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Abstract

The insurance industry is integral across various sectors and industries and is important in the economic activity of
any country as it is responsible for protecting insured individuals, households and businesses against risk (Smet, 2023).
Change of climate is one of the most tangible ecological issues affecting insurance companies and for insurance
companies to remain viable and sustainable, they need to adapt, and adaptation takes a form of behavioural change
(Webster and Clarke, 2017). The increase of disaster events in South Africa affected the insurance industry negatively
across the lines of business as climate change induced natural catastrophic (Nat Cat) events result in the increase of
insurance claims. The increase in disaster events resulted in SA being reclassified as a region with high Nat Cat events,
which then led to insurance companies increasing rates, premium and change of terms and conditions to the insured.
The findings of the investigation suggests that the South African insurance industry is well appraised and active in the
climate change discussions however, the industry is reactive operationally and have not yet fully put measures to
mitigate the increasing natural catastrophic (Nat Cat) losses to protect itself against the rising claims.
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1. Introduction

An investigation was thus commissioned by the writer to investigate the state of preparedness and readiness of the SA
insurance industry for climate change. In-spite of the massive losses to the insurance industry, preliminary findings
indicates that the SA insurance industry is aware of climate change impact to their business. Almost 56% have already
suffered significant losses due to climate change, however the overall response from the insurance industry appears
to be that of not acting immediately until forced by circumstances.

The study in the SA market is significant to get the picture of what might be happening in the region as the insurance
penetration in the SA market is higher in the scale. Based on the report by Deloitte (2024) in Figure 1, South Africa
recorded insurance penetration rates of 11.54%, followed by Namibia with 7.41%. The SA figure is significantly
higher than the 6.8% global average.

Even though the insurance penetration in SA is significantly high in comparison with other regions, it means if the
insured suffers losses and only 11.54% of the insured are covered by insurance, the losses due to change in climate
are more devastating and costly to the remaining 88.46% uninsured population, of which some have no immediate
financial buffer to help them recover from the destruction of infrastructure, livelihood, assets, and properties.
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Figure 1. Deloitte — Africa Insurance Outlook 2024/2025 (Deloitte, 2024)

A climate change disaster would ordinarily compel involved parties to urgently seek ways of mitigation to limit the
runaway losses, however from the outcome of this study, it was noted that even though the insurance and reinsurance
industries suffered huge financial losses from Nat Cat events, when it comes to commensurate action in response to
the losses, the SA insurance industry appears to be lagging in responding accordingly.

Drew (2024) observed in a survey he conducted where he was asking whether insurance company boards have
approved the climate change strategy, and if there has been any mitigating action from the board decisions in response
to the strategy. The outcome from the responses indicated that only 20% of the companies surveyed had implemented
board approved climate change strategy, with another 50% in the process of developing one.

From the information gathered, the outcome suggests that there is a gap between the insurance industry’s awareness
of the changes in the risk landscape and implementation of commensurate response to reduce the gap, which then
further suggest that there could be a deeper reason to be investigated on why the insurance industry appears to be more
reactive rather than proactive on this subject as failure or delayed response when the pressure can still be absorbed
may not hold when climate change immediate imperatives dictate how the insurance industry will be forced to respond
under pressure.

The reactive approach could potentially result in a threat to the industry’s future stability and sustainability, with the
possible difficulty in managing increased claims from traditional and new trends of losses and insurable claims.
Repercussions of stalling in responding could potentially also result in the denting of confidence that the market has
in the insurance industry, and if the claims are increasingly repudiated and insurance terms and conditions continue to
increase, with more exclusions and premium increases, the non-prepared and unresponsive insurance market may end
up with an erosion of the growing market share that is already captured.

1.1 Problem Statement and Objectives

SA was previously classified as a Nat Cat free zone (OldMutual, 2024) and as such, there was little consideration by
the SA insurance market on pricing of natural catastrophic events to their insured, however SA has increasingly been
at the receiving end of frequent and intensive natural disasters occurrences such as wildfires, floods, droughts and
storm, and this requires a relook on rating of risks and pricing thereof (Buthelezi, Hungwe, Mbirimi-Hungwe, &
Seeletse, 2025). In addressing emerging risks, the insurance industry has always been at the forefront and currently
the emerging risk is climate change, which has a far reaching effect beyond the insured (Krauss, 2024).

The key issue identified for this study and the objective of the study is that there appears to be an awareness and
realisation by the insurance industry on challenges that change in climate pose to the insurance industry, however, the
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urgency of the implementation of commensurate operational changes to the businesses seems not to match the urgency
of the challenges identified.

Thus, in the paper, we investigate the operational readiness of the SA insurance industry for climate change and the
actions taken in mitigation of the challenges brought to the industry by the changes.

2. Literature Review

2.1 the SA Financial Services Environment

Mills (2007), state that Insurance stands as the largest global industry and has the material potential to play a crucial
role in decreasing the vulnerability of humans to natural hazards and systems. The business environments that the
financial services sector operates in is characterised by rapid and constant change. The SA insurance industry has thus
far coped and remain resilient, with little adaptation to the changes, however with the climate change in the mix, slow
adaption has been weakened (Molloy & Ronnie, 2019).

Non-life insurance industry is made up of several companies, the top three being Santam Limited, Guardrisk Insurance
Company Limited and Hollard, with market shares 23.8%, 9.3% and 9.1% respectively which was reported in the year
2022 that the gross written premiums was R140 billion (Danckwerts, Vosloo, & Odendaal, 2023).

Figure 2 indicates the 2022 insurance market share for the top 4 companies, who control over 50% of the market in
SA. Santam controls 23.8% of the market despite negative underwriting results that were impacted by increased claim
activities which included large Nat Cat events (Danckwerts, Vosloo, & Odendaal, 2023).
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Figure 2. KPMG - The South African Insurance Industry Market Share 2022 (Danckwerts, Vosloo, & Odendaal,
2023)

In addition to insurance companies, the banking sector in SA has also generally remained resilient in-spite of the
volatile economic onslaught that rocked the world banking sectors previously.

SA banks such as Nedbank, First National, Absa, and Standard have insurance divisions internally (Mosia, 2025), and
there is a symbiotic interaction between insurance companies and banks as banks are clients of insurance companies
and insurance companies are client of the bank.
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From Table 1, information extracted is that insurance companies and the banks co share the benefits and to an extent,
the detriment of climate change perils because when one sector is hit, the other will also feel the effects because of
common clientele.

Table 1. Aspects of interaction of insurance companies and banks (Prikazyuk & Ganna, 2017)

ASPECTS OF INTERACTION OF INSURANCE COMPANIES AND BANKS

) v .

Bank as a client of Forms of interaction between banks Insurance company as a
insurance company and insurance companies bank’s client

N ' /

Y
¥ 3

Property insurance: Agency Agreement - Cash and settlement
- Movable property; $ services for insurance company;
- Real estate.
Life insurance: Strategic Allance - Saving insurer’s funds
- Medical; in banks accounts;
- Personal, etc. v
Liability insurance: Joint Venture - Keeping the part of
- D&O (Directors and officers reserves of an insurance
liability insurance); v company in the form of bank
- Professional liability insurance. Mergers/Acquisitions deposits.
Integrated bancassurance:
- BBB (comprehensive $
insurance of banks). .. .

Financial supermarket

According to Ehlers (2014) bank loans supply the largest share of financing infrastructure projects that insurance has
interest in, and disruptions in the operations of the bank clients is likely to affect their repayments, so it is in the bank
and insurance company’s interest to play an active role in the risks related to change of climate, since banks and
insurance have a significant part in the economy, which means their stability is important and relevant for the financial
system (Gwatiringa, 2020).

2.2 Regulatory and Associate Bodies

Regulatory and associate bodies in the insurance business environment include the Financial Sector Conduct Authority
(FSCA), which regulates the insurance industry (Financia Sector Conduct Authority, n.d.), the South African
Insurance Association (SAIA), (South African Insurance Association, n.d.), and the Insurance Institute of South Africa
(ITSA) (Insurance Institute of South Africa, n.d.).

The climate change impact to the insurance sector is also of interest to these bodies as these intuitions regulate and
ensure compliance with regulatory requirements related to climate risk disclosure and management (Financial Sector
Conduct Authority, n.d.).

The FSCA oversight helps ensure that insurers adequately disclose climate related risks and take appropriate measures
to manage those risks, fostering a more resilient financial sector to withstand climate change challenges, and this
oversight aligns with international and national climate commitment and the key to contributing supports the country’s
objective of becoming carbon neutral by 2050 (Financial Sector Conduct Authority, n.d.).

SAIA recognises and acknowledge that shifting in weather patterns have resulted in the billions of rands cost to the
insurance industry (South African Insurance Authority, 2022) and it is in their interest as a body which promotes self-
regulation, best practices to ensure adherence to industry standards and climate change imperatives.

IISA as a custodian insurance knowledge can significantly broaden professional development opportunities by
providing specialised training programs to enhance and advance career opportunities of the insurance practitioners
(Malambo, 2023).
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2.3 Climate Change Bodies

At the 26™ conference of the parties (COP) Climate Summit in 2021, there was a $8.5billion pledged by the world
richest nations including the USA, France, UK, Germany and other EU countries to assist SA in transitioning from
coal to cleaner energy sources between 2023 and 2027, and that would be subjected to an agreement on an investment
set of rules (Presidential Climate Commission, 2022). That pledge has since been derailed by the withdrawal of the
Trump administration from the Paris Agreement, as such the agreements have become harder to achieve and directly
impact the poorer countries (Goldberg & McGlinchey, 2025).

Other bodies such as UNEP_FI have devised coping measures that insurers can use for climate change which can be
implemented whilst working towards transitioning.

In Table 2, UNEP FI spotlights innovative and adaptive measures that started in the insurance industry as far back as
2006, showcasing a proactive approach to climate risk management. This is further evidence of a claim that the

insurance industry is well appraised on the climate change subject.

Table 2. Climate Change Coping Measures used by Insurers (UNEP-FI, 2021)

Strategy Regulatory Risk Market Risk Business Risk
Reduce Engage with government on | Avoid catastrophic risk like floods and | Know and understand the
Risk building standards, land zoning, and | withdraw from high-risk areas sensitivity of new industries
flood defence funding and locations
Correctly Seek approval to modify prices | Seasonal forecast for hurricane risk. | Use Geographic
price risk based on risk modelling Trend allowance for climate change Information  System to
discriminate risk
Transfer Seek government backup Reinsurance Brokers to seek alternatives
risk to reinsurance
Check Stress-test exposure by disaster | Internal capital-rationing (risk based | Consider asset — liability
aggregate scenario (rating agencies, licensing | capital) correlation
authorities)
Control Defend actions that seek to expand | Contingency  planning  pre-event | Advance techniques for
loss coverage deployment subsidence repairs
Diversify Open new markets e.g. rainfall | Multiline insurance portfolio Reinsurers to mine data to
risk base insurance and reinsurance exploit new markets

2.4 Climate Change Impact to Insurance

The insurance industry, which inherently deals with risk, is highly impacted by climate change and this impact affects
its sustainability and stability financially and the impact is also felt by the risk sharing service insurance provides
(Noy, 2024). Continued industrialisation and economic activity which causes pollution (Voumik & Sultana, 2022)
affect the insurance industry’s commitment to net zero targets.

Indirect contribution to emissions comes from managing portfolio that are produced from investments into the coal
and gas mining industries, so to make a significant dent in achieving carbon neutrality, investment firms with big
pockets need to actively promote a green energy transition in their sectors while at the same time reducing or stopping
the funding of harmful industries (Dawson, Dargusch, & Hill, 2022).

When insurance firms experience frequent natural disasters losses, they mitigate by adjusting the rates upwards,
leading to loss ratios in the non-catastrophe years following a catastrophe to be lower than they were before, which
can add to increased profitability (Born & Viscusi, 20006).

The escalating trend within the SA experience is a shift in its risk profile that stems from the fact that historically SA
was considered a low catastrophe risk region, however, SA has faced large loss events, including severe flooding in
KwaZulu Natal in April 2022, that resulted in a loss of more than 450 lives with insured damage and losses to assets
estimated to have exceeded R15 billion, which is more likely to be repeat in future (Stokes, 2022).

Climate change poses major financial threat to sectors such as transport, health, construction, tourism and agriculture,
with the value of damages in the billions of dollars, and this can drastically affect the viability of the industry
generating costly insurance claims and also impacting the asset values (Nhamo, 2014).

© IEOM Society International



Big losses to insurers are also shared by reinsurers, who do not regard SA as a low catastrophe risk region anymore,
with the country having experienced a high frequency of large loss events and this invariably affect pricing of the risk
(BusinessTech, 2018).

Submission from Buthelezi, et.al (2025) from their study on impact of change of climate on non-life insurance in SA
suggest that insurers need to start rating for climate change risks in their premium covers to be able to withstand the
severity of natural disaster risk events as this might help them to sustain their profit margins and improve the insurers’
banks stability, stock market returns and international lending.

Even though there is resistance for policymakers to include climate change events in premium ratings due to fear of
overpricing or under-pricing of products, new mathematical methods such as artificial intelligence and machine
learning can assist in mitigating such risk (Buthelezi, Hungwe, Mbirimi-Hungwe, & Seeletse, 2025).

2.5 Coal Phaseout

When fossil fuels like natural gas, coal, and oil are burnt, there is an emission to the atmosphere of large amounts of
carbon dioxide, which leads to a changing of climate and the negative effects of fossil fuel burning include degradation
of the land, water pollution, and ocean acidification (Taylor, 2021).

The SA experience though, according to the 2022 Council for Scientific and Industrial Research (CSRI) report, state
that coal still dominate and provide about 80% of electricity generated in South Africa (Pierce & Roux, 2022). It also
emerged that insurance companies are increasingly putting a restriction on providing cover for gas, oil, and coal
projects (Harris, 2022).

The repercussion of phasing out coal in SA will extend beyond the insurance sector and impact the entire value chain
both within and outside the industry, and there is a concern that rapid disinvestment from coal will affect coal fired
power stations, and could lead to stranded assets, which is infrastructure no longer generating economic return,
potentially harming the country’s economic stability (Hillenbrand-Saponar & Garatti, 2018).

2.6 Environmental, Social, Governance (ESG)

ESG risks have emerged as an area of increased strategic importance for international insurers and increased awareness
and readily available information on key sustainability trends among regulators, investors and consumers, are of
increasing importance to insurance regulators, investors and customers worldwide (Moody's Investor Services, 2019).
Information extracted from Figure 3 extracted from the (Capital Group, 2023) indicates the regional variation in terms
of ESG adoption. The African region appears to have adopted ESG and even without reference to corporate SA, ESG
matters have been in the forefront of business decisions. A lower percentage of scepticism still exist in the ESG subject
and that was also evidenced by a reduction from 79% in 2022 to 75% in 2023 in the North American region also due
to the passing of laws and implementation of rules that increased scrutiny and change of approach by the US
respondents (Capital Group, 2023).

Regional ESG adoption rates v 26%
say ESG is central
to their investment
approach

o o o o,
75% 93% 93% xX8%
North America Europe, Middle Asia-Pacific Zal s e e

E : to be convinced
ast & Africa

by ESG

Figure 3. Regional ESG Adoption Rates (Capital Group, 2023)
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King IV (2021) states that the governing body delegates to and exercises oversight over management, but cannot
abdicate accountability and responsibility for responding to climate change, and that there should be full and clear
management accountability for the climate-related performance of the organization, and that performance
management should also include targets related to sustainability, and ESG matters, including climate change, and
remuneration linked to the achievement thereof.

According to the Principles for Sustainable Insurance (PSI) developed by the United Nations Environment Program
(UNEP), proactive measures should be taken by the insurance industry to mitigate ESG risks, posed by change of
climate (Mendoza & Dai, 2023).

3. Research Method

The method of research employed was by using online data collection method by sending questionnaire to practitioners
in the risk and insurance sector, who were selected based on their specific functions involving climate change risks
and in addition their expertise, experienced and knowledgeable on climate change risk and insurances was a
prerequisite for selection of the panel of potential respondents. This segmentation narrowed the sample to senior
professionals in the risk and insurance sector with the understanding of insurance and climate change, which included
underwriters, brokers, and risk consultants. The questionnaire was developed to guide data collection, and to extract
both explicit and implicit information.

3.1 Methodology Type

Methodology type used was, as Patton (2015) states, qualitative research which aims to generate or test theory and
contribute to knowledge, furthermore Creswell and Poth (2018) argue that qualitative research begins with
assumptions and the use of interpretive/theoretical frameworks that inform the study of research problem.

3.2 Sampling Method

Suri (2011) mentions that purposeful sampling requires access to key informants in the field of study, and as alluded
by Munzhelele (2022), the insurance practitioners that are specifically focussed on climate change are niche, as such
professionals with average of fifteen years of experience in the industry were selected for this study. These
practitioners were contacted in the insurance, reinsurance, risk consultancy, and insurance and reinsurance brokers. A
response rate of just over 80% was achieved. The criteria used to select participants in the research include the
functions they render in the business, organisational position / level of influence, knowledge and understanding of the
SA insurance industry, and the number of years of experience in the sector.

3.3 Significance of the Work

Abraham (2024) state that an increase in the frequency and severity of natural disasters and the shift in the risk
landscape has significantly increased the cost of insurance and reinsurance in SA. Buthelezi, et al., 2025, reiterated
that SA is at the receiving end of increase in frequency and intensity of natural disasters such as floods, droughts,
storm and wildfires, and this situation requires a relook into how this risk is rated and priced.

This work is thus significant and worth noting in consideration of the impact that climate change has to insured entities
and to have commensurate operational strategies to deal with the operational changes brought by climate change.

The findings are essential and relevant for the understanding of how the insurance industry can ensure its sustainability
and the continuity of industries and clients they insure, and the findings can further provide pointers for the
development and actioning of commensurate measures in mitigation of the changes brought by climate change to the
insurance industry.

4. Research Objectives

The study arises from an observation of the apparent gap between the SA insurance industry’s awareness of climate
change risks and implementation of commensurate strategic and operational responses in mitigation.

The insurance industry’s current response appears not to be matching the escalation and frequency of severe climate
related natural catastrophic events, suggesting that the insurance industry’s response is reactive and potentially
insufficient in addressing perils that pertain to changes in the climate, which can affect the short and long term impact
to the country’s insurance industry.

The specific research objectives are:
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0 To examine how the insurance industry in SA responds to an increasing occurrence of natural catastrophic
events and the change in climate.

0 To assess whether the existing underwriting, risk management and operational response is commensurate
with the frequency and severity of the risk confronting the insurance industry.

0 To probe the external stakeholder on their opinions, perspectives and their overall view regarding climate
change induced variations and their understanding of implications for the insurance sector.

o To gauge the preparedness level and readiness of the insurance industry in terms of product offerings, human
resources, and the administrative responses to climate change risks.

5. Results and Discussions

The findings from both literature review and the questionnaire suggest that the awareness and action gap does exist,

and that the insurance industry runs a risk of having to be reactive rather than proactively driving the insurance

industries response to the change. The following findings emerged from the study;

a) Strategically and operationally, there appears to be a proactive effort by the insurance industry to develop
insurance products in mitigation of climate change risks and by so doing, they are safeguarding the sustainability
of the insurance industry.

b) Almost a third insurance companies sampled do not put specific focus on KPI’s across the ESG element.

c) The responsibility of climate change agenda enjoys support across all sectors of the insurance organisations, from
the board of directors, executive committees, and several strategic levels departments, including individual
employees.

d) The insurance industry is matching their plans with tangible commitments to achieve carbon neutrality. This
commitment is shown by the adoption of key strategic interventions which include introduction of directives to
phase out thermal coal, setting up carbon steering levy, green investment targets and carbon-net zero program and
actively focussing on green energy solutions.

e) Over 80% of the respondent’s state that risks posed by low carbon drive will affect their businesses financially,
with over half having suffered significant losses due to change of climate and as a result they had to revise their
risk appetite for this line of business.

f) In spite of the losses, over two thirds of the respondents indicated that climate change line of business is
commercially viable for their business as such, over 80% of the respondents are revising their product offering to
accommodate a full climate change portfolio and with the revision of product offering, updated policies have
resulted in a change in terms and conditions of cover.

g) A move to phase out coal and increase renewable power resulted in insurance capacity constraints, however, over
60% of companies surveyed have no intentions to exit the coal industry market yet.

h) The insurance market, which include brokers up to the insured, received and understood the changes in insurance
offering especially with international pressure mounting to embrace renewable energy risk in the insurance
business portfolio.

i)  94% of respondents consider climate change as niche that requires specialist skillset and over two thirds of the
respondents report that their companies have allocated specific human resources to focus on climate change skill
allocation in addition to other special skills and competencies that will be relevant to new portfolio. It is also
reported that 78% of respondents have received training to deal with climate change risks. With regards to
succession planning, over 60% of respondents report to have planned for the next generation of personnel
competent in climate change risks.

j)  78% of companies have adequate IT infrastructure with over 60% of the companies having procured additional
specific tools such as pricing, risk assessment, and claims tools to accommodate climate change related risks, and
only fifty percent are fully IT resourced for climate change risks.

k) The insurance industry players are experiencing internal and external pressure to align with the prevailing climate
change position however less than 30% are engaged with any of the advocacy group that deal with climate change
and a third is also engaging dissident groups to consider their views and opinions in the climate change topic.

[) Two thirds of the respondents are of opinion that public awareness on climate change is inadequate, as such
companies are collaborating to come up with initiatives to provide training and engagement with the public using
social media and by authoring articles in publications directed to the public for awareness.

5.1 Limitations
Constraints identified in this dissertation include;
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a) Insurance classes are classified under specific lines of business by different companies and even though climate
change is topical in the insurance businesses, the sample size is still low to conclusively deduce the overall
sentiments of the sector.

b) The study commenced at the height of Covid19 pandemic, where there were several limitations of access to
participants and the overall mood and morale in the business mindset was a bit low mainly due to the impact of
the pandemic, which affected the outcome of the research.

c) Ethical limitations also played a part as some crucial data was said to be confidential and consent to share data
was not granted or limited in some companies.

d) Since the study was focussed on the South African market, data limitations on the topic of climate change with
reference to the insurance industry also contributes to the study’s outcome.

6. Conclusion

The insurance sector is well appraised and active in the climate change subject however the industry is largely still
reactive in operational measures because the motivation to abandon fossilised fuels, which are the main source of
electrical energy in South Africa is not yet too stringent and practical yet.

With a rude and unexpected migration from a Nat Cat benign region to a now definite Nat Cat exposed region, there
appears to be is a noticeable gap between the SA insurance industry operational preparedness and being proactive in
strategies to deal with climate change environment.

The acknowledgement of climate change impact to the industry emerged from the study, however the awareness is
not fully backed up by an urgent need to respond accordingly. A less urgent ‘wait and see’ or at times ‘knee jerk’
reaction just to mitigate risk as they present themselves seems to be the norm, rather than being proactive in all areas
of climate change risk management.

There is also a concern with skills shortage and a slow pace in upskilling practitioners with relevant technical
understanding of this niche line of business.

The insurance industry appears to be rather tardy in improving information technology infrastructure to accommodate
climate change portfolio.

On a positive side, some progress has been made in terms of addressing the risks by continuously relooking into
changing of terms and conditions of insurance to accommodate climate change risk, even though the progress is still
in early stages. To add to the urgency of terms and condition changes, the pressure of capacity constraints is also
pushing for more alignment of the terms and conditions in line with the changes in the local and global insurance
industry.

It is also commendable that the insurance industry has demonstrated resilience especially with increasing claims from
climate change perils. Even at a limited niche competency availability, the industry has managed to manoeuvre this
uncharted territory quite impressively.

This situation requires a proactive response from the insurance industry, not only in theory but also in action. The
findings indicate a healthy environment of knowledge and understanding of the situation however there is a deficiency
in taking commensurate action in alignment with what the theory suggests, and that is if the industry does not act
decisively, the evolving climate change losses will continue to wreak havoc in the industry which will threaten the
insurance industry and associated sectors sustainability.
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