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Insurance for a Changing World

“The times, they are a-changin,” sang Bob Dylan on his album of the same name,
released over 50 years ago—and he still sings it today.

Times indeed are changing, altering many familiar, established and cherished
concepts—in our daily lives and also in our industry. With the revolutionary and
breathtaking evolutions we have seen in the field of mobility in recent years,
with the challenges of climate protection and its questions for future transport
concepts, with new usage models and changed consumer behaviour, we are
asking ourselves whether and how the insurance industry can find the right

answers and survive in the future.

Guy Carpenter’s annual review of the motor insurance
industry in EMEA provides a review of the prior year’s
events and trends, and their impact on the industry. It
also looks ahead, providing our point of view on where the
industry, and in a broader sense, mobility, are heading.

In our view of the market for motor insurance, we observe
three major movements, each of which alone has the
potential to change permanently the face of the industry.

1. Consumer Behaviour

In the past, people wanted a car and needed insurance.
Today, on the other hand, people want to get from Ato B
and need a solution—a mobility concept. Getting from A
to B takes many forms, such as a short holiday or weekend
trip, the daily (or less frequent, due to the pandemic) drive
to work, the weekly trip to the supermarket or the annual
visit to the furniture store.

This change in demand leads to two changes in the
product conception of insurance.

1. Mobility solutions increasingly are being offered
together with insurance cover, be it a leased car with
warranty and comprehensive insurance, a rented
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van with fuel card and insurance cover, or a holiday
motorhome including tenant's liability insurance.

2. Insurance companies offer short-term, coordinated
solutions. A 14-day hire cover for the holiday, a tenant's
liability in addition, or a reassuring breakdown cover for
the next six months. With a clever sales platform and
state-of-the-art IT, an insurer has essential components
to set itself apart positively from the competition.

2. New Competitors

According to a recent Oliver Wyman study,' an average of
USD 37 billion in investment capital has been invested in
mobility startups worldwide over the past five years.

However, investments in InsurTechs are not made

only to bring “me-too” insurers to the markets, but to
endeavour to dissect the value chain. One InsurTech may
have special expertise in claims processing, another in
data processing and analysis, the next in lean sales via
WhatsApp or Facebook. These competencies combine with
each other—like building blocks—to create a virtual, full

1 Source: Oliver Wyman, Griine Welle fiir Mobility Start-ups: Investoren Setzen
auf Nachhaltige Mobilitét, jJune 2021.
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insurance company. One entity can perform a certain skill
particularly well, as it is its core competency, while others
are delegated to those that can do them better.

THE COVID-19 PANDEMIC HAS
SHOWN HOW QUICKLY
REQUIREMENTS AND USAGE
HABITS CAN CHANGE.

The result is faster, more flexible and more agile. Free
agents and managing general agents (MGAs) deserve
special mention here. Long unknown in Central Europe,
they are gaining more and more traction. They know the
customers, master the distribution channel, define the
policy-but what they seek is a pure risk taker to support
growth or expansion into a new market.

3. External Influences

The topic of climate change dominates the headlines. Coal-
fired power plants are dirty, CO2 is the devil, new internal-
combustion vehicles soon no longer will be wanted, SUVs
are too big and solar panels too small.

Green investments are welcomed, whether as window-
dressing or through genuine conviction. This trend may
actually have a profound influence on the consumer
behaviour of the next generation. Where there is only one
car per family instead of two, only one policy is needed.
Car sharing for a larger group is insured differently than it
would be for the family car for three.

The COVID-19 pandemic has also shown how quickly
requirements and usage habits can change. If no one
drives, no accidents can happen. For example, in Germany,
where motor insurance results in 2020 were favorable,
some insurers wanted to grant additional premium
refunds to their existing customers.

In the long run, however, the opposite trend may emerge.
With the successful field test of the sudden and radical
home office, one may observe a flight from the cities in
the long term, which may be combined with an increase in
individual transport.

Effects of Covid-19

Industry and Economic Overview

2020 saw the first global pandemic in over a century.
COVID-19, and government responses to it, affected all
economic sectors in every country, with global GDP falling
by 3.3%, compared with a 4.4% rise in 2019.2

The pandemic’s impact on the world economy in 2020
was strong, but the end result was somewhat less drastic
when compared to the initial pre-crisis projections.

The consequences of the economic downturn have

been particularly significant on advanced economies
(-4.7%, compared with +1.6% in 2019), with the European
Union (EU) GDP dropping by 7%. In contrast, the GDP

of emerging markets, thanks to the swift recovery of
China, declined by less than half of the above rate (-2.2%,
compared with +3.6% in 2019).

During the first wave of the pandemic (mid-March to mid-
May 2020), many insurance business lines experienced

a double-digit reduction in new premiums written,

with varying levels of recovery in national markets in
subsequent months.

In a sample of the main European markets (Belgium,
France, Germany, Italy, Netherlands, UK and Spain), overall
written insurance premium in 2020 totaled EUR 1,031
billion, marking a 5.9% drop from 2019.

COVID-19 and Motor Premiums

According to Insurance Europe, insurers in many markets
offered, on a case-by-case basis and for different lengths
of time, moratoria on premium payments, free extensions
to contracts, fee waivers, or even partial refunds of
premium payments to respond to the restrictions on
vehicle use.

 In France, motor premiums grew more slowly than in
previous years (+1.0%) due to rate freezes.

» In some countries, a reduction in the number of newly
registered vehicles added to the impact on premium
volumes. This was the case in Spain (-2%) and Italy (-4%).

e In Latvia, motor premiums fell 10.1% after the law
was amended to allow the suspension of policies for
commercial transport.

2 International Monetary Fund’s World Economic Outlook, April 2021.
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» In Sweden, where there were no government-imposed
lockdowns in 2020, people continued to travel more or
less as usual, and motor premiums increased 4%.

e In some countries the number of insured vehicles
continued to grow, prompting increases in premiums,
such as in the Czech Republic, which saw a rise of 8.1%.

COVID-19 and Claims Impact

Government-imposed mobility restrictions meant fewer
vehicles on the roads in many countries for several months
of 2020. Falls in motor claims frequency mirrored the
severity of the restrictions in those countries that imposed
them. However, many of the same countries reported
increases in average claims—and notably average bodily
injury claims—as those who did drive on the quieter roads
often did so at higher speeds.

The trends of growing repair costs and increasing medical
costs, observed for many years, continued in 2020, pushing
up claims outlays and affecting the long-term evolution of
average premiums. While claims declined in many regions

in 2020, this was not the case everywhere, and the decrease
in claims was generally much lower than the observed
decreases in claims frequency for part of the year.

Globally, COVID-19-related insurance losses are currently
estimated at anywhere between USD 50 billion and

100 billion (EUR 41-82 billion). While it will take time

for the full effects of the pandemic to materialise, Guy
Carpenter is able to give here a very first indication of
how the European motor insurance industry fared in this
exceptional year.

The preliminary figures confirm that each European
market and each line of business has seen different
effects from the pandemic. While there are some common
trends across markets and business lines, COVID-19 has,

if anything, exposed the unique role insurers play in each
individual economy and the distinct way in which insurers’
products and services are tailored to national market
characteristics and dynamics.

In 2020 and 2021, in response to the COVID-19 pandemic,
most European governments put in place unprecedented
restrictions on travel and movement, including border
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Note: traffic volume data collection methodologies differ between countries and are not comparable. Some data on traffic volulmes
cover only part of the road network. CZ - traffic volume data on motoways and roads of 1st, 2nd and 3rd class category where 83% road
deaths occur. LT - traffic volume data on main roads. SK - traffic volume data on motorways and roads of 1st and 2nd class category.

(Source: European Transport Safety Council 15th Road Safety Performance Index Report, June 2021)

Country codes: BG-Bulgaria, BE-Belgium, MT-Malta, IT-Italy, HU-Hungary, ES-Spain, DK-Denmark, FR-France, SI-Slovenia, PT-Portugal, HR-Croatia,
AT-Austria, CZ-Czech Republic, EL-Greece, PL-Poland, IL-Israel, NO-Norway, RO-Romania, DE-Germany, UK-United Kingdom, SK-Slovakia, RS-Serbia,
NL-Netherlands, CY-Cyprus, SE-Sweden, LT-Lithuania, FI-Finland, LV-Latvia, IE-Ireland, EE-Estonia, LU-Luxembourg, CH-Switzerland

*National provisional estimates used for 2020, as final figures for 2020 were not available at the time this report went to print.
**UK data for 2020 are the provisional total for Great Britain for the year ending June 2020 combined with the total for Northern Ireland for the calendar

year 2020.

The annual number of deaths in LU and MT are particularly small and, therefore, subject to substantial annual fluctuations. Annual numbers of deaths in
CY and EE are also relatively small and, therefore, may be subject to annual fluctuations.
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Increases and decreases in all car and electric car sales in selected countries and regions, 2020 relative to 2019
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(Source: IEA (2021) How global electric car sales defied COVID-19 in 2020

https://www.iea.org/commentaries/how-global-electric-car-sales-defied-covid-19-in-2020. All rights reserved.)

closures, lockdowns for most of the population, closure
of schools, workplaces, shops, leisure and sport facilities.
Those measures resulted in significantly reduced traffic
volumes, and motor insurance claims were much lower
than normal.

In June 2021, the European Transport Safety Council (ETSC)
assessed the impacts that lockdowns had on road deaths
in Europe in 2020.3 A road death in the EU is defined as
any person killed immediately or dying within 30 days as a
result of a road collision.

e Out of 32 countries for which data is available, 26
registered a decrease in road deaths in 2020 compared
to 2019.

- Bulgaria ranked first, with a 26% reduction in the
number of road deaths between 2019 and 2020.

- Switzerland registered a 21% increase, with rises of
18% in Luxembourg and 15% in Estonia.

Road deaths in the EU collectively went down by an
unprecedented 17% in just one year. Yet, the exceptional
2020 results are to a large extent a consequence of COVID-
19 lockdowns and there is no guarantee of continuation.

3 Source:
https://etsc.eu/15th-annual-road-safety-performance-index-pin-report/

Motor Insurance Directive Update

The first EU Motor Insurance Directive was adopted in
1972, to protect victims of motor vehicle accidents and
facilitate the free movement of motor vehicles between
member states.

Subsequently, the insurance industry adopted constant
innovations to address the evolving needs and demands
of consumers, and the European Commission initiated a
review of the Motor Insurance Directive in 2016 through
various consultations. The proposal to amend the directive
was made in 2018.

After nearly three years of legislative process, in June

2021 the European Parliament and the Council

reached a provisional agreement on the revision of

the Motor Insurance Directive providing more protection,
transparency and smoother cooperation throughout the EU.

The amended rules will better protect injured people
when accidents occur in any EU member state, including
domestic victims of an accident caused by a driver from
another EU country.

* The rules harmonise minimum amounts of cover across
the EU:

- Personal injuries: EUR 6,070,000 per accident or EUR
1,220,000 per injured party;

- Property damage: EUR 1,220,000 per accident.


https://etsc.eu/15th-annual-road-safety-performance-index-pin-report/
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» The agreement also introduces mandatory use of a
Single Claims History Statement and obligations to
inform citizens how they can apply for compensation.

e EU drivers will be able to compare prices, tariffs and
coverage offered by different providers more easily
thanks to new free-of-charge and independent price-
comparison tools.

To tackle uninsured driving, the amended directive allows
cross-border insurance checks on vehicles. However, such
checks should be non-discriminatory as part of regular
checks, and not require the vehicle to be stopped.

e To avoid overregulation, the amended rules allow non-
road vehicles (such as garden tractors, mobility scooters,
toy cars) to be excluded, as well as excluding electric
bicycles from insurance obligations. Also excluded are
vehicles intended exclusively for motorsports.

The deal will need formal approval by the Parliament and

Council. Once approved, the directive will enter into force 20
days after its publication in the EU Official Journal. The new
rules will start to apply 24 months after the entry into force.

Other Ongoing Trends

The pandemic has modified habits, behaviours, social
relations and mobility in work. It has pushed companies
to evolve to new organisation models and new interaction
models with clients. Some of those changes will be lost
once we leave the pandemic behind, but others are
destined to endure and define a “new normality.” No
doubt, some segments of the population will rely even
more on digital connections for work, education, health
assistance, daily trade and essential social interactions.

The pandemic has created the environment for a strong
push toward a green and sustainable transformation of

the economy. In July 2020, the EU announced its support
for economic recovery in all member states by injecting

almost EUR 2.2 billion into 140 key transport projects.

These projects include support for sustainable transport,
such as the deployment of alternative fuels infrastructure,
including the installation of 17,275 charging points on the
road network. The projects will receive funding through
the Connecting Europe Facility, the EU's grant scheme
supporting transport infrastructure.

The International Energy Agency (IEA) has identified that
during 2020, sales of electric cars in Europe more than
doubled over 2019 levels. Many large markets, such as
France, Italy, Germany and the UK, actually had significantly
higher electric car sales than in 2019 throughout almost
each month of 2020. Economic and supply-chain disruptions
as a result of the pandemic have affected all business

sectors worldwide. The insurance industry is no exception—
issues range from employee and business-continuity
concerns to customer-care considerations to the financial
outlook of the global insurance industry itself. Responding
to these challenges may require a shift in priorities and the
associated redeployment of capital to fund innovation and
faster recovery.

The lower interest-rate environment has particularly
affected long-tail business:

« Although profitability is mainly derived from
underwriting, technical reserves are in part dependent
on assumptions about long-term inflation and interest-
rate projections, such that falling interest rates can
require insurers to add to these reserves.

If inflationary pressures were to increase further as
economies recover from the pandemic, this could lead
to a fall in long-term real interest rates. If this were the
case, then we could expect it to increase the cost of
long-tail claims and claim care costs, with a knock-on
effect for the underlying pricing and reserving of motor
classes.

 This impact could affect all losses with bodily injury
components and would have many effects, one of which
would be to reassess reinsurance pricing.

How Guy Carpenter Can Help:
Our Client Commitment

Guy Carpenter maintains a cross-territory presence
of experts in the mobility ecosystem to bring added
value to clients. This cross-border collaboration is

a clear advantage in achieving the best possible
results and opportunities for clients.

In response to the variety of requests for
collaboration that we receive, Guy Carpenter

has developed a flexible toolkit. It allows each
participant to receive a suitable solution, ranging
from supporting growth in primary insurance (via
the international Guy Carpenter MGA initiative),
linking with other participants from the InsurTech
ecosystem, to creating a suitable reinsurance
solution.

Change has always been an integral part of the
industry, which has been historically successful in
answering all challenges. This will also be the case in
the future—Guy Carpenter will continue to innovate
in the solutions we deliver to clients.
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About Guy Carpenter

Guy Carpenter & Company, LLC is a leading global risk and reinsurance specialist with more than 3,300 professionals in over 60 offices
around the world. Guy Carpenter delivers a powerful combination of broking expertise, trusted strategic advisory services and industry-
leading analytics to help clients adapt to emerging opportunities and achieve profitable growth. Guy Carpenter is a business of Marsh
McLennan (NYSE: MMC), the world's leading professional services firm in the areas of risk, strategy and people. The company’s 81,000
colleagues advise clients in 130 countries. With annual revenue over $19 billion, Marsh McLennan helps clients navigate an increasingly
dynamic and complex environment through four market-leading businesses including Marsh, Mercer, and Oliver Wyman. For more
information, visit www.guycarp.com and follow Guy Carpenter on LinkedIn and Twitter @GuyCarpenter.

Guy Carpenter & Company, LLC provides this report for general information only. The information contained herein is based on sources we believe reliable, but we do not guarantee its
accuracy, and it should be understood to be general insurance/reinsurance information only. Guy Carpenter & Company, LLC makes no representations or warranties, express or implied.
The information is not intended to be taken as advice with respect to any individual situation and cannot be relied upon as such. Statements concerning tax, accounting, legal or regulatory
matters should be understood to be general observations based solely on our experience as reinsurance brokers and risk consultants, and may not be relied upon as tax, accounting, legal or
regulatory advice, which we are not authorized to provide. All such matters should be reviewed with your own qualified advisors in these areas.

*Securities or investments, as applicable, are offered in the United States through GC Securities, a division of MMC Securities LLC, a US registered broker-dealer and member FINRA/NFA/
SIPC. Main Office: 1166 Avenue of the Americas, New York, NY 10036. Phone: (212) 345-5000. Securities or investments, as applicable, are offered in the United Kingdom by GC Securities, a
division of MMC Securities (Europe) Ltd. (MMCSEL), which is authorized and regulated by the Financial Conduct Authority, 12 Endeavour Square, London, E20 1JN. Reinsurance products are
placed through qualified affiliates of Guy Carpenter & Company, LLC. MMC Securities LLC, MMC Securities (Europe) Ltd. and Guy Carpenter & Company, LLC are affiliates owned by Marsh
McLennan. This communication is not intended as an offer to sell or a solicitation of any offer to buy any security, financial instrument, reinsurance or insurance product.

Readers are cautioned not to place undue reliance on any historical, current or forward-looking statements. Guy Carpenter & Company, LLC undertakes no obligation to update or revise
publicly any historical, current or forward-looking statements, whether as a result of new information, research, future events or otherwise. The trademarks and service marks contained
herein are the property of their respective owners.

©2021 Guy Carpenter & Company, LLC. All rights reserved.
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