Insurance Institute of London lecture in London - March 7th, 2019

Ladies and Gentlemen, Good afternoon everyone

I’d like to thank the Insurance Institute of London for inviting me to speak today and I'd like to
thank all of you for takingthe time out of your schedulesto attend. | hope that you find what |

am goingto say of interest, and that it is of some practical value.

Just by way of introduction and background, my name is Chris Kershaw and | started my career
as a reinsurance broker here inLondon in 1983. | am the beneficiary of a graduate training
scheme that was run by my thenemployer, and | wouldjust like to encourage all employers
who are able to support education and the employment of youngtalent within our industry to

continue doing so.

Having spent almost 30 years as a reinsurance broker, six and half years ago | left brokingto
joina reinsurerstart up in Hong Kong, havingoriginally relocated to Asiain 1995. Aslgo
through my comments today, | hope it will become clear why we feltthere was room for a new
reinsurerin Asia, and that you will gain some insights that have been behind some of the

success that we have had.

| will speak about what has changed in Asiaover the last 25 years, some of whichis what
prompted the formation of Peak Re, which is fundamentally Asia’s growth story. It was really
that growth story which took me there 25 yearsago. It was excitingthen, and it’s still exciting

now.
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Let me explainwhy | think that.

Back in the late 80s and inthe early 90s — yes, last century — people referred to the Asian Tigers
— South Korea, Taiwan, Singapore and Hong Kong, and they also referred to the Asian Tiger
Cubs — Indonesia, Malaysia, Philippines and Vietnam. Bear in mind it wasn’t until 2001 that Jim
O’Neill coinedthe term BRIC — so we were somewhat ahead of the curve. It was this pace of
growth among the Asian tigers, and the Asian Tiger Cubs that took me to Asia — growth rates
were high, and it was assumed that growth in insurance and reinsurance would logically follow.
It did — until 1998 and the Asian Financial crisis. Followed by a fairly global bursting of bubbles

in 2000 as the dotcom bubble burst —then 9/11 in 2001.

Note that at this point there was little focus on what are now two of the dominantinsurance

markets in Asia— China and India.

In 1995 there were only 4 insurersin India, all state owned, and sixin China, two of which were

the firstforeign branches — openedin 1992 for AlG and Tokyo Marine.

Sorry — let me just explain why | have gone back as far as 1995. When | was given this topic of
an Asian Market Update, any update needsa start point. Given that Asia is rather too big to
comprehensively update in 30 minutes, | have taken my own starting point of living there as a

base line and | hope that by looking at developments within this 25 year window it will give you
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some ideaof how much things have changed, and from there we can only speculate on how
much things will change inthe next 25 years. | don’t plan to bombard you with statistics, but
there will be a few largely to illustrate my thoughts, and to positthat it’s still an area deserving

attention.

By the way, there are now 58 insurance companiesin Indiaand 158 in Chinaboth life and non-
life! The respective market sizes are now $22bn for insurance and $10 bn for reinsurance in
India and $156bn and $15bn in China for P&C business. Inthe case of India, these numbers do
include agriculture, which since the governmentintroduced the new private sector supported

scheme for years ago, has grown to an estimated $4.5bn.

The AsianTigers didn’t stop growingeither—yes the Asian Financial Crisis brought disruptionto
the pace of growth but it has resumed and the growth trajectory of all those economiesdidn’t
flatten — they continued to grow to the point that South Korea and Singapore are now
recognized as developed nations by the OECD, Hong Kong continuesto grow since 1997 and

Taiwan also.

However, today | am going to focus on emerging Asia, which means when | will not be looking

at Japan, South Korea, Taiwan or Singapore.

In 1995 emerging Asiaaccounted for 15.7% of global GDP —by 2017 that figure had grown to

34.1%. This figureis almost5 timesthe GDP of developed Asia, just by way of a comparison.
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Population continuesto grow and by 2018 had reached 3.9bn, compared with 3.0bn in1995. If
we look at 2018, 88% of the population were under the age of 60 — by 2030 that is projectedto

be still over83% under the age of 60.

The insurance landscape has changed......

In insurance terms, if we look at China and India, what we have seenis a transition from
markets dominated by governmentownedinsurers in 1995 to markets that are certainly open
to, if not yetdominated entirely by, local private capital. And| thinkone of the key features
hereis that itslocal capital that is largely backing these companies. The two models of China
and India are different, inthat China has tended not to follow exclusively the jointventure
route, whereas India has paired local capital with foreign expertise injointventure structures,
four of these having been brought to the Indian stock market last year. 3 Lifeinsurers, 1 non-
life company and in addition two state owned companies were part privatized by the Indian

Government.

In August 2018 : Star Health Insurance was acquiredin a deal estimated at around USS 1
billion.by a consortium of WestBridge Capital including Indian billionaire investor Mr Rakesh
Jhunjunwala- The Insurance sector companiesin Indiaraised around Rs 434.3 billion (USS$ 6.7

billion) through publicissuesin 2017.
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Even though the Indian companies are jointventures, they are not run by foreigntechnocrats,

but by local technocrats. Same in China, and | would also say across the region.

Multinational companiesare presentinemergingAsia, but | would certainly not say that they
dominate — they may provide leadership in more technical lines such as energy, but the
personal lines market such that it existsis now very much the preserve of local companies.

India is one of the most successful markets inthe world interms of bancassurance.

The point hereis that there isan expanding ecosysteminemerging Asia whichis now
substantial and self-sufficient for the majority of its business. Itis not the case that the markets
are dominated by foreign branches of multinational companies, and bear in mind that oftenthe
more significant multinationals thatare active, are from developed Asia—most notably in

Thailand, Malaysia and the Philippinesforinstance.
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Insurance in emerging Asia — an update
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How the landscape has developedsince 2008 — the GFC

These figuresare life and non-life and you can see that between 2008 and 2017 premiums grew
from 230bn US in 2008 to 720bn in 2017 — and penetrationrates are incredibly lowstill. There
is a whole other discussion about why this might be, but you can see the strong growth here.

And that growth isnot predicted to slow — it’s expected to continue.
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If you look at this next slide, you can see just why.

Insurance growth potential in emerging Asia
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If you start by looking at the image in the bottom right you can see that by 2020 54% of people
worldwide classified as middle class will be living in Asia Pacific— income thresholds vary across
the world as to what the entry pointis in a particular country, but our view is that it is middle
class society that drives growth, and as growth comes, the assets of a household increase — on
an aggregate level-the assets of an economy. In order to mitigate the possibility of a family
beingknocked back by a couple of generationsif these assets are destroyed — for instance ina
natural disaster —or if the familyincome provider can no longer provide — the assets can be and
are protected by insurance. Not necessarily bignumbers- until you start to get to an

aggregate level.
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If you switch to the top right — justfor a bit of fun— you can see that 29 of the world’s 100
richest billionaires are citizens of an Asian nation — 20 of them from a nation inemergingAsia. |
don’t think they buy much insurance — maybe at a corporate level —but | am sure theyare

investorsin the insurance sector.

If you look at the top left—you can see the annual income you need to make it into the top 1%

of earners across a selection of nations....going back to the pointabout middle classsocietyin
emergingAsia, you can see that an annual income of 81K gets you intothe top 1% in Indiaand
105k is what it takes in China. The top 1% representsa market of roughly 27m peopleinthose
two countries....The point is that emerging middle class, the band immediately below the top
1%, spend a higher proportion of theirincome on an annual basis than the high net worth and

the very high net worth —it’s this group of people that drives development.
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Spending by income band in emerging Asia in
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2010 was the most recent data we could find data for. | believeitstill holds directionally.

| mentioned earlierthe expanding ecosystem of emerging Asia, and | would stress that it
doesn’texistin a regulatory vacuum. Just as emerging Asia has grown over the last decade, so
has both the extent of regulation and the enforcement —only a good thing. CBIRC, the China
Banking and Insurance Regulatory Commissionintroduced theirown risk based solvency regime
from 2016 — known as C ROSS standing for China Risk Oriented Solvency System which
reallocated capital requirements against particular lines of business, and which introduced
capital charges to addressthe perceived creditrisk of offshore reinsurers. Inreality, this made
little difference to where Chinese cedants placed the majority of theirbusiness.

India will introduce its own modernized solvency regime inthe coming years, and in Hong Kong

we are going through this process at the momentas the HK Independent Insurance Authority
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formulates and introduces its own solvency regime. Other nations such as Malaysia, Indonesia
and Thailand have had RBC regimesfor some years — solvency regimes which have protected

consumers and caused insurers to strengthen their capital base.

I’d like to stay on this theme of regulation justto talk briefly abouta couple of recent
developmentsin China—lookingat regulation as an enablerfor businessand not as an inhibitor
- namely the equivalence that was granted between Chinaand certain Hong Kong reinsurers
last year, which offers the removal of any capital loadsfor a Chinese Insurer who chooses to
place reinsurance business with a registered Hong Kong Reinsurer, and the more recent
announcement of plans to open or move towards a single market withinthe so called Greater

Bay Area.

The Equivalence granted to HK reinsurers by CBIRC shows that the co-operation betweenthe
regulator in Chinaand the Independent Insurance Authorityis strong, and is attemptingtobe
businessfriendly. Itshows an openness which builds upon the ability of HK based reinsurersto
trade with Chinain RMB — Chinese currency. This issymbolicof a furtheropening of the market
in a measured and controlled fashion, but | think it’s very clear that this is an opportunity that

should be supported by those in a positionto do so.

| am not sure how familiarthe audience is with the Greater Bay Area, but it looks like this.
You will all have heard of the new bridge which has been opened between HKand Macau and

Zhuhai — the longestin the world — this is very much a symbol of the greater bay area.
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Greater Bay Area (GBA)
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Sorry you can’t see much of the Bay but | hope you get the idea.

This initiative brings togetherthe major cities of Guangdong Province, Hong Kong and Macau in
an area of economicco-operation to mirror the largest so called Bay Areasin the world-San
Francisco, Tokyo and New York. You can see the figureson the slide —GDP for the areais

expectedto grow to 4.56 trillion USD by 2030. A current population of just under70 million.

And what does this mean forinsurance?
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Greater Bay Area - Major Opportunities
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charge applied to Mainland cedants reinsuring with them since 2018

In additionto these, there isalready a strong co-operation taking place with some of the
Universitiesin developing Fintech, Insurtech, and the application of machine learningand Al.
You can see from thisthat the intentionisto support business —and it’s not altruistic! Bear in
mind that Guangdong province is the largest single province contributingto China’s GDP, and

the cities of Shenzhen and Guangzhou are the largest contributor cities to China’s tax revenue.

Co-operationand innovation are the themes here and | think that is quite powerful.

One of the other aspects that I'd like to mention, which | see as a barometer of change is

emerging Asia’s ability to develop products and processes which are tailored to theirown

markets. Let me give you an example.
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We tend to have a focus on propertyand assets as beinga driverof growth of insurance, but
from 2008 to 2017 liabilityinsurance has grown in China at an annual rate of around 20%, and
it's expectedto outgrow most otherrisks in the non-life sector. In China, Liability insurance still

only accounts for about 0.05% of GDP.

In 2009 the legal concept of Tort was recognizedin Chinese Law for the first time —and it
brought with it increased consumer protection, greater emphasis on product safety and
environmental protection. It’salso spawned some innovative liability insurance products, such
as Litigation Property Preservation Liability Insurance. Obviously Chinais not a common law
jurisdiction, and this product istailored to meetthe requirements of China’s Civil Procedure
Law. The insurance policy is essentially a proxy for a surety, acting like a litigation bond,
protecting an insured party against liability arising out of a wrongful act causing a financial loss

to a property whichis the subject of an injunction brought by a plaintiff.

For instance, a plaintiff suesa defendantfor damages - and to claim and be adequately
compensated the plaintiff may seekan injunction overthe defendant’s assets such that the
defendant may not conceal, transfer or sell hisinterestin the property until the case has been
settled. However, such an injunctioninitself might cause actual lossto the defendant’s
property, whichin turn would needto be compensated should the plaintiff be found to have
committed wrongful acts in bringingthe injunction. The Civil Procedure Law stipulates that the
plaintiff must provide some form of guarantee or depositto the court before theycan bring the

suit.
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This form of insurance has become the preferred form of meetingthisrequirementin China for
both parties, and since its introductionin 2013 and followingaSupreme Court decision
upholdingitsvalidityin 2016, has grown to an annual premiumlevelin 2017 of RMB 1 billion,
or roughly USD 150m. The majority of domesticinsurers in China now offerthis product —a

unique solutionto a local need. And its still growing.

I’d like to give you another example, thistime drawn from a much smallermarket, butin a

differentbusinessline.

This time it relates not so much to a product developedfora particular market, but more to a
means of empoweringa mediumsizedlocal insurer to enter the trade credit market, without
relyingon one of the major trade credit players. By forming a practical triangular partnershipit
allowedthe local insurerto grow in a line of business whichis being encouraged for
development by theirgovernment — obviously to fostertrade and enhanced economic activity.
It allowedthe reinsurerto support the insurer, while seeing the introduction of best practice,
risk control, effective reporting etc. through a partnership witha risk underwritingservice. The
pain point for the insurer was access to accurate and high quality information sources, given
theirlocation, and through the partnership this pain point has beenremoved, allowinga much
betterview of a customer’s credit risk profile. It also allows and fosterslocal knowledge and
technology transfer — and this isall done in the region. Small at the moment, but directionally

important.
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The point here is that emerging Asia is using its initiative to develop the means of building out
its insurance infrastructure and capital base to service its own growing economy. As this
continues, | suggest that they will look at possibly expanding beyond theirown borders as a
region into other parts of the world — and of course they already are. However, | thinka
significant difference here is that withintheirown domestic markets, it looks unlikely that
either opportunity or headroom to grow are going to be exhaustedinthe short or medium

term.

It’s not all a success and there is still much to be done. We need as an industry to continue to
bring risk to capital (and | don’t hold the belief thatthere istoo much capital —its rather that
we are not terribly good at bringingrisk to it) and we still need to bring more people and
communities underthe shelter of the umbrellaof insurance, and this is happeningin emerging
Asia. Butit needsto continue. | have sometimes caught myselfsayingin unguarded moments
that inthe local markets it seems that insurers are still fighting overthe same risks as they
fought over 20 odd years ago —but you can see from the growth that this is not the case.
Things have changed and are continuingto do so.

Just to emphasisthe fundamental premise.....
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Economic growth will decelerate across
advanced and emerging market economies

Global Macro Outiock {November 2018 Update): Real GDP growth forecasts |%) for 320 economines
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As you can see from this slide, which | actually lifted from our Chief Investment officerwho
showed it at an internal meetinglast week, and he in turn borrowed it from Fitch, economic
growth rates across G20 nations don’t look very exciting for the nextfew years —with three
notable exceptions —China, whichis slowingas it matures and trade fears persist, India, and
Indonesia. It’s worth notingthat these three countries are three very differenteconomies,
China havingbeen export driven, Indiadomestic demand drivenand Indonesiabeingnotablya
natural resource economy ...I have spoken using Chinaand Indiaas a primary focus, but please
let me just emphasise one more point about these two markets. It will not be until 2030,
assuming India gets everythingright, that its economy will reach the same size as China’swas in
2015. There isstilla massive amount of investment needed to upgrade Indian infrastructure,
and if anyone has everdone the drive from Mumbai to Pune — on one of India’s better roads —

you’ll know what | mean. My colleague whofocusses his time on Indiatells me that thereis 3tn

Page 16 of 19



Insurance Institute of London lecture in London - March 7th, 2019

US dollars of infrastructure spendingslated for India, along with a potential government
sponsored universal health scheme, that will be written by P&C insurers, which will be similarin

size to the agriculture schemein premiumterms if it goes ahead.

I'd also just like to share this slide,

Growing influence to world economy
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which again shows that Asia GDP numberas a proportion of global GDP, but also the extentto
which Asiaholds US treasury securities. Asian nationssave — and they invest. Andthen look at
the global largest publiccompanies and where they are headquartered....please bearin mind

that many large/verylarge Asian companies are still privately owned....they may be partially

listed, but substantially not.
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Emergence of global groups based in Asia

“ Foxconn §‘ 'é

ADITYA BRLA GROUP % HUAWEI
Tencent Hifl GEELY

Ay G\idea

ArcelorMilto

A SoftBank S
'I" E£7 Reliance

TATA Alibaba ¢ e
FOSUNR =@

e \ y
$CELLTRION SUN SAMSUNG

Here are few names some of which will be more familiarthan others for now.

So — | hope that this has given you some sort of update — the opportunity in Asia is definitely
there and it’sgrowing in the world of insurance. It'simportant to understand these markets
and to be aware of how they differ. It'simportant to recognize that even within markets there
are major differences—Chinaisone country but several diverse regions, with different cultural

aspects in different parts of the continent. India, likewise.

That understandingis not justlanguage — it runs deeperthan that —and anyone lookingto

engage must be willingto develop an understanding of the features and nuances of those

cultures. If you don’t understand the culture, you will neverunderstand the business.
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So, recapping — the economies have grown, the insurance premiumin those economieshave
grown, and there isstill a very large underserviced and unserved marketin those countries that

could and in my view should be of interestto any member of our insurance community who has

an eye on the mediumterm future.

Thank you for listening.
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