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Growing recognition
of sustainability risks
in the insurance

and IORP sectors

Sustainability risks are increasingly
recognized by the European insurance
sector, as they can materially affect
the business activities of insurance
undertakings, for example, through
investment losses related to stranded assets
or increased insured losses caused by more
frequent and extreme weather conditions.

EIOPA’s assessments started in 2018
with the EU-wide insurance nat-cat
stress test exercise. Besides enhancing its
stress test framework on climate change
related risks," EIOPA recently published
a sensitivity analysis on transition risks?
and several studies focusing on physical
risks related to climate change.

The expected increase in frequency,
severity and correlation of weather-
related events will put significant
pressure on non-life insurers, particularly
regarding property-related lines of

business  Consequently, premium
levels are expected to increase, thereby
exacerbating the already substantial
climate insurance protection gap and its
potential macro-economic implications.

Climate change adaptation is key to
maintaining the future availability
and affordability of non-life insurance
products that provide coverage against
natural catastrophes.s EIOPA’s report on
impact underwriting shows that while
insurance undertakings are making
progress in implementing climate-
related adaptation measures in their
insurance products, the European
insurance market overall appears to be
at a relatively early stage in this regard.®

One of the main challenges for
supervisors and the insurance industry
to assess and manage sustainability risks
relates to the availability of data and loss
models. Comprehensive open-source
data is needed to improve the accuracy
of the risk assessments, in conjunction
with open-source models integrating
forward-looking climate considerations.
In this context, EIOPA developed the
“CLIMADA-app”, a user interface to
facilitate the use of the CLIMADA open-
source catastrophe model” A thematic
article published in the June Financial
Stability Report discusses the key
findings obtained using this tool. If no
adaptation or mitigation measures are
taken, climate change could significantly
increase river flood risk across Europe
over the coming decades, with larger
losses expected in northern Europe than
in southern regions.®

The European Commission mandated
the ESAs to conduct a one-off climate risk
scenario analysis in cooperation with the
ECB and the ESRB, aiming to assess the
resilience of the EU financial system and
its ability to fund the transition towards
EU targets on greenhouse gas emissions.
The cross-sectoral exercise will be based
on end-2022 balance sheet data, and
will include two adverse but plausible
scenarios that could affect the financial
system over the period up to 2030.

EIOPA recently conducted its first climate
stress test for the European occupational
pensions sector. The results showed a
sizeable drop in the value of assets (12.9%)
in the context of a disorderly transition
scenario, indicating that 1ORPs have a
material exposure to transition risks.

Solvency 11, as a forward-looking risk-based
framework, can effectively enable insurers
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to manage sustainability risks alongside
other prudential risks. Many of the existing
prudential tools for risk measurement
and mitigation can be applied to address
sustainability risks as well. For instance,
EIOPA’s application guidance on climate
change materiality assessments and
climate change scenarios in the ORSA
illustrates how climate-related materiality
assessments and scenario analysis of
climate risks can be incorporated in this
existing prudential tool, not only in the
short term, but also in the long-term.?
EIOPA is currently evaluating the potential
for a dedicated prudential treatment of
sustainability risks,” and is initiating the
re-assessment of the standard formula for
natural catastrophe risk in Solvency 11.

Supervisors and the insurance sector
in the EU have shifted their focus to
sustainability risks. It remains essential
that the insurance sector continues to
evolve ensuring that future challenges
are appropriately addressed.
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