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Assets
(investment side)

Liabilities
(claims side)

Climate change
Losses resulting from natural catastrophe: 
Tenfold increase since the 1950s 

Genetic engineering
Genetic testing improves pricing & Risk selection

Geopolitical risks
WTC attack led to underwriting losses worth 
around $20bn

Climate change
Market reactions to major loss events; economic 
costs; MVaR

Genetic engineering
The case of Monsanto, biotech stocks

Geopolitical risks
Market reactions to the terrorist attacks of 11th 
September; overreactions, herd mentality

Source WestLB Equity Markets

Dual role of insurers: underwriters & asset managers
- insurance companies’ sustainability balance



WestLB AG Equity Markets April 2004
Insurance/Strategy/SRI
Garz/Kudszus/Volk Page 3

Source WestLB Equity Markets

Losses

InformationenSustainability topics & the insurers

Investments

New business areas/
products

TRIPLE-PILLAR STRUCTURE & DUAL INTERDEPENDENT EXPOSURE

Structure of the UNEP FI study
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n Individual examples, theoretical considerations with regard to the elements driving shareholder 
value, but especially empirical analyses prove that sustainability is evidently an independent factor 
driving profitability. 

n Our conclusion “It pays to be good“ is therefore a call for the general introduction of a structured  
SRI approach to the insurers’ asset management. 

SRI performance: “It pays off to be good”

Regression result multi-factor model (OLS estimates, t-values in brackets)

Old result

(01/99 – 10/02)

Overall period

(inc. retrospective bias)

(01/99 – 08/03)

Since start of index

(10/01 – 08/03)

Since peak of

speculation bubble

(03/00 – 08/03)

Alpha 0.1706*

(1.736)

0.2572***

(2.989)

0.2521**

(2.507)

0.3156***

(2.817)

Market beta 1.0248

(68.925)

1.0361

(80.781)

1.0464

(85.275)

1.0404

(72.615)

Size beta -0.2436

(-8.707)

-0.2299

(-9.023)

-0.1543

(-3.862)

-0.2423

(-7.833)

Value/growth beta 0.1020

(5.594)

0.0968

(5.488)

-0.0178

(-0.509)

0.0661

(2.050)

* = 10% level, **= 5% level, ***= 1% level                Source WestLB Equity Markets
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Climate change & insurers- claims side

CLIMATE CHANGE AND REPERCUSSIONS ON THE CLAIMS PROCESS OF INSURANCE COMPANIES

Source WestLB Equity Markets

Climate change & the insurers

Losses Investments New business areas/
products

Non-life insurance
n Storm, flood, etc.

- building, household and         
personal effects

- business interruption  
n Drought

- Fire
- Crop failure
n Transportation
n Accident

Public liability
n Product liability
n Directors & Officers

L&H
n Life / pensions
n Health / nursing care
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CLIMATE CHANGE AND ITS REPERCUSSIONS ON THE INSURERS’ 
CAPITAL INVESTMENTS SURVEY – CLIMATE CHANGE AND CAPITAL INVESTMENTS

Climate change and the insurers’ investment business

Losses Investments Ne business areas/
produccts

Regulatory measures
n Emissions trading
n CO2-based taxation
Sales markets
n New products
n Duties of declaration
n Risks to reputation
Production
n Competitive advantages due to efficient 

use of resources (eco-efficiency)
n Acquisition of qualified staff
n Additional costs resulting from Emissions rights 

trading, higher insurance premiums
Capital market requirements & corporate 

governance
n Shareholder activism
n Initiatives taken by institutional investors (e.g. 

CDP)
Litigation risks
n Claims for damages (e.g. tobacco and asbestos 

industries)

Climate change & the insurers

Source WestLB Equity Markets

0

1

2

3

4

5

Systematic approach Selective (e.g. certain sectors) Not at all

9. How do you take account of CO  risks/climate risks (and/or opportunities) for the companies in 

which you invest?
2
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SURVEY – CLIMATE CHANGE AND THE PRODUCT SIDE
CLIMATE CHANGE AND ITS REPERCUSSIONS ON INSURERS’ 
PRODUCT SIDE 

Climate change and impact on insurers’ product business

Climate change & the insurers

Losses Investments New business 
areas/products

n Weather-based derivatives
n Emissions trading
n CAT bonds
n Insurance of renewable energy    

projects 
n Consulting for industrial 

concerns

0

1

2

3

4

5

6

Very significant Significant Moderate Insignificant

For the insurance industry overall For your company

10. How do you assess the (growth) opportunities for new products/business lines arising from risks 

associated with climate change?

Source WestLB Equity Markets
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Gene technology & insurers - brave new world?

GENE TECHNOLOGY AND REPERCUSSIONS ON THE CLAIMS PROCESS OF INSURANCE COMPANIES

Claims

Gene technology & insurance

Capital investments New business areas/
products

Source WestLB Equity Markets

Product liability
n Crop failure
n Unintentional distribution of

GM seed
n Directors & officers
n Medical/ pharmaceutical risks
n Foodstuff related risks

L&H
n Health / nursing care

à Actuarial risks
à Costs for medications & 

treatments
à Insurability (genetic testing)
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Capital Investments

n Market risk
n Risk premium
n Overreactions

n Industry-specific risks 
(airlines, tourism)

Geopolitical risks - uncertain times

'SARS RISKS' AND THEIR IMPACT ON THE INSURANCE INDUSTRY

Source WestLB Equity Markets

‘SARS risks’ & insurance

Claims

n Business interruption

n L&H:
n Life/ pensions;
n Health/ nursing care

n Public liability:
n Hospitals
n Companies that send their 

employees to affected 
regions

n (Directors & Officers)

New business areas/
products

n Specialist insurers for 
employees who travel in or 
are dispatched to affected 
regions 

n Individually tailored business 
interruption and public 
liability insurance policies
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Geopolitical risks - uncertain times

Source WestLB Equity Markets

SURVEY – TERRORISM RISKS AND THEIR REPERCUSSIONS ON THE CLAIMS PROCESS

Claims New business areas/
products

Terrorism & insurance

Capital investments

Non-life insurance
n Building, household and 

personal effects, assets
n Business interruption (e.g. 

FIFA World Cup 2006)
n Transportation
n Accident

Liability
n Airlines
n Construction industry
n Organizers
n Directors & Officers

L&H
n Life/ pensions
n Health/ nursing care
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Economy/ growth
n Risk premium
n Security costs
n Loss of production

Market risk/ crash risk
n Fear and overreaction

Industry-specific risks (& opportunities)
n Insurers
n Airlines
n Tourism
n Security (hardware & software, services)

Geopolitical risks - uncertain times

Source WestLB Equity Markets

SURVEY – TERRORISM RISKS AND THEIR REPERCUSSIONS ON THE CAPITAL INVESTMENTS SIDE

0

1

2

3

4

5

ex ante; systematic approach (e.g.
scenario-based country- and sector

allocation)

ad hoc reaction to the occurrence
of specific events (e.g. WTC attack)

Not at all

24. How do you take account of terrorism risks (and/or opportunities) for the companies in which you 
invest?

Claims

Informationen

New business areas/
products

Terrorism & insurance

Capital investments*
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PERFORMANCE AFTER 11 SEPTEMBER
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Source Datastream, WestLB Equity Markets

(11.9 – 22.9)

Geopolitical risks - major loss events also impact the investment side
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Geopolitical risks - uncertain times

Source WestLB Equity Markets

EMERGING MARKETS - RISKS AND OPPORTUNITIES FOR INSURANCE COMPANIES

Particular EM risks

n Underwriting risks:
n Political Risks
n Fraud risks
n Health risks (e.g. SARS)
n Accident risks
n Financial risks

n Operative risks:
n Political risks
n Currency risks (incl. transfer 

risks)
n (premium-) default risks
n Fraud risks

Products

n Adaptation of conventional 
insurance products to meet 
special EM conditions

n Growth: rising standard of 
living and population growth 
imply rising premium volumes

n New product: political risk 
insurance

Capital investments

n Financial and currency risks

n Instability of the financial 
sector

n Corporate governance

n Fraud risks

n Investment restrictions, 
Congruency principle

Emerging markets & insurance

Underwriting business: opportunities and risks
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Sustainability Value Added - incorporating sustainability risk in 
company valuation Valuation of insurance companies: WestLB Appraisal Value model with sustainability risk adjustment

n forecast risk

n liquidity risk

n financial risk
-------------------------------

n sustainability risk

Cost of
Equity
(6.5%)

Shareholder's

Surplus (8.5%)

RoE (15%)

NAV+

WestLB Appraisal Value =

∞

i=1
(1+ CoE) i

Shareholder‘s Surplus i * Book Value i

( ) β⋅−+= fMf rrrCoE

Source WestLB Equity Markets

WestLB Appraisal Value model: valuation gap implied by sustainability risk
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Important Notice

The views expressed in this research report accurately reflect the research analyst’s personal views about any and all of the subject securities and issuers. No part of the research analyst’s compensation was, is 
or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst (or analysts) responsible for the content in the report.

Valuation and Risk assessment

Unless otherwise stated in the text of this report, target prices in this report are based on either a discounted cash flow valuation or comparison of valuation ratios with companies seen by the analyst as 
comparable or a combination of the two methods. The result of this fundamental valuation is adjusted to reflect the analyst’s views on the likely course of investor sentiment.

Whichever valuation method is used there is a significant risk that the target price will not be achieved within the expected timeframe. Risk factors include unforeseen changes in competitive pressures or in the 
level of demand for the company’s products. Such demand variations may result from changes in technology, in the overall level of economic activity or, in some cases, in fashion. Valuations may also be affected 
by changes in taxation, in exchange rates and, in certain industries, in regulations. This discussion of valuation methods and risk factors is not comprehensive – further information is available if required.

Stock ratings are based on the analyst’s expectation of the stock’s total return relative to the total return from the relevant market during the twelve months following assignment of the rating. This view is based 
on the target price, set as described above, and on the analyst’s opinions on general market and economic developments.

Within that overall framework, a Buy rating means that the total return from the stock is expected to exceed the total return from the market by at least 20%; Sell means the stock is expected to return at least 
10% less than the market; Outperform means between 10% and 20% excess performance; Underperform means between 0% and 10% underperformance; Neutral means movement between 0% and 10% 
above the market mean.

Distribution and Use of Report

This research report has been prepared by a research department of WestLB AG. WestLB Equity Markets is a brand name used by WestLB AG. If this report is being distributed in the United States, such 
distribution is by WestLB Securities Inc. ("WSI"), a licensed broker/dealer regulated by the Securities Exchange Commission and NASD Regulation Inc. WSI accepts responsibility for its contents subject as 
stated below. Any U.S. person who desires to effect transactions in any security discussed in this report should call or write to WSI, 1211 Avenue of the Americas, New York, NY 10036, phone (212) 403-3900, 
fax (212) 403-3939. Communication in the United Kingdom is by WestLB AG London Branch, and is available only to investment professionals, not private customers, as defined by the rules of the Financial 
Services Authority. Individuals who do not have professional experience in matters relating to investments should not rely on it. Any distribution in Japan is by WestLB Securities Pacific Ltd. Clients in Japan 
should contact analysts at and execute transactions through WestLB Securities Pacific Ltd., Tokyo Branch unless governing law permits otherwise. Investment in overseas markets and instruments such as ADRs
can result in increased risk from factors such as exchange rates, exchange controls, taxation, political and social conditions.

This report is for information purposes only. The information contained herein has been obtained from sources believed by WestLB AG and WSI to be reliable, but which may not have been independently 
verified. No guarantees, representations or warranties are made as to its accuracy, completeness or suitability for any purpose. Any opinion or estimate expressed in this report reflects  the judgement of the 
author or authors on the date of this report and is subject to change without notice. The past performance of securities is not indicative of future results. No assurance can be given that any portfolio or 
investment described herein would yield favorable investment results. WestLB AG, WSI, and/or their affiliates, principals or employees may have a long or short position or may transact in the (security or) 
securities referred to herein or hold or transact in derivative instruments referenced to such securities and may trade in such securities with customers on a principal basis. This material is not intended as an 
offer or solicitation for the purchase or sale of any security or any other action and will not form the basis or a part of any contract. WestLB AG or WSI may act upon or use the information or a conclusion 
contained in this report before it is distributed to other persons. 

Further information may be obtained from your usual contact within West LB AG. No part of this publication may be copied or redistributed to persons or firms other than the authorised recipient without the 
prior written consent of WestLB AG or WSI. The manner of distributing this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this 
document may come are required to inform themselves of, and to observe such restrictions. 

WestLB AG London Branch is regulated in the UK by the Financial Services Authority and is a member of the International Securities Market Association.

Copyright: 2004 WestLB AG. All rights reserved.

Regulated by FSA    WestLB AG London Branch is a member of the London Stock Exchange

Disclaimer


