural disasters. On the other hand, there are extrinsic factors involved as well, 
such as increasing public interest and growing regulatory requirements (cf. BaFin, 
2020). In 2021, for example, the Austrian Financial Market Authority (FMA) analysed 
ESG scores for the overall market and for individual market participants. Accordingly, 
the Austrian insurance sector has an ESG score of 73.4 out of 100 points (cf. FMA, 
2022).   

The challenge for reinsurers is to identify appropriate ESG criteria and embed these 
in their underwriting. In optional underwriting, each individual risk is considered and 
assessed; the greater transparency in which this results facilitates implementation. 
But the major part of the premium volume is taken up by the treaty reinsurance 
business. Here, primary insurers and reinsurers agree on a framework agreement 
under which all agreed risks are shared between primary insurers and reinsurers. 
The reinsurer thus shares in a more or less homogeneous portfolio and has little 
information about the details of each risk (cf. Liebwein, 2018). 
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ESG criteria 

A large variety of different ESG criteria also affect underwriting. Some criteria can be 
taken into account more easily than others. Here is a selection of different ESG 
criteria that could be factored into underwriting (see UN Environment Programme 
Finance Initiative for Sustainable Insurance, 2018):   

 

Environmental  

o Greenhouse gas emissions 

o Natural-hazard risks 

o Pollution  

o Biodiversity loss  

 

Social  

o Human rights  

o Working conditions  

o Healthcare  

 

Governance 

o Non-compliance with regulations  

o Lack of transparency  

o Unethical practices  

o Corruption  

 

Consider the issue of greenhouse gas emissions: A typical example of this is the 
withdrawal from coal-based power generation. This can be quickly implemented in 
optional reinsurance. In contract reinsurance, we continue to face the dilemma that 
coal power is a basic building block of energy production, depending on the country. 
If a reinsurer wanted to exclude coal-fired power plants and the associated value 
chain, business in those countries would then have to be discontinued. If we consider 
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the social aspects involved, this also concerns a country’s political stability and the 
safeguards for human rights that are in place.  

Ultimately, many different aspects can and must be taken into account and weighed 
up against each other. The first step is to obtain information that in some cases will 
be available although it was not previously required for underwriting (cf. Norton Rose 
Fulbright, 2021).  Basic information, such as the form of government, political stability, 
social justice, etc., is usually available. It becomes more challenging in the case of 
information concerning a primary insurer’s business model and the portfolio to be 
covered. This can quickly become very detailed, and, with a large number of 
customers and markets, extensive analysis requires a considerable effort. ESG 
ratings such as S&P or AM Best can be used as support (cf. S&P, 2022; AM Best, 
2022).  This can be of use as they combine a host of qualitative findings to generate 
a score. Information and disclosures provided by the primary insurer also help create 
transparency with regard to the covered portfolio. 

 

Incorporating ESG criteria in the underwriting process 

In addition to the underwriting approaches they entail, all the information collected 
provides an additional basis for deciding whether to underwrite a portfolio/risk or not. 
For this purpose, a further process can be implemented in underwriting, or the 
underwriting guideline is extended accordingly. The process can look like this:  

 

  

 

 

 

 

 

       Cologne Research Centre for Reinsurance 

 

The reinsurer analyses the portfolio to be covered based on transmitted and publicly 
available information as well as existing ESG ratings. If limits are exceeded, the risk 
can be underwritten, subject to the approval of a higher decision-making level. 
Conditions can be linked to the underwriting decision, where appropriate.  
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It quickly emerges that, where questions pertaining to ESG criteria are involved, we 
are navigating away from a purely actuarial assessment of risk and towards a 
fundamental decision. It is not yet possible to assess how these criteria will affect a 
reinsurer’s business. Ultimately, we are standing at the beginning of a long 
transformation that we can all help to shape. It begins with the creation of awareness 
and then progresses to greater transparency. In future, ESG criteria are likely to be 
considered as a further aspect alongside the actuarial assessment of risk. 
Stakeholders can help shape the transformation and work on market-specific 
solutions, alongside cedants, reinsurers and brokers.  

The latest events in Ukraine clearly demonstrate how fluid this issue is. While the 
phase-out of coal was still a matter of course in early 2022, today we are once again 
talking about a temporary phase-in of coal-fired power generation. What is clear is 
that this, too, will require insurance cover. 

 

 

Discussion 

 How does one deal with old liabilities in the portfolio that date to a time in which 
ESG criteria were not yet an issue? 

The current focus is strongly directed towards newly underwritten risks. Risks that 
have already been underwritten are protected by contract. Whether portfolios are 
in for a revaluation is not foreseeable at this point in time. Given current political 
uncertainties, however, this cannot completely be ruled out. 

 We see a reversal in the assessment of weapons of war and nuclear energy in 
Germany. How can underwriting deal with the volatility currently prevalent in the 
political environment? 

Given the many different strategic orientations and business fields in which 
(re)insurers are involved, unfortunately no easy-to-follow instructions can be 
provided here. Given all the uncertainties involved, however, consideration of the 
essentials can help. In the case of (re)insurance, the focus is on risk-bearing, and 
thus on the contribution towards a strengthening of resilience. And even if we are 
confronted with political volatility in the near term, the long-term goal of the ESG 
criteria remains intact (e.g. sustainability and climate targets). The current shifts 
in the political assessment of weapons of war and nuclear power clearly show us 
just how fluid this issue remains. 

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