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Executive summary

We expect current premium rate hardening in Australia’s commercial insurance 
market to continue into 2019, particularly in short-tail lines such as property. We also 
forecast solid economic growth of 2.6% next year, which will support demand for 
insurance. These two factors will generate commercial premium growth estimated 
at 6% next year, after a forecast 7.4% increase this year. By line of business, we 
expect premium growth in the motor and property lines to be mainly rate driven. The 
financial lines will face capacity constraints and higher premium rates due to rising 
class actions. Marsh’s latest global insurance market report indicates that on 
average, commercial insurance rates rose by 13.7% year-on-year in the second 
quarter of 2018, after an 11.6%-gain in the first quarter, the highest among all 
regions globally.1 The increase was most notable in the small- and medium-sized 
enterprise (SME)2 segment. The stronger rates pushed premiums up 11.9% in the 
first half of 2018, after a 4.3%-increase in 2017.

Australia’s commercial insurance market is the 10th largest in the world. Total 
segment premiums were USD 10 billion in 2017. Despite its size and ranking, 
surveys indicate still significant scope for strengthening of the business sector risk 
management discipline in Australia. Disruption to operations is one of the key risks 
facing business today and an area where many Australian firms, particularly SMEs, 
are underinsured. We see this trend increasing in the face of disruptive technology. 
Cyber risk is becoming an increasing area of interruption concern. Digital 
connectivity, increased use of data and proliferation of sensor technologies in 
production facilities mean higher exposures to cyber threats.

Concern about business interruption (BI) among risk managers has also risen as a 
result of globalisation. Most multinationals and even mid-sized firms have agreements 
with a number of input and service providers across the world, and thus more 
supply-chain vulnerabilities. Survey finding show that 36% of Australia’s top 2000 
companies have investments overseas, on average in 4.2 foreign markets.3 Another 
survey shows that overall, close to 90% of Australia’s SMEs have no BI cover of any 
sort.4 This represents a significant exposure weakness, given that collectively SMEs 
account for about 57% of the value of national industry and services sector output.5

There is also rising interest in parametric insurance products. In our view, non-physical 
damage business interruption (NDBI) is the next step in the evolution of solutions 
for exposures that have been difficult to insure. Over time, the nature of insurable 
property risks has broadened from traditional property damage (ie, buildings and 
machinery) to BI and contingent business interruption. Innovative NDBI insurance 
solutions can further expand the scope of insurability by helping improve the efficiency 
of risk transfer, and also reduce earnings and cash flow volatility. For instance, the 
renewable energy sector, which is highly capital intensive with significant property 
and operational risks, stands out as a new technology that requires innovative 
insurance solutions.

1 Global Insurance Market Index Q2 2018, Marsh, 8 August 2018, https://www.marsh.com/content/
dam/marsh/Documents/PDF/US-en/GIMI-Q2-2018.pdf

2 Small business refers to company employs less than 20 people; medium business refers to companies 
with 20-199 employees. Australian Bureau of Statistics. http://www.abs.gov.au

3 With 10% or greater Australian ownership. Overseas Investment of Australian companies, Australian 
Trade and Investment Commission, 4 September 2017. 

4 Vero SME Insurance Index 2017, March 2017. The survey included micro businesses which employed 
1‒4 individuals. https://www.vero.com.au/content/dam/suncorp/insurance/vero/documents/pdfs/
vero-sme-insurance-index-2017.pdf

5 Australian Industry, 2016-17, Table 5 in "Australian Industry by division" section, Australian Bureau of 
Statistics. http://www.abs.gov.au

The near-term outlook remains positive; 
commercial insurance premiums are 
forecast to grow by 6% in 2019. The 
gains will be largely rate driven.

Australian firms are underinsured for 
business disruption risk. This could be 
a main driver of commercial insurance 
market growth…

…not least because close to 90% of 
SMEs report having no business 
interruption risk protection at all.

Innovative insurance solutions can make 
risk transfer more efficient, and reduce 
earnings and cash flow volatility.
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Introduction: why corporate risk management ?

Corporate risk management is the control and mitigation of an organisation’s exposure 
to losses, and is an inherent part of a company’s economic activity. Companies face 
a wide array of risks such as fire and earthquakes. The risk landscape changes as the 
economy and the legal environments evolve, and as new risks emerge as a result of, 
for example, new technology, globalisation and geopolitical events. How companies 
manage these risks has a great impact on their market value, their financial strength 
and their ability to fund projects.

Given the diversity and changing nature of exposures, companies must constantly 
reassess whether to insure or to retain these risks. Some risks are part of a company’s 
core business and can be sensibly retained, while others are well-suited for transfer 
to the insurance market. All companies face some level of risk. A deeper understanding 
of the extent and composition of risk can deliver significant strategic advantages. 
Larger companies facing multiple risks are more likely to have a more established 
and holistic risk management approach in place.

Risk management in business in Australia
According to a survey conducted by BDO Australia this year, about 80% of companies 
have some formal or partial risk assessment procedure in place. As Figure 1 shows, 
this is more so the case for larger companies. That said, the same survey also shows 
that 57% of the responding organisations do not have clear established parameters 
for risk escalation thresholds to assess the size and magnitude of specific risks, one 
of the key indicators of the company’s risk management maturity.6 This finding alone 
indicates still significant scope for strengthening of the discipline of risk management 
in business in Australia. 

Note: Findings based on survey of 356 member of the Australian Institute of Company Directors.
Source: Enterprise Risk Management Report 2018, BDO Australia.

6 Enterprise Risk Management Report 2018, BDO Australia, 29 August 2018, https://www.bdo.com.au/
en-au/insights/advisory/publications/enterprise-risk-management-report-2018

Risk management is the dynamic process 
of controlling and mitigating a company’s 
exposure to losses.

Companies need to constantly reassess 
whether to insure or to take on retain risks. 

Larger companies tend to have more 
established risk assessment framework.

Figure 1 
Organisations with risk management 
maturity 
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Many Australian companies 
are underinsured, especially 
for business interruption risk.
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Market overview and outlook

We forecast that commercial insurance premiums in Australia will grow by 7.4% this 
year and by 6% in 2019. Premium rates have been strengthening and further 
hardening next year is likely. Combined with solid economic growth, which will 
support demand for insurance, we project continued premium increases across the 
different commercial lines of business.

The world’s 10th largest commercial insurance market

In 2017, direct premiums written (DPW) in Australian commercial insurance were 
estimated to be USD 10 billion, making the market the 10th largest in the world (see 
Table 1). The commercial segment accounts for 36% of the country’s total non-life 
insurance premiums. The largest line of commercial business is liability, followed by 
property and motor (see Figure 2).

Source: APRA, Swiss Re Institute

The near-term outlook for the commercial 
insurance sector in Australia is positive.

Sector premiums written totalled USD 10 
billion in 2017.

Table 1 
The world’s 10 largest commercial 
insurance markets, 2017

Rank Country
Commercial insurance 

DPW (USD bn)
Commercial share of 

non-life market
Commercial premiums 

as % of GDP

1 US 309 49% 1.6%

2 China 57 37% 0.5%

3 Japan 40 48% 0.8%

4 Germany 28 32% 0.8%

5 UK 28 32% 1.1%

6 France 23 35% 0.9%

7 Italy 14 42% 0.7%

8 Canada 14 29% 0.9%

9 South Korea 11 18% 0.7%

10 Australia 10 36% 0.8%

World 734 43% 0.9%

Notes: Estimates of total non-life premium written in 2017 (excluding health). The estimate of 
Australia commercial insurance market size has been refined according to more granular data 
provided by the Australian Prudential Regulation Authority (APRA). Japan and South Korea 
non-life figures exclude saving business. The UK figures exclude the London market.
Source: APRA, Swiss Re Institute

Figure 2 
Shares of commercial insurance 
premiums, by line of business, 2017
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Australian companies’ spending on commercial insurance is in line with many of 
their advanced-country peers, but they are underinsured relative to firms in the US 
and the UK. In 2017, commercial insurance penetration in Australia was 0.8% of 
gross domestic product (GDP), compared to 1.6% in the US and 1.1% in the UK.7 
Table 2 indicates commercial insurance penetration by line of business.

The penetration rate is typically used to gauge the level of insurance market 
development in a country. By design, however, the penetration rate is not able to tell 
the share of business that is insured (or uninsured), nor the contribution of insurance 
to risk management or reducing earnings volatility. Subsequent chapters will use 
other indicators to bring more granularity into the commercial risk landscape in 
Australia, companies’ insurance buying behaviour and how evolving insurance 
solutions can overcome some barriers and help businesses better deal with ever-
more complex risks.

State of play: rate hardening drives premium gains 

Premiums in commercial lines in Australia grew strongly in the first half of 2018 
(+11.9%), after having increased by 4.3% in 2017 (see Figure 3). The gains have 
been underpinned by firming premium rates in short-tail business lines with modest 
growth in business volume.

Note: Estimates of Australia commercial insurance market size have been refined according to 
more granular data provided by APRA.
Source: APRA, Swiss Re Institute

7 The penetration rate is defined as commercial insurance premium as a percentage of gross domestic 
product (GDP).  

Australian firms are underinsured relative 
to peers in the US and UK.

Table 2 
Penetration of major commercial 
business lines in Australia, 2017

Premiums as % of GDP

Property, commercial 0.23%
Liability (excluding motor liability) 0.31%
 Workers’ compensation 0.09%
Marine 0.04%
Others 0.18%
Total commercial insurance 0.75%

Source: APRA, Swiss Re Institute.

Penetration rates, however, do not tell the 
full story.

Commercial insurance premiums grew 
strongly in the first half of 2018...

Figure 3 
Commercial insurance premiums growth 
rate (year-on-year %) and premiums 
earned (AUD billion)
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Market overview and outlook

Marsh’s global insurance market report for the second quarter of 2018 indicated that 
commercial insurance rates on average rose by 13.7% year-on-year, after rising by 
11.6% in the first quarter, the highest among all regions globally. Rate increases have 
been observed in profit-challenged lines of business. By size of company, increases 
in the SME segment have been stronger than in the large corporate segment. 
According to Marsh, in the second quarter of this year casualty rate were up 5.7%, 
property rates increased by 12.5%, and financial and professional liability by 23.3% 
(see Figure 4). 

Source: Marsh, Swiss Re Institute

Insurers’ underwriting performance was relatively stable in the first half of 2018. The 
net combined ratio for commercial lines increased to 95.1%, compared with 91.6% 
in the first half of the previous year and 91.4% for full-year 2017 (see Figure 5).  In 
recent years, insurers’ profits have been supported by significant reserve releases in 
long-tail classes benefiting from a low wage inflation backdrop. However, we think 
the peak of reserve releases has passed and we expect lower prior-period reserve 
release in coming years. In the first half of 2018, reserve releases from key lines8  
as percentage of net premiums earned was 4.3%, compared to 3.8% in the first 
half of 2017 and 5.6% for the same full year (see Figure 6). Seventy three percent 
of the reserve releases in the first half came from the employers’ liability or worker 
compensation classes. Major insurers maintain that releases will remain above the 
long-run norm (1% of net premiums earned).

8  Key commercial lines include commercial motor, commercial property and liability. 
Reserve release ratio = reserve release from key lines/net earned premium from key lines. 

... underpinned by rate hardening.

Figure 4 
Rate changes in Australian commercial 
insurance (year-on-year %) 
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Note: Net combined ratio = (net incurred claims + underwriting expenses)/net earned premium. 
Source: APRA, Swiss Re Institute

Note: *Major lines include commercial property, commercial motor, public and product liability, 
professional indemnity and employers liability classes.
Source: APRA, Swiss Re Institute

Outlook remains favourable

Premiums in commercial lines staged a strong growth in the first half of 2018. By line 
of business, premium growth in the motor and property lines have been mainly rate 
driven due to poor prior-year performance. In liability, financial lines, especially 
director and officer (D&O) covers, are facing a sharp increase in premium rates due 
to rising class actions. We expect the current trend of premium rate hardening in 
commercial insurance to continue into 2019, particularly in short-tail lines, and that 
this, alongside positive economic momentum (we forecast 2.8% growth in gross 
domestic product in 2018 and 2.6% in 2019), will support premium growth. We 
forecast overall commercial insurance premiums will grow by 7.4% in the full year of 
2018 and 6% for 2019 (see Table 3). We expect there to be capacity constraints in 
financial lines, leading to still-strong rate increases.

Figure 5 
Commercial insurance combined ratio
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Figure 6 
Reserve release/strengthening of major 
commercial lines* (AUD mn) and as % of 
net premiums earned 
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We expect commercial insurance 
premiums to grow by 6% in 2019.
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Market overview and outlook

Table 3 
Australia macro and commercial 
insurance forecasts, and outlook trends

2016 2017 2018E 2019F 2019–2020 trend

Commercial lines, direct premiums written, AUD billion 13.0 13.6 14.6 15.4
Liability 5.4 5.5 5.9 6.3
Property 4.1 4.2 4.3 4.6
Motor 2.1 2.3 2.5 2.7
Marine 0.7 0.7 0.7 0.7
Others* 0.8 0.9 1.2 1.2

Commercial lines, yoy % –0.2 4.3 7.4 6.0
Liability –1.6 2.7 6.6 7.0
Property 1.3 2.8 4.1 6.0
Motor 1.8 7.0 10.3 5.5
Marine –6.8 2.4 0.0 1.0
Others 2.8 17.2 25.3 5.0 N.A.

Real GDP growth 2.6 2.2 2.8 2.6
Inflation 1.3 1.9 2.2 2.3

Note: E = estimate; F= forecast; *refined estimates according to more granular data released by the APRA.
For premium trend growth forecasts, the direction of the arrow indicates expected average growth over the next two years, compared with 
the previous 10-year average. Green arrows indicate growth expected to be above previous 10-year average. Orange arrows indicate growth 
expected to be below previous 10-year average.
GDP growth:         stable, below 10-year average; Inflation          stable, within central bank’s inflation target.
Source: APRA; Swiss Re Institute
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Natural catastrophes and fire 
are at the core of business 
interruption risk scenarios.
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Growth drivers of future demand

Solid economic growth this year and next will underpin demand for insurance. 
Commodity exports are a main component of the Australian economy. This is a 
driver of marine premium growth but with current abundant capacity in the market, 
and US trade tensions, we forecast relatively flat growth in segment premiums in 
the near term. Property and liability premium growth will be stronger, driven largely 
by rate hardening. Longer term, we think BI covers will be a source of growth for 
commercial insurance. Many firms in Australia, particularly SMEs have little BI 
coverage in place. The increasing digitalisation of business activities and also 
globalisation have increased the disruption exposures facing companies.

The economy

Economic performance is a main driver of demand for commercial insurance, 
especially for specialty lines. Employment growth, inventory values and building 
activities translate directly into premium growth. The growth of commercial 
insurance premiums in Australia improved in the first half of 2018, alongside solid 
economic performance and rising premium insurance rates (see Figure 7). We 
forecast GDP to grow by 2.8% in 2018 and by 2.6% in 2019. The stable growth will 
support steady insurance demand. Combined with continued rate hardening, we 
forecast that commercial insurance premiums will grow by 6% next year.

Note: *4QMA: four-quarter moving average growth. Commercial lines include commercial 
motor, commercial property and commercial liability.
Source: CEIC, APRA, Swiss Re Institute

The commodities sector is central to Australia’s economy, contributing 87% of total 
exports in the year ending June 2017.9 The sector accounts for a significant portion 
of Australia’s cargo exports, all of which need insurance cover. Demand for marine 
insurance has improved on the back of a recovery in trade and higher commodities 
prices in the first half of 2018, but premium growth has been sluggish due to 
abundant capacity (see Figure 8). 

9 Commodity exports refer to the sum of agricultural, resources and energy exports. 

In our view, insurance for business 
disruption exposures will be an important 
areas of commercial insurance market 
growth in the longer term.

Improving demand for commercial 
insurance reflects the economy’s solid 
performance and rising insurance rates.

Figure 7 
Growth in GDP and commercial line 
premiums* 
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Note: Premiums refer to gross earned premiums. Trade = value of total imports plus exports.
Source: CEIC, Swiss Re Institute

We forecast no growth in marine premiums for full-year 2018 and just 1% growth in 
2019. This is on account of the abundant capacity in the market. The escalating US-
China trade tensions could exert negative further negative influence. Prices of 
Australia’s major commodity exports increased in the first half of this year, but some 
of the gains were lost in July and August (see Figure 9). More pertinent, however, is 
that China accounts for up to 38% of Australia’s resource and energy exports (2017 
data, see Figure 10). US trade tensions will reduce demand from China and thus the 
volume of exports from Australia needing marine cover.

Note: Time series taken up to 27 August 2018.
Source: Bloomberg, Swiss Re Institute

Figure 8 
Growth in Australia marine insurance 
premiums and trade (year-on-year % 
change)
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Growth drivers of future demand

Note: *2017 refers to year-end June 2017.
Source: Bureau of Resources and Energy, Bureau of Agriculture, fishery and floristries of the 
Australian government, Swiss Re Institute.

Property risks

We expect growth in commercial property insurance premiums to continue after the 
high natural catastrophes losses in 2017 triggered rate responses from insurers. 
Last year, natural catastrophes insured losses were well above the 20-year average, 
according to data from Insurance Council of Australia (see Figure 11). We forecast 
property premiums to increase by 4.1% in 2018 and by 6% in 2019. 

Note: * as of July 2018. All losses are inflation adjusted to 2017 values. 
Source: Insurance Council of Australia, Swiss Re Institute

Natural catastrophes remain at the core of property risks. Australia is exposed to the 
full range of natural perils, including earthquakes, cyclones, storms, floods, hail and 
bushfires. A catastrophic asset loss or disruption to production can reduce a firm’s 
creditworthiness and even lead to bankruptcy. Generally most Australian businesses 
and households are insured property damage, but the level of cover are often 
insufficient. For instance, in 2017 natural catastrophe events in Oceania including 
Cyclone Debbie caused total economic losses of USD 3.3 billion of which only 
USD 2.1 billion was insured, leaving a protection gap of USD 1.2 billion.10 Low 
insurance take up stems from a number of causes, including risks perceptions and 
undervaluation of the commercial property. For commercial insurance, replacement 
values are often substantially higher than submitted values.

10 sigma 1/2018: Natural catastrophes and man-made disasters in 2017; a year of record-breaking losses, 
Swiss Re Institute

Figure 10 
Australia’s mineral and energy exports by 
destination, 2017*
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Commercial property remains heavily 
exposed to catastrophe risk

Figure 11 
Natural catastrophe insured losses in 
Australia (AUD million)
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In 2017, the property (commercial and 
residential) protection gap in Australia is 
estimated to have been USD 1.2 billion.
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Business interruption risk

Another growth area is BI risk, which is a top concern globally in the wake of a 
number of recent large losses following major fires and explosions, floods, storms 
and earthquakes. Typically the BI proportion of a property claim will account for the 
majority of the incurred loss, well over 50%, and it is now not uncommon to see 
single risk claims exceed USD 100 million – in some cases even approaching the 
USD 1 billion mark. 

In Australia, many companies do not have BI insurance cover, and the protection gap 
is higher in the SME sector. In most cases, SMEs have cover for property assets, but 
not BI exposures. In a survey by Vero in 2017, 56% of the SME owners replied that 
they had BI contingency plans in place, but of those only 21% said they actually have 
BI insurance covers (see Figure 12).11 The survey findings indicate plenty of scope for 
greater uptake of BI insurance covers in corporate Australia. As 44% of all SMEs 
stated they had no business contingency plans, this implies that 44% of all SMEs also 
have no BI cover. Of the 56% of SMEs that said they do have business contingency 
plans in place, 79% said they have no BI covers, which represents another 44% of all 
SMEs (ie, those with and without business contingency plans). In other words, close 
to 90% of all SMEs in Australia have no BI covers in place.

Source: Vero, Swiss Re Institute

The role of SMEs in Australia
Australia’s large corporates are mostly engaged in more capital-intensive industry 
such as mining, manufacturing and transport, postal and warehousing (see Table 4). 
In terms of contribution to aggregate economy value, a significant portion comes 
from the small and medium enterprise (SME) sector. In Australia, small business 
refers to company employs less than 20 people; medium business refers to companies 
with 20‒199 employees.12 SMEs in Australia are mostly engaged in construction, 
professional, scientific and technical services and rental hiring and real estate 
services (see Table 5). In 2016‒17, they collectively contributed AUD 644 billion or 
57% of the output value of Australia’s various industry and services sectors, and 
employed about 68% of the private sector workforce.13

11 SME Insurance Index 2017, Vero, March 2017. The survey included micro businesses which employed 
1-4 individuals. https://www.vero.com.au/content/dam/suncorp/insurance/vero/documents/pdfs/
vero-sme-insurance-index-2017.pdf

12 Australian Bureau of Statistics. http://www.abs.gov.au
13 Australian Industry, 2016-17, Australian Industry by division – Table 5, Australian Bureau of Statistics. 

http://www.abs.gov.au

BI risk is a main concern…

…but many Australian companies do not 
have associated insurance cover.

Figure 12 
Business contingency plan and BI 
insurance coverage of SMEs, 2017
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SMEs account for over half of industry 
and service sector output value.
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Growth drivers of future demand

Note: The above table includes only private sector valued add and employment.
Source: Australian Bureau of Statistics, Swiss Re Institute

Note: The above table includes only private sector valued add and employment.
Source: Australian Bureau of Statistics, Swiss Re Institute

Table 4 
Large corporate Australia, 2016‒17

Value-add (AUD mn) Share (%) Employment (000s) Share (%)

Mining 97 554 19.9% 120 3.4%
Manufacturing 51 838 10.6% 310 8.9%
Transport, postal and warehousing 43 829 8.9% 239 6.8%
Electricity, gas, water and waste services 38 590 7.9% 72 2.1%
Retail trade 35 872 7.3% 621 17.8%
Healthcare and social assistance (private) 34 821 7.1% 525 15.0%
Professional, scientific and technical services 32 690 6.7% 222 6.3%
Information media and telecommunications 29 324 6.0%  99 2.8%
Construction 26 793 5.5% 134 3.8%
Wholesale trade 25 549 5.2% 148 4.2%
Administrative and support services 24 480 5.0% 373 10.7%
Education and training (private) 12 833 2.6% 176 5.0%
Rental, hiring and real estate services 11 037 2.2% 41 1.2%
Accommodation and food services 10 947 2.2% 229 6.5%
Arts and recreation services 6 273 1.3% 74 2.1%
Other services 4 291 0.9% 57 1.6%
Public administration and safety (private) 2 854 0.6% 37 1.1%
Agriculture, forestry and fishing 1 417 0.3% 21 0.6%

Large 490 991 100.0% 3 498 100.0%
Subtotal 1 134 730 43.3% 10 882 32.1%

Table 5 
SME Australia, 2016‒17

Value-add (AUD mn) Share (%) Employment (000s) Share (%)

Construction 89 890 14.0% 932 12.6%
Professional, scientific and technical services 83 051 12.9% 809 11.0%
Rental, hiring and real estate services 70 525 11.0% 365 4.9%
Healthcare and social assistance (private) 49 124 7.6% 601 8.1%
Manufacturing 47 669 7.4% 520 7.0%
Wholesale trade 40 464 6.3% 399 5.4%
Retail trade 39 809 6.2% 679 9.2%
Agriculture, forestry and fishing 34 079 5.3% 464 6.3%
Administrative and support services 32 373 5.0% 507 6.9%
Transport, postal and warehousing 30 190 4.7% 347 4.7%
Accommodation and food services 30 167 4.7% 779 10.5%
Mining 27 480 4.3% 36 0.5%
Other services 26 377 4.1% 428 5.8%
Education and training (private) 15 601 2.4% 242 3.3%
Electricity, gas, water and waste services 10 014 1.6% 32 0.4%
Information media and telecommunications 7 789 1.2% 71 1.0%
Arts and recreation services 6 379 1.0% 132 1.8%
Public administration and safety (private) 2 758 0.4% 40 0.5%

SMEs 643 738 100.0% 7 384 100.0%
Subtotal 1 134 730 56.7% 10 882 67.9%
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Most SMEs have cover for their property assets, if not BI insurance. According to a 
2015 survey by the Insurance Council of Australia, 87.2% of SMEs reported having 
insurance for their property assets.14 There is generally a positive relationship between 
asset values and sums insured on an industry basis. For SMEs, cultural & recreational 
services, accommodation, cafes & restaurants, and property & business services are 
the industries with highest asset values and associated sums insured (see Figure 13).

Source: Insurance Council of Australia, Swiss Re Institute

Technology is changing how companies to buy insurance. For example, a survey 
conducted last year found that SMEs are increasingly purchasing their insurance 
online, although brokers remain the most important buying channel (see Figure 
14).15 Technology is also changing the risk landscape. Today BI is increasingly 
linked to cyber risks. A survey by the World Economic Forum this year found that 
cyberattacks, data fraud and theft are among the top concerns in business in 
Australia (see Figure15).16 The same survey ranked economic risks, including energy 
price shock, asset bubble, high joblessness or underemployment among the top 
business concerns in Australia. Many of these risks are not insurable.

Source: Vero, Swiss Re Institute

14 2015 Non Insurance in the Small to Medium Sized Enterprise Sector, Insurance Council of Australia, July 
2015, http://www.insurancecouncil.com.au/issue-submissions/reports/2015-non-insurance-in-the-
small-to-medium-size-enterprise-sector

15 Vero SME Insurance Index 2017, March 2017. The survey included micro businesses which employed 
1‒4 individuals. https://www.vero.com.au/content/dam/suncorp/insurance/vero/documents/pdfs/
vero-sme-insurance-index-2017.pdf

16 Global risk of highest concern for doing business, World Economic Forum, January 2018. http://reports.
weforum.org/global-risks-2018/global-risks-of-highest-concern-for-doing-business-2018/#country/AUS

Most SMEs have cover for their property 
assets.

Figure 13 
Insurance coverage of SMEs in Australia 
in 2015
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BI is increasingly being linked to cyber 
risks

Figure 14 
How SMEs in Australia buy insurance, 2017
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Growth drivers of future demand

Source: World Economic Forum
 
To date, global premiums from cyber insurance remain small relative to total 
exposures. The main challenges in the development of protection solutions for cyber 
risk are uncertainty about the frequency and severity of losses, and the potential 
correlation of risks. Richer data about cyber incidents will support further 
development of a dedicated market.17

Another reason for heightened concerns about BI risk is globalisation, which has 
resulted in longer and more complex supply chains for most multinationals and 
even mid-sized companies. Many companies have outsourced and diversified 
their operations, and are now connected to a number of suppliers across the globe. 
According to a study by Australian Trade and Investment Commission, 36% of 
Australia’s top 2 000 companies18 have direct investments overseas, on average 
in 4.2 foreign markets. Total outbound investment from Australian business was  
AUD 591 billion in 2017 (see Figure 16). This has further increased attention on 
BI and related risk management processes.

Source: Australian Bureau of Statistics, Swiss Re Institute

17 For more about cyber risk, see sigma 1/2017 – Cyber risk: getting to grips with a complex risk, Swiss Re 
Institute. http://media.swissre.com/documents/sigma1_2017_en.pdf

18 With 10% or greater Australian ownership. See Overseas Investment of Australian companies, 
Australian Trade and Investment Commission, 4 September 2017. https://www.austrade.gov.au/
ArticleDocuments/5729/2017-Overseas-investment-of-Australian-companies.pdf.aspx

Figure 15 
Top risk concerns for businesses in 
Australia, 2018

Top risk concerns in Australia, 2018
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The cyber insurance market is still small, 
in spite of the large exposures.

Globalisation has led to more complex 
supply chains, and heightened business 
focus on BI risks.

Figure 16 
Australia’s overseas investment, 
year-on-year change (%) and value 
(AUD billion)
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Risk of business interruptions 
is rising, driven by technology, 
globalisation and societal 
changes.
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Innovative insurance solutions

Innovative insurance solutions19

Rapid technological progress, in particular digital transformation, is changing the 
nature of business. There has been a rise of new types of company and business 
model, for example in the sharing economy. New transportation firms like Uber own 
no cars, and Airbnb owns no rental units, yet they are overtaking traditional players 
in their respective sectors in terms of growth and market capitalization. The business 
sector has also transformed from being rich in physical assets to deriving more value 
from intangibles and services. These changes have seen a concurrent emergence of 
new and innovative insurance solutions, moving from asset and balance sheet 
covers, to protection for earnings and cash flow risks.

Source: Swiss Re Institute

Over time, the nature of insurable commercial property risks has also broadened 
from traditional property damage, such as damage to buildings and machinery, to BI 
and CBI. Non-physical damage business interruption (NDBI) is the next stage in this 
evolution. With NDBI, the insured risk is completely detached from traditional asset-
related property risk, as the cover protects earnings even when there is no physical 
damage at an insured’s own or a third-party property. Some examples of potential 
NDBI events are electricity blackouts, political events such as strikes, organized 
blockades or government actions, a withdrawal of regulatory approval or product 
license (eg, due to quality problems or safety issues), and bankruptcy at a key 
supplier. Digitalisation is another key driver of NDBI losses, as data is increasingly 
turning into a critical asset and firms are becoming more vulnerable to events that 
prevent data from being used, as well as to cyber-attacks, software errors and cuts to 
internet access.

Events that cause NDBI can result in significant economic damage but traditionally, 
they have been difficult to insure or hedge. As exposures can vary in each case, there 
is no standard NDBI solution. Moreover, the disconnect of NDBI risk from traditional 
property risk factors gives rise to asymmetric information and data availability issues, 
rendering traditional insurance covers inappropriate. Instead, parametric products 
can be used to expand the limits of insurability and facilitate NDBI covers, as long as 
the solution provider is able to model the indices used for a trigger, the correlation of 
the exposure and the damage resulting from a triggering event, and there is a 
sufficiently high correlation of the index with an insured’s loss scenarios.

19 For more about product development and innovation in commercial insurance, see sigma 5/2017: 
Commercial insurance: innovating to expand the scope of insurability, Swiss Re Institute.

Innovative risk covers are being 
developed to cater to the needs of new 
types of business model.

Figure 17 
Expanding scope of first-party insured risk
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Non-physical damage business 
interruption is the next step in the 
evolution of BI risk protection covers.

NDBI solutions can improve the 
efficiency of risk transfer and enhance 
extend the boundaries of insurability.
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In Australia, renewable energy is a prime example of a sector needing innovative 
insurance solutions. Driven by rapid technological progress and policy incentives, the 
sector has grown rapidly and will likely count for a large fraction of projected future 
infrastructure investments. Investment in large-scale wind and solar projects in 
Australia rose by 150% to AUD 12 billion in 2017 and projects going into construction 
in 2018 add another AUD 11.2 billion, according to the Clean Energy Council.20

Australia has set a "Large-scale Renewable Energy Target" (LRET) of 33 000 GWh 
by 202021 and debate about clean energy is ongoing. This sector is highly capital 
intensive with significant property and operational risks. It is mostly funded by 
private or institutional investors, and has significant insurance needs. The following 
are some examples of innovative trigger-based commercial insurance solutions that 
help address NDBI risks in the renewable energy sector, protect assets that are 
difficult to insure and reduce earnings volatility.

Wind risk hedge for a renewable energy company

Background. A renewable energy firm in Australia suffered a 23% fall in revenue 
from its wind farms because of lower wind speeds, and a fall in wholesale energy 
market prices.

Insurance solution: a wind risk-hedge for the firm’s portfolio of windfarms. The 
trigger for pay-out is when wind speeds fall below a defined benchmark. The latter is 
based on actual energy production across the firm’s many windfarms in South 
Australia, New South Wales and West Australia, rather than a single-site modelled 
wind speed index (as in the case with traditional wind protection solutions). The 
product pays the energy company a fixed amount per megawatt-hour for power not 
generated on account of wind speeds falling below the benchmark level. 

Benefits. By indexing the risk to actual energy production, the NDBI solution directly 
transfers part of the risk of variable wind resource outcomes. This increases cash 
flow predictability and helps reduce earnings volatility for the company.

Parametric natural catastrophe for uninsured assets: CATastrophe-in-a-box

Background. The main production site for a solar salt manufacturer sits in a cyclone-
prone area on the coast of Queensland. As a result, production is vulnerable to 
damage from severe wind and rain. However, the manufacturer’s conventional 
insurance programme only covers property infrastructure, leaving its other key 
resources/assets such as salt, crystallizing ponds, lagoon banks, launders, salt in 
solution and open air salt stocks, exposed and uninsured.

Insurance solution: a parametric cover with a staggered pay-out index for category 
3, 4 and 5 tropical cyclones, as reported by the Bureau of Meteorology Australia. 
The defined coverage area is a 100 km radius box around the main production site. 
The covers are structured on a multi-year basis to guarantee capacity, terms and 

20 Clean Energy Australia Report, Clean Energy Council, 2018. https://www.cleanenergycouncil.org.au/
policy-advocacy/reports/clean-energy-australia-report.html

21 The Renewable Energy Target is a government scheme designed to reduce greenhouse gas emissions in 
the electricity sector and encourage electricity generation from sustainable and renewable sources. 
There are two parts: (1) the Large-scale Renewable Energy Target (LRET), which creates financial 
incentives for the establishment of large-scale power stations (such as wind and solar farms, or 
hydro-electric power stations); and (2) the Small-scale Renewable Energy Scheme, which provides 
financial incentives for individuals and small business to install renewable systems such as solar-panel 
systems, small-scale hydro systems, and solar water heater etc. In June 2015, parliament passed the 
Renewable Energy (Electricity) Amendment Bill 2015. As part of the amendment, the LRET was reduced 
from 41 000 GWh to 33 000 GWh by 2020 with interim and post-2020 targets adjusted accordingly. 
See About the Renewable Energy Target, Australian Government, Clean Energy Regulator, May 2018. 
http://www.cleanenergyregulator.gov.au/RET/About-the-Renewable-Energy-Target

The renewable energy is expanding 
rapidly…

…and has significant property and 
operational risk protection needs 
requiring innovative insurance solutions.

A renewable energy company insures 
itself against cash flow volatility resulting 
from against wind risks.

The parametric solution allows for the 
protection of assets that are difficult to 
insure.
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Innovative insurance solutions

conditions. Pre-determined pay-outs are triggered in the event of a category 3, 4 or 
5 tropical cyclone, irrespective of physical damage loss.

Benefits. The new parametric structure broadens the scope of coverage to include 
the manufacturer’s previously uninsured key resource assets (eg, salt stocks, 
crystallising ponds, lagoon banks assets etc). In the event of a category 3, 4 or 5 
tropical cyclone, the insurance provides liquidity to cover financial losses irrespective 
of whether damage to the resource assets is incurred. The pay-out comes15 days 
after event notification and validation.

Parametric storm insurance for hard-to-place risk: CATastrophe-in-a-circle

Background. After suffering a major tropical cyclone loss in 2017, a holiday resort 
on the Great Barrier Reef in North Queensland has been having difficulty finding 
adequate conventional insurance at renewal. One reason is that markets have been 
limiting capacity in cyclone prone areas. Another is that certain parts of the resort 
are still not repaired. These assets have been deemed uninsurable because 
quantifying the impact of a potential repeat cyclone event would be impossible. 

Insurance solution: a parametric insurance solution with staggered pay-outs for 
tropical cyclones of different strengths to match the specific needs of the client. 
Putting the resort as the central point, the coverage area extends to concentric 
circles of 50km, 75km and 100 km radius. Pre-agreed pay-outs are triggered in the 
event of a category 3 or higher tropical cyclone passing through the coverage areas, 
irrespective of whether any of the resorts assets suffer physical damage. 

Benefits. In the event of a category 3 or higher tropical cyclone, the benefits are 
many: (1) broader scope of cover, for the assets still under repair and for financial 
losses incurred due to loss of attraction for the whole resort; (2) multi-year peace 
of mind: the client has certainty of cover and budget over several years; and (3) 
fast pay-out, within 15 days of a cyclone and without claims investigation. Given that 
the rebuild of damaged assets will be of higher construction standard, the owners 
have decided to exclude Tropical Cyclone cover from their conventional insurance 
programme and buy this parametric solution coverage instead.

The parametric storm insurance provides 
solution to hard-to-place risk.
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Innovative insurance solutions 
can improve the efficiency of 
risk transfer, reduce earnings 
volatility and expand the 
scope of insurability. 
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Conclusion

Premiums in commercial lines of insurance in Australia staged strong growth in the 
first half of 2018. This was mainly rate-driven and we expect favourable rate 
momentum, especially in the short-tail classes, to carry on into 2019. On this basis, 
and with continued positive economic growth of 2.8% in 2018 and 2.6% in 2019, 
we forecast that commercial insurance premiums will increase by 6% next year, after 
a strong 7.4% gain in 2018. 

Australian firms are generally underinsured relative to their peers in the US and 
the UK. Many have yet to develop best practices in risk assessment and preparation 
for the appropriate risk mitigation response. While most firms have conventional 
insurance for their property assets, many – particularly SMEs – are underinsured 
for business disruption scenarios. Risk barometers, risk reports and global risk 
management surveys all indicate BI as one of the main risks companies face today. 

Natural catastrophes remain at the core of property risks in Australia given the 
country’s high exposure to the full range of natural perils, including earthquakes, 
cyclones, storms, floods, hail and bushfires. Globalisation and digital technology 
have broadened the scope of BI risks facing companies. We think BI risk covers will 
be an important area of commercial insurance segment growth over the longer term, 
as more and more Australian companies become aware of their vulnerabilities and 
scrutinise their business continuity plans more closely.

Another area of growth for commercial insurance will be parametric solutions, in 
particular non-physical damage business interruption (NDBI) covers. In our view, 
these are the next step in the evolution of covers for exposures that have been 
difficult to insure, such as cash flow and earnings volatility. In addition to pay-outs, 
a main benefit of NDBI solutions is that they improve the efficiency of risk transfer. 

We forecast that commercial insurance 
premiums in Australia will grow by 6% 
next year.

Australian businesses have insurance 
for their property assets, but many – in 
particular SMEs – are underinsured for 
business disruption scenarios. 

We think demand for BI covers will be a 
main source of overall commercial 
insurance sector growth.

Non-physical damage BI covers are set to 
be the next stage in the extension of the 
boundaries of insurability.
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Appendix: performance by line of business

Liability insurance 

Liability is the main line of commercial insurance business in Australia. In 2017, 
liability premiums were AUD 5.5 billion, or 40.5% of total commercial insurance 
premiums. The main product classes are employers’ liability, professional indemnity 
and public and product liability (see Figure 18).

In the first half of 2018, liability premium growth accelerated to 6.5% from 3.1% in 
the same period a year earlier, and from 2.7% in full-year 2017. The improvement 
was based on a strong increase in financial lines due to a sharp increase in D&O 
premium rates, the latter driven by constraints on capacity in an environment of 
rising litigation. Premium rates in financial and professional liability lines rose 23.3% 
in the second quarter of this year. Employers’ liability and public and product liability 
registered stable premium growth of 6.9% and 2.5%, respectively in the first half.

Overall, liability lines remain profitable underscoring continued strong reserve 
releases. In the first half of 2018, the net combined ratio of liability lines was 84.6%, 
compared to 86.5% in the first half of 2017 and 87.6% in the full year (see Figure 19). 
Australia’s liability insurance penetration has declined slightly in the last years and 
was 0.31% in 2017 (see Figure 20).

Liability is the biggest line of commercial 
insurance business in Australia.

Premiums have risen this year on the 
back of stronger rates.

Figure 18 
Liability insurance gross premiums earned 
(AUD billion, left) and growth (year-on-year %)
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Liability lines remain profitable supported 
partly by reserve releases.
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Appendix: performance by line of business

Source: APRA, Swiss Re Institute

Source: APRA, Swiss Re Institute

Commercial motor insurance 

Commercial motor premium growth accelerated to 10.3% in the first half of 2018, 
from 5.0% in the same period in 2017 and 7% for all of last year (see Figure 21). 
The increase was largely rate driven given a poor prior-year performance. In 2017, 
segment profitability was affected by higher natural catastrophe losses and repair 
costs. The segment’s net combined ratio improved to 97.6% in the first half of this 
year from 103.3% in the same period last year and 101.5% for full-year 2017 (see 
Figure 22). Commercial motor penetration has remained steady at around 0.13% last 
year (see Figure 23).

Figure 19 
Liability insurance net combined ratio

Employers liability   

Public & product liability        

Professional indemnity

Commercial liability

60%

70%

80%

90%

100%

110%

120%

1H 20181H 201720172016201520142013

Employers liability   Public & product liability        Professional indemnity

Commercial liability

Figure 20 
Penetration rate in liability insurance 
(premiums as % of GDP) 
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Commercial motor premiums were 
up 10.3% in the first half of 2018. 
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Source: APRA, Swiss Re Institute

Source: APRA, Swiss Re Institute

Source: APRA, Swiss Re Institute

Figure 21 
Commercial motor insurance premiums 
year-on-year growth rate (%) and gross 
premiums earned (AUD billion) 
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Figure 22 
Commercial motor insurance net 
combined ratio
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Figure 23 
Penetration rate in commercial motor 
insurance (premiums as % of GDP)
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Appendix: performance by line of business

Commercial property insurance 

Gross premiums earned in commercial property insurance grew by 4.1% in the 
first half of 2018, compared to 3.6% in the first half of last year and a 2.8% increase 
in full-year 2017. The improvement was largely rate driven (see Figure 24).  The net 
combined ratio of commercial property improved to 117.4% in the first half from 
124.3% a year earlier (see Figure 25). The penetration rate of property insurance was 
steady at around 0.24% of GDP in 2017 (see Figure 26).

Source: APRA, Swiss Re Institute

Source: APRA, Swiss Re Institute

Source: APRA, Swiss Re Institute

Commercial property premiums grew by 
4.1% in the first half. Rate increases 
supported improved profitability.

Figure 24 
Commercial property insurance 
premiums year-on-year growth rate (%) 
and gross premiums earned (AUD billion) 
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Figure 25 
Commercial property insurance 
combined ratio
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Figure 26 
Penetration rate in commercial property 
insurance (premiums as % of GDP)
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Marine insurance 

Australia’s marine premiums in were stagnant in the first half of 2018, after growing 
by 2.1% in the first six months of 2017 and 2.4% in the full year (see Figure 27). The 
global marine cargo market remains highly competitive because capacity is still 
plentiful. The penetration rate in marine insurance has declined slightly in the past 
few years and was less than 0.04% in 2017 (see Figure 28).

Source: APRA, Swiss Re Institute

Source: APRA, Swiss Re Institute

Marine insurance premium growth was 
stagnant in the first half of 2018.

Figure 27 
Marine insurance premiums year-on-year 
growth rate (%) and gross premiums 
earned (AUD million) 
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Figure 28 
Penetration rate in marine insurance 
(premiums as % of GDP)
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