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News release

From zombie companies to urban mobility: Swiss Re's SONAR
examines the emerging risks set to shape a post-COVID-19 world

e COVID-19 to worsen income inequality; growth in the global middle
class slowed and poverty levels rose in 2020

o Government support programmes have kept alive unviable zombie
companies, leading to increased credit and financial market risks

e Electric vehicles and other decarbonised means of transport can
cut up to 24% of current CO2 emissions from fuel combustion

e SONAR report identified emerging technological risks around
biased product testing and restarting dormant industries

Zurich, 8 June 2021 - As the COVID-19 crisis continues to play a
defining role in the lives of millions of people across the world,

Swiss Re's SONAR 202 1: New Emerging Risks Insights identified the
threats that will shape the future post-COVID-19 risk landscape. These
emerging risks range from the unintended consequences of
government interventions through to the dangers of restarting under-
maintained industrial facilities. The report also highlighted the urgent
need to decarbonise the global economy, especially in the area of
urban transport.

Swiss Re's Group Chief Risk Officer Patrick Raaflaub said: "When COVID-19
emerged in late 2019, few could have predicted the magnitude of its impact.
Many of the actions taken to mitigate the pandemic have themselves created
new risks, from the widening inequality gap to the dangers of restarting
under-maintained industrial operations. As re/insurers, it is essential that we
have the best possible understanding of these emerging risks. It is also
important to remain vigilant on the emerging risks that are already known —
especially regarding climate change — as these will impact us for years to
come."

Income inequality and the growing gap between rich and poor
COVID-19 lockdowns widened the gap between rich and poor. While many
white-collar workers were able to move to home offices and continue their
work, lower-wage face-to-face service sectors such as retail, gastronomy and
tourism experienced high unemployment. In the US, for example, leisure and
hospitality unemployment rose from 5% at the start of 2020 to 40% in April
2020. In the UK, unemployment in these sectors peaked at 10.9% in the
three months to January 202 1. This was significantly lower than the US
owing to the UK government's job retention scheme.
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The income inequality gap is not only an issue for developed economies.
According to Pew research, the growth of the global middle classes was 54
million people fewer than projected in 2020, with 60% of that reduction in
India alone’. In countries where government finances allowed for aid
packages, lower-income households fared better. In the US, stimulus
measures increased the incomes of low-wage workers during the first few
months of the pandemic.

Of particular concern is the disproportionate impact on younger generations
already struggling with pressured labour markets and lack of career
opportunities. An unemployment rate of 10% for people under 25 remains
elevated for the US, while in the UK this figure stands at 12%.?

The reduction in income for many sections of the global community threatens
the recent growth in insurance demand seen in many markets. It also places
the emphasis on the development of affordable private insurance solutions to
fill the protection gap for middle and lower-income segments.

Zombie companies: the dilemma of withdrawing government stimulus
As COVID-19 swept across the globe, many governments enacted financial
relief programmes to prevent corporate bankruptcies. In the US company
bankruptcies were down by 5% year on year in 2020, a reversal of the trend
of increasing rates from 2017 to 2019. Government stimulus programmes
helped many viable companies stay afloat, however stimulus measures have
also propped up non-viable firms: so-called “zombie companies".

Zombie companies are a potential burden for the financial sector, especially
when it comes to increased credit default rates. Low interest rates are
incentivising companies to take up bank credit, creating a risk of large-scale
defaults on these loans once government support dries up and zombie
companies become insolvent. The Institute of International Finance reported
that bank loans to small-and-medium enterprises in the US rose by 6% in
20203

To avoid a potential surge of defaults and bankruptcies, governments will
need to carefully decide how and when to withdraw stimulus packages. A
recent Swiss Re Institute paper concluded that for sustainable economic
recovery, policy should support businesses that are viable in the long run and
facilitate the orderly restructuring of non-viable firms.*

New means of urban mobility to decarbonise transportation

Rapid decarbonisation of the global value chain is essential to avoid the most
extreme effects of global warming and climate change. One important target
area for decarbonisation is transportation, which currently contributes about
24% of global CO2 emissions from fuel combustion.

The move to electromobility, hydrogen fuel cells and non-fossil-based fuel
alternatives is well underway and promises a sustainable response to traffic-
loaded urban centres. For example, there are already sophisticated micro-
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mobility systems such as rentable e-scooters in many cities. In the future, the
options are open to develop self-driving delivery vehicles, or even urban air
mobility options such as clean-powered flying taxis.

The benefits of the revolution in clean transport are clear. However, there are
emerging risks. City planners face the challenge of creating ways for new e-
vehicles to safely coexist with traditional transport and infrastructure. Injuries
from e-scooters and e-bikes are a potential source of new liability claims.
Further, the rental model of many of these new forms of urban transport
requires sharing of personal information, giving rise to risks around
possible data theft. Legislation and regulation will therefore also need to be
updated in order to mitigate these risks.

Diversity gaps in product testing and other technology risks

Besides COVID-19-related emerging risks, Swiss Re's SONAR also examined
new technological risks in the global marketplace. For example, the report
examined the importance of accounting for gender, age and other factors in
product testing. Evidence suggests that crash test dummies and medical
trials may need to more accurately reflect a changing demographic in order
to increase car and medical safety.

Further topics in this year's SONAR report include: the longer-term health
burden of COVID-19, the risks of restarting industrial installations that have
been under-supervised or not maintained during the pandemic, and the
ethics of digital nudging.

" https//www.pewresearch.org/global/202 1/03/1 8/the-pandemic-stalls-growth-in-the-global-middle-
class-pushes-poverty-up-sharply,

https:;//www.pewresearch.org/fact-tank/202 1/03/1 8/in-the-pandemic-indias-middle-class-shrinks-and-
poverty-spreads-while-china-sees-smaller-changes,

2 https;//www.bls.gov/web/empsit/cpseea 1 0.htm
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asets/summaryoflabourmarketstatistics
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Notes to editors
The full SONAR 2021 report is available online here.

Methodology

Swiss Re's SONAR programme stands for Systematic Observation of Notions Associated with
Risk. Itis Swiss Re’s process for identifying, assessing and managing emerging risks. Experts
across the company collect early signals of emerging risks, which are assessed and prioritised
by an emerging risk management team. SONAR findings have been published for external
audiences SINCE 201 3.

Swiss Re

The Swiss Re Group is one of the world’s leading providers of reinsurance, insurance and other
forms of insurance-based risk transfer, working to make the world more resilient. It anticipates
and manages risk — from natural catastrophes to climate change, from ageing populations to
cyber crime. The aim of the Swiss Re Group is to enable society to thrive and progress, creating
new opportunities and solutions for its clients. Headquartered in Zurich, Switzerland, where it
was founded in 1863, the Swiss Re Group operates through a network of around 80 offices

globally.
For logos and photography of Swiss Re For media 'b-roll' please send an e-mail to
executives, directors or offices go to media_relations@swissre.com

https://www.swissre.com/media/electronic-

press-kit.html

Cautionary note on forward-looking statements

Certain statements and illustrations contained herein are forward-looking. These statements

(including as to plans, objectives, targets, and trends) and illustrations provide current

expectations of future events based on certain assumptions and include any statement that

does not directly relate to a historical fact or current fact.

Forward-looking statements typically are identified by words or phrases such as “anticipate”,

“assume”, “believe”, “continue”, “estimate”, “expect”, “foresee”, “intend”, “may increase”, “may

fluctuate” and similar expressions, or by future or conditional verbs such as “will”, “should”,

“would” and “could”. These forward-looking statements involve known and unknown risks,

uncertainties and other factors, which may cause the Group’s actual results of operations,

financial condition, solvency ratios, capital or liquidity positions or prospects to be materially
different from any future results of operations, financial condition, solvency ratios, capital or
liquidity positions or prospects expressed or implied by such statements or cause Swiss Re to
not achieve its published targets. Such factors include, among others:

e thefrequency, severity and development of insured claim events, particularly natural
catastrophes, man-made disasters, pandemics, acts of terrorism or acts of war;

e mortality, morbidity and longevity experience;

e the cyclicality of the reinsurance sector;

e  central bank intervention in the financial markets, trade wars or other protectionist
measures relating to international trade arrangements, adverse geopolitical events,
domestic political upheavals or other developments that adversely impact global economic
conditions;

e increased volatility of, and/or disruption in, global capital and credit markets;

e the Group’s ability to maintain sufficient liquidity and access to capital markets, including
sufficient liquidity to cover potential recapture of reinsurance agreements, early calls of
debt or debt-like arrangements and collateral calls due to actual or perceived deterioration
of the Group's financial strength or otherwise;
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e the Group’s inability to realize amounts on sales of securities on the Group's balance sheet
equivalent to their values recorded for accounting purposes;

e the Group's inability to generate sufficient investment income from its investment portfolio,
including as a result of fluctuations in the equity and fixed income markets, the
composition of the investment portfolio or otherwise;

e changesin legislation and regulation, or the interpretations thereof by regulators and
courts, affecting the Group or its ceding companies, including as a result of comprehensive
reform or shifts away from multilateral approaches to regulation of global operations;

e thelowering or loss of one of the financial strength or other ratings of one or more
companies in the Group, and developments adversely affecting its ability to achieve
improved ratings;

e  uncertainties in estimating reserves, including differences between actual claims
experience and underwriting and reserving assumptions;

e policy renewal and lapse rates;

e uncertainties in estimating future claims for purposes of financial reporting, particularly
with respect to large natural catastrophes and certain large man-made losses, as
significant uncertainties may be involved in estimating losses from such events and
preliminary estimates may be subject to change as new information becomes available;

e legal actions or regulatory investigations or actions, including in respect of industry
requirements or business conduct rules of general applicability;

e the outcome of tax audits, the ability to realize tax loss carryforwards and the ability to
realize deferred tax assets (including by reason of the mix of earnings in a jurisdiction or
deemed change of control), which could negatively impact future earnings, and the overall
impact of changes in tax regimes on the Group’s business model;

e changes in accounting estimates or assumptions that affect reported amounts of assets,
liabilities, revenues or expenses, including contingent assets and liabilities;

e changes in accounting standards, practices or policies;

e  strengthening or weakening of foreign currencies;

e reforms of, or other potential changes to, benchmark reference rates;

e failure of the Group's hedging arrangements to be effective;

e  significant investments, acquisitions or dispositions, and any delays, unforeseen liabilities
or other costs, lower-than-expected benefits, impairments, ratings action or other issues
experienced in connection with any such transactions;

e  extraordinary events affecting the Group’s clients and other counterparties, such as
bankruptcies, liquidations and other credit-related events;

e changing levels of competition;

e the effects of business disruption due to terrorist attacks, cyberattacks, natural
catastrophes, public health emergencies, hostilities or other events;

e limitations on the ability of the Group’s subsidiaries to pay dividends or make other
distributions; and

e  operational factors, including the efficacy of risk management and other internal
procedures in anticipating and managing the foregoing risks.

These factors are not exhaustive. The Group operates in a continually changing environment
and new risks emerge continually. Readers are cautioned not to place undue reliance on
forward-looking statements. Swiss Re undertakes no obligation to publicly revise or update any
forward-looking statements, whether as a result of new information, future events or otherwise.
This communication is not intended to be a recommendation to buy, sell or hold securities and
does not constitute an offer for the sale of, or the solicitation of an offer to buy, securities in any
jurisdiction, including the United States. Any such offer will only be made by means of a
prospectus or offering memorandum, and in compliance with applicable securities laws.

5/5



