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e Forthe third year in a row, global premium growth
SU M MARY lagged behind the expansion of economic activity,
pointing to a widening protection gap.

e China’s premium growth flagged; the U.S. and Japan
drove global premium income in 2018.

e Long-term prospects look brighter: Global premium
growth will reach around 5% in the next decade, with
around 60% of additional premiums to be generated
in Asia (ex. Japan)

e The big unknown is the digitalization of insurance, with
an ambiguous effect on premium growth
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EUR3655 BILLION

GLOBAL INSURANCE PREMIUMS ROSE
+3.3% IN 2018
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CURRENT STATE
OF AFFAIRS

The global market

In 2018, global insurance income clearly lagged behind p&c products in  be attributed to the low-yield environ-
(volume of gross premiums written by terms of growth for the third yearina  ment, which not only deters savers
insurers) for property-casualty (p&c) row. In 2016, the weakness of the Euro- from making long-term saving deci-
and life (without health) reached pean market was to blame, while in sions but also leads to fierce competi-
EUR3655 billion or 5.4% of globalout- 2017 it was that of the US market. tion between investment products.

put. In a year-on-year comparison, the  However, last year’s dismal perfor-
nominal increase in premium income — mance is due to the -3.4% contraction
adjusting for foreign currency effects —  of the Chinese life insurance market,
was +3.3%. Compared to the previous  which has a global market share of
year's growth (+3.4%), there are signs  12%. So despite the fact that life still

of stabilization at around that figure.  dominates the insurance market as a
The overall growth for the past decade  whole (62% of world market share), the
(2008 — 2018) was +3.0 %. star performer of the 2018 show was
again p&c with an estimated growth of
+4.7%. Generally, there is a more stable
demand for p&c products than life in-
surance products globally. This could

In 2018, in per capita expenditure
terms, the global population spent
EUR614 on average on insurance pre-
miums per year (life: EUR379; p&c: EUR
234). As would be expected, the ex-
penditures per capita varied widely
according to the maturity of the mar-
ket, ranging from EURS5 in Nigeria to
Both lines of business contributed to EUR7,180 in Hong Kong (See Figure 1).
the modest growth in 2018, though the
life lines — clocking growth of +2.5% —

Figure 1: Gobal insurance market
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Looking back at the last decade, two
developments of the global insurance
market are quite remarkable: the per-
sistent growth gap between premium
and economic growth, and the regio-
nal shift of market shares.

Over the last decade, insurance pre-
miums outgrew global GDP growth on
only two occasions (2014 and 2015),
while in 2009, the year of the global
recession, they contracted slightly less.
In 2018, the estimated growth of the
global economy, in nominal terms,
was +5.7%, leaving the insurance in-
dustry to lag behind by 2.4pp (see Fi-
gure 2). As a consequence, global in-
surance penetration (gross written
premiums as a percentage of GDP)

Figure 2: Global insurance premiums and GDP

8,0

has followed a downward trajectory in
the past decade, from 6.3 in 2008 to
an estimated 5.4 in 2018. This deve-
lopment points to a rather paradoxi-
cal situation: On the one hand, global
risks are constantly increasing — just
think of climate change, demography,
cyberattacks or geopolitical shifts. But
on the other hand, people and com-
panies worldwide are spending an
ever smaller proportion of their in-
comes on insurance. The result is an
ever-widening protection gap, be it
with respect to natural catastrophes,
cyber risks, healthcare or pension sa-
vings®.

Mirroring the economic rise of emer-
ging markets and China in particular,

the insurance world map has also
changed considerably in the last few
years (see Figure 3). China'’s growing
weight in insurance is simply amazing.
In just one decade, it almost tripled its
world market share. In contrast, the
share of mature markets (North Ame-
rica, Western Europe and Japan) decli-
ned by around 14pp.

The following chapters look in more
detail at the three biggest regions —
Western Europe, North America and
Asia (ex Japan) — which together ac-
count for 85% of global premiums.

Figure 3: Global insurance market shares
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Western Europe

As of 2018, Western Europe was one
of the three largest markets in the
world (EUR1002 bn), after North
America (EUR1201bn) but (still)
ahead of Asia (ex Japan) (EUR
871bn), in total premium terms. Wes-
tern Europe, however, boasts the
highest penetration rate (6.5% in
2018).
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In 2018, premium income in Western
Europe grew by +2.1% on a year-on-
year basis, a slight increase from the
+1.9% growth of the previous year.
Our projections for 2018 suggest that
p&c growth in Western Europe
picked up from +1.9% in 2017 to
+3.1% in 2018, the fastest increase
since 2003. The life insurance market,
on the other hand, slowed to +1.7%

1 For a comprehensive overview of protection gaps see Geneva Association (2018), Understanding and addressing global insurance protection gaps.

(from +1.9% in 2017), mainly due to
the contractions of premium incomes
in markets like Austria (-3.2%), France
(-0.2%), the Netherlands (-4.6%) and
Spain (-1.6%).



Figure 4: Insurance markets in Western Europe
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As a consequence, life insurance pene-
tration in the region has dramatically
declined, from 5.6% back in 2007, just
before the Great Financial Crisis, to
4.4% in 2018. (Penetration in p&c re-
mained more or less the same: 2.1% vs
2.3% before the crisis). Against the
backdrop of the unrelenting demo-
graphic change, which leaves no doubt
about the necessity of private provision,
this sharp decline is disturbing. Long-
term savings efforts are obviously de-
creasing. The severe economic crisis in
many European countries is certainly
one reason for this. The European Cen-
tral Bank's low-interest policy also plays
an inglorious role here. But waiting for
the ECB to change course and interest
rates to rise again is no longer an op-
tion. The younger generation will be
much more dependent on private re-
serves in their old age than the current
generation of pensioners. They have to
save —now. The key is to adapt savings
behaviors — accepting more risks — as
well as savings products — offering less
guarantees — to the new realities. Life
insurance has to release itself from its
over-dependence on interest rates.

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Life insurance, however, still makes up
67% of the total premium income in
Western Europe , amounting to
EUR674bn. The business line plays an
important role in social security systems
in many but not all European countries.
Therefore, insurance penetration differs
significantly: from a high 7.1% in the UK
or 6.2% in Denmark to 1.5% in Austria or
amere 1% in Greece. Furthermore, as
revenues of life insurance are often
driven by bancassurance strategies
and legislative changes, volatility is
high. A case in point are the rollercoast-
er-like developments in Italy — where
growth rates changed between +49%
and -18% over the last decade — or
Sweden (between +18% and -12%).

The greatest total premium growth in
the region in 2018 was observed in Por-
tugal at +9.9% year-on-year. Life insur-
ance in Portugal grew by +14.5%, main-
ly due to the income from retirement
products, which have increased their
weight in the life market to up to 45% of
life insurance products, according to
ASF?. The four biggest insurance mar-
kets in the region — the UK, France, Ger-

2 Portuguese insurance authority : Autoridade de Supervisio de Seguros e Fundos de Pens6es (ASF)
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many and Italy — showed more modest
growth, with the German market
achieving the highest rate: +2.2%. This
was mainly driven by a healthy +3.4%
increase in the p&c segment; the life
business grew only by +1.3%, recovering
slightly from three years of negative
growth. The British market clocked
growth of +2.1% and the Italian one of
+1.9%; growth in France was even more
subdued (+1.1%).

Regarding insurance density
(premiums per capita) and penetration,
however, Germany lags behind the oth-
ers. In 2018, insurance density stood at
EUR1925 in Germany (against a re-
gional average of EUR2395) and pene-
tration at 4.7% (against 6.5%). In neigh-
boring France, for example, people
and companies spend EUR3102 per
year on insurance and penetration is
almost twice as high as in Germany
(8.6%). The regional economic giant is
an insurance midget.
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Northern America

2018 was a good year for insurance in
the U.S., where overall premium in-
come rose by +4.6%, the strongest in-
crease since 2012. While life premiums
grew by +5.2% (also the strongest
growth since 2012), premiums in p&c
increased by a more modest +4.1%,
slowing down from the previous year’s
+4.9%. Allin all, total premiums rose by
EUR54bn, contributing a whopping
42% to global premium growth in
2018. With that, the U.S. cemented its
status as the leading insurance market
in the world: At EUR1115bn, the US. is
by far the largest single market; Ching,
the runner-up, stands behind at
EUR417 billion. 30.5% of the global
premium pool is written in the U.S.. Its
lead over all other markets is even
more impressive in p&c: Here, the
global market share of the U.S. is an
impressive 40.3%. This reflects one of
the peculiarities of the U.S. market: As
far as the spending structure goes, the
distribution of expenditures between

Figure 5: Insurance markets in North America
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p&c and life is quite balanced, fluctu-
ating at around 50% each. In most oth-
er markets, life is clearly dominating.

However, not all is rosy on the other
side of the pond. Density (total premi-
ums per capita) increased only by less
than +1% p.a. since 2007; in the life
segment, it even stagnated: People
spend more or less the same amount
in nominal terms today as ten years
ago. Consequently, penetration has
been consistently going down for
some time. The maximum reached by
the U.S. was 8.5 in 2003. As of 2018,
U.S. insurance expenditures represent-
ed 6.5% of its nominal GDP. And as in
most other mature markets, this de-
cline was mainly driven by falling pen-
etration in the life segment. The finan-
cial crisis left its scars in the U.S,, too.

In Canada, premiums grew by +5.7% in
2018, marking the strongest increase
since 2014. Life clocked growth of
+7.9% (also the strongest since 2014),
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while p&c increased by +3.1%, com-
pared to +4.2% in 2017 Allin all, Can-
ada showed similar growth dynamics
to its southern neighbor (life markedly
up, p&c slightly down). Over the longer
term, however, Canada performed
much better than the U.S.: total premi-
um growth over the last decade was
+4.1% (vs only +1.7% in the U.S.), with
p&c setting the tone, achieving +4.6%
p.a. since the Great Financial Crisis (vs
2.7% in the U.S.); life premiums grew by
+3.7% (vs a meagre +0.8% in the U.S.).

As expected, the Canadian insurance
market is much smaller than the U.S.
one, not only in terms of total premi-
ums (EUR8B6bN) but also in premiums
per capita (EUR2322) and premiums
as a percentage of GDP (5.9%). But —
bucking the trend seen in most other
mature markets and particularly in the
U.S.— penetration is increasing: back in
2007, it stood at 5.4%.
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Asia

Figure 6: Insurance markets in Asia ex Japan
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Total premiums in Asia (ex Japan)
amounted to EUR871bn in 2018, of
which 48% was written in China. Ten
years ago, the size of the Chinese mar-
ket was still roughly only a third of the
Japanese one in terms of premiums.
Today, it is by far the largest in the re-
gion, 40% bigger than that of Japan,
which it surpassed in 2016. In compari-
son, India, the other potential heavy-
weight in the region, saw total premium
income amount to EUR71bn in 2018, a
sixth of the size of the Chinese market.
This gap has increased over time: In
2008, the Indian market was one-fourth
the size of the Chinese one.

There is clearly no homogeneity in the
development of insurance markets in
Asia. Countries like Laos, with deficient
financial literacy, barely reach an insur-
ance income of 0.5% of their GDP, while
neighboring markets such as China and
Hong Kong have an insurance penetra-
tion of 3.7% and 17.5%, respectively,
according to our estimations. Equally
wide is the dispersion in insurance den-
sity: Premiums per capita and year
span from a paltry EUR12 in Laos and

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

2008 2009 2010

EUR52 in India to EUR4510 in Singa-
pore and even more than EUR7000 in
Hong Kong (though the latter figure
might be distorted by Hong Kong'’s sta-
tus as an off-shore market for mainland
Chinese).

Insurance market growth in Asia was
modest in 2018: Excluding Japan, pre-
miums rose by a meagre +2.3%, only
the second time since the turn of the
millennium that it trailed behind global
growth. Moreover, with an increase of
+4.0%, even Japan grew faster. The up-
shot: In 2018, the region accounted for
only 16% of global growth (after a
whopping 81% in 2017); Japan alone
contributed more than 10%. The culprits
for this dismal performance are easy to
pinpoint: Life markets both in China
and Korea — which account together
for 40% of the total regional premium
pool (ex Japan) — shrank in 2018. In
Ching, this was mainly due to a regula-
tory crackdown on insurance intermedi-
aries selling wealth management prod-
ucts. But this stricter oversight in China
is more than welcome, signaling the
next phase of a more balanced and
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sustainable development. Coupled with
the breathtaking technological pro-
gress in the market — it is the clear front-
runner in the application of Al or inno-
vative payment solutions — China is the
market to watch. It's possibly the best
place to learn about the future of the
industry.

In 2018, however, the regulatory crack-
down hurt: Life premium income in Asia
(ex Japan) — accounting for 70% of the
total regional premium pool — almost
stagnated (+0.2%). P&c premiums, on
the other hand, grew by a robust +7.5%.

It is no surprise that the largest growth
comes from the less developed nations
where there is still room for improve-
ment. Overall, the best performers in
2018 were Vietnam and Laos, which
had y-o-y growth of +26.3% and
+24.6%, respectively. The Philippines, Sri
Lanka and India also clocked double-
digit growth in 2018. At the other end of
the spectrum sit the developed markets
of the region like South Korea (-1.9%),
Taiwan (+2.6%) and Singapore (+3.1%)
—as well as China (+1.2%), for the
above-mentioned reasons.
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DIGITALIZATION AND PREMIUM GROWTH
NO LONGER BUSINESS AS USUAL

New technologies are causing a seis-
mic shift in the insurance industry as Al
(artificial intelligence) and its related
technologies are embedded into the
business. The choice is now clear: the
new normal of the industry is to inno-
vate or perish.

Insurance revenue, in the scope of our
study, is measured by the written pre-
miums from life and p&c products. The
effect of new technologies on these
premiums is potentially huge. Ma-
chine-learning and Al-related technol-
ogies provide better analytics for pric-
ing premiums. At the same time, these
technologies — embedded, for exam-
ple, in new devices like wearables —
allow insurers and customers to start
focusing on risk prevention rather than
risk management. The consequence:
Frequencies of claims should come
down, though losses per event might
go up. A case in point is the mobility
revolution with its promise of less acci-
dents by (semi-) autonomous driving
but potentially huge losses in the case
of a system-wide breakdown. But
that's not all: New technologies are
being used to optimize costs along the
entire value chain, not only for under-
writing. Equally important are simpli-
fied distribution — say, one-click distri-
bution platforms — and automated
claims handling. Even investments are
not spared: In the future, robo-advisers
might steer the investment process. All
these developments point to lower
premiums.

On the other hand, new technologies

are also creating new products, from
cyber security to so-called UBI prod-
ucts (usage-based insurance), gener-
ating new demand for insurance.
Cyber insurance, for example, offers
huge opportunities, from insurance
against cyberattacks to the protection
of customer’s digital identities. And
there is no denying that there will be a
wider customer reach with digital plat-
forms, both in the developed world
and, in particular, in emerging mar-
kets. Given the still very low penetra-
tion in many emerging markets, the
potential is also huge: A one percent-
age point higher penetration rate in
emerging markets would have added
EUR250bn in total premiums in 2018.

However, as the customer base in-
creases, so does competition. New
competitors will also come from out-
side the industry, from tech giants in
China and the U.S. to insurtech-
startups; incumbents will start looking
for partnerships with these newcom-
ers. Upon their establishment, they will
provide insurance with customer expe-
rience at cheaper prices. Nonetheless,
newcomers have yet to disrupt the
market to a point where it makes tradi-
tional products obsolete. Currently,
there is “only” an impressive disruption
of the distribution process — not the
business model itself - as most of the
tech that is about to be deployed fo-
cuses on customer centricity. The gold-
en rule is being quick and allowing
easy transactions. As such, it is hardly
innovative, but rather the new normal.
In the future, the full process will be

digital, from underwriting to claims
management. The customer of the
(near) future expects a single-click
process with a personalized experi-
ence on a platform where you can not
only buy insurance but also adjacent
services.

The only certainty the insurance indus-
try is facing is having its future re-
shaped. But the effect on premium
growth is ambiguous: Lower frequen-
cies of claims and declining operating
and distribution costs suggest slower
premium growth but the offsetting
power of a wider customer reach and
new products point into the opposite
direction. It's almost impossible to pre-
dict which power will have the upper
hand.



OUTLOOK FOR
THE COMING DECADE

Figure 7: Outlook for global insurance markets
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Long-term prospects look a little bright-
er than the current situation. Insurance
markets should continue to recover
over the long-run, with global premium
growth to reach around +5% in the next
decade. Over that period, however,
global economic output is expected to
grow by +5.6% (in nominal terms), so
the penetration rate will not improve.
The negative gap between premium
and GDP growth is set to remain, albeit
at a smaller scale. Given the accelerat-
ing demographic change, as well as
underdeveloped social security systems
in emerging markets, life insurance
should again grow a tad faster than
the p&c business (+5.5% vs. +4.4%),
based on 2018 fixed exchange rates
(see Figure 7).

Our forecasts for total premium growth
mask not only regional differences but
also the large difference between ad-
vanced and emerging markets. Overall,
we expect emerging markets to grow
by +10.5% (life and p&c) and advanced

Figure 8: Outlook for global insurance
markets shares

8 \
7
P ‘ & North America
9

Western Europe
2018 2029
. Asia exJP&CH
= u China
27
2

Japan

Rest of World

Source: Allianz Research

markets by +3.2%. Besides different
underlying growth dynamics, part of
this difference is also explained by
higher inflation and diverging paths of
penetration: Whereas penetration is
expected to rise in emerging markets
(by around 0.8pp), it is set to decline
further in advanced markets (by 0.4pp).

Looking at regions, the highest increase
in premiums — in absolute as well as in
relative terms — will happen in Asia (ex
Japan): The region should achieve
growth of around +9.4% per annum
over the next decade (life: +9.8%, P&C:
+8.5%), driven not least by rapid growth
in China. Due to the temporary setback
in 2018, however, it will take a little
longer for China to claim the title of the
largest insurance market in the world.
The U.S. might manage to keep its lead-
ing position until 2029 but by a thinner
and thinner margin. While the U.S. is
expected to have a per annum growth
of around +2.6% until 2029, for China
we expect an annual increase of +11%
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Figure 9: Outlook for future premium
increase by regions
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in total premiums. So, it's just a matter
of time before China eventually sur-
passes the U.S. China will be the deci-
sive force in global insurance for the
years to come, with its global market
share set to double over the next dec-
ade to more than 20% (see Figure 8).

Moreover, a whopping one third of all
additional premiums will be written in
the Middle Kingdom, compared to just
14% in the U.S. (see Figure 9). By re-
gions, Asia (ex Japan) will be responsi-
ble for around 60% of future growth.

In fact, the future of the insurance mar-
ket lies with only a few countries. Our
calculations suggest that three quarters
of future growth will come from the
leading ten markets, with Ching, the
U.S. and India being the top three. Allin
all, the total global volume of insurance
premiums is expected to reach
EUR6327 billion in 2029 (life: 65%; P&C:
35%); we currently stand at EUR 3655
billion worldwide.
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FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward -looking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such forward -
looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets (particularly
market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including from natural ca-
tastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in
each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save for
any information required to be disclosed by law.
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