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In terms of emerging risks, 
the commercial and corporate 
entities we surveyed ranked 
their top risks as the COVID-19 
pandemic impact on business 
interruption (57%) followed by 
political unrest (48%), social 
change (44%), cyber crime (36%) 
and climate change (35%).

COLLABORATIVE RISK 
MANAGEMENT CENTRAL 
TO A NEW INSURANCE 
PARADIGM

According to Santam’s research, a struggling South African 
economy remains the biggest emerging concern for 

commercial entities – 62% of respondents ranked this as 
their number one worry. 

The economic downturn has impacted businesses across our 
specialist lines of insurance. In particular, we have seen the 
marine, heavy haulage, taxis (including e-hailing), aviation, 
travel and the construction industries contract as a result 
of the economic challenges. The fallout from the COVID-19 
pandemic has resulted in businesses facing closure or 
operating at a significantly reduced capacity, and we have 
also seen industry consolidation and reduced insurance 
cover. We expect some of these to reverse as the economy 
recovers, presenting opportunities for growth in specialist 
lines. 

Conversely, we have seen property and liability classes 
remain relatively stable for medium to large commercial 
entities. There is real scope for growth in these two 
categories, but this will be driven by SMEs and related 
strategies. 

Many businesses were compelled to pivot their business 
models and reinvent themselves during the pandemic in 
order to keep operating, thereby exposing themselves to 
new and unfamiliar risks. Furthermore, companies moved 
to skeleton staff, resulting in larger losses and rising cost of 
claims as risk management practices appear to have fallen 
down the list of priorities. 

In terms of emerging risks, commercial and corporate 
entities surveyed ranked their top risks as the COVID-19 
pandemic impact on business interruption (57%) followed by 
political unrest (48%), social change (44%), cyber crime (36%) 
and climate change (35%).   

While climate change ranks lowest as an emerging risk, we 
have seen a notable increase in the frequency and severity 
of weather-related incidents across the globe. Some recent 
examples include the bushfires in Australia and the wildfires 
and hurricanes that ravaged the US. 
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When looking at the more traditional risks that commercial 
entities face, fire damage and the resulting impact on 
business interruption is by far the biggest category. There 
were a number of large-scale fires and explosion-related 
losses across South Africa in the past 18 months, including 
the Table Mountain National Park fire that damaged parts 
of the University of Cape Town, the Charlotte Maxeke 
Johannesburg Academic Hospital blaze and an explosion at 
the Astron Energy oil refinery in Cape Town, to name a few.  

A hardening insurance market shows no signs of abating 
through 2021 and beyond. As a result, capacity has been 
restricted in the liability classes where we have seen 
a notable uptick in third party events. We have seen an 
increase in demand for Directors and Officers (D&O) liability 
cover in particular. Indeed, the past 18 months have seen 
risks, especially liability-related risks, intensify the world 
over and global reinsurance rates have risen significantly as 
a result. 

Higher reinsurance rates as a consequence of reduced 
capacity and tighter reinsurance terms have impacted local 
insurers who have taken on more risk, and consequently 
premiums have increased – particularly in the liability and 
property classes. 

The hard market cycle makes insurance more costly and 
those looking to insure are likely to be more discerning. 
Large corporates, while not reducing cover, are shopping 
around for the best value insurance products, often delaying 
their policy renewals. At the same time, some niche 
industries have seen clients amend their cover. 

This has especially been the case in the construction sector 
(given less infrastructure development) while businesses in 
the marine and heavy haulage industries have amended their 
policies to match their reduction in turnover. Consequently, 
insurers may look to narrow their offerings away from 
unsustainable lines, fuelling further consolidation. The 
segments that are most at risk are the construction, 
transport and travel lines.   

The aviation and travel industries were particularly hard 
hit by the pandemic and the accompanying restrictions on 
movement. Our insurance volumes for the outbound travel 
business are roughly 30% of where they were a year ago 
(recorded volumes are due to regional travel). 

The aviation business has also seen lower volumes given 
reduced charter flights due to 80% of aircraft clients being 
grounded between April and August 2020, and the closure of 
flight schools (80 – 90% of whose students are international). 
We have also seen an uptick in the frequency and severity of 
large losses in this business. At the beginning of 2021 there 
were around 10 aviation-related incidents with damages 
estimated at over R250 million. More than 90% of insurance 
claims are historically due to pilot error, mostly occurring 
at take-off and landing. However, issues currently under 
investigation are for damages resulting from mechanical or 
maintenance issues due to disuse.

The transportation sector is the veins of the economy 
and has also been negatively impacted by the pandemic. 
According to our research, 80% of respondents operating in 
the commercial transport sector reported a loss in profits 
in 2020. The numerous business closures in this sector 
have increased the workload of those still operating, which 
manifests in employees (including truck drivers) working 
longer hours and increasing the chances of fatigue-related 
truck accidents. 

Poor economic growth and excessive unemployment are also 
powerful catalysts for underlying social discontent which 
has led to rising incidences of malicious damage to property. 
Compounding the problem is the poor maintenance of the 
country’s road infrastructure. Potholes, shoulder-less roads, 
and poor lighting all contribute to a higher truck accident 
tally. Add to these factors the rising cost of imported vehicle 
parts. 

Insurers may look to 
narrow their offerings 
away from unsustainable 
lines, fuelling further 
consolidation. The 
segments that are most at 
risk are the construction, 
transport and travel lines.   
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This has the potential to increase costs as the global 
economy struggles to catch up on congested ports, as well as 
start-stop economic impacts on scaling demand.

It should therefore come as no surprise that we have 
experienced higher frequency and severity losses in the 
heavy haulage industry. Our claims data shows an increase 
of 25% in volume and 30% in the average cost of claims. 

The deterioration in public-owned infrastructure is 
a problem not only for the transport industry, but for 
the whole economy. The importance of addressing this 
issue cannot be emphasised enough. We are becoming 
increasingly concerned about water supply given the dire 
state, and continued deterioration, of reservoirs and pump 
infrastructure in South Africa. While we acknowledge that 
it comes down to a balance of affordability for government, 
it is well documented that functioning safe infrastructure 
is one of the crucial building blocks for economic growth; 
prioritising it will generate social, environmental, and 
financial returns worth the investment.  

Stagnant economic growth puts pressure on business 
revenues across industries. To ensure both their 
sustainability and profitability in such an environment, 
business owners must keep a tight rein on their expenses. 

Underinsurance is a problem that we highlighted in the 2019 
report, however the prevalence and extent of underinsurance 
has become more evident due to the pandemic.

The prevalence and extent of 
underinsurance has become more evident 
due to the pandemic.  

This was particularly true in relation to BI cover where there 
is a high level of underinsurance. In some cases this is 
intentional given the cost involved, but mostly we believe it is 
due to a lack of understanding of the risk exposure and cover. 

This can lead to partial or non-payment of claims, which 
often results in counterproductive tension between the client, 
their intermediary and insurer. 

Specialist insurance is complex by nature and requires deep 
technical expertise and knowledge to help clients understand 
and manage their risks. From the perspective of the insurer, 
the solution to this is twofold: simplified policy wording and 
better education for both intermediaries and clients around 
the extent of their cover. Combining these two initiatives 
will help everyone understand more clearly what is covered, 
and what is not. That outcome will not only lead to clarity 
on expectations between the various stakeholders, but 
provide a solid foundation from which to address areas of 
underinsurance.  

An important part of the education process is a greater 
emphasis on risk management. Effectively managing risk 
leads to fewer claims, resulting in more affordable insurance 
premiums over the long term. This is preferable to reducing 
cover and risking underinsurance while the probability of a 
given risk event remains unchanged. Risks are escalating 
and becoming more complex and it is no longer financially 
feasible to simply transfer all aspects of risk to an insurer. 

The use of technology has amplified exponentially. It was 
increasing even before the pandemic, but has escalated 
rapidly since the pandemic began dictating how we live and 
do business. This rapid increase in technology has, however, 
introduced another risk that is not featuring high enough on 
the list of threats: cyber crime. 

The cost of truck repairs 
has risen significantly, 
in some instances by 
as much as 40%, partly 
due to original engine 
manufacturers producing 
trucks that are far more 
sophisticated, some of 
which now cost in the 
region of up to R2 million. 
It is also partly due to a 
constrained supply chain 
causing a delay in parts 
supply.   

An increase of 25% in 
volume and 30% in the 
average cost of claims.
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While 45% of commercial intermediaries surveyed identified 
cyber crime as a key emerging risk, only 36% of commercial 
and corporate entities agreed – this number remained 
unchanged from our 2019 survey despite a significantly 
larger sample size. This goes some way towards explaining 
why we have not seen the proportionate rise in demand for 
cyber insurance cover, even as the growth in both working 
from home and digital communication materially increase 
cyber crime risk. 

Although the seriousness of this risk is gaining momentum 
among intermediaries, businesses are not yet as concerned 
as they should be. 

This is an important finding from the research and one which 
we need to act on. It brings us back to the point that there is 
more work to be done in terms of educating intermediaries 
and clients – as insurers we need to provide the right tools 
and enable intermediaries, who in turn will share this 
knowledge and understanding with their clients. 

Broadly speaking, it is not only the weight of the relevant 
risks that must be communicated, but also what can be done 
to better manage those risks. Commercial and corporate 
entities indicated that they will be focusing on sustainability 
and laying the groundwork for rebuilding in the year ahead. 
Better engagement with their insurers and intermediaries to 
understand their cover and to explore how they can improve 
their risk management practices should form part of that 
rebuild. Stakeholders are therefore likely to demand that 
insurance solutions go beyond traditional risk transfer to 
explicitly address risk mitigation. 

We believe that rebuilding the economy will bring with it 
opportunities for growth in the specialist markets. Some 
of this will come through market consolidation or insurers 
exiting lines that have become unprofitable for them. Other 
growth opportunities will materialise from the development 
of new classes of insurance to address emerging risks like 
those associated with cyber security and drones, which 
will be especially helpful for the growth of the aviation and 
liability lines. There is also demand for contingency BI cover 
which will provide further impetus to the industry’s growth.

As complex new risks emerge, we must 
continue to innovate and be prepared to 
underwrite the risks that threaten our 
businesses and economic vitality in order to 
remain relevant. 

The risk landscape is evolving rapidly. We see new 
correlations, interdependencies and causations; risk no 
longer presents in traditional ways. There is a plethora 
of new risks, and as specialist insurers we must adapt to 
this dynamic. We believe each time there is disruption in 
the market, underwriting discipline is key to who survives. 
Overall, we see the specialist market as robust going into the 
rest of 2021 and into 2022.  

Other growth opportunities 
will materialise from the 
development of new classes 
of insurance to address 
emerging risks like those 
associated with cyber security 
and drones. 
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INSURANCE 
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