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Foreword

Russia’s full-scale invasion of Ukraine in February 2022 has led to extensive loss of life, casualties, and
damage to property and infrastructure. The invasion has led to sanctions being applied against Russia,
including prohibitions on the supply of specific lines of insurance and reinsurance. Russia has taken
countermeasures to address the impact of various sanctions and has in turn applied sanctions of its own
against “unfriendly states”.

This note discusses the impact of the war on insurance markets, in terms of the direct impacts on the
industry, such as losses arising in certain specialty lines and restrictions on the provision of insurance
services, as well as indirect impacts, for instance increased macroeconomic and financial market volatility,
which in turn affects insurers.

This note was prepared by Timothy Bishop, under the supervision of Flore-Anne Messy, from the
Consumer Finance, Insurance and Pensions Division of the OECD Directorate for Financial and Enterprise
Affairs. It helped to support discussions at the OECD Insurance and Private Pensions Committee at its
session on 22-23 June 2022. This note [DAF/AS/WD(2022)7/REV] was approved for declassification by
the Committee and was prepared for publication by the OECD Secretariat.
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Introduction

Russia’s full-scale invasion of Ukraine in February 2022 has led to extensive loss of life and casualties and
damage to property and infrastructure. It has led to sanctions being applied against Russia, including
restrictions on financial transactions with designated persons and entities, restrictions on access to the
global payment messaging network, and prohibitions on the supply of goods and services critical for its
economy, including specific lines of insurance and reinsurance. Russia has taken countermeasures to
address the impact of various sanctions and has in turn applied sanctions of its own against “unfriendly
states”.

Initial losses for the insurance sector are materialising or expected to materialise mainly in specialty
insurance lines, notably in aviation insurance, but some impacts have been felt in marine insurance and
losses are expected to materialise in property, trade credit, and political risk insurance. Losses in aviation
and credit insurance stem from the imposition of sanctions and measures against Russia and related
Russian responses. Damage to commercial property and infrastructure in Ukraine will generate losses, as
many large companies will have purchased war or political violence coverage. The war is also increasing
the level of cyber risk, with attacks already directed against Ukraine and Russia and other countries, which
may generate losses depending on the existence of coverage and the applicability of various types of
exclusions. Recognising that the situation is uncertain, preliminary rough estimates suggest an overall
industry loss of USD 20.6 billion which, while large, is manageable for the sector, in line with the costs of
a mid-sized natural catastrophe event.

Besides insured losses, other direct impacts include restrictions on insurer operations in Russia, such as
the United Kingdom and European Union’s prohibitions on the provision of insurance and reinsurance for
Russian aircraft and spacecraft. These insurance sanctions are intended to disrupt Russia’s economy and
source of funds. Meanwhile, a number of insurers and reinsurers have voluntarily decided to reduce their
exposure to Russia’s insurance market, by not underwriting new business or, for those insurers with
Russian subsidiaries, by reducing or selling their ownership stake. Western sanctions may also be
impeding the fulfilment of insurance contracts, for instance by prohibiting claims payments to designated
Russian entities. Russia has prohibited, until end 2022, Russian insurers from entering into any contracts
with insurers, reinsurers, or brokers from “unfriendly states”.

The indirect impacts of the crisis are also significant, arising from increased inflationary pressures,
expectations of interest rate rises, and volatile financial markets, which will have diverse impacts on
insurers. For example, inflation is expected to lead to higher-than-expected claims payments for property
and casualty insurers, putting pressure on margins, and can also be expected to increase expenses for
both life and non-life lines of insurance business. More volatile equity markets may impact insurer portfolio
investments (due to the general downturn in these markets), and reduce investor risk appetite, affecting
demand for unit-linked products. Any prolonged economic weakness or possible recession arising from
inflation and more restrictive monetary policy will affect premium growth and could also impact the credit
ratings of bonds included in investment portfolios. Furthermore, the war is increasing the level of risk
aversion on the part of insurers, given heightened geopolitical risks.
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z Direct impacts on insurance
markets

Insured losses

Property and business interruption insurance

According to the Kyiv School of Economics, the direct physical damage to residential and non-residential
buildings and infrastructure caused by the war amounted, as of 22 August 2022, to USD 113.5 billion (Kyiv
School of Economics, 2022p15). Over 131,000 residential buildings have been destroyed or damaged, with
an estimated value of USD 47.8.3 billion, while damage to Ukrainian business recorded to date has
reached USD 11.3 billion (Kyiv School of Economics, 2022[2). According to an estimate from 25 May 2022,
overall economic losses, which include indirect losses such as war-related defence and social
expenditures, the drop in economic activity and new investment, and labour outflows, were estimated to
range from USD 564 to 600 billion (Kyiv School of Economics, 2022(2)).

Insurance losses linked to Ukrainian residential property and SME assets are likely to be limited, due to
the low rate of insurance penetration, lower insured values and, more importantly, the coverage exclusions
for war-related damages and losses, which are broadly applied in standard property insurance policies.
Property and life policies generally exclude losses or damages arising directly or indirectly from war, “war”
being considered to be “war, hostile or warlike action in time of peace or war, whether declared or not,
including action in hindering, combating, or defending against an actual, impending or expected attack...by
any government or sovereign power” (Marsh, n.d.(3).

War risk coverage can be purchased as an endorsement or as part of a separate policy (Covington,
20224), for instance through political violence insurance. Political violence insurance covers risks linked
to war and civil instability, including strikes, civil war, and revolution, and will cover property damage and
can include business interruption and contingent business interruption (AXA, n.d.5; SCOR, n.d.[s; HDI
Global Specialty, n.d.;7j). Political violence insurance is to be distinguished from political risk insurance,
which covers risks typically linked to government policy action such as expropriation, forced divestment,
capital controls, non-payment, and contract frustration (see (Marsh, n.d.g); that said, political risk
insurance may include political violence coverage within the policy (Marsh, n.d.s)).

According to Property Claims Services (PCS), war-related property damage and business interruption
losses in Ukraine could eventually be a significant contributor to industry losses, after aviation, given the
large number of large companies covered, the inclusion of business interruption, and high loss limits
(Reinsurance News, 2022j)). PCS has a working estimate of USD 3 billion in losses, with losses likely to
exceed USD 2 hillion (Reinsurance News, 20229)). Given the ongoing war, it may take time for losses to
become known.

Furthermore, damage to energy infrastructure assets in Ukraine may generate losses. Potentially damaged
energy infrastructure assets include nuclear facilities and onshore windfarms. PCS has estimated that
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losses linked to energy infrastructure damage are likely to exceed USD 2 billion (Reinsurance News,
202219)).

Marine insurance

The war has greatly increased the risks of physical damage to ships navigating in waters close to Ukraine,
given the risk of a vessel being hit by a missile or striking a mine. At the outset of the war, the death of a
seafarer off the coast of Odessa and the sinking of a Panama-flag cargo ship caused marine insurance
premium rates to jump (Lloyd's List, 2022[107). As of 5 April, six vessels had been affected (Reuters,
20221113).

For large value assets such as ships and airplanes, insurance coverage for damage to the hull may be
acquired. Marine hull insurance premiums are negotiated either for a certain period of time (e.g. one year)
or on a voyage-by-voyage basis (Lloyd's List, 2022[107), or some combination (Kittende, n.d.;127). For marine
hull insurance, war risks (war, piracy, or seizure of the vessel) are not covered in the main policy and must
be purchased separately, unlike for marine cargo insurance where war risks are included as part of an all-
risk policy (Allianz, 2019 13)).

Typically, war risk insurance for marine hulls (and related machinery) is provided at a low flat rate, with
exclusions applied for transit in listed areas as determined by the Lloyd’s Market Association Marine Joint
War Committee! (NSN Law Bulletin, 2022(14)). Ship owners can purchase coverage for entry into these
areas but must pay an additional premium (Lloyd's List, 202210)), generally for a duration of a week (Allianz,
2019113)). The pricing is a percentage of hull value. For marine and aviation insurance, war risk coverage
can cancelled at short notice by insurers, and there may be provisions for automatic cancellation in the
event of war between two or more of the five permanent members of the UN Security Council (France,
China, Russia, United Kingdom, and US).

Prior to the outbreak of the war on 24 February, the Joint War Committee designated, on 15 February,
Russian and Ukrainian waters in the Black Sea and the Sea of Azov as listed areas. Notices of cancellation
of war coverage were issued by many insurers, requiring an additional premium to reinstate the coverage
(CRC Group, 20221157). The range of pricing for additional premiums for war coverage widened significantly,
from the standard 0.025% of hull value to a range of 1 or 2% up to as much as 5% of vessel value (with a
reported 10% in the riskiest areas), with some customers unable to secure cover (Lloyd's List, 202210j;
Reuters, 202216); Insurance Journal, 2022;177) As a comparison, in 2019, the charging of an additional
premium of 0.8% in response to an Iranian seizure of a vessel was deemed to be excessively high (Lloyd's
List, 2022}107). Since the outbreak of the war, premium rates for vessels going into other Russian waters
have risen by at least 50% (Reuters, 2022[1g))

Due to the designation of the Black Sea and Sea of Azov as listed areas, losses related to vessel damage
are expected to be moderate (Claims Journal, 2022[19)). However, losses may emerge in other marine
lines, such as: (i) trapping and blocking losses, linked to the inability of vessels to move freely (Reinsurance
News, 2022j)), and arising from claims for total constructive losses (CTLs) for vessels considered to be
unrecoverable after an extended period of time (e.g. 6, 12 months) — CTLs are expected for around 12 to
15 stranded vessels in August, with additional CTLs expected for a dozen vessels by February 2023
(Lloyd's List, 202220)); (ii) losses linked to ports and terminals, such as damage to property or equipment
and interruptions in port operations (see e.g. (AXA XL, n.d.21) (Reinsurance News, 2022p22)); and
(iif) cargo-related losses, including spoilage. According to PCS, losses in marine insurance, which may
take time to surface, are estimated to be in the range of USD 2-5 billion, with trapping and blocking losses

! The Joint War Committee comprises underwriting representatives from the Lloyd’s and International Underwriting
Association of London (IlUA) markets, representing the interests of those who write marine hull war business in the
London market. It generally meets every quarter to review areas of high-risk for merchant vessels and at risk from war,
terrorism, piracy, and related risks (Insurance Journal, 202291)).
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potentially reaching as high as USD 1 billion (Claims Journal, 20221q)). Cargo losses are expected to be
small in relation to losses arising from blocking and trapping and from ports and terminals (Claims Journal,
2022119)).

Trade credit insurance and political risk insurance

Insurance losses are being generated by more than just actions related to the war itself. For instance, the
application of a variety of measures, including sanctions and foreign exchange controls, is leading to losses
in trade credit insurance and political risk insurance. As part of the imposition of martial law in Ukraine, the
central bank of Ukraine issued, on 24 February, a Resolution on the banking system and foreign exchange
market. Among other restrictions, the Resolution imposed a moratorium on cross-border foreign currency
payments, except for (foreign) businesses that are supporting the government’s war mobilisation objectives
or that have special permission (National Bank of Ukraine, 202223)).

Meanwhile, sanctions have been applied against certain designated persons and entities in Russia, and a
number of Russia’s banks have been excluded from the SWIFT payment messaging network. For its part,
Russia has imposed controls on foreign exchange transactions, for instance banning the crediting of
foreign currency funds in overseas accounts in relation to foreign trade contracts with non-residents, unless
there is explicit approval (White & Case, 2022[24)).

The payment transfer restrictions in Ukraine and Russia have increased the risk of payment defaults. Trade
credit insurers,? who provide coverage for exporters against this type of risk, have been monitoring their
exposures and are withdrawing from covering new business in Ukraine and Russia. Unlike other standard
(non-war) insurance policies, there is more scope in trade credit insurance to cancel policies or reduce
coverage at short notice (Reuters, 202225); Reinsurance News, 202222)) ESG or reputational factors may
also be accounting for a pullback in coverage in Russia (Reuters, 202225)).

Trade credit insurance losses are expected. For instance, Allianz has announced that it has set aside
around USD 100 million in reserves for expected claims in relation to the war, mostly in credit insurance
(Financial Times, 20222¢)). War exclusions may potentially limit the exposure of trade credit insurers to
Ukraine, given the war being waged there, but not their exposure to Russia, where no war is being waged
(Morningstar - DBRS, 2022[27)).

Political risk insurance policies will also be a source of industry losses. Political risk insurance provides
coverage for such events as (i) currency inconvertibility, arising from currency transfer restrictions,
(ii) confiscation, expropriation, and nationalisation, (iii) contract frustration, and (iv) political violence (Risk
& Insurance, 2022p¢); Hamdani, Liebers and Zanjani, 20052¢); Bloomberg Law, 2022z0). Political risk
insurance is offered by national and multinational agencies and private insurers. Multinational companies
operating in Ukraine and Russia will have likely purchased political risk insurance (Risk & Insurance,
20222g). Coverage can be short term (e.g. 30 days for trade contracts) or long term (e.g. several years,
for infrastructure projects) (Milliman, 201731). Contrary to other types of policies or endorsements
providing war risk coverage, political risk insurance does not permit insurers to cancel the policy or alter
premiums during the policy period (Law 360 Insurance Authority, 202232))

The total insured limit for political risk insurance in Ukraine and Russia is roughly USD 2 billion.® While
eventual losses may be large, they are expected to be manageable (Reinsurance News, 202222)) Political

2 Euler Hermes (owned by Allianz), Atradius, and Coface are the major private trade credit insurance providers, and
cover over 85% of the private trade credit insurance market.

3 The technical exposure to structured credit and political risk together is thought to be higher than the USD 2 billion
on political risk exposure noted above, although it is difficult to gauge accurately since these are confidential classes
of insurance (most political risk policies have a clause that requires that the existence of the policy remain confidential
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risk insurance losses may arise from the war due to contract frustration (e.g. inability to deliver goods to
Ukraine or Russia under export contracts), currency inconvertibility (e.g. Ukrainian and Russian foreign
exchange controls), expropriation (e.g. for any physical assets seized by Ukraine or Russia), and
divestiture (e.g. Western sanctions forcing divestiture from Russia) (Willis Towers Watson, 2022z,
McGuireWoods, 202234). Going forward, there may be a risk of expropriation in Russia, as the government
may move to nationalise the assets of foreign businesses that have exited due to the sanctions
(McGuireWoods, 2022z4).

Aviation insurance

The application of sanctions relating to the supply or transfer of aircraft has to date had the most significant
direct impact in terms of losses. The application of EU sanctions prohibiting the leasing of airplanes to
Russian airlines has had a major impact on the aviation insurance sector, which is expected to incur its
largest loss event ever (Claims Journal, 202219)). Under sanctions imposed by the EU at the end of
February, the EU prohibited the sale, supply, transfer, or export of goods and technology related to aviation
or the space industry to any person or entity in Russia or for use in Russia (see Article 3c in Regulation
(EV) 2022/328). The provision of insurance or reinsurance for Russian aviation and spacecraft was also
prohibited.

The measures required EU-based companies (or companies operating in the EU) leasing planes to
Russian airlines to terminate their leasing contracts. Leasing firms seeking to repossess their planes had
one month to cancel their contracts and recover their planes. When the war started, about 513 aircraft
operated by Russian airlines worth USD 10 billion were leased from non-Russian firms (American Shipper,
202235)). Among foreign providers, AerCap, the world’s largest aircraft leasing company, and SMBC
Aviation Capital, a leading aircraft lessor, had the largest exposure to Russia (Statista, 2022z¢)).

Following these sanctions, the aviation authorities of Bermuda and Ireland (where many leased aircraft are
registered (Reinsurance News, 202222))) decided to suspend or, in the case of Bermuda, revoke the
certificates of airworthiness (CoA) of aircraft registered in their jurisdiction and leased to Russian airlines,
citing concerns about their ability to verify airworthiness. Aircraft lacking a CoA cannot fly.

In order to ensure uninterrupted flights by its airlines, Russia passed a law in March that allowed foreign
aircraft leased by Russian airlines to be registered in Russia (Simple Flying, 202237;). The law does not
force re-registration without the permission of the owner; rather, the onus is placed on the airline to
re-register the aircraft (Reuters, 20223s)). The law allows, where a foreign lease has been terminated and
there is a request for the plane to be returned prior to the specified date in the lease agreement, the airline
to continue flying the plane; moreover, any decision on whether to return an aircraft must pass through a
special government commission (Aerotime Hub, 202239)). Russia still recognises the lessors’ ownership of
the aircraft (Insurance Journal, 202240]) and has offered to provide compensation for leased aircraft that
cannot be returned — and has even offered to purchase the planes outright (BNN Bloomberg, 2022(41)).
However, leasing companies are concerned that negotiating payments or a purchase that would result in
the transfer of aircraft to Russia would breach sanctions (Insurance Journal, 202242)) (Insurance Journal,
202240}).

Registration of an aircraft is undertaken by the owner and, under international rules, an aircraft cannot be
registered in more than one state. Registration of an aircraft in another jurisdiction without proper notice
may void the aircraft's CoA and insurance policy (e.g. see (AOPA Pilot Protection, 20163j; 1AA, n.d.[a4))).
Under aircraft leasing arrangements, the lessees (i.e. the airlines) must secure insurance for the aircraft
(primary coverage), covering hull damages and liability losses, including theft; in addition, for the hull, war

for reasons of moral hazard; almost all structured credit policies have a similar clause and regular trade credit also has
a customer confidentiality provision). The extent to which this structured and credit political risk exposure in Russia
becomes a loss exposure will be a function of time and future actions of Russia, which are difficult to assess.

IMPACT OF THE RUSSIAN INVASION OF UKRAINE ON INSURANCE MARKETS © OECD 2022


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R0328
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32022R0328

|9

risk coverage needs to be secured. For the leasing company (lessor), contingent insurance (or contingency
and repossession insurance) is purchased to cover circumstances where the airline’s own policy falls short,
and war coverage for such a policy is bought in addition (ishka, 20224s)). Contingent insurance is generally
purchased for the lessor’s entire fleet of aircraft (Johnson, 2015)).

Russian law has required that direct hull policies be written by domestic insurers (Pillsbury, 20221477), and
there has generally been a requirement within these contracts for 90% of the insured value to be reinsured
in international insurance markets (CMS Law-Now, 20224g)) to ensure that the insurance is backed by a
reinsurer with a strong credit rating (Kass, 201749))). Furthermore, so-called “cut-through” provisions may
apply in the direct insurance policy to allow the reinsurer to make a payment directly to the lessor, who
would be named as an insured party on the contract alongside the lessee (airline). Given the sanctions,
Russia has sought to ensure continuity in coverage of foreign-leased aircraft through insurance and
reinsurance arrangements, under the same conditions as the original contract (Aerotime Hub, 2022z9)).

Russia’s decision to enable re-registration in Russia has led to the filing of claims by aircraft leasing
companies (Insurance Journal, 202240).As of 20 April 2022, 360 aircraft had been re-registered, of which
171 belong to non-Russian lessors (IBA, 2022js07), although the Russian Government had earlier indicated
that 800 aircraft had been re-registered (Tass, 2022s1;). The largest claim has been made by AerCap,
which has submitted a USD 3.5 billion claim for more than 100 airplanes (Reuters, 2022(s2)). AerCap is
seeking first to make claims against the airlines’ own insurance policies* and, should these policies fail to
pay out, to claim coverage under its own (contingent) insurance policy (The Telegraph, 2022s3)).

PCS has estimated losses to be in the range of USD 7-13 billion, with a working estimate of

USD 10 billion. Losses may be mitigated if insurer actions to cancel policies prove to be effective and court
decisions limit insured value of the planes (Reinsurance News, 2022s4). According to Credit Suisse
analysts, there will be considerable debate regarding the primary insurance coverage of the planes in
Russia, but the contingent coverage secured by lessors may reportedly prove effective (Air Cargo World,
2022;s5)) (Reinsurance News, 202222)). Given the complexities, litigation is expected to be protracted.

Due to the war, aviation (hull) war insurance is no longer available for Ukraine, Belarus, and Russia and
premium rates for such coverage for the rest of the world has reportedly doubled, as insurers seek to
recoup losses (Reuters, 2022(157). The Ukraine Government has offered to provide insurance coverage for
planes flying through its airspace (Reinsurance News, 202222)).

Cyber insurance

Russia’s war against Ukraine has heightened the risk of cyber attacks and could generate losses. Already,
there have been attacks on Ukrainian critical infrastructure, government departments, banks, and
telecommunications firms; also, government ministries and businesses in Russia have been the target of
attacks. Furthermore, cyber attacks have occurred in neighbouring countries such as Belarus, Latvia,
Lithuania, and Poland (CyberCube, 2022s6)). The types of attacks witnessed to date include distributed
denial of service attacks, data corruption and viper malware, and misinformation campaigns (CyberCube,
202256)). Hackers are being recruited by both sides and others are joining independently.

According to some reports, there has been an increase in cyber incidents since the start of the war outside
of the war region, for instance in the US (Carrier Management, 2022;s7). However, wide-scale attacks have
not yet been witnessed. Experts believe there is no credible threat of a global cyber warfare (Carrier
Management, 2022ss)). However, should a large-scale cyber attack be carried out across several
countries, it could lead to claims totalling USD 20 billion or more (Insurance Journal, 2022(s9]). Businesses

4 Presumably through cut-through provisions.
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having dealings with Ukraine and Russia are at higher risk of cyber attacks, as are (more generally),
countries that have imposed sanctions on Russia.

The heightened risk of cyber attacks has raised (or re-emphasised) questions surrounding war-related
exclusions in cyber policies, and whether they would be applicable if there is no clear state sponsor. The
global NotPetya attacks from 2017 (initially targeting Ukraine and causing an estimated USD 10 billion in
overall losses (Carrier Management, 2022sg))) brought to the fore the issue of whether wide-scale cyber
attacks, attributed at the time to Russia, could allow insurers to rely on war exclusions in their cyber
policies. A recent US lower court decision (Merck case) suggested that, based on the facts of the case,
traditional war exclusion language could not provide the basis for a denial of coverage. Given the
uncertainties over exclusions, the Lloyd’s Market Association has developed “illustrative” model clauses
that provide options for the drafting of war, cyber war, and cyber operations exclusions (Lloyd's Market
Association Bulletin, 2021s0;; Marsh, 2022p61) although it is not clear whether these (relatively recent)
model clauses have been widely applied.

Ultimately, coverage for cyber losses will depend on policy terms and conditions and, in particular, the war
exclusions. A determining factor will be whether the cyber attacks can be attributed to a nation state, with
the onus of proof with the insurer (CyberCube, 20226). Unless war exclusions apply, insurers and
reinsurers with exposure to Ukraine’s critical infrastructure sectors could face losses linked to the cyber
attacks and related business interruption (CyberCube, 202256)). However, limited take-up of affirmative
cyber insurance coverage, relatively low insured limits, and efforts to address non-affirmative coverage in
property insurance policies will likely mitigate overall losses. No estimates of cyber losses to date have yet
appeared in the public domain.

Summary of insurance industry losses

Recognising that the situation is uncertain, preliminary estimates suggest that overall losses for the
insurance and reinsurance industry as a result of the war could exceed USD 20 billion, according to
Property Claims Services (PCS) (Reinsurance News, 2022p). Table 1 summarises the preliminary
estimates shared by PCS, by the lines of insurance. The ongoing war makes it difficult to assess damages,
for instance to property and infrastructure. There is also a fair amount of uncertainty regarding the losses
in some lines of business, for instance due to expected legal disputes. PCS estimates that ultimate industry
losses could range from USD 13 billion up to USD 23 billion.

Table 1. Early estimates of insured losses from the conflict, by line of insurance (PCS)

Line of insurance Estimated losses
Aviation USD 10 billion
Marine USD 5 billion
Property per risk USD 3 billion
Energy USD 2.5 billion
Personal and SME property USD 100 million
Total (preliminary) USD 20.6 billion
Expected range of losses USD 13.05 - 23 billion

Note: Preliminary estimates from Property Claims Services (PCS), made public in April 2022.
Source: Reinsurance News (2022f9)), “Ukraine conflict industry loss could exceed USD 20bn: PCS”, https://www.reinsurancene.ws/ukraine-
conflict-insurance-industry-loss-pcs/.

S&P Global has estimated that the war could result in losses that range from USD 16 billion (6 billion
aviation, 10 billion other specialty) to USD 35 billion (15 billion aviation, 20 billion other specialty).
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According to S&P Global, the top 21 global reinsurers are expected to absorb 50% of the losses (S&P
Global, 2022p2). The losses to be experienced by the reinsurance industry are expected to be
manageable, with no expected impact on solvency, except for a few outliers (S&P Global, 20222). By
way of comparison, Fitch Ratings has noted that insurers and reinsurers proved to be resilient when faced
with about USD 30 billion in non-life losses as a result of the pandemic and natural catastrophe losses of
over USD 100 billion in 2021 (Insurance Journal, 2022s4)).

Table 2. Global speciality business lines most exposed to the conflict (S&P)

Aviation (contingent war, all risks)

Trade credit

Political risk (contract frustration, agriculture, and commodities)
Cyber

Political violence

Marine hull war

Source: S&P Global (2022p2), “Russia-Ukraine Conflict Adds To A Bumpy Start To 2022 For Global Reinsurers”,
https://www.spglobal.com/ratings/en/research/articles/220331-russia-ukraine-conflict-adds-to-a-bumpy-start-to-2022-for-global-reinsurers-
12329001.

Lloyd’s of London, a major provider of speciality insurance, has indicated that the Ukraine war will be a
“major claim” in 2022, with an expected loss of USD 1-4 billion, net of third-party reinsurance (Financial
Times, 202265), and will not present any solvency challenges (Insurance Journal, 2022js6)). LIoyd’s aviation
insurance exposure is expected to be a key driver of its losses (Insurance Journal, 2022(s¢)). Fitch Ratings
has noted that most aviation policies are underwritten through Lloyd’s, and that 30-40% of direct insurance
exposure is ceded to (external) reinsurers (Insurance Journal, 2022js)). Given the concentration of the
aviation insurance sector, losses may fall more fully on some Lloyd’s underwriters, who may suffer
above-average losses (Fitch Ratings, 202267)), particularly if compounded by other losses related to the
war or other large claims.

Global insurance and reinsurance groups have been setting up reserves or recognising losses in light of
the expected cost of claims from the war. For instance, in first quarter reporting announcements for 2022
by large reinsurers, Munich Re announced, for specialty lines, expected losses of roughly EUR 100 million;
Swiss Re has set aside reserves of USD 283 million; Hannover Re has established a reserve of
EUR 143 million, excluding aviation claims (S&P Global, 2022s)); and SCOR has established a reserve
of EUR 85 million.

Impacts on business operations and investments in Russia

Sanctions and the provision of insurance

The application of sanctions by both the West and Russia has affected the ability of global insurers and
reinsurers to provide insurance services in Russia or to Russian businesses or persons. As earlier noted,
certain sectoral prohibitions have already been imposed; for example, the EU, UK, and Canada have
prohibited the provision of insurance and reinsurance services in relation to aviation and space goods or
technology to Russian companies or persons, or for use in Russia.®

5 See Article 3c in EU Regulation (EU) 2022/328, UK Regulation 29A and Regulation 28 of the Russia (Sanctions)
(EU Exit) Regulations 2019, and sanctions regulations in Canada.
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More recently, on 3 June 2022, the EU adopted restrictions on the importation of Russian oil, with a
prohibition to be applied, within a wind-down period of six month, on the insurance and financing of the
transport, particularly through maritime routes, of Russian oil to third countries (European Commission,
2022p69)). The measures are intended to impede the ability of Russia to export oil to the rest of the world
(European Commission, 2022sg); Financial Times, 2022[7q)). On 21 July 2022, the UK introduced an import
ban on Russian oil, to take effect by end 2022, with a prohibition on the provision of insurance for the
importation of such oil.% It has announced that similar prohibitions would apply to natural gas thereafter.
These measures are intended to hinder the ability of Russia to earn revenues from its energy supplies.
Revenues from oil and natural gas exports represent 45% of Russia’s federal budget (International Energy
Agency, 202271), Russia has responded with a pledge to provide state guarantees for Russian oil exports
(Insurance Day, 2022(72)).

In addition, insurers may be prohibited from providing insurance and related functions (e.g. claims
payment) as part of any transaction with a restricted Russian entity or person (Reuters, 2022(73;; Marsh,
n.d.;3) or in relation to any good or service whose provision to Russia has been banned (Pinsent Masons,
2022(741). The exclusion of certain Russian banks from SWIFT may also create challenges for certain
insurance operations (e.g. collection of premiums from, or payment of claims to, Russian entities, if funds
need to be transferred through sanctioned banks) (Davies & Davies, 2022(75; Simmons & Simmons,
20227g)).

In March, Russia implemented retaliatory measures, with a prohibition until end-2022 on Russian insurers
entering into any contracts with insurance and reinsurance companies and insurance brokers from
“unfriendly states” (US, UK, Australia, Canada, Japan, Switzerland, EU countries, and other states)
(Gibson Dunn, 2022(77;; S&P Global, 2022[7g)). These measures also apply to reinsurers and brokers based
in friendly states but controlled by firms based in unfriendly states (S&P Global, 2022(7g)).

Suspension of new business and withdrawal from the market

Foreign insurer operations in Russia generally represent a small portion of their global businesses. At the
same time, foreign-owned insurers in Russia have held a non-negligible share of the Russian insurance
market (see Figure 1). With a retention ratio of roughly 91% (for 2020), risks are generally retained within
Russia (OECD, n.d.z91) According to Fitch Ratings, global reinsurers reduced much of their coverage of
Russia following its annexation of Crimea in 2014. It is estimated that global reinsurer coverage of Russian
risks amounts to less than 2% of global written premiums (Fitch Ratings, 2022(soj).

6 See Atticles 4674 and 46Z8 of the Russia (Sanctions) (EU Exit) Regulations 2019.
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Figure 1. Market share of foreign-controlled undertakings in Russia
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Source: OECD Global Insurance Statistics, https:/stats.oecd.org/Index.aspx?DatasetCode=INSIND.

A number of insurers and reinsurers have decided to stop writing new business in Russia or renew existing
policies. Those with Russian subsidiaries may be reducing their control or have decided to leave the market
altogether. Firms seeking to exit have transferred (or intend to transfer) ownership to local management
or have found a Russian buyer. For instance, Allianz sold a majority stake of its Russian subsidiary to
Interholding, the owner of Russia’s Zetta Insurance, leaving it with a 49.9% minority stake and incurring a
loss of USD 400 million (Allianz, 2022s1)). Insurance brokers are also reducing or eliminating their footprint
in Russia.

Meanwhile, Ukraine has called on insurance regulators in Austria, Bulgaria, and Latvia to encourage
certain insurance groups based in their country’ with subsidiaries in Ukraine but also with operations in
Russia and Belarus to exit from these latter two countries, so as to reduce the reputational risks of their
Ukrainian subsidiaries (National Bank of Ukraine, 2022szj).

Portfolio investments

Portfolio investment exposure to Russia appears to be limited. For instance, according to S&P, US insurer
investment exposures to Russia are very limited, and tend to be mainly in Russian sovereign debt (S&P
Global, 2022(s3}; Insurance Day, 20224)). Similarly, EU insurers reportedly have very limited investment
exposures to Russia (Fitch Ratings, 2022(sq)). In their first quarter reporting, insurers have been reporting
impairments to their Russian and Ukrainian bond holdings, leading to a charge to earnings.

7 The National Bank of Ukraine has targeted Euroins Insurance Group, Eleving Group, UNIQA Insurance Group AG,
and Vienna Insurance Group. (National Bank of Ukraine, 2022(s2))
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Indirect impacts: Broader
ramifications on insurance markets

Inflation and growth

The war in Ukraine and related sanctions against Russia have had, given Russia’s role as a leading global
oil and gas exporter, a significant impact on energy markets, which is feeding through to the price of oil
and gas. High energy prices will add to inflationary pressures, already on the rise due to continued supply
chain problems as a result of COVID-19, labour market constraints, and other factors.

Inflationary pressures could negatively impact property and casualty insurers should claims costs rise, for
instance in property and auto insurance, given possibly higher costs for labour, building materials,
replacement parts, etc. (see (Fitch Ratings, 2022js07)). Unless insurers are able to recoup these higher
costs through increased premium rates, the profitability of these insurers may be affected (Morningstar -
DBRS, 2022;s). If inflation proves to be persistent, reserve deficiencies could emerge in long-tail®
insurance lines (Fitch Ratings, 2022(s0)).

Moreover, inflationary pressures are having an impact — or may have an impact — on asset prices and
economic growth, as monetary authorities raise interest rates to curb inflation and consumers pare back
purchases given reduced real disposable incomes.® Higher interest rates will have implications for
valuations in insurer bond portfolios, though the net effect on insurers’ financial position may be positive
given their asset-liability profile. Insurers with large equity market exposures will have been negatively
affected by falling equity prices in recent months. Any reduction in economic growth could negatively
impact the credit quality of insurer bond holdings in the medium term (Morningstar - DBRS, 2022js)).
Meanwhile, any slowdown of economic growth in real terms could constrain real premium growth, given
the linkage between GDP and premium growth, particularly in the non-life sector (see (EIOPA Financial
Stability Report, 2014sg)).

8 Long-tail insurance lines are those lines where claims may be made or settled a long time in the future, after the
policy period (e.g. liability lines) (see for instance the definition for “long-tailed business” in the glossary of the Society
of Actuaries’ Actuarial Toolkit (Society of Actuaries, n.d.[e5))) The rate of inflation will have an impact on the payment.

9 See OECD Economic Outlook (Edition 2022/1) (OECD, 2022p49)) for a discussion of recent macroeconomic
developments, including the increase in inflationary pressures arising from the Russian invasion of Ukraine, its impact
on incomes and economic growth, and the tightening of monetary and financial market conditions.
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Market volatility and investor risk appetite

The financial market volatility witnessed in recent months, owing to the efforts of monetary authorities to
combat rising inflation through higher interest rates, lower growth prospects, and the war and its fallout,
could reduce investor risk appetite. This could negatively impact the demand for unit-linked products
offered by life insurers, where investment risk is borne by the policyholder. In most EU countries, these
products represent the largest line of life business (EIOPA, 2021, p. 107); therefore, any reduced demand
for such products will affect premium growth and earnings of European life insurers.

Broader insurer aversion to political risk

Russia’'s aggression against Ukraine and related response measures, including sanctions, have
highlighted the relevance of political risks, which can be expected to increase going forward given the
worsening macroeconomic environment and expected food shortages. Given global constraints on the
supply of wheat (Russia and Ukraine supply 30% or more of grain products to at least 50 countries (Marsh,
n.d.isg))), and commodity price rises, inflation in emerging markets and developing countries could
accelerate and create political instability. The threat of upheaval could lead to a reduction in insurers’ risk
appetite for the coverage of political risks (Moneta, 2022;g9)). Broader geopolitical and country risk
concerns, including in relation to certain countries, could also contribute to increased risk aversion. Higher
risk aversion could affect insurance offerings and pricing, and make it more difficult to finance projects and
investments (Marsh, n.d.jgg)), particularly in developing countries that may need this investment the most.
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