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Climate change insurance:
Missing in action

Poorinsurance penetration and the economy's continuing reliance on fossil
fuel have made underwriting sustainable businesses a non-starter

SUBHOMOY BHRTRGARIEE
New Delte, @2 March

limate change and the risk associ-

ated with i1 Is a major topic that &s

discussed o global forums, Yee, dis
cussion on climate issues was conspicu-
ously low-key ala meeting of global insur-
ance mavens in New Delhi kst week to
decide their poocities for the year and pos-
sihty for the decade.

For the Institute of Actuaries of India,
the experts who ligure out what premium
to change for a risk, their list of priorities
Inchaded the need for insurance and pen-
sbon Industries as well as actuaries w look
bolistically st products, regulation, and
policy against the backdrop of changing
corsumer neads. Somewhere in the list at
the Global Conference of Actuaries hosted
In New Dellil by the Indla-based Institute
of Actuaries, climage clsange did surface,
bt thiis was clesiely a profocma issue.

R Arunachalam, president of the
Institute of Actuaries of India, told
Busimess Standard that climate change
issues are impottant, but they fotlow the
others, “Insurance actuaries are awase of
the risks 1o creste products that will drive
asolution-orented resolution.”

He Is not alone. Next month, industry
chamber Flecl shall host its anowal Insur
ance conference. A lu:s objective for uue
oagping regul the
acknawledges, & dnvmg insurance | pen-
etration. India has a massively under-
sevved Insurance bustness so spreading
the wings of the sector to draw (n mpee
business is important.

“We are keen to follow the govem-
ment’s priotities. There Is a wst need to
Increase the level of Insurince penetra-
thon,” sakd Tapan Singhel. managng direc-
tor and CEO of Bajof Allianz General
Insurance Company Lid.

This is not sumprising but dsfferent from
the concerns of developed economles. In
both the US and Enrope, Insurance s now
playing an evangetical role In steedng the
industry towards the development ol sus-
tainable products.

The Indla govemment, too, has indl-
cated that renewable energy and energy
rransition i one of s 1op priorities. RBut
there is a contradiction, Encouraging those
aims coudd mean rearienting the insur-
e business to discourage the expansion
of the fossil fuel business This isa difficul
call, since the Indian economy needs
expansion of energy from practically all
sonurces. The dichotomy is difficult to rec-
encile and thers are not too many lessons
availabée from other countries

The problem s & follows: Irsurance
needs capital. Bach rupee of insurance
underwritten needs a correspording
rupee of capital to provide for the possible
loss. Soart Insurers keep a high sobvency
margin and aso pool their risks among
other insurnes compandes, the reinsur-
arce bustness.

India’s challenge & that the insurance
covernge and penetration vary by lines of
business and the fow penetration prob-
lem is acute sspecially in serving cus-
tomer segments such as midde- to Tow-
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income populations in towns and ¢ penetraticn should not expand

in villages: among MSMEs and farmers.
The problem is easler 1o solve among
existing polioybolders In urban areas, bt
even there it may not be adequately oov-
erecl. To serve all these new segments,
insurance companies have to spread thedr
resources thin, The reward Is this will
Improve the Insurance penetyation In the
country currently estimated at 4.2 per
cent of the GDP. This number, 100, I3
dependent on the large government-run
schemes like Pradhan Mantri Jeevan
Jyarl Yojana and Suraksha Yojana.
Having financed those businesses, It
becomes dilficuln for an Insurance com-
pany 1o also underwrite those of a renew-
able company ar that of, say, battery swap-
ping for autes, These are frontler areas
with very Ditle data and so the actuasies
demand the insurance companies set asi-
de Eanger capital to underwrite these risks.
Some of these can be handled by rising
natural catastrophe bonds by companies.
“But not all” said Praveen Gupta,
former CEO of an insurance company
exploring climate action. “Climate risks
are not penclled into almost any insar-
ance products in India, If they did, costs

to global benchmarks” He offered a reg-

ulasory regime that gives fAexibility while
ensuring security of the pofley tholder
through & risk-based caplital regime, As
Saurabh Mishra, joint secretary (Insur-
ance} in the department of Anancial serv-
lces, sald, the focus & on insurance for all
by 2047,

Before Finance Minister Nirmala
Sitharaman presented her Budget for
FY24, the persistent demand from the
insurance companics was for increasing
the mumcinywm tax benetits for the end con
sumer from 30000 to T lnkh. The cther
was, a8 Anup Raw. MD and CEQ, Puture
Generali India Insurance Company Lid,
sald: “The much-awaited proposal o
Increase the foreggn direct Insurance llmit
10 100 per cent In insurance could be taken
up during the Budger 237

None of these happered, Instead, the
finance minister appliead a beake on how
much [ife Insurunce can quakify for a tax
break. The upper limis 13 now 25 lakh,
which the insarance Industry is fghting
hard to claw back.

Climate charge, in contrust, was dis-
cussed anly on the sidelines. Singhed said

would rise, which It con
are ot keen to do fot their clients™

[n contrast, the rsk-return trade-off
from insuring a coal mine or a thermal
power plant is seen to be clear, though no
Insurance companies are willing to admit
1his on record.

Senall wonder, then, that the theme at
the conference was on how 1o expand
Insurance penetration instead, Debasish
Panda, chairman of the Insurance
Regulatory and Development Authority
of frndin, made his priorities clear in his
keynate speech. 1 see no reason why

the % Indistry is excited about the
scope for expanson as the economy
expands, “Climate change is sonething
the govemnment and the society have to
face together. Indin, as a country, Is begin:
ning to face it. 5o, there shall be fricsion
initially &8 it happened with agricultural
insumnce before it settied down,” he ssid.

Climate change was also mentioned
praminently in the press release issued by
the Institute of Actvaries. But &5 the theme
for the event, "Marching inte the future,
with resporsibility and resilience” dem-
onstrated, the priosities wene clsewhere




