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(Overview)

What is needed now is a re-set!
Perhaps the next systemic crisis isn't a bang, but a drawn-out process

E S

Environmental Social Governance

Human Capital
Climate change

Product Liability Corporate Governance
Natural Resources .

Stakeholder Opposition Corporate Behaviour
Pollution & Waste

Digital Strategy

SWi_SS Re Source: Swiss Re Institute
Institute May 2022 | GERS



Inequality past trends

Advanced markets becoming more unequal, emerging economies more eqgual

Gini coefficient has risen in many advanced economies since 1980, and at different speeds, more so in the US

* Among emerging economies, a general trend has been one of declining income inequality, but with mixed outcomes

Advanced economies’ middle classes shrink as inequality rises

Gini coefficient of disposable income in major advanced (left) and emerging economies (right)
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The main driver of these developments in advanced and emerging economies has been globalisation

The rollback of welfare states, taxation and pre-distribution policies contribute to inequality among advanced economies
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Current shock events impacts

Shocks to the economy impact the level of income inequality and poverty

The pandemic and the military conflict in Ukraine have immediate impacts on the level of income inequality

* Food price spikes can instantly affect progress toward eradicating extreme (income) poverty

Countries with higher income inequality and lower levels of economic resilience are at higher risk of food insecurity

Higher food prices coupled with higher fuel costs are exacerbating the current costof-living crisis

o High inflation disproportionately affects real disposable incomes of low-income households

Share of spending on food versus income inequality
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Household spending on food as percentage of pre-tax income
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Why income inequality matters?
Inequality discourages economic growth and sows the seeds of social unrest

Monthly share of countries experiencing unrest
Implied by the Reported Social Unrest Index, 3ma (%)
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Rising income inequality &
shrinking middle class in
advanced economies
Declining inequality trend
in emerging economies &
record increase in middle
class

Globalisation

Rollback of welfare states
and taxation

&

Shock events (Covid-19 &
Ukraine war) affecting
vulnerable households
Cost of living crisis
increasing food insecurity &
poverty

High inflation & slowing
growth

Heightened downside risks,
incl. stagflation and
recession risks

&

Deglobalisation, multi-polar
world, friend-shoring

Digital divide & climate
change

Shifts in monetary and fiscal
policy orthodoxies
Structurally higher inflation
Investing in “S” in ESG

Need to restore resilience
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Role of insurance

Rising income inequality has a negative effect on insurance penetration

* Macro level: panel data shows a rising Gini coefficient correlated with slower insurance penetration growth in the past three
decades
* Micro level: US household data confirms higher income households spend a smaller fraction of their income on insurance

Growth in total insurance penetration (in %) vs growth in US household spending as % of after-tax income on
Gini (in %) for advanced economies, 1990-2019 health and motor insurance in 2020, by income quintile
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Note: Figure shows average annual growth ininsurance penetration rates (where penetration

rate is calculated as total insurance as share of GDP) and average change in Gini coefficient for

advanced markets over the period 1990-2019
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Role of insurance

Insurance demand benefits from a growing middle class and declining inequality
Few high inequality countries reach the accelerating section of the S-curve
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Non-life insurance penetration rate and GDP per capita by country, 2019
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inequality in red). Blue line shows the fitted S-curve model, a non-linear relationship between insurance penetration and economic development that has been discussed
in previous sigma publications. Source: Swiss Re Institute
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Protection gaps are larger in advanced economies due to rising inequality
But the picture is more mixed in emerging economies

In Advanced Economies... In Emerging Economies...

The natural catastrophe protection gap for 2019 was about The average effect on P&C insurance of the decline in

2 5 % inequality since 1990 was a boost of
= l l 0
larger due to the rise in inequality than it would have been had USD 9 bllllon or 6- 7 /o

inequality remained at the 1990 level. This translates into of 2019 DPW.

U SD 7, 7 tr illion For life business, the declining inequality from 1990 to 2019

_ _ created a headwind of
more in asset values that would be covered against nat cat

perils, had inequality not risen. USD 8 billion or 4. 0%

Rising inequality resulted in a 2019 mortality protection gap of 2019 DPW.
that is

8%. .USD 5.4 trillion

larger in sums assured, in advanced economies.
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Role of insurance

Insurance supports individuals, societies and governments to weather disasters

Insurance increases personal and societal resilience

Micro / household level

Macro / societal level

Provides payment after financial loss, stabilises long-
term financial planning (e.g. education, retirement

Improves resilience against catastrophes nat cat,
pandemic), reduces stress on government finances,

Improves access to healthcare

© . .

c savings) protects social programmes

@®

B‘ .B‘ Incentivizes loss mitigation behaviours via offering Positive externalities of loss mitigation, including

E © premium discounts lower uninsured losses

2 2

e @® Enables borrowing for investment by households and Improved financial inclusion and economic growth

a O businesses potential
Life and disability insurance protects income of main Long-term risk and capital protection can support
breadwinner, stabilises long-term financial planning more durable consumer demand for goods and
(e.g. education, retirement savings) services

t . . g . .

% - Can supplement public pensions and protect Insurers promote financial stability by providing a

o "c'u' consumption in retirement stable source of long-term capital

w— O

— = Decreases health gaps
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Public policy and private insurance can work together to reduce inequality

PPPs

with the

insurance sector Regulatory
7 OObn support for
opportunity over i nn Ovati on

next 10 years, if Gini
declines by 1 ppt

of insurance products
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Get your publication today and subscribe to our research

Sigma Expertise Publications Economic Insights Economic Outlook
*  Market information for *  Expert analysis of specific * Key findings on macro *  Monthly newsletters on global
managers and specialist in risk topics in regional developments and market economic and financial market
the (re)insurance industry markets and the global events, and their implications risk landscape
(re)insurance industry for the (re)insurance industry
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' September 2020
S I g I I I a Lower for even longer: what does the low Economic Economic
interest rate economy mean for insurers? i
Y Insights Outlook
Natural catastrophes S ——
in times of economic
accumulation and
climate change
Publication Publication
Longer-term implications of Economic and financial risk
COVID-19: paradigm shifts insights - Vaccine roll-out and
stimulus herald cyclical

recovery
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https://www.swissre.com/institute/research/sigma-research.html

Group Economic
Research and Strategy

* As Group Chief Economist for Swiss Re,
Jéréme is responsible for the economic Jerome Haegeli
and insurance market research. He is Group Chief Economist
also the managing editor for the sigma Jerome Haegeli@swissre.com

series, Swiss Re's flagship research
!

series.

* Our global research teams are located in
Zurich, New York, Bangalore, Beijing and

Hong Kong.

* We provide macro and insurance industry i
rese?rCh andiassociated consuiting John Zhu Thomas Holzheu Charlotte Mueller
serwce_s for the.Group..We steer the Chief Economist Asia Chief Economist Americas Chief Economist Europe
scenario analysis, provide macro and John_Zhu@swissre.com Thomas Holzheu@swissre.com Charlotte Mueller@swissre.com

insurance industry analysis and
forecasts, while contributing to a sound
global financial market architecture and
making the world more resilient.

@

Patrick Saner Li Xing Hairong Huang
Head Macro Strategy Head Insurance Market Analysis Head SRI China Centre
Patrick Saner@swissre.com Li Xing@swissre.com Hairong Huang@swissre.com
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Legal notice

©2022 Swiss Re. All rights reserved. You may use this presentation for private or internal purposes but note
that any copyright or other proprietary notices must not be removed. You are not permitted to create any
modifications or derivative works of this presentation, or to use it for commercial or other public purposes,
without the prior written permission of Swiss Re.

The information and opinions contained in the presentation are provided as at the date of the presentation
and may change. Although the information used was taken from reliable sources, Swiss Re does not accept
any responsibility for its accuracy or comprehensiveness or its updating. All liability for the accuracy and
completeness of the information or for any damage or loss resulting from its use is expressly excluded.
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