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| Mh}p 8 catastrophe
Mo just catastrophe claims are be-

hind the disastrous underwriting results re-

] cently announced by a number of short-term

insurers. The economic recession and plain
bad underwriting also played their part.
There has nevertheless been a surprising
increase in catastrophe claims. which in-
clude “natural disasters” mainly through
wind, storm and water damage of one sort or

- another.

The figures speak for themselves, as
shown in the accumpanying graph. The cost
of major catastrophes accumulated steadily
f--= RI1.8m in 1979, and just R52m in
1940 to R123m in 1984, In the five-year
period estimated claims for natural disaste. s
amounted to a staggering R214m. The
biggest catastrophes included the Springs

hailstorm (R24,3m), cyclone Domoina |

(R37,3m). and the Cape storms (R21.6m).
Rodney Schneeberger, MD of the SA In-
surance Association (Saia), says this does
not include all storm damage. "It includes
those events we ¢lassify as a ‘catastrophe’
only. Once the association advises its mem-
bers accordingly, then the insurers keep re-
cords of all the claims they reccive for the
respective events, even if it is only for, say,
R50."
Records for the rest of claims related to
water, storm and wind damage are not sepa-
rated out from the underwriting accounts.
Such claims would be for isolated events,
. that might affect an individual house, for

instance, or 2 block of flats. But various
~ estimates for the five-year period put them at
between R200m-R300m. At a conservative
estimate, therefore, all claims arising from
natural disasters mus: exceed R400m for the
1979-1984 period.

The latest insurance company reports
make startling reading as well. Compared to
the half-year to June 1984, when most com-
panies reported underwriting profits, for the
second half of the year major insurers report-
ed losses: Commercial Union K2,6m, Guard-
ian National R2,4m, SA Eagle R0.8m, and
Mutual & Federal a whopping R16,4m.
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As one insurer admitted: “The companies
are bleeding badly, very badly indeed.”

And catastrophe claims are only ony side
of the picture. As Swiss Re manager. Gareth
Bradburn, points out: “Reinsurers bear the
bulk"ul" catastrophe losses by a long, long
way.

Claims are also increasing in a number of
other categories that more directly affect the
insurers: fidelity guarantee business -— cov-
ering thefts from employers, for example;
fire insurance under what are euphermistical-
ly called “liquidation fires,” where a propri-
etor sets fire to what he can't sell; and per-
sonal lines business, especially in the case of
car thefts and house burglaries.

All, of course, related to the pressures of
the current recession,

But much of the insurers’ troubles stem
from bad underwriting. It was they who
previously slashed premiums to the bone in a
bid for market share: and it was they who
sclegtivcly passed over risks to their reinsur-
crs in 4 manner that meant, for a time at
least, losses would be exported.

While it is debatable whether natural di-
sasters are an increasing trend, what is cer-
tin is that there has been a massive expan-
sion of townships and industrial sites over
recent years. At the same time, according to
John Posnett, Deputy MD of Mutual &
Federal, commercial and industrial premi-

ums were slashed over a period of about

seven years to 30% in real terms. Reinsurers
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also cut their rates in competition. B
But, last year, in what was described as a TREFWOORDE
“fight for survival,” reinsurers reversed the S :
trend dramatically. Capacities were re-
duced, commissions they paid to insurers L
were slashed - so much so, in fact, that ‘
some insurers ended up paying out more
commissions than they reccived - while et e ey
reinsurers limited certain perils that could be

ceded to them.

In other words, direct insurers were forced 2 e
to take on more of the risk, while at the same
time paying more for the privilege of passing
some of it on,

John Posnett admits: “Certainly, we are in
a bad claims cycle as far as natural catastro-
phes are concerned. The cost at R123m for 3
1984 is 460% up on 1983 He adds, “If
nothing else, this indicates current insurance
rating levels, particularly for business risks, e e
are hopelesslv inadequate.™ '

Stricter measures &

Aund it is doubtful there will be any im- :
provement this year. Already there has been
storm damage in Natalin February. estimat- e
ed at about R15m. And no doubt reinsurers
will respond to the flood of claims by even |
more stricter measures this next December. B e,
S0 it looks like the direct insurers will just
get more of the same thing.

Posnett adds: “For the direct insurers the e
increasing price of treaty reinsurance is im-
posing a growing burden on the bottom line |
which capnot be ignored.” ‘ L

Meanwhile, the numbers of claims gener-
ally are expected to rise further as a result of !
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the recession. On the other hand. there are
indicati~ns that investment returns. invart- 7
ably used to supplement underwriting losses,
are starting 1o tal off.
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