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Presentation

This study prepared by MAPFRE Economics seeks to provide information on Latin American insurance
industries to offer individuals, companies and institutions a useful tool for understanding the different
aspects that define the dynamics and performance of these markets, giving them more elements to
facilitate the decision-making process. This objective is shared by Fundacion MAPFRE and reflected in
the publication of this new edition of the Latin American Insurance Market in 2021, which, in addition to
presenting data on the performance of the region's markets and their evolution over the past decade,
adds an analytical dimension that makes it possible to enhance knowledge of them.

The significant uncertainty surrounding the evolution of the Covid-19 pandemic meant that 2021 was
also a very complex year. Despite economic activity slowing down in the second half of the year, global
growth came in at 6.1% in 2021, to which broad fiscal stimulus and monetary packages contributed to
counteract the effects generated by the measures implemented to combat the pandemic. Latin
America has been one of the most affected regions in sociodemographic terms, which has
undoubtedly exacerbated the region's structural problems. However, in 2021, its economy
demonstrated greater vitality than expected, ending the year with 6.5% growth, although performance
was unequal between countries.

Against this backdrop, the Latin American insurance market has benefited from the economic
recovery, with real growth in premium volume across almost all countries. As a result, aggregated
premiums came to 149.8 billion dollars in 2021, up 11.5% year-on-year, following a YoY drop of 11.9%
the previous year. Despite this dynamic, the Insurance Protection Gap, which represents the difference
between insurance coverage acquired and coverage that is economically necessary and beneficial to
society, increased by 19.7% last year, to 249.8 billion dollars. This continues to demonstrate the need
to raise social and institutional awareness about the suitability of increasing the level of insurance in
the region, and with it, the benefits that insurance provides to citizens in overcoming economic
difficulties throughout their lives.

Fundacion MAPFRE

THE LATIN AMERICAN INSURANCE MARKET IN 2021 n






Introduction

This year, The Latin American Insurance Market report provides an analysis of the performance of the
insurance industry as the region's economy started to recover from the impact of the Covid-19
pandemic and as inflationary pressure began to be felt amid an increase in demand for goods and
services that could not be met by supply. This generated problems in global supply chains and caused
tension in the price of raw materials and energy in an environment of high liquidity.

Against this backdrop that defined 2021, the report analyzes the performance of the Latin American
insurance market from both a general perspective and from the perspective of each of its markets.
Based on a review of the economic and demographic context, the report shows the major figures and
trends of the insurance markets in the region, analyzing aspects such as premium growth, the major
line items on the aggregated industry balance sheet, investments, technical provisions, and the
industry’s results and profitability. At the same, the report includes a review of the main structural
trends, analyzing the evolution of the indicators for insurance penetration, density, and depth, and
offering an update of the estimated Insurance Protection Gap and Market Evolution Index.

As in previous editions, the report sets out the 2021 ranking of insurance companies operating in each
of Latin America's markets. Likewise, it moves forward with the analysis of industry concentration
trends in each market, presenting a summary of the main regulatory adjustments seen over the past
year, based on information provided by the regulatory and supervisory bodies in the region.

We hope that this new edition of The Latin American Insurance Market helps to expand the vision and
understanding of the performance of the insurance industry in this region, thus contributing to the
development of Latin America by enhancing the presence of this activity in the economy and society.

MAPFRE Economics
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Executive summary

The global economy
and the insurance industry

In 2021, the world economy recovered from
the significant contraction seen the previous
year thanks to the extensive fiscal and mone-
tary stimulus packages implemented by the
governments and central banks of the
world’s main economies to fight the effects
caused by the measures implemented to
combat the Covid-19 pandemic. World eco-
nomic growth in 2021 stood at 6.1% (-3.1% in
2020), with the contribution of developed
countries coming to 5.2% (-4.5% in 2020),
with the US growth of 5.7% (-3.4% in 2020)
worth particular mention, and emerging and
developing countries contributing 6.8%
(-2.0% in 2020). The 8.1% growth seen in
China’s economy (2.2% in 2020) and 8.7%
growth in India (-6.6% in 2020) are also wor-
thy of note.

However, the economic recovery and its
speed led to an increase in demand for
goods and services that could not be met on
the supply side, generating a series of prob-
lems in supply chains and causing tension in
the price of raw materials and energy in an
environment of high liquidity, with a strong
upturn in inflation that took root during the
second half of 2021. A good portion of the
abundant liquidity injected was channeled
into the real economy, but this also led to a
significant increase in economic operators’
savings, which were passed on to asset valu-
ations, especially risk assets, which per-
formed well throughout the year.

In this context, some emerging economies
with limited financial capacity started to
withdraw fiscal and monetary stimuli as a
result of the significant increase in inflation
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and deterioration in their public accounts
and interest rates, which, in turn, drove
inflation up. However, this was not the case
in developed markets, as the signs seemed
to suggest that the problem of inflation was
transitory, and it would return to normal
once international trade and companies
recovered their full capacity. Ultimately, the
expectations of central banks were not
fulfilled, and the economic and geopolitical
problems were worsened by the onset of war
in Ukraine in February 2022, which resulted
in a change of course by the central banks of
the world’s leading economies toward
tightening their monetary policy. All these
factors were reflected in the financial
markets, which are experiencing significant
downturns, both in terms of equity and fixed
income assets.

Over the course of 2021, the global insurance
industry benefited from the economic
recovery, and insurance markets generally
appeared more dynamic in terms of business
volume, although they were less profitable
on account of the increase in the loss ratio as
countries came out of lockdown. Thus, global
premium volume grew to 6.9 trillion dollars,
representing nominal growth of 9.0% vs.
1.0% in 2020. Density (premium per capita)
stood at 874 dollars (809 dollars in 2020) and
penetration (premiums/GDP) at 7.0% of
world GDP (7.4% in 2020). By major lines of
business, global premiums in the Non-Life
sector were up by 8.4% in 2021 (4.4% in 2020)
supported by the economic recovery, while
Life insurance premiums were up by 9.9%
(-3.0% in 2020).

It is expected that the insurance industry’s
profitability may continue to be negatively
impacted throughout 2022 by the effect of



significantly higher inflation rates than
initially expected, as well as by the
difficulties that may arise from passing on
increases in the cost of claims and other
operating expenses to the price of
insurance. This is in an economic context
marked by the tightening of monetary
policies in many of the world's major
economies, which may slow growth and
even increase the risk of entering a
recession. Despite this, in the medium term,
increases in interest rates may help to
improve the financial profitability of
insurance companies, and opportunities may
arise for the development of Life insurance
products linked to savings and life annuities.

The Economy and the Latin
American Insurance Market

In 2021, the Latin America and Caribbean
region saw economic growth of 6.5%,
compared to the contraction of 6.9% seen in
2020. This region of the world was most
affected by the economic impact of the
pandemic and, following the growth seen
last year, the level of activity remains
slightly below pre-Covid levels and in line
with the economic stagnation seen in recent
years. The recovery seen in 2021 was also
unequal between countries, supported
primarily by some of the main economies,
which clearly surpassed pre-pandemic
levels, as was the case of Brazil, Colombia,
Argentina and Chile, while others failed to
replicate pre-Covid figures. Economic
growth in 2021 was supported by the
recovery in internal demand, mainly thanks
to private consumption and, to a lesser
extent, investment. In terms of the foreign
sector, the strong performance of the US
economy and the upturn in the price of raw
materials (in particular, oil and other
minerals) helped to increase the exports of
producer countries, although it also
resulted in an increase in imports of refined
oil products, with the contribution of exports
to regional GDP growth in 2021 being
negative.
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In the coming years, the panorama for the
Latin America and Caribbean region
appears complex, with a significant
slowdown in economic growth expected, to
approximately 2.7% in 2022, against a
backdrop of tighter financing conditions, job
markets that have failed to completely
recover and high levels of informal
employment and low rates of participation,
in addition to deteriorated public accounts
that make it difficult to implement fiscal
policy measures to support economic
growth. The slowdown and potential dip into
recession of the US economy, the tighter
monetary policy employed by the Federal
Reserve and economic problems in China
are expected to contribute to a bleaker
economic outlook, given that the
aforementioned two economies are the
region’s main trade partners, placing
pressure on the depreciation of the region’s
currencies and making foreign financing
harder to come by.

Insurance Market Performance
in Latin America

In 2021, total premiums in Latin America
amounted to 149.79 billion dollars, of
which 57.5% came from Non-Life
insurance and the remaining 42.5% from
Life insurance. As a result, the aggregated
premiums in the regional insurance
industry grew by 11.5% [(compared to the
significant contraction of 11.9% the
previous year), an impressive rate of
growth, although without achieving the
figures seen prior to the onset of the
pandemic. The economic recovery and
interest rate environment during the
closing months of the year, which was
more suited to Life insurance, were factors
supporting this growth of the Latin
American insurance market. It is also
worth noting that in 2021, the economic
impact on insurance turnover due to the
depreciation of currencies against the
dollar was moderate, and some markets,
such as Mexico and Chile, benefited from
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an appreciation in the average exchange
rate of their currencies.

Based on the individual analysis of growth
in insurance activity in local currency for
each of the markets analyzed in this report,
it can be seen that growth in real terms
(corrected for inflation) was widespread
across the region, with contractions in
real-term insurance premiums only seen in
Ecuador and Venezuela. The remaining
markets saw growth that was up year on
year, with the exception of Argentina and
Puerto Rico, where the rate of growth was
lower. The highest rates of growth were
seen in the insurance markets of Peru
(21.4%), Colombia (12%), El Salvador
(10.7%) and the Dominican Republic (10%].

The increase in risk aversion caused by the
pandemic served as an additional stimulus
in relation to demand for insurance, such
as Health and Life Risk insurance, as well
as those related to home protection and
business. Life Savings insurance, in turn,
also performed well, improving as central
banks took the decision to change course
towards tighter monetary policies to fight
the upturn in prices, with successive
interest rate hikes that gained pace in the
final months of the year. The inflationary
environment increases the appetite for this
type of product as protection against the
loss of buying power. This process of
change in the course of monetary policy
has gained speed in 2022 following the
outbreak of war in Ukraine and the
sanctions imposed on Russia after the
invasion, which have subjected prices to
further tension. As a result, it is expected
that the boost to Life Savings insurance
from this climate will be even greater than
the boost seen in 2021, although the
forecast economic slowdown could harm
the savings capacity of economic agents,
having the opposite effect.

As a result, in 2021, Life Insurance
premiums in Latin America experienced
significant growth of 11.2% in dollars,
partially recovering from the marked

contraction seen the previous year
(-18.7%), while Non-Life insurance
premiums experienced 11.7% growth
(compared to a contraction of 6.1% in
2020). It is worth noting that the Life
insurance sector only partially recovered
from the significant contraction seen the
previous year, which can mostly be
explained by the performance of its two
main markets in this line of business
(Brazil and, to a lesser extent, Chile], which
failed to replicate premium volumes seen
pre-Covid. The other markets, with the
exception of Venezuela, all surpassed pre-
Covid levels. In the Life business, Life -
individual and group insurance premiums
accounted for 36.9% of total premiums in
the region, with growth of 8.7% (-17.6% in
2020). Pension insurance, in turn,
experienced significant growth of 30%
(-26.5% in 2020) although its weight is
relatively small in the region’s Life
business, accounting for 5.8% of total
premiums in 2021.

In turn, growth in Non-Life insurance in
Latin America surpassed premium
volumes seen pre-Covid, although the
recovery of some specific lines of business
was not enough to achieve the volumes
seen before the crisis, as was the case of
the Automobile business, which accounts
for 15.8% of total premiums in the region,
which experienced growth of 8.7%
(compared to a drop of 16.1% in 2020). It is
worth noting that this line of business was
already showing signs of the economic
stagnation in which the Latin American
economy found itself, once again offset by
the Health business, which saw 11%
growth in premiums in 2021 (9.2% in 2020).

In turn, in 2021, the aggregate net result of
the insurance market in Latin America
stood at 6.74 billion dollars, down by 29.2%
on the equivalent aggregate result the
previous year. This has undoubtedly been
affected by the process of coming out of
lockdown, which has seen a general
increase in the loss ratio of the Automobile
and Health lines of business, combined



with substantially higher mortality rates in
Latin America as a result of the pandemic.
This region was particularly hard-hit in
2021, affecting the profitability of Life Risk
insurance. Despite this downturn, it should
be noted that all countries returned
positive aggregate net results, as is typical
of the region, with Argentina and Ecuador
as the only exceptions. With the exception
of Chile, Costa Rica and Uruguay, the
remaining markets” profits in dollars
decreased compared to the previous year.

From a structural perspective, the Latin
American insurance markets with the
highest levels of concentration were
Uruguay, Costa Rica and Nicaragua, with a
Herfindahl index above the threshold
associated with a highly concentrated
industry. In turn, Peru (which dipped below
the concentration threshold in 2021),
Venezuela, Honduras, Puerto Rico (which
entered the moderate concentration band),
Panama, Dominican Republic, El Salvador
(which also entered this band) and
Guatemala returned figures indicative of
concentrated markets, although to a more
moderate level. The remaining Latin
American insurance markets reported
indexes below the threshold associated
with moderate levels of concentration.

Structural Trends
in the Insurance Industry

The region's average penetration rate
(premiums/GDP) was 3.0% in 2021, lower
than the previous year by 0.1 percentage
points (ppl). This indicator dropped in the
Non-Life segment (1.71% compared to
1.77% the previous year) and to a lesser
extent in the Life segment (1.27%
compared to 1.31% the previous vyear).
From a medium-term perspective (2011-
2021), there has been an increase in
penetration of 0.5 pp (in GDP terms) in the
region. This reflects the upward trend in
terms of penetration in Latin America,
which has been consistent in recent
decades. The performance of Life
insurance and, to a lesser extent, Non-Life
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insurance have contributed to this
phenomenon. The significant shifts in
regional GDP over the past two years, the
strong performance of Health insurance
and the downturn in Life insurance as a
result of the pandemic have resulted in the
gap to Life insurance in terms of
penetration in the region narrowing. This is
an unusual situation, so time will tell in the
coming years if this is a shift in the trend or
if things go back to how they were for both
lines of business after the economic
situation returns to normal. The cumulative
increase in penetration in the Life
insurance segment in 2011-2021 came to
28.0%, while the cumulative increase in
Non-Life insurance was 17.1% over the
same period. Puerto Rico continues to
report the highest penetration index,
reaching 16.5% in 2021, due to the
important role played by insurance
companies in its health system. After
Puerto Rico, Chile (3.6%), Brazil (3.1%), and
Colombia (3.0%) were the countries that
reported the highest penetration indexes in
2021, above the regional average of 2.98%.

In terms of density (premiums per capital,
the region's average indicator was
240 dollars, an increase of 10.7% compared
to the previous year. The partial recovery of
premiums in the insurance industry in
2021, following the significant decrease
seen the previous year on account of the
economic consequences of the pandemic
and the improved performance of exchange
rates against the dollar explain this
improvement in the indicator year on year.
However, it remains below pre-Covid levels
as a result of the insufficient recovery of
the Life insurance business. Thus, the
majority of insurance spending per person
remains focused on the Non-Life segment
(137.9 dollars), which was up by 11%
compared to the previous year, exceeding
levels before the pandemic. Life insurance
density amounted to 102.1 dollars, 10.4%
above that of 2020 although still below pre-
Covid levels.

Finally, the insurance depth rate (Life
insurance premiums over total premiums)
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was 42.5% in 2021, 0.1 pp less than in 2020.
The downturn in this indicator in 2021 can
be traced to the only partial recovery of the
Life segment in the region’s major
markets, in contrast to Non-Life insurance,
which surpassed pre-Covid levels.
Everything indicates that this
circumstance, which particularly affected
Life insurance, will correct itself, as the
medium-term analysis (2011-2021) shows
the indicator improving over the course of
the last decade, with a cumulative increase
of 2.2 pp in that period.

In 2021, the estimated IPG for the Latin
American insurance market came in at
249 .8 billion dollars, up by 19.7% (41 billion
dollars] on the previous year's estimate.
Life insurance has been the key segment
shaping the structure of the IPG in the
region over the last decade. The potential
insurance market in Latin America in 2021
(measured as the sum of the actual
insurance market and the insurance gap)
was 399.6 billion dollars, meaning 2.7
times the current market in the region.

Over this period (2011-2021), the Latin
American insurance market recorded an
annual average premium growth (in dollars)
of 0.2%, underpinned by average growth of
0.8% in the Life insurance segment and an
average decline of 0.1% in the Non-Life
segment. This dynamic has slowed down
considerably compared to the 2010-2020
period, which saw growth of 0.9%, 1.6% and
0.3% respectively. Accordingly, if this same
growth dynamic observed over the 2011-
2021 period were to continue over the next
decade, the market growth rate would fall
short of covering the 2021 IPG by 10.1
percentage points. This is also true in the
separate analysis of the Life insurance
(short by 12.1 pp) and the Non-Life
insurance (short by 8.2 pp) segments, as the
situation worsened for both of them
compared to 2020.

Furthermore, as is standard, this edition of
the report includes a new estimate of the
Market Development Index (MDI) for the
Latin American insurance industry. The
MDI, an indicator reflecting the perfor-
mance and maturity of insurance markets,
shows annual progress made over the past
decade, with slight downturns in 2014,
2018 and 2021, coming in at similar levels
to those seen five years ago, mainly on ac-
count of the decrease in depth. Despite
these downturns, the performance of this
indicator continued to improve between
2011 and 2021, demonstrating that the
Latin American insurance market remains
on a positive path of growth when analyzed
in the medium term, the sudden move-
ments of the economic crisis caused by the
pandemic and subsequent recovery on the
insurance industry aside. It will be neces-
sary to analyze the effect that the general
increase in interest rates in 2022 as a re-
sult of the tighter monetary policies of cen-
tral banks may have on upcoming mea-
sures. These might potentially drive the
Life Savings business as an instrument for
protecting against the loss of purchasing
power as a result of inflation, which could
affect the industry’s regional development
indicator.

This report also provides a detailed analy-
sis of each of the Latin American insurance
markets. These individual reports begin
with an initial assessment of the macro-
economic environment of each country in
2021 before analyzing the main figures and
structural trends in their insurance mar-
kets.

Finally, in addition to the report on the
Latin American insurance market for this
year, MAPFRE Economics provides readers
with an interactive online version [Latin
American Insurance Market: Interactive
Data), which features part of the informa-
tion contained in this report.
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1.1 Economy

Overall environment

In 2021, the world economy recovered from
the significant contraction seen the previous
year thanks to the extensive fiscal and mon-
etary stimulus packages implemented by
the governments and central banks of the
world’s main economies to counteract the
effects of the Covid-19 pandemic’. However,
the economic recovery and its speed led to
an increase in demand for goods and ser-
vices that could not be met on the supply
side, generating a series of problems in
supply chains and causing tension in the
price of raw materials and energy in an en-
vironment of high liquidity, with a strong up-
turn in inflation (see Chart 1.1-a). World
economic growth in 2021 stood at 6.1%
(-3.1% in 2020)2, with both developed and
emerging and developing economies con-
tributing to this. The growth in advanced
economies came in at 5.2% (-4.5% in 2020),
mainly as a result of the economic recovery
seen in the United States, standing at 5.7%
(-3.4% in 2020), the Eurozone, at 5.4%
(-6.3% in 2020) and the United Kingdom, at
7.4% (-9.3% in 2020). However, the econom-
ic recovery of some advanced economies
was somewhat more tepid, as was the case
in Germany, where growth in 2021 stood at
2.9% (-4.6% in 2020) and Japan, at 1.7%
(-4.5% in 2020); these economies were par-
ticularly affected by problems in supply
chains and the scarcity of semiconductors.
In turn, emerging and developing
economies as a whole saw aggregate
growth in 2021 of 6.8% (compared to the
contraction of 2.0% in 2020). Worth particu-
lar mention was the growth seen in China,
of 8.1% (2.2% in 2020) and India, of 8.7%
(-6.6% in 2020).
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1. Economic and demographic context

Inflation caused by the reopening of the
economy after lockdown measures were
lifted, fostered by the support of
governments and central banks in the
world’'s main economies, took root during
the second half of 2021. In this context,
some emerging economies with Llimited
financial capacity started to withdraw fiscal
and monetary stimuli, in some cases quite
quickly, as a result of the significant
increase in inflation and deterioration seen
in their public accounts and interest rates
(which, in turn, drove inflation up). In
developed markets, however, this was not
the case. All signs seemed to indicate that
this was a temporary phenomenon that
would normalize as companies and
international trade began to recover their
full capacity. That was the message given
throughout 2021 by the central banks of the

Chart 1.1-a
Global: Growth and Inflation
(Quarterly Data, Year-Over Year Variation)
— Real GDP (YoY, %) = Inflation (YoY, %; r/h axis)
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major developed economies, particularly
the United States Federal Reserve and the
European Central Bank [(ECBJ), whose
positions favored maintaining an
accommodative monetary policy so as not
to jeopardize employment and economic
growth. A good portion of the abundant
liquidity injected into the system was
channeled into the real economy, but this
also led to a significant increase in
economic operators’ savings, which were
passed on to asset valuations, especially
risk assets, which performed well
throughout the year. Finally, the
expectations of central banks failed to
come to fruition, and the economic and
geopolitical problems were exacerbated by
the outbreak of war in Ukraine on February
24, 2022, causing a shift toward the
tightening of central bank monetary
policies in the world’'s major economies, in
some cases more quickly (such as the
United States Federal Reserve and the
European Central Bank], with a few notable
exceptions in cases like China or Japan. All
these factors were reflected in the financial
markets, which are experiencing significant
downturns, both in terms of equity and
fixed income assets.

For 2022 and 2023, the expectation is that
global demand will slow down as a result of
the tighter monetary policy employed by
the main central banks and the resulting
slowdown in the corresponding economies,
against a backdrop of the energy crisis, in
which the Russian invasion of Ukraine has
subjected prices of energy, food and other
raw materials—of which both countries
were major producers—to additional ten-
sion. This is combined with the economic
problems in China attributable to its real-
estate market and the major restrictions
placed on mobility in large cities by the
country's government to fight the expan-
sion of the Omicron strain of the SARS-
CoV-2 virus, which wreaked havoc on sup-
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Chart 1.1-b
Latin America: Growth and Inflation

= Real GDP (YoY, %)
— Inflation (YoY, %; r/h axis)

2020
2021
2022
2023
2024

Source: MAPFRE Economics (based on FMI and IMF data)

ply chains that were recovering as part of
the process of reopening the economy.

Latin American
Economic Environment

According to the most recent estimates by
the Economic Commission for Latin
America and the Caribbean (ECLAC)3, the
Latin America and Caribbean region saw
economic growth of 6.5% in 2021,
compared to the significant slowdown of
6.9% seen in 2020 (the region hardest hit by
the pandemic), meaning the figures now
stand just below the pre-Covid figures (see
Chart 1.1-b). Thus, the region barely
managed to recover pre-Covid GDP levels
in line with the economic stagnation seen
in recent years. This recovery was also
unequal between countries, supported
largely by some of the main economies,
which clearly surpassed pre-pandemic
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levels, as was the case of Brazil, Colombia,
Argentina and Chile, while others failed to
replicate pre-Covid figures.

This growth was supported by the recovery
in internal demand, mainly thanks to pri-
vate consumption and, to a lesser extent,
investment. The reactivation of tourism and
of service sectors, such as the transport,
communication, commerce, hotel and
restaurant sectors, as well as financial and
business services, contributed in large part
to this regional growth. The manufacturing
and construction industry also contributed
to economic growth, although to a lesser
extent. In the case of investment, although
growth rates were impressive in 2021, the
figures seen during the year failed to
match pre-Covid figures. In terms of the
foreign sector, the strong performance of
the US economy and the upturn in the price
of raw materials—in particular, oil and oth-
er minerals—helped to increase exports
from producer countries, although it also
resulted in an increase in imports of re-
fined oil products, with the contribution of
net exports to regional GDP growth in 2021
being negative.

In terms of the monetary policy measures
adopted the previous year to support the
economy after the outbreak of the pandem-
ic, the strong upturn in inflation seen in
2021 caused many central banks in the re-
gion to change course toward a more re-
strictive monetary policy. This was particu-
larly the case in the second half of the year,
when advanced economies still believed
that this was a temporary phenomenon and
continued to employ ultra-lax monetary
policies. In this sense, the Latin America
and Caribbean region got a head start, ap-
plying measures to counter inflation with
some central banks even raising interest
rates in the second half of 2021, whereas
advanced economies failed to take mea-
sures until the first months of 2022 follow-
ing the outbreak of war in Ukraine.

In terms of fiscal policy, 2021 was a year of
moderation on account of the deterioration

of the region’s public accounts. The mas-
sive fiscal deficits generated the previous
year attributable to the aid offered to
households and the most vulnerable small
companies, as well as the spending on
shoring up health systems to overcome the
effects of the pandemic, significantly weak-
ened the fiscal capacity of most Latin
American economies, which were forced to
significantly reduce the size of aid pack-
ages and adopt measures to control public
spending. All these measures, combined
with the increase in tax income thanks to
the economic recovery, have generally re-
duced tax deficits (-4.2% of GDP at year-
end 2021 compared to -6.9% in 2020, ac-
cording to ECLAC estimates), although the
level of indebtedness of central govern-
ments in relation to GDP, while down, re-
main high (69.0% of GDP in 2021 compared
to 71.3% in 2020).

In the coming years, the panorama for the
Latin America and Caribbean region ap-
pears complex, with a significant slowdown
in economic growth expected, to approxi-
mately 2.7% in 2022, against a backdrop of
tighter financing conditions on account of
restrictive monetary policies to control in-
flation, job markets that have failed to
completely recover, and high levels of in-
formal employment and low rates of par-
ticipation. This is combined with deterio-
rated public accounts that make it difficult
to implement fiscal policy measures to
support economic growth. The slowdown
and potential dip into recession in the US,
the tighter monetary policy employed by
the Federal Reserve and economic prob-
lems in China are expected to contribute to
a bleaker economic outlook in the coming
years, given that the aforementioned two
economies are the region’s main trade
partners, placing pressure on the depreci-
ation of the region’s currencies and making
foreign financing harder to come by.

The slowdown in investment, in turn, will
have an impact on the development of in-
frastructure projects that help to improve
endemic problems in the Latin America



and Caribbean region, such as low produc-
tivity and the limited development of an in-
tra-regional market. The absence of a sta-
ble internal savings cushion* and the sub-
optimal development of the educational
system continue to affect the problem of
low levels of employment and productivity,
which in turn will continue to feed into
problems in relation to poverty, inequality,
social tension, insecurity and political un-
certainty. Furthermore, inflation in the
price of food and energy, aggravated by the
war in Ukraine, have exacerbated the
structural problems in the region, which
had already suffered as a result of the pan-
demic.

Global Economic Environment
and Insurance Demand

Over the course of 2021, the global insur-
ance industry benefited from the economic
recovery, and insurance markets generally
appeared more dynamic and profitable, al-
though to a lesser extent than the previous
year on account of the increase in loss ratio
as countries came out of lockdown. Thus,
global premium volume grew to 6.9 trillion
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dollars, representing nominal growth of
9.0% versus 1.1% in 2020 (see Chart 1.1-c).
When taking into consideration the popula-
tion and size of the global economy, in
2021, global insurance density (premiums
per capita) came to 874 dollars (809 dollars
in 2020) and penetration (premiums/GDP)
stood at 7% (7.4% in 2020)°5.

Both emerging and developed markets
contributed to this strong performance (in
terms of business volume] of global insur-
ance markets. Thus, the US insurance
market in 2021 experienced significant
growth in three market segments: Life,
Non-Life and Health. In the Non-Life busi-
ness, in particular, the main driver was
commercial lines, due mainly to the pres-
sure exerted on the market due to the in-
crease in the price of these policies, al-
though the retail lines of Automobile and
Home insurance also contributed to the
growth. In turn, the Life Savings business
has been the main driver of the Life seg-
ment, and Medicaid was the major driver of
the Health segment. In Europe, practically
all markets increased their premiums
thanks to the strong upturn in the sale of
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Chart 1.1-c
Global: Insurance Market Growth
(nominal growth rates in USD, % y/y)

2011 7.0% 4.7 % 9.5 %
2012 1.7 % 0.3% 3.1%
2013 0.3 % -33.0% 3.9%
2014 4.6% 5.0% 43 %
2015 -2.0% -4.6 % 0.5%
2016 2.4% 0.4 % 4.1 %
2017 55.0 % 5.8 % 5.3 %
2018 6.0% 5.1 % 6.7%
2019 25% 5.0% 41%
2020 1.1% -3.0% 4b %
2021 9.0 % 9.9 % 8.4 %
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unit-linked products in the Life business.
The positive behavior of premiums in the
emerging Asia-Pacific markets was due
largely to the growth of China, and also
other markets, such as India and the
Philippines. Latin America, in turn, saw
significant growth in premiums issued in
2021, corresponding to expansive move-
ment in both the Life and the Non-Life
lines.

By major lines of business, global premi-
ums in the Non-Life segment grew by 8.4%
in 2021 (4.4% in 2020), supported by the
economic recovery, while premiums in the
Life segment grew by 9.9% (-3% in 2020),
managing to recover from the drastic fall in
business seen the previous year as a result
of the profound economic crisis, the switch
toward positions of liquidity on account of
the high level of uncertainty and lax mone-
tary policies generally adopted to counter
the economic effects of the pandemic. In
2021, most emerging markets (excluding
China) started to tighten monetary policy to
counteract the upturn in inflation, which
helped the Life Savings insurance busi-
ness, offering higher returns and increas-
ing the appetite of homes and businesses
for these products for protection against

the loss of purchasing power caused by
inflation. Although developed markets
maintained a lax monetary policy, unit-
linked Life investment products (where the
policyholder assumes the risk of invest-
ment) were also bolstered by the strong
performance of the financial markets,
which experienced an increase in the value
of the main asset categories, both in terms
of equities and fixed income, on account of
the impact of lower interest rates and
widespread bond purchase schemes put in
place by central banks. Furthermore, the
higher risk aversion as a result of the pan-
demic benefited Life Risk insurance (and in
the case of the Non-Life business, health
insurance policies).

Profitability suffered in 2021 during the
process of coming out of lockdown, which
increased the loss ratio, which had fallen
while the restrictions imposed by the pan-
demic remained in place. It is expected that
the industry’s profitability may continue to
be negatively impacted throughout 2022 by
the effect of significantly higher inflation
rates than initially expected, as well as by
the difficulties that may arise from passing
on increases in the cost of claims and other
operating expenses to the price of insur-

Chart 1.1-d
Latin America: Economic Growth and the Insurance Market
(premiums, billions of USD; annual nominal growth rates, % y/y)
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ance. This is taking place in an economic
context marked by tightening monetary poli-
cies in many of the world's major
economies, which may slow growth and
even increase the risk of entering a reces-
sion. In the medium term, increases in in-
terest rates will help to improve the finan-
cial profitability of the investment portfolios
held by insurance companies and opportu-
nities will arise to develop Life insurance
products linked to savings and life annuities.

Economic Environment and
Insurance Demand in Latin America

In 2021, the Latin American insurance
market achieved a premium volume of 149.8
billion dollars, up on aggregate by 11.5%
(-11.9% in 2020}, recovering from the major
downturn seen the previous year (as a result
of the economic impact of the pandemic),
although without recovering the volume of
premiums seen before the crisis (see Chart
1.1-d).

Unlike the previous year, the economic
recovery in 2021 was favorable for the
insurance industry, and the interest rate
environment (which had been particularly
adverse the previous year) improved in
some of the major markets, mainly during
the second half of the year, which
contributed to its recovery. The increase in
risk aversion caused by the pandemic also
served as an additional stimulus to increase
demand for insurance, particularly in the
case of Health and Life Risk insurance, as
well as those related to home protection and
business. Life Savings insurance also
performed well, improving as inflation
increased and central banks took the
decision to change course towards tighter
monetary policies to counteract the upturn
in prices, with successive interest rate hikes
that gained pace in the final months of the
year. These interest rate hikes offered
higher returns on Life Savings products
against a backdrop of high inflation that
increased the appetite for this type of
product for protection against the loss of
purchasing power. This process has gained

THE LATIN AMERICAN INSURANCE MARKET IN 2021

speed in 2022 following the outbreak of war
in Ukraine and the sanctions imposed on
Russia after the invasion, which have
subjected prices to further tension. As a
result, it is expected that the pressure
placed on Life Savings insurance will be
even greater than the pressure seen in 2021,
although the economic slowdown forecast
could harm the savings capacity of
economic agents, having the opposite effect.
Finally, it is also worth noting that in 2021,
the economic impact on insurance turnover
due to the depreciation of currencies against
the dollar was moderate, and some
markets, such as Mexico and Chile,
benefited from an appreciation in the
average exchange rate of their currencies
during the year.

Chart 1.2-a
Latin America: Population, 2021
(millions)
Brazil 214.3
Mexico 126.7
Colombia 51.5
Argentina 45.3
Peru 33.7
Venezuela 28.2
Chile 19.5
Ecuador 17.8
Guatemala 17.6
Bolivia 12.1
Dominican Rep. 1.1
Honduras 10.3
Nicaragua 6.9

Paraguay 6.7

El Salvador 6.3

Costa Rica 5.2
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Chart 1.2-b
Latin America: Fertility Rate and Life Expectancy at Birth, 1950-2100
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1.2 Demographics this report totaled 624.2 million people.

Brazil and Mexico account for a significant
According to the latest population data for share of the t_ot'al, V_Vith pppulations of 2,14'3
Latin America released by the United Na- and 126_.7 million |nhab|tants respectively.
tions (UN] in 2022¢, the estimated popula- Colombia and Argentina both have popula-
tion in 2021 of the 19 countries featured in tions of over 40 million inhabitants, with

Chart 1.2-c
Latin America: Percentage of Deaths by Age Cohort, 1950-2100

= 0-24 years (LatAm) =~ 25-69 years (LatAm) = 70 years + (LatAm)
- = 0-24 years (Global) - = 25-69 years (Global) - - 70years + (Global)
100
g
=z
5 80
o
<
=
n 60
u
=
a
S 40
o
=
z
s 20
o
=

1950
1960
1970
1980
1990
2000
2010
2020
2030
2040
2050
2060
2070
2080
2090

Source: MAPFRE Economics (updated based on UN data)




THE LATIN AMERICAN INSURANCE MARKET IN 2021

Chart 1.2-d
Latin America: Changes in the Population Pyramid, 1950-2100
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51.5 and 45.3 million respectively. These
are followed by Peru and Venezuela, each
with populations of around 33.7 and 28.2
million inhabitants respectively. The re-
maining countries have populations of be-
low 20 million, namely Chile, Ecuador, and
Guatemala, with populations ranging be-
tween 17 and 20 million inhabitants (see
Chart 1.2-a).

With regard to the region's demographic
parameters, in the updated projections pro-
duced by the UN for Latin America and the
Caribbean, in 2022, the trend of declining
fertility rates and of increasing population
longevity remained (see Chart 1.2-b). As can
be seen, the Covid-19 crisis has hit the
Latin America and Caribbean region partic-
ularly hard?”. According to UN estimates, the
region lost 2.9 years of life expectancy at
birth between 2019 and 2021, dropping from
75.1in 2019 to 72.2 in 2021, the biggest drop
seen anywhere on the planets. However,
according to its forecasts, in 2023 the re-
gion's life expectancy will surpass the 2019
life expectancy, before the outbreak of the
pandemic, and will continue on its upward
trend towards the end of the century, above
the world average.

In line with this information, life expectan-
cy at birth in the region rose from 48.6
years in 1950 to 72.2 years in 2021, repre-
senting an increase of 23.6 years over the
period. The projections confirm that, in the
future, life expectancy in the region could
grow at an approximate pace of two years
per decade, to reach over 80.6 years of age
by 2050 and around 87 years of age by the
end of the century. Projections of birth
rates, however, have shown a sustained
drastic decline, falling from an average of
5.8 births per woman in the 1950s to 1.7 by
the end of this century. On the other hand,
as regards mortality, as reflected in Chart
1.2-c, the pandemic has particularly af-
fected the elderly, both globally and in
Latin America. This impact on mortality as

a result of the virus could have significant-
ly altered the demographic trends being
observed worldwide in recent decades: a
general reduction in mortality (which only
increases at progressively older ages) and
the corresponding positive effect on life ex-
pectancy, combined with a drastic drop in
the fertility rate. These factors have come to
sustain a transitional dynamic toward more
elderly populations, a process affecting all
countries and regions of the world without
exception, albeit more immediately and
markedly so in developed countries, both
also in the Latin America and Caribbean
region. The process sees the strength of the
workforce reduce while the proportion of
the population reaching old age increases,
progressively exerting more pressure on
health and pension systems, in particular in
countries where the weight of distribution
components is higher.

There is still some uncertainty about the
potential future consequences of the pan-
demic on these demographic trends, con-
sidering its indirect effects on health, es-
pecially in patients who require intensive
care or people who didn't seek a diagnosis
for other potential illnesses during lock-
down or postponed treatment for a serious
existing ailment. However, recent UN fore-
casts seem to suggest that (unless some
unexpected additional event occurs), the
pandemic has not had a big enough impact
to change these structural dynamics in
relation to demographic evolution with a
transition toward older populations. To this
end, as shown in the updated data pre-
sented in Chart 1.2-d, this combination of
demographic factors foreshadows a pro-
gressive aging of the region’'s population
throughout this century, first giving rise to
constrictive population pyramids [(with a
large share of the population at increas-
ingly advanced ages), which are then set to
converge into stationary pyramids toward
the end of this century.






2.1 Insurance Market
Performance

Growth

In 2021, total premiums in Latin America
amounted to 149.79 billion dollars, of which
57.5% came from Non-Life insurance and
the remaining 42.5% from Life insurance.
Thus, the aggregated premiums in the
regional insurance industry grew by 11.5%
(compared to the significant contraction of
11.9% the previous year], an impressive rate
of growth, although without achieving the
figures seen prior to the onset of the
Covid-19 pandemic. This growth of the Latin
American insurance market has been
affected by the economic recovery as well as
an interest rate environment that is more
suited to the sale of Life Savings and
Income products, as a result in the change

2. The Latin American insurance market in 2021

of course in monetary policy applied by the
main central banks in the region, with
increases in interest rates as part of the
fight against inflation (see Chart 2.1-a).

As a result of this performance, the share of
the Latin American insurance market in the
world total recovered slightly, by 0.05
percentage points (pp) between 2021 and
2020, standing at 2.2% mainly as a result of
the recovery of the Non-Life business, the
share of which increased by 0.07 pp, while
the Life business recovered by just 0.02 pp
(see Chart 2.1-b). From a long-term
perspective, the Latin American share in the
global insurance business was on an
upward trend leading to an increase in its
relevance. While that share was only 1.8% in
1980, by 2021 it had risen to 2.2%. However,
since 2013, there has been a change in
trend in both the Life and Non-Life
business, in particularly in the latter.
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Latin America: Growth Developments in the Insurance Market
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Chart 2.1-b
Latin America: Share of Global
Insurance Premiums
(%)
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As reflected in previous reports, this trend
toward an increase in the Latin American
insurance market's share in the global
market has been interrupted during the
periods of economic and financial crises
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that have affected the region, amplified by
the effect of the devaluation of various
countries’ currencies, which typically ac-
companies such cyclical events. Thus,
against the backdrop of the positive per-
formance of 2017, subsequently the Latin
American insurance industry once again
suffered the consequences of the impact of
currency depreciation against the dollar
caused by the process of monetary nor-
malization carried out by the United States
Federal Reserve in 2018, combined with
the significant impact of the Covid-19 crisis
in 2020, together with a series of structural
weaknesses that have led to an amplifica-
tion of the impact on some of the region's
economies. However, 2021 was the most
stable year in relation to exchange rates in
Latin America, with more moderate depre-
ciation, with economies like Mexico and
Chile even seeing appreciation in the aver-
age exchange rates of their currency to the
dollar. This was, in large part, due to the
tightening of the monetary policies imple-
mented by many central banks in the re-
gion in 2021, getting a head start on the
central banks of developed economies and
in particular the US Federal Reserve, which
only started to increase rates in 2022.

Chart 2.1-c
Latin America: Contribution to Insurance Market Growth
(percentage points, pp)
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When analyzing the two major insurance
business segments in the region, in 2021, it
was seen that both the Life insurance and
Non-Life insurance segments positively
contributed to the recovery of business,
with 4.8 pp in the case of the Life business
(which contracted significantly in 2020 by
8.7 pp) and 6.7 pp in the Non-Life business
(contracting by 3.3 pp in 2020). Analyzing
the performance of the insurance market
in the region as regards contribution to
growth over the past ten years, as reflected
in Chart 2.1-c, it can be seen that since
2014, it has continued to perform erratical-
ly in both segments, without there being
any clear trend since then.

Based on the individual analysis of growth
in insurance activity in local currency for
each of the markets analyzed, it can be
confirmed that growth in real terms (cor-
rected for inflation) was widespread across
the region, with contractions in real-term
insurance premiums only seen in Ecuador
and Venezuela. The remaining markets ex-
perienced higher growth than seen the
previous year, with the exception of Ar-
gentina and Puerto Rico, which saw lower
growth, although in the case of Argentina,
the switch to inflation-adjusted accounting
in the second half of 2020 means that the
comparison is not completely representa-
tive (see Chart 2.1-d and Table 2.1-a.

Chart 2.1-d
Latin America: Insurance Market Premiums and Real Growth
(billions of USD; real growth in local currency, %)
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Table 2.1-a
Latin America: Annual Changes in
Premium Volume, 2020-2021
(growth in local currency, %)

Nominal Market
Country Growth Growth

Argentina 50.6 1.5
Bolivia 4.0 3.3
Brazil 13.2 4.5
Chile 1.0 6.2
Colombia 15.9 12.0
Costa Rica 6.9 5.1
Ecuador -53 -5.4
El Salvador 14.5 10.7
Guatemala 12.3 7.7
Honduras 1.4 6.6
Mexico 10.2 4.3
Nicaragua 12.3 7.0
Panama 6.2 4.5
Paraguay 4.9 0.1
Peru 26.2 21.4
Puerto Rico 9.8 7.3
Dominican Republic 19.1 10.0
Uruguay 13.4 5.2
Venezuela 1,142.5 -26.4

Source: MAPFRE Economics (based on data from supervisory
bodies in the region)

Performance by Line of Business

In 2021, Life Insurance premiums in Latin
America experienced significant growth of
11.2% in dollars, partially recovering from
the significant contraction seen the previ-
ous year (-18.7%), while Non-Life insur-
ance premiums experienced 11.7% growth
(compared to a contraction of 6.1% in
2020). Unlike the previous year, the eco-
nomic context in 2021 was favorable for
the insurance industry, and the interest
rate environment improved in some of the
major markets, especially during the sec-
ond half of the year, which contributed to
its recovery. Furthermore, the higher
aversion to risk as a result of the pandem-
ic served as an additional stimulus for
demand for Life Risk insurance and
Health insurance. Life Savings insurance
also performed well in the major markets,
in particular during the second half of the
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year. Furthermore, in 2021, the impact of
currency depreciation against the dollar was
moderate and, as indicated above, some
markets even benefited from an apprecia-
tion in the average exchange rate of their
currencies during the year (see Table 2.1-b).

However, it is worth noting that the Life in-
surance sector only partially recovered from
the significant contraction seen the previous
year, mostly explained by the performance
of its two main markets in this line of busi-
ness (Brazil and, to a lesser extent, Chile),
which failed to replicate premium volumes
seen pre-Covid (see Table 2.1-c). The other
markets all surpassed pre-Covid levels, with
the exception of Venezuela. In the Life busi-
ness, Life - individual and group insurance
premiums accounted for 36.9% of total
premiums in the region, with growth of 8.7%
(-17.6% in 2020). Pension insurance, in turn,
experienced significant growth of 30.0%
(-26.5% in 2020) although its weight is rela-
tively small in the region’s Life business,
accounting for 5.8% of total premiums in
2021.

In turn, aggregate growth in Non-Life in-
surance in Latin America surpassed pre-
mium volumes seen pre-Covid, although
the recovery of some lines of business was
not enough to achieve the volumes seen
before the crisis, as was the case of the
Automobile business, which accounts for
15.8% of total premiums in the region,
which experienced growth of 8.7% (com-
pared to a drop of 16.1%). It should be not-
ed that this line of business was already
suffering from the economic stagnation
plaguing the Latin American economy prior
to the Covid crisis. Nevertheless, this
weakness in the growth of the Automobile
line of business was once again offset by
the Health business, with premium growth
in 2021 of 11.0% (9.2% in 2020).

Results and profitability

Table 2.1-d presents the income statement
structure of Latin American insurance mar-
kets in 2021. As can be seen, profitability
indicators once again suffered downturns in
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Table 2.1-b
Latin America: Premium Volume and Growth by Country, 2021
[premiums millions of USD; growth in USD, % y/y)

Growth Growth Growth
Line Premiums 2020-2021 (%) Premiums 2020-2021 (%) Premiums 2020-2021 (%)

Argentina 11,591.2 12.0 % 1,659.6 1.3% 13,250.8 11.9 %
Bolivia 375.9 1.8% 241.2 7.8% 617.2 41 %
Brazil 17,937.7 9.8% 31,731.1 7.2% 49,668.7 8.1%
Chile 5,921.4 19.0% 5519.4 12.3% 11,440.8 15.6 %
Colombia 6,579.7 14.3 % 2,857.3 14.5 % 9,437.0 14.3 %
Costa Rica 1,210.4 -1.1% 237.8 10.9 % 1,448.2 0.7 %
Ecuador 1,154.7 -9.7% 451.3 8.0% 1,606.0 -5.3%
El Salvador 498.0 7.9 % 328.2 262 % 826.2 14.5 %
Guatemala 870.4 9.5% 267.4 21.1% 1,137.8 12.1 %
Honduras 347.7 12.6 % 187.5 16.8% 535.3 14.0 %
Mexico 16,917.2 17.5% 14,796.1 15.9 % 31,713.3 16.7 %
Nicaragua 178.8 10.8 % 41.4 7.2% 220.2 10.1 %
Panama 1,201.0 7.3 % 410.1 3.0% 1,611.2 6.2%
Paraguay 362.4 4.0 % 69.5 9.1% 431.9 4.8 %
Peru 2,355.8 3.9% 2,201.6 26.4% 4,557 .4 13.7%
Puerto Rico 15,920.0 8.7 % 1,730.9 20.6 % 17,651.0 9.8%
Dominican Rep. 1,278.1 17.5% 228.3 21.7 % 1,506.5 18.1 %
Uruguay 849.3 7.0 % 750.1 12.2% 1,599.4 9.4 %
Venezuela 532.4 42.0% 2.4 56.2 % 534.8 42.1 %

Total 86,082.4 11.7% 63,711.2 11.2% 149,793.6 11.5%

Source: MAPFRE Economics (based on data from supervisory bodies in the region)

Table 2.1-c
Latin America: Premium Volume by Insurance Line*, 2021
(premiums, millions of USD)

mm growt 0

Life 57,304 63,709 11.2%
Life — individual and group 50,622 55,021 8.7% 36.9
Life — social security and/or pensions 6,682 8,688 30.0 % 5.8

Non-Life 76,682 85,550 11.6 % 57.3
Workplace accidents 4,529 4,801 6.0% 3.2
Personal Accidents 3,422 3,757 9.8% 2.5
Automobiles 21,688 23,583 8.7% 15.8
Credit and/or surety 2,020 2,162 7.0 % 1.4
Fire and allied lines 8,390 9,506 13.3% 6.4
Other damages 11,285 12,932 14.6 % 8.7
Third-Party Liability 2,574 3,151 225% 2.1
Health 20,11 22,326 11.0% 15.0
Transport 2,663 3,331 25.1% 2.2

Total 133,986 149,259 11.4 % 100.0

Source: MAPFRE Economics (based on data from supervisory bodies in the region)

*Note: This table does not take into account the Venezuelan insurance market because the breakdown by business lines is not available, and therefore the growth of the
Life and Non-Life segments may show variations with respect to the aggregate growth data for the region indicated in the body of the report.
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Table 2.1-d
Latin America: Income Statement by Country, 2021
(millions of USD)

Other

Earned Operating Technical Financial | revenues and Net

Country premiums Loss ratio expenses result result expenses result
Argentina 9,486.6 -4,564.7 -4,047.7 874.1 -574.5 -883.8 -584.1
Bolivia 446.8 -215.4 -256.3 -24.9 25.3 4.5 4.9
Brazil 19,365.2 -9,183.8 -9,720.3 461.2 2,029.7 -292.1 2,198.8
Chile 8,329.6 -7,753.5 -2,645.9 -2.069.9 3,598.7 -51.6 1,4717.2
Colombia 6,473.0 -4,376.8 -3,050.5 -954.2 1,153.3 32.4 2315
Costa Rica 1,120.0 -643.5 -447.5 29.1 269.5 -42.1 256.5
Ecuador 1,018.6 -543.2 -302.4 173.1 43.0 -221.1 -5.0
El Salvador 506.7 -317.4 -209.1 -19.8 12.2 26.6 19.0
Guatemala 715.3 -447.5 -216.1 51.6 58.5 8.4 118.4
Honduras 264.5 -138.5 -118.3 7.7 23.9 -9.3 22.3
Mexico 20,525.4 -17,587.8 -6,248.3 -3.310.6 5,605.7 -410.4 1,884.7
Nicaragua 107.9 -47.2 -56.6 4.1 17.1 -0.3 20.9
Panama 1,118.4 -692.2 -389.5 36.8 99.4 - 136.2
Paraguay 315.1 -149.6 -154.0 1.4 19.0 2.1 32.6
Peru 2,491.7 -1,755.1 -1,458.9 -722.3 844.7 -14.6 107.8
Puerto Rico - - - - - - 480.4
Dominican Republic 820.5 -482.6 -318.0 19.8 65.0 33.1 117.9
Uruguay 1,440.5 -1,000.0 -492.2 -51.7 245.2 -7.6 185.9
Venezuela' 139.2 -62.3 -88.6 -11.8 15.0 43.6 46.8

Source: MAPFRE Economics (based on data from supervisory bodies in the region)

1/ The data corresponds to the year 2020 (latest available).

2021. This has undoubtedly been affected by
the process of coming out of lockdown,
which has seen a general increase in the
loss ratio of the Automobile and Health lines
of business, combined with substantially
higher mortality rates in Latin America as a
result of the pandemic. This region was par-
ticularly hard hit in 2021, affecting the prof-
itability of Life Risk insurance. In 2021, the
aggregate net result of the Latin American
insurance market stood at 6.74 billion dol-
lars, down by 29.2% compared to the aggre-
gate result of the previous year?.

Despite this downturn, it can be seen that all
countries returned positive aggregate net
results, as is typical of the region, with Ar-
gentina and Ecuador as the only exceptions,
although many of them saw slowdowns
compared to the previous year. With the ex-
ception of Chile, Costa Rica and Uruguay, in
the remaining markets’ profits in dollars de-

creased compared to the previous year (see
Table 2.1-e).

To supplement the analysis, the information
on return on equity (ROE) and return on as-
sets (ROA] of the different insurance mar-
kets in the region in 2021 can be consulted in
Table 2.1-f10. From this information, it can be
seen that the insurance markets in Uruguay
(23.6%), Dominican Republic (20.7%), Gua-
temala (20.6%), Chile (19.2%) and Mexico
(14.9%]) registered a higher ROE. The insur-
ance markets in Argentina (-8.2%), Ecuador
(-0.9%), Bolivia (1.4%), El Salvador (4.6%)
and Peru (4.9%), by contrast, had the lowest
relative levels of this indicator in 2021.

Capitalization levels
The aggregate capitalization level (mea-

sured as the ratio of shareholders’ equity
to total assets) of the insurance industries
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Table 2.1-e
Latin America: Net Result by Country, 2021
(millions of USD)

Table 2.1-f
Latin America: Profitability by Country, 2021
(in local currency)

Growth
2020-2021 Equity/ Average
Country (%) Country assets inflation
Argentina 534.4 -584.1 -209.3 Argentina 28.6% -82% -24%  48.4%
Bolivia 31.2 4.9 -84.4 Bolivia 281% 14%  0.4% 0.7 %
Brazil 3489.0 21988 -37.0 Brazil 71% 120% 09%  83%
Chile 888.9 14772 662 Chile 9.9% 192% 1.9% 45 %
Colombia 406.9 231.5 -43.1 .
Colombia 15.3 % 57% 09% 3.5%
Costa Rica 201.9 256.5 27.0
Costa Rica 47.0% 123% 58% 1.7 %
Ecuador 5.7 -5.0 -188.3
Ecuador 304% -09% -03% 0.1%
El Salvador 24.5 19.0 -22.4
El Salvador 41.2 % 4.6 % 1.9% 3.5 %
Guatemala 144.7 118.4 -18.1
Guatemala 350% 206% 7.2% 4.3 %
Honduras 48.6 22.3 -54.0
Honduras 32.7 % 84% 28% 4.5 %
Mexico 2,312.2 1,884.7 -18.5
. Mexico 128% 14.9% 1.9% 5.7%
Nicaragua 21.5 20.9 -2.6
i LT % 11.1% 0% 4.9 %
Panama 187.6 136.2 274 Nicaragua ° o 50% °
0, 0, 0, 0,
Paraguay 545 32,6 402 Panama 412% 90% 3.7% 1.6 %
Peru 309.8 107.8 65.2 Paraguay 399% 120% 4.8% 4.8 %
Puerto Rico 527.3 480.4 -8.9 Peru 12.6 % 49 % 0.6 % 4.0 %
Dominican Puerto Rico 299% 129% 39% 2.3%
Republic 155.6 117.9 -24.2 .
Dominican 322% 207% 6.6% 8.2%
Uruguay 122.5 185.9 51.7 Republic
Venezuela 46.8 32.9 -29.8 Uruguay 123% 23.6% 29% 7.7 %
TOTAL 9,513.6 6,738.8 -29.2 Venezuela’ 33.1% 57% 1.9% 2355.1%

Source: MAPFRE Economics (based on data from supervisory
bodies in the region)

of each of the countries analyzed is reflect-
ed in Chart 2.1-e. As reflected in previous
versions of this report, the smaller insur-
ance markets in the region tend to return
higher capitalization levels, while the indi-
cator is lower in relatively more developed
markets, in particular when measuring in
terms of depth (Brazil, Chile, Peru or Mexi-
co), more in line with the ratios recorded by
the insurance markets of advanced
economies. This trend is supported by the
2021 data, as shown in the above-mentioned
chart.

Source: MAPFRE Economics (based on data from supervisory
bodies in the region)

1/ Data for Venezuela is from 2020 (latest available data).

Insurance Industry
Concentration

As illustrated in Chart 2.1-f, in 2021, the
Latin American insurance markets with the
highest levels of concentration were
Uruguay, Costa Rica and Nicaragua, with a
Herfindahl index above the threshold asso-
ciated with a highly concentrated industry
(HHI>1,800). In turn, Peru (which dipped
below the concentration threshold in 2021),
Venezuela, Honduras, Puerto Rico (which
entered the moderate concentration band),
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Panama, Dominican Republic, El Salvador

Chart2.1-e (which also entered this band) and Gua-

Latin America: Capitalization Level, 2021

(equity/assets, %) temala returned figures indicative of con-
centrated markets, although to a more

CostaRica [ 47.0% moderate level (1,000<HHI<1,800). The oth-
Nicaragua [ 44.7% er remaining Latin American markets re-
Panama [ 41.2% ported indexes below 1,000 points, i.e. be-
FlSabador ISR 2% low the threshold associated with moder-
G:{:ij: =3529/9/ ate levels of concentration. A further mea-
Venezuela* I 33.1% sure of the insurance industry concentra-
Honduras I 32.7% tion degree is the market share of the top
Dominican Rep. NI 32.2% five largest insurers (CR5), which confirms
Ecuador [ 30.4% the existence of the concentration levels
Puerto Rico [T 29.9% described based on the Herfindahl index. It
Argentina - IS 28.6% is worth noting that from an economic
Bolivia I 26.17% standpoint, we can get an overview of com-

Colombia PN 15.3%
Mexico [ 12.8%
Peru [ 12.6%

petition levels in a market by measuring
the concentration level of an industry. As

Uruguay TN 12.3% such, the lower the concentration, the
Chile T 9.9% greater the current competitive incentive
Brazil 0 7.1% and, as a result, a further stimulating fac-

0% 20% 40% 60% tor for market development.

Source: MAPFRE Economics (based on data from supervisory
bodies in the region)
*Data for Venezuela is from 2020 (latest available data).

Chart 2.1-f
Latin America: Herfindahl and CR5 Indexes, 2021
erfindahl Index index (%
I Herfindahl Ind 7 CR5index (%)

Uruguay [ 4 61 Uruguay — I 89.4%
CostaRica | . 46/ CostaRica I 87.5%
Nicaragua [N 2,217 Peru I 75.2%

Peru [N 1,700 Honduras  E ] 74.4%
Venezuela [N 1,451 Panama [ 73.9%
Honduras [N 1,402 Nicaragua* [ 72.4%
Puerto Rico [N 1,350 Dominican Rep. I 72.4%
Panamu N 1297 Venezuela [ 71.8%
Dominican Rep. [ 1,227 Puerto Rico [ 70.4%
ElSalvador NN 110 ElSalvador [ 48.0%
Guatemala [ 1,08 Guatemala T 61.5%
Bolivia M s79 Bolivia T 57.1%
Brazil [ 754 Brazil T 53.1%
Ecuador [ 677 Ecuador [N 47.5%
Paraguay [ 673 Colombia [T 47.5%
Colombia M 651 Paraguay [ 46.7%
Mexico M 532 Mexico T 41.6%
Chile WM 448 Chile I 36.9%
Argentina [ 288 Argentina T 27.7%
0 2000 4,000 4,000 0%  25%  50%  75%  100%
Source: MAPFRE Economics (based on data from supervisory bodies in the region)
* Corresponds to the CR3 estimate, whereby a total of only five insurance companies operate in this market.
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2.2 Structural Trends

Penetration, density
and depth

Chart 2.2-a'1 reflects the structural trends
in the Latin American insurance industry
analyzed as a whole over the 2011-2021
period. The region's average penetration
rate (premiums/GDP) was 3.0% in 2021,
lower than the previous year by 0.1 per-
centage points (pp]. This indicator dropped
in the Non-Life segment (1.71% compared
to 1.77% the previous year) and to a lesser
extent in the Life segment (1.27% com-
pared to 1.31% the previous year). As
shown in Chart 2.2-b, Puerto Rico contin-
ues to report the highest penetration and
density (premiums per capita) indexes in
the region, reaching 16.5% and 5,421 dol-
lars respectively in 2021. This is because
the Puerto Rican premium volume includes
Health insurance for the poorest popula-
tions, which is managed by the private in-
surance industry but covered by the gov-
ernment’s budget. In addition, this is also
the business segment with the best per-
formance in the context of the health crisis
caused by the COVID-19 pandemic. After
Puerto Rico, Chile (3.6%), Brazil (3.1%), and
Colombia (3.0%) were the countries that
reported the highest penetration indexes in
2021, above the regional average of 2.98%.

Chart 2.2-c shows penetration level varia-
tion for the various markets in 2021 com-
pared to the previous year and over the
2011-2020 period. This information indi-
cates that in 2021 all insurance markets in
the region saw a deterioration in the values
of this indicator compared to the previous
year, with the sole exception of Venezuela,
Puerto Rico and Peru. The biggest gains in
the 2011-2020 period were in Puerto Rico,
Uruguay, Colombia and Brazil.

However, in the medium term (2011-2021),
there has been a 0.5 pp increase in pene-
tration in the region (in terms of GDP),

which represents a significant decrease on
the previous measurement (0.7 pp) follow-
ing the strong recovery of GDP in 2021,
having contracted suddenly in 2020 on ac-
count of the pandemic. The cumulative in-
crease in penetration in the Life insurance
segment in 2011-2021 came to 28.0%,
while the cumulative increase in Non-Life
insurance was 17.1% over the same period.
In any case, this one-off event aside, over
the last decade there has been an increase
in the penetration of insurance in Latin
America, which has been observed consis-
tently over the past few decades, mainly on
account of the performance of Life insur-
ance and, to a lesser extent, Non-Life in-
surance. However, the significant changes
in regional GDP over the past two years
and the strong performance of Health in-
surance as a result of the pandemic have
seen the gap to Life insurance in terms of
penetration in the region decreasing over
the course of the decade. This is an unusu-
al situation, so time will tell in the coming
years if this is a shift in the trend or if
things go back to how they were for both
lines of business after the economic situa-
tion returns to normal.

In terms of the density indicator for the re-
gion (premium per capita), this stood at 240
dollars, up by 10.7% on the level registered
in the previous year (see Chart 2.2-a). The
partial recovery of premiums in the insur-
ance industry in 2021, following the signifi-
cant decrease seen the previous year on
account of the economic consequences of
the pandemic and the improved perfor-
mance of exchange rates against the dollar
explain this improvement in density year on
year. However, it remains below pre-Covid
levels as a result of the insufficient recov-
ery of the Life insurance business. The ma-
jority of insurance spending per person in
most countries in the region remains fo-
cused on the Non-Life segment (137.9 dol-
lars), which was up by 11% percent com-
pared to the previous year, exceeding pre-
Covid levels (see Chart 2.2-d). Life insur-
ance density amounted to 102.1 dollars,
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Chart 2.2-a
Latin America: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, USD; Life insurance premiums/total premiums, %, 2011 index=100)
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Latin America: Penetration, Density and Depth Indexes, 2021

(premiums/GDP, %; premiums per capita, USD; Life premiums/total premiums, %)

B Penetration

PuertoRico [N 16.5% Puerto Rico
Chile [ 3.6% Chile

Brazil [l 3.1% Uruguay
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Argentina [l 2.7% Mexico
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Source: MAPFRE Economics (based on data from supervisory bodies in the region)

10.4% above that of 2020 although still be-
low pre-Covid levels. Between 2011 and
2021, density (measured in dollars) showed
a decreasing trend in the region, dropping
by 6.9% over this period. This change in
trend over the past decade took root in
2013. The cumulative decrease in the Life
insurance market over the period amount-
ed to 1.9% (down from 104.0 to 102.1 dol-
lars), while the cumulative drop in Non-Life
insurance was 10.3% (from 153.7 to 137.9
dollars). This latest density index shows
reduced growth when compared to the
2010-2020 period.

One important aspect reflected on in previ-
ous versions of this report is that the indi-
vidual density analysis in each of the mar-
kets considered in this report reflects a
growth trend over the last few years when
the measurement was taken in the local
currency. This seems to confirm the idea
that the situation of economic stagnation in

Latin America and the Caribbean seen
since the end of the 2003-2013 period is
holding the region back compared to the
rest of the world, reaffirming the impor-
tance of the above-mentioned structural
reforms to stabilize exchange rates and the
region’s economies generally.

Finally, the insurance depth rate in the
region (Life insurance premiums over total
premiums) was 42.5% in 2021, 0.1 pp down
on 2020 (see Chart 2.2-e). The downturn in
this indicator in 2021 can be traced to the
only partial recovery of the Life segment in
the region’s major markets, in contrast to
Non-Life insurance, which surpassed pre-
Covid levels. Everything indicates that this
circumstance, which particularly affected
Life insurance, will correct itself, and the
medium-term analysis (2011-2021) shows
the indicator improving over the course of
the last decade, with a cumulative increase
of 2.2 pp in that period.
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Chart 2.2-c
Latin America: Changes in Penetration, 2011-2021
(percentage points)
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Chart 2.2-d
Latin America: Changes in Density, 2011-2021
(usD)
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Chart 2.2-e
Latin America: Changes in Depth, 2011-2021
(percentage points)
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Insurance Protection
Gap estimate

The new Insurance Protection Gap (IPG)
estimate’? for the Latin American region is
reflected in Chart 2.2-f. It is worth re-
membering that the IPG represents the
difference between the insurance cover-
age that is economically necessary and
beneficial to society and the amount of
coverage actually acquired. Estimating the
IPG not only helps to determine the gap in
terms of societal under-insurance, but
also the potential market for insurance,
which is the market size that could be
achieved were the gap eradicated. By its
nature, the IPG is not a static concept in-
volving an invariable amount over time. In
contrast, this potential insurance cover-
age area is continually modified depend-
ing on both the growth of each country's
economy and on the emergence of new
risks to be covered that are inherent to
economic and social development. The
IPG is also highly correlated with market

growth: quantitatively, the gap becomes
smaller as the penetration rate increases,
and qualitatively it tends to get smaller as
markets become more sophisticated and
more mature. So, factors like sustained
economic growth, inflationary control, an
increase in disposable personal income,
overall development of the financial sys-
tem, an efficient regulatory framework,
and the application of public policies
aimed at boosting financial inclusion and
education are factors that stimulate the
reduction of the IPG in the medium term.

The IPG for the Latin American insurance
market is estimated at 249.8 billion dollars
for 2021, down by 19.7% (41 billion dollars)
on the previous year's estimate. There
were no major changes in the structure of
the IPG over the last decade compared to
our previous report, confirming that the
bulk of the gap lies in Life insurance. As a
result, in 2021, 59.8% of the IPG related to
Life insurance (149.3 billion dollars), while
Non-Life insurance accounted for 40.2% of
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Chart 2.2-f
Latin America: Insurance Protection Gap
(billions of USD)
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the gap, equivalent to 100.4 billion dollars.
It is important to bear in mind that, in
2021, the significant increase in the gap
compared to the previous year can be at-
tributed to the decrease in the IPG regis-
tered in 2020, on account of the statistical
impact of increasing the penetration of
insurance markets. The abrupt contrac-
tion and subsequent recovery of GDP as a
result of the lockdowns and subsequent re-
opening of economies after the outbreak of

the pandemic, which were not transferred in
full to the insurance industry, had a signifi-
cant impact on the large variations in the
penetration of insurance, which were re-
flected in the calculation of the gap. When
compared to 2019, the change in the gap is
less significant, although the gap in Life in-
surance has also increased. However, there
is still no clear break in the downward trend
in the gap in relation to Life insurance. It will
be necessary to wait for future measure-

Chart 2.2-g
Latin America: Insurance Protection Gap and Potential Market
(billions of USD)
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Chart 2.2-h
Latin America: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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ments to reach conclusions, bearing in mind
the tighter monetary policies and upturn in
inflation seen in 2022 may help to steer Life
insurance in the region back onto a path of
growth. The potential insurance market in
Latin America in 2021 (measured as the
sum of the actual insurance market and the
insurance gap) was 399.6 billion dollars,
meaning 2.7 times the current market in the
region (see Chart 2.2-g).

Chart 2.2-i
Latin America: Change in IPG as a
Multiple of the Actual Market

m— 2011 2021

Total

Life Non-Life

Source: MAPFRE Economics

To round off this analysis, Chart 2.2-h
presents the insurance gap in relative
terms, i.e., as a multiple of the actual mar-
ket. The region's insurance gap between
2011 and 2021 shows a decreasing trend,
both when analyzing the total market
(which fell from 2.3 to 1.7 times the actual
market) and when analyzing the Life seg-
ment (which fell from 3.8 to 2.3 times the
corresponding market). In the case of the
Non-Life insurance segment, there is no
clear downward trend as shown (in particu-
lar between 2014 and 2017), and it only
dropped from 1.3 to 1.2 times the corre-
sponding market over the course of the
decade, once again demonstrating the
stagnation seen prior to the coronavirus
crisis.

Chart 2.2-i shows the wider change in the
IPG as a multiple of the actual market for
the Life and Non-Life segments and for the
total Latin American insurance market
over the last decade, specifically compar-
ing the situation in 2021 with the state of
the market in 2011. Over the course of this
period, the total insurance gap improved,
especially driven by the reduction of the
IPG in the Life segment (the least devel-
oped segment, relatively speaking, in the
region), while the Non-Life insurance gap
as a multiple of the actual market showed
a certain stagnation during that period.
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To round off the analysis with an individual
take on the insurance gap in Latin America,
Charts 2.2-j and 2.2-k show the structure
of the IPG for each of the countries in the
region, as well as the relative size of the
insurance gap compared to the total cur-
rent market and the different lines of in-
surance (Life and Non-Life). As indicated in
previous reports, in addition to structural
trends, the development of insurance mar-
kets is associated with the level of balance
in the existing IPG, which can suggest un-
der-developed areas. The degree of
progress in market development is there-
fore linked to the ratio of the insurance gap
to the current market.

Lastly, the updated assessment made re-
garding the capacity of the Latin American
insurance industry to close the insurance
gap in 2021 is summarized in Chart 2.2-L.

To this end, as in previous reports, we have
conducted a comparative analysis of the
growth rates observed over the 2011-2021
period in relation to the growth rates that
would be required to close the IPG deter-
mined in 2021 over the next decade. As can
be seen in this analysis, over this period the
region’s insurance market recorded an an-
nual average premium growth (in dollars) of
0.2%, underpinned by average growth of
0.8% in the Life insurance segment and
-0.1% in the Non-Life segment. This dynam-
ic has slowed down considerably compared
to the 2010-2020 period, which experienced
growth of 0.9%, 1.6% and 0.3% respectively.
Accordingly, if this same growth dynamic
observed over the 2011-2021 period were to
continue over the next decade, the market
growth rate would fall short of covering the
2021 IPG by 10.1 percentage points. The
case is similar when analyzing Life insur-
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Chart 2.2-k
Latin America: Structure and Relative Size of the Insurance
Protection Gap in the Life and Non-Life Segments, 2021
(structure, %; IPG as a proportion of the respective market, number of times)
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ance (with an insufficiency of 12.1 pp) and
the Non-Life insurance (with an insufficien-
cy of 8.2 pp) segments, as the situation
worsened for both of them compared to
2020.

In addition, the result of this analysis
considering each of the markets analyzed in
this report, in relation to the sufficiency or
insufficiency of each of them to close the
insurance gap calculated in 2021 during the
coming decade, is reflected in Chart 2.2-m.
As can be seen, with the exception of the
Puerto Rico and Uruguay insurance
markets, on aggregate, the remaining
markets have recorded an insufficient
annual average growth rate to close the
insurance gap calculated in 2021 should this
growth be maintained over the coming
decade. In the Life segment, the markets
that would succeed in closing the IPG based
on the dynamic seen over the past decade
would only be Brazil and Uruguay, while in
the Non-Life segment, the markets that
show growth sufficient enough to close the
gap are Puerto Rico, Colombia, the
Dominican Republic, Chile, Uruguay and
Costa Rica.

Market Development Index

Finally, Chart 2.2-n shows an estimate of the
Market Development Index (MDI] for the
Latin American insurance industry. This in-
dicator is intended to summarize the trend
in the performance and maturity of insur-
ance markets. It is a composite index con-
structed from four individual indicators
based on 2005: (i) the penetration index, (ii)
the depth index, (iii) an evolution index of the
IPG (inverse index of the IPG as a market
multiple), and (iv) an evolution index of the
Life insurance IPG (inverse index of the Life
insurance IPG as a multiple of that market).

As can be seen, for the region as a whole, the

MDI has shown a sustained improvement
over the last decade, despite suffering dips in

THE LATIN AMERICAN INSURANCE MARKET IN 2021

2014, 2018 and 2021. However, despite these
downturns, the insurance industry develop-
ment trend in the region continued to im-
prove between 2011 and 2021, demonstrating
that the Latin American insurance market
remains on a positive path of growth when
analyzed in the medium term, the sudden
movements of the economic crisis caused by
the pandemic and subsequent recovery on
the region’s insurance industry aside.

A similar situation can be seen in the disper-
sion analysis reflected in Chart 2.2-o0, which
seeks to identify the development trend of
the Latin American insurance market over
the 2011-2021 period, based on the evolution
of penetration indexes (as an indicator of the
quantitative dimension of this activity) and of
insurance depth indexes (as a proxy of the
level of maturity in market development, i.e.
the qualitative dimension of this activity). This
analysis confirms that, analyzed as a whole,
the Latin American insurance industry has
had balanced, consistently positive develop-
ment over the course of the 2011-2021 peri-
od, as that development has been character-
ized, on the one hand, by sustained high pen-
etration levels and, on the other, by continu-
ously increasing depth levels. However, in
2021, there was a significant downturn
caused by the impact of the crisis caused by
the Covid-19 pandemic on the depth level
(rolling back the MDI by five years) on ac-
count of the significant drop in business ex-
perienced by Life insurance, in particular af-
fected by the ultra-lax monetary policy mea-
sures implemented by the central banks of
the region's economies (with significant in-
terest rate cuts). This to a large extent hin-
dered the Life Savings and life annuities in-
surance business, as it had to substantially
reduce its guaranteed income on products
sold; all of this despite the relative increase
in penetration due to the resilience of insur-
ance demand amid the drop in GDP. The ef-
fect of future measurements on the tightening
of monetary policy following the sudden up-
turn in inflation are yet to be seen; they could
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Chart 2.2-m
Latin America: Sufficiency (or Insufficiency) to Close the 2021 IPG in 10 Years
(sufficiency or insufficiency, pp)
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Chart 2.2-n
Latin America: Market Development Index (MDI)
(2005 index=100; annual change)
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potentially boost the Life business, although in
a less favorable economic environment on
account of the significant economic slowdown
that this could lead to, the opposite could also
be true.

Individual analysis
of Latin American
insurance markets

The next section of this report provides a de-
tailed analysis of each of the Latin American
insurance markets. These individual reports
begin with an initial assessment of the
macroeconomic environment of each country
in 2021 before analyzing the main figures and
trends in their insurance markets. The indi-
vidual reports provide a perspective (when
the information available so permits) for the
2011-2021 period on premium growth, the
main items of the aggregate balance sheet at
the sector level, technical performance, and
the results and profitability of the insurance
industry. It also includes a review of the main
structural trends in each market, analyzing
developments in insurance penetration, den-
sity and depth. In order to appropriately por-
tray the dynamics underlying the main
trends in each market, the country analysis
uses local currency so as to avoid the distort-

ing effects of exchange fluctuations. Finally,
each of the individual reports includes an
estimate of the insurance gap in terms of
both its size and structure.

Chart 2.2-0
Latin America: Medium-Term Changes in the
Insurance Market, 2011-2021
(penetration vs. depth)
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3.1 North America,
Central America
and the Caribbean

3.1.1 Mexico
Macroeconomic environment

In 2021, the Mexican economy experienced
growth of 4.8%, which represented a partial
recovery following the contraction of 8.2%
seen in 2020 as a result of the Covid-19
pandemic [(see Chart 3.1.1-a). Economic
growth in Mexico was supported by in inter-
nal demand, mainly thanks to private con-
sumption and, to a lesser extent, invest-
ment. However, the grown seen in 2021
failed to restore the levels seen prior to the
coronavirus crisis, and the external sector
contracted on account of the strong upturn
in imports and despite the strong perfor-
mance of exports (in particular toward the
United States). The recovery of oil prices,

3. The Latin American insurance markets:
country analysis

Mexico being a producer nation, contributed
to an improvement in exports, although the
increase in the price of refined products re-
sulted in a significant increase in imports,
generating a negative balance. In turn, the
job market partially improved, with an aver-
age unemployment rate of 3.7% (compared
to 4.6% in 2020), still higher than the levels
seen before the pandemic.

The tax deficit remained at around 3% of
GDP at year-end 2021 (similar to 2020),
supported by a significant increase in oil
income, which offset the increase in public
spending on welfare payments. Public debt
stood at 51.5% of GDP (compared to 53.3%
in 2020, thanks to the recovery of the Mexi-
can economy and the strong performance of
the Mexican peso (the appreciation in the
average exchange rate in 2021 came to 5.6%
compared to the previous year], which had
an impact on the value of debt issued in dol-
lars. The current account balance ended the
year with a deficit of 0.4% of GDP (compared

Chart3.1.1-a
Mexico: Changes in Economic Growth and Inflation
(GDP in local currency, billions of pesos; real growth rate, %; annual inflation rate, %)
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Table 3.1.1
Mexico: Premium Volume' by Line, 2021

Millions Millons
Line of pesos of USD Nominal (%)

%)

Total 643,261.5 31,713.3 10.2 4.3
Life 300,119.5 14,796.1 9.4 3.5
Individual Life 179,996.3 8,873.9 0.6 -4.8
Group Life 72,713.8 3,584.8 9.9 4.0
Pensions 47,409.4 2,337.3 62.5 53.7
Non-Life 343,142.0 16,917.2 10.9 5.0
Automobiles 108,196.5 5,334.2 2.1 -3.4
Health? 109,795.8 5,413.0 13.0 6.9
Fire 24,4211 1,204.0 20.1 13.7
Earthquake and other catastrophic risks 26,583.7 1,310.6 12.4 6.3
Miscellaneous 27,615.8 1,361.5 8.8 2.9
Transport 19,303.7 951.7 451 37.3
Third-Party Liability 17,416.4 858.6 235 16.8
Personal Accidents 5,192.2 256.0 5.0 -0.7
Agricultural 1,676.5 82.7 -6.9 -11.9
Credit and Surety 2,940.4 145.0 10.6 4.6

Source: MAPFRE Economics (based on data from the National Insurance and Bond Commission)
1/ Direct premium
2/ Accident and Illness line

to a surplus of 2.4% in 2020) on account of
the significant increase in the import of
goods as a result of the post-pandemic re-
covery in economic activity.

Average inflation in 2021 stood at 5.7%, fol-
lowing a growth trend over the course of
the year and resulting in a change of orien-
tation towards a restrictive monetary policy
by the Bank of Mexico, which applied five
interest rate hikes, increasing the official
interest rate to 5.5% in December 2021
from 4.25% at the start of the year. This is
in comparison to the very lax monetary pol-
icy in 2020, when the reference interest
rate was cut seven times.

MAPFRE Economics estimates a slowdown
in the Mexican economy for 2022, with GDP
growth that could stand at around 1.8%,
against a backdrop of the progressive
tightening of monetary policy as a result of
the upturn in inflation, aggravated by the
additional pressure on energy and food

prices as a result of the pressures gener-
ated by the conflict in Ukraine. In turn, The
Economic Commission for Latin America
and the Caribbean (ECLAC)'3 puts the fore-
cast for economic activity growth in Mexico
in 2022 at 1.9%, while the International
Monetary Fund (IMF) places it at 2.4%4.

Insurance market
Growth

The Mexican insurance market achieved a
premium volume of 643.26 billion pesos
(31.71 billion dollars) in 2021, revealing
nominal growth of 10.2% and real growth of
4.3% (see Table 3.1.1 and Chart 3.1.1-b). In
terms of the general structure of the
insurance market in Mexico in 2021, the
percentage of premiums corresponding to
Life and Pension insurance remains
unchanged at 47%, and the remaining 53%
corresponds to Non-Life insurance. It is
worth noting that over the past decade, the
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Chart 3.1.1-b
Mexico: Growth Developments in the Insurance Market
(premiums, billions of pesos; annual nominal growth rates, %)
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share of the total premiums and by Life and
Non-Life segments of the Mexican
insurance market compared to the Latin
American market has been favorable,
increasing from 15.2% in 2011 to 21.2% in
2021, despite the significant contraction in
the Life insurance business between 2015
and 2017. Specifically, the share of the Life
insurance business also increased from
17.1% in 2011 to 23.2% in 2021, while the
Non-Life insurance business grew from
14.0% to 19.7% during this period (Chart
3.1.1.-c).

As regards the growth of the Mexican in-
surance market in 2021 (10.2%), this can be
attributable to the greater participation of
the Non-Life insurance market, which con-
tributed 5.8 pp, while the Life insurance
market contributed 4.4 pp, returning to the
path of contributing to growth seen prior to
the pandemic (see Chart 3.1.1-d). An analy-
sis of the main market segments shows
that premiums on Life insurance grew
9.4% in nominal terms (3.5% in real terms)
to reach 300.12 billion pesos (14.8 billion
dollars). It should be noted that individual
Life insurance, which represents 59.9% of
Life insurance, grew by 0.6% in nominal

terms and -3.8% in real terms, to 180 bil-
lion pesos (8.87 billion dollars). Group Life
insurance experienced growth of 9.9% and
4.0% in nominal and real terms, respec-
tively, in contrast to individual Life insur-

Chart 3.1.1-c
Mexico: Share of
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Chart 3.1.1-d
Mexico: Contribution to Insurance Market Growth
(percentage points, pp)
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ance. Non-Life insurance premiums in
2021 grew by 10.9% in nominal terms and
5.0% in real terms to 343.14 billion pesos
(16.92 billion dollars). With the exception of
the agricultural insurance segment, which
dropped by 6.9%, the other Non-Life lines
of business experienced nominal growth;
some, like Health, actually saw double-digit
growth (13.0%). The Automobile line of
business, the second most important Non-

Life business in the market, saw 2.1%
growth in nominal terms and fell 3.4% in
real terms (see Table 3.1.1).

Balance sheet and shareholders' equity

Chart 3.1.1-e shows developments in the
overall balance sheet of the Mexican
insurance market at sector level between
2011 and 2021. As can be seen, the

Chart 3.1.1-e
Mexico: Changes in the Insurance Industry’'s Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Mexican insurance industry had total

assets of 2.01 trillion pesos (97.68 billion Megihci'jtlggd:;:me
dollars) in 2021, while equity stood at 257.2 Market Investments
billion pesos (12.53 billion dollars), up 1.5 (billions of pesos)
percentage points on 2020.
1,600
Investments
Chart 3.1.1-f shows the evolution of total 1,200
investments, while Charts 3.1.1-g and
3.1.1-h illustrate the composition of the
aggregate investment portfolio by sector 800
for the Mexican insurance market over the
2011-2021 period. Total sector investments
in the latter year reached 1.58 trillion pesos
(77.17 billion dollars), with a distribution 400
that was very concentrated in fixed income
investments (79.7%), but weakly losing
weight (1 pp less than the previous year] in o HEO L Lo RS EETE
favor of equity instruments, which account SRS8E8E8:5&8¢8¢8°8

for 16.7% of investments, 1.6 pp higher
than the pre\{lous year [Chart 311_9] In Source: MAPFRE Economics (based on data from the National
this regard, it should be noted that the Insurance and Bond Commission)

implementation process of the new

Chart 3.1.1-g Chart 3.1.1-h
Mexico: Structure of Mexico: Structure of
Investments Investments, 2021
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Solvency Il-style prudential regulation in
Mexico favors the matching of assets and
liabilities and, therefore, the use of
sovereign debt instruments.

Technical provisions

The change in the technical provisions of
the Mexican insurance sector is reflected in
Chart 3.1.1-i. As can be seen, total
technical provisions amounted to 1.59
trillion pesos (77.31 billion dollars) in 2021.
As shown in Charts 3.1.1-i and 3.1.1-j,
72.8% of total technical provisions related
to Life insurance, 11.5% to provisions for
unearned premiums and outstanding risks
in Non-Life insurance, 10.6% to technical
provision for outstanding claims, 3.1% to
catastrophe reserves and 2% to other
technical provisions. It is important to note
that the relative weight of Life insurance
provisions increased over the 2011-2021
period from 67.4% in 2011 to 72.8% in 2021,
which reflects the progress made by this
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Chart 3.1.1-i
Mexico: Technical Provisions of
the Insurance Market
(billions of pesos)
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Source: MAPFRE Economics [based on data from the National
Insurance and Bond Commission)

Chart 3.1.1-j
Mexico: Structure of Technical
Provisions
(%)
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Chart 3.1.1-k
Mexico: Structure of Technical
Provisions, 2021
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Chart 3.1.1-1
Mexico: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Source: MAPFRE Economics (based on data from the National Insurance and Bond Commission)

line of insurance within the structure of the culated in relation to the net earned premi-

insurance industry in Mexico. um) stood at 116.13%, worsening by 9.4 pp
compared to the figure recorded in 2020
Technical performance (106.73%), a year in which the technical
performance was unusually favored by the
The development of technical performance ~ impact of the Covid-19 crisis. Specifically,

in the Mexican insurance industry over the ~ the change in the 2021 indicator was
2011-2021 period is shown in Chart 3.1.1-l.  caused by the effect of the increase in the

Based on this information, in 2021, the total loss ratio (+8.8 pp).
combined ratio of the Mexican market (cal-

Chart 3.1.1-m
Mexico: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Results and profitability

On a consolidated basis for the Mexican
insurance industry as a whole, the net
result for 2021 was 38.2 billion pesos (1.89
billion dollars), down by 23.0% year on year,
on account of the poor performance of the
technical result, with 67.2 billion pesos due
to the increase in the loss ratio, a
practically worldwide phenomenon caused
by the reversal of the lockdown measures
implemented in 2020 to control the
pandemic (see Chart 3.1.1-m). As can be
seen in the aforementioned information
(Chart 3.1.1-l), the downward trend in the
loss ratio was reversed in 2017, and since
2019 has grown, peaking in 2021 (85.7 pp).
The expense ratio, in turn, has remained
below 31% since 2015, although far from
the peak of 2019 (28.0 pp). In any case, the
combined ratio for the market has
consistently stood at above 100% during
the period, which has been offset by the
positive financial result, which in 2021
stood at 27.31% (as a percentage of the net
earned premium].

With regard to profitability, return on equity
(ROE) stood at 15% in 2021, down by 5.3 pp
from the level recorded in 2020. In a similar
vein, return on assets (ROA] reached 2% in
2021, dropping slightly by 0.8 pp compared
to the value recorded the previous year.

Insurance penetration,
density and depth

Chart 3.1.1-n shows the main structural
trends shaping the development of the
Mexican insurance industry over the 2011-
2021 period. First, the penetration index
(premiums/GDP) in 2021 dropped slightly to
2.45% [(1.14% for the Life insurance
business and 1.31% for the Non-Life
insurance business). This indicator has
generally been on an upward trend over the
2011-2021 period, in line with the general
pattern seen across the wider Latin
American region. However, the penetration
of the Mexican market still remains below
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the absolute average level for Latin
America (3.0%).

Insurance density levels (premiums per
capita) reached 5,077 pesos (250 dollars] in
2021, 9.6% higher than the value recorded
in 2020 (4,632 pesos). As with penetration,
density also shows a growing trend over
the last decade, with accumulated growth
in local currency of 109.2% over the period
analyzed (2011-2021). In terms of depth
(measured as Life insurance premiums
over total premiums for the purposes of
this report), the indicator stood at 47.0%,
up 2 pp from 2011. It is worth noting that
since 2011, the difference between the
depth trend in the Mexican insurance
market and the average levels of the Latin
American insurance markets has gradually
declined until Mexican depth fell below the
Latin American average in 2017 (44% vs.
45%). This trend was reversed starting
2020, and in 2021, the Mexican indicator
stood at 4.0 pp higher than the average for
the region.

Insurance Protection
Gap estimate

Chart 3.1.1-0 shows an estimate of the
Insurance Protection Gap (IPG) for the
Mexican insurance market between 2011
and 2021. This data shows that the IPG
stood at 1.45 trillion pesos (71.22 billion
dollars) in 2021, equivalent to 2.2 times
the size of the actual insurance market at
the close of the same year. The structure
and performance of the IPG over the last
decade shows the significant role Life
insurance had in shaping the IPG. In 2021,
56% of the IPG related to Life insurance,
equivalent to the sum of 813 billion pesos,
while Non-Life insurance accounted for
44% of the gap in the Mexican market,
equivalent to 631 billion pesos.
Accordingly, the potential insurance
market in Mexico (the sum of the actual
market plus the IPG) amounted to 2.09
trillion pesos (102.94 billion dollars], i.e.
3.2 times the current size of the Mexican
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Chart 3.1.1-n
Mexico: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, pesos and USD; Life premiums/total premiums, %; 2011 index=100)
PENETRATION INDEX (2011=100)
— Total == LATAM average — Total ==~ LATAM average
= Life = Non-Life = Life = Non-Life
L% 140
3% 130
120
2%
110
1%
100
0% i e 4w e e e o= MW ol o 9w o & o o o =
— — — — — — — — — N o~ — — — — — — — — — N N
& & 8 8 8 8 8 8 &8 | R R R {R {8 {8 R R R R ’® R§
DENSITY INDEX (2011=100)
— Total == USD (right) — Total =: USD
— Life = Non-Life — Life = Non-Life
6,000 300 220
200
4,000 200 180
3 160
b
o 140
2,000 100
120
100
P oeo s e e s e e g g O e T
S 555588588 ¢8 ¢ S 2288888 ¢g¢8 8
DEPTH INDEX (2011=100)
— Mexico - - LATAM average — Mexico - - LATAM average
50% 120
45% 110
GO%  Forereeemmmmmns e 100
Bh e s e e e e g g M e 4w o & e & o <
— — — — — — — — — I o~ . — — — — — — — — N o~
& &8 8 8 8 8 8 8 8 ] R & 8 R {8 {8 R R R R R
Source: MAPFRE Economics (based on data from the National Insurance and Bond Commission)




THE LATIN AMERICAN INSURANCE MARKET IN 2021

Chart 3.1.1-0
Mexico: Insurance Protection Gap
(billions of pesos)
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market, increasing the gap as it stood at
3.1 one year earlier (see Chart 3.1.1-p).

Chart 3.1.1-q shows an estimate of the
IPG as a multiple of the actual market in
each year; this comparison provides an
insight into how the gap has changed over
time. With regard to the Mexican market,
the IPG as a multiple has been on a clear
downward trend over the last decade, both
when analyzing the total market and the
Life and Non-Life segments. Thus, while
in 2011 the IPG was 3.3 times the size of

the actual insurance market in Mexico, in
2021 this had been reduced to 2.2 times.
The same holds true when analyzing the
Life and Non-Life segments: in the case of
the former, the multiple fell from 4.6 to
2.7, while for the latter it shrunk from 2.3
to 1.8 over this decade.

Furthermore, Chart 3.1.1-r summarizes
changes in the IPG as a multiple of the
actual market for the Life and Non-Life
segments and for the total insurance
market in Mexico over the last decade,

Chart 3.1.1-p
Mexico: Insurance Protection Gap and Potential Market
(billions of pesos)
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Chart 3.1.1-q
Mexico: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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comparing the situation in 2021 with that
of 2011. This information clearly reflects
the improvement seen in the Non-Life
business and, to a larger extent, the Life
business.

Lastly, similar to the most recent versions
of the Latin American market report, a

Chart3.1.1-r
Mexico: Change in IPG as a
Multiple of the Actual Market

m— 2011
m— 2021

Total

Life Non-Life

Source: MAPFRE Economics

comparative analysis has been conducted
between the growth rates recorded over
the last ten years in the Mexican market
and the growth rates that would be
needed to close the IPG determined in
2021 over the next decade. According to
this analysis, the Mexican insurance
market recorded an average annual
growth rate of 8.8% over the 2011-2021
period (see Chart 3.1.1-s). This was
underpinned by an average growth of 9.1%
in the Life insurance segment and of 8.5%
in the Non-Life insurance segment. Were
the same growth rate to continue over the
next ten years, the growth rate of the
market as a whole would fall 3.7 pp short
of the amount needed to close the IPG
calculated for 2021. This means that the
Mexican insurance market would need to
see average growth of 12.5% over the next
ten years in order to close the IPG
calculated for the last year. A similar
conclusion can be drawn from an
individual analysis of the Life and Non-Life
segments. Life insurance would fall 4.9 pp
short, while Non-Life insurance would fall
just 2.5 pp short. To bridge these
insurance gaps in the lines indicated, the
Mexican insurance market would need to
achieve an annual average growth of 14%
and 11% respectively over the next
decade. It should be noted, as indicated in
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Chart 3.1.1-s
Mexico: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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the aforementioned chart, that this
insufficiency for closing the gap has been
extended in 2021 compared to 2020, on
account of the worse figures reported in
the Life segment (4.9 pp in 2021, versus
4.0 pp in 2020), and the Non-Life segment,
where the insufficiency has also gone
from 2.0 pp in 2020 to 2.5 pp in 2021.

Market Development Index (MDI)

Chart 3.1.1-t shows an estimate of the
Market Development Index (MDI) for the
Mexican insurance industry. As indicated
previously, the aim of the MDI is to
summarize trends shaping the
performance and maturity of insurance
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Chart 3.1.1-t
Mexico: Market Development Index (MDI)
(2005 index=100; annual change)
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Chart 3.1.1-u
Mexico: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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Source: MAPFRE Economics

* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent
to the region’s average.
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markets. In the case of the Mexican
insurance market, the indicator shows a
positive trend over the last decade, slightly
higher than the regional average (192 vs.
181). It should be noted that despite the
unfavorable figures reported for the last
year, the index has shown positive progress
over the last decade.

Comparative analysis
of structural coefficients

Lastly, Chart 3.1.1-u summarizes the
Mexican insurance market's situation in
comparison with the average for Latin
America, measured in terms of the
different structural indicators analyzed
(penetration, density, depth and MDI). We
can see from this analysis that, while the
depth and MDI of the Mexican insurance
market is slightly higher than the average
for the region, both penetration and density
still fall short of the average levels.
Nonetheless, the progress made both in
terms of quantity (penetration) and quality
(depth) over the course of the past decade
has been very positive.

Insurance market rankings
Total ranking

At year-end 2021, the insurance and fi-
nance market in Mexico was comprised of
110 institutions, 98 insurance institutions
and 12 finance. The top five insurers ac-
counted for 41.6% of total premiums,
down 1.2 pp from the previous year. In this
regard, market concentration has gener-
ally trended downward over the last ten
years (albeit with a trend toward contrac-
tion in the Life insurance segment], as
shown by the CR5 index. In general, levels
of concentration in the Mexican insurance
industry measured through the Herfindahl
index are below the thresholds associated
with potential competition problems (see
Chart 3.1.1-v].

In terms of the total group ranking, as il-
lustrated in Chart 3.1.1-w, the three main
insurance groups in Mexico in 2021 were
the same as the previous year: Grupo Na-
cional Provincial (with a market share of
14.6%), MetLife (9.7%) and BBVA (9.0%).
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Also worth mention
MAPFRE has climbed three positions to Axa (11.4%) and Qualitas (10.2%), as was
eighth in 2021, having underwritten a ma- the case the previous year. Elsewhere in

jor two-year insurance policy.

Life and Non-Life rankings

is the fact that share of 13.6% of all premiums, followed by

the ranking, the improvement seen by
MAPFRE is worth particular mention, up 4
positions with a market share of 7.5%, with
the others dropping by one position, with

The Non-Life ranking was led by Grupo the exception of Banorte and Zurich which
Nacional Provincial (GNPJ], with a market remain in ninth and tenth positions,

Source: MAPFRE Economics (based on data from the National Insurance and Bond Commission)
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Chart 3.1.1-x
Mexico: Life and Non-Life Ranking
(market shares, %)
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Source: MAPFRE Economics (based on data from the National Insurance and Bond Commission)

respectively. In turn, in the Life insurance
business, BBVA continues to lead the
market with a share of 15.7%, followed by
GNP (15.7%) and MetLife (15.3%), which
switch positions. Banorte and New York
Life, in fourth and fifth positions
respectively, leapfrog Banamex, now in
sixth. It is worth noting that HSBC has
jumped four positions up in the ranking
into ninth, with a market share of 2.0% (see
Chart 3.1.1-x).

Key regulatory aspects

As regards regulatory topics, no adjust-
ment to the Law on Insurance and Bond
Institutions was made in 2021. However, 20
updates to the Unique Circular for Insur-
ance and Bonds (CUSF) were published.
The most significant of these regulatory
adjustments are grouped by context below:

e Technical notes were included for the
calculation of amounts constituting life
annuities and survivor's insurance on
retirement, redundancy at an advanced
age and old-age and for pensions linked
to the Social Security Law.

The accounting record for estimated
doubtful balances in relation to surety
insurance was increased, as were pre-
miums receivable on administrative
bonds and mandatory liability insurance.

The indexes for claims paid out and ad-
ministration costs of the bonds market
were updated, as were the statutory sce-
narios for the Dynamic Solvency Test.

The request for statistical information on
individual and group Life insurance, indi-
vidual and group Personal Accident in-
surance, individual and group Medical
Expenses insurance and the Financial
Guarantee line was restructured.

The list of reinsurance intermediaries
and the General Register for Foreign
Reinsurers was updated.

Replacement of the in-person process
with a digital process for obtaining a li-
cense to perform insurance and bond
agent activities.




e Adaptation of measurement tranche K for
the purposes of requiring capital for
asset-liability mismatch.

In addition to these updates, in 2022, the
National Insurance and Bond Commission
(CNSF) has focused on performing different
activities that made it possible to improve
the regulatory environment and facilitate
regulatory processes. Some of these mea-
sures included:

e Clarifications were made in relation to
how to handle the loss variables of life,
accident and illness insurance, casualty
insurance, as well as assets subject to
market risk, to determine the Solvency
Capital Requirement.

e Implementation of an operational risk
events database to collate statistics in
relation to this type of risk.

e Proposed modification of the CUSF, as
regards the payroll deduction and collec-
tion via credit or debit card.

e Definition of the "Rights on Policy” con-
cept to identify whether these rights re-
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cover expenses or whether they should be
accrued during the lifetime of the policy.

e Impact analysis in relation to the applica-
tion of the international insurance con-
tract accounting standard and the differ-
ences that could impact the Insurance
and Bond Institution Law and the CUSF.

3.1.2 Guatemala
Macroeconomic environment

In 2021, the Guatemalan economy experi-
enced real GDP growth of 8.0% in 2021, in
contrast to the recession seen the previous
year during the outbreak of the pandemic,
when it contracted by 1.5% (see Chart 3.1.2-
al. This reactivation has been sustained
thanks to the lifting of restrictions imposed
to combat the Covid-19 pandemic, the in-
crease in family remittances, higher public
spending and the impact of growth in the
United States. Furthermore, the total public
debt of the central government came to
30.8% of GDP (31.5% in 2020) and the tax
deficit stood at 1.2% of GDP (4.9% in 2020}
on account of the invigoration of tax income
(improvements in taxpayer assistance, mea-

Chart 3.1.2-a
Guatemala: Changes in Economic Growth and Inflation
(GDP in local currency, billions of quetzales; real growth rate, %; annual inflation rate, %)
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Chart 3.1.2-b
Guatemala: Growth Developments in the Insurance Market
(premiums, millions of quetzales; annual nominal growth rates, %)
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sures to facilitate payments, e-billing and Insurance market
customs taxation) in the first half of the year,
where the real increase in income tax collec- Growth

tion of 41.7% is worth particular note.

The Guatemalan insurance market

As regards monetary policy, in 2021, the Bank  achieved premiums of 8.80 billion quetza-
of Guatemala maintained its lax monetary

policy, leaving the monetary policy rate at
1.75% (adopted on June 24, 2020). However, it

is worth noting that in 2022, two increases of Guatemag:zrt::r';ff-lcnsurance
25 basis points have been approved, to 2.25%, Premiums in Latin America
on account of the inflationary environment (%)

abroad. In this sense, the inflation accumu-
lated in 2021 compared to December of the — Total = Life — Non-Life
previous year stood at 3.1% and by June 2022 19%

had risen to 7.6%, above the target range of
the central bank (between 4.0% and 6.0%). 10%

MAPFRE Economics forecasts a 4% upturn in 0.8%
the Guatemalan economy in 2022. ECLAC, in
turn, also estimates that in 2022 Guatemalan 0.6%
GDP will grow by 4%, supported by external
demand. Furthermore, the deficit of the cen- 0.4%
tral government would stand at around 2.4%
of GDP on account of the increase in public 0.2%
spending in the first half of the election year;
with a balanced current account, on account 0.0%
of the decrease in imports; and the year
would end with approximate inflation of 4.8%

while production and SUpply levels return to Source: MAPFRE Economics (based on data from the
. Superintendency of Banks and supervisory bodies in the region)
pre-pandemic levels.
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Table 3.1.2
Guatemala: Premium Volume' by Line, 2021

Millions Millions Crowih

of Quetzales of USD Nominal (%) Real (%)

Total 8,803.8 1,137.8 12.3 7.7
Life 2,069.0 267.4 21.4 16.4
Public Life 0.0 0.0 28.6 233
Individual Life 236.8 30.6 6.1 1.7
Group Life 1,811.8 2341 22.6 17.6
Pensions 20.5 2.6 549.7 523.1
Non-Life 6,734.9 870.4 9.8 5.3
Health 2,394.4 309.4 10.7 6.1
Automobiles 1,553.7 200.8 9.0 4.6
Fire and allied lines 542.8 70.1 11.6 7.0
Earthquake 583.8 75.4 8.1 3.7
Other lines 568.1 73.4 4.1 -0.2
Transport 288.6 37.3 19.2 14.3
Surety 270.7 35.0 12.8 8.2
Technical risks 207.3 26.8 15.2 10.5
Personal Accidents 192.3 24.9 -2.3 -6.3
Third-Party Liability 133.1 17.2 14.7 10.0

Source: MAPFRE Economics (based on data from the Superintendency of Banks)
1/ Net direct premiums. Direct insurance.

les in 2021 (1.14 billion dollars), represent- creased by 9.8% in the Non-Life segment,
ing nominal growth of 12.3% and real arriving at 6.74 billion quetzales (870 mil-

growth of 7.7%. Thus, the market is grow- lion US dollars). This business accounts for
ing at a faster pace than in 2020, when it 76.5% of the total market, and in relation to
registered growth of 4.2%. Premiums in- the two most important lines of business,
Chart 3.1.2-d
Guatemala: Contribution to Insurance Market Growth
(percentage points, pp)
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Chart 3.1.2-e
Guatemala: Changes in the Insurance Industry’'s Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Health grew in nominal terms by 10.7% and
Automobile by 9.0%, which means that, in
real terms, the Health business grew by
6.1% and the Automobile business grew by
4.6%. Meanwhile, the Life business posted
nominal growth of 21.4% year on year,
coming to 2.07 billion quetzales (267 mil-
lion dollars), as reflected in Table 3.1.2 and
Chart 3.1.2-b.

Over the past decade, the change in the
share of total premiums and by Life and
Non-Life segments in the Guatemalan in-
surance market in comparison to the Latin
American market has been favorable. As
reflected in Chart 3.1.2-c, the weight of to-
tal Guatemalan premiums in the total for
Latin America has grown from 0.41% in
2011 to 0.76% in 2021. Specifically, the
share of the Life insurance business also
increased from 0.20% in 2011 to 0.42% in
2021, while the Non-Life insurance busi-
ness grew from 0.56% to 1.01% during this
period.

As shown in Chart 3.1.2-d, 7.6 percentage
points of the total 12.3% nominal growth
reported for the Guatemalan insurance
market in 2021 was generated by the Non-
Life insurance segment, while the Life
business contributed the remaining 4.6

percentage points. As a result, the bal-
anced growth profile that has prevailed for
practically the entire past decade contin-
ues, with positive contributions from both
insurance businesses.

Balance sheet and shareholders' equity

Chart 3.1.2-e shows developments in the
overall balance sheet at sector level of the
Guatemalan insurance market over the
2011-2021 period. As can be seen, the
Guatemalan insurance industry had total
assets of 12.7 billion quetzales (1.65 billion
dollars) in 2021, while equity stood at 4.4
billion quetzales (575 million dollars), up
2.0 percentage points on the previous year.
Aggregate capitalization levels for the
Guatemalan insurance industry (measured
over total assets) averaged 35% over the
last decade and were always above 30%,
except in 2011. At the end of 2021, this
represented 34.97% of the total assets.

Investments

Charts 3.1.2-f, 3.1.2-g, and 3.1.2-h show
the evolution of investments in the 2011-
2021 period, as well as the composition of
the aggregate investment portfolio at the
sector level over the course of this period.
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As can be seen, investment in 2021
amounted to 8.31 billion quetzales
(1.08 billion dollars), focused on fixed-in-
come investments (60.1%]). Other financial
investments (mainly bank deposits] also
had a significant share, which accounted
for 27.1% of the portfolio. Debt instruments
are therefore the most prevalent, with ag-
gregate investment in equity playing only a
minor role, similar to the previous year
(1.6%].

An analysis of the investment portfolio in-
creased during the 2011-2021 period
shows the gradual increase of the weight of
investments in public fixed income, climb-
ing from 53.5% in 2011 to 60.1% in 2021
(Charts 3.1.2-f and 3.1.2-g). Meanwhile, the
percentage of other financial investments
(essentially bank deposits) accounted for
35.8% in 2011; this trend has since re-
versed, gradually falling to 27.1% by the
end of 2021.

Chart 3.1.2-g
Guatemala: Structure of
Investments
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Chart 3.1.2-h
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Investments, 2021
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Technical provisions

Chart 3.1.2-i
Guatemala: Technical Provisions of . . .
the Insurance Market The evolution and relative composition of
(millions of quetzales) the Guatemalan insurance industry's
technical provisions over the 2011-2021
7,000 period are shown in Charts 3.1.2-i, 3.1.2-]

and 3.1.2-k. In 2021, technical provisions

6,000 stood at 6.28 billion quetzales (814 million
dollars); 40.6% of the total related to
5,000 technical provisions associated with Life
insurance, 26% to the provision for un-
4,000 earned premiums and unexpired risks in
Non-Life insurance, 28.6% to the provision

3,000 . . .
for outstanding claims, and the remaining
5 4.8% to provisions for catastrophic risks.

,000 . o

Furthermore, technical provisions saw
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the 2011-2021 period, both in Life and
o LI Non-Life insurance (interrupted only in
S35 53535385853 ¢ g 2012 and 2017). When taking into consid-
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Chart 3.1.2-1
Guatemala: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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share in the Non-Life business remaining 6.9 pp year on year). This is mainly due to

in 2021, while in Life, it has grown from the 8.4% increase in the loss ratio and, to a

34.1% to the aforementioned 40.6% lesser extent, a drop in the expense ratio,

(Chart 3.1.2-j). which varied -1.4% compared to the previ-
ous year.

Technical performance

Results and profitability
Chart 3.1.2-1 shows developments in the
Guatemalan insurance industry’'s technical The Guatemalan insurance business post-
performance over the 2011-2021 period. ed a net result of 917 million quetzales
According to this information, the com- (118 million dollars) in 2021, down by 18%
bined ratio in 2021 stood at 92.8% (down by on the previous year, due to the 45% reduc-

Chart 3.1.2-m
Guatemala: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Chart 3.1.2-n
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tion in the technical result and 5.6% growth
in the financial result compared to 2020
(see Chart 3.1.2-m]. In terms of profitability
levels, return on equity (ROE] stood at
20.9%, down by 5.9 pp from the figure
recorded in the previous year. A similar sit-
uation emerges when analyzing return on
assets (ROA), which stood at 7.5%, 2.3 pp
down on the figure recorded in 2020, while
the financial result over earned premiums
remained stable over the last ten years at
values of around 9.5% (8.2% in 2021}, and
the technical result divided by the earned
premium stood at 7.2% in 2021.

Insurance penetration,
density and depth

Chart 3.1.2-n shows the performance of
the insurance industry's main structural
growth indicators and their trend over the
2011-2021 period. First, it should be noted
that, despite the pace of growth in the in-
surance industry, the penetration rate
(premiums/GDP) in 2021 remained at 1.3%.
It is important to note that during the 2011~
2021 period, this indicator has shown a
stable trend; its figure is therefore well be-
low the average of Latin American insur-
ance markets, and its trend over the past
decade has diverged from that of other
countries in the region where penetration
averaged 3.0%.
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In terms of density levels (premiums per
capita), this indicator stood at 500 quetza-
les (64.60 dollars), up 57.2% from the fig-
ure recorded in 2011 (318 quetzales). In
contrast to penetration performance, the
density index has increased over the last
decade, meaning that while per capita pur-
chases of insurance have grown at a sus-
tained rate (a very significant increase giv-
en the relatively small base), the pace of
growth has been insufficient to enable in-
surance to gain a greater weight among
total economic activity in the country.

Finally, the depth (Life insurance premiums
over total premiums) indicator was 23.5%,
1.8 pp above the 2020 figure and 3.9 pp
above the 2011 figure. As with the penetra-
tion index, the Guatemalan insurance mar-
ket's depth level is 19 pp lower than the
Latin American average (42.5%).

Insurance Protection
Gap estimate

Chart 3.1.2-0 shows the IPG estimate for
the Guatemalan insurance market over the
2011-2021 period. As can be seen, the
insurance gap amounted to 43.94 billion
quetzales (5.68 million dollars) in 2020. As
in the majority of Latin American insurance
markets, the structure and evolution of the
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Chart 3.1.2-p
Guatemala: Insurance Protection Gap and Potential Market
(millions of quetzales)
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IPG demonstrates the predominance of Life
insurance. In 2021, 59.3% of the gap
related to Life insurance (26.04 billion
quetzales), while Non-Life insurance
accounted for 40.7% of the IPG (17.88
billion quetzales). Based on this estimate,
the potential insurance market in
Guatemala in 2021 (measured as the sum
of the actual market plus the IPG) stood at
52.74 billion quetzales (6.82 billion US
dollars); i.e. 6 times the size of the current
market (see Chart 3.1.2-p).

Additionally, Chart 3.1.2-q shows an esti-
mate of the IPG as a multiple of the actual
market in each year of the period under
analysis. As regards the Guatemalan insur-
ance market, the IPG (measured as a mul-
tiple of the existing market] has been on a
gentle downward path over the 2011-2021
period, both in terms of the total market
and the Life segment. Thus, while in 2011
the IPG was 5.4 times the size of the actual
insurance market in Guatemala, in 2021
this had been reduced to 5 times. A similar

Chart 3.1.2-q
Guatemala: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.1.2-r
Guatemala: Change in IPG as a
Mutltiple of the Actual Market

m— 2011
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Source: MAPFRE Economics

situation emerges in the Life segment,
where the multiple fell from 18.1 to 12.6
times. However, as regards the Non-Life
insurance segment, there was an increase
in the gap as a multiple of the market, in-
creasing from 2.3 times in 2011 to 2.7 times
in 2021.
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Chart 3.1.2-r shows the change in the IPG
as a multiple of the actual market for the
Life and Non-Life segments and for the to-
tal over the last ten years, comparing the
situation in 2021 with the state of the mar-
ket in 2011. The chart shows a mild im-
provement in terms of the gap as a multi-
ple of the actual market, although in par-
ticular in the Life insurance segment.

Lastly, Chart 3.1.2-s summarizes the
evaluation of the Guatemalan insurance
market's capacity to close the IPG
calculated in 2021. To this end, a
comparative analysis has been carried out
between the growth rates recorded in the
market over the last ten years and the
growth rates that would be needed to close
the IPG calculated in 2021 over the next
decade. According to this analysis, the
Guatemalan insurance market recorded an
average annual growth rate of 6.4% over
the 2011-2021 period. This was
underpinned by an average growth of 8.4%
in the Life insurance segment and of 5.9%
in the Non-Life insurance segment. Were
the same pattern to continue over the next
ten years, the growth rate for the market as
a whole would fall short of the rate needed
to cover the gap determined in 2021 by 13.2
pp; i.e. the insurance market would need
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Chart 3.1.2-t
Guatemala: Market Development Index (MDI)
(2005 index=100; annual change)
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an average growth rate of 19.6% over the
next decade in order to close the IPG
estimated in 2021.

A similar situation emerges when
analyzing the Life and Non-Life segments.
In the former case, the insufficiency would
be 21.4 pp, while for the latter, this would

be 7.9 pp. The Guatemalan insurance
market would therefore need to achieve an
annual average growth of 29.8% and 13.8%
respectively over the next decade to bridge
these insurance gaps. Finally, with regard
to the comparative analysis of this fiscal
year compared to that conducted in 2020
for the Guatemalan insurance market, the

Chart 3.1.2-u
Guatemala: Comparative Structural Coefficient Index* vs. Average for Latin America, 2021
and Medium-Term Changes in the Insurance Market (2011-2021)
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equivalent to the region’s average.
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Chart 3.1.2-v
Guatemala: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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insufficiency levels of the total market and
of the Non-Life insurance segment have
increased slightly.

Market Development Index (MDI)

Chart 3.1.2-t shows an estimate of the
Market Development Index (MDI) for the
Guatemalan insurance industry. Total
ranking, this indicator shows a positive trend
over the past decade, with annual decreases
in 2012, 2015 and 2018. However, it should be
noted that the current figure (149.8) stands
beneath the average for Latin America (181),
with a slightly diverging trend.

Joint analysis
of structural coefficients

In summary, Chart 3.1.2-u shows the
Guatemalan insurance market's situation
in comparison with the average for Latin
America, measured in terms of the vari-
ous structural indicators analyzed. It can
be seen that its situation is significantly
below the Latin American average for all
indicators, especially in terms of density
(240 dollars in premiums per capita in
Latin America vs. 64.6 dollars in Gua-
temala), which indicates its fledging level
of development compared to the region as

a whole. Despite this, its performance
over the past decade in terms of both
quantity (penetration) and quality (depth)
has been positive.

Insurance market rankings
Total ranking

There were 27 insurance companies oper-
ating in the Guatemalan insurance industry
in 2021. The top five institutions accounted
for 61.5% of total premiums, 0.4 pp less
than in 2020. There has been a slight de-
crease in the concentration levels of the
Guatemalan insurance market over the last
decade. The Herfindahl index shows that
aggregate concentration levels of the mar-
ket stayed above the theoretical threshold
indicating moderate concentration (see
Chart 3.1.2-v). When analyzing the concen-
tration from the perspective of insurance
lines of business, however, it can be seen
that this drop is attributable to an im-
provement in the Non-Life insurance seg-
ment, while in the Life insurance segment,
concentration has increased since 2019.

As shown in Chart 3.1.2-w, the two largest
insurance groups in the Guatemalan
market continue to be El Roble, with 23.6%
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Chart 3.1.2-w
Guatemala: Total Ranking
(market shares, %)
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of market premiums (down on its share in Aseguradora Rural, accounting for 8%, and
2020 by 0.9 pp) and G&T, with a market MAPFRE for 8.1% of market share.

share of 14.5% (also down by 1.4 pp). Some

way behind are Seguros Universales, Life and Non-Life rankings

whose market share stood at 8.3% (1.2 pp

up on 2020), climbing three positions, past For the Non-Life ranking, EL Roble again

Aseguradora General, which falls to sixth, tops the table with a share of 25.7% of
Chart 3.1.2-x
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total premiums. The firm is followed by G&T,
with 17.2%, and Seguros Universales with a
market share of 8.3%, passing Aseguradora
General, which drops to fourth position with
a market share of 7.7% and MAPFRE, with a
market share of 7.7% in fifth position. In the
Life ranking, El Roble dropped to second
place with 16.8% of total premiums, with its
market share falling -0.3 pp year on year,
while Aseguradora Rural reached first place
with 22.2%. MAPFRE secured third place
with 9.3% of premiums in this market
segment, increasing its share by 0.4 pp
compared to the previous year (see Chart
3.1.3-v).

Key regulatory aspects

In the case of the Guatemalan insurance
market, during 2021, a variety of regula-
tions and circulars were passed’®.

e Circular 6608-2021 (published on August
26, 2021) regarding the program for im-
plementing the NIFA project (Financial In-
formation Standards for Insurance Com-
panies) based on the IFRS regulations.

e Circular 10421-2021 (published on Octo-
ber 18, 2021) regarding the circular sent.

e Regulation JM-104-2021 (of November
26, 2021) for the Administration of Tech-
nology Risk.

e Monetary Council Resolution JM-48-2021
regarding the special temporary measure
as a result of Covid-19 and the use of the
available balance from account 503104
(Reserve for unforeseen circumstances).

Furthermore, prior to January 2022, the fol-
lowing resolutions were published by the
Superintendency of Banks:

e SIB 82-2022 regarding the minimum
amount of initial capital paid by national
or foreign insurance or reinsurance com-
panies set up in Guatemala.
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e SIB 80-2022 regarding the minimum
amount of initial capital paid by national
or foreign micro-finance institutions set
up in Guatemala.

e SIB 79-2022 regarding the minimum
amount of initial capital paid by national
or foreign banking institutions set up in
Guatemala.

3.1.3 Honduras

Macroeconomic environment

The Honduran economy recorded real growth
of 12.5% in 2021, following the 9.0% down-
turn registered the previous year (see Chart
3.1.3-a). The economic recovery has been
sustained by growth in external demand hav-
ing overcome the Covid-19 crisis worldwide,
promoted by the recovery of the country’s
main trade partners (in particular the United
States), higher levels of domestic consump-
tion and private investment as a result of the
recovery of household and business income,
the consequent recovery of employment and
the reconstruction of the production in-
frastructure following the damage caused by
storms Eta and lota at the end of 2020. All of
this combined to improve the unemployment
rate, which stood at 8.6% in 2021 (compared
to 10.9% in 2020). Against this backdrop, the
Honduran government saw out 2021 with a
fiscal deficit of approximately 5.0% of GDP
(7.0% in 2020), with an increase in current
spending, aimed at mitigating the impact of
the health emergency and the consequences
of the aforementioned storms. As regards
the foreign sector, the current account bal-
ance reached a deficit of 4.3% of GDP (in
comparison to the surplus of 2.8% registered
in 2020), on account of the significant in-
crease in imports, which counteracted the
increase in exports and family remittances.

On the other hand, the expansive monetary
policy applied by the central bank in 2020,
which saw four monetary policy interest rate
cuts, to 3.0%, remained unchanged through-
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Chart 3.1.3-a
Honduras: Changes in Economic Growth and Inflation
(GDP in local currency, billions of lempiras; real growth rate, %; annual inflation rate, %)
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out 2021 given the moderate expectations as
regards inflation. However, despite interest
rates remaining low, as well as the promo-
tion of guarantee funds for the agriculture
sector and business sector, in August 2021,
there was moderate growth in the volume of
loans and discounts (5.9% compared to
9.6% recorded during the same period in
2020). Furthermore, year-on-year inflation

in December 2021 stood at 5.3% (slightly
above the target range established by the
central bank of between 3% and 5%). In
June 2022, it stood at 10.2%. To this end, the
Central Bank of Honduras, in a communica-
tion released in June 2022, decided to keep
an active monetary policy in place, removing
surplus liquidity through open market
transactions, maintaining its monetary poli-

Table 3.1.3
Honduras: Premium Volume' by Line, 2021

Millions Millions
Line of lempiras of USD
Total 12,886.4 535.3 1.4 6.6
Life 4,515.0 187.5 14.0 9.1
Non-Life 8,371.5 347.7 10.0 5.3
Fire and allied lines 2,538.8 105.5 9.7 5.0
Automobiles 1,648.8 68.5 6.0 1.4
Health 2,440.4 101.4 12.7 7.9
Other lines 709.8 29.5 12.8 8.0
Transport 311.5 12.9 22.2 17.0
Surety 194.8 8.1 42.3 36.2
Personal Accidents 297.4 12.4 -9.2 -13.1
Third-Party Liability 223.0 9.3 1.3 -3.0
Occupational risks 6.9 0.3 22.2 17.0

Source: MAPFRE Economics
(based on data from the Na-




THE LATIN AMERICAN INSURANCE MARKET IN 2021

PREMIUMS
B Non-Life B Life
15,000
10,000 IIIIII
- iiiIIIIIIII
0 T oo s w2 22 g g
S R R & 8 8 8 R R K

Chart 3.1.3-b
Honduras: Growth Developments in the Insurance Market
(premiums, millions of lempiras; annual nominal growth rates, %)
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Source: MAPFRE Economics (based on data from the National Banking and Insurance Commission)

cy rate (MPR) at 3.0% and repeating its
commitment to monitoring the evolution of
inflation and its determining factors.

For 2022, MAPFRE Economics has forecast
growth for the Honduran economy of 3.5%,

Chart 3.1.3-c
Honduras: Share of Insurance
Premiums in Latin America
(%)
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Source: MAPFRE Economics (based on data from the National Banking
and Insurance Commission and supervisory bodies in the region)

while ECLAC has estimated GDP growth of
3.8% for 2022, driven by the dynamism of
foreign demand and the recovery of domes-
tic demand.

Insurance market
Growth

In 2021, the premium volume of the Hon-
duran insurance market grew to 12.89 bil-
lion lempiras (535 million US dollars). This
represents growth of 11.4% in nominal
terms and 6.6% in real terms relative to the
previous year (see Table 3.1.3 and Chart
3.1.3-b). The Honduran insurance industry
grew more than the previous year, when
premiums grew 2.9% in nominal terms.
Specifically, in 2021, Life premiums grew by
14.0% (3.0% in 2020) to 4.52 billion lempiras
(188 million US dollars). Meanwhile, Non-
Life premiums were up 10% [vs. 2.9% in
2020), reaching 8.37 billion lempiras (348
million dollars). It is worth noting that all
Non-Life lines experienced growth, with the
exception of Personal Injury (-9.2%), with
the Health line of business (placing second
by premium volume) experiencing double-
digit growth (12.7%].
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Chart 3.1.3-d
Honduras: Contribution to Insurance Market Growth
(percentage points, pp)
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2011 9.6 5.2 4.4
2012 10.7 3.6 7.0
2013 8.6 4.2 4.5
2014 6.2 1.4 4.8
2015 9.6 4.7 4.9
2016 9.8 5.7 4.1
2017 8.1 -1.1 9.3
2018 7.7 4.3 3.4
2019 0.8 2.0 -1.2
2020 2.9 1.0 1.9
2021 1.4 4.8 6.6

Source: MAPFRE Economics (based on data from the National Banking and Insurance Commission)

The share of total premiums and by Life and
Non-Life segments of the Honduran market
compared to the Latin American market has
grown over the past ten years by 13 basis
points (bps). The Non-Life line of business
has a bigger share (0.4% in 2021) in Latin
America when compared to Life insurance
(0.29%). The proportion of total Honduran
insurance premiums in the total for Latin

America has increased from 0.23% in 2011
to 0.36% in 2021 (see Chart 3.1.3-c).

From the perspective of its composition, Life
insurance contributed a positive 4.8 pp to
the overall growth of 11.4% registered in the
Honduran insurance market in 2021, while
Non-Life insurance contributed 6.6 pp (see
Chart 3.1.3-d).

Chart 3.1.3-e
Honduras: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Balance sheet and shareholders' equity

The performance of the Honduran insur-
ance industry’'s aggregate balance sheet
over the 2011-2021 period is shown in
Chart 3.1.3-e. The industry’s total assets
amounted to 19.49 billion lempiras (796
million dollars), while equity stood at 6.37
billion lempiras (260 million dollars), show-
ing a growing trend that was only inter-
rupted in 2013, 2018 and 2021. The aggre-
gate capitalization levels of the Honduran
insurance industry (measured in relation to
total assets) are significant, at around 39%
on average in the 2011-2014 period. From
then on, it stagnated at an average around
36% of total assets, reaching 32.7% by
2021, growing 6.8 pp due to the decrease in
total assets, which dropped from 25.16 bil-
lion in 2020 to 19.49 billion the last year. In
2020, “Debts Charged to Reinsurers and
Counter Guarantors” registered under As-
sets increased by practically 7.54 billion,
which explains this deviation in total as-
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Chart 3.1.3-h
Honduras: Structure of

Investments, 2021
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sets, while “Reserves for Accidents” on the

liabilities side saw provisions double from Chart3.1.3-i

. . Honduras: Technical Provisions
one year to the next, as will be seen in the of the Insurance Market
following sections of this report. (millions of lempiras)
Investments 16,000

Chart 3.1.3-f shows developments in the
Honduran insurance industry's investment 12,000
over the 2011-2021 period, while Charts
3.1.3-g and 3.1.3-h show the composition
of the aggregate sector-level investment
portfolio over that period and also in 2021.
According to this data, investments by
insurance companies operating in the
Honduran market came to 11.17 billion 4,000
lempiras (456 million US dollars) in 2021,
with 85.2% of the total concentrated in debt
and equity instruments, 10% in cash, 1.5% 0
in real estate and the remaining 3.2% in
other financial investments. Notably,
investments in cash and cash eqUivalentS Source: MAPFRE Economics (based on data from the National
over the analyzed period followed an Banking and Insurance Commission]

upward trend, which reverted after 2015
but returned to 2013 levels in 2021. There
is a general trend toward growth in the
share of debt and equity investments
(which seemed to have stagnated since
2014), standing above the ten-year average
in 2021 (82.4%). The growth in investments
in cash and cash equivalents over the
course of the period is notable.
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Technical provisions

The change in the technical provisions of
the Honduran insurance sector is reflected
in Chart 3.1.3-i. It is worth nothing that,
with the data available to us at the time of
preparing this report, it is not currently

Chart 3.1.3j
Honduras: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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possible to conduct a more detailed analy-
sis of the composition of technical provi-
sions at sector level. However, it should be
noted that during the 2011-2021 period,
they experienced sustained growth in abso-
lute terms at an aggregate level, although
undermined in 2020 by the strong growth in
reserves for claims, as mentioned in the
previous section.

Technical performance

Chart 3.1.3-j shows developments in the
technical performance of the Honduran
insurance industry over the 2011-2021 pe-
riod, based on an analysis of the market's
combined ratio. In 2021, this technical co-
efficient stood at 97.1%, 11.6 pp above the
level reached in 2020 (85.5%). The expense
ratio worsened to 44.7%, up 3 pp from the
previous year. The loss ratio has reached
its highest point in the past decade, at
52.4%, 8 pp up on 2020, meaning that the
combined ratio is also at its highest in the
past ten years. This phenomenon has af-
fected practically all insurance markets
analyzed during the reopening of the econ-
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omy following the lockdown measures im-
plemented to control the pandemic.

Results and profitability

The Honduran insurance industry posted a
net result of 538 million lempiras (22.33
million US dollars) in 2021, down 55.1%
from the previous year. It is worth noting
that the net result recorded in 2021 by the
Honduran insurance industry was at-
tributable both to the drop in the sector’s
technical result, which fell to 185.47 million
lempiras (7.7 million dollars) on account of
the process of coming out of lockdown, and
the worsening of the financial result, which
dropped to 576.26 million lempiras (23.9
million dollars) as a result of the impact of
the lax monetary policy adopted to support
an economy that had been hard hit by the
effects of the Covid-19 pandemic.

In terms of the sector’s profitability, return
on equity (ROE) was 8.36% in 2021, falling
10.4 pp compared to 2020 mostly due to the
lower results discussed above. In a similar
vein, return on assets (ROA) amounted to
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Chart 3.1.3-k
Honduras: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Chart 3.1.3-1
Honduras: Changes in Penetration, Density and Depth
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2.41% in 2021, down 3.4 pp from the value
reported in 2020 (see Chart 3.1.3-k].

Insurance penetration,
density and depth

Chart 3.1.3-l shows the main structural
trends shaping the development of the
Honduran insurance market over the 2011-
2021 period. First, the penetration index
(premiums/GDP) came to 1.9% in 2021, 0.1
pp lower than seen in 2020 and similar to
the figure recorded in 2011. The penetra-
tion index for the Honduran market has
stagnated over the course of the last
decade, clearly diverging from the average
growth trend seen across the Latin Ameri-
can insurance market as a whole (the index
of which stood at 3.0%). Insurance density
in Honduras (premiums per capital
amounted to 1,254 lempiras, up 9.7% on
2020 (1,143 lempiras). Density has been on
an upward trend, registering cumulative
growth of 73.3% over the 2011-2021 peri-
od. Depth in the Honduran market (mea-
sured as Life insurance premiums in rela-
tion to total premiums) stood at 35% in
2021; i.e. 6.2 pp above the value recorded
in 2011 and very similar to the level seen
the previous year. It is worth noting that
since 2017, the difference between the
Honduran depth indicator and the Latin
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American depth indicator has reduced,
though it still remains below the indicator’s
absolute values for the average of the re-
gion's countries (42.5%).

Insurance Protection
Gap estimate

Chart 3.1.3-m provides an estimate of the
IPG for the Honduran insurance market
between 2011 and 2021, revealing that the
insurance gap stood at 41.88 billion lempi-
ras (1.74 billion dollars) in 2021, 3.2 times
the size of the actual insurance market in
Honduras at the end of that year. The
structure and performance of the IPG over
the period under analysis are largely at-
tributable to the Life insurance segment,
as is the case in most Latin American in-
surance markets. Indeed, Life insurance
accounted for 58.9% of the IPG at the end
of 2021 (24.68 billion lempiras), 8.5 pp be-
low the share for this segment a decade
prior. The remaining 41.1% of the gap is a
product of the Non-Life insurance segment
(17.18 billion lempiras). Accordingly, the
potential insurance market in Honduras at
the end of 2021 (sum of the actual market
plus the IPG) is estimated at 54.76 billion
lempiras (2.28 billion dollars), some 4.2
times the size of the total insurance mar-
ket in Honduras that year.
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Chart 3.1.3-n
Honduras: Insurance Protection Gap and Potential Market
(millions of lempiras)
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Chart 3.1.3-0 provides an estimate of the
IPG as a multiple of the actual insurance
market in Honduras. Based on this analysis,
the insurance gap as a multiple shows a
slightly downward trend, with upturns in
2015, 2019 and 2021. In the Life insurance
segment, there is a clearly downward trend
from 7.9 to 5.5 times between 2011 and
2021. The same cannot be said for the Non-
Life insurance segment, however, where the
insurance gap has displayed a positive trend
over the period under analysis by climbing
from 1.5 to 2.1 times over the period.

To complete this analysis, Chart 3.1.3-p
summarizes the changes in the IPG as a
multiple of the actual market for the Life
and Non-Life segments and for the total
Honduran insurance market over the last
decade. As seen in this representation, only
the Life insurance business saw an im-
provement, while the IPG as a multiple of
the actual market over the past ten years
deteriorated in the Non-Life segment.

Lastly, Chart 3.1.3-q shows a summary of
the Honduran insurance market's capacity

Chart 3.1.3-0
Honduras: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.1.3-p
Honduras: Change in IPG as a
Multiple of the Actual Market
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to close the insurance gap, by means of a
comparative analysis between the growth
rates observed over the last ten years and
the growth rates that would be required to
close the gap determined in 2021 over the
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coming ten years. This analysis shows that
the Honduran insurance market posted an
average growth rate of 7.5% over the 2011-
2021 period; the product of an annual
growth rate of 9.6% in the Life insurance
segment and an annual average growth
rate of 6.6% in the Non-Life insurance
segment. This shows that, were the same
growth rate seen over the last decade to
continue over the next ten years, the
growth rate of the Honduran insurance
market would prove insufficient to achieve
the objective indicated. For the Life insur-
ance segment, the rate recorded would fall
10.9 pp short, while for the Non-Life insur-
ance segment, it would fall 5.3 pp short. It
is important to note that the situation has
worsened in both segments in comparison
to the analysis made in last year's report:
in the Life segment, insufficiency increased
from 9.5 pp to 10.9 pp, while in the Non-
Life segment, there was less of a deterio-
ration (from 5.2 pp to 5.3 pp), with this per-
formance extending to the industry overall.

Market Development Index (MDI)

Chart 3.1.3-r shows an estimate of the
Market Development Index (MDI) for the
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Chart 3.1.3-q
Honduras: Capacity to Close the IPG
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Chart 3.1.3-r
Honduras: Market Development Index (MDI)
(2005 index=100; annual change)
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Honduran insurance industry. Generally
speaking, the MDI (which is used as an in-
dicator of the overall trend in development
and maturity of the insurance market) dis-
played a positive trend over the period un-
der analysis, with improvements in 2008,
2013, 2016, and 2020. However, it is from

2016 onward when this growth trend clear-
ly separates from the average growth of
Latin American insurance markets, record-
ing a deviation from the average for the
Latin American region in 2021 (181.0 vs.
145.8) that was similar to the deviation
seenin 2016 (181.8 vs. 147.2).

Chart 3.1.3-s
Honduras: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for
the Latin American market as a whole. The unit represents a performance
equivalent to the region’s average.
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Chart 3.1.3-t
Honduras: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Joint analysis
of structural coefficients

Lastly, Chart 3.1.3-s summarizes the Hon-
duran insurance market's situation in
comparison with the average for Latin
America, measured in terms of the various
structural indicators analyzed. This shows
that the situation of the insurance market

in Honduras fell short of the average for
Latin America, especially density, which
suggests fledging levels of development
compared to the regional average as a
whole. Likewise, as can be seen, despite
showing sustained progress in terms of the
quality of the market's development be-
tween 2011 and 2021 (sustained increases
in depth), progress has been more mixed in

Chart 3.1.3-u
Honduras: Total Ranking
(market shares, %)
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Chart 3.1.3-v
Honduras: Life and Non-Life Ranking
(market shares, %)
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terms of quantity (penetration). As a result,
when looking at the medium term, there has
been slight progress overall in both aspects
during the period subject to analysis.

Insurance market rankings

Total ranking

There were 11 insurance companies oper-
ating in Honduras in 2021, the same as the
year before. The market share of the top
five insurers (CR5) represented 74.4% of
total premiums, down by 0.3 pp on 2020
(74.7%). It is worth noting that the indus-
try’s level of concentration has remained
relatively stable in recent years, although
at values that are somewhat above the ide-
al parameters, although on a downward
trend since 2016. The Herfindahl index has
remained above the threshold for moderate
concentration over the last ten years (see
Chart 3.1.3-t).

In this context, Chart 3.1.3-u shows the
ranking of insurance groups operating in
the Honduran market in 2021. This ranking
continues to be led by Ficohsa Seguros,
which, with 24.4% of premiums, saw its

market share drop by 0.1 pp compared to
the previous year. It is followed by MAPFRE
(17.4%) and Atlantida (14.8%]), down 0.3 pp
and 1.5 pp in their respective market
shares. The remaining insurance groups
operating in Honduras has switched posi-
tioned since last year, with the exception of
Lafise which remains in tenth place. Palic,
Crefisa and Assa have all moved up one
place, with market shares of 9.6%, 6.2%
and 4.7%, respectively, passing Davivienda
Seguros (8.3%), Del Pais (6.2%]) and
Equidad (4.4%).

Life and Non-Life rankings

For the Non-Life ranking, as in the previ-
ous year, Ficohsa Seguros continued to
lead the ranking with a share of 28.7% of
premiums. Atlantida came in next with
16.6%, followed by MAPFRE with 15.3% of
the market. From the remaining compa-
nies, special mention should be made of
the four-place rise of Palic, with a market
share of 7.4% in 2021, and the fall of Da-
vivienda Seguros to eighth position, down 3
positions from last year's ranking. Lastly, in
the Life ranking, MAPFRE regained first
position with 21.3% of total premiums, fol-



lowed by Ficohsa Seguros with 16.5%. Palic,
with 13.7% of premiums in this market
segment, occupied third place in the rank-
ing, up two places, passing Davivienda
(11.8%) and Atlantida (11.4%), which both
dropped by one position respectively (see
Chart 3.1.3-v).

Key regulatory aspects

In 2021, the Honduran insurance market
regulatory and supervisory body, the National
Bank and Insurance Commission, with a view
to strengthening the approach to Risk-Based
Supervision under GRD Resolution No.
913/26-11-2021, reformed the “Regulation on
Reinsurance and Fronting Operations and the
Registration of Foreign Reinsurers and Rein-
surance Brokers,” including items and provi-
sions enshrined in international principles
and Risk-Based Supervision (RBS), as well as
the transition from registration on paper to
an electronic format, as regards the registra-
tion, renewal, suspension or cancellation
processes of national and foreign reinsurers
and reinsurance brokers.

Also worth note were the relief measures
issued by resolution, with a view to insurance
institutions being able to mitigate the nega-
tive impact of the pandemic and tropical
storms Eta and lota on their figures, details
of which are provided below:

e Resolution SSE No. 911/26-11-2021, au-
thorizing institutions with excess Provi-
sion Reserves to release them automati-
cally by the end of 2021, ensuring that
they maintain the minimum Prevision Re-
serves required for each line of business.
Institutions must send notice within a
maximum of five working days from the
end of the period in which surpluses from
the Provision Reserve were released. In-
surance institutions must provide finan-
cial justification when requesting autho-
rization to release Prevision Reserves in
case the balance is less than or equal to
50% of the Reserves for Ongoing Risks
and the net loss ratio retained in one or
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more lines of business, during a single
financial year, is more than 70% and they
require a plan to replenish these reserves
over a period of more than 24 months.

e Resolution SSE No. 073/27-01-2021 and
Resolution SSE No0.958/13-12-2021,
which provides exceptional authorization
for insurance institutions, when calculat-
ing the Reserve for Incurred But Not Re-
ported Claims (IBNR), to deduct the with-
holding of losses incurred as a result of
the Covid-19 pandemic and tropical
storms Eta and lota from the net losses
withheld in 2020 and 2021, on the consid-
eration that these were extraordinary
events, with a view to mitigating the im-
pact of these events on the reserve.

e Resolution SSE No. 940/07-12-2021,
which temporarily reforms clause 1(b) of
Resolution SSE No0.879/15-10-2018 for a
period of six months, in relation to Eligi-
ble Assets for Investment to support the
investment reserves, consisting of in-
creasing the percentage recognized as
eligible from the balance of premiums
receivable from 20% to 50% (net of im-
pairment) and for matching purposes in
relation to deposits, considerin up to two
times the balance of “Obligations with
Insured Parties” as a restriction, in view
of the decrease in the profitability of the
portfolios due to the increase in interest
rates offered by the institutions of the Na-
tional and International Financial System
on deposit and bond certificates.

Furthermore, several projects are under-
way to reform the regulatory framework of
the Honduran insurance market. The fol-
lowing are worth particular note:

e The Law on Insurance and Reinsurance
institutions, which dates to 2001. The
reform aims to update the law to comply
with international insurance principles,
including in its content aspects like, but
not limited to, corporate governance,
risk-based supervision, expanding the
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channels for selling insurance, protect-
ing the users of insurance services, early
actions and resolution measures.

e The Corporate Governance Regulation,
which represents a comprehensive regu-
lation on the design, integration and
functioning of governing bodies (Share-
holders, Board of Directors/Management
Committee and Senior Management]
adapted to international principles and
the risk-based supervision methodology.

3.1.4 El Salvador
Macroeconomic environment

The Salvadoran economy grew by 10.3% in
2021, having contracted by 7.9% the previ-
ous year (see Chart 3.1.4-a). This economic
upturn is attributable to both internal and
external factors. The former include the
progress made with the national vaccina-
tion campaign, business support policies
and growth in internal demand, higher re-
mittances sent from abroad and an in-
crease in the minimum salary. The most
important external factors are the recovery
of income from tourism and the upturn in

exports of goods. In terms of the external
sector, the current account of the balance of
payments had a deficit of 5.1% of GDP (sur-
plus of 0.8% in 2020), in light of the significant
increase In trade and the resulting growth in
the import and export of goods and services
(40% and 35%, respectively). Furthermore,
year-on-year inflation in December 2021
stood at 6.1% (annual inflation of -0.1% in
2020), coming in at 7.8% in June 2022.

According to data from the Central Ameri-
can Monetary Council, the fiscal deficit of
the Salvadoran central government was
4.9% of GDP in 2021 (compared to 9.2% in
2020). In this sense, tax policy has focused
on boosting economic growth and fighting
tax evasion as part of an Anti-Evasion Plan
and Anti-Contraband Plan; the first has
raised 420 million dollars since October
2019 and the second, more than 20 million
dollars. Furthermore, the total public debt
of the central government dropped slightly,
to 59.9% of GDP (63.2% in 2020). However,
despite the slight improvement, the public
accounts remain stressed, and the main
ratings agencies have maintained their
speculative grade with a negative outlook
since the declaration of selective default
with the previous government.

Chart 3.1.4-a
El Salvador: Changes in Economic Growth and Inflation
(GDP in local currency, billions of USD; real growth rate, %; annual inflation rate, %)
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Chart 3.1.4-b
El Salvador: Growth Developments in the Insurance Market
(premiums, millions of USD; annual nominal growth rates, %)
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As regards the outlook for 2022, MAPFRE
Economics has estimated GDP growth in El
Salvador of 2.5%. In turn, ECLAC also ex-
pected the Salvadoran economy to grow by
around 2.5% in 2022, thanks to the invigo-
ration of internal and external demand and
the boost in public spending in investment
and welfare schemes, such as health, edu-
cation and security.

Insurance market
Growth

The Salvadoran insurance market's premi-
um volume grew 14.5% in nominal terms
(10.7% in real terms), reaching 826 million
dollars, figures slightly higher than those
from the previous year in the Life segment

Table 3.1.4
El Salvador: Premium Volume?' by Line, 2021

it

of Nominal (%) Real (%)

Total 826.2 14.5 10.7
Life 328.2 26.2 22.0
Individual and group 222.5 13.5 9.7
Social security and pensions 105.7 64.9 59.4
Non-Life 498.0 7.9 4.3
Accident and Illness 142.3 4.6 1.1
Fire and allied lines 126.6 8.8 5.2
Automobiles 105.9 16.8 12.9
Other lines 105.5 2.0 -1.4
Credit and/or surety 17.8 17.6 13.6

Source: MAPFRE Economics (based on data from the Superintendency of the Financial System)

1/ Written premiums net of returns and cancellations
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Chart 3.1.4-c
El Salvador: Share of Insurance
Premiums in Latin America
(%)
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Source: MAPFRE Economics (based on data from the Superintendency
of the Financial System and supervisory bodies in the region)

and lower for the Non-Life and market to-
tal (see Table 3.1.4 and Chart 3.1.4-b). Life
insurance premiums accounted for 39.7%
of the total market, growing by 26.2% in
nominal terms in 2021 to reach
328 million US dollars. Non-Life premiums
increased by a nominal 7.9% to

498 million dollars. By modality, individual
and group Life insurance policies, which
are the most significant, grew 13.5%, and
social security and pension Life insurance
policies also grew 64.9%. In turn, the Non-
Life segment recorded more moderate
growth in Fires (8.8%), Accidents (4.6%)
and Other lines (2%), as well as notable
growth in Automobile (16.8%) and Credit
(17.6%).

Over the past decade, the change in the
share of total premiums and by Life and
Non-Life segments of the Salvadoran mar-
ket compared to the Latin American mar-
ket has been favorable and only interrupted
by the contraction seen in 2017. The weight
of total Salvadoran premiums in the total
for Latin America grew from 0.33% in 2011
to 0.55% in 2021. Specifically, the share of
the Life insurance business also increased
from 0.29% in 2011 to 0.52% in 2021, while
the Non-Life insurance business grew from
0.35% to 0.58% during this period (see
Chart 3.1.4-c).

Finally, worth particular mention is the
14.5% growth recorded by the Salvadoran
insurance market in 2021, the Life insur-
ance segment contributing 9.4 pp, basically
attributable to the Individual and Group

Chart 3.1.4-d
El Salvador: Contribution to Insurance Market Growth
(percentage points, pp)
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Source: MAPFRE Economics (based on data from the Superintendency of the Financial System)




THE LATIN AMERICAN INSURANCE MARKET IN 2021

Chart 3.1.4-e

El Salvador: Changes in the Insurance Industry’s Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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lines of business, as indicated previously,
while Non-Life increased its contribution to
total growth with 5.1 pp (see Chart 3.1.4-d).

Chart 3.1.4-f
El Salvador: Insurance
Market Investments
[millions of USD)
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Source: MAPFRE Economics (based on data from the
Superintendency of the Financial System)

Balance sheet and shareholders’ equity

Chart 3.1.4-e shows the performance of the
aggregate balance sheet of El Salvador's
insurance industry over the 2011-2021 pe-
riod. This data shows that the industry's
total assets in 2021 amounted to 994 mil-
lion dollars, up 2.3% from the previous
year. Aggregate capitalization levels mea-
sured over total assets are notable in a
balance sheet analysis. This indicator has
remained above 40% in the 2011-2021 pe-
riod, reaching a peak of 48.7% in 2012 and
decreasing slightly thereafter to 41.2% of
total assets in 2021.

Investments

Chart 3.1.4-f shows changes in total in-
vestments in the Salvadoran insurance
industry, while Charts 3.1.4-g and 3.1.4-h
show the composition of the aggregate
investment portfolio at the sector level
over the 2011-2021 period. As can be
seen from this information, investments
amounted to 671 million dollars in 2021
(0.62% higher than in 2020). As shown in
Chart 3.1.4-g, 81.4% of investments in
2021 was concentrated in debt and equity
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Chart 3.1.4-g Chart 3.1.4-h
El Salvador: Structure of El Salvador: Structure of
Investments Investments, 2021
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instruments, 11.4% in cash, 3.6% in real
estate and the remaining 3.7% in other

Chart 3.1.4-i financial investments.
El Salvador: Technical Provisions of
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the last decade, a sharp increase can be
seen in the percentage of debt and equity
in 2012 at the expense of assets held as
cash. From then on, the trend is inverted,
losing weight in the sector investment
portfolio, with an increase once again
recorded in 2021, up by 4.5% compared to
2011 (Chart 3.1.4-h).
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Chart 3.1.4-j
El Salvador: Structure of
Technical Provisions
(%)
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Chart 3.1.4-k
El Salvador: Structure of
Technical Provisions, 2021
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year. In 2021, 33.1% of the total related to
Life insurance technical provisions, 37.9%
to provisions for unearned premiums and
outstanding risks in Non-Life insurance,

27.3% to provisions for outstanding claims,
and the remaining 1.7% to provisions for
catastrophic risks. During the 2011-2021
period, there was a general increase in the

Chart 3.1.4-L
El Salvador: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Chart 3.1.4-m
El Salvador: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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absolute values of technical provisions,
with the exception of Life provisions, which
dropped slightly in 2015 and 2016. Apart
from this, no particularly significant
changes in the composition of technical
provisions were observed over the last ten
years.

Technical performance

Chart 3.1.4-l shows developments in the
technical performance of the Salvadoran
insurance industry over the 2011-2021 pe-
riod, based on an analysis of the market's
combined ratio. It shows sustained growth
of this indicator starting from 2011 on, with
a combined ratio going from 87.3% in 2011
to 103.9% in 2021, the highest value in this
period.

Results and profitability

The 2021 result before tax from the Sal-
vadoran insurance business was 19 million
dollars (compared to 24.5 million in 2020),
due to the decrease in both technical and
financial results of insurance operations
during the year. As can be seen in Chart
3.1.4-m, starting in 2011, with the sole ex-
ception of 2018, there was a sustained re-
duction in the technical result, which has

affected the profitability of the insurance
industry, which, in 2021, hit a minimum
(-19.82 million dollars), while the financial
result dropped by 6 million dollars to 12
million dollars.

In line with the above, return on equity
(ROE) in the Salvadoran market confirms
the downward trend, falling to 4.65% in
2021, 1.4 pp lower than in 2020 and 10 pp
lower than in 2011. A similar situation
emerges when analyzing the return on as-
sets (ROAJ, which reached 1.9% in 2021,
remaining 0.6 pp lower than 2020 and 5.4
pp lower than 2011.

Insurance penetration,
density and depth

Chart 3.1.4-n shows the main structural
trends shaping the development of the Sal-
vadoran insurance industry between 2071
and 2021. The penetration rate (premiums/
GDP) in 2021 was 2.9%, 0.5 pp higher than
in 2011. When comparing the average
trend seen in Latin American markets,
there is a divergence over the course of the
period, although in 2021, it came close to
the average for the Latin American market
of 3.0%. Meanwhile, the density indicator
(premiums per capita) stood at 131 dollars
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Chart 3.1.4-n
El Salvador: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, USD; Life insurance premiums/total premiums, %, 2011 index=100)
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Chart 3.1.4-0
El Salvador: Insurance Protection Gap
(millions of USD)
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in 2021, up from the level reported the pre-
vious year (115 dollars). The density of the
Salvadoran insurance market has been
steadily increasing over the period, record-
ing cumulative growth of 68% throughout
the 2011-2021 period. In 2021, this indica-
tor also showed higher growth compared
to the Latin American market average,
which was 240 dollars in 2021 compared to
216.7 dollars in 2020. Depth in the Salvado-
ran market (measured as Life insurance
premiums vs. total premiums] stood at
40% in 2021, 3.7 pp more than in 2020,

showing growth until 2018. The absolute
values for the average indicator for the
countries in the region (42.5% for 2021)
have always been above the Salvadoran
insurance market, although the divergence
with the average for countries in the region
has been decreasing since 2018.

Insurance Protection
Gap estimate

Chart 3.1.4-0 shows an estimate of the
IPG for the Salvadoran insurance market

Chart 3.1.4-p
El Salvador: Insurance Protection Gap and Potential Market
(millions of USD)

I Ipe

Actual market

2,500

2,000

1,500

1,000

500

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Source: MAPFRE Economics

Potential
market

Actual
market

Change
2021-2011 72.9 % 21.5%
2021-2020 14.5% 17.3%

Actual
market




THE LATIN AMERICAN INSURANCE MARKET IN 2021

Chart 3.1.4-q
El Salvador: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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between 2011 and 2021. The IPG stood at
1.43 billion dollars in 2021, equivalent to
1.7 times the actual insurance market at
the end of the year (the same as the
previous year]). The structure and
performance of the IPG over the period
under analysis are largely attributable to
the Life insurance segment. At the close

Chart 3.1.4-r
El Salvador: Change in IPG as a
Multiple of the Actual Market
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of 2021, 61% of the insurance protection
gap was related to Life insurance (873
million dollars), down 7 percentage
points on the level recorded in 2011. The
remaining 39% of the IPG was related to
the Non-Life insurance market (553
million dollars). Accordingly, the potential
insurance market in El Salvador at the
close of 2021 (sum of the actual market
plus the IPG) is estimated at 2.25 billion
dollars, accounting for 2.7 times the total
insurance market in El Salvador that
year.

Chart 3.1.4-q shows an estimate of the
insurance gap as a multiple of the actual
insurance market over the course of the
2011-2021 period. As a multiple, the IPG
for the Life insurance segment shows a
downward trend over the period under
analysis (falling from 4.7 to 2.7 times],
though this trend seemed to have been
reversed between 2014 and 2018. In the
case of the Non-Life insurance segment,
the medium-term trend is one of
deterioration. Chart 3.1.4-r summarizes
changes in the IPG as a multiple of the
actual market for the Life and Non-Life
segments and for the total Salvadoran
insurance market over the last ten years,
comparing the situation in 2021 with the
state of the market in 2011. As can be
seen, the Life line has shown the most
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Chart 3.1.4-s
El Salvador: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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improvement in El Salvador's insurance
market.

Lastly, Chart 3.1.4-s shows a summary of
the Salvadoran insurance market's ca-
pacity to close the insurance gap, by
means of a comparative analysis between
the growth rates observed over the last
ten years and the growth rates that would
be required to close the gap determined
in 2021 over the coming ten years. The

Salvadoran insurance market grew at an
average annual rate of 5.6% between
2011 and 2021; the Life segment saw av-
erage annual growth of 6.7%, while the
Non-Life segment reported annual
growth of 5.0%. Were the same rate of
growth seen over the last ten years to
continue over the next ten years, the
growth rate of the Salvadoran insurance
market would not be enough to close the
IPG for both the Life segment (short 7.1

Chart 3.1.4-t
El Salvador: Market Development Index (MDI)
(2005 index=100; annual change)

2005
2006
2007
2008
2021

Source: MAPFRE Economics

— ElSalvador - - LATAM average Annual change in the MDI
200
2011-12 M 20
180 2012-13 I 134
2013-14 K
160 2014-15 0.1
140 2015-16 39
2016-17 -3.1 [l
120 2017-18 130
2018-19 e s
100 2019-20 I 23
80 2020-21 I o
Scsg2izsz2cs22 -10 0 10 20 30




THE LATIN AMERICAN INSURANCE MARKET IN 2021

Chart 3.1.4-u
El Salvador: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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PENETRATION (PREMIUMS/GDP)

0%
3.0% 00
.-20
2.8% . 3
" 2015
26% 1 Quiiiiiiis TR o)
2019 S
2.4%
o
201
2.2%
32% 34% 36% 38% 40%
DEPTH (SHARE OF LIFE INSURANCE IN TOTAL
PORTFOLIO)

pp) and the Non-Life segment (short 2.8
pp). It is also worth noting that insuffi-
ciency dropped compared to the previous
year for the Life line of business (-2.3
pp), while it grew in the Non-Life line
(+0.1 pp).

Market Development Index (MDI)

The Market Development Index (MDI), as
noted earlier in this report, is used as an
indicator of the overall trend shaping the
performance and maturity of insurance
markets. The calculated result for the Sal-
vadoran insurance industry is shown in
Chart 3.1.4-t. In general, the performance of
the indicator is positive, growing during the
2011-2021 period, although between 2014
and 2018, it diverged from the average per-
formance of Latin American insurance mar-
kets before later resuming its convergence.
Notably, this indicator recovered by 6.0 pp in
2021, mainly due to the closing of the Life
insurance gap compared to the previous
year.

Joint analysis
of structural coefficients

Lastly, Chart 3.1.4-u summarizes the Sal-
vadoran insurance market's situation in
comparison with the average for Latin
America, measured in terms of the various
structural coefficients analyzed. Firstly, it
shows that the situation of the Salvadoran
insurance market falls short of the average
for Latin America, especially density (al-
though it has improved over this last year),
which suggests lower levels of relative de-
velopment compared to the average for the
region's markets as a whole. Likewise, as
can be seen, despite showing a positive
trend in terms of the quantity of the mar-
ket's development between 2011 and 2021
(sustained increases in penetration],
progress has been more mixed in terms of
quality (depth). However, when looking at
the medium term, there has been progress
overall in both aspects during the past
decade.
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Chart 3.1.4-v
El Salvador: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Insurance market rankings
Total ranking

In 2021, 23 insurers operated in El Salvador,
one more than the previous year following
the authorization of the Executive Council of
the Superintendency for the Financial Sys-

tem (SSF) for Seguros Comédica to start
operations. The Herfindahl and CR5 indexes
both point to a slight increase in the degree
of market concentration in El Salvador ver-
sus a decade ago. The market share of the
top five insurers (CR5) in 2021 represented
68% of total premiums, a significant in-
crease in concentration compared to 2020

Chart 3.1.4-w
El Salvador: Total Ranking
(market shares, %)
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Chart 3.1.4-x
El Salvador: Life and Non-Life Ranking
(market shares, %)

LIFE
Ml 2021 2020

sl N 41.7%
Seguros SURA I 13.2%
I 8.7%
M 5.8%
I 5.8%
M 55%
B 5.4%
W 40%

Atlantida Vida
Seguros Fedecrédito
Davivienda

MAPFRE

Pan American Life
Assa

0,
Seguros Azul Ji3e%

0,
Seguros Futuro R 27%

0% 25% 50%

NON-LIFE
| 2021 2020

Seguros SURA N 20.8%
glon N 17.9%

I 16.6%

I 16.5%

MAPFRE

Agricola Comercial

Assa N 7.6%
Pan American Life I 4%
Seguros Azul N 2.5%
La Central W 23%
Aseguradora Abank g 23%
Davivienda » 21%
0% 10% 20% 30%

Source: MAPFRE Economics (based on data from the Superintendency of the Financial System)

(62.1%). The Herfindahl index, meanwhile,
has remained practically in line with the
theoretical threshold consistent with mod-
erate levels of concentration in the insur-
ance industry, surpassing 2021 (see Chart
3.1.4-v).

In the total ranking of insurance groups in
2021 (see Chart 3.1.4-w), as was the case
last year, Seguros e Inversiones (SISA) ranks
first with a market share of 27.4% (-0.5 pp
compared to 2020), with Seguros Sura
placing second with a market share of
17.8% (-1.8 pp from 2020). MAPFRE moves
up to third place (12.2%), increasing its
market share year on year by 0.6 pp. Then
come Aseguradora Agricola Comercial with
a market share of 10.6% and Assa at 6.1%.
Also worth note is the fact that Atlantida
Vida has moved up to eighth position, with a
market share of 3.6%.

Life and Non-Life rankings
Finally, the first three places in the ranking
of Non-Life insurance groups on the

Salvadoran market are occupied by
Seguros Sura (20.8%), up one place,

106

followed by SISA (17.9%), which has been
knocked down to second place. MAPFRE
(16.6%) moves up to third, passing
Aseguradora Agricola Comercial (16.5%),
which drops to fourth. At the bottom of the
ranking, La Central de Seguros moves up
(three positions] with Seguros Pacifico
dropping out of the top ten. With regard to
the ranking of insurance groups in the Life
segment, SISA tops the ranking with 41.7%
of premiums. Seguros Sura, with a market
share of 13.2%, remains in second position
and Atlantida Vida (8.7%) moves up several
positions, passing Seguros Fedecrédito
(5.8%), which drops to fourth. Davivienda
moves down to fifth with a market share of
5.8% (see Chart 3.1.4-x).

Key regulatory aspects

In terms of relevant regulatory aspects in
the Salvadoran insurance market in 2021,
worth particular mention are the following:

e Technical Rules for Staggering the Consti-
tution of Reserves for Reorganizing Credits
affected by Covid-19, passed on February
25, 2021. No. CNBCR-03/2021 establishes
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a staggered approach to the constitution of
reorganization reserves that the financial
institutions to which these Rules apply
each month must constitute in relation to
the credit portfolio to which the Technical
Temporary Rules for Overcoming Defaults
and Contractual Obligations (NTTEIOC)
and the Temporary Technical Rules for the
Treatment of Credits Affected by Covid-19
(NPBT-01) were applied.

Temporary Technical Rules on Cybersecu-
rity Measures and Identifying Customers in
Digital Channels, passed on August 23,
2021. No. CN-09/2021 (NPBT-06) estab-
lishing the guidelines applicable to banks,
cooperative banks and savings associa-
tions for implementing cybersecurity mea-
sures to prevent online fraud and thus pro-
tect the savings and deposits of the coun-
try’'s residents. These Rules establish that
companies must apply cybersecurity mea-
sures and use multiple-factor authentica-
tion to verify the identity of their customers
to perform transactions online, with a view
to preventing fraud, identity theft or pass-
word theft.

e Technical Rules for Facilitating the Partici-
pation of Financial Institutions in the Bit-
coin Ecosystem, passed on September 7,
2021. No. CN-12/2021 regulating persons

offering bitcoin-based services to their
customers, whether natural or legal per-
sons, for services offered either directly or
through a Bitcoin Service Provider. Per-
sons may participate in the provision of
wallet services with or without custodian
services based on bitcoin, exchange ser-
vices, payment processing, as well as oth-
er services, in addition to offering a full
range of banking services to a Bitcoin Ser-
vice Provider.

e Update of the minimum capital require-
ments for 2021. In accordance with the
provisions of Articles 14, 48, 68, 120 and 98
of the Insurance Companies Act and Arti-
cle 35(5) of the Regulations of the Act in
question, the Board of Directors of the Su-
perintendency of the Financial System, in
session no. CD-55/2021 on December 13,
2021, approved the update of the minimum
share capital requirements for insurance
companies and insurance brokers.

3.1.5 Nicaragua
Macroeconomic environment

In 2021, the Nicaraguan economy record-
ed real GDP growth of 10.3%, recovering
from the 2.0% downturn registered the
previous year (see Chart 3.1.5-a). This can

Chart 3.1.5-a
Nicaragua: Changes in Economic Growth and Inflation
(GDP in local currency, billions of Cordobas; real growth rate, %; annual inflation rate, %)
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be attributed to the solid increase in ex-
ternal demand, in particular, notable
growth in the United States, which has
positively affected free trade zone activi-
ties, traditional exports and remittances.
This rate of growth can also be at-
tributable to a base effect after a three-
year economic crunch between 2018 and
2020. With this outlook, the government
has access to more funds for implement-
ing reforms on the Tax Compromise Act
and the Regulation on the Social Security
Act (both in force since late 2019) to bal-
ance public accounts in an attempt to con-
tain public spending and raise income tax
and luxury tax revenues. In this sense, the
central government's tax deficit has
dropped slightly, to 0.7% of GDP in 2021
(1.1% the previous year], on account of the
increase in growth of the government'’s
total income, supported in particular by
the growth in tax income (25.2%]). In turn,
the central government’s public debt in
comparison to GDP has fallen from 48.4%
in 2020 to 47.8% in 2021. In terms of the
external sector, the current account bal-
ance at the end of 2021 had a deficit of
2.3% of GDP (surplus of 3.0%) in light of
the significant growth in imports.

THE LATIN AMERICAN INSURANCE MARKET IN 2021

Concerning monetary policy, the Central
Bank of Nicaragua has maintained the ex-
pansive position adopted in 2020 and in
the first quarter of 2021 reduced the mon-
etary reference rate (MRR] to 3.5%, reduc-
ing interest rates on the financial market.
Furthermore, year-on-year inflation in
December 2021 stood at 7.3% (average
annual inflation of 2.6% in 2020), coming
in at 11.5% in June 2022. Faced with this
situation, in 2022 the central bank in-
creased its MRR by 50 bps four times, to
5.5%, where it remained on the date of
this report. The aim of this measure was
to contain inflationary pressure from
abroad as a result of the increase in the
international price of food and fuel.

For 2022, MAPFRE Economics has esti-
mated real growth in the Nicaraguan
economy of around 2.9%, while ECLAC has
placed this at 3.0%; these forecasts are in
contrast to the significant expansion seen
in 2021, on account of the drop in dy-
namism of the US economy, lower public
investment and the disappearance of the
aforementioned base effect.

Table 3.1.5
Nicaragua: Premium Volume' by Line, 2021

ilions wions | crown
Line of Cordobas

of USD Nominal (%) Real (%)
7.0

Total 7,733.8 220.2 12.3

Life 1,453.1 41.4 9.3 4.2

Non-Life 6,280.7 178.8 13.0 7.7
Automobiles 1,290.5 36.7 4.9 0.0
Fire and allied lines 2,125.4 60.5 12.1 6.8
Compulsory? 1,031.1 29.4 15.2 9.8
Other lines 678.7 19.3 29.1 23.0
Health 485.7 13.8 12.6 7.3
Personal Accidents 175.5 5.0 3.7 -1.2
Credit and/or surety 128.5 3.7 27.6 21.6
Transport 145.9 4.2 13.5 8.1
Third-Party Liability 219.4 6.2 20.6 14.9

Source: MAPFRE Economics (based on data from the Superintendency of Banks and Other Financial Institutions)
1/ Net written premiums
2/ Includes compulsory automobile insurance
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Chart 3.1.5-b
Nicaragua: Growth Developments in the Insurance Market
(premiums, millions of Cordobas; annual nominal growth rates, %)
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Insurance market
Growth

Premiums in the Nicaraguan insurance
market totaled 7.73 billion Cordobas (220

Chart 3.1.5-c
Nicaragua: Share of Insurance
Premiums in Latin America
(%)
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million US dollars) in 2021, representing
nominal growth of 12.3% and real growth
of 7.0% compared to the previous year (see
Table 3.1.5 and Chart 3.1.5-b). Thus, in
2021 the Nicaraguan insurance market im-
proved compared to 2020 in all lines of
business and modalities, surpassing pre-
pandemic levels in terms of the volume of
premiums, with the sole exception of the
Personal Accidents line, which showed real
negative growth (-1.2%).

By market segment, the Life business rep-
resented 18.8% of the total, up by 9.3%
(compared to a 2.8% drop the previous
year), reaching 1.45 billion Cordobas (41
million dollars). Meanwhile, Non-Life pre-
miums grew 13%, 10 pp more than in 2020,
to 6.28 billion Cordobas (179 million dol-
lars). In terms of the two most important
modalities, Fires performed particularly
well (with nominal growth of 12.1% and
real growth of 6.8%) with Automobile also
growing year on year, although to a lesser
extent (nominal growth of 4.9%). Following
behind, the third most important line, un-
der the "Mandatory” heading, performed
favorably with nominal growth of 15.2% and
real growth of 9.8%.
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Chart 3.1.5-d
Nicaragua: Contribution to Insurance Market Growth
(percentage points, pp)
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In turn, the share of total premiums and by
Life and Non-Life segments of the
Nicaraguan market in comparison to the
overall Latin American market grew over
the past ten years by 6 bps overall, 3 bps in
the Life segment and 9 bps in the Non-Life
segment. The Non-Life line of business has
a bigger share (0.21% in 2021) in Latin
America when compared to Life insurance
(0.06%). The proportion of total Nicaraguan

insurance premiums in the total for Latin
American has increased from 0.08% in
2011 to 0.15% in 2021 (see Chart 3.1.5-c).

In terms of contribution to growth by the
two major business lines in the Nicaraguan
insurance market, in relation to the total
growth of 12.3% seen in 2021, the biggest
contribution was made by the Non-Life
segment, with growth of 10.5 pp, while the

Chart 3.1.5-e
Nicaragua: Changes in the Insurance Industry’'s Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Chart 3.1.5-f
Nicaragua: Insurance
Market Investments
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contribution of Life insurance was 1.8 pp,
with the market returning to the trend of
positive contributions to growth in both
lines that had been lost in 2019 (see Chart
3.1.5-d).

Balance sheet and shareholders' equity

Chart 3.1.5-e shows the performance over
the 2011-2021 period in the Nicaraguan
insurance industry’'s aggregate balance
sheet. As can be seen in this information,
in 2021, total assets stood at 14.79 billion
Cordobas (416 million dollars), while equity
increased to 6.61 billion Cordobas (12.4 pp
higher than in 2020). It is worth noting that
in 2011, aggregate levels of capitalization
within the Nicaraguan insurance industry,
relative to total assets, stood at 30.1%,
gradually increasing over the 2011-2021
period to reach 44.7% of total assets by the
end of 2021.

Chart 3.1.5-g
Nicaragua: Structure
of Investments
(%)
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Chart 3.1.5-i
Nicaragua: Technical Provisions
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Investments

Chart 3.1.5-f shows the evolution of in-
vestments, while Charts 3.1.5-g and 3.1.5-h
show the composition of the aggregate
portfolio by sector over the course of the
2011-2021 period. This data shows that in
2021, investments totaled 10.83 billion
Cordobas (305 million dollars), with 82%
concentrated in debt and equity instru-
ments, 13.4% in cash (which increased sig-
nificantly during the year) and the remain-
ing 4.6% in real estate investments. Per-
formance in the structure of Nicaragua's
insurance market investment portfolio over
the last decade generally shows the domi-
nance of investments in debt and equity
instruments, with a slight decline in favor
of cash deposits, as indicated previously.

Technical provisions

Charts 3.1.5-i, 3.1.5-j and 3.1.5-k show the
relative composition and performance of

Chart 3.1.5-j
Nicaragua: Structure
of Technical Provisions
(%)
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Chart 3.1.5-k
Nicaragua: Structure
of Technical Provisions, 2021
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Chart 3.1.5-1
Nicaragua: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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the Nicaraguan insurance industry’s tech-
nical provisions over the period analyzed. In
2021, technical provisions amounted to
5.53 billion Cordobas (156 million dollars).
Of this total, 15.3% related to Life insur-
ance technical provisions, 29.7% to provi-
sions for unearned premiums and out-
standing risks in Non-Life insurance, 30.6%
to provisions for outstanding claims, and
the remaining 24.4% to provisions for cat-
astrophic risks.

Over the 2011-2021 period, there was sus-
tained growth in technical provisions in ab-
solute terms, related to both Life and Non-
Life insurance. This trend was interrupted
in 2018 for both provisions, though their
relative weights stayed fairly stable
throughout the period. The significant per-
centage of catastrophic risk provisions is
worth particular note, accounting for 24.4%
of the total provisions in 2021.

Chart 3.1.5-m
Nicaragua: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)

I Technical result [ Financial result

0
—
o
o~

30%

20%

10%

0%

2019 I

2020 [
2021 [

2013 [N

2014 [

2015 [

201 [

2017 [

2011 [
2012 T

40%

30%

20%

10%

0%

M ROE (leftl ~ — ROA (right)

10%

8%

6%

4%

2%

e} ~
— —
o o
~N ~N

[
—
o
o~

2020 [
2021 [

2011
2012
2013
2014
2018
2019

Source: MAPFRE Economics (based on data from the Superintendency of Banks and Other Financial Institutions)




THE LATIN AMERICAN INSURANCE MARKET IN 2021

Chart 3.1.5-n
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Technical performance

With regard to the technical performance
of the Nicaraguan insurance industry,
Chart 3.1.5-1 shows the evolution of the in-
dustry’s total combined ratio between 2011
and 2021. As can be seen, the combined
ratio shows how the technical performance
of the sector improved by 1 pp in 2021, to
96.2%, mainly attributable to the decrease
in the expense ratio by 3.4 pp to 52.4%. The
loss ratio, in turn, increased by 2.4 pp to
43.8%. This improvement in the combined
ratio helped to break a trend started in
2018 in relation to the deterioration of this
indicator at a sectoral level.

Results and profitability

The net result of the Nicaraguan insurance
business in 2021 was 733.9 million Cor-
dobas (21 million dollars), 0.7% lower than
the previous year, due to a deterioration in
financial results (see Chart 3.1.5-m). In
terms of profitability, return on equity
(ROE) stood at 11.8% in 2021, falling by 1.6
pp compared to 2020. A similar situation
emerges when analyzing return on assets
(ROA), which reached 5.2% in 2021, drop-
ping 0.4 pp compared to the previous year.
In general terms, analyzing its perfor-
mance over the past decade, the profitabili-

ty of the insurance sector in Nicaragua has
performed positively, with ROE of around
22% on average during the decade, despite
returning its worst figures over the past
three years.

Insurance penetration,
density and depth

Chart 3.1.5-n shows the main structural
trends shaping the development of the
Nicaraguan insurance industry over the
2011-2021 period. Firstly, the penetration
index (premiums/GDP] stood at 1.5% in
2021, 0.1 pp lower than the level recorded
in 2020 and 1.5 pp lower than the Latin
American average. As can be seen, the
penetration index in the Nicaraguan mar-
ket was on a lightly positive trend between
2011 and 2018, at which point it began to
fall, moving away from the average trend
similar to that recorded by the Latin Ameri-
can insurance market as a whole. Mean-
while, insurance density in Nicaragua (pre-
miums per capita) amounted to 1,129 Cor-
dobas (32 dollars), up 10.7% year over year
(1,020 Cordobas). In contrast with penetra-
tion, the density indicator (measured in local
currency) has followed an upward path, with
the exception of the 2019-2020 period,
showing a cumulative increase of 142.6%
over the 2011-2021 period.

Chart 3.1.5-0
Nicaragua: Insurance Protection Gap
(millions of Cordobas)
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Chart 3.1.5-p
Nicaragua: Insurance Protection Gap and Potential Market
(millions of Cordobas)
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Finally, depth in the Nicaraguan market
(Life insurance premiums vs. total premi-
ums) stood at 18.8% in 2021, i.e., 3.7 pp
more than in 2011 and generally in line
with the trend of the Latin American mar-
ket as a whole, always averaging 25% be-
low the market and at absolute levels still
far below the regional average (42.5% in
Latin America for 2021).

Insurance Protection
Gap Estimate

Chart 3.1.5-0 shows an estimate of the IPG
for the Nicaraguan insurance market be-
tween 2011 and 2021. This shows that the
insurance gap amounted to 32.17 billion
Cordobas (916 million dollars) in 2021,
some 4.2 times the size of the actual in-

Chart 3.1.5-q
Nicaragua: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.1.5-r
Nicaragua: Change in IPG
as a Multiple of the Actual Market
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surance market in Nicaragua at the end of
that year.

The structure and performance of the IPG
over the period under analysis are largely
attributable to the Life insurance segment,
similar to most Latin American markets.
As such, Life insurance accounted for 62%

(19.82 billion Cordobas) of the insurance
gap at the close of 2021 (60% in 2020), 5 pp
below the share for this segment in 2011.
The remaining 38% of the gap is at-
tributable to the contribution of the Non-
Life insurance segment (12.34 billion Cor-
dobas). The potential insurance market in
Nicaragua at the close of 2021 (the sum of
the actual market plus the IPG) was there-
fore estimated at 39.9 billion Cordobas
(1.14 billion dollars), 5.2 times the size of
the total insurance market in that year (see
Chart 3.1.5-p).

To complement this analysis, Chart 3.1.5-q
shows an estimate of the insurance gap as
a multiple of the actual insurance market
in Nicaragua. According to this metric, the
IPG as a multiple showed a decline over
the 2011-2021 period, both for the Life in-
surance segment (falling from 24 to 13.6
times) and the Non-Life insurance seg-
ment (falling from 2.2 to 2 times). However,
it is worth noting that over the past three
years, the relative gap to the real insurance
market in the country has increased.

Chart 3.1.5-r summarizes the change in
the IPG as a multiple of the actual market
for the Life and Non-Life segments and for
the total Nicaraguan insurance market
over the last decade, comparing the situa-

Chart 3.1.5-s
Nicaragua: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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Chart 3.1.5-t
Nicaragua: Market Development Index (MDI)
(2005 index=100; annual change)
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tion in 2021 with that of 2011. This sug-
gests that the market situation has im-
proved during this period, mainly thanks to
the Life insurance business in terms of the
insurance gap as a multiple of the real
market.

Lastly, Chart 3.1.5-s shows a summary of
the Nicaraguan insurance market's capaci-
ty to close the IPG, based on a comparative
analysis between the growth rates ob-
served over the last ten years and the
growth rates that would be required to

Below LATAM

average — 2021
Penetration Density
15 10 0
Depth MDI

Source: MAPFRE Economics
* Indexes calculated as the quotient between the values of the country's

to the region's average.

structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent

Chart 3.1.5-u
Nicaragua: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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close the gap determined in 2021 over the
coming decade. As such, the Nicaraguan
insurance market grew at an average annu-
al rate of 10.8% over the past decade, un-
derpinned by an average annual growth rate
of 13.3% in the Life insurance segment and
average annual growth rate of 10.3% in the
Non-Life insurance segment. This shows
that, were the same growth rate seen over
the last decade to continue over the next ten
years, the growth rate of the Nicaraguan
insurance market would prove insufficient to
achieve the objective indicated by 7.0 pp.
Specifically in relation to the Life segment,
the observed growth rate would fall short by
17.5 pp, and by 1.1 pp for the Non-Life seg-
ment. It is worth noting that, in comparison
to the exercise performed in 2020, the dete-
rioration in the Nicaraguan insurance mar-
ket's capacity to cover the IPG remained.

Market Development Index (MDI)

The Market Development Index (MDI) esti-
mate for the Nicaraguan insurance sector
is reflected in Chart 3.1.5-t. In this case,
the MDI (used as an indicator of the gener-
al trend seen in relation to the perfor-
mance and maturity of insurance markets)
reflects a positive trend between 2011 and
2021, although slowing down significantly
from 2019 onward, in contrast to the aver-

age trend in Latin America. As said chart
shows, the trend generally followed the
average for the insurance markets of Latin
America with a divergence that was more
marked in 2010-2011 and 2019-2021, when
the indicator showed the largest difference
with the Latin American average (-29.2%).
In 2021, this divergence was reduced com-
pared to the average trend in Latin Ameri-
ca, whose MDI dropped by 12.4 pp, while in
Nicaragua, the MDI dropped by 9.7 pp.

Joint analysis
of structural coefficients

Lastly, Chart 3.1.5-u summarizes the
Nicaraguan insurance market's situation in
comparison with the average for Latin
America, measured in terms of the various
structural indicators previously analyzed.
As such, the Nicaraguan insurance market
falls short of the Latin American average,
especially in terms of penetration, density
and depth, although the MDI is closer to
the region’s average. As regards general
performance of the insurance industry in
this country, although progress has been
made both in terms of quantity (penetra-
tion) and quality (depth) over the past
decade, the clear downturn since 2019 is
worth particular mention.

Chart 3.1.5-v
Nicaragua: Insurance Industry Concentration
(Herfindahl index; CR3 index, %)
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Chart 3.1.5-w
Nicaragua: Total Ranking
(market shares, %)
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In 2021, the Nicaraguan insurance industry
maintained its structure, with just five in-
surers operating in the market. Over the
past decade, there has been a very slight
decrease in market concentration. Over the
entire 2011-2021 period, the Herfindahl
index has remained above the theoretical
threshold indicative of high levels of con-
centration. The same occurs upon analysis of
the CR3 (market participation of the top three
companies) for the Nicaraguan market,
whose industry concentration levels dropped
over the period analyzed, albeit while remain-
ing significantly high (see Chart 3.1.5-v].

In terms of the total ranking of the Nicaraguan
insurance market in 2021, as reflected in

Chart 3.1.5-w, the company América tops the
ranking with a market share of 27.5%. The fol-
lowing two positions in the ranking are occu-
pied by Assa with a market share of 24% and
Lafise with 21%. MAPFRE rounds off the rank-
ing with a market share of 8%.

Life and Non-Life rankings

In the Non-Life ranking, América once
again topped the Nicaraguan market in
2021 with a share of 28%, while second and
third places were held by Assa (23.2%) and
Lafise (20.7%]) as in the total market rank-
ing (see Chart 3.1.5-x). Finally, the ranking
of companies offering Life insurance is
topped by Assa, which, with a market share
of 27.3%, moved up two positions; América
(25%, down by 3.3% year on year) fell by
one place, and Lafise ranked third with a
market share of 22.3% (23.6% in 2020).

Chart 3.1.5-x
Nicaragua: Life and Non-Life Ranking
(market shares, %)
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They are followed by Iniser (20.3%) with
MAPFRE rounding off the list on 5.2% (up
0.6% year on year).

Key regulatory aspects

In terms of regulatory aspects in 2021 relat-
ing to the Nicaraguan insurance market, the
following regulations were issued by the
Superintendency of Banks and Other Finan-
cial Institutions, which is tasked with super-
vising insurance activity in the country:

e Law No. 1061. Amendment and Addition
to Law No. 842 on the Protection of the
Rights of Consumers and Users. Pub-
lished on February 9, 2021.

e CD-SIBOIF-1240-1-ABR06-2021 Standard
on Sanctions due to Breaches of Trans-
parency Matters and the Protection of the
Customer and/or Users of Financial Ser-
vices. Published on April 22, 2021.

e CD-SIBOIF-1240-2-ABR06-2021
Amendment Standard for Articles 1, 3, 5,
49, and 50 of the Standard on the Trans-
parency of Financial Operations. Pub-
lished on April 22, 2021.

e CD-SIBOIF-1250-1-MAY28-2021 Stan-
dard for the Care, Processing, and Com-

pensation of Claims Set Out in Insurance
Contracts. Published on July 6, 2021.

e CD-SIBOIF-1262-3-AG0S3-2021 Amend-
ment Standard for Article 6 of the Standard
on the Payment of Bonuses at Financial In-
stitutions. Published on September 3, 2021.

e CD-SIBOIF-1269-8-SEP10-2021 Stan-
dard on Imposing Penalties on Insurance
Institutions for failure to comply with De-
cree No. 15-2018, published in Gazette
No. 190 of October 3, 2018. Published on
November 22, 2021.

e CD-SIBOIF-1269-7-SEP10-2021 Stan-
dard on Imposing Penalties on Insurance
Institutions for failure to comply with De-
cree No. 15-2018, published in Gazette
No. 190 of October 3, 2018. Published on
November 22, 2021.

3.1.6 Costa Rica
Macroeconomic environment

In 2021, the Costa Rican economy grew by
7.6% in real terms (compared to the con-
traction of 4.1% the previous year), thus
surpassing pre-pandemic levels (see Chart
3.1.6-a). This improvement can be at-
tributed to the recovery of private con-

Chart 3.1.6-a
Costa Rica: Changes in Economic Growth and Inflation
(GDP in local currency, billions of colones; real growth rate, %; annual inflation rate, %)
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Chart 3.1.6-b
Costa Rica: Growth Developments in the Insurance Market
(premiums, billions of colones; annual nominal growth rates, %)
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sumption, which experienced the highest
level of growth, an increase in investment
and the positive contribution of the foreign
sector. Based on the data published by the
Central American Monetary Council, Costa
Rican public debt amounted to 78.9% of
GDP at the close of 2021 (78.7% in 2020),
and the fiscal deficit would close the year
at around -5.0%, compared to -8.0% the
previous year. Following the fiscal expan-
sion seen the previous year to counteract
the impact of the Covid-19 pandemic, the
government has implemented a series of
measures to correct the deficit, strengthen
public finances and reorganize the sustain-
ability of debt. As a result, during the sec-
ond half of the year, it arranged a new loan
with the International Monetary Fund (IMF])
for the sum of 1.78 billion dollars.

In terms of prices, inflation remained un-
der control after growing year on year by
3.3% in 2021, following the implementation
of favorable monetary policies by the cen-
tral bank to support the recovery. In this
sense, the central bank kept the reference
interest rate at 0.75% during 2021, in addi-
tion to a more relaxed position in terms of
its participation on the foreign currency
market (MONEX]), which resulted in curren-

122

cy depreciation of 6.2% compared to the
dollar. However, the upturn in inflation that
started at the end of the year and peaked at
11.48% in July has resulted in a change of
course, with a tightening of monetary poli-
cy, with the first interest rate increase in

Chart 3.1.6-c
Costa Rica: Share of Insurance
Premiums in Latin America
(%)
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Table 3.1.6
Costa Rica: Premium Volume' by Line, 2021

Millions Millions
Total 900,209.3 1,448.2 6.9 5.1
Life 147,816.1 237.8 17.8 15.8
Non-Life 752,393.2 1,210.4 5.0 3.2
Automobiles 230,618.9 371.0 1.1 -0.6
Fire and allied lines 107,815.9 173.5 /XA 2.6
A&H 169,982.9 273.5 18.8 16.8
Other lines 56,725.4 91.3 -5.3 -6.9
Transport 12,714.6 20.5 21.5 19.5
Third-Party Liability 21,1041 34.0 10.4 8.5
Credit and surety 8,205.5 13.2 -26.1 -27.4
Agriculture and livestock 212.5 0.3 -12.1 -13.6
Workplace accidents 145,013.3 233.3 2.7 1.0

Source: MAPFRE Economics (based on data from the General Superintendency of Insurance)

1/ Gross premium (direct insurance plus accepted reinsurance)

December and a further five over the course
of 2022, taking the rate to 7.5% in July.

Looking to 2022, MAPFRE Economics esti-
mates GDP growth in Costa Rica of around
3.3%, similar to the forecast made by
ECLAC. It has forecast a slowdown in eco-
nomic growth year on year, on account of
an increase in external demand.

Insurance market
Growth

Premium volume in the Costa Rican insur-
ance market climbed to 900.21 billion
colones (1.45 billion dollars) in 2021, reveal-
ing nominal growth of 6.9% and real growth
of 5.1% year on year (see Table 3.1.6 and

Chart 3.1.6-d
Costa Rica: Contribution to Insurance Market Growth
(percentage points, pp)
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Annual Contribution to growth (pp)

2011 6.2 2.4 3.8
2012 16.2 33 12.9
2013 11 3.0 8.1
2014 20.2 1.4 18.8
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2016 16.1 53 10.8
2017 14.5 1.4 13.0
2018 3.0 1.7 1.3
2019 7.9 1.2 6.7
2020 1.1 -1.0 2.0
2021 6.9 2.7 4.3
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Chart 3.1.6-e
Costa Rica: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Chart 3.1.6-b). The Costa Rican market grew
8.2% on average over the last six years after
the drop recorded in 2015 (-9.4%), when the
National Insurance Institute of Costa Rica
(the insurance company with the largest
market share) changed the way premiums
were accounted for to adapt to the applica-
ble regulations. However, these modifica-
tions make it more difficult to compare sta-
tistical data for 2015 onward with data for
previous years, both in terms of revenue
per premium and in terms of the balance
sheet and income statements.

In 2021, Life insurance premiums, which
account for 16.4% of the total, increased by
17.8% nominal (15.8% real) to 147.82 bil-
lion colones (237.8 million dollars), while
Non-Life premiums grew by 5.0% (3.2%
real) to 752.39 billion colones (1.21 billion
dollars). In 2021, there was general growth
in the Non-Life insurance sectors, only pe-
nalized by the drop in Agriculture and Live-
stock (-12.1%), Credit and Surety (-26.1%)
and Other Lines (-5.3%). The market grew
in Automobile (1.1%), Accident and Health
(18.8%), Transport (21.5%), Workplace Ac-
cidents (2.7%), Third-Party Liability (10.4%)
and Fires (4.4%).

As reflected in Chart 3.1.6-c, over the
course of the 2011-2021 period, the share

of total premiums and by Life and Non-Life
segments of the Costa Rican market com-
pared to the Latin American market has
grown, with the exception of 2015 and 2021.
Thus, the weight of total Costa Rican pre-
miums in the total for Latin America has

Chart 3.1.6-f
Costa Rica: Insurance
Market Investments
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Chart 3.1.6-g
Costa Rica: Structure of
Investments
(%)
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Source: MAPFRE Economics (based on data from the General
Superintendency of Insurance)

Chart 3.1.6-h
Costa Rica: Structure of
Investments, 2021
(%)
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Source: MAPFRE Economics
(based on data from the

Similarly, the participation of the Life in-
surance business also increased from
0.14% in 2011 to 0.37% in 2021, while the
Non-Life insurance business grew from
0.81% to 1.41% during this period.

The largest contribution to growth in the
Costa Rican insurance industry in 2021
came from the Non-Life insurance seg-
ment. As reflected in Chart 3.1.6-d, this
segment contributed 4.3 pp of the 6.9 pp of
the sector’s growth in 2021. In turn, the
contribution of Life insurance to total
growth in 2021 was 2.7 pp.

Balance sheet and shareholders' equity

Chart 3.1.6-e shows the Costa Rican insur-
ance industry’'s aggregate balance sheet
for the 2011-2021 period. Total assets in
2021 amounted to 2.76 trillion colones (4.3
billion dollars], while equity amounted to
1.3 trillion colones (2.02 billion dollars),
with growth of 9.5 pp compared to the pre-
vious year. The Costa Rican insurance in-

Chart 3.1.6-i
Costa Rica: Technical Provisions

of the Insurance Market
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Chart 3.1.6-j
Costa Rica: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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dustry maintained aggregate capitalization
levels [measured over total assets) of
around 42% over the last decade, reaching
47.0% of total assets in 2021.

Investments

Chart 3.1.6-f shows the evolution of in-
vestments, while Charts 3.1.6-g and 3.1.6-
h show the composition of the aggregate
investment portfolio by sector for the in-

surance industry over the course of the
2011-2021 period. Investment totaled 2.16
trillion colones (3.36 billion dollars) in
2021, with 86.6% concentrated in financial
instruments, 5.1% in cash and 8.3% in real
estate. Over the 2011-2021 period, invest-
ment structure for the Costa Rican insur-
ance industry did not show any major
changes, with investments in financial in-
struments prevailing over cash and cash
equivalents and real estate.

Chart 3.1.6-k
Costa Rica: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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(THOUSANDS OF COLONES)

Chart 3.1.6-1
Costa Rica: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, colones and USD; Life premiums/Total premiums, %, 2011 index=100)
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Technical provisions

Chart 3.1.6-i shows changes in the technical
provisions of the Costa Rican insurance in-
dustry between 2011 and 2021. It shows that
technical provisions amounted to 983 billion
colones (1.53 billion dollars) in 2021, com-
pared to 602 billion colones (1.18 billion dol-
lars) that they stood at a decade prior, in
2011. It is important to note that technical
provisions constituted by the Costa Rican
insurance industry saw sustained growth in
aggregate terms over the course of the
2011-2021 period, notably spiking in 2014.

Technical performance

Chart 3.1.6-j shows developments in the
Costa Rican insurance industry’s technical
performance over the 2011-2021 period.
This period notably included a surge in the
loss ratio in 2014 and 2015 when it peaked
(69.88 pp). In 2021, the loss ratio increased
by 7.56 pp to 57.45%, influenced by the pro-
cessing of coming out of the lockdown im-
posed to counteract the Covid-19 pandem-
ic. The expense ratio, however, fell by
12.4% to 39.95%. The total combined ratio
was therefore below 100% in 2021, stand-
ing at 97.4%, down by 4.8 pp compared to
the previous year.
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Results and profitability

The Costa Rican insurance industry posted
a net result of 159.47 billion colones in
2021 (257 million dollars). In turn, the fi-
nancial result remained highly satisfactory,
coming in at 24.1% of premiums, while the
technical result increased into the black,
standing at 18.09 billion colones (2.6% of
premiums). In terms of profitability, indica-
tors have shown a growing trend from 2013
onward, with the exception of the reduction
seen in 2019. As a result, return on equity
(ROE) stood at 12.8% in 2021, up 2.7 per-
centage points from 2020. Return on assets
(ROA) performed similarly, reaching 5.97%
in 2021, up 1.4 pp from the previous year
(see Chart 3.1.6-k].

Insurance penetration,
density and depth

Chart 3.1.6-l shows the main structural
trends shaping the development of the
Costa Rican insurance industry over the
2011-2021 period. The penetration index
(premiums/GDP) stood at 2.3% in 2021, the
same figure reported the previous year, up
by just 0.4 pp over the last ten years. The
penetration of insurance in the Costa Rican
market has continued to grow, although at

Chart 3.1.6-m
Costa Rica: Insurance Protection Gap
(billions of colones)
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Chart 3.1.6-n
Costa Rica: Insurance Protection Gap and Potential Market
(billions of colones)
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a slower rate and at lower absolute values
than seen on the Latin American insurance
market as a whole. In terms of insurance
density in Costa Rica (premiums per capita)
the indicator reached 174,664 colones (281
dollars), up 6.3% from 2020 (164,328
colones). Density in the Costa Rican market
(measured in local currency) has generally
shown a growing trend between 2011 and
2021, with the exception of 2015 when there
was a 10.3% dip in the market's premium
volume, which was essentially the result of

changes to the accounting treatment of
premiums, as mentioned previously in this
section of the report. The depth rate in the
Costa Rican insurance market (Life insur-
ance premiums vs. total premiums) in 2021
stood at 16.4%, 6 pp above the value
reached in 2011. It grew over the analyzed
period at a rate similar to the average indi-
cator for Latin American countries as a
whole, albeit consistently below said aver-
age.

Chart 3.1.6-0
Costa Rica: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.1.6-p
Costa Rica: Change in IPG
as a Multiple of the Actual Market
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Insurance Protection
Gap estimate

Chart 3.1.6-m provides an estimate of the
IPG for the Costa Rican insurance market
between 2011 and 2021, revealing that the
insurance gap stood at 2.27 billion colones
(3.66 billion dollars) in 2021. The structure
and performance of the IPG between 2011
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and 2021 were shaped mainly by the Life
insurance segment. At the close of 2021,
67.9% of the IPG was related to Life insur-
ance (1.54 trillion colones), 4.8 pp less than
the share recorded for this segment a
decade prior, in 2011. The remaining 32.1%
of the insurance gap was related to the
Non-Life insurance segment (729 billion
colones). The potential insurance market in
Costa Rica at the close of 2021 (estimated
as the sum of the actual market plus the
insurance gap) was therefore estimated at
3.17 trillion colones (5.11 billion US dol-
lars), 3.5 times the size of the total Costa
Rican insurance market in 2021, compared
to 3.4 times in 2020 (see Chart 3.1.6-n).

As Chart 3.1.6-0 shows, the insurance gap
measured as a multiple of the actual mar-
ket followed a stable trend for the Non-Life
segment in Costa Rica (staying at a multi-
ple around 1), while the IPG corresponding
to Life insurance shows a downward trend
for the period under analysis, going from
23.3 to 10.4 times the actual market.

Chart 3.1.6-p summarizes changes in the
IPG as a multiple of the actual market for
the Life and Non-Life segments and for the
total Costa Rican insurance market over
the last ten years, comparing the situation
in 2021 with the state of the market in 2011.
This presentation makes it clear that the

Chart 3.1.6-q
Costa Rica: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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Life insurance business has seen the big-
gest improvement in the insurance gap over
the past decade.

Lastly, Chart 3.1.6-q summarizes the Costa
Rican insurance market's capacity to close
the insurance gap. As indicated previously
in this report, this is based on a compara-
tive analysis between the growth rates ob-
served over the last ten years and the
growth rates that would be required to
close the gap determined in 2021 over the
next decade.

This analysis reveals that the Costa Rican
insurance market grew at an average an-
nual rate of 8.4% over the period under
analysis; the product of an average annual
growth rate of 13.3% in the Life insurance
segment and of 7.7% in the Non-Life seg-
ment. Were the same growth rate seen
over the last decade to continue over the
next 10 years, the growth rate of the Costa
Rican insurance market would be sufficient
to bridge the insurance gap in the Non-Life
insurance segment, although insufficient
for Life insurance by 14.3 pp.

Market Development Index (MDI)

Chart 3.1.6-r shows an estimate of the
Market Development Index (MDI) for the

Costa Rican insurance industry. As indicat-
ed previously, the MDl is used in this report
as an indicator of the general trends shap-
ing the performance and maturity of insur-
ance markets. In the particular case of the
Costa Rican insurance industry, the MDI
has shown a positive trend over the period
under analysis. However, it is important to
note that, as indicated in previous reports,
this trend could be overestimated consider-
ing the rapid growth of the Life insurance
market, which started from a very small
base in 2005. Chart 3.1.6-r therefore also
shows an adjustment to eliminate this
overestimation and present the underlying
trend in this market's performance more
accurately. After making this adjustment, it
is clear that the Costa Rican insurance
market has developed in line with the average
level seen across the markets in the region.

Joint analysis
of structural coefficients

Lastly, Chart 3.1.6-s summarizes the Costa
Rican insurance market's situation in com-
parison with the average for Latin America,
measured in terms of the various structur-
al coefficients analyzed. This data shows
that the market still remains below the av-
erage for Latin America in terms of pene-
tration and, in particular, depth, but not in

Chart 3.1.6-r
Costa Rica: Market Development Index (MDI)
(2005 index=100; annual change)
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Chart 3.1.6-s
Costa Rica: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent
to the region's average.
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terms of density and the market develop-
ment index. This relative comparison re-
veals the fledging level of development in
the Life business within the Costa Rican
market compared to the wider region,
while also showing the growth potential of
this insurance activity segment in the

country. Furthermore, the analysis of the
development of the country’s insurance
market reflected in Chart 3.1.6-s shows
that this has been balanced, both from the
perspective of quantity (increase in pene-
tration) and quality (improvement in depth)
over the course of the decade.

Chart 3.1.6-t
Costa Rica: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Costa Rica: Total Ranking
(market shares, %)
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There were 13 insurance companies operat-
ing in the Costa Rican insurance market in
2021, the same as the year before. This
market only opened up to competition in

2008 and remains highly concentrated, with
a single company (Instituto Nacional de Se-
guros [the National Insurance Institute], or
INS) accounting for a significant portion of
all premiums. Chart 3.1.6-t shows the
Herfindahl and CR5 indexes for the Costa
Rican insurance industry. As can be seen in
this information, levels of concentration are

Grafica 3.1.6-v
Costa Rica: Life and Non-Life Ranking
(market shares, %)
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still well above the theoretical threshold as-
sociated with a high degree of market con-
centration, although concentration levels
are steadily decreasing. In the medium-
term, this could lead to greater levels of
competition within the insurance market.

As regards the total ranking in 2021, the
same five groups listed in 2020 remain. The
ranking is once again topped by INS, with a
market share of 65.6%, followed quite
some distance behind by Assa (7.6%]), Pan
American Life (7.1%), Adisa (3.7%) and
MAPFRE (3.5%). Sagicor and Seguros del
Magisterio experienced the highest rises in
the ranking, moving up three and four posi-
tions, respectively. Best Meridian Insur-
ance rounds out the ranking two places
down on its position from last year, as re-
flected in Chart 3.1.6-u.

Life and Non-Life rankings

Compared to the previous year, the Non-
Life group ranking in 2021 did not see any
change in position in terms of the top three
insurance groups, and was yet again led by
INS, with a market share of 68.4%. Far be-
hind it were Assa (7.8%), Pan American Life
(7.2%), Sagicor, up four places (2.8%),
Adisa (2.8%) and MAPFRE (2.6%). Finally,
INS is also the biggest insurer in the Life
segment of the Costa Rican market, with a
share of 51.7%, followed by Seguros del
Magisterio (11.9%), passing Adisa (8.5%) in
third. MAPFRE places fourth in the ranking
(8.0%), followed by Pan American Life
(6.9%) and Assa, which drops three posi-
tions. The remainder of the ranking sees
no other changes, with all companies re-
maining in the same position as last year
(see Chart 3.1.6-v).

Key regulatory aspects

In 2021, the regulatory development
process in Costa Rica was intense, as a re-
sult of legal requirements, institutional
commitments and international trends in-
herent to the insurance industry, which re-
sulted in specific regulatory developments
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and developments applicable to the entire
financial system. In terms of the regula-
tions specific to the Costa Rican insurance
industry, the following were particularly
noteworthy in 2021:

* Accounting regulations. The necessary
regulatory changes were made to im-
plement International Financial Report-
ing Standard 17 (IFRS 17), in relation to
insurance contracts, which will come
into force worldwide in January 2023.
This also responded to the country's
commitments in relation to the account-
ing regulations of the financial sector, to
align with the International Financial
Reporting Standards in force. Against
this backdrop, as a result of the institu-
tional project to implement IFRS 17 in
the Costa Rican insurance industry, on
August 23, 2021, the National Council for
the Supervision of the Financial System
(CONASSIF) approved the necessary
amendments for the adoption of the
standard, in particular the reform of the
Financial Reporting Regulations, includ-
ing an annex in relation to the Chart of
Accounts for institutions supervised by
the General Insurance Superintendency
(SUGESE), the Regulation on the Regis-
tration of Products and the Regulation
on the Solvency of Insurance and Rein-
surance Companies. The Council ap-
proved the entry into force of these re-
forms on January 1, 2024, one year after
the international requirement, consider-
ing the time needed for supervised insti-
tutions to implement the changes. In ad-
dition to these regulatory reforms, the
Superintendent’'s Agreements in relation
to the submission of information to the
Superintendency (SGS-A-021-2013) were
amended, as were the guidelines for the
application of solvency provisions (SGS-
DES-A-021-2013) to enforce the adoption
of the standards by insurance compa-
nies. As is the case of the regulatory re-
forms, these changes will come into
force on January 1, 2024.
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e Authorization and registration. On No-
vember 22, 2021, the comprehensive
amendment of the authorization and
registration regulation for the insurance
industry was approved, previously known
as SUGESE Agreement 01-08 and here-
after as SUGESE Agreement 01-21 Reg-
ulation on Authorizations, Registrations
and Operating Requirements of Institu-
tions Supervised by SUGESE, in line with
the institutional commitments and the
commitment of CONASSIF to simplify
formalities, as well as improving and
clarifying the regulation after more than
twelve years in force and ensuring con-
sistency with subsequent legal and regu-
latory developments. The reform took
effect on November 27, 2021. In addition
to this reform, the related Superinten-
dent Resolutions were adjusted, issued
in advance, for the purposes of consis-
tency with the comprehensive reform.

Solvency regime. CONASSIF approved
amendments to different aspects of the
Regulation on the Solvency of Insurance
and Reinsurance Companies. On April
12, 2021, the methodology for defining
the capital requirement for catastrophic
risk was amended, as regards the treat-
ment of reinsurance to determine the
capital requirement of earthquake and
volcanic eruption coverage. This capital
requirement was originally approved in
October 2018, although its entry into
force was suspended until 2019, at the
request of the industry to review the
component related to reinsurance. In
2020, the suspension was maintained as
a measure for supporting the sector to
offset the economic impact of the Covid-
19 pandemic. Ultimately, the require-
ment was adjusted and came into force
in September 2021. Furthermore, the
Superintendent Resolution for the provi-
sion of information was amended with a
view to including the new figures that
must be sent to the Superintendency in
relation to this capital requirement.

Also on April 12, 2021, CONASSIF decid-
ed to permanently implement a measure
taken in 2020 for the insurance industry
to face the Covid-19 crisis, which re-
duced the limit as regards the percent-
age withheld for reinsurance, used for
the capital requirement for technical risk
in relation to general and personal in-
surance. The limit now stands at 25%.

Finally, on August 16, 2021, to correct the
handling of surety insurance in the sol-
vency regime, CONASSIF approved a
specific method for calculating the provi-
sion and the calculation of the capital
requirement for this type of insurance,
thus recognizing that surety insurance
poses a different risk for insurance com-
panies offering it. This regulatory reform
was supplemented with the update to the
agreement to send information, to adjust
the capital sufficiency index and the cap-
ital requirement on account of the tech-
nical risk of surety insurance.

Disclosure of information. On April 12,
2021, the Council approved the Regula-
tion on providing periodic information
and disclosing relevant facts governing
the obligations for providing periodic re-
porting and disclosing relevant facts re-
quired for supervised companies, pur-
suant to the provisions of the Insurance
Market Regulation Act. The issuance of
this Regulation resulted in the issuance
of three Superintendent Resolutions,
namely: (i) resolution for normalizing the
functioning of the Relevant Facts Service,
available on SUGESE's online platform to
communicate relevant facts to the Su-
perintendency and the corresponding
public; (ii) agreement to normalize the
method and content for disclosing in-
formation on the relevant roles and posi-
tions of supervised companies, and [iii)
adjustments to digital agreements and
the remittance of information, to ensure
consistency with the new rules for dis-
closing information and relevant facts.



e Financial inclusion. In relation to the Reg-
ulation on Inclusion and Access to Insur-
ance, approved by CONASSIF in August
2020, the corresponding regulations
were passed in terms of the Register of
Health Insurance Operators, in response
to Transitional Provision Il of the Regu-
lation. Following the change in the pro-
cedure for registering and updating the
operators of these insurance policies
and automation as part of a new service
offered on the SUGESE platform online,
Superintendent Resolution SGS-A-0083-
2021 was issued on General Guidelines
for the Registration of Health Insurance
Operators by Insurance Companies, dat-
ed June 24, 2021.

3.1.7 Panama
Macroeconomic environment

The Panamanian economy registered
growth of 15.3% in 2021 following the no-
table drop of 17.9% seen the previous year.
This significant recovery, although not
enough to return to pre-pandemic levels,
was underpinned by the gradual recovery
of economic activity in the country and a
favorable external environment (see Chart
3.1.7-a). Both factors contributed to higher
levels of dynamism in household consump-
tion in 2021 and the partial recovery of in-
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vestment starting in the second quarter of
the year, following the reactivation of major
infrastructure projects and new flows of
private investment. Furthermore, year-on-
year inflation in 2021 stood at around 1.6%
(average annual inflation of -1.6% in 2020),
reaching 3.5% in July 2022 (having peaked
in June at 5.2%).

According to data published by the Central
American Monetary Council, Panamanian
public debt amounted to 63.6% of GDP at
the end of 2021 (68.4% in 2020), and the
fiscal deficit would close the year at around
6.3%, compared to 9.1% the previous year.
This situation reflects the extraordinary
dedication of funds to overcoming the
Covid-19 pandemic, as well as the an-
nouncement of the New Panama Solidarity
Plan, in force until December 31, 2021. As
regards the external sector, having record-
ed a surplus in 2020 (2.0% of GDPJ, the
current account balance recorded a deficit
of 2.2% in 2021, in particular as a result of
the increased speed of imports.

MAPFRE Economics has forecast GDP
growth in Panama of around 7.0% for 2022,
similar to the rate forecast by ECLAC,
which expects the Panamanian economy to
consolidate its improvement as demand
factors (mainly consumption and private
investment) recover.

Chart 3.1.7-a
Panama: Changes in Economic Growth and Inflation
(GDP in local currency, billions of balboas; real growth rate, %; annual inflation rate, %)
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Chart 3.1.7-b
Panama: Growth Developments in the Insurance Market
(premiums, millions of balboas; annual nominal growth rates, %)
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Insurance market
Growth

In 2021, the premium volume of the Pana-
manian insurance market was 1.61 billion bal-
boas (exchange rate pegged to the US dollar).
As reflected in Table 3.1.7 and in Chart 3.1.7-

b, nominal market growth in 2021 stood at
6.2% (compared to the drop of 3.2% seen
the previous year), with real growth of 4.5%
year on year. Non-Life insurance premiums,
which account for 74.5% of the entire
Panamanian insurance market, performed
more favorably than Life premiums and
amounted to 1.2 billion balboas. Specifically,

Table 3.1.7
Panama: Premium Volume' by Line, 2021

of balboas (= USD)

Growth

Millions

Nominal (%) Real (%)

Total 1,611.2 6.2 4.5
Life 410.1 3.0 1.3
Non-Life 1,201.0 7.3 5.6
Automobiles 278.1 6.0 4.3
Health 371.3 8.7 6.9
Other lines 116.8 17.3 15.5
Surety 106.3 -12.4 -13.8
Fire and allied lines 164.8 4.6 2.9
Third-Party Liability 43.1 16.4 14.5
Transport 56.6 1.7 0.1
Technical risks 36.9 94.4 91.3
Personal Accidents 20.4 9.3 7.6
Multirisk 6.8 9.5 7.7

Source: MAPFRE Economics (based on data from the Superintendency of Insurance and Reinsurance)

1/ Underwritten premiums, direct insurance




Chart 3.1.7-c
Panama: Share of Insurance Premiums
in Latin America
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Non-Life premiums grew by 7.3% in nomi-
nal terms (5.6% in real terms), while Life
insurance premiums (25.5% of the portfo-
lio) experienced growth of 3%, to a total of
410 million balboas. In 2021, only the Sure-
ty line of business contracted, by 12.4%

THE LATIN AMERICAN INSURANCE MARKET IN 2021

year on year. Health insurance saw the
most significant growth, by 8.7%, with 371
million in premiums. Automobile, the sec-
ond-biggest segment in the Non-Life in-
surance business by weight, registered
278.1 million in premiums, experiencing
6.0% growth in nominal terms (4.3% in real
terms). Finally, the 4.6% nominal growth in
the Fire and allied lines and the growth in
the Third-Party Liability (16.4%) and Tech-
nical Risks (94.4%] lines are worth particu-
lar mention.

In relation to the Panamanian market, the
share of total premiums and by Life and
Non-Life segments compared to the Latin
American market has been positive, with
the exception of 2017, 2019 and 2021, when
the weight of both lines compared to the
corresponding markets contracted. Over
the past decade, the weight of total Pana-
manian premiums in the total for Latin
America has grown from 0.72% in 2011 to
1.08% in 2021. Likewise, the participation
of the Life insurance business also in-
creased from 0.4% in 2011 to 0.64% in
2021, while the Non-Life insurance busi-
ness grew from 0.94% to 1.4% during this
period (Chart 3.1.7-c).

Chart 3.1.7-d
Panama: Contribution to Insurance Market Growth
(percentage points, pp)
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Chart 3.1.7-e
Panama: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Source: MAPFRE Economics (based on data from the Superintendency of Insurance and Reinsurance)

As such, of the growth of 6.2% recorded by
the Panamanian insurance market in 2021,
0.8 pp were contributed by the Life insurance
segment, while the Non-Life segment made

Balance sheet and shareholders' equity

Chart 3.1.7-e shows the aggregate balance
sheet of the Panamanian insurance indus-
try over the 2011-2021 period. Total assets

Chart 3.1.7-f
Panama: Insurance

a contribution of 5.4 pp (see Chart 3.1.7-d).
Market Investments
(millions of balboas)
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Source: MAPFRE Economics (based on data from the
Superintendency of Insurance and Reinsurance)

2,500

2,000

1,500

1,000

500

2020 [

2021*

2011 [
2012 [

2015

* Estimated data with information on art.217 investments (which account for
more than 90% of total investments).

Chart 3.1.7-g
Panama: Structure
of Investments
(%)
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Chart 3.1.7-h
Panama: Structure
of Investments, 2020*
(%)

® Fixed income and equity
® Cash
Other financial investments**
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Source: MAPFRE Economics (based on data from the
Superintendency of Insurance and Reinsurance)

*Latest data available

**Includes bank deposits

Chart 3.1.7-i
Panama: Technical Provisions
of the Insurance Market
(millions of balboas)
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in 2021 came to 3.65 billion balboas, up by
3.6% year on year, while equity during the
year stood at 1.51 billion balboas (4.9 pp up
on the previous year). The Panamanian in-
surance industry’'s aggregate capitalization
levels [measured over total assets) rose
3.2 pp over the last 10 years. Since 2011
(38.1%), the indicator has grown until 2021
(41.2%), although this growth was inter-
rupted in 2013 (37.9%) and 2019 (39.2%],
when there was a significant drop in capi-
talization over total assets.

Investments

It should be noted that information in rela-
tion to investments by the Panamanian in-
surance industry for the past year has not
been included, and that the statistical in-
formation needed to analyze investments,
technical provisions and profitability were
not available prior to the date of this re-
port. However, for merely illustrative pur-
poses as regards the main trends in the

140

Panamanian market in recent years, Chart
3.1.7-f has been included (with an estima-
tion of investment for the past two years
based on the information provided by the
Insurance and Reinsurance Superinten-
dency, Article 217), as well as Charts 3.1.7-
g and 3.1.7-h, which reflect the perfor-
mance and structure of aggregate invest-
ments at a sectoral level for the 2011-2020
period, emphasizing the relative impor-
tance of equity and variable investments.

Technical provisions

Charts 3.1.7-i, 3.1.7-j and 3.1.7-k show the
performance and structure of the Pana-
manian sector’'s technical provisions be-
tween 2011 and 2020 for the purposes indi-
cated above. In this case, technical provi-
sions associated with Life insurance ac-
counted for a significant percentage: 47.5%
in 2020, the last year for which information
was made available.
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Chart 3.1.7-j
Panama: Structure
of Technical Provisions
(%)
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Chart 3.1.7-k
Panama: Structure
of Technical Provisions, 2020*
(%)
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Source: MAPFRE Economics [based on data from the
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*Latest available data

Technical performance

The aggregate combined ratio of the
Panamanian industry in 2021 deteriorated
year on year, increasing by 7.6 pp to 96.7%,

still below the threshold of 100%. This
means that 2021 has broken the trend es-
tablished in recent years as regards the
improvement in technical efficiency first
seen in 2014. In turn, the 3.2 pp improve-

Chart 3.1.7-L
Panama: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Chart 3.1.7-m
Panama: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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ment in the expense ratio, from 38.1% to
34.8% in 2021, was not enough to offset the
worsening of the loss ratio, which in-
creased by 10.8 pp to 61.9% (51.1% in
2020), dragging down the total combined
ratio of the Panamanian market. This was
undoubtedly influenced by the restoration
of economic activity following the lockdown
measures imposed to combat Covid-19
(see Chart 3.1.7-1).

Results and profitability

The net result of the insurance industry in
Panama in 2021, penalized by an increase
in the loss ratio, stood at 136.2 million bal-
boas (-25.6% year on year), underpinned by
the technical result of the sector, which
stood at 36.8 million dollars (-66.6% com-
pared to 2020) and a financial result of 99.4
million balboas (up 28.3% year on year).
The profitability indicators show a down-
ward trend from 2019 onwards, with a re-
turn on equity (ROE) dropping to 9.3% (con-
tracting by 4.1 pp compared to 2020), and a
return on assets (ROA) that stands at 3.8%,
down by 1.6 pp year on year [see Chart
3.1.7-m).

Insurance penetration,
density and depth

Chart 3.1.7-n shows the main structural
trends shaping the development of the
Panamanian insurance industry over the
2011-2021 period. The penetration index
(premiums/GDP] in 2021 stood at 2.5%, 0.3
pp lower than in 2020 and 0.5 pp lower than
in 2011. As can be seen in the aforemen-
tioned chart, the penetration index of the
Panamanian market has consistently con-
tracted since 2011, diverging from the av-
erage of the Latin American insurance
market as a whole since 2014; none-
theless, in 2020 it came close to average
values before falling back again in 2021, 0.5
pp behind the trend. Insurance density in
Panama (premiums per capita) amounted
to 370 balboas (on par with the US dollar),
representing accumulated growth of 29.7%
compared to 2011 and 4.8% the previous
year (353 balboas]. In contrast to the pene-
tration rate, density has been on an upward
trend, higher than the Latin American av-
erage of 240 dollars. Lastly, the depth of
the Panamanian market (measured as the
ratio of Life insurance premiums to total
premiums) stood at 25.5% in 2021, down by
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Chart 3.1.7-n
Panama: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, balboas; Life premiums/total premiums, %, 2011 index=100)
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Chart 3.1.7-0
Panama: Insurance Protection Gap
(millions of balboas)
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0.8 pp on the previous year and up by 3.2%
on the figure from 2011. Depth was virtually
stagnant over the last decade, at figures 19%
below those shown by the average for Latin
American insurance markets as a whole.

Insurance Protection
Gap estimate

Chart 3.1.7-0 shows an estimate of the IPG
for the Panamanian insurance market be-
tween 2011 and 2021. This data shows that
the insurance gap in 2021 stood at 3.45 bil-
lion balboas, 2.1 times the size of the actu-

al insurance market in Panama that year.
The structure and performance of the IPG
between 2011 and 2021 (as for most Latin
American insurance markets) show a dom-
inance of the Life insurance segment. At
the close of 2021, 66.3% of the IPG (66% in
2020) related to Life insurance (2.29 billion
balboas), meaning that the share of this
segment fell by 13.8 pp compared to 2011
and grew by 0.4 pp compared to the previ-
ous year. The remaining 33.6% of the IPG is
a product of the Non-Life insurance seg-
ment (1.16 billion balboas). The potential
insurance market in Panama at year-end

[ 1P

Actual market
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Chart 3.1.7-p
Panama: Insurance Protection Gap and Potential Market
(millions of balboas)
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Chart 3.1.7-q
Panama: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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2021 (the sum of the actual market plus
the IPG) was therefore estimated at 5.06
billion balboas, 3.1 times the size of the
total insurance market that year (see Chart
3.1.7-p).

Chart 3.1.7-q shows an estimate of the in-
surance gap as a multiple of the actual in-
surance market in Panama. The IPG as a

Chart 3.1.7-r
Panama: Change in IPG
as a Multiple of the Actual Market
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Source: MAPFRE Economics

multiple of the market followed an upward
trend until 2019 as a result of the expan-
sion of the IPG in the Non-Life segment,
since the indicator only went up for the Life
segment until 2015. Last year, the indicator
for both lines rose again, following the sig-
nificant drop in 2020 as a result of the eco-
nomic impact of the pandemic on the coun-
try’s insurance industry.

Chart 3.1.7-r summarizes the development
of the IPG as a multiple of the actual Life
and Non-Life markets and the Panamanian
insurance market as a whole over the last
decade. As this chart shows, the IPG as a
multiple of the actual market increased in
the Non-Life segment in the 2011-2021
period, meaning the insurance protection
gap worsened, while it went down in the
Life segment.

Finally, Chart 3.1.7-s shows the Panamanian
insurance market's capacity to close the
insurance gap. This is based on a compara-
tive analysis between the growth rates ob-
served over the last ten years and the
growth rates that would be required to close
the insurance gap determined in 2021 over
the next decade. As such, the Panamanian
insurance market grew at an average annu-
al rate of 4.3%, underpinned by an average
annual growth rate of 5.8% in the Life insur-
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Chart 3.1.7-s
Panama: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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ance segment and average annual growth
rate of 3.9% in the Non-Life insurance seg-
ment. This analysis confirms that, were the
same growth rate seen over the last decade
to continue over the next ten years, the
growth rate of the Panamanian insurance
market would fall 3.1 pp short of achieving
this objective in the Non-Life insurance
segment, while it would fall 14.9 pp short in
the Life insurance segment. This represents
a worsening of the sufficiency of both seg-
ments compared to the exercise performed
last year for the 2010-2020 period.

Market Development Index (MDI)

Chart 3.1.7-t shows an estimate of the
Market Development Index (MDI) for the
Panamanian insurance industry between
2005 and 2021. As noted throughout this
report, the MDI is used as a benchmark for
the general trends observed in the perfor-
mance and maturity of insurance markets.
In 2021, the indicator for the Panamanian
market dropped by 13 pp compared to the
previous period, returning to similar values
as those seen in 2012. The indicator fol-

Chart 3.1.7-t
Panama: Market Development Index (MDI)
(2005 index=100; annual change)
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Chart 3.1.7-u
Panama: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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* Indexes calculated as the quotient between the values of the country’s
structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent
to the region's average.
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lowed the same trend as the Latin American
insurance market average only until 2008
(although always remaining below that val-
ue), after which it clearly diverged from the
average performance seen across the wider
region. Over the past year, the same dis-
tance as seen in 2020 has been maintained
in terms of the average MDI for Latin Ameri-
ca (91.2 pp), as the index for the Panaman-
ian market has dropped to 89.2 (102.3 in
2020]), while the regional average also
dropped by 12.4 pp, to 181.0 (193.5 in 2020).

Joint analysis
of structural coefficients

Finally, Chart 3.1.7-u summarizes the
Panamanian insurance market's situation
in comparison with the average for Latin
America, measured in terms of the various
structural coefficients analyzed. In this re-
spect, it is clear that the Panamanian mar-
ket remains below the average level for all
Latin American insurance markets in rela-
tion to four of the structural indicators ana-
lyzed, the density index being the only ex-
ception. Furthermore, when analyzing the
performance of this market over the past
decade, it can be seen that although

progress has been made in terms of quality
(depth), performance has waned over the
course of the decade in terms of quantity
(penetration).

Insurance market rankings
Total ranking

A total of 23 insurance companies were
operating in Panama at the end of 2021, the
same as in previous years. While
concentration in the Panamanian insurance
industry generally declined until 2014, the
Herfindahl and CR5 indexes both show an
increase in market concentration thereafter
and until 2020, when they stabilized before
dropping slightly again.

The CR5 index (market share of the five
largest companies operating in the market)
stood at 73.9% in 2021 (76.6% for the Life
segment and 73.0% for the Non-Life seg-
ment). The Herfindahl index in 2021 re-
mained above the theoretical threshold in-
dicative of moderate levels of industry con-
centration, a parameter that the Panaman-
ian market has been exceeding since 2015
(see Chart 3.1.7-v).
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Chart 3.1.7-v
Panama: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Source: MAPFRE Economics (based on data from the Superintendency of Insurance and Reinsurance)
On the other hand, the total ranking of in- eighth, overtaking Seguros Fedpa and Ase-
surance groups in Panama in 2021 was led guradora Global, who round off the ranking

by Assa, with a market share of 23.5% with market shares of 2.3% and 2.0% each
(25.6% in 2020), followed by MAPFRE, (see Chart 3.1.7-w]).

which remains in second place with a mar-

ket share of 16.3% (16.1% in 2020), and In- Life and Non-Life rankings

ternacional, which has increased its mar-

ket share by 0.4 pp to 16.3%. The remaining As shown in Chart 3.1.7-x, in the Non-Life

companies on the list maintained their rel- ranking for 2021,

the top positions were

ative position, with the exception of World- occupied by Assa, with a market share of
wide Medical, which moved up 2 places to 23.0% (-1.9% on 2020), MAPFRE, up by 0.4

Chart 3.1.7-w
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Chart 3.1.7-x
Panama: Life and Non-Life Ranking
(market shares, %)
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pp this year to a market share of 17.8%
(17.4% in 2020) and Internacional de Se-
guros with a market share of 16.1%. The
remaining companies remain in the same
position as last year, with the exception of
Worldwide Medical and Seguros Fedpa,
which switched positions [(seventh and
eighth, respectively). Mercantil Panama
also entered the top ten Non-Life compa-
nies, up 3 positions over the past year.
General de Seguros rounded off the rank-
ing with a market share of 2.0%.

Finally, the three insurance groups that
topped the Life ranking last year remain in
the same places: Assa with a market share
of 25.0% (-2.5 pp on 2020), Internacional de
Seguros with a market share of 16.9% (15.6
% in 2020) and MAPFRE with a market
share of 12.1%. Suramericana in fourth and
Worldwide Medical in ninth, overtook Pan
American Life and Multibank, which drop to
fifth and tenth, respectively, while the re-
maining companies stay in the same position.

Key regulatory aspects

In terms of regulatory aspects relating to
the Panamanian insurance market during

2021 and the start of 2022, the following
regulations were issued by the Management
Body of the Superintendency of Insurance
and Reinsurance, which is tasked with su-
pervising insurance activity in the country:

e Resolution-001-2021, passed on January
12, 2021, regulating the concept of mi-
croinsurance.

e Resolution-001-2022, passed on July 12,
2022, amending Resolution No. 11-2013,
establishing the minimum requirements
for operating as Alternative Insurance
Sales Channels.

e Resolution-002-2022, passed on July 21,
2022, regulating the use of the simple or
certified electronic signature and digital-
ized or scanned signatures for docu-
ments related to the insurance industry.

¢ Resolution-018-2020, of March 23, 2020,
which considers pending receivable bal-
ances on net premiums earned arising
from agreements and amendments to
insurance policy terms and conditions as
Solvency Ratios, Liquidity Margins, and
Investment Balance Sheet Reserves.




e Resolution-JD-013-2021, of April 7,
2021, extending the effectiveness of Res-
olution No JD-018 of March 23, 2020, un-
til December 31, 2021.

¢ Resolution-007-2021, of September 22,
2021, creating and regulating the Poli-
cies Commission for the Approval, Re-
view and Analysis of Insurance Policies.

e Resolution-010-2021, of July 26, 2021,
suspending the procedural and adminis-
trative terms of the Department for Con-
sumer Protection and Intermediaries
indefinitely until further notice.

¢ Resolution-009-2021, of July 26, 2021,
suspending the procedural and adminis-
trative terms of the Department for In-
surance Consumer Protection and the
Department of Insurance Intermediaries
from July 12 to 16, 2021, in addition to
other provisions.

e Circular-003-2021, of January 29, 2021,
asking for information to be sent about
the increase in premiums for health col-
lectives.

e Circular-021-2021, of May 14, 2021, con-
taining the schedule for the submission
of information for calculating the Techni-
cal Reserves for 2021.

e Circular-043-2021, of February 11, 2022,
consulting the coverage of policies for
the disabled population.

Finally, the agreement of February 24, 2022
(Agreement-SSRP-SUMARSE]), is a cooper-
ation agreement entered into between
SUMARSE and the Superintendency of In-
surance and Reinsurance of Panama,
which seeks to promote cooperation with a
view to increasing the standards of sus-
tainability and human rights in the insur-
ance sector by collectively creating a volun-
tary industry protocol that encourages re-
sponsible business conduct and the impact
on the supply chain of insurers.
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3.1.8 Dominican Republic
Macroeconomic environment

In 2021, the Dominican economy grew by
12.3% in real terms (-6.7% in 2020}, sup-
ported mainly by the recovery of tourism-
related activities, surpassing pre-Covid
levels of activity. The sectors registering
the biggest increases in aggregate value, in
addition to tourism-related services (ho-
tels, bars and restaurants), were construc-
tion and mine and quarry-operating activi-
ties (see Chart 3.1.8-a). In terms of the
current account, although the increase in
exports, both of goods and travel services,
increased an impressive rate, the rise in
the price of imports was higher, meaning
that the current account deficit ended the
year at 2.0% in 2021, in line with the previ-
ous year. In terms of the situation of public
accounts, based on the information pub-
lished by the Central America Monetary
Board, in view of the more favorable do-
mestic and international economic back-
drop, the deficit dropped to -2.7%, resulting
in a reduction in debt to GDP to 62.7% in
2021, compared to 69.1% in 2022, while
foreign debt represented 58% of public
debt. The average inflation rate in 2021
rose to 8.2%, compared to 3.8% in 2020; as
a result, monetary policy has progressively
increased interest rates of the standing
expansion facility (1-day repos) to 5.00% by
December 2021. In 2022, the central bank
continued to tighten monetary policy, in-
creasing the interest rate to 8% in the
month of August.

As regards the growth forecast, MAPFRE
Economics has forecast an increase in Do-
minican GDP of 5.1% in 2022, while ECLAC
estimates that the Dominican economy will
grow by 5.3% the same year. This is forecast
to coincide with an increase in the export of
goods and an increase in revenue on
tourism-related activities and foreign flows
of investment. As regards inflation, the per-
sistent external shocks and permeability of
core inflation are negative factors.
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Chart 3.1.8-a
Dominican Republic: Changes in Economic Growth and Inflation
(GDP in local currency, billions of pesos; real growth rate, %; annual inflation rate, %)
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Insurance market of 10%, up significantly year on year (see
Table 3.1.8 and Chart 3.1.8-b). Life premi-
Growth ums grew by 22.7% in nominal terms
(13.4% in real terms) to 13.04 billion pesos
The Dominican insurance market achieved (228 million dollars). Individual Life insur-
a premium volume of 86.02 billion pesos ance increased by 4.4% to 347 million pe-
(1.51 billion dollars) in 2021, revealing sos. In turn, Group Life insurance in-
nominal growth of 19.1% and real growth creased by much more (23.3%), to 12.69
Table 3.1.8

Dominican Republic: Premium Volume' by Line, 2021

Millions Millions
of pesos of USD Nominal (%)
Total 86,020.6 1,506.5 19.1 10.0
Life 13,038.7 228.3 22.7 13.4
Individual Life 347.4 6.1 4.t -3.6
Group Life 12,691.3 222.3 23.3 13.9
Non-Life 72,981.9 1,278.1 18.4 9.4
Fire and allied lines 23,156.5 405.5 24.8 15.3
Automobiles 19,533.0 342.1 18.0 9.0
Health 21,290.8 372.9 8.9 0.6
Other lines 5,047.2 88.4 35.6 25.3
Transport 1,608.6 28.2 12.7 4.2
Surety 1,683.6 29.5 45.9 34.8
Personal Accidents 662.2 11.6 1.2 -6.5

Source: MAPFRE Economics (based on data from the Superintendency of Insurance)

1/ Net premiums collected.
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Chart 3.1.8-b
Dominican Republic: Growth Developments in the Insurance Market
(premiums, billions of pesos; annual nominal growth rates, %)
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billion pesos. As for Non-Life premiums
(which account for 84.8% of the total), they
grew by 18.4% in nominal terms and 9.4%
in real terms to 72.98 billion pesos
(1.28 billion dollars). The Health and Fires
lines of business remain the most impor-
tant Non-Life segments; Health grew by

Chart 3.1.8-c
Dominican Republic: Share of Insurance

Premiums in Latin America
(%)
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Source: MAPFRE Economics (based on data from the
Superintendency of Insurance and supervisory bodies of the region)

8.9% in nominal terms to 21.29 billion pe-
sos, and Fires, with 23.16 billion pesos of
premiums (406 million dollars), grew by
24.8% in nominal terms and 15.3% in real
terms year on year. Other lines and Trans-
port have grown, while the line increasing
the most over the past year in relative
terms was Sureties, with 45.9% nominal
growth and 34.8% in real terms.

In relation to the Dominican insurance
market, the share of total premiums and by
Life and Non-Life segments compared to
the Latin American market has been posi-
tive, with the exception of 2013, when the
weight of the Non-Life segment and all its
corresponding lines contracted. As reflected in
Chart 3.1.8-c, over the past decade, the weight
of total Dominican premiums in the total for
Latin America has grown from 0.48% in 2011
to 1.01% in 2021. Specifically, the share of the
Life segment increased from 0.18% in 2011 to
0.36% in 2021, while the Non-Life insurance
business grew from 0.69% to 1.48%.

The 19.1% growth recorded by the Domini-
can Republic insurance market in 2021 is
mainly attributable to the Non-Life insur-
ance segment, which contributed growth of
15.7 pp, while the Life segment contributed
positively to growth, although to a lesser
extent, at 3.3 pp (see Chart 3.1.8-d).
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Chart 3.1.8-d
Dominican Republic: Contribution to Insurance Market Growth
(percentage points, pp)
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Balance sheet and shareholders' equity

Chart 3.1.8-e shows the aggregate balance
sheet for the Dominican insurance indus-
try. The industry’s total assets in 2021
amounted to 101.31 billion pesos (1.77 bil-
lion dollars). Meanwhile, total equity within
the industry came to 32.61 billion pesos (569
million dollars), up 12.6 pp on the value re-
ported in 2020; these changes are in line with
those reported the previous year. It is impor-

tant to note that over the 2011-2021 period,
equity levels have consistently increased an-
nually in the Dominican insurance industry.

Aggregate capitalization levels in the in-
surance industry (measured relative to to-
tal assets] stood at values close to 30%
throughout the period, bottoming out at
28.1% in 2017 before rising to 32.2% at the
end of 2021.

Chart 3.1.8-e
Dominican Republic: Changes in the Insurance Industry’'s Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Investments
Chart 3.1.8-f
Chart 3.1.8-f shows the performance of the Dominican Republic: Insurance
. . Market Investments
aggregate investment portfolio at the sec- (billions of pesos)

tor level over the 2011-2021 period, while
Charts 3.1.8-g and 3.1.8-h show the per-
formance of the investment structure over
the period. These data show that in 2021
investments made by the Dominican insur-
ance sector amounted to 58.31 billion pe-
sos (1.02 billion dollars), focused on debt 40

and equity instruments (73.2%) and a rela-
tively smaller proportion to real estate
(8.9%) and cash and cash equivalents
(6.2%). In the analysis of the performance 20

of the aggregate investment portfolio, it is

worth noting the change in the weight of

real estate investments, which has steadily

declined since 2011 (when it represented

15.8% of the portfolio) to reach 8.9% at the 2z 8
end of 2021, amounting to 5.21 billion pe- oo
sos, compared to 5.54 billion pesos in 2020,

which represents a 6.0% drop year on year. gouere:tMA:FRE Efclonomics [ll)ased on data from the
Other financial investments also increased spermendeney o nEEnee

1.0 pp to 6.78 billion pesos in 2021, virtually

tripling the 2011-2021 average.
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Chart 3.1.8-g Chart 3.1.8-h
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Technical provisions

Chart 3.1.8-i shows the performance of
technical provisions within the Dominican
insurance market, while Charts 3.1.8-j and
3.1.8-k show the changes in the relative
composition of said provisions over the
2011-2021 period. Technical provisions
amounted to 38.28 billion pesos (668 mil-
lion dollars) in 2021; 11.1% corresponded
to mathematical provisions and outstand-
ing risks for personal insurance, 23.5% to
the provision for unearned premiums and
outstanding risks for Non-Life insurance,
54.9% to the provision for outstanding
claims, 2.0% to the provision for cat-
astrophic risks, and the remaining 8.5% to
other technical provisions. Also noteworthy
is the decreased weight of provisions for
Life insurance over the 2011-2021 period
(Chart 3.1.8-j), falling from 12.0% of total
technical provisions in 2011 to 11.1% at the
end of 2021.

Chart 3.1.8-i

Dominican Republic: Technical Provisions

of the Insurance Market
(billions of pesos)
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Source: MAPFRE Economics (based on data from the
Superintendency of Insurance)

Chart 3.1.8-j
Dominican Republic: Structure
of Technical Provisions
(%)
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Chart 3.1.8-k
Dominican Republic: Structure
of Technical Provisions, 2021
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Chart 3.1.8-1
Dominican Republic: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Technical performance been an essential factor in explaining the
performance of the loss ratio, while the ex-
Chart 3.1.8-1 shows the performance of the pense ratio improved slightly, by 0.9%, to

aggregate combined ratio for the Dominican 38.8%.

insurance industry as a whole over the 2011-

2021 period. This data shows that the techni- Results and profitability

cal indicator dropped by 6.0 pp in 2021, main-

ly due to the increase in the loss ratio (6.9 pp) The Dominican insurance industry posted a
to 58.8%. As has been the case in most mar- consolidated result of 6.74 billion pesos
kets analyzed, the economic recovery (118 million dollars) in 2021, down 23.6%
process after the lockdown measures em- year on year. This data is supported by the

ployed to control the Covid-19 pandemic has technical result over earned premium,

Chart 3.1.8-m
Dominican Republic: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)

B Technical result [ Financial result M ROE (left) — ROA (right)

16% 40% 12%

12% I
8%
4% I I I

30%

20%

10% I I
-4% 0% _

8%

4%
0%

0%

- N ® 8% 1 VW N~ © o O — N ® 8 1 Vv N ®©® o O @«
S o o o o 5 o o o o 8 S &5 o 5 o 5 5 o o & 8
8§ &« & &§ & &« & § & & & & &8 8 8 8 &8 R R &8 8 R

Source: MAPFRE Economics (based on data from the Superintendency of Insurance)




THE LATIN AMERICAN INSURANCE MARKET IN 2021

(PESOS)

Chart 3.1.8-n
Dominican Republic: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, pesos and USD; Life premiums/total premiums, %; 2011 index=100)
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which was down by 6.0 pp year on year,
standing at 2.42 as a result of the deterio-
ration of the loss ratio. With regard to
earned premiums, the financial result grew
by 1.18 pp more than in 2020, to reach 7.92
(see Chart 3.1.8-m). Thus, return on equity
(ROE) stood at 21.9% in 2021, up by 11.4 pp
compared to the previous year. Likewise,
return on assets (ROA) reached 7.0% in
2021 (up by 3.4 pp on 2020).

Insurance penetration,
density and depth

The main structural trends in the perfor-
mance of the Dominican insurance industry
between 2011 and 2021 can be consulted in
Chart 3.1.8-n. The penetration index (pre-
miums/GDP), which had been in decline
between 2011 (1.2%) and 2015 (1.1%)],
started to gradually grow from then on,
reaching 1.6% in 2021, practically un-
changed compared to 2020. As reflected in
Chart 3.1.8-n, the penetration index of the
Dominican Republic's insurance market, in
general, has shown a slightly upward trend
since 2016, although remaining well below
the absolute average values of the region,
which stood at 3.0% in 2021. Insurance
density (premiums per capita) stood at
7,737 pesos (136 dollars), 17.8 pp higher
than in 2020 (6,568 pesos). Density (mea-
sured in local currency) followed an up-
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ward trend over the period under analysis
in the Dominican market, registering cu-
mulative growth of 185.6% between 2011
and 2021. Lastly, the depth index in the
Dominican insurance market (Life insur-
ance premiums in relation to total premi-
ums) stood at 15.2% (14.7% in 2020), 0.5 pp
more than in the previous year and 0.4 pp
higher than in 2011. Although depth in the
Dominican market grew practically in step
with the market trends for Latin America
as a whole, its absolute levels were 27.4%
pp below the regional average in 2021.

Insurance Protection
Gap estimate

Chart 3.1.8-0 shows an estimate of the IPG
for the Dominican Republic insurance mar-
ket between 2011 and 2021. The insurance
gap stood at 344.09 billion pesos (6.03 bil-
lion dollars) in 2021, 4 times the size of the
Dominican insurance market at the close of
that year. The structure and performance of
the IPG over the period under analysis have
been mainly shaped by the Life insurance
segment. At year-end 2021, 62.8% of the IPG
corresponded to Life insurance (216.23 bil-
lion pesos), down 3.4 pp from the participa-
tion seen in that segment in 2011 and 1.4 pp
down own the previous year. The remaining
37.2% of the insurance gap can be explained
by the contribution of the Non-Life insur-

Chart 3.1.8-0
Dominican Republic: Insurance Protection Gap
(billions of pesos)
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Chart 3.1.8-p
Dominican Republic: Insurance Protection Gap and Potential Market
(billions of pesos)
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ance segment (127.73 billion pesos). Ac-
cordingly, the potential insurance market in
the Dominican Republic at the close of 2021
(calculated as the sum of the actual market
plus the IPG) was estimated at 430.11 billion
pesos (7.53 billion dollars), 5 times the size
of the total insurance market that year (see
Chart 3.1.8-p).

Chart 3.1.8-q shows an estimate of the IPG
as a multiple of the actual insurance market
in the Dominican Republic between 2011
and 2021. The insurance gap as a multiple of

the market grew up until 2015, as a result
of the performance of the Non-Life seg-
ment, at which time the trend was re-
versed, with both the Non-Life and Life
segments showing a sustained drop. The
IPG as a multiple of the total market went
from 5.7 to 4.0 times in that period, drop-
ping notably during the 2016-2019 period.
In the Life insurance segment, the indicator
clearly decreased between 2011 and 2021,
going from 25.6 to 16.6 times, while the ac-
cumulated decrease in the Non-Life busi-
ness was not as pronounced during the pe-
riod (2.3 times to 1.8 in the last decade).

Chart 3.1.8-q
Dominican Republic: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.1.8-r
Dominican Republic: Change in IPG
as a Multiple of the Actual Market
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To complete this analysis, Chart 3.1.8-r
shows changes in the IPG as a multiple of the
actual market for the Life and Non-Life seg-
ments and for the total Dominican insurance
market over the last decade. Said chart
shows that both lines of business narrowed
the gap as a multiple of the market, although
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the insurance gap continued to be notably
larger than in the case of Life insurance.

Chart 3.1.8-s shows a summary of the Do-
minican insurance market's capacity to
close the insurance gap, based on a com-
parative analysis between the growth rates
observed over the last ten years and the
growth rates that would be required to close
the gap determined in 2021 over the coming
decade. As we can see, the Dominican in-
surance market registered average annual
growth of 12.4% over the 2011-2021 period,
comprising an annual growth rate of 12.7%
for the Life insurance segment and 12.3%
for Non-Life insurance. Were the same
growth rate seen over the last decade to
continue over the next ten years, the growth
rate of the Dominican insurance market
would fall short of this objective only in the
Life insurance segment (short 20.5 pp),
compared to a shortfall of 21.1 pp in 2020.

Market Development Index (MDI)

Chart 3.1.8-t shows an estimate of the Mar-
ket Development Index (MDI) for the Do-
minican insurance industry. In this case, the
MDI (an indicator used in this report to ana-
lyze the overall trend in development and
maturity of the insurance market) showed a

Chart 3.1.8-s
Dominican Republic: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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Chart 3.1.8-t
Dominican Republic: Market Development Index (MDI)
(2005 index=100; annual change)

= Dominican Republic

= = LATAM average

200
-
L4 .
PR .
180 ‘ 4
]
160
140
120
100
80
D O OO O — N MNIWWVWN 0o O —
O O O O O v  — +— — — — — — — N N
S O o o OO0 000000 oo o
AN AN AN AN N N N N N N N N N N N N «~N

Source: MAPFRE Economics

Annual change in the MDI

2011-12 R
2012-13 KK
2013-14 -4.c [N
2014-15 s s
2015-16 . 102
2016-17 s es
2017-18 2
2018-19 s
2019-20 I 36
2020-21 2.
-10 5 0 5 10 15

positive trend throughout the 2011-2021
period, but it was insufficient to converge
with the average performance of the insur-
ance markets in Latin America during the
period, standing 40 points below in 2021 and
with a spread that increased until 2016 and
has dropped since then.

Joint analysis
of structural coefficients

Lastly, Chart 3.1.8-u summarizes the Do-
minican insurance market's situation in
comparison with the average for Latin
America, measured in terms of the various
structural coefficients analyzed. In this

Chart 3.1.8-u
Dominican Republic: Comparative Structural Coefficient Index*
vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)

Below LATAM

average 2021

Penetration Density
15 1.0 0.
Depth MDI
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* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent
to the region’s average.
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Chart 3.1.8-v
Dominican Republic: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Source: MAPFRE Economics (based on data from the Superintendency of Insurance)

sense, all the country’s indicators are be-
low the average for Latin America, espe-
cially in terms of depth, penetration and
density, although it is true that the latter is
narrowing the distance with the regional
average. This situation indicates that the
level of development of the Dominican
market is still fledging compared to the av-

erage for the region as a whole. Likewise,
the ten-year analysis of the development of
the Dominican insurance market has made
some aggregate progress in terms of quan-
tity (penetration) and quality (depth), al-
though there have been setbacks during the
period.

Chart 3.1.8-w
Dominican Republic: Total Ranking
(market shares, %)
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Chart 3.1.8-x
Dominican Republic: Life and Non-Life Ranking
(market shares, %)
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Insurance market rankings
Total ranking

In 2021, the same 38 insurers were present
in the Dominican market as in the previous
year. The market has a high level of concen-
tration. Between 2011 and 2017, there was a
decrease in concentration before stagnating
since then. The Herfindahl index (1,227 in
2021) decreased over the past year, al-
though it has remained above the threshold
indicating moderate concentration. In the
case of the CR5 index, the indicator also fell
in 2021 (72.4%) and is lower than in the pre-
vious two years (see Chart 3.1.8-v].

The 10 largest insurers operating in the Do-
minican Republic in the total ranking is prac-
tically the same as the previous year, with
slight changes in position toward the bottom
of the board, where Seguros Crecer (seventh
in the ranking) has passed Worldwide and
General de Seguros. At the top of the rank-
ing, the top six companies remain unchanged
year on year. Seguros Universal led the rank-
ing with 21.7% of premiums (22.6% in 2020),
followed by Humano Seguros (15.7%), Se-
guros Reservas (which gained 0.8% market

share, reaching 15%), and MAPFRE (with a
market share of 11.2%) remaining in fourth
place (see Chart 3.1.8-w).

Life and Non-Life rankings

Given the relative weight maintained by Non-
Life insurance within the total Dominican
market, the ranking for this segment is very
similar to the total ranking (see Chart 3.1.8-
x). The insurance companies topping the ta-
ble for the Non-Life segment in 2021 are ex-
actly the same as in the previous year and
there has been no change in their relative
positions. The ranking continues to be led by
Seguros Universal with 21.6% (-0.8 pp year
on year), Humano Seguros with 18% (-0.5 pp)
and Seguro Reservas with 14.2% (+1.2 pp).
Seguros Universal remains at the top of the
Life ranking with 22.1% of the market's pre-
miums (-1.8 pp year on year), followed by Se-
guros Reservas (19.5%), Seguros Crecer with
a market share of 19.3% (+7.6 pp) and
MAPFRE with a market share of 15.7%.
There are practically no changes in the rest
of the ranking, with the exception of Cuna
Mutual and Humano Seguros, which
switched positions [(sixth and seventh, re-
spectively).




Key regulatory aspects

In terms of the most relevant regulatory as-
pects in the Dominican market, the following
provisions issued in 2020, both in terms of
legislation and of prudential regulations by
the Superintendency of Insurance, responsi-
ble for regulating and supervising the market
in the country, must be noted:

¢ Resolution 02-2021, creating the Techni-
cal Commission to appraise assets and
liabilities of companies in liquidation.

e Resolution 01-2021, creating the Superin-
tendency of Insurance User Care Center.

e Circular 6 of March 3, 2020, establishing
March 30 of each year as the deadline to
update and file the Companies Registry cer-
tificate.

e Circular 8 of March 20, 2020, setting out
the Covid-19 protocol.

e Circular 31 of October 6, 2020, on the re-
quirement to implement the monitoring
and handling system for license numbers
assigned to insurance companies and in-
surance and reinsurance intermediaries.

e Circular 36 of November 4, 2020, estab-
lishing information requirements with
commissions paid to intermediaries.

e Circular 2405 of December 28, 2020, in
relation to the requirement for affidavits
to be sent for collected premiums and the
corresponding payment receipts.

e Circular No. 3-2021, establishing a re-
minder about the prior insurance ap-
proval needed from the Superintendency
for Insurance in order for insurance com-
panies to sell new plans and/or services.

e External Circular No. 05-2021, on the Na-
tional Risk Assessment (ENR-2015- 2020)
in relation to money laundering and ter-
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rorist financing, to measure weaknesses and
threats.

e Circular No. 6, on quality of information of
April 27, 2021, in terms of the obligation
to carry a certificate or tag issued by the
insurer with the insured vehicle’s details.

3.1.9 Puerto Rico
Macroeconomic environment

The Puerto Rican economy recorded
growth of 1.0% in real terms in 2021. This
contribution, although positive and revers-
ing the trend seen for the majority of the
past decade, is not enough to recover the
ground lost during the recession in which
Puerto Rico has been immersed for several
years (see Chart 3.1.9-a). By components,
worth particular mention is the positive
performance of private consumption, the
biggest factor of aggregate demand, fol-
lowing the significant contraction recorded
in 2020, in addition to investment in con-
struction. In turn, the island economy ben-
efited from the additional impact of the
federal funds approved as part of the Puer-
to Rico Fiscal Agency and Financial Adviso-
ry (AAFF) plan, in the form of fiscal mea-
sures and structural reforms. In terms of
the job market, according to data from the
Puerto Rican Department of Labor, the to-
tal number of people in employment in De-
cember 2021, adjusted seasonally, came to
1,018,000, up by 61,000 on December 2020
(957,000), recovering and even bettering
pre-pandemic levels. The inflation rate
grew again during 2021, recording year-on-
year growth of 4.2% during December
compared to -0.1% the previous year (2.8%
compared to -0.5% on average the previous
year).

As a result, the International Monetary
Fund (FMI]) has forecast GDP growth for
Puerto Rico of around 4.8% in 2022, while a
recent estimate by the Board of Financial
Supervision and Administration for Puerto
Rico (JSAF) put economic growth for this
year at 5.2%.
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Chart 3.1.9-a
Puerto Rico: Changes in Economic Growth and Inflation
(GDP in local currency, billions of USD; real growth rate, %; annual inflation rate, %)
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Insurance market
Growth

As shown in Chart 3.1.9-b and Table 3.1.9,
the Puerto Rican insurance market grew by
9.8% in nominal terms in 2021 (7.3% in real
terms) to reach an estimated 17.65 billion
dollars in premium volume, compared to
the 12.3% nominal growth seen in 202016.
In 2021, Life insurance premiums (repre-
senting 9.8% of the market) grew by 20.6%
in nominal terms (17.9% in real terms).

Meanwhile, Non-Life premiums increased
by 8.7% in nominal terms, which translates
into 6.3% growth in real terms. Health ac-
counted for 83.1% of the Non-Life insur-
ance segment and grew by 6.3% in real
terms (8.8% in nominal terms) in 2021; the
other Non-Life modalities, except Fires,
experienced moderate growth both in ab-
solute and relative terms.

The Puerto Rican insurance market (the
third biggest in Latin America and the sixth
biggest Life market) has performed very

Table 3.1.9
Puerto Rico: Premium Volume' by Line, 2021

IIIIIIIIIIIIIIIIIIIIIIIl!IIIIIIIIIIIIIIIIIIIIII

Milions
of USD Nominal (%) Real (%)
9.8 7.3

Total 17,651.0

Life 1,730.9 20.6 17.9

Non-Life 15,920.0 8.7 6.3
Health 13,231.3 8.8 6.3
Automobiles 898.1 13.1 10.5
Third-Party Liability 323.5 15.4 12.8
Fire and allied lines 294.7 1.9 -0.5
Transport 131.9 4.4 2.0
Other lines 1,040.4 5.5 3.1

Source: MAPFRE Economics (based on data from the Insurance Commissioner's Office

and the National Association of Insurance Commissioners, NAIC)
1/ Written premiums, direct insurance
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Chart 3.1.9-b
Puerto Rico: Growth Developments in the Insurance Market
(premiums, millions of USD; annual nominal growth rates, %)
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positively in terms of its share of total pre-
miums and by Life and Non-Life segments.
Despite the fact that during the 2011-2014
period (in particular in the Non-Life seg-
ment), its weight in relation to the overall
Latin American market decreased, since
2015 it has shown an upward trend. The
weight of total Puerto Rican premiums in
the total for Latin America grew from 7.6%
in 2011 to 11.8% in 2021. Specifically, the
share of the Life insurance business also
increased from 1.5% in 2011 to 2.7% in
2021, while the Non-Life insurance busi-
ness grew from 11.7% to 18.5% during this
period, representing growth of 4.2 pp and
6.8 pp for the total and Non-Life respec-
tively (see Chart 3.1.9-c].

On the other hand, and as reflected in
Chart 3.1.9-d, the 9.8% growth of the Puer-
to Rican insurance market seen in 2021
was mainly attributable to the contribution
of the Non-Life insurance segment, which
provided 8.0 pp of the total and, to a lesser
extent, the Life insurance segment, which
contributed 1.8 pp.

Balance sheet and shareholders' equity
Chart 3.1.9-e shows the performance of the

aggregate balance sheet for insurance

166

companies domiciled in Puerto Rico over
the 2011-2021 period. Total estimated as-
sets in the insurance industry amounted to
12.44 billion dollars in 2021, while equity
amounted to 3.72 billion dollars, 15.4 pp
higher than the previous year. Aggregate

Chart 3.1.9-c
Puerto Rico: Share of Insurance
Premiums in Latin America
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Source: MAPFRE Economics (based on data from the Insurance
Commissioner’s Office and the National Association of Insurance
Commissioners, NAIC, and supervisory bodies of the region)
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Chart 3.1.9-d
Puerto Rico: Contribution to Insurance Market Growth
(percentage points, pp)
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capitalization levels for insurance compa-
nies operating in this country (measured
over total assets] were above 30% until
2016. They peaked in 2012 at 35.3% and fell
subsequently, reaching 29.9% in 2021.

Investment and technical provisions

Chart 3.1.9-f shows the performance of the
aggregate investment portfolio at the sec-

tor level for insurance companies in Puerto
Rico over the 2011-2021 period. It can be
seen that, in 2021, the total portfolio
amounted to 9.55 billion dollars, up 8% on
the previous year. Meanwhile, Chart 3.1.9-g
shows changes in technical provisions at
sector level over the period under analysis.
Provisions came to 5.01 billion dollars in
2021, up by 5.4% year on year (4.75 billion
dollars). It should be noted that is not pos-

Chart 3.1.9-e
Puerto Rico: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Chart 3.1.9-f
Puerto Rico: Insurance
Market Investments
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sible on the basis of available data to pro-
vide a more detailed disaggregation of the
composition of both investment and techni-
cal provisions.

Results and profitability

The consolidated result for all insurance
companies operating in Puerto Rico in 2021
was 480.4 million dollars, 8.9% down on
the previous year. Turning to profitability
parameters in the market, the industry
achieved return on equity (ROE) of 13.8% in
2021, down by 3.2 pp on 2020. The same
holds true for return on assets [(ROA),
which reached 4.1% in 2021, down by 0.9
pp on 2020. The performance of both indi-
cators returned the profitability growth
trend for the Puerto Rican insurance in-
dustry to the levels seen in 2012 (see Chart
3.1.9-hl.

Insurance penetration,
density and depth

Chart 3.1.9-i shows the main structural
trends shaping the development of the

Puerto Rican insurance industry over the
2011-2021 period. First, the penetration
index (premiums/GDP) stood at 16.5% in
2021, 1 pp higher than the previous year

Chart 3.1.9-h
Puerto Rico: Profitability
(%; ROE, %; ROA, %)
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(UsD)

Chart 3.1.9-i
Puerto Rico: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, USD; Life insurance premiums/total premiums, %, 2011 index=100)
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and 5.5 pp higher than in 2011. It is the
highest indicator value to be found in all of
Latin America and is largely because pre-
mium volumes in this segment include
Health insurance for the poorest groups of
society, which is managed by the insurance
industry but covered by government bud-
gets. Insurance density in Puerto Rico
(premiums per capita) came to 5,421 dol-
lars (also the highest in the region], up by
10.3% from the previous year (4,914 dol-
lars). As with penetration, density has con-
tinued to grow over the period under analy-
sis, with cumulative growth of 81.0% over
the 2011-2021 period, strongly influenced
by the behavior of the Health insurance
line. The depth index of the Puerto Rican
market (measured as the ratio between
Life insurance premiums and total premi-
ums) stood at 9.8%, 0.9 pp higher than in
2020 and just 1.7 pp higher than in 2011. In
contrast to the penetration and density in-
dicators, the depth of the Puerto Rican in-
surance market grew well below (-32.7%)
the trend for the wider Latin American
market.

Insurance Protection
Gap estimate

Chart 3.1.9-j shows an estimate of the IPG
for the Puerto Rican insurance market be-
tween 2011 and 2021. It shows that the in-
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surance gap amounted to 2.79 billion dol-
lars in 2020, some 0.2 times the size of the
actual insurance market in Puerto Rico at
the end of that year. The structure and per-
formance of the insurance gap over the pe-
riod analyzed are largely attributable to the
Life insurance segment, given the relative
size of the Non-Life insurance segment
(dominated by growth in Health insurance).
As such, the IPG was largely a product of the
Life insurance segment at the close of 2021.
Accordingly, the potential insurance market
in Puerto Rico at the close of 2021 (the sum
of the actual market plus the IPG] is esti-
mated at 20.44 billion US dollars, 1.2 times
the size of the total insurance market that
year (see Chart 3.1.9-k).

Chart 3.1.9-1 shows an estimate of the IPG
as a multiple of the actual market in Puerto
Rico. It can be seen in this analysis that the
insurance gap multiple, which is concen-
trated in the Life insurance segment, has
continually declined over the 2011-2021
period, falling from 4.3 to 1.6 times. Chart
3.1.9-m supplements this analysis by
showing the changes in the IPG as a multi-
ple of the actual market for the Life and
Non-Life segments and for the total Puerto
Rican insurance market over the last ten
years, comparing the situation in 2021 with
that of 2011. As we can see, there has been
an improvement in the insurance gap,

Chart 3.1.9-j
Puerto Rico: Insurance Protection Gap
(millions of USD)
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Chart 3.1.9-k
Puerto Rico: Insurance Protection Gap and Potential Market
(millions of USD)
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mainly in the Life segment, while the gap in
Non-Life insurance is practically zero.

Lastly, Chart 3.1.9-n shows the Puerto Rican
insurance market's capacity to close the in-
surance gap, based on a comparative analy-
sis between the growth rates observed over
the last ten years and the growth rates that
would be required to close the gap deter-
mined in 2021 over the coming ten years. In
line with the above, the Puerto Rican in-
surance market grew at an average annual
rate of 4.8% over the past decade, under-

pinned by an annual growth rate of 6.8% in
the Life insurance segment and 4.6% in the
Non-Life insurance segment. Thus, were
the same growth rate seen over the last
decade to continue over the next ten years,
the growth rate of the Puerto Rican insur-
ance market would fall 3.3 pp short of
achieving this objective in the Life insur-
ance segment, which accounts for the bulk
of the IPG in this insurance industry. This
insufficiency has decreased by 2.0 pp from
the measurement taken in 2020 (when it
stood at -5.3 pp).

Chart 3.1.9-1
Puerto Rico: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.1.9-m
Puerto Rico: Change in IPG
as a Multiple of the Actual Market
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Market Development Index (MDI)

In the case of the insurance industry in Puer-
to Rico, the Market Development Index (MDI)
is shown in Chart 3.1.9-0. As can be seen, the
MDI shows a positive trend from 2011 on-
ward, in line with the average development of
the Latin American insurance market, and
above this trend in the past two years.
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Joint analysis
of structural coefficients

Lastly, Chart 3.1.9-p summarizes the Puer-
to Rican insurance market's situation in
comparison with the average for Latin
America, measured in terms of the various
structural indicators analyzed. This shows
that, with the exception of the depth indica-
tor (due to the insufficient relative devel-
opment of the Life insurance segment in
the Puerto Rican market), all other indica-
tors, especially those for penetration and
density, are well above the average for
Latin America. This is attributable to the
above-mentioned high level of develop-
ment of private health insurance in Puerto
Rico. Furthermore, analyzing the perfor-
mance of the Puerto Rican insurance in-
dustry, there has been a balanced trend
over the past decade, with improvements in
quantity (penetration) and quality (depth],
despite setbacks in 2015 and 2019.

Insurance market rankings
Total ranking

In 2021, there was an increase in the num-
ber of companies authorized to offer insur-
ance services in Puerto Rico and in several
lines of business. At the end of the year,
the Puerto Rican market had 110 life and

Chart 3.1.9-n
Puerto Rico: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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Chart 3.1.9-0
Puerto Rico: Market Development Index (MDI)
(2005 index=100; annual change)
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disability insurers (3 more than in 2020),
210 property and contingency insurers (3
more than in 2020), 42 reinsurers (2 more
than in 2020) and 13 health service organi-
zations. The indexes that measure market
concentration (see Chart 3.1.9-q) show
stagnation between 2011 and 2018, at
which point they start to rebound up until
2021, with this being the first year where
the industry concentration measured using

the Herfindahl index has surpassed the
theoretical threshold that measures mod-
erate concentration. However, there has
been a notable spike in concentration in the
Non-Life insurance segment, only inter-
rupted in 2015 and 2020.

In the total ranking, the top three positions
are occupied by Innovacare (23.5%), which
overtakes Triple-S (23.5%), although with

Below LATAM
average 2021
Penetration Density
30 20 10
Depth MDI

Source: MAPFRE Economics

* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent
to the region's average.

Chart 3.1.9-p
Puerto Rico: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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Chart 3.1.9-q
Puerto Rico: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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practically the same premium volume, and
MCS (14.2%), whose market shares are a
long way ahead of the other participants in
the market. Worth particular mention is
the rise of Plan de Salud Menonita to sixth
place (tenth the previous year), as well as
the one-place drop of Humana and Coop-
erativa de Seguros. Multinational rounds

out the ranking to the detriment of Molina
Health, which slips out of the top ten (see
Chart 3.1.9-r).

Life and Non-Life rankings

Given the relative weight of the Health
segment in Puerto Rico, the total and Non-

Innovacare

Triple-S

First Medical Health Plan
I 5.3%

Universal
Plan de Salud Menonita T 2.9%
Humana I 2.6%
Cooperativa de Seguros I 2.4%
MAPFRE T 2.2%
Multinational - 1.8%
0% 5%

W 2021

Chart 3.1.9-r
Puerto Rico: Total Ranking
(market shares, %)
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I 7.9%
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Source: MAPFRE Economics (con datos de la National Association of Insurance Commissioners, NAIC)
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Life rankings are therefore very similar.
The Non-Life ranking was thus headed for
the second year by Innovacare, with 26.1%
of premiums. Triple-S took second with a
market share of 25.1%, while MCS took
third with 15.8% of this segment’'s market
share (see Chart 3.1.9-s). However, if the
Non-Life ranking is analyzed without the
Health business, i.e., considering only the
other lines of business, this ranking would
be led by Universal, with 14.9% of the
market, followed by MAPFRE in second
(11.4%) and Cooperativa de Seguros in
third with 10.8% (see Chart 3.1.9-t). As
regards the ranking for the Life insurance
segment, the top three positions are held
by Universal Life with a share of 21.1% of
premiums, followed by Trans Oceanic with
an 11.4% market share and Lincoln
Financial in third place with a market share
of 8.8%.

Key regulatory aspects

As regards the main legal developments in
terms of insurance in 2021 and the regula-
tory developments issued by the Puerto
Rico Office of the Commissioner of Insur-
ance, the following is worth particular note:

e Law No 69-2021, amending Section 6 of Ar-
ticle VI of Law 72-1993, better known as the
“Puerto Rico Health Insurance Administra-
tion Act” (ASES), to include medical-para-
medical emergency technicians (TEM-P) as
a health professional authorized to provide
healthcare services in the homes of benefi-
ciaries who require the use of an artificial
ventilator to remain alive; amending para-
graph (5) of Article 19,030 of Law No. 77 of
June 19, 1957, known as the “Puerto Rico
Insurance Code,” to include medical-para-
medical emergency technicians (TEM-P) as
a health professional authorized to provide
healthcare services in the homes of benefi-
ciaries who require the use of an artificial
ventilator to remain alive; adding paragraph
13 to Article 13 of Law 310-2002, known as
the “Puerto Rico Board of Examiners of the
Emergency Medical Technicians Act”; and
for other related purposes.

e Law No. 75-2021, amending Article 3.070,
paragraph (1) (k] and adding a new para-
graph (2) and (3) to Article 40,180, adding
paragraph (2) to Article 40,210, adding
paragraph (4] to Article 40,230, and adding
paragraph (1) (d) to Article 40,250 of Law
No. 77 of June 19, 1957, known as the

Chart 3.1.9-s
Puerto Rico: Life and Non-Life Ranking
(market shares, %)
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Chart 3.1.9-t
Puerto Rico: Non-Life Ranking
(without Health)
(market shares, %)
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“Puerto Rico Insurance Code,” establishing
that insurance companies duly authorized
to undertake insurance businesses in
Puerto Rico may become members of a
Federal Home Loan Bank (FHLB) and, as
such, may participate in the activities that
FHLB members are allowed to perform.

e Law No. 77-2021, amending paragraph (v)
of Article 41,050 of Law No. 77 of June 19,
1957, known as the “Puerto Rico Insur-
ance Code,” with a view to including
health professionals who provide services
to the Corporation of the Cardiovascular
Center of Puerto Rico and the Caribbean
within the limits of legal liability to which
the Commonwealth of Puerto Rico is sub-
ject pursuant to Law 104 of June 29, 1955,
known as the “Claims and Suits against
the Commonwealth Act.”

e Law No. 83-2021, amending Article 62 of
Law 129-2020, known as the “Puerto Rico
Condominium Act,” establishing that the
Homeowners Association may take out
policies against risks to insure the origi-
nal private elements of apartments; al-
lowing homeowners to take out individual
policies against risks to insure their pri-
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vate property and private possessions;
instructing the Puerto Rico Insurance
Commissioner’s Office to amend any reg-
ulation or charter that is inconsistent with
this law; and for other purposes.

3.2 South America

3.2.1 Colombia
Macroeconomic environment

In 2021, the Colombian economy ended the
year with growth of 10.6% (compared to the
contraction of 7.0% in 2020), as a result of the
increased dynamism of demand, supported
by the sustained consumption of households
and an upturn in investment (see Chart 3.2.1-
al. Furthermore, the progress with Covid-19
vaccination campaigns, the progressive eas-
ing of mobility restrictions, government pro-
grams to alleviate the effects of the pandem-
ic and the economic reactivation strategy,
enhanced with the approval of the Social In-
vestment Law, contributed to the upturn in
economic activity and saw levels of activity
return to pre-pandemic levels by July 2021.
Trade, industry and healthcare and welfare
activities led this growth, with job market in-
dicators also improving (the unemployment
rate stood at 13.4% in 2021 compared to
15.1% in 2022), although they failed to return
to pre-pandemic levels (9.9% in 2019).

In turn, this rapid recovery and the growth
in inflation resulted in the central bank
gradually removing the monetary stimulus
implemented to tackle the pandemic, suc-
cessively increasing interest rates to 3.0%.
As of the date of this report, and given the
continued inflationary pressure, the central
bank has continued to increase its key poli-
cy rate to the current level of 9.0%. These
measures are justified by the high level of
inflation, which in 2021 stood at 5.6%
(compared to average annual inflation of
2.5% in 2020) as a result of external fac-
tors, such as disruption to the supply chain
and the increase in price of raw materials
and maritime transport costs. This has
combined with internal factors, like social
unrest in April and May, blockades on sup-
ply points, an increase in the price of agri-
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cultural raw materials in view of the scarci-
ty of domestic demand, the prolonged rainy
season and the removal of price relief es-
tablished during the pandemic. The exter-
nal environment has failed to improve, and
the year-on-year inflation rate came to
10.8% in August 2022.

In fiscal terms, the central government’s
deficit fell to 7.1% of GDP in 2021 (7.8% in
2020), beneath the level estimated in
mid-2021 as part of the Medium-Term Fis-
cal Framework. Furthermore, despite the
increase in revenue approved under the
Social Investment Law leading to the cre-
ation of the Autonomous Fiscal Rule Com-
mittee, central government debt over GDP
remained similar to the previous vyear
(61.5% in 2021 and 61.4% in 2020). Howev-
er, the effects of the new law may start to
be felt in 2022. In the external environment,
the country’'s current account deficit wors-
ened, ending 2021 at 5.7% of GDP (3.4% in
2020) as a result of the deficit balances in
relation to the trade of goods and services,
as well as factor income, offset in part by a
surplus in transfers.

For 2022, MAPFRE Economics has estimat-
ed GDP growth in Colombia of around 6.2%,
while ECLAC has estimated growth of 6.5%,
driven by improvements in exchange rates

and demand factors, with internal consump-
tion worth particular mention.

Insurance market
Growth

The Colombian insurance industry record-
ed 35.34 trillion pesos (9.44 billion dollars)
in premiums in 2021, up by 15.9% in nomi-
nal terms and 12% in real terms, as a re-
sult of the strong performance of both
market segments, with very similar growth
rates of around 16% in nominal terms (see
Table 3.2.1 and Chart 3.2.1-b). All lines
have shown nominal and real increases in
premium volume in 2021; worth particular
mention was the 22.3% growth in pension
insurance in the Life business, while in the
Non-Life business, growth in Third-Party
Liability (25.8%]), Credit (25.8%) and Avia-
tion (24.2%) are all worth particular men-
tion. In terms of Automobile insurance and
Workplace Accident insurance, which rep-
resent the highest volumes, both experi-
enced notable growth of 12.6% and 14.4%
in nominal terms, respectively.

Furthermore, over the past decade, the
share of total premiums and by Life and
Non-Life segments of the Colombian mar-
ket in comparison to the Latin American

Chart3.2.1-a
Colombia: Changes in Economic Growth and Inflation
(GDP in local currency, billions of pesos; real growth rate, %; annual inflation rate, %)
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market have been favorable in general, de-
spite the contraction seen in 2015-2016,
before returning to a path of growth. Thus,
the weight of total Colombian premiums in
the total for Latin America has grown from
5.0% in 2011 to 6.3% in 2021. Similarly, the
share of the Life insurance business also
increased from 3.5% in 2011 to 4.5% in
2021, while the Non-Life insurance busi-
ness grew from 6.1% to 7.6% during this
period (Chart 3.2.1-c).

As has been the case over the last decade,
the contribution to growth in the Colombian
insurance industry in 2021 came mainly
from Non-Life lines, which contributed 11.1
pp to the total industry growth in 2021
(15.9%), while the Life segment contributed
4.9 pp (see Chart 3.2.1-d).

Balance sheet and shareholders' equity

Chart 3.2.1-e shows the performance of the
aggregate balance sheet at sector level for
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the Colombian insurance industry between
2011 and 2021. As can be seen, the indus-
try’s total assets amounted to 98.89 trillion
pesos (24.24 billion dollars). Similarly, the
industry's aggregate equity stood at 15.17
trillion pesos (3.72 billion US dollars) for the
year, down by 1.5 pp compared to the previ-
ous year. Meanwhile, aggregate capitalization
levels in the Colombian insurance industry
(measured relative to total assets) rebounded
slightly in 2021, representing 15.3% of assets
at the end of the year, compared to 16.8% in
2020. This is above the capitalization levels of
other markets that have a higher degree of
relative development in the region, such as
Mexico, Chile or Brazil.

Investments

Chart 3.2.1-f reflects investment in the Colom-
bian insurance industry between 2011 and
2021, while Charts 3.2.1-g and 3.2.1-h reflect
the changes in the structure of the investment
portfolio over said period and specifically in

Table 3.2.1
Colombia: Premium Volume? by Line, 2021

Millions
Line of pesos

Millions
of USD Nominal (%) Real (%)
12.0

Total 35,343,993.0 9,437.0 15.9

Life 10,701,223.9 2,857.3 16.1 12.1
Life — individual and group 6,243,948.5 1,667.2 12.0 8.2
Pension insurance 4,457,275.4 1,190.1 22.3 18.2

Non-Life 24,642,769.1 6,579.7 15.9 11.9
Automobiles 3,860,644.2 1,030.8 12.6 8.8
Other lines 3,852,607.0 1,028.7 25.4 21.2
SOAT2 3,184,239.2 850.2 10.4 6.7
Health 2,437,233.9 650.8 10.0 6.3
Earthquake 1,155,863.3 308.6 15.7 11.8
Fire 1,204,944.5 321.7 17.4 13.4
Third-Party Liability 1,760,188.7 470.0 25.8 21.6
Personal Accidents 1,312,511.9 350.4 16.7 12.7
Transport 383,469.2 102.4 13.4 95
Theft 496,689.1 132.6 12.0 8.2
Aviation 218,140.8 58.2 24.2 20.0
Credit 141,934.4 37.9 25.8 215
Workplace accidents 4,634,303.0 1,237.4 14.4 10.5

Source: MAPFRE Economics (based on data from the Financial Superintendency of Colombia)

1/ Written premiums
2/ Compulsory Traffic Accident Insurance
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Chart 3.2.1-b
Colombia: Growth Developments in the Insurance Market
(premiums, billions of pesos; annual nominal growth rates, %)
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2021. In 2021, investments of the Colombian
insurance industry totaled 72.17 trillion pesos
(17.69 billion dollars), including cash and real
estate (investment properties). In terms of
structure, investment was concentrated in

Chart 3.2.1-c
Colombia: Share of Insurance
Premiums in Latin America
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Source: MAPFRE Economics (based on data from the Financial
Superintendency of Colombia and supervisory bodies of the region)

fixed income (81.0%) and, to a lesser extent
(14.3%), in equity instruments.

Technical provisions

Chart 3.2.1-i reflects the performance of
technical provisions between 2011 and
2021, while Charts 3.2.1-j and 3.2.1-k indi-
cate their relative composition during this
period. Technical provisions amounted to
73.26 trillion pesos (17.95 billion dollars] in
2021. Of the total technical provisions,
50.9% related to Life insurance, 11.7% to
provisions for unearned premiums and
outstanding risks in Non-Life insurance,
31.9% to provisions for outstanding claims,
2.4% to provisions for catastrophic risks
and the remaining 3% to other technical
provisions. Sustained absolute growth was
observed in technical provisions for the
Colombian insurance industry over the
2011-2021 period. Life provisions have al-
most tripled in volume to 37.29 trillion pe-
sos (9.14 billion dollars), although their
share of total provisions fell from 59% in
2011 to 50.9% in 2021. Conversely, provi-
sions for outstanding claims have in-
creased their share most, from 23.4% in
2011 to 31.9% in 2021.
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Chart 3.2.1-d
Colombia: Contribution to Insurance Market Growth
(percentage points, pp)
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Source: MAPFRE Economics (based on data from the Financial Superintendency of Colombia)

Annual Contribution to growth (pp)
2011 14.6 4.0 10.6
2012 17.5 7.0 10.6
2013 18.0 12.1 5.9
2014 1.1 -5.5 6.6
2015 13.0 3.5 9.5
2016 10.9 5.3 5.5
2017 9.0 4.1 4.9
2018 4.9 0.4 4.5
2019 10.3 2.9 7.4
2020 1.3 -0.4 1.7
2021 15.9 4.9 1.1

Technical performance

The technical result of the Colombian insur-
ance industry in 2021 worsened, with an in-
crease in the total combined ratio of 3.8 pp
compared to 2020, to 114.7%, on account of
the 6.2 pp increase in the loss ratio, as the
expense ratio improved by 2.4 pp to 47.1%
(see Chart 3.2.1-l). As reflected in Chart
3.2.1-m, the combined ratio of companies

supplying property & casualty insurance
(Non-Life] performed in a similar way, in-
creasing by 1.9 pp in 2021 to 104.0%
(102.0% in 2020), on account of a 4.8 pp in-
crease in the loss ratio (as was the case in
most markets analyzed following the
process of reopening the economy after the
lockdown measures implemented to com-
bat the pandemic) and a 2.8 pp decrease in
the expense ratio, to 51.8%.

Chart 3.2.1-e
Colombia: Changes in the Insurance Industry’'s Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Chart 3.2.1-f
Colombia: Insurance
Market Investments
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Results and profitability

The net result from the Colombian insurance
business in 2021 came to 867.09 billion pesos
(232 million dollars), down by 42.3% year on
year, on account of the deterioration in the
technical result, as the financial result in-
creased by 4.8% to 4.32 trillion pesos (1.15
billion dollars). In turn, as reflected in Chart
3.2.1-n, the profitability of the sector in 2021
was down on the previous year. Return on eg-
uity (ROE) stood at 5.7%, compared to 9.8% the
previous year; a similar situation emerges for
return on assets (ROA), which reached 0.9% in
2021, representing a decrease of 0.8 pp com-
pared to the previous year.

Insurance penetration,
density and depth

Chart 3.2.1-0 shows the main structural
trends shaping the development of the
Colombian insurance industry over the
2011-2021 period. The penetration index

Chart 3.2.1-g
Colombia: Structure
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Chart 3.2.1-h
Colombia: Structure
of Investments, 2021
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Chart 3.2.1-i
Colombia: Technical Provisions
of the Insurance Market
(billions of pesos)

80,000
60,000
40,000
20,000 IIIII
0 — N ™M & 1O v ~ O o O @ —
= = = = = = = = = «~ o
R 2 2 I 2 I 2L 1.

Source: MAPFRE Economics (based on data from the Financial
Superintendency of Colombia)

Chart 3.2.1-j
Colombia: Structure
of Technical Provisions
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(premiums/GDP) came to 3% in 2021, the
same as the previous year. Generally, the
penetration rate for the Colombian insur-
ance market has been on an upward trend
since 2011, in line with the average for the
Latin American insurance market as a
whole. Meanwhile, the density indicator
(premiums per capita)] amounted to
686,070 pesos (183 dollars) in 2021, up by
14.6% in local currency compared to the
previous year. As with the penetration in-
dex, density in the Colombian market
(measured in local currency) showed an
upward trend over the 2011-2021 period.
However, when measured in dollars, it
shows a decline from 2013 through 2016 as
a result of the devaluation of the Colom-
bian peso against the US dollar during this
period. This situation reversed in 2017, but
occurred once again in 2019 and 2020 be-
fore recovering once more in 2021. Lastly,
the depth of the Colombian insurance mar-
ket (Life insurance premiums in relation to
total premiums) stood at 30.3% in 2021
compared to 30.2% in 2020 and 2.2 pp
higher than in 2011. This indicator has per-

Chart 3.2.1-k
Colombia: Structure

of Technical Provisions, 2021
(%)

O Life
® Non-Life
For outstanding claims
@ Catastrophic risks
Other

3.0%

24%
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Chart 3.2.1-L
Colombia: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Source: MAPFRE Economics (based on data from the Financial Superintendency of Colombia)

formed disparately over the last decade,
hitting a historical maximum in 2013
(35.5%]) and then practically stagnating
from 2014 on.

pesos (15.55 billion dollars) in 2021, some
1.6 times the size of the actual insurance
market in Colombia at the end of that year.
Similar to most Latin American insurance

markets, the structure and performance of
the IPG over the period under analysis are
largely attributable to the Life insurance
segment. Indeed, 67% of the IPG was a
product of Life insurance (39.19 trillion pe-
sos) at the close of 2021, down by 2.5 pp on
2011. The remaining 33% of the insurance
gap is attributable to the contribution of the

Insurance Protection
Gap estimate

Chart 3.2.1-p shows an estimate of the in-
surance gap for the Colombian insurance
market between 2011 and 2021. As can be
seen, the IPG amounted to 58.25 trillion

Chart 3.2.1-m
Colombia: Changes in the Technical Performance of the Non-Life Market
(total combined ratio, %; annual change in combined ratio, percentage points)
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Chart 3.2.1-n
Colombia: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Non-Life insurance segment (19.03 trillion
pesos). Accordingly, the potential insurance
market at the close of 2021 (the sum of the
actual market plus the IPG) was estimated
at 93.6 trillion pesos (24.99 billion US dol-
lars), equivalent to 2.6 times the size of the
total insurance market that year (see Chart
3.2.1-q).

The estimated insurance protection gap of
the Colombian market as a multiple of the
real market has decreased continuously
between 2011 and 2021 (see Chart 3.2.1-r).
Over this period, the total gap fell from 2.7
to 1.6 times the size of the actual market. A
similar situation emerges for the Life mar-
ket multiple, which fell from 6.7 to 3.7
(though with a small upturn in 2014}, and
for the Non-Life market, which fell from
1.1t0 0.8.

Chart 3.2.1-s illustrates the changes in the
IPG as a multiple of the actual market for
the Life and Non-Life segments and for the
total insurance market, comparing the sit-
uation in 2021 with the state of the market
in 2011. It can be seen that there has been
an improvement in the gap as a multiple of
the actual market mainly in the Life seg-
ment with a smaller variation in the Non-
Life segment.

Chart 3.2.1-t shows a summary of the up-
dated assessment of the Colombian insur-
ance market's capacity to close the insur-
ance gap determined in 2021, based on a
comparative analysis between the growth
rates observed over the last ten years and
the growth rates that would be required to
close the gap over the coming ten years.
Our analysis shows that the Colombian in-
surance market registered an average an-
nual growth rate of 10.0% over the 2011-
2021 period, underpinned by average an-
nual growth of 10.9% in the Life insurance
segment and of 9.7% in the case of Non-
Life insurance. Were the same growth rate
seen over the last decade to continue over
the next ten years, the growth rate of the
Colombian insurance market would prove
sufficient to close the insurance gap calcu-
lated in 2021 only in the Non-Life insurance
segment. In terms of the Life insurance
segment, the growth rate would fall 5.8 pp
short of closing the gap, slightly down on
the measurement performed in 2020.

Market Development Index (MDI)

Chart 3.2.1-u shows an update of the esti-
mate of the Market Development Index
(MDI) for the Colombian insurance industry
between 2005 and 2021. The MDI has per-
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Chart 3.2.1-0
Colombia: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, pesos and USD; Life premiums/total premiums, %; 2011 index=100)
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Chart 3.2.1-p
Colombia: Insurance Protection Gap
(billions of pesos)

I Non-Life IPG 0 Life IPG

60,000

40,000

20,000

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Source: MAPFRE Economics

Annual change in total IPG

2011-12 B 1.903

2012-13 -987 [l

2013-14 I ;023

2014-15 I 1465

2015-16 -34

2016-17 M 1061

2017-18 I 4409

2018-19 B 2.498

2019-20 -3.315 [N

2020-21 I 10,192
-5,000 0 5,000 10,000 15,000

formed positively over the period in ques-
tion, with a slight drop in 2021, although on
a very similar path to the one seen on aver-
age by Latin American insurance markets.

Comparative analysis
of structural coefficients

From the perspective of the four structural
coefficients analyzed, the situation of the
Colombian insurance market in 2021 in
comparison to the Latin American average
is reflected in Chart 3.2.1-v. As can be

seen, although the penetration and per-
formance of the Market Development Index
(MDI) in the Colombian market are in line
with the regional average, depth and densi-
ty are still below the Latin American insur-
ance market average. Furthermore, the
dispersion analysis shown in the aforemen-
tioned chart confirms that, over the 2011-
2021 period, the Colombian insurance in-
dustry showed balanced development
characterized by improvements in both
penetration levels (quantitative aspect) and
depth levels (qualitative aspect).

Chart 3.2.1-q
Colombia: Insurance Protection Gap and Potential Market
(billions of pesos)
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Chart 3.2.1-r
Colombia: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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In 2021, there were 23 property & casualty
companies, 18 Life insurance companies
and two insurance cooperatives operating
in Colombia. In general, there are low

Chart 3.2.1-s
Colombia: Change in IPG
as a Multiple of the Actual Market
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Source: MAPFRE Economics

levels of concentration in the Colombian
insurance market, as confirmed by the
Herfindahl and CR5 indexes. The
Herfindahl index fell slightly (to 650.9
points) for the second year in a row and
remains below the moderate concentration
threshold. The concentration level of the
top five insurance companies in the market
(CR5) also increased. Between them, these
companies account for 47.5% of premiums,
increasing by just 0.1 pp, with a higher
concentration in the Life segment (65.8%)
than in the Non-Life segment (44.8%) (see
Chart 3.2.1-w].

In 2021, the positions of the groups in the
total ranking of insurance groups remain
practically unchanged compared to 2020,
with the exception of MAPFRE, which
moves up from eighth to seventh, with Al-
lianz dropping down to eighth. The ranking
is led by Suramericana, accounting for
23.8% of total premiums, 1.1 pp down on
the previous year, and well ahead of Alfa, in
second place with a market share of 12.2%
(see Chart 3.2.1-x].

Life and Non-Life rankings

With regard to the Non-Life insurance
segment, Suramericana once again tops
the ranking in 2021 with 26.8% of premi-
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Chart 3.2.1-t
Colombia: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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ums, which represents a 1.3 pp decrease in
its market share compared to the previous
year. Bolivar moves up one place to fourth,
with Estado placing fifth, while Mundial
ranks sixth, pushing Allianz down one
place. Finally, Colmena recovers the posi-
tion it lost in 2020 and places tenth. With
regard to the Life ranking for 2021, Alfa
tops the ranking once again, increasing its
market share by 2.6 pp to 36.3%. Some way

behind the top three groups is Global Se-
guros, with a market share of 3.5% in
fourth. MetLife and MAPFRE move up two
and three places, respectively, into sixth
and seventh place. In contrast, state-
owned companies Positiva y Previsora drop
from fourth to eighth. Finally, Pan Ameri-
can Life placed ninth in 2021, a position
occupied by Axa Colpatria the previous year
(see Chart 3.2.1-y).
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Chart 3.2.1-u
Colombia: Market Development Index (MDI)
(2005 index=100; annual change)
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Chart 3.2.1-v
Colombia: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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Key regulatory aspects economic reactivation. These adjustments
are summarized below:

During 2021, the regulatory environment of

the Colombian insurance industry experi- Laws in relation to the insurance sector

enced adjustments in the context of the issued by the Congress of the Republic

Chart 3.2.1-w
Colombia: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Chart 3.2.1-x
Colombia: Total Ranking
(market shares, %)
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In 2021, the Congress of the Republic
passed a series of laws in relation to the
insurance industry, a summary of which is
provided below:

e Law 2128 of August 4, 2021, promoting
the supply, continuity, reliability and cov-

erage of fuel gas in Colombia and with a
view to promoting and expanding the use
of this energy source and thus generate
positive impacts on the environment,
quality of life and health of the population,
offering a 10% discount on Mandatory
Traffic Accident Insurance (SOAT) premi-

Chart 3.2.1-y
Colombia: Life and Non-Life Ranking
(market shares, %)
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ums and contractual and extracontractual
liability insurance for vehicles powered by
fuel gas.

Law 2161 of November 26, 2021, estab-
lishing measures to promote the acquisi-
tion, renewal and non-evasion of the
SOAT and establishing a discount for poli-
cies renewed on time, provided that no
claims were reported during the previous
policy with a view to promoting and rec-
ognizing good driving habits of drivers
and generating incentives to fight evasion
in this line of business.

Law 2171 of December 31, 2021, creating
mechanisms for repatriating nationals
who die abroad, establishing, inter alia,
voluntary insurance to cover the costs as-
sociated with transporting the human
remains of a person who dies abroad to
their country of origin with a view to cre-
ating mechanisms that allow for costs
and formalities to be covered, as well as
the services required to repatriate human
remains and the funeral costs of Colom-
bians who die abroad.

In terms of legislative initiatives, the na-
tional government presented Draft Law
No. 413 of 2021 - of the Senate, which
aimed to reform a series of aspects in re-
lation to the financial system, including
the insurance industry, for consideration
by the Congress in March 2021. The
changes proposed for the insurance in-
dustry include the definition of insurance
activity and the ability of the national gov-
ernment to recognize transactions that
form part of said activity, as well as the
institutional strengthening of the regula-
tion and supervision authorities. This
draft was approved during the first debate
before being filed.

Replacing this draft, the national govern-
ment issued Draft Law No. 337 of 2022,
setting out the rules related to access and
financing for building equity. This draft
enhances proposals in relation to inclu-
sive insurance, maintaining the legal def-

inition of insurance activity, as well as
providing for the option of operating sev-
eral lines of insurance under a single li-
cense (which represents a change in rela-
tion to the division of companies into
property & casualty and life insurance
firms, which had been the case to date).
This draft is still to be discussed as part of
a first debate by the Congress of the Re-
public; however, due to the change in leg-
islative period, this draft will be filed and
will not be debated.

Finally, Draft Law No. 323 of 2020 of the
Senate promoting financial inclusion in
insurance, risk management and other
provisions, which seeks to define inclusive
insurance and promote financial educa-
tion on insurance. Due to the change in
legislative period, this draft will be filed
and will not be debated.

Decrees and drafts related to the insurance
industry issued by the national government

* The national government, through the Unit

of Regulatory Protection and Financial
Regulation Studies (URF), issued Decree
1084 of September 10, 2021, in relation to
the rules applicable to financial institutions
acting as policyholders on behalf of their
debtors. As part of this framework, finan-
cial institutions pool demand for debtor
insurance, which has the potential to en-
hance cost efficiency for financial con-
sumers. This decree establishes rules in
relation to the transparency of the process
of taking out insurance and the appropri-
ate disclosure of information to debtors.

In December 2021, the URF published a
draft decree and the corresponding techni-
cal study, updating the system of technical
reserves for insurers. The main aim of the
draft is to improve the technical budgets of
technical reserves and thus establish a
prudential framework based on the differ-
ent lines of business offered. To this end,
the draft shall adjust, in all aspects, the
method for calculating the unearned pre-
mium reserve, the reported claims reserve



and the ongoing risks reserve. The URF
estimates that this decree will come into
force during 2022.

As regards technical studies, in January
2021, the URF published the 2021-2025
roadmap for the modernization of the in-
surance industry. This document serves as
a guide for developing insurance industry
regulations in the coming period. The doc-
ument addresses different elements of
change for the insurance industry, includ-
ing: (i) a prudential adjustment that in-
cludes the adoption of the Solvency Il and
IFRS 17 standards; (i) an adjustment in
relation to the corporate governance of
insurance companies, addressing the
strengthening of the actuarial function and
risk management, in addition to other as-
pects; and [iii) an adjustment in relation to
the regulatory framework of inclusive in-
surance, which includes a review of the
model for marketing this insurance.

In February 2022, the URF published a
draft decree aimed at consolidating finan-
cial inclusion in Colombia for public com-
ment. The adjustments proposed include
expanding the lines of insurance that can
be distributed through the network of oth-
er financial institutions or through the cor-
respondent network. This network entails
the sale of financial products through non-
financial institutions present nationwide,
which would enhance the coverage of the
financial system.

In May 2022, the URF published a study on
the characteristics of pension insurance in
Colombia, identifying its main problems
and proposing a series of measures to ad-
dress the problems, the solution to which
is within the regulatory remit of the na-
tional government. Based on this technical
study, the URF will work on a draft decree.

In terms of prudence, the URF announced
a consultation project to adopt the IFRS 17
and Solvency Il standards in the Colombian
insurance industry. Insurance companies
participated in this project and to date have
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completed two impact assessment exer-
cises with a view to calculating the period
of transition and calibrating the relevant
parameters, based on the experience of
countries in the region and in Europe.

External Circulars of the
Financial Superintendency of Colombia

e External Circular 003 of 2021 set out the

instructions applicable to the integrity
policies of electoral candidates with a
view to insurance companies refraining
from demanding the constitution of any
type of counter-guarantees for the in-
surable risk as part of these policies, in
line with the decision handed down by
the Constitutional Court.

External Circular 007 of 2021 set out in-
structions with a view to adjusting
changes to the system of investment of
insurance companies and capitalization
firms in order to promote the appropri-
ate diversification of investment portfo-
lios and balance-sheet matching, pur-
suant to the provisions of Decree 1393 of
2019. Furthermore, instructions were set
out in relation to risk management and
investment processes and the inclusion
of environmental, social and corporate
governance (ESG) and climate factors as
relevant risks for investment portfolios
and their inclusion in decision-making
processes.

External Circular 017 of 2021 updated
instructions on customer knowledge
procedures employed by supervised
companies, in relation to the nature,
characteristics and profile of risk for
certain products, including mandatory
insurance.

Continuing with the roadmap for bring-
ing together international standards and
best practices in relation to the man-
agement and supervision of risk at fi-
nancial institutions, and in order to pro-
vide companies with an overview of the
risks to which they are exposed, to adopt
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guidelines in relation to risk governance
and the definition of a risk appetite
framework, in line with the best in-
ternational practices and recommenda-
tions made by multilateral institutions in
the field, External Circular 018 of 2021
was issued, implementing the Integrated
Risk Administration system to include
the management of risks to which su-
pervised companies are exposed. Fur-
thermore, instructions were issued in
relation to the aggregation of risk data
and filing reports. The Circular will enter
into force in 2023.

External Circular 023 of 2021 imple-
mented the technological development
known as “Smartsupervision,” which
seeks to standardize the structure for
classifying the causes of grievances by
supervised companies, including insur-
ance companies, with a view to providing
the Superintendency with timely, uniform
information on their management and
effective and adequate supervision.
Likewise, pursuant to international stan-
dards and to generate a range of appro-
priate products and services for financial
consumers, the Financial Consumer As-
sistance System has been adjusted to
include the development of the principle
of fair treatment and the identification of
the root causes of grievances, as well as
other aspects.

External Circular 027 of 2021 established
the general parameters that must be
satisfied by insurance companies when
entering into reinsurance contracts pro-
tecting them against deviations in the
loss ratio in the occupational risk busi-
ness. Furthermore, instructions were
established with a view to companies
reporting to the Superintendency on the
methodology for calculating and releas-
ing the loss ratio deviation reserve for
occupational risks, bearing in mind the
additional protection referred to in the
Decree.

e With a view to offering a higher level of

transparency in the market through the
disclosure of consistent, comparable and
relevant sustainability information by
issuers, in line with the international
standards of the Task Force for Climate
Related Financial Disclosure (TCFD) and
the Sustainability Accounting Standards
Board (SASB) of the Value Reporting
Foundation (VRF), External Circular 031
of 2021 was issued to set out instructions
on the framework for disclosing infor-
mation on social and environmental mat-
ters, including the climate, as part of the
periodic end-of-year report and periodic
quarterly report by securities issuers.
These regulations will be applicable to
insurance companies that issue securi-
ties on the Colombian market.

External Circular 035 of 2021 updated
the maximum rates of Mandatory Per-
sonal Injury Insurance suffered by Peo-
ple in Traffic Accidents (SOAT) and set
out instructions relating to the discounts
granted under Laws 1964 of 2019 and
2128 and 2161 of 2021 for holders of
SOAT who own electric or gas vehicles
and can accredit that they employ good
driving habits.

As part of their collaboration and coordi-
nation mandates, the Superintendency,
in cooperation with the National State
Contracting Agency (Colombia Compra
Eficiente), issued Joint External Circu-
lars 001 and 002 of 2021, the purpose of
which is for supervised companies to
implement mechanisms and tools to fa-
cilitate the confirmation of the origin,
characteristics and relevant elements of
bank guarantees, separate assets grant-
ed as guarantees and certain insurance
policies.

In 2022, the Superintendency published
two draft Circulars in relation to the in-
surance industry for public comment.
Firstly, the draft Circular in relation to



the accumulation, calculation and re-
lease of the reserve assigned to the
payment of occupational illness claims
in view of the collection by another in-
surer filing a claim against them for
economic and assistance benefits as a
result of an occupational illness. Sec-
ondly, the draft Circular in relation to
compliance insurance and insurance
rates sets out instructions in relation to
insurance rates when insurers resort to
the experience and information of rein-
surers. Furthermore, this draft supple-
ments the instructions that insurers
must follow in relation to risk manage-
ment in the compliance segment with a
view to ensuring the adequate control of
risk accumulation and the need to take
out reinsurance, bearing in mind the
specific features of this line of business.

3.2.2 Venezuela

Macroeconomic environment

It is estimated that the Venezuelan econo-
my contracted by 1.5% in real terms in
2021 (compared to 30% the previous year),
the eighth consecutive year in which the
economy contracted, although at a slower
pace than in previous years (see Chart
3.2.2-a). In addition to the less adverse
economic impact caused by the pandemic
and the restrictions placed on economic
activity, oil production experienced some
relief (still subject to the trade and oil
sanctions imposed by the United States),
showing some signs of improvement both
on account of the increase in production
and the favorable oil price environment.
Consumption has also experienced a slight
upturn, mainly supported by the public
sector, both on account of the improvement
in tax income on oil exports and the receipt
of foreign remittances, which helped to al-
leviate the needs of the public sector in re-
lation to financing. To this end, the increase
in international reserves following the In-
ternational Monetary Fund’s allocation of
3.5 billion special drawing rights (SDR)'?
served as a stabilizing factor. As regards
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inflation, the continuous increase in prices
has led to a situation of hyperinflation, with
a year-on-year increase in prices of 1,589%
in 2021, once against dragging down the
performance of the exchange rate, the sta-
bility of which and loss of confidence com-
pared to the dollar resulted in a new mone-
tary reconversion in October 2021, which
wiped six zeros off the bolivar while estab-
lishing a new set of currency.

Against this backdrop, MAPFRE Economics
has forecast growth in Venezuelan GDP of
1.5% for 2022. The estimate made by the
IMF is similar, maintaining some optimism
as regards the positive trend seen in the
country’s economy of late. ECLAC, in turn,
agrees with this sentiment, although the
growth forecast stands at 3.0% for 2022.

Insurance market
Growth

Premiums in the Venezuelans insurance
market dropped in real terms by 26.4%
(-1,143% in nominal terms) compared to
the previous year, to 1.73 billion bolivars.
Non-Life insurance continued to account
for most premiums, with 99.6%, compared
to 0.4% for Life insurance premiums (see
Table 3.2.2 and Chart 3.2.2-b). Further-
more, over the past decade the change in
the participation of total premiums and by
Life and Non-Life segments in the
Venezuelan insurance market in compari-
son to the Latin American market has been
unfavorable. Thus, the total proportion of
Venezuelan premiums in the total for Latin
America has dropped from 0.7% in 2011 to
0.4% in 2021. Likewise, the participation of
the Life insurance business also dropped
from 0.3% in 2011 to practically zero in
2021, while the Non-Life insurance busi-
ness dropped from 11.5% to just 0.6% dur-
ing this period (see Chart 3.2.2-c). Finally,
in terms of the contribution to the growth
of the insurance business, Chart 3.2.2-d
shows that practically all growth in 2021
came from the Non-Life segment.



THE LATIN AMERICAN INSURANCE MARKET IN 2021

Chart 3.2.2-a
Venezuela: Changes in Economic Growth and Inflation
(GDP in USD, billions; real growth rate, %; annual inflation rate, %)
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Balance sheet and shareholders' equity

The aggregate balance sheet for the
Venezuelan insurance industry between
2010 and 2020 (the latest data available)
can be seen in Chart 3.2.2-e. The industry's
total assets came to 9.15 billion sovereign
bolivars, while equity amounted to 3.03 bil-
lion sovereign bolivars, up 1,111 percent-
age points on 2019, largely due to the ef-
fects of the hyperinflation in the economy.
The Venezuelan insurance industry saw
aggregate capitalization levels (measured
over total assets] of around 36% between
2009 and 2013, before peaking in 2017 and
then returning towards the average, stand-
ing at around 33% of total assets in 2020. It
is important to note that much of the
shareholders’ equity analyzed corresponds
to unrealized gains in real estate invest-

ments and other financial instruments due
to the hyperinflation that this economy is
experiencing.

Investments

Chart 3.2.2-f shows the latest available
changes in investment in the Venezuelan
insurance market between 2010 and 2020.
In 2020, it amounted to 6.28 billion bolivars.
It should be noted, however, that it has not
been possible to carry out a more detailed
analysis of the portfolio composition at the
sector level for Venezuela's insurance in-
dustry due to a lack of available data.

Technical provisions

Changes in technical provisions and net
reinsurance provisions for the Venezuelan

Table 3.2.2
Venezuela: Premium Volume!' by Line, 2021

Millions Millions
Line of bolivars of USD2 Nominal (%) Real (%)
Total 1,732.1 534.8 1,142.5 -26.4
Life 7.7 2.4 1,265.9 -19.1
Non-Life 1,724.4 532.4 1,142.0 -26.4

Source: MAPFRE Economics (based on data from the Superintendency
of Insurance Activity)
1/ Net premiums received from direct insurance. Estimated Life premium volume.

2/ The VEF/USD exchange rate has been interpolated based on the latest DICOM auctions available.
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Chart 3.2.2-b
Venezuela: Growth Developments
in the Insurance Market
(annual nominal growth rates, %,
logarithmic scale)
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Source: MAPFRE Economics (based on data from the
Superintendency of Insurance Activity)

Chart 3.2.2-c
Venezuela: Share of Insurance
Premiums in Latin America
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Source: MAPFRE Economics (based on data from the Superintendency
of Insurance Activity and supervisory bodies of the region

insurance industry between 2010 and 2020
(latest data available) can be seen in Chart
3.2.2-g. In 2020, technical provisions stood
at 4.44 billion bolivars. Of the total techni-
cal provisions, 0.4% related to Life insur-
ance, 53.4% to provisions for unearned
premiums and outstanding risks in Non-

Life insurance, 34.7% to provisions for out-
standing claims, 1.0% to provisions for cat-
astrophic risks and the remaining 10.5% to
other technical provisions. As shown in
Chart 3.2.2-h, the relative weight of Life
insurance provisions fell from 1.3% of total
provisions in 2010 to 0.4% in 2020. There

Chart 3.2.2-d
Venezuela: Insurance Market and Contributions to Growth, 2021
(premiums, millions of bolivars;
percentage points, pp)
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Source: MAPFRE Economics (based on data from the Superintendency of Insurance Activity)
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Chart 3.2.2-e
Venezuela: Changes in the Insurance Industry’'s Aggregate Balance Sheet
(millions of bolivars; change in equity, percentage points)
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was also a gradual increase during this pe-
riod in the weight of provisions for un-
earned premiums and outstanding risks,
from 55.2% of total provisions in 2010 to
66.6% in 2019; however, in 2020, this

Chart 3.2.2-f
Venezuela: Insurance
Market Investments
(millions of bolivars)
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Source: MAPFRE Economics (based on data from the
Superintendency of Insurance Activity)
* Latest data available

dropped to 53.4%. On the other hand, the
provision for outstanding claims fell from
around 40% to 34.7% in 2020 (see Chart
3.2.2-i).

Technical performance

Based on the latest information available,
the Venezuelan insurance industry regis-
tered a negative technical result in 2020,
with a combined ratio of 108.4%, an im-
provement of 12 percentage points in rela-
tion to 2019. The loss ratio increased
(+12.4 pp) while the expense ratio improved
24.4 pp, [see Chart 3.2.2-j).

Results and profitability

The Venezuelan insurance industry posted
a consolidated result of 106.5 billion boli-
vars (32.9 million dollars) for 2021. As
there is no balance sheet data available for
2021, profitability indicators for that year
could not be analyzed. As can be seen in
Chart 3.2.2-k, there was a clear negative
trend in the profitability of the Venezuelan
insurance industry between 2010 and 2020,
starting in 2012 and reaching the lowest
level for the decade in 2017, before bounc-
ing back slightly in recent years.




Chart 3.2.2-g
Venezuela: Technical Provisions
of the Insurance Market
(millions of bolivars)
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THE LATIN AMERICAN INSURANCE MARKET IN 2021

Insurance penetration,
density and depth

The main structural trends shaping the de-
velopment of the Venezuelan insurance in-
dustry between 2011 and 2021 can be seen
in Chart 3.2.2-l. The penetration index (pre-
miums/GDP) stood at 1.2% in 2021, up 0.4
pp on 2020. As stated in our 2019 report,
following a period of contraction between
2009 and 2011, the indicator showed an
upward trend until 2014, to only quickly fall
again over the past three years. Insurance
density in Venezuela (premiums per capita)
reached 61 bolivars (19 dollars), up 1,155%
on 2020. This was also influenced by the
hyperinflationary trend in the general level
of prices in the economy. Accordingly, den-
sity has climbed steadily in nominal terms
over the last decade when measured in lo-
cal currency, rising exponentially from
2013. However, when the index is calculat-
ed in dollars, density has been clearly de-
clining. With regard to depth (Life insur-
ance premiums to total premiums), the in-

Chart 3.2.2-h
Venezuela: Structure
of Technical Provisions
(%)
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* Latest data available

Chart 3.2.2-i
Venezuela: Structure of
Technical Provisions, 2020*
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Chart 3.2.2-j
Venezuela: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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dicator in 2021 stood at just 0.4%, 1.5 per-
centage points below the value observed in
2011. The trend in the depth of the
Venezuelan insurance market clearly di-
verges from the average performance of
the other insurance markets in Latin
America, as the Life insurance segment
has virtually disappeared in the country.

Insurance Protection
Gap estimate

Chart 3.2.2-m shows an estimate of the
insurance gap for the Venezuelan insur-
ance market in 2021. The IPG this year
amounted to 10.2 billion bolivars, 5.9 times
the size of the Venezuelan insurance mar-

Chart 3.2.2-k
Venezuela: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Chart 3.2.2-1
Venezuela: Changes in Penetration, Density and Depth
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ket at the close of the year. The structure
and performance of the IPG are largely a
product of Life insurance. At the close of
2021, 62.2% of the IPG corresponded to this
market segment, compared to 37.8% for
Non-Life insurance. As such, the potential
insurance market in Venezuela at the close
of 2021 (estimated as the sum of the coun-
try's actual insurance market plus the IPG)
would stand at 12 trillion bolivars, 6.9
times the size of the total insurance mar-
ket that year.

Chart 3.2.2-n provides an estimate of the
IPG as a multiple of the actual insurance
market in Venezuela. As can be seen, the
insurance gap as a multiple of the market
followed an upward trend from 2010 to
2017 and then fell again to 5.9 times the
relative market in 2021.

Market Development Index (MDI)

Chart 3.2.2-0 shows an estimate of the
Market Development Index (MDI) for the
Venezuelan insurance industry. In general,
the indicators had been in line with the av-
erage trend seen in Latin America until
2014, at which time it clearly started to de-
teriorate, with this phenomenon remaining
the same until 2021.

Comparative analysis
of structural coefficients

Finally, Chart 3.2.2-p outlines the state of
the Venezuelan insurance market when
compared with the average for Latin Ameri-
ca, measured in terms of the structural in-
dicators analyzed. This clearly demon-
strates that the deterioration of the
Venezuelan insurance market has caused
all of its structural dimensions to fall well
below the average for the region. This con-
clusion is confirmed when analyzing the
market development process over the past
decade, which has deteriorated both in
terms of quantity (penetration) and quality
(depth) during the period subject to analysis

Insurance market rankings
Total ranking

There were 49 insurance companies operat-
ing in Venezuela in 2021, 3 more than the
previous year. The Herfindahl index in-
creased to 1,451 in 2021, beyond the thresh-
old that indicates moderate market concen-
tration, although it remains below the
threshold of 1,800 points, which would indi-
cate high concentration (see Chart 3.2.2-q).
Furthermore, the CR5 index reflects a high
concentration of 71.8% in relation to the Life
and Non-Life segments.

As regards the ranking of insurance groups
shown in Chart 3.2.2-r, in 2021 this contin-
ued to be led by Mercantil and Caracas, with

Chart 3.2.2-m
Venezuela: Insurance Protection Gap*
and Potential Market, 2021
(millions of bolivars)
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Source: MAPFRE Economics (based on data from the
Superintendency of Insurance Activity)

* |PG (estimate adjusted with penetration estimated in USD)
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Chart 3.2.2-n
Venezuela: IPG* as a Multiple of the Actual Market
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market shares of 27.6% and 20.4%, respec-
tively. They were followed by Pirdmide
(11.1%), Ocednica de Seguros (7.3%),
MAPFRE (5.4%) and Universitas, which
dropped to 4.2% (10.9% in 2020). The total
ranking in 2021 was rounded out by His-
pania de Seguros (3.9%), Constitucidn
(3.1%]), Banesco (2.8%) and Internacional de
Seguros (2.3%).

Life and Non-Life rankings

The Non-Life ranking continued to be led by
Mercantil in 2021, with a market share of

27.7%, followed by Caracas (20.4%) and
Pirdmide (11.1%] relegating Universitas
(4.2%) to sixth position, behind Oceénica
(7.3%) and MAPFRE (5.3%). In terms of the
Life insurance ranking, it continued to be led
by Mercantil, with a market share of 22.6%,
followed by MAPFRE (17%) and Atrio Se-
guros (16.7%) in second and third place re-
spectively (see Chart 3.2.2-s).

Key regulatory aspects

Key regulatory aspects relating to the
Venezuelan insurance market are listed

Chart 3.2.2-0
Venezuela: Market Development Index (MDI)
(2005 index=100; annual change)
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Chart 3.2.2-p
Venezuela: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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2.5%

below: (i) Ordinance FSAA-2-0160 of 2022, Ordinance SAA-2-0001 of 2021, establish-

revoking the general and uniform character ing that regulated subjects are required to
and the rate of the Individual Health Insur- make a special contribution to finance the
ance Policy and approving the minimum operations of the Insurance Activity Super-
content of the general conditions of health intendency.

insurance contracts, and (ii) Administrative

Chart 3.2.2-q
Venezuela: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Source: MAPFRE Economics (based on data from the Superintendency of Insurance Activity)
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3.2.3 Brazil

Macroeconomic environment

In 2021, the Brazilian economy experienced
real growth of 4.6% (-3.9% in 2020), under-
pinned by domestic demand, being one of
the world economies to recover from the

economic impact of the Covid-19 pandemic
the previous year and achieving a product
level beyond the pre-Covid level (see Chart
3.2.3-a). The main drivers of the recovery
were consumption and private investment,
while the contribution of external demand
to economic growth was negative, with an
increase in exports which was offset by an

Mercantil

MAPFRE

Chart 3.2.2-s
Venezuela: Life and Non-Life Ranking
(market shares, %)
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even bigger increase in imports. The aver-
age unemployment rate dropped only
slightly to 13.2% of the active population
(13.8% in 2020), remaining above the pre-
coronavirus figure.

During 2021, the federal government was
forced to cut the extensive programs to as-
sist vulnerable people and companies that
mitigated the economic impact of the coro-
navirus crisis to a large extent. This was
because of the worsening situation of the
public accounts due to the exceptional
measures taken as a result of the constitu-
tional amendment approved by Congress
that removed the application of certain fis-
cal rules in 2020. It is estimated that the
total spending of the federal government
on Covid-19 in 2021 was lower than 1.4% of
GDP (compared to equivalent spending of
7.0% of GDP in 2020]). The fiscal efforts to
reduce costs, accompanied by the increase
in tax income, saw the tax deficit rise to
4.4% (having peaked at 14% of GDP in
2020). Public debt dropped by 8.3 pp of GDP
to 80.3% (88.6% in 2020). Despite these ef-
forts, both indicators remain high, meaning
it represents one of the main weaknesses
of the Brazilian economy.

In terms of interest rates, in 2021 there
was a change in course from the lax mone-
tary policy that had been applied by the
Bank of Brazil to fight the economic effects
of the coronavirus crisis toward progres-
sive tightening of policy in response to the
upturn in inflation. Thus, in April, the base
interest rate (SELIC) was increased from
2.0% to 2.75%, the first of five successive
interest rate hikes in 2021, to 9.25% at its
meeting in December (the highest level
seen since October 2017) in light of infla-
tion that hit 10.06% in December, well be-
yond the central bank’s target of 5%. This
process continued in 2022 with signs that
the inflation trend is being bucked, al-
though it has not been brought under con-
trol (10.07% in July compared to 11.9% in
June), forcing the central bank to tighten
its monetary policy further still, with an in-
crease in interest rates to 13.75% in Au-
gust.

For 2022, the forecast suggests there will
be a significant downturn in the economy
as a result of the tightening of monetary
policy, with expected real GDP growth in
2022 of around 1.6% according to MAPFRE
Economics, while the IMF and ECLAC put
growth at 1.7% and 1.6%, respectively.

Insurance market

Growth

The economic recovery seen in 2021 has had
a positive influence on the performance of
the Brazilian insurance market, with the
premium volume standing at 268.1 billion
reais, up by 13.2% in nominal terms and
4.5% in real terms. Both market segments
experienced significant growth, with the
Non-Life segment growing more than the
Life segment (14.9% and 12.2%, respective-
ly). The Vida gerador de beneficio libre (VGBL)
product accounts for 74% of Life premiums,
up by 11.9% in 2021, recovering from the
contraction seen in 2020 as a result of the
economic impact of the Covid-19 crisis. The
interest-rate environment has boosted the
performance of the Life Savings insurance
business as an instrument used by house-
holds to protect against the upturn in infla-
tion. Life products other than the VGBL,
which performed positively during the first
year of the pandemic, grew once again in
2021 at a rate of 13% (see Table 3.2.3-a and
Chart 3.2.3-b).

In total, Life premiums came to 171.28 bil-
lion reais (31.73 billion dollars), which rep-
resents an increase of 3.6% in real terms.
The Non-Life segment, in turn, achieved a
premium volume of 96.83 billion reais (17.94
billion dollars), a nominal increase of 14.9%
and real increase of 6.1%. All lines experi-
enced nominal increases, and only Automo-
biles (-0.1%) and Credit and Surety (-1.9%)
experienced decreases in real terms. The
performance of Automobile insurance has
been affected by the Insurance for Personal
Injury Caused by Land Vehicles (DPVAT],
which saw an 88% drop in premiums in
2021 following the successive rate cuts set
by the National Board for Private Insur-
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Chart 3.2.3-a
Brazil: Changes in Economic Growth and Inflation
(GDP in local currency, billions of reais; real growth rate, %; annual inflation rate, %)
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ance, which set a zero premium for DPVAT
in 2021, justified by the surplus amounts
paid by vehicle owners in the past.

When analyzing the change in share of total
premiums and by Life and Non-Life seg-
ments of the Brazilian insurance market in
relation to the Latin American market as a

whole over the past decade, Chart 3.2.3-c
reflects that the proportion is by far the most
changed in the region, dropping from 42.9%
in 2011 to 33.2% in 2021. Thus, the participa-
tion of the Life insurance business also in-
creased from 59.3% in 2011 to 49.8% in 2021,
while the Non-Life insurance business grew
from 31.9% to 20.8% during this period.

Chart 3.2.3-b
Brazil: Growth Developments in the Insurance Market
(premiums, billions of reais; annual nominal growth rates, %)
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Table 3.2.3-a
Brazil: Premium Volume' by Line, 2021

Line of reals of USD
Total 268,103.6 49,668.7 13.2 4.5
Life 171,279.0 31,7311 12.2 3.6
Life — individual and group 45,114.2 8,357.8 13.0 WA
VGBL? 126,164.9 23,373.2 11.9 3.4
Non-life 96,824.5 17,937.7 14.9 6.1
Automobiles 38,474.8 7,127.8 8.2 -0.1
Other lines 18,604.7 3,446.7 16.3 7.4
Accidents 6,851.9 1,269.4 14.0 53
Fire (Comprehensive Insurance) 7,426.4 1,375.8 15.5 6.6
Transport 4,733.0 876.8 31.0 21.0
Credit and Surety 5,643.4 1,045.5 6.2 -1.9
Agricultural 7,544.6 1,397.7 40.3 29.5
Third-Party Liability 3,461.6 641.3 323 22.2
Hull transport 1,409.6 261.1 15.4 6.6
Special risks? 1,623.3 300.7 29.4 19.5
Burials 1,051.3 194.8 26.3 16.6

Source: MAPFRE Economics (based on data from the Superintendency of Private Insurance)

1/ Written Premium (on funding basis) + Insurance Premium
2/ Vida Gerador de Beneficio Livre (cash-value life insurance)
3/ 0Oil, nuclear risks and satellites

Furthermore, as regards the 13.2% nomi-
nal growth of the Brazilian insurance sec-
tor in 2021, the most important contribu-
tion came from the Life insurance seg-
ment, with 7.9 pp, while the Non-Life seg-
ments contributed 5.3 pp of this growth
(see Chart 3.2.3-d).

To round off the panorama of the different
segments of the Brazilian insurance market,
it is worth noting that to the figure of insur-
ance premiums, the Private Pension, Health
(under the control of the Agencia Nacional de
Saude Suplementar, ANS) and Capitalization
insurance premiums must be added. As
summarized in Table 3.2.3-b, as regards
private pensions, insurance companies
brought in 14.5 billion reais in premiums in
2021, 5.6% more than the previous year.
Health insurance companies received a
premium volume of 51.68 billion reais, rep-
resenting an 8.2% increase, while the Capi-

talization segment grossed 24.3 billion reais,
up by 6% compared to the previous year. To-
tal revenue in 2021 for all market segments
amounted to 358.57 billion reais (66.43 billion
dollars), with a nominal increase of 11.6%
compared to the previous year.

Balance sheet and shareholders' equity

Chart 3.2.3-e shows the change in the size
of the aggregate balance sheet for all in-
surance companies operating in Brazil over
the 2011-2021 period. Based on this infor-
mation, the industry’s total assets stood at
1.39 trillion reais (249.13 billion dollars),
while equity stood at 99.2 billion reais (17.78
billion dollars), down by 4% on 2020. Simi-
larly, the aggregate capitalization levels
(measured over total assets] in the Brazilian
insurance industry followed a downward
trend, moving from around 16.0% in 2011 to
7.1% of total assets in 2021.



Chart 3.2.3-c
Brazil: Share of Insurance
Premiums in Latin America
(%)

=— Total = Life == Non-Life

60%
50% ’\/\/\/\
40% \/\/\,\
30%
20%

10%

0%

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
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of Private Insurance and supervisory bodies of the region)

Investments

Charts 3.2.3-f, 3.2.3-g and 3.2.3-h show the
performance and structure of the aggre-
gate investment portfolio at the sector level
for the Brazilian insurance industry be-
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tween 2011 and 2021. As can be seen, this
data shows that investments in 2021
amounted to 1.25 trillion reais, (224.09 bil-
lion dollars), mostly concentrated in mutu-
al funds (86.7%) and, to a much lesser ex-
tent, in debt instruments (9.3%), equity
(3.7%), cash (0.3%]) and other financial in-
vestments (0.1%). As indicated in previous
reports, when analyzing the Brazilian in-
surance industry’'s aggregate portfolio, the
high percentage of investments managed
through mutual funds is notable, as this
increased both in absolute and relative val-
ues compared to other investments over
the period analyzed, from 81.2% in 2011 to
86.7% in 2021. To this end, Table 3.2.3-c
shows changes in the structure of invest-
ments, though in this case through an
analysis of the underlying assets managed
through mutual funds. These are also con-
centrated in fixed income instruments,
which account for 92.8% of investments in
2020, the most recent year for which this
information is available.

Technical provisions

The evolution and relative composition of
the Brazilian insurance industry's technical
provisions over the 2011-2021 period are
shown in Charts 3.2.3-i, 3.2.3-j and 3.2.3-k

Chart 3.2.3-d
Brazil: Contribution to Insurance Market Growth
(percentage points, pp)

B Life I Non-Life
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

-5

o
ol
=]
&
3

25

Annual Contribution to growth (pp)
20M 16.6 9.9 6.7
2012 23.2 17.7 5.5
2013 12.2 4.8 7.4
2014 13.8 7.4 6.4
2015 1.5 10.2 1.3
2016 1.6 10.7 0.9
2017 3.2 2.4 0.8
2018 -0.9 -2.7 1.8
2019 .4 10.5 0.9
2020 1.1 0.2 0.9
2021 13.2 7.9 53

Source: MAPFRE Economics (based on data from the Superintendency of Private Insurance)
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Table 3.2.3-b
Brazil: Private Insurance Premiums and Contributions, 2021

Millions Millions
Line of reals of USD (%)

Growth 2020-2021

Insurance 268,103.6 49,668.7 13.2
Private pension 14,4975 2,685.8 5.6
Health Insurance 51,676.8 9,573.6 8.2
Capitalization 24,296.0 4,501.1 6.0
Total 358,573.9 66,429.2 11.6

Source: MAPFRE Economics (based on data from the Superintendency of Private Insurance and the National Supplementary Health Agency, ANS)

In 2021, technical provisions stood at 1.24
trillion Brazilian reais (221.69 billion dol-
lars), with the Life business accounting for
around 86.8% of total provisions if the per-
centage calculation includes the pension
business. Although VGBL insurance is in-
cluded as an insurance product for regula-
tory and fiscal reasons, it is similar in na-
ture to a pension product. As a result, if
provisions for this product are grouped
with other pension products, these provi-
sions can be seen to have increased over
the 2011-2021 period, from 82.7% of the
total in 2011 to 86.8% of the total in 2021.

Technical performance

Chart 3.2.3-L shows data relating to the to-
tal combined ratio of the Brazilian insur-

ance industry. Based on this data, the ag-
gregate indicator for all lines of insurance
on the market dropped by five percentage
points in 2021 compared to the previous
year, to 97.6%, as a result of a 7.1 pp in-
crease in the loss ratio (mainly as a result
of the resumption of economic activity after
the impact of the Covid-19 pandemic) and a
2.1 pp drop in the expense ratio.

Results and profitability

The technical performance of the Brazilian
insurance market, combined with the drop
in the financial result, affected the indus-
try’s net result, which stood at 11.87 billion
reais (2.2 billion dollars) in 2021, a drop of
34.0% year on year. The profitability indica-
tors of the Brazilian insurance industry are
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Chart 3.2.3-e
Brazil: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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reflected in Chart 3.2.3-m, showing a con-

BCh.art3'2'3'f traction in 2021. Return on equity (ROE)

razil: Insurance :

Market Investments stood at 11.7% compared to 18.2% in 2020,
(billions of reais) while return on assets (ROA) reached 0.9%

in 2021, 0.5 pp down on the previous year.
1,400

Insurance penetration,

1,200 density and depth
1,000 Chart 3.2.3-n summarizes the main struc-
500 tural trends shaping the development of
the Brazilian insurance industry over the
400 2011-2021 period. The penetration index
(premiums/GDP) in 2021 stood at 3.1%, one
400 percentage point lower than in 2020 and 0.7
pp higher than in 2011. The penetration
200 rate (considering only premiums from in-
surance activity) grew constantly between
o C S ST T 2011 and 2016, in line with the average
S 82882882888 trend for the Latin American insurance

market as a whole, although contractions
Source: MAPFRE Economics (based on data from the were recorded.ln 2017' 2018 and 2021. _In_
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stood at 1,251 reais (232 dollars), 12.6%
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Table 3.2.3-c
Brazil: Changes in the Structure of Investments
by Underlying Asset
(composition, %)

Income Other

fixed Equities | Real estate | investments

2010 86.9% 11.6% 0.5% 1.0%
2011 89.2% 9.4% 0.4% 1.0%
2012 89.4% 9.4% 0.4% 0.9%
2013 91.3% 71% 0.4% 1.1%
2014 93.3% 5.5% 0.4% 0.9%
2015 94.7% 4.0% 0.3% 1.0%
2016 95.1% 4.3% 0.2% 0.4%
2017 95.2% 4.3% 0.2% 0.3%
2018 95.4% 41% 0.2% 0.3%
2019 94.2% 5.3% 0.1% 0.4%
2020* 92.8% 6.5% 0.2% 0.5%

Source: MAPFRE Economics (based on data from the
Superintendency of Private Insurance)

* Latest data available

Chart 3.2.3-i
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Chart 3.2.3-1
Brazil: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Source: MAPFRE Economics (based on data from the Superintendency of Private Insurance)

more than the amount recorded in 2020
(1,111 reais) with better performance of the
Non-Life segment. It is worth noting that
the average density measured in local cur-
rency followed an upward trend over the
course of the 2011-2021 period with a sin-
gle dip in 2018. However, analysis of the
indicator in dollars shows a drop beginning
in 2014, coinciding with depreciation of the
real. Finally, in relation to depth (measured
as the ratio of Life insurance premiums to
total premiums), the indicator for 2021
stood at 63.9% (down by 0.5 pp on 2021

compared to the previous year), up 8.2 pp
on the value seen in 2011, above the aver-
age values seen in Latin America.

Insurance Protection
Gap estimate

Chart 3.2.3-0 shows an estimate of the in-
surance gap for the Brazilian insurance
market over the past decade. The IPG stood
at 422.3 billion reais (78.2 billion dollars) in
2021, a sum equivalent to 1.6 times the ac-
tual insurance market at year-end 2021. In

Chart 3.2.3-m
Brazil: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Chart 3.2.3-n
Brazil: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, reais and USD; Life premiums/total premiums, %, 2011 index=100)
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terms of its structure, in 2021 46.6% of the
IPG corresponded to Life insurance (196.7
billion reais), while the remaining 53.4%
corresponded to the gap in the Non-Life
segment (225.3 billion reais); worth partic-
ular note is the reduction in the share of
Life insurance in the 2011-2021 period,
down by 13.2 pp. Thus, the potential insur-
ance market in Brazil in 2021 (the com-
bined real market and the IPG) was esti-
mated as standing at 690.4 billion reais
(127.9 billion dollars); i.e., 2.6 times Brazil's
total insurance market that year (see Chart
3.2.3-p).

Chart 3.2.3-q shows the estimated IPG as a
multiple of the actual market, which gen-
erally followed a downward trend over the
course of the period under analysis, staying
low in the Life segment, although Non-Life
did gradually increase after 2014 although
dropping slightly in 2021. During the
decade subject to analysis, the total IPG fell
from 2.4 to 1.6 times the size of the actual
market between 2011 and 2021, the multi-
ple for the Life market falling from 2.6 to
1.1 and for the Non-Life market increasing
from 2.2 to 2.3 times.

Chart 3.2.3-r shows the performance of the
IPG as a multiple of the actual market for
the Life segment, the Non-Life segment,
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and the Brazilian insurance market as a
whole in 2011 and 2021. The Life business
saw a substantial improvement in closing
the gap over the past decade. The same
cannot be said for the Non-Life segment,
where the IPG fell slightly over the past
decade.

As a summary of this analysis, Chart 3.2.3-
s presents the update of the assessment
exercise performed in relation to the
Brazilian insurance market's capacity to
close the insurance gap determined in
2021, based on a comparative analysis of
the growth rates observed over the last ten
years compared to the growth rates that
would be required to close this gap over
the next ten years. The Brazilian insurance
market grew at an average annual rate of
9.8% during the period under analysis, with
an annual rate of 11.3% in the Life insur-
ance segment and an annual average of
7.6% for Non-Life insurance. Thus, were
the same growth rate seen over the last
ten years to continue for the next ten years,
the Brazilian insurance market's growth
rate would be sufficient to close the insur-
ance gap in the Life segment, but not the
Non-Life segment, where it would fall
5.2 pp short. This insufficiency is smaller
than the one identified as part of the exer-
cise performed the previous year (-5.3 pp).

Chart 3.2.3-0
Brazil: Insurance Protection Gap
(billions of reais)
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Chart 3.2.3-p
Brazil: Insurance Protection Gap and Potential Market
(billions of reais)
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Market Development Index (MDI)

Chart 3.2.3-t shows an estimate of the
Market Development Index (MDI) for the
Brazilian insurance industry. As indicated
previously, the MDI, an indicator used to
measure the trend in the development and
maturity of the insurance market; in this
case showed a generally positive trend in
the 2011-2021 period, even surpassing the
average for the Latin American insurance
market as a whole in this period.

Comparative analysis
of structural coefficients

Meanwhile, Chart 3.2.3-u shows the Brazil-
ian insurance market's situation compared
to the average for Latin America, measured
in terms of the four structural indicators
analyzed. To this end, the Brazilian market
exceeds the regional average in all aspects,
especially in terms of depth and MDI. Fur-
thermore, the dispersion analysis shows
that the market's performance over the past

Chart 3.2.3-q
Brazil: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.2.3-r
Brazil: Change in IPG
as a Multiple of the Actual Market
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Source: MAPFRE Economics

decade confirms that the insurance sector
in Brazil has developed in a balanced man-
ner, with gains both in terms of penetration
(quantity) and depth (quality), despite the
downturn seen between 2019 and 2021.
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Insurance market rankings
Total ranking

In 2021, the Brazilian insurance industry
was comprised of 124 insurance compa-
nies, two more than in 2020. The sector
concentration levels dropped from 2017
onward before increasing in 2019 and 2021
after a small drop in 2020. The Herfindahl
index stood at 754.1 (719.1 in 2020], be-
neath the moderate concentration thresh-
old, while the CR5 index increased over the
past two years and stood at 53.1% in 2021
(52.3% in 2020), with a higher concentra-
tion in the Life insurance segment, at
79.4%, than in the Non-Life segment, at
39.6% (see Chart 3.2.3-v].

The total ranking of groups in the Brazilian
market was once again led by Brasilprey,
with a share of 16.0% of market premiums,
followed by Bradesco and Caixa, with market
shares of 15.5% and 15.0%, respectively, with
both companies maintaining their positions.
The top ten insurance groups are the same
as the previous year, with barely any changes
in the ranking, with Tokio Marine and Allianz
merely switching positions, with the former
moving up one place (see Chart 3.2.3-w).

Chart 3.2.3-s
Brazil: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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Chart 3.2.3-t
Brazil: Market Development Index (MDI)
(2005 index=100; annual change)
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Life and Non-Life rankings

In the Non-Life ranking, Porto Seguro re-
mains in first place, with 14.5% of market
premiums (14.9% in 2020), followed by
MAPFRE, having increased its market share
by one percentage point to 13.2%. Tokio Ma-
rine moves up two positions, with Allianz
dropping down two positions, in third and

fifth place, respectively, while Bradesco re-
mains in fourth place. As regards the other
groups, Caixa overtakes Liberty and is
ranked the eighth-biggest Non-Life insur-
ance group. In turn, Brasilprev heads the
Life ranking in 2021, with a market share of
25.1%, followed by Caixa, which moves up
from third to second position, pushing
Bradesco down to third. The composition

Below LATAM

average 2021

Penetration Density
1.5 1, 0.5
Depth MDI

Source: MAPFRE Economics

* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent
to the region’s average.

Chart 3.2.3-u
Brazil: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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and position of the other groups in the Life
insurance segment remain unchanged
compared to the 2020 ranking (see Chart
3.2.3-x).

Key regulatory aspects

In 2021, the following regulatory instru-
ments were issued in relation to the Brazil-
ian insurance market's:

e Continuing with the Regulatory Sandbox
project embarked upon in 2020, the Su-
perintendency of Private Insurance
(Susep) sought to make changes to the
regulations in force. Resolution CNSP
No. 417 and Susep Circular No. 636, both
in 2021. Furthermore, a second notice
(Susep Electronic Notice No. 1/2021) was
launched, expanding the operational
scope of companies participating in the
experimental environment.

e Due to the dissolution of the DPVAT Con-
sortium at the end of 2020, and following
the authorization of the National Council
for Private Insurance (CNSP), Susep en-
tered into an agreement with Caixa
Econdmica Federal to manage the pay-
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ment of DPVAT compensation and the
fund set up with the surplus accumulat-
ed funds (FDPVAT), as established in
CNSP Resolution No. 400, 2020. The op-
eration began in 2021, ending the year
with the receipt and processing of com-
pensation claims at the same level as
seen in previous years.

The Open Insurance System was regu-
lated following the publication of CNSP
No. 415 and Susep Circular No. 635,
both in 2021, by Susep and CNSP. Fur-
thermore, CNSP Resolution No. 429
was issued, with a view to regulating
insurance service initiators (SISS),
companies whose specific objective is
to operate in the Open Insurance
Ecosystem. This is the possibility for
consumers of insurance products and
services to facilitate the exchange of
their information between different
companies authorized and accredited
by Susep in a secure, agile, accurate
and appropriate manner.

Through the publication of CNSP Reso-
lution No. 416 of 2021, Susep estab-
lished the relationship between the In-

Chart 3.2.3-v
Brazil: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Source: MAPFRE Economics (based on data from the Superintendency of Private Insurance)

Chart 3.2.3-w
Brazil: Total Ranking
(market shares, %)

B 2021 2020

I — 16.0%
I —— 15.5%
I — 15.0%

I 3 2%
I 7.8%
I 5.6%
I 4.5%

I 2.8%

I 2.7%

I 2.3%

0% 5% 10%

15% 20%

ternal Control System and the Risk
Management Structure more clearly,
promoting the alignment of terminolo-

gy and the concepts used to address

these two topics. The new regulation
introduced new requirements in rela-
tion to best risk management prac-

tices, in line with the recommendation
of the Financial Stability Assessment
Program (FSAP 2018).

e CNSP Resolution No. 414, of 2021, re-
vised provisions of CNSP Resolution
No. 216, 2010, with a view to handling
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the assessment of property appraisals
that include the assets of insurance
companies, local reinsurers, capital-
ization firms and supplementary open
pension companies.

Susep Circular No. 631 of 2021, which
sets out the nature of characteristics in
relation to the costs to be financed with
the income of the DPVAT insurance
consortium, aimed to respond to the
recommendations made by the Internal
Audit department at Susep to clarify
the CNSP’s powers for deciding on
matters relating to the DPVAT; adapted
the standard to CNSP Resolution No.
398, No. 399 and No. 400, all of 2020,
bearing in mind the dissolution of the
DPVAT insurance consortium and con-
solidated the regulatory provisions,
pursuant to the mandate set out in De-
cree No. 139, of 2019.

Through the publication of CNSP Reso-
lution No. 412 of 2021 and Susep Cir-
cular No. 634, of 2021, a new approach
was established for managing liquidity
risk at supervised companies, with a
view to modernizing the provisions on
different aspects of prudential regula-
tions.

Susep Circular No. 650 of 2021 estab-
lished procedures for the preparation
and presentation to Susep of the Con-
solidated Prudential Report, consider-
ing the prudential group concept intro-
duced by CNSP Resolution No. 388 of
2020, which addresses the segmenta-
tion of the supervised market for the
purposes of proportionately applying
the prudential regulation.

Susep Circular No. 638, of 2021, which
sought to reduce the risk of cyber at-
tacks on supervised companies, based
on appropriate security standards,
aimed at continuously improving data
as well as maintaining the confidential-
ity and integrity of information.
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e Susep Circular 646 of 2021 established

the Record Repair Process, a new su-
pervisory measure that expands the
range of coercive instruments available
to the supervisor, with a view to en-
hancing the effectiveness of the reso-
lution of irreqularities and deficiencies
involving supervised companies, in ad-
dition to rationalizing the use of admin-
istrative sanctioning procedures.

In 2021, Susep continued with the re-
view, simplification and enhancing the
flexibility of the regulations applicable
to damages insurance: Susep Circular
620, of 2020 (group property
insurance), Susep Circular 621, of 2021
(general standard on large consump-
tion damage insurance) and Susep Cir-
cular 639, of 2021 (group automobile
insurance].

CNSP Resolution No. 408 of 2021 re-
vised and consolidated the regulation
on the use of remote means in insur-
ance transactions, supplementary open
insurance and capitalization, with a
view to simplifying the regulations and
reviewing the technical requirements
of transactions performed using re-
mote means for the regulations to
adapt to technological progress.

CNSP Resolution No. 409 of 2021 re-
vised the specific microinsurance reg-
ulation with the main objective of
changing the regulatory focus for the
segment, in order to boost its devel-
opment and promote the inclusion of
insurance, with the extinction of exces-
sively restrictive rules and the adoption
of basic values and principles that
must guide insurance transactions
classified as microinsurance.

CNSP Resolution No. 431 of 2021 re-
vised and simplified the regulation ap-
plicable to insurance representatives,
with a view to facilitating new business
models, based on the expansion of the
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scope of operation for insurance repre-
sentatives and the removal of unjustifi-
able regulatory restrictions, as well as
simplifying the regulation and jointly ad-
dressing intermediaries who act as repre-
sentatives of insurance companies in the
regulations. The new regulation reflects
the alignment of Brazilian regulations with
the Insurance Core Principles (ICPs) for
intermediaries established by the In-
ternational Association of Insurance Su-
pervisors (IAIS).

CNSP Resolution No. 434 of 2021 revised
and updated the regulation applicable to
insurance underwriters, with a view to
consolidating and strengthening the role of
the insurance underwriter as a represen-
tative of insured parties, as well as miti-
gating improper conduct in the actions of
underwriters with the insured parties they
represent.

CNSP Resolution No. 432 and Susep Cir-
cular No. 648, both of 2021, updated the
prudential regulatory frameworks. The
regulatory review improved the wording of
the frameworks to enhance the clarity,
precision and objectivity of the provisions,
facilitating their interpretation by interest-
ed parties and, in short, reducing the regu-
latory cost of the market supervised by
Susep.

CNSP Resolution No. 422 of 2021, ad-
dressing the operating authorization by
Susep, start of operations in the country,
positions on contractual or regulatory bod-
ies, disbursement of capital and transfer of
portfolios, in addition to the conditions of
the corporate control structure at super-
vised companies.

The publication of CNSP Resolution No.
407 of 2021 rounded out the regulatory
proposal including the general guidelines
and principles for the preparation and sale
of damage insurance contracts to cover
major risks. The regulation was the result
of one of Susep’s strategic projects for
2020-2023, and its main aim was to update

the regulations in force as regards the
minimum structure of Contractual Condi-
tions and Actuarial Technical Notes of
Damage Insurance Contracts, noting the
differences between mass insurance and
major risks.

CNSP Resolution No. 418 of 2021 aimed to
improve the regulatory framework for tak-
ing out nuclear insurance, reinsurance and
risk retrocession.

The main aim of the publication of Susep
Circular 637 of 2021 was to establish sim-
pler and more flexible regulations, with a
less restrictive bias, as regards the regula-
tion on third-party liability insurance. Fur-
thermore, it protected the minimum regu-
latory framework, an important factor in
ensuring the legal security of contractual
relations in addition to preventing devia-
tions in market practices. All the above in
line with the principles of Law 13,874 of
2019, which establishes the Charter of
Rights of Economic Freedom.

Susep Circular No. 640 of 2021 aimed to
revise and consolidate the rules in relation
to insuring livestock, animals, rural
pledges, agricultural improvements and
products and rural insurance eligible for
subsidies, providing greater flexibility and a
better alignment with the guidelines for
subsidizing rural insurance.

CNSP Resolution No. 413 of 2021 extended
the methods for contracting insurance via
bills, adapting the legislation to the reality
of today's technological developments, in-
troducing the option of taking out insur-
ance by any means, including remotely, as
well as verbal requests or the equivalent,
now provided for in Article 5 of CNSP Res-
olution No. 285 of 2013. However, the aim
was to maintain the burden of proof in re-
lation to the request to take out insurance
on the part of the insurance company.

Susep Circular 642 of 2021 amended the

general rules on accepting risks, the du-
ration of insurance and the minimum el-



ements of contract documents, opening
up space for the relaxation of a number of
restrictive standards with a view to facili-
tating the development of new products.

e Following the assessment of actuarial
forecasts and the performance of the
corresponding technical studies, Susep
verified the existence of sufficient sur-
plus funds to cover DPVAT insurance
during 2022, without the need to charge
premiums. Thus, without prejudice to the
continued support for victims of traffic
accidents and their families, the rate of
zero will be maintained this year.

3.2.4 Ecuador
Macroeconomic environment

The Ecuadorian economy grew by around
4.2% in 2021 (having contracted by 7.8% the
previous year) as a result of the invigoration
of external demand through the upturn in
exports of goods and services, as well as in-
ternal demand factors, such as the increase
in both central government and household
spending (see Chart 3.2.4-a). In 2021, unem-
ployment returned to pre-pandemic levels
(4.5%, compared to 6.2% in 2020), although
the positive performance of this indicator can
be attributed to the increase in informal em-
ployment compared to the drop in employ-
ment in the formal sector!? (6.8% and -4.8%
respectively, based on the year-on-year vari-
ation in September 2021). In 2021, the bal-
ance of trade registered a surplus, a decisive
factor of which were oil exports (thanks to the
increase in the international price of crude
oil, given that there was a deficit in the non-
oil balance of trade. In this regard, the cur-
rent government is considering the consoli-
dation of trade relations with its strategic
partners (application for Ecuador to join the
Pacific Alliance as a member and the subse-
quent negotiations of the Free Trade Agree-
ment with Mexico) in order to expand the
country’s export offer, secure customs pref-
erences and attract more direct foreign in-
vestment.
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In 2021, the fiscal deficit decreased signifi-
cantly as a result of the quick recovery of
public income, ending the year at 3.9% of
GDP, compared to 7.5% the previous year,
coming back in line with the surplus targets
agreed with the IMF. Oil revenue (61.7%) eas-
ily surpassed tax revenue (10.2%), in which
case, the increase in VAT revenue (15.4%)
was offset by the decrease in income tax
(-3%]); while there was a notable drop in pub-
lic investment (-42.2%). According to ECLAC
data, aggregate public debt in Ecuador stood
at about 57% of GDP at year-end 2021 (vs.
59% in 2020). Looking to 2022, the manage-
ment of public indebtedness is due to contin-
ue with additional access to foreign private
financing through commercial loans negoti-
ated with international financial institutions,
an upturn in the issuing of bonds on the do-
mestic market and a possible development in
the refinancing of bilateral debt with China.
As regards the external sector, the balance of
payments current account in 2021 returned a
surplus of 2.9% (compared to 2.7% in 2020).
The year-on-year inflation in December 2021
stood at 1.9% (average annual inflation in
2020 of -0.3%), coming in at 4.2% in June
2022.

In 2022, MAPFRE Economics has forecast
Ecuadorian GDP growth of around 2.6%,
while ECLAC forecasts a slow recovery, with
growth of 2.7%, although uncertainty re-
mains in relation to external conditions and
the high reliance on the country’s main ex-
ports. Therefore, growth will depend on the
reactivation of domestic demand, which is
expected to be weak in terms of consump-
tion, as the reduction in public investment is
expected to continue.

Insurance market
Growth

In 2021, Ecuadorian insurance market
premiums dropped for a second year in a
row, down by 5.3% in nominal terms and
5.4% in real terms to 1.61 billion dollars
(see Chart 3.2.4-b and Table 3.2.4). This
growth has been affected by the perfor-
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Chart 3.2.4-a
Ecuador: Changes in Economic Growth and Inflation
(GDP in local currency, billions of USD; real growth rate, %; annual inflation rate, %)
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mance of the Non-Life insurance segment,
with the lines in this segment accounting
for 71.9% of premiums, nominally down by
9.7% (down by 9.8% in real terms). In turn,
Life insurance grew by 8.0% (7.9% in real
terms) thanks to the boost in group insur-
ance, which accounts for a greater volume.
With the exception of the Health line of
business, which grew 5%, the premiums of
all other Non-Life lines of business
dropped, both in nominal and real terms.
Worth particular note is the drop in Fire
insurance, down by 23.3% in nominal
terms, and Transport, down by 12.8%.

Ecuadorian insurance market premiums
represented 1.1% of the Latin American
insurance market in 2021; this share has
remained more or less stable over the past
decade, with a small upturn in 2019 (1.2%])
and 2020 (1.3%), and a drop in 2021. The
share of the Non-Life segment is higher
than that of the Life segment, accounting
for 1.3% and 0.7%, respectively.

Analyzing the composition of the 5.3% drop
experienced by the Ecuadorian insurance
market in 2021, the Non-Life segment
made a negative contribution of 7.3 pp,
while the contribution of Life insurance was

positive at 2.0 pp. As can be seen in Chart
3.2.4-d, in 2018 and 2019, both segments
contributed positively to the sector’s
growth, a situation which has been re-
versed over the past two years on account
of the impact of Covid-19.

Balance sheet and shareholders' equity

Chart 3.2.4-e shows the Ecuadorian insur-
ance industry's aggregate balance sheet.
As can be seen, total assets in 2021
amounted to 1.89 billion dollars, down 390
million dollars from the previous year. Eq-
uity stood at 572 million dollars, down by
89.5 million dollars from the previous year.
In turn, the aggregate capitalization of the
Ecuadorian insurance industry is worth
note (measured against total assets). It
stood at 33.3% in 2011; from then on, it fell
to a low of 25.6% in 2013, partially recover-
ing thereafter and reaching 30.4% of total
assets in 2021.

Investments

Chart 3.2.4-f shows the performance of the
aggregate investment portfolio at the sec-
tor level in Ecuador over the 2011-2021 pe-
riod, while Charts 3.2.4-g and 3.2.4-h show
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Table 3.2.4
Ecuador: Premium Volume?! by Line, 2021

Millions
of USD Nominal (%) Real (%)

Line
Total 1,606.0 -5.3 -5.4
Life 451.3 8.0 7.9
Individual Life 233 -10.6 -10.7
Group Life 428.0 9.3 9.1
Non-Life 1,154.7 -9.7 -9.8
Automobiles 332.0 -2.8 -2.9
Other lines 209.6 -12.7 -12.8
Fire, theft and allied lines 203.2 -23.3 -23.4
Transport 106.9 -12.8 -12.9
Personal Accidents 72.1 -4.1 -4.3
Surety and credit 76.0 -1.6 -1.7
Health 90.4 5.0 4.9
Third-Party Liability 64.6 -8.8 -8.9

Source: MAPFRE Economics (based on data from the Superintendency of Companies, Securities and Insurance)

1/ Net written premium

the performance of the relative portfolio
composition during this period. Total sector
investments came to 1.04 billion dollars in
2021, down on the previous year (1.09 billion
dollars), with a downward trend in terms of
the investment in fixed-income instruments
(50.2% in 2021 compared to 65.4% in 2011)

and an increase in other instruments, mainly
equity, which grew by 2.8 pp in the past year.

Technical provisions

Charts 3.2.4-i, 3.2.4-], and 3.2.4-k show the
relative composition and performance of

Chart 3.2.4-b
Ecuador: Growth Developments in the Insurance Market
(premiums, millions of USD; annual nominal growth rates, %)
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Chart 3.2.4-c
Ecuador: Share of Insurance

Premiums in Latin America
(%)
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Source: MAPFRE Economics (based on data from the
Superintendency of Companies, Securities and Insurance and
supervisory bodies in the region)

the Ecuadorian insurance industry's tech-
nical provisions during the 2011-2021 peri-
od. In the latter year, technical provisions
amounted to 639 million dollars (819 mil-
lion dollars in 2020). Despite this drop in

absolute terms, Life insurance provisions
continued to grow in 2021 (after increasing
significantly in 2017), to account for 21.8%
of the total. In turn, 29.9% of technical pro-
visions in the Ecuadorian insurance sector
corresponded to Non-Life insurance un-
earned premiums and unexpired risks, 45%
to provisions for outstanding claims, 1.7%
to provisions for catastrophic risks, and the
remaining 1.6% to other technical provi-
sions.

It is important to note that the change in
the composition of technical provisions in
2012 was mainly due to the accounting
effect of Resolution No. SBS-2012-0068 of
February 7, 2012, which modified the
treatment of provisions for outstanding
claims, which, until 2011, were considered
net of ceded reinsurance. These provisions
are now presented in their gross amount,
while including under assets the amount
receivable by the party corresponding to
the reinsurer. The other major change was
between 2015 and 2016, due to a relative
increase in the provision for outstanding
claims as a result of the earthquake that
struck the country in April 2016.

Chart 3.2.4-d
Ecuador: Contribution to Insurance Market Growth
(percentage points, pp)
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Annual Contribution to growth (pp)
2011 20.7 4.5 16.2
2012 1.1 1.8 9.3
2013 1.7 1.9 9.9
2014 2.6 -0.4 3.0
2015 -2.2 1.1 -3.4
2016 -2.8 3.1 -5.9
2017 0.8 1.4 -0.6
2018 3.6 2.6 0.9
2019 6.4 1.2 5.2
2020 -5.6 -0.9 -4.8
2021 -5.3 2.0 -7.3
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Chart 3.2.4-e
Ecuador: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Technical performance

Chart 3.2.4-1 shows the main data in rela-
tion to the technical performance of the
Ecuadorian insurance industry over the

Chart 3.2.4-f
Ecuador: Insurance
Market Investments

1,200

1,000

800

600

400

200

2011-2021 period. In the last year of the
(millions of USD)

Source: MAPFRE Economics (based on data from the
Superintendency of Companies, Securities and Insurance)

2013 [

2001
2012 I

period, the combined ratio dropped by 3.0
pp to 83.0%. The loss ratio increased by 2.3
pp and the expense ratio by 0.7 pp, to
53.3% and 29.7% respectively. It is impor-
tant to note that the total combined ratio of
the insurance market in Ecuador stood well
below the parameter of 100% throughout
the decade under analysis.

In relation to the Non-Life segment shown
in Chart 3.2.4-m, the combined ratio in-
creased in 2021 by 7.5 pp to 78.4%. This
deterioration in the Non-Life combined ra-
tio is attributable to the increase in the loss
ratio of 5.4 pp and the expense ratio of 2.1
pp. However, as in the case of the total
combined ratio, the indicator for the Non-
Life segment has remained low, at around
80% over the past decade. It should be not-
ed, however, that the technical result indi-
cated above does not include other revenue
and non-operational expenses related, on
the one hand, to other lines of business
carried out by insurance companies in
Ecuador and, on the other hand, to certain
administration costs that are not counted
as such in the country when calculating the
expense ratio. This could explain the re-
markably low combined ratio, both at the
total level and the Non-Life insurance
segment level.
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Chart 3.2.4-g
Ecuador: Structure
of Investments
(%)
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Chart 3.2.4-h
Ecuador: Structure
of Investments, 2021
(%)
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Chart 3.2.4-i
Ecuador: Technical Provisions
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Results and profitability

The Ecuadorian insurance industry posted
an aggregate technical result of 173 million
dollars in 2021, down by 16.4% on the pre-
vious year. The financial result also
dropped by 10.2%, falling to 43 million dol-
lars. As a result of the above, and bearing
in mind the non-operating costs not in-
cluded in the technical profitability referred
to in the previous section, the net result of
the insurance industry was negative, -5
million dollars compared to 5.7 million dol-
lars the previous year. Thus, the main prof-
itability indicators in 2021 were negative:
return on equity (ROE) at -0.8% (0.9% in
2020), while the return on assets (ROA) was
-0.2% compared to 0.3% the previous year
(see Chart 3.2.4-n).

Insurance penetration,
density and depth

The most relevant structural trends shap-
ing the development of the Ecuadorian in-
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Chart 3.2.4-j
Ecuador: Structure
of Technical Provisions
(%)
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Chart 3.2.4-k
Ecuador: Structure
of Technical Provisions, 2021
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Source: MAPFRE Economics (based on data from the
Superintendency of Companies, Securities and Insurance)

surance industry between 2011 and 2021
can be seen in Chart 3.2.4-0. The penetra-
tion rate (premiums/GDP) was 1.5% in 2021
(0.4% in Life and 1.1% in Non-Life), 0.2 pp
down on the previous year. In the Life mar-
ket, the penetration index is significantly
below the Latin American average. The

penetration of the Non-Life insurance
segment is closer to the Latin American
average, although in 2015 there was a
change in trend, dropping for four years in
a row before increasing again in 2019 and
2020 and then falling in 2021. The density
indicator (premiums per capita) stood at 90

Chart 3.2.4-1
Ecuador: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Chart 3.2.4-m
Ecuador: Changes in Non-Life Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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dollars in 2021, down vs. the level reached
in 2020 (96.4 dollars). Density in Ecuador
showed an upward trend until 2014 but de-
creased for the next three years due to a
reduction in premiums resulting from the
country’'s general economic situation,
though it once again began to grow in 2019
before the 2020 and 2021 downturn. Lastly,
in terms of depth levels [Life insurance
premiums in relation to total premiums),
the indicator rose slowly over the last ten
years, and more rapidly since 2014, albeit

still well below the average values of the
wider region. In 2021, the index was at
28.1%, up 3.5 percentage points on 2020.
From a medium-term perspective, depth in
the Ecuadorian insurance market has in-
creased by 10.8 pp since 2011.

Insurance Protection
Gap estimate

The update to the estimated insurance pro-
tection gap and its performance in terms of

Chart 3.2.4-n
Ecuador: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Ecuador: Changes in Penetration, Density and Depth
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the Ecuadorian insurance market between
2011 and 2021 is reflected in Chart 3.2.4-p.
To this end, the IPG stood at 6.84 billion
dollars in 2021. As is the case for most
Latin American markets, the structure and
performance of the IPG over the 2011-2021
period are shaped mainly by the Life insur-
ance segment. At year-end 2021, 59.2% of
the IPG was attributable to the contribution
of the Life segment (4.05 billion dollars],
10.1 pp less than the share in 2011; the
remaining 40.7% of the IPG was at-
tributable to the Non-Life segment
(2.79 billion dollars). The potential insur-
ance market at the close of 2021 (mea-
sured as the sum of the actual market plus
the IPG) was therefore estimated at 8.45
billion dollars, 5.3 times the size of the to-
tal insurance market in Ecuador that year
(see Chart 3.2.4-q).

Charts 3.2.4-r and 3.2.4-s provide an esti-
mate of the IPG as a multiple of the actual
insurance market in Ecuador for the 2011-
2021 period, as well as a relative compari-
son of both years. As can be seen, the gap
for the Life insurance segment shows a
downward trend throughout the period un-
der analysis (falling from 15.4 to 9 times),
while for the Non-Life segment there was a
downward trend until 2014 when it began
to rise again, reaching 2.4 in 2021.

Lastly, Chart 3.2.4-t provides an update to
the assessment exercise in relation to the
Ecuadorian insurance market's capacity to
close the IPG determined in 2021, based on
a comparative analysis between the growth
rates observed over the last ten years and
the growth rates that would be required to
close the gap over the coming decade. The
Ecuadorian insurance market grew at an
average annual rate of 1.9%; the Life insur-
ance market grew at an average annual
rate of 6.9% and the Non-Life segment
grew at an average annual rate of 0.4%.
Were the same growth rate seen over the
last decade to continue over the next ten
years, the growth rate of the Ecuadorian
insurance market would fall 16.2 pp short
of closing the IPG calculated in 2021 over
that period. The growth rate for the Life
segment would fall 18.9 pp short of bridg-
ing the insurance gap, while the growth
rate for Non-Life insurance would fall
12.6 pp short. These values are higher than
those registered in 2020.

Market Development Index (MDI)

Chart 3.2.4-u shows the performance of
the Market Development Index (MDI) for
the Ecuadorian insurance industry. The
data confirm that the market development
indicator consistently followed the average

Chart 3.2.4-p
Ecuador: Insurance Protection Gap
(millions of USD)
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Chart 3.2.4-q
Ecuador: Insurance Protection Gap and Potential Market
(millions of USD)
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for Latin American insurance markets in
the 2005-2021 period, with significant
gains from 2015 on, although there was a
downturn in the last year analyzed.

Comparative analysis
of structural coefficients

Chart 3.2.4-v shows the situation of the
Ecuadorian insurance market in 2021 com-
pared to the Latin American average in
terms of the structural coefficients ana-
lyzed. As can be seen, the Ecuadorian mar-
ket remains below the average for the

wider region in all dimensions except for
the Market Development Index, which is
close to the regional average.

Furthermore, the dispersion analysis shown
in the aforementioned chart to illustrate the
performance of insurance activity in the
country confirms that, over the 2011-2021
period, the Ecuadorian insurance industry
showed unbalanced development charac-
terized by improvements in both depth lev-
els (qualitative aspect) despite a decrease in
penetration (quantitative aspect).
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Chart 3.2.4-r
Ecuador: IPG as a Multiple of the Actual Market
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Chart 3.2.4-s
Ecuador: Change in IPG
as a Multiple of the Actual Market
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Source: MAPFRE Economics

Insurance market rankings
Total ranking
In 2021, 30 insurance companies were op-

erating in the Ecuadorian insurance indus-
try. However, following Executive Decree

No. 82, of June 15, 2021, the National Fi-
nancial Corporation (CFN] was instructed
to proceed with the voluntary liquidation of
the state insurance company, Seguros Su-
cre. In turn, at the end of 2021, a merger
took place between Equivida and Equinoc-
cial, as part of which the operations of
Equivida were assumed in full, forming
part of the commercial product portfolio of
Seguros Equinoccial. Thus, in 2021, the
first five insurance institutions accounted
for 47.5% of the premiums in the sector
(CR5), down in terms of concentration from
2020, affecting both the Life and Non-Life
segments. As a result, the upward trend in
market concentration was reversed from
2020 onward, as can be seen in Chart 3.2.4-
w. Nonetheless, the Herfindahl index re-
mained below the moderate concentration
threshold.

The total ranking of Ecuadorian insurance
groups in 2021 is reflected in Chart 3.2.4-x,
headed by Equinoccial, with a market share
of 14.4%, climbing one position after its
merger with Equivida, replacing Seguros
Sucre, which was liquidated in mid-2021.
These changes have resulted in other com-
panies moving up in the ranking from third
place onward. Chubb (10.5%) and Pichincha
(10.0%) remain in second and third place,

Chart 3.2.4-t
Ecuador: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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Chart 3.2.4-u
Ecuador: Market Development Index (MDI)
(2005 index=100; annual change)
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respectively, while AIG, Zurich, Hispana,
Aseguradora del Sur, Latina and MAPFRE
all move up in the ranking. Ecuatoriano
Suiza remains in tenth place.

Life and Non-Life rankings

In the Non-Life ranking, the situation is sim-
ilar to the one described above: Equinoccial,

which was the second largest insurance
group in 2020, moved into first position in
2021, replacing Seguros Sucre, with a mar-
ket share of 12.4%. The disappearance of
Seguros Sucre from the ranking as a result
of its liquidation has seen the following
groups move up. Thus, Latina moves up
from eleventh in 2020 to sixth in 2021, and
MAPFRE overtakes Ecuatoriano Suiza. Fi-

Chart 3.2.4-v
Ecuador: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)

Below LATAM
average 2021
Penetration Density
15 1.0
Depth MDI

Source: MAPFRE Economics

* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for
the Latin American market as a whole. The unit represents a performance
equivalent to the region’s average.
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Chart 3.2.4-w
Ecuador: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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2021

nally, the Life ranking continues to be led by Key Regulatory Aspects
Pichincha, increasing its market share by 2.2

pp, to 32.4%, followed by Equinoccial (19.4%),  The key provisions and regulations issued in
following its merger with Equivida. Further- 2021 affecting the insurance industry in the

more, Hispana, Ecuatoriano Suiza and BMI all Ecuadorian market are indicated below:
join the ranking in fifth, seventh and eighth
places, respectively (see Chart 3.2.4-y).

Chart 3.2.4-x
Ecuador: Total Ranking
(market shares, %)
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Chart 3.2.4-y
Ecuador: Life and Non-Life Ranking
(market shares, %)
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Monetary and Financial Policy and Regulation
Board

e Resolution JPRF-F-2022-035. Reform of
the variable reference component for
readjusting risk-free interest rates in re-
placement of the LIBOR interest rate.

e Resolution JPRF-5-2022-034. Approval of
the provisions of the External Audit chap-
ter on the provision of services to a single
audited entity in the insurance sector.

* Resolution No. JPRF-5-2022-029. Reform of
the term for presenting the single, definitive
base of insured parties and beneficiaries by
the payer to COSEDE for the payment of Pri-
vate Insurance Fund coverage.

e Resolution No. JPRF-F-2022-027. Reform
of the Rule for the extraordinary merger of
popular and cooperative finance sector
companies, including the term of three
months.

e Resolution No. JPRF-5-2022-025. Update
of the rule for preventing money launder-
ing, with a risk-based approach, for the
insurance industry.

e Resolution No. JPRF-5-2022-012. Approval
of the resolution establishing the Contribu-
tion to the Private Insurance Fund of 0.18%.

Superintendency of Companies, Securities
and Insurance

e Resolution SCVS-INPAI-2022-00004075.
Extension of the term Art#6010-0057
(2022/05/27).

e Instruction for the planning, preparation,
regulatory development and monitoring of
the Rules issued by the Superintendency
of Companies, Securities and Insurance,
published in the Supplement to the Official
Register No. 65 of May 18, 2022
(2022/04/22).

e Resolution No. SCVS-INC-DNCDN-2022-
0001, published in the Official Register
No. 5, of February 17, 2022 (2022/01/26).

¢ Resolution SCVS INC DNCDN 2021 00016.
Dissolution Regulation, published in the
Third Supplement to the Official Register
No. 554, of October 7, 2021 (2021/09/27).

¢ Resolution SCVS-INC-DNCDN-2021-0013.
Reform of the Asset Laundering Rules,
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published in the Supplement to the Official
Register No. 516, of August 16, 2021
(2021/07/27).

e Resolution SCVS-INC-DNCDN-2021-0012.
Reform of the Regulation on External Au-
diting (2021/07/23).

e Resolution No. SCVS-INPAI-2021-0004.
Suspension of terms 26/04 to 20/05/2021
(2021/04/23).

e Resolution No. SCVS-INPAI-2021-0006,
Extension of balances to May 2021
(2021/04/23).

e Rules for the Prevention of Asset Laun-
dering. Resolution SCVS INC DNCDN
2021 0002, published in the Second Sup-
plement of the Official Register No.411, of
March 16, 2021 (2021/03/16).

3.2.5 Peru

Macroeconomic environment

The Peruvian economy saw one of the big-
gest recoveries in the region in 2021, grow-
ing by approximately 13.3%, compared to
the contraction of 11.0% the previous year,
as a result of the significant increase in
national production, driven by the resump-
tion of economic activity, the swift recovery
of aggregate demand, both internally and
externally, and the base effect (see Chart
3.2.5-a). Domestic demand recovered
thanks to the increase in private consump-
tion and the resumption of investment
projects, in particular in the construction
sector. This is combined with the positive
impact on external demand, following a
significant improvement in the exchange
rate (reaching an 11-year high), driven by
record copper prices and an acceleration in
growth in the United States and China. Ac-
cording to the Central Reserve Bank of
Peru (BCRP), the Peruvian economy recov-
ered to pre-pandemic levels in the third
quarter of 2021. However, the recovery in
employment still appears sluggish, and
although the unemployment rate has fallen
t0 5.9% in 2021 (compared to 7.7% in 2020),
the central government plans to continue

making progress with vaccinations and
health emergency controls to facilitate the
recovery of the job market.

The fiscal deficit in annual terms dropped
from 8.9% to 2.5% between 2020 and 2021.
This is attributable to the decrease in the
government’s non-financial expenses as a
percentage of GDP (despite the slight nom-
inal increase), the increase in current rev-
enue as a result of the increase in the price
of minerals, and the increase in tax rev-
enue (general sales tax and income tax]
and non-tax revenue (mine royalties, fees
and oil royalties). The central government’s
public debt stood at 32.7% of GDP at year
end (32.9% in 2020 and 24.8% in 2019), with
a change in its composition since 2019 on
account of the increase in the share of debt
in foreign currency, increasing the share of
debt subject to variable rates as a result.
As regards the foreign sector, the current
account balance ended the year with a
deficit of 2.4% (surplus of 1.2% in 2020) as
a result of the bigger increase in imports
(due to the recovery in internal demand),
and the deficit of the account associated
with factor income on account of the higher
profits earned by companies associated with
direct foreign investment and the deteriora-
tion of the services account in view of the
increase seen in international fleets. Fur-
thermore, the central bank’s interventions
in the exchange market in the form of
swaps, the placement of readjustable de-
posit certificates and sales via trading desks
to control the depreciation of the exchange
rate (in December 2021, it had dropped by
10.6% compared to year-end 2020) saw net
international reserves grow by 3.82 billion
dollars by December 2021, standing at 78.53
billion dollars.

As regards inflation, the increase in the
price of food with a high import content, fuel
and the depreciation of the Peruvian sol saw
year-on-year inflation increase by 6.4% in
December 2021, reaching 8.4% by August
2022 (when average inflation for 2020 was
1.8%). The BCRP has cut the monetary
stimuli that saw the monetary policy rate
(MPR) drop to a historic minimum (0.25%])



between March 2020 and July 2021, and
since August, it has increased 5 times, end-
ing the year at 2.50%. On the reporting date,
the BCRP had continued to increase the rate
by 50 bps each month, and by September
2022, the MPR stood at 6.75%.

MAPFRE Economics has estimated that
Peruvian GDP growth in 2022 will come to
around 2.6%, while ECLAC forecasts that
the Peruvian economy will experience 2.5%
growth. This slowdown in growth compared
to 2021 reflects the gradual return to nor-
mal of spending habits and the lifting of
health restrictions (loss of the base effect],
the tightening of monetary policy, the im-
pact of structural problems that affect
growth as the primary export model reliant
on an uncertain international environment,
and the stagnation of activities such as
tourism and restaurants, which are not ex-
pected to return to pre-Covid levels.

Insurance market
Growth
The Peruvian insurance industry experi-

enced strong growth in 2021, following the
fall in premiums seen in 2020, to a premi-
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um volume of 17.7 billion soles (4.56 billion
dollars), a year-on-year increase of 26.2%
in nominal terms and 21.4% in real terms.
The main stimulus came from the Life
segment, which grew by 40.4%, although
the Non-Life segment also performed very
well, with an increase of 15.3% [(see Chart
3.2.5-b and Table 3.2.5).

In turn, comparing the performance of the
Peruvian insurance industry to the Latin
American insurance industry (see Chart
3.2.5-c}, it can be seen that its share has
gradually increased over the past decade,
from 1.8% in 2011 to 3.0% in 2021. The big-
gest increase came in the Life segment,
increasing from 1.9% to 3.5%, while Non-
Life experienced an increase of 1.0 pp,
from 1.7% to 2.7% during this period.

Life insurance generated revenue of 8.55
billion soles, with a significant increase in
all modalities, in particular pensions, in-
creasing by 74.6%. Meanwhile, Non-Life
insurance lines recorded a nominal growth
in premiums of 15.3% (10.9% in real
terms), reaching 9.15 billion soles (2.36
billion dollars]. All lines experienced dou-
ble-digit growth, with particular mention
going to Aviation (34.6%), Third-Party Lia-

Chart 3.2.5-a
Peru: Changes in Economic Growth and Inflation
(GDP in local currency, billions of soles; real growth rate, %; annual inflation rate, %)
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bility (30%) and Transport (29.6%). Fire,
Health and Automobile insurance, which
account for the highest volume of premi-
ums, also performed well, with increases of
10.4%, 11.7% and 16.2%, respectively. Thus,
the Life insurance segment accounted for
17.5 pp of the 26.2% nominal growth report-
ed by the insurance market in Peru in 2021,
while the remaining 8.7 pp were attributable
to the Non-Life segment (see Chart 3.2.5-d).

Balance sheet and shareholders' equity

Chart 3.2.5-e shows the performance of
the Peruvian insurance industry's aggre-
gate balance sheet at the sector level over
the 2011-2021 period. This data shows that
the industry’'s total assets amounted to
67.15 billion soles (16.78 billion dollars) in
2021, while equity amounted to 8.46 billion
soles (2.12 billion dollars), down by 8.7 pp

on the previous year. As such, aggregate
capitalization levels in the Peruvian insur-
ance industry (measured over total assets)
have gradually declined from 20.8% in 2011
to 12.6% in 2021.

Investments

Charts 3.2.5-f, 3.2.5-g and 3.2.5-h show
changes in investment over the 2011-2021
period, as well as the composition of the
aggregate portfolio at the sector level for
the Peruvian insurance industry during
said period. Investment totaled 51.65 bil-
lion soles (12.91 billion US dollars) in 2021,
most of which was concentrated in equities
and fixed income financial securities. The
composition of investment in 2021 was as
follows: 85.6% concentrated in debt and
equities, 7.2% in cash and the remaining
7.3% in real estate investments.

Table 3.2.5
Peru: Premium Volume' by Line, 2021

I

Millions Millions

Line of soles of USD
Total 17,695.5 4,557.4 26.2 21.4
Life 8,548.4 2,201.6 40.4 35.0
Individual Life 2,802.0 721.7 31.6 26.6
Group Life 2,372.5 611.0 16.9 12.4
Pensions 3,373.9 868.9 74.6 67.9
Non-Life 9,147.1 2,355.8 15.3 10.9
Automobiles 1,474.2 379.7 16.2 11.8
Fire and allied lines 2,004.1 516.2 10.4 6.2
Other lines 1,088.8 280.4 18.1 13.6
Health 1,489.0 383.5 1.7 7.4
Personal accidents? 777.0 200.1 12.0 7.7
Transport 259.4 66.8 29.6 24.6
Third-Party Liability 454.3 117.0 30.0 25.0
Burials 143.5 37.0 12.4 8.1
Aviation 149.7 38.6 34.6 29.4
Multirisk 171.8 44.2 15.6 11.2
Sea - Hull 109.0 28.1 17.6 13.1
Credit and/or surety 500.9 129.0 16.0 11.6
Workplace accidents 525.3 135.3 20.5 15.9

Source: MAPFRE Economics (based on data from the Superintendency of Banking, Insurance and Pension Fund Administrators)

1/ Net insurance premiums

2/ Includes Seguro Obligatorio de Accidentes de Transito (SOAT — Compulsory Traffic Accident Insurance)
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Chart 3.2.5-b
Peru: Growth Developments in the Insurance Market
(premiums, millions of soles; annual nominal growth rates, %)
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Technical provisions

Meanwhile, Charts 3.2.5-i, 3.2.5-j and
3.2.5- k present information on the per-
formance and relative composition of tech-
nical provi-sions between 2011 and 2021.

Chart 3.2.5-c
Peru: Share of Insurance
Premiums in Latin America
(%)
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Source: MAPFRE Economics [based on data from the
Superintendency of Banking, Insurance and Pension Fund
Administrators and supervisory bodies in the region)

In 2021, tech-nical provisions amounted to
50.64 billion soles (12.66 billion dollars);
74.9% of the total corresponded to Life in-
surance, 18.2% to the provision for out-
standing claims, and the remaining 6.7% to
the provision for un-earned premiums and
unexpired Non-Life insurance risks. As
highlighted in previous versions of this re-
port, the volume of techni-cal provisions of
the Peruvian insurance in-dustry signifi-
cantly increased in absolute values in recent
years in both the Life and Non-Life insur-
ance segments. The compo-sition of aggre-
gate provisions remained rel-atively stable
until 2013, when the propor-tion corre-
sponding to Life insurance fell slightly from
around 80% to close to 76%. At year-end
2021, it represented 74.9% of total provi-
sions.

Technical performance

Chart 3.2.5-l shows developments in the
technical performance of the Peruvian in-
surance industry over the 2011-2021 period.
To this end, the combined ratio dropped by
9.8 pp in 2021, to 129%, as a result of the
significant increase in the loss ratio, which
dropped from 62.7% in 2020 to 70.4% in
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Chart 3.2.5-d
Peru: Contribution to Insurance Market Growth
(percentage points, pp)
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Source: MAPFRE Economics (based on data from the Superintendency of Banking, Insurance and Pension Fund Administrators)

Annual Contribution to growth (pp)

20M1 10.1 3.1 7.0
2012 9.6 3.0 6.7
2013 14.7 5.6 9.1
2014 12.0 7.7 4.2
2015 15.7 6.6 9.1
2016 -4.2 -4.5 0.3
2017 0.6 1.9 -1.3
2018 13.6 7.7 5.9
2019 9.7 5.2 4.5
2020 -0.7 -1.8 1.2
2021 26.2 17.5 8.7

2021, but also due to the increase in spend-
ing, which increased by 2.05 pp.

Results and profitability

The Peruvian insurance industry posted a
net result of 418.5 million soles (108 mil-
lion dollars) in 2021, down by 61.4% year on
year. The technical result, as indicated previ-

ously, remained negative, in line with the re-
sults of the last decade, and the financial re-
sult increased by 15.9% during the year in
question. In terms of profitability levels, re-
turn on equity (ROE) stood at 4.7% in 2021,
down by 7.3 pp from the previous year. Return
on assets (ROA) reached 0.7% in 2021, 1.0 pp
down on 2020 (see Chart 3.2.5-m).

Chart 3.2.5-e
Peru: Changes in the Insurance Industry’'s Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Chart 3.2.5-f
Peru: Insurance
Market Investments
(millions of soles)
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Insurance penetration,
density and depth

Chart 3.2.5-n shows the main structural
trends shaping the development of the Pe-
ruvian insurance industry over the 2011-
2021 period. According to this information,
in 2021 the penetration index (premiums/
GDP) for the Peruvian market stood at 2.0%;
the same as in 2020 and 0.5 pp higher than
in 2011, thus maintaining the indicator’s re-
covering trend that began in 2018. From a
medium-term perspective, the penetration
index in the Peruvian market has grown
steadily over the period under analysis but
remains below the average absolute values
of the region’s markets. Meanwhile, insur-
ance density in Peru (premiums per capita)
stood at 525 soles (135 dollars), 24.7% high-
er than in 2020. Peruvian market density
(measured in local currency) went up until
2015, when it began to fall slightly, a trend
that reversed in 2018 and then dropped
again in 2020 before recovering in 2021.
Lastly, insurance depth (Life insurance pre-

Chart 3.2.5-g
Peru: Structure
of Investments
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Chart 3.2.5-h
Peru: Structure
of Investments, 2021
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miums in relation to total premiums) stood

Chart 3.2.5-i at 48.3% in 2021, up 5.4 pp from 2011 and
Peru: Technical Provisions 4.9 pp higher than the previous year. The
of the Insurance Market depth indicator for the Peruvian insurance

market has fluctuated around the average
values of the regional markets over the past
decade, surpassing the average during the
past year.

Insurance Protection
Gap estimate
Chart 3.2.5-0 shows an estimate of the
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insurance gap for the Peruvian insurance
market between 2011 and 2021. The
insurance gap in 2021 amounted to 51.66
billion soles, almost 3 times the size of the
Peruvian insurance market at the end of
that year. The structure and performance
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8 8§ &8 8 S largely attributable to the Life insurance
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a greater extent than in Non-Life
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Chart 3.2.5-1
Peru: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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45% of the IPG in 2021 was attributable to
the Non-Life insurance segment (23.22
billion soles). The potential insurance
market in Peru (the sum of the actual
market plus the insurance gap)] was
estimated at 69.36 billion soles in 2021, 3.9
times the total insurance market that year
(see Chart 3.2.5-p).

In turn, Chart 3.2.5-q shows an estimate of
the insurance gap of the Peruvian market
as a multiple of the actual insurance
market. To this end, the IPG as a market

multiple has dropped between 2011 and
2021. In the case of the Life insurance
segment, the IPG as a multiple of the
market fell from 6.3 to 3.3 over the past
decade, while in the Non-Life insurance
segment, it fell from 2.8 to 2.5 times.

In summary, Chart 3.2.5-r shows changes
in the IPG as a multiple of the actual mar-
ket for the Life and Non-Life segments and
for the total Peruvian insurance market,
comparing the situation in 2011 with that of
2021. During this period, there was a clear

Chart 3.2.5-m
Peru: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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reduction in the insurance gap in relative
terms, led by the decrease in the Life in-
surance segment.

Chart 3.2.5-s provides a summary update on
the evaluation done on the Peruvian insur-
ance market's capacity to close the insur-
ance gap estimated in 2021, using a com-
parative analysis on the growth rates ob-
served over the last ten years and the
growth rates that would be needed to close
the gap estimated in 2021 over the next ten
years. The Peruvian insurance market
recorded an average annual growth rate of
9.4% between 2011 and 2021, which con-
sisted of an annual growth rate of 10.7% in
the Life insurance segment and of 8.3% in
the Non-Life insurance segment. Thus,
were the same growth rate seen over the
past decade to continue over the next ten
years, the growth rate of the Peruvian in-
surance market would fall 5.1 pp short of
closing the insurance gap estimated for
2021 in the Life segment and 5.2 pp short in
the Non-Life segment; these shortfalls, in
general, have improved compared to 2020.

Market Development Index (MDI)

Chart 3.2.5-t shows an estimate of the
Market Development Index (MDI) for the
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Peruvian insurance industry. This indicator,
used to analyze the overall trend in devel-
opment and maturity of the insurance
market, showed a positive trend through-
out the 2011-2021 period after shrinking in
2011, 2012, 2016, and 2017. However, the
indicator began to increase once again in
the last four years, recovering the average
trend observed in Latin American insur-
ance markets.

Comparative analysis
of structural coefficients

Chart 3.2.5-u outlines the state of the Pe-
ruvian insurance market when compared
with the average for Latin America, mea-
sured in terms of the structural indicators
featured in this report. This information
reveals that, with the exception of depth, all
structural dimensions of the Peruvian in-
surance market remain below the regional
average. Furthermore, the dispersion
analysis that seeks to identify the perfor-
mance trend in the Peruvian insurance
market over the past decade confirms that
the Peruvian insurance industry, in general
terms, has experienced a balanced and
consistently positive development between
2011 and 2021, despite the drop seen be-
tween 2015 and 2019.
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Chart 3.2.5-p
Peru: Insurance Protection Gap and Potential Market
(millions of soles)
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There were 18 companies operating in the
Peruvian insurance industry at year-end
2021, of which four were dedicated exclu-
sively to Life lines, seven to property and
casualty lines, and seven to both. Market
concentration is relatively high, decreasing
until 2016 before reversing the trend in
2017 and then falling again in 2021. The
Herfindahl index, which from 2017 onward
shows high concentration, has returned to

the range of moderate concentration in
2021, although still within the high part of
the band. This situation is confirmed by an-
alyzing the CR5 index (75.2%), which repli-
cates this performance in both segments of
the market, with Non-Life standing at
87.5% and Life standing at 81.1% (see
Chart 3.2.5-v).

In this context, in terms of the total group
ranking in 2021 (see Chart 3.2.5-w), Rimac
and Pacifico Seguros continued to hold the
top two positions with market shares of
29.5% and 24.1%, respectively. The remain-

Chart 3.2.5-q
Peru: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.2.5-r
Peru: Change in IPG
as a Multiple of the Actual Market
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ing groups in the ranking remain the same
as in 2020, as does the position they occupy.

Life and Non-Life rankings

In the Non-Life group ranking for 2021,
Rimac, Pacifico, MAPFRE and La Positiva
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continued to hold the top places, with mar-
ket shares of 36.4%, 20.8%, 16.4% and
16.1% respectively, followed some way be-
hind by Chubb (2.7%). In the 2021 Life
ranking, Pacifico Seguros remained in first
place, with a market share of 27.8%, fol-
lowed by Rimac with 22.2%, Interseguro
with 13.6%, La Positiva with 9.7%, and
MAPFRE with a market share of 7.8% (see
Chart 3.2.5-x).

Key regulatory aspects

Below are the main regulations issued in
2021 and 2022 as part of the update to the
regulatory framework of the Peruvian in-
surance market.

e SBS Resolution No. 504-2021. Regulation
on Data Security Management and Cyber-
security. The aim of this Regulation is to
strengthen the cybersecurity capacities of
companies in supervised systems, estab-
lishing a general regime and simplified
regime in relation to the management of
information security, with differing re-
quirements depending on the type of
company based on their size, nature and
the complexity of their transactions,
based on criteria of proportionality. It also
establishes minimum authentication re-

Chart 3.2.5-s
Peru: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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e Law No. 31143. Law protecting financial
services consumers from usury. Establish-

es

irements for providing services via digi-
channels.

purchasing conditions for debtor’s life

insurance and sets out the process for the

Superintendency of Banking, Insurance,
and Pension Fund Administrators to ap-
prove general and specific policy condi-
tions. Gives the Superintendency the au-
thority to regulate and approve rates and
other commissions.

Chart 3.2.5-u

Peru: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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Chart 3.2.5-v
Peru: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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e Law No. 31149. Amends the Law on the
Consolidation of Welfare Benefits (DL No.
688). Law No. 31149, published on March
31, 2021, amended Articles 9 and 18 of
Legislative Decree No. 688 (regulatory
framework for the life insurance law). The
new Article 18 of the aforementioned
Legislative Decree indicates that, in case

of the resignation of the insured worker,
they may choose to maintain their life in-
surance; to this end, within a period of
sixty (60) calendar days from the end of
the employment relationship, they must
write to the insurer and pay the premium,
at the frequency of their choice (monthly,
quarterly, six-monthly or annually), which

Chart 3.2.5-w
Peru: Total Ranking
(market shares, %)
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Chart 3.2.5-x
Peru: Life and Non-Life Ranking
(market shares, %)
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is calculated based on the most recent
salary paid. Furthermore, Article 18 of
said Legislative Decree indicates that, in
case the insured worker resigns and
chooses to retain their life insurance, the
insurance company shall enter into a new
agreement with the worker, establishing a
premium that cannot be any higher than
the premium paid by the employer prior
to the end of the employment relation-
ship, extending an individual life policy
with a renewable annual payment and
maturity; maintaining the validity of the
insurance taken out pursuant to the pro-
visions of Law 29946, on Insurance Con-
tract Law, as well as maintaining the
same conditions that the insured party
enjoyed while employed.

e SBS Resolution No. 1143-2021. Regulation
on Mathematical Reserves. Establishes the
guidelines and methodological approach
for building mathematical reserves for life
insurance other than life annuity SPP and
SCTR and Mandatory Life Insurance. The
regulation follows Insurance Core Princi-
ple (CIP) No. 14, approved by the In-
ternational Association of Insurance Su-
pervisors, establishing standards for in-

surance company liability valuation. The
primary provisions of the Regulation are:
(i) general provisions in terms of the
methodological approach, guidelines, and
principles for building life insurance
mathematical reserves; [ii) inclusion of
the best estimate margin (MOCE]), a com-
ponent of the mathematical reserve; (iii)
mathematical reserves must be recorded
and treated in the books pursuant to the
new methodological approach and its
components (base mathematical re-
serves, best estimate margin (MOCE]J, and
variation on the mathematical reserves
resulting from changing interest rates;
(iv)] guidelines in terms of building Life
insurance mathematical reserves with a
savings and/or investment element; (v] a
proprietary authorization procedure was
added for insurance companies to use or
modify their own methodology to calcu-
late the MOCE of the mathematical re-
serves; (vi] an authorization procedure for
releasing mathematic reserves was in-
cluded applying the Mathematical Re-
serve Regulation; and (vi] companies
have an adaptation period, which ends on
December 31, 2022.




e SBS Resolution No. 1147-2021. This reso-

lution amends the Regulation on Insurance
System Market Conduct Management ap-
proved by SBS Resolution No. 4143-2019.
Debtor’s life insurance purchasing condi-
tions, in accordance with Law No. 31143,
protecting financial services consumers
from usury.

SBS Resolution No. 1761-2021. This reso-
lution amends the Regulation on asset re-
quirements for insurance and reinsurance
companies (SBS Res. No. 1124-2006 and
amending rules). The Covid-19 pandemic
has increased the number of claims that
insurance companies need to cover, espe-
cially in terms of pension and group life
insurance. This increased loss ratio can
be seen under liabilities in insurance
companies’ books (claims reserves) and
expenses. However, due to the current
solvency ratio rule, this increase is also
being reflected in the asset requirements
for these kinds of insurance policies and
is estimated as an unexpected loss. Thus,
the current asset requirement calculation
rule for group pension and life insurance
places excessive emphasis on the excess
mortality caused by the pandemic. The
proposal therefore aims to prevent double
penalty of insurance companies’ financial
situation due to said effect. Given this
scenario, adjusting the solvency ratio cal-
culation based on these types of claims is
considered reasonable to mitigate the ef-
fects of the pandemic on the capital
charge required of insurance companies.
This adjustment is necessary considering
that increased claims due to the pandem-
ic could extend for a longer period of time
with the risk of a third wave and new vari-
ants of the virus.

SBS Resolution No. 2201-2021. This reso-
lution amends the Regulation on Classify-
ing and Valuing Insurance Company Invest-
ments (SBS Res. No. 7034-2012 and
amending rules). Provides clarification in
relation to the investment costing method
and provisions for the sale and accounting
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reclassification of instruments. The gen-
eral rule applying to all investments by a
company consists of applying the average
weighted cost for capital instruments and
PEPS for debt instruments. The scope or
perimeter for calculating the average cost
or the PEPS formula may be the invest-
ment portfolio to which the costing in-
struments belong when said portfolio
backs a single, homogeneous group of
obligations.

SBS Resolution No. 2239-2021. Amend-
ment of the Circular on the technical re-
serves for disability and survivor’s insur-
ance and funeral costs in the Private Pen-
sion System, the Regulation on the Out-
standing Risk Reserve and the Regulation
on the Technical Claims Reserve. During
the pandemic, insurance companies re-
ported an increase in the number of
claims in relation to this insurance that
covers the risk of mortality. To this end,
with a view to attenuating the impact of an
increase in mortality rates caused by the
pandemic on insurance and/or reinsur-
ance companies, SBS Resolution No.
2239-2021 was issued, including the fol-
lowing measures:

Amendment to Circular No. S-603-2003
“Technical reserves for disability and
survivor’'s insurance and funeral costs
in the Private Pension System.” The
method for calculating the “reserve
rate” used to calculate the technical
reserve for disability and survivor’s in-
surance and funeral costs in the Private
Pension System was amended. This
rate is calculated based on the “update
rates” calculated each month by the
Superintendency, which allow insur-
ance companies to calculate the capital
required by definitive disability and sur-
vivor's pensions, with the purposes of
settling the additional definitive contri-
bution. The “reserve rate” was calcu-
lated as the lowest of the “update
rates” in the previous six months.
Through SBS Resolution No. 2239-2021
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it was established that the “reserve
rate” is calculated as the average “up-
date rate” for the past 12 months.

Amendment of the Outstanding Risk
Reserve Regulation (SBS Resolution
No. 6394-2016 and amending rules).
The methodology for calculating the
Reserve for Premium Shortfalls (RIP)
was amended to group together short-
term individual or group life insurance
risk. It should be noted that the Reserve
for Premium Shortfalls (RIP) is consti-
tuted when the Reserve for Unaccrued
Withheld Premiums (RPNDR) does not
sufficiently cover the retained obliga-
tions generated during the outstanding
coverage period of insurance agree-
ments, accepted reinsurance and re-
ceived coinsurance. The RIP is calcu-
lated on a quarterly basis using historic
information, broken down for six risk
groups. In the case of short-term indi-
vidual or group life insurance, with a
maturity of less than or equal to one
year, the RIP was calculated using in-
formation from the preceding 24
months. SBS Resolution No. 2239-2021
requires the RIP for this group to be
calculated bearing in mind the most
favorable scenario of information from
the past 24 or 48 months.

Amendment of the Claims Reserve
Regulation (SBS Resolution No.
1856-2020). Fourth Final and Transi-
tional Provision included in the Claims
Reserve Regulation, with a view to al-
lowing companies to gradually consti-
tute the gross, assigned and net IBNR
reserve for the following risks: medical
care, long-term individual life, private
group life, labor law life, survival, long-
term funeral, short-term individual life,
short-term funeral, former employee
law life and disability, survival and fu-
neral pension insurance. In other
words, the gradual constitution of the
IBNR reserve applies to life insurance
risks (those other than income insur-
ance] and medical care. The gradual

recognition of the IBNR reserve con-
sists of applying a minimum percentage
to the estimation of the gross, assigned
and net IBNR reserve during a two-year
period. This percentage starts at 60% in
July 2021 and increases on a straight-
line, monthly basis until July 2023,
when 100% of the reserve must be con-
stituted.

e SBS Resolution No. 2388-2021. Regula-

tion on Life Insurance with a savings and/
or investment element. The main provi-
sions of this standard include the follow-

ing:

e The scope of the Regulation includes
individual income and other life insur-
ance with a savings and/or investment
element, whether separable or not
according to the Regulation on Math-
ematical Reserves. The elements cor-
responding to the insured party’s sav-
ings or investment must be identified,
separating them from the elements
associated with the coverage of insur-
ance risks.

e |t develops the principles, policies and
procedures in relation to the supply
and promotion of products under the
regulation.

e |t includes the principles for disclos-
ing and managing conflicts of interest
in the management of investments,
with a view to ensuring that company
decisions are objective and transpar-
ent, both in the selection of assets
and the assignment or transfer of in-
vestments between investment port-
folios, in such a way that the invest-
ment decisions adopted do not harm
the interests of the insured parties.

e |t sets out that when companies offer
alternative products, they shall bear in
mind the risk aversion profile of the
end customer. The commercial names
of these insurance policies must be
expressed in simple, clear language
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that is understandable to users, with-
out generating false expectations in
relation to their conditions or benefits
or inducing error as regards their na-
ture or the associated risk profile.

Companies are required to provide
sufficient and relevant information to
the contracting party when offering
these insurance products, to which
end, they must consider the needs
and interests of users, as well as their
level of knowledge of the products
and their level of risk tolerance.

Additional information is set out that
must be contained in the policies and
account statements of these policies,
considering the items charged and
paid to users for each element, as
well as the charges made and the
conditions and variables considered to
calculate their value.

Companies are required to send or
make an updated account statement
available to the insured party contain-
ing information on the values and ac-
tivities of each account belonging to
them, based on the inherent elements
of insurance risk coverage and the
associated investment and savings
elements, which must feature the in-
terest rate or effective rate of return
(ERR]J, from the start date to the cut-
off date of the account statement. In
relation to investment elements, the
value and changes in number of
shares held by the insured party must
be featured, as well as the value of
the account on the cut-off date of the
account statement, in addition to in-
formation on the breakdown of the
investment portfolio’s distribution by
country of origin and asset class, fol-
lowing market practices and uses.

Savings and investment elements are
recognized as part of technical obliga-
tions, with the exception of separable
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investment elements, the financial
risk inherent to which is assumed in
full by the insured party, which corre-
spond to financial obligations, to be
added to the technical obligations
also for the purposes of being backed
by eligible investments.

The liabilities corresponding to insep-
arable savings and/or investment el-
ements under the Regulation on
Mathematical Reserves are subject to
the calculation of guarantee fund and
solvency equity requirements, under
the same parameters established for
individual life and income insurance.
In turn, as regards separate savings
or investment elements, including
investment elements for which the
financial risk is assumed in full by the
insured party, the solvency equity re-
quirement does not apply, although
guarantee fund requirements are es-
tablished.

Separable savings and/or investment
elements of the insurance element
must be measured as liabilities at fair
value through profit and loss or at
amortized cost, depending on the na-
ture of the obligation. Investment el-
ements for which the financial risk is
assumed in full by the insured party
must be measured as liabilities at fair
value through profit and loss.

To manage assets and liabilities,
companies must define homogeneous
groups of special (exclusive] obliga-
tions for these products and segre-
gate the obligations resulting from
savings elements from those result-
ing from investment elements. Fur-
thermore, in the case of obligations
associated with savings or investment
elements, companies must define
homogeneous groups of obligations
bearing in mind a level of segregation
that takes the characteristics of each
product into consideration.
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e SBS Resolution No. 2429-2021. Regulation
for the temporary performance of activities
in innovative models. The Thirty-Fourth
Final and Supplementary Provision of the
General Law on the Financial System and
Insurance System and Organic Law on the
Superintendency of Banking and Insur-
ance (Law No. 26702 and amending rules)
stipulates that the Superintendency may
establish temporary authority over any
operation or activity within the scope of its
supervisory powers via new models and
can grant any exceptions to the regulation
it deems applicable to the individuals or
legal entities carrying out said operations
or activities, as well as with regard to the
other provisions necessary for their de-
velopment. In view of the above, a regula-
tory framework has been established to
set up spaces for temporary tests in rela-
tion to the performance of activities applic-
able to going concern companies, as well
as those in the process of applying for a
license, with a view to promoting the inno-
vative development of products and/or fi-
nancial services that allow them to come
into contact with companies in a more effi-
cient and high-quality manner. To this end,
companies may ask the Superintendency
to perform tests on activities related to the
supervised systems. As a result, they have
the opportunity to experiment on a small
scale, performing activities in a temporary
and controlled manner, with customers
and users involved in the validation of their
feasibility. The Regulation also sets out the
authorization procedure to which compa-
nies will be subject to ask to perform these
tests, establishing the general and specific
conditions in each case.

SBS Resolution No. 2451-2021. Minimum
procedures for the management, classifica-
tion, reporting and constitution of provisions
for disputes. With a view to promoting the
adequate management of disputes faced
by supervised companies, it was neces-
sary to establish minimum procedures for
their management, classification, report-
ing and constitution of provisions, which
have been prepared bearing in mind the

experience acquired from the supervision
actions performed in recent years. As re-
gards dispute management, the Regula-
tion stipulates that companies must have
policies and procedures that include the
following aspects: areas participating in
dispute management, procedures for
handling disputes, periodic report to the
Risk Committee on the status of disputes,
monitoring of the management of exter-
nal legal advisors recruited, preparation
of an updated record of disputes, etc. Fur-
thermore, the Regulation indicates that
companies must have a manual of poli-
cies and procedures, approved by man-
agement, developing guidelines for the
classification of disputes, the constitution
of provisions for disputes and disclosures
in financial statements. The dispute must
be classified when it first arises and must
be updated at least every time there is a
relevant change in its status (ruling, reso-
lution, decision, opinion, new evidence or
other relevant aspects, accordingly). Fur-
thermore, all disputes for which an unfa-
vorable ruling, resolution, decision or
opinion has been handed down, regard-
less of the stage or authority, must be
classed as “probable.”

SBS Resolution No. 3661-2021. Regulation
for the Constitution of the Catastrophic Risks
Reserve. SBS Resolution No. 3661-2021
updates the provisions of the Regulation
for the Constitution of the Catastrophic
Risks and Uncertain Claims Reserve (SBS
Resolution No. 1305-2005), applicable to
insurance companies in the calculation of
the catastrophic risk reserve for portfolios
of insured assets against such risks. To
this end, a study has been completed to
update the methodology for calculating
estimated losses in relation to buildings
and other insured assets against the risks
of earthquake and tsunami by the Peruvian
Japanese Center for Seismic Research and
Disaster Mitigation (CISMID] at the Nation-
al University of Engineering. As a result,
CISMID has prepared the technical bases
for estimating losses for the purposes of
earthquake and tsunami insurance, which



must be applied by insurance companies,
providing the insurance system with suffi-
cient financial strength to assume the
losses caused by these risks. The primary
provisions of the new Regulation are: (i)
adapting the metrics for calculating the
reserve for catastrophic risks; (ii) updating
the CISMID’s technical note, including the
risk of tsunami to calculate the cat-
astrophic risk reserve; (i) adapting the
database for property and insured assets
against catastrophic risks, annex for spe-
cial structures and claims being paid out
in relation to catastrophic risks; (iv] includ-
ing an annex with a description of the type
of structure of insured assets, including an
illustration of these, to facilitate the com-
pletion of annexes; (v) including the review
of databases of insured assets as part of
the Internal Audit Work Plan; (vi) amend-
ing the Regulation on the Sale of Insurance
Products and the Supervision and Control
of Insurance Brokers and Agents, with a
view to ensuring that bancassurance op-
erators and intermediaries inform those
taking out policies that include the risk of
earthquake and/or tsunami of the conse-
quences of taking out insurance for a value
less than the commercial or reconstruc-
tion value of the insured asset, as well as
the value of the premium to be paid, and
(vii) the inclusion of authorization proce-
dures for applying the catastrophe reserve
and the use of own methodologies for es-
timating the catastrophe reserve.

SBS Resolution No. 3872-2021. Amending
the Regulation on the Classification and
Appraisal of Investments by Insurance
Companies (fair value model for apprais-
ing investments in property). SBS Resolu-
tion No. 3872-2021 clarifying the re-
quirements and guidelines for the fair
value model for appraising investments in
property, including aspects in relation to
real-estate management and the ac-
counts treatment and capital require-
ments associated with these investments,
with a view to enhancing the solvency of
insurance companies and contemplating
a higher level of prudence and indepen-
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dence and lower level of volatility in the
calculation of the value of these invest-
ments. The main provisions of the Reso-
lution are the following:

e They define the requirements in rela-
tion to the policies and procedures that
must be implemented by companies
requesting authorization to appraise
their real-estate investments under
the fair value model, with a view to im-
proving their management of real-es-
tate risk. These include the require-
ment to implement indicators to iden-
tify and monitor early warning signals
for real-estate market values (sepa-
rate from any appraisals performed)
applicable to their own investments, as
well as defining the criteria and proce-
dures to be followed in case of delays
(actual or expected) in payments to
counterparties as part of usufruct and
lease agreements.

e They establish that appraisals of in-
vestments in real estate under the fair
value model must be performed by
third parties (appraisal firms or ex-
perts) who meet the training and expe-
rience requirements in relation to real-
estate appraisals. They seek to ensure
the appraisal is independent and pre-
vent possible conflicts of interest. Fur-
thermore, they include guidelines for
periodically alternating between ap-
praisal companies or experts, bearing
in mind that a single property cannot be
appraised by the same expert or com-
pany more than five (5) years in a row.

e They establish that the fair value of
real estate generating income or peri-
odic flows with agreements in force at
the time of the appraisal corresponds
to the commercial appraisal value,
which must be calculated considering
the income generated using at least
two approaches: the revenue ap-
proach, using the discounted cash flow
method; and the market approach,
based on comparable values.



THE LATIN AMERICAN INSURANCE MARKET IN 2021

e For properties that do not generate any
income or periodic flows on the ap-
praisal date (no valid agreement in
place), the fair value corresponds to
the commercial appraisal value, which
shall be calculated bearing in mind the
result obtained using at least two ap-
proaches: the cost approach (replace-
ment value) and the market approach.
Furthermore, on an exceptional basis,
for properties for which agreements
under which income or periodic flows
were generated expired in the twelve
(12) months prior to the appraisal date,
the revenue approach may be applied
in addition to the cost and market ap-
proaches.

e They establish a capital requirement of
10% of the value of investments in real
estate appraised under the fair value
method, included in the Guarantee
Fund, in addition to the 35% of solvency
equity and the corresponding require-
ments for separable savings and in-
vestment elements according to the
Mathematical Reserves Regulation.

e The guidelines to be taken into consid-
eration in the real-estate appraisal un-
der the fair value model are updated.
To apply the revenue approach, specific
guidelines are established in relation
to forecasting flows, circumstances of
non-collection, vacancy rates, calculat-
ing the discount rate and the calcula-
tion of residual value. To apply the
market approach, when using the offer
prices of comparable properties,
rather than the effective purchase
prices, a discount of at least two per-
cent (2%) must be applied, reflecting
the estimated impact of the negotiation
on the ultimate purchase price (nego-
tiation factor).

e New materiality thresholds are estab-
lished for identifying indirect expo-
sures via real estate investments. Con-
sidering a reasonable balance between
the materiality of exposures and the
operating burden of the process of

identifying these exposures, which
shall be considered in the calculation
of the investment limits in the Regula-
tion on Investments by Insurance
Companies.

e Circular C5-37-2021, AS-32-2021, Circu-

lar CS-38-2021, AS-33-2021. Presentation
of financial and complementary information
by insurance intermediaries and agents.
The Superintendency has drawn up two
circulars requiring financial and com-
plementary information from insurance
intermediaries and agents. They estab-
lish different requirements for natural
and legal persons. Furthermore, in the
case of insurance brokerages, informa-
tion requirements differ depending on
the segment to which the company be-
longs. The primary provisions of the
project are:

e Insurance brokerages in Segment 1
are required to send the following in-
formation: financial statements once
per six months, corporate information
on an annual basis, supplementary
information (income, information on
policy intermediation, risks inherent
to the insurance they offer, referrals,
sales promoters, exclusive insurance
brokers, professional third-party lia-
bility policies, etc.) on a six-monthly
and yearly basis.

e Insurance brokerages in Segment 2
are required to send the following in-
formation: financial statements once
per six months, corporate information
on an annual basis, supplementary
information (income, information on
policy intermediation, risks inherent
to the insurance they offer, referrals,
sales promoters, exclusive insurance
brokers, professional third-party lia-
bility policies, etc.) on a six-monthly
and mainly a yearly basis.

e |nsurance brokerages in Segment 3
are required to send the following in-
formation: financial statements on an
annual basis, corporate information on



an annual basis, supplementary in-
formation (income, risks they work in,
sales promoters, exclusive insurance
brokers, professional third-party liabil-
ity policies, etc.) on a yearly basis.

e Insurance agencies are required to
send the following information: finan-
cial statements on an annual basis,
corporate information on an annual
basis, supplementary information (in-
come, lines of business they work in,
claims settlement periods and infor-
mation on agents with exclusive in-
surance) on a six-monthly and yearly
basis.

e |Insurance brokers who are natural
persons must send information on
their revenue and professional third-
party liability policies, in addition to a
sworn declaration once per year that
they are not affected by any impedi-
ment in relation to the performance of
their activities.

e Agents who are natural persons must
send information on their revenue, in
addition to a sworn declaration once
per year that they are not affected by
any impediment in relation to the per-
formance of their activities.

e SBS Resolution No. 297-2022. Amend-

ment to the Regulation on Asset Require-
ments for Insurance and Reinsurance Com-
panies. The Regulation on Asset Require-
ments for Insurance and Reinsurance
Companies, approved under SBS Resolu-
tion No. 1124-2006 and amending rules,
establishes, inter alia, the methodology
for calculating the solvency margin re-
quirement to be met by insurance and
reinsurance companies. SBS Resolution
No. 297-2022 amends the aforementioned
Regulation with a view to updating the
minimum withholding ratio used to calcu-
late the solvency margin by pension in-
surance operators, to ensure that said
calculation is in line with the withholding
and risk levels employed by insurance
companies, enhancing the dispersion of
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the insured risk. To this end, the mini-
mum withholding percentage is reduced
from 50% to 30%.

SBS Resolution No. 418-2022. Amend-
ment to the Regulation on Investments
Made by Health Companies. The Superin-
tendency has considered it appropriate to
amend the Regulation on investments
made by health companies, for the pur-
poses of clarification and to extend the
scope of requirements in relation to
guidelines of interest for investments in
local mutual funds, pursuant to the in-
ternational standards and best practices
between investors and management
companies (Mutual Fund Administration
Company, or SAFIl). The primary provi-
sions are as follows: (i) establish that the
eligibility requirement for maintaining an
investment commitment in cash making it
possible to align interests for local mutual
funds that invest in real estate, in-
frastructure, private equity, forestry in-
vestments; also applies to local mutual
funds investing in real estate and in-
frastructure, the majority of which (80%
or more) is located in Peru, and [ii) estab-
lish that this requirement can be made
not only by the Administration Company
(SAFI), but also through companies who
form part of the SAFI's economic group,
as well as directly by shareholders in
them or key staff members of the fund.

SBS Resolution No. 1840-2022. Amending
the Regulation on Managing Market Con-
duct in the Insurance System and the Regu-
lation on the Register of Policy Models and
Minimum Technical Note Requirements.
Law No. 31143, protecting the consumers
of financial services from usury, amended
several of the regulatory provisions asso-
ciated with approving the conditions of
policies, marketing insurance products
and rates. Furthermore, Article 3 of the
cited Law amends Article 9 of General
Law No. 26702 on the Financial System
and Insurance System and Organic Law
on the Superintendency of Banking and
Insurance, with a view to establishing the
rates and the general and specific condi-
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tions of policies determined freely by
companies in the insurance system and
that must be approved by the Superinten-
dency and communicated to the public.
Therefore, the regulation issued by the
Superintendency has to be amended with
a view to bringing it in line with the new
provisions established in said Law, thus
making it necessary to change the proce-
dure, terms and obligations applicable in
the approval of the conditions of insur-
ance policy models subject to previous
review, applicable to all products contain-
ing the minimum conditions of Law No.
29946 on Insurance Contracts. In relation
to rates, the Superintendency, through
the Regulation on Managing Market Con-
duct in the Insurance System, approved
SBS Resolution No. 4143-2019, establish-
ing the requirement to disclose the rates
of group products with a view to providing
users with information on the value of the
commercial premium, charges as de-
ductible costs, deductibles, copayment or
coinsurance, as applicable, as well as in-
terests, in the case of payment in install-
ments, in addition to the other elements
that the rate must contain. In this context,
a regulation was required to bring the
provisions in force in line with Law No.
31143, as regards the regulation of rates
and fees, including the commercial pre-
miums that insurance companies charge
to users, thus regulating the guidelines
and minimum content of rates, as well as
their dissemination.

3.2.6 Bolivia
Macroeconomic environment

The Bolivian economy grew by 6.1% in real
terms in 2021, recovering partially from the
contraction suffered the previous year
(-8.7%), mainly during the second half of
the year, as a result of the relaxation of re-
strictions imposed during the pandemic
and the positive international environment,
which enjoyed a high level of dynamism
(see Chart 3.2.6-a). In relation to domestic
demand, the recovery has been positive yet
moderate, on account of the drop in real
income, a job market in recovery, although

unstable, and certain rigidity on the supply
side subject to price controls for certain
supplies. In terms of the foreign sector, the
Bolivian economy benefited notably from
the favorable circumstances in relation to
raw materials, boosting income on exports
of gas as well as mining-related activities.
As a result, tax income experienced an in-
complete recovery, with an increase in
nominal debt, although dropping in relation
to GDP (both recorded locally and foreign
debt), thus offering a medium- and long-
term profile of sustainability. The gross
public debt of the non-financial sector
stood at 57.8% of GDP at year-end 2021
(58.5% in 2020). Meanwhile, the average
inflation rate stood at 0.7% in 2021, com-
pared to 0.9% the previous year. The cen-
tral bank does not use interest rates as a
monetary policy instrument, but it does use
an exchange-rate mechanism, keeping the
nominal exchange rate stable throughout
the year in order to keep inflation under
control. To this end, and given the changes
in prices recorded, the central bank pro-
ceeded with its policy of expansion.

Looking to 2022, MAPFRE Economics has
estimated Bolivian GDP growth of around
3.4%, while ECLAC estimates that the
Bolivian economy will grow by 3.5%,
attributing this slowdown in growth
compared to the previous year to the
expectations of a more conservative
economic policy, as well as the Llimited
production capacity of sectors like the
mining and hydrocarbon sectors. According
to the IMF's most recent forecast for 2022,
this growth is estimated to be 3.8%.

Insurance market
Growth

Premiums in the Bolivian insurance market
in 2021 amounted to 4.26 billion bolivianos
(617 million dollars), representing nominal
growth of 4.0% and real growth of 3.3%
compared to the previous year. This was
mainly due to the boost of Life insurance,
though this was less dynamic than in the
previous year (7.8% in nominal terms and
7.0% in real terms). Of these 2021 premi-
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Chart 3.2.6-a
Bolivia: Changes in Economic Growth and Inflation
(GDP in local currency, billions of bolivianos; real growth rate, %; annual inflation rate, %)
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ums, 61% related to Non-Life insurance,
with the remaining 39% relating to Life in-
surance (see Table 3.2.6 and Chart 3.2.6-b).

In turn, comparing the performance of the
Bolivian insurance industry to the Latin
American insurance industry (see Chart
3.2.6-c), it can be seen that its share has
gradually increased over the past decade,
from 0.18% in 2011 to 0.41% in 2021. The
biggest increase came in the Life segment,
increasing from 0.1% to 0.38%, while the
Non-Life experienced an increase from
0.24% to 0.44%.

Life insurance continued on its upward
trend (which has remained uninterrupted
for more than a decade), accounting for
39.1% of premiums (21.7% in 2011). Life
insurance premiums increased to 1.67 bil-
lion bolivianos (241 million US dollars),
which represents a nominal increase of
7.8% and a real increase of 7%. Although
the largest increase occurred in the Life
Annuity line (10.9% in nominal terms and
10.1% in real terms), its premium volume
is so small that its contribution to growth is
lower than that of the individual Life
modality, which accounts for 90.4% of the
Life premiums and increased by 9.3%

(8.5% in real terms) in 2021, while group
Life dropped by 6.9% (-7.6% in real terms).
Meanwhile, Non-Life insurance premiums
(which made up 61% of premiums in 2021)
saw a nominal growth of 1.8%, or 1.0% in
real terms, reaching 2.59 billion bolivianos
(376 million dollars). Automobile was the
most important modality, which includes
Compulsory Traffic Accident Insurance
(CTAI) and which fell by 4.4% in nominal
terms (5.1% in real terms) in 2021. As
Chart 3.2.6-d indicates, Life insurance pos-
itively contributed 2.9 pp to growth in 2021,
while the Non-Life insurance segment
negatively contributed 1.1 pp.

Balance sheet and shareholders' equity

Chart 3.2.6-e shows the Bolivian insurance
industry’'s aggregate balance sheet at the
sector level. This data shows that the in-
dustry’'s total assets amounted to 8.423
billion bolivianos (1.22 billion dollars) in
2021, while equity totaled 2.37 billion boli-
vianos (343 million dollars), up 1.7 pp from
2020. Furthermore, the Bolivian insurance
industry maintained aggregate capitaliza-
tion levels (measured on total assets) of
over 20% between 2011 and 2021, repre-
senting 28.1% of total assets in 2021.
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Table 3.2.6
Bolivia: Premium Volume! by Line, 2021

Millions Millions
of bolivianos 0f USD Nominal (%)

Total 4,258.4 617.2 4.0 3.3
Life 1,664.5 241.2 7.8 7.0
Group Life 140.3 20.3 -6.9 -7.6
Individual Life 1,505.2 218.1 9.3 8.5
Life annuity 19.1 2.8 10.9 10.1
Non-Life 2,593.9 375.9 1.8 1.0
Automobiles 655.1 94.9 -4.4 -5.1
Other lines 416.8 60.4 16.5 15.6
Fire 324.2 47.0 -7.6 -8.2
Third-Party Liability 122.0 17.7 8.4 7.6
Transport 218.2 31.6 19.9 19.0
Technical risks 129.3 18.7 -0.3 -1.0
Surety 105.9 15.4 -10.9 -11.6
Health 525.8 76.2 1.3 0.6
Personal Accidents 96.6 14.0 4.2 3.4

Source: MAPFRE Economics (based on data from the Pension and Insurance Tax and Control Authority)
1/ Direct premiums

Investments

Changes in investment in the Bolivian in-
surance market between 2011 and 2021
are shown in Chart 3.2.6-f. Based on this
information, total investment reached 5.62
billion bolivianos (815 million dollars) in

2021. Meanwhile, Charts 3.2.6-g and 3.2.6-
h show changes in the structure of the in-
vestment portfolio at the sector level in the
Bolivian insurance market between 2010
and 2020 (the last year for which disaggre-
gated data is available). In 2020, the in-
vestment portfolio was concentrated in

Chart 3.2.6-b
Bolivia: Growth Developments in the Insurance Market
(premiums, millions of bolivianos; annual nominal growth rates, %)
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Chart 3.2.6-c
Bolivia: Share of Insurance
Premiums in Latin America
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Source: MAPFRE Economics (based on data from the Pension and
Insurance Tax and Control Authority and supervisory bodies in
the region)

fixed income (58.3%], in equity instruments
(9.5%), real estate (19.2%), and cash and
other investments (10.4% and 2.6% re-
spectively). The structure of the portfolio
has changed significantly over the period
under analysis, with the weight of invest-
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ment in equities falling from above 24% in
2012 and 2013 to around 12% in 2014 and
2015 and to 9.5% by 2020. Meanwhile, the
weight of real-estate assets has increased
from 4.1% in 2010 to 19.2% in 2020.

Technical provisions

The performance and relative composition
of technical provisions within the Bolivian
insurance industry are shown in Charts
3.2.6-i, 3.2.6-j and 3.2.6-k. In 2021, techni-
cal provisions amounted to 3.39 billion bo-
livianos (491 million dollars). According to
the latest data available at the close of
2020, 72.8% of total technical provisions
related to Life insurance, 12.9% to provi-
sions for unearned premiums and out-
standing risks in Non-Life insurance, and
14.1% to provisions for outstanding claims.
Over the 2010-2015 period, provisions for
Life insurance lost its share, falling from
88.2% of total provisions in 2010 to 77.7%
in 2015, then slightly rising in the next two
years to 78.9% in 2017 before dropping
again in the following three years to 72.8%
in 2020. This also holds true for the abso-
lute values, which fell from 2.8 billion boli-
vianos (398 million dollars) in 2010 to 2.47
billion bolivianos (358 million dollars) in
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Chart 3.2.6-d
Bolivia: Contribution to Insurance Market Growth
(percentage points, pp)

Annual Contribution to growth (pp)
2011 15.4 3.7 1.7
2012 19.1 3.9 15.2
2013 17.1 6.6 10.5
2014 12.2 3.4 8.8
2015 7.6 4.1 3.5
2016 4.0 3.0 1.1
2017 3.5 3.3 0.2
2018 10.7 6.8 4.0
2019 7.8 4.7 3.0
2020 2.7 3.1 -0.4
2021 4.0 2.9 1.1

Source: MAPFRE Economics (based on data from the Pension and Insurance Tax and Control Authority)
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Chart 3.2.6-e
Bolivia: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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2015, before climbing to 2.67 billion boli-
vianos (388 million dollars) in 2020. During
the same period (2010-2020), provisions for
unearned premiums and outstanding risks
in Non-Life insurance doubled in value
from 187 million bolivianos in 2010 to 472
million bolivianos (69 million dollars) in

Chart 3.2.6-f
Bolivia: Insurance
Market Investments
(millions of bolivianos)
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Source: MAPFRE Economics (based on data from the Pension and
Insurance Tax and Control Authority)

2020. In turn, as regards provisions for out-
standing claims in Non-Life insurance,
there was an increase of 51% in 2020, fol-
lowing the declines shown in 2017.

Technical performance

As regards the technical performance of
the Bolivian insurance market, as shown in
Chart 3.2.6-l, the total combined ratio
worsened by 3.4 pp in 2021 to 105.6%, due
to a decrease of 1.0 pp in the expense ratio,
while the loss ratio increased more notably
(4.4 pp). Meanwhile, the combined ratio for
Non-Life insurance companies in 2021 fell
by 3.7 pp to 95.4%. This performance was
due to a deterioration of 3.4 pp in the ex-
pense ratio and the increase of 0.4 pp in
the loss ratio, thus altering the perfor-
mance seen over the previous years when
expenditure increased, while the loss ratio
remained stable (see Charts 3.2.6-l and
3.2.6-m).

Results and profitability

The Bolivian insurance industry posted a
financial result of 174.7 million bolivianos
(25.3 million dollars) in 2021, down 53% on
the previous year. Combined with a lower
technical result, this financial result led to
an 84.4% decrease in the net result for
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Chart 3.2.6-g Chart 3.2.6-h
Bolivia: Structure Bolivia: Structure
of Investments of Investments, 2020*
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2021, which came to 2.8 million bolivianos

(0.4 million dollars). In terms of profitabili-

~ Chart3.2.6-i ty, in 2021, the lowest profitability levels

Bolivia: Technical Provisions seen over the past decade were registered.
of the Insurance Market . .

(millions of bolivianos) Return on equity (ROE) stood at 1.4% in

2021, down by 7.8 pp compared to 2020; a
similar situation emerges for return on as-
sets (ROA), which reached 0.4% in 2021,
representing a decrease of 2.3 pp com-
pared to 2020 (see Chart 3.2.6-n).

4,000

3,000

Insurance penetration,
density and depth
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Chart 3.2.6-0 shows the main structural
trends shaping the development of the Boli-
vian insurance industry over the 2011-2021
period. The penetration rate (premiums/
GDP) was 1.6% in 2021, just 0.5 pp higher
than a decade prior, in 2011, and it was still
far below the averages observed in the Latin
American region. In terms of insurance
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Chart 3.2.6-j
Bolivia: Structure
of Technical Provisions
(%)

Other technical provisions

Provisions for outstanding claims
M Provisions for unearned premiums and outstanding risks
[ Life insurance provisions

100%

80%

60%

40%

20%

0%

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020*

Source: MAPFRE Economics (based on data from the Pension
and Insurance Tax and Control Authority)

* Latest data available

Chart 3.2.6-k
Bolivia: Structure
of Technical Provisions, 2020*
(%)
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following an upward trend over the decade
under analysis, showing growth of practical-
ly 100% since 2011, when density stood at
177 bolivianos. Lastly, with regard to depth
(Life insurance premiums in relation to total
premiums), the indicator for 2021 stood at

39.1%, up 17.3 pp from 2011. In this case,
depth has increased steadily in the Bolivian
insurance market during the period under
analysis and, although it is still below the
average values observed across Latin
America, it has shown a converging trend in

Chart 3.2.6-1
Bolivia: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Chart 3.2.6-m
Bolivia: Changes in Non-Life Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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recent years with higher growth than the ket at the end of that year. As in the re-

regional average. gion’s other insurance markets, the struc-

ture and performance of the insurance gap
Insurance Protection over the last decade are largely at-
Gap estimate tributable to the Life insurance segment.

_ As such, 64% of the IPG in 2011 related to
Chart 3.2.6-p provides an update of the IPG Life insurance, which amounted to 7.53 bil-

estimate for the Bolivian insurance market lion bolivianos. By 2021, this percentage

over the 2011-2021 period. The IPG came  had fallen to 56.8% (9.9 billion bolivianos).

to 17.4 billion bolivianos (2.53 billion dol- The potential_ insurance market in Bolivia in

lars] in 2021, equivalent to 4.1 times the 2021 [the sum of the actual market p[us

size of the country’s actual insurance mar- the insurance gap) was estimated at 21.69
Chart 3.2.6-n

Bolivia: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Chart 3.2.6-0
Bolivia: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, bolivianos and USD; Life premiums/total premiums, %, 2011 index=100)
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billion bolivianos (3.14 billion US dollars),
4.1 times the size of the country’s total insur-
ance market that year (see Chart 3.2.6-q].

Chart 3.2.6-r provides an estimation of the
IPG as a multiple of the actual market in
each year of the period under analysis. In
this case, the insurance gap, measured as
a multiple of the actual market, began to
decline significantly from 2011, down to 4.1
times in 2021. However, the Non-Life in-
surance segment has shown an upward
trend since 2016, meaning that the indica-
tor has stalled at 2.9 times over the 2011-
2020 period. In the Life insurance segment,
in contrast, the IPG as a multiple of the ac-
tual market shows a clearly declining trend
between 2011 and 2021, falling from 18.8 to
5.9 times over that period.

Additionally, Chart 3.2.6-s shows the
changes in the insurance gap as a multiple
of the actual market for the Life and Non-
Life segments and for the total Bolivian
insurance market in 2011 and 2021. As can
be seen, the Life insurance segment ac-
counted for the drop in the insurance gap
during this period.

Lastly, Chart 3.2.6-t shows the changes in
the Bolivian insurance market's capacity to
close the IPG determined in 2021, based on
a comparative analysis between the growth

THE LATIN AMERICAN INSURANCE MARKET IN 2021

rates observed over the last ten years in
this market and the growth rates that
would be required to close this insurance
gap. As such, the Bolivian insurance mar-
ket reported an average annual growth rate
of 8.7% between 2011 and 2021, which con-
sisted of an average rate of 15.3% in the
Life segment and of 6.1% in the Non-Life
insurance segment. Were the same growth
rate to continue over the next ten years, the
growth rate of the Bolivian market as a
whole would fall 8.9 pp short of closing the
IPG determined in 2021. The same would
apply to both the Life insurance segment
(short by 6.1 pp) and the Non-Life segment
(short by 8.5 pp). This means that in order
to close the insurance gap estimated for
2021, the Bolivian insurance market would
require annual growth rates substantially
higher than those observed over the last
decade: 17.7% for the total market and
21.4% and 14.6% for the Life and Non-Life
segments, respectively.

Market Development Index (MDI)

Chart 3.2.6-u shows an estimate of the
Market Development Index (MDI) for the
Bolivian insurance industry. This indicator
is intended to summarize the trend in the
performance and maturity of insurance
markets. In the case of the Bolivian insur-
ance industry, the indicator showed a posi-

Chart 3.2.6-p
Bolivia: Insurance Protection Gap
(millions of bolivianos)
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Chart 3.2.6-q
Bolivia: Insurance Protection Gap and Potential Market
(millions of bolivianos)
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tive trend during the period in question,
which became more pronounced from 2013
onward and was generally in line with the
average trend observed across the Latin
American market as a whole up until 2020,
before dropping slightly in 2021.

Comparative analysis
of structural coefficients

Chart 3.2.6-v shows the Bolivian insurance
market’'s situation in comparison with the
average for Latin America, measured in
terms of the various structural coefficients

analyzed previously. It can be seen that,
with the exception of the market perfor-
mance index, these coefficients were below
the regional average, especially in terms of
density (premiums per capita) and penetra-
tion (total premiums/GDP). The dispersion
analysis shown in Chart 3.2.6-v confirms
that, over the 2011-2021 period, the Boli-
vian insurance industry showed balanced
development characterized by improve-
ments in both penetration levels (quantita-
tive aspect of market development] and
depth levels (qualitative aspect).

Chart 3.2.6-r
Bolivia: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.2.6-s
Bolivia: Change in IPG
as a Multiple of the Actual Market
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Source: MAPFRE Economics

Insurance market rankings
Total ranking
There were 19 insurance companies operat-

ing in the Bolivian insurance market in 2021,
the same as in 2020. Ten of these compa-
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nies operated exclusively in the People line,
while the remaining nine operated in Gener-
al P&C and Bonds insurance. As is reflected
in Chart 3.2.6-w, concentration levels in the
Bolivian insurance market have shown a
declining trend over the past decade, espe-
cially since 2016. In 2018, the Herfindahl in-
dex crossed the threshold indicating a mod-
erate concentration level and stayed below
this threshold until 2021. In the same vein,
the top five insurance companies accounted
for 57.1% of total premiums between them,
0.1 pp more than in 2020.

In 2021, the total ranking of the Bolivian
insurance market was led once again by
Alianza Seguros, with a market share of
21.9%. Following behind were Nacional Se-
guros with 19.9% and BISA Seguros with
15.5%. Fourth place was held by La Boli-
viana, with a market share of 12.6% in 2021
(see Chart 3.2.6-x].

Life and Non-Life rankings

The 2021 Non-Life ranking was also head-
ed by Alianza Seguros with a market share
of 20.6%, followed by BISA with 17.8%, and
Boliviana Ciacruz with 15% in third. The
Life ranking for 2021 was again topped by
Nacional Seguros with a premium market
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Grafica 3.2.6-t
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Chart 3.2.6-u
Bolivia: Market Development Index (MDI)
(2005 index=100; annual change)
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share of 33.4%, followed by Alianza Se-
guros with 24.0% and BISA (La Vitalicia +
BISA] with 12.0% (see Chart 3.2.6-y).

Key regulatory aspects

In terms of regulations relating to the op-
eration of the Bolivian insurance industry,

the most relevant regulations issued in
2021 and so far in 2022 are detailed below:

e RA 0998 (9/21/2021). Includes the line of
Mandatory Occupational Accident Insur-
ance in the Field of Construction (SOATC)
in the Single Chart of Accounts and Ac-
counts Manual.

Below LATAM
average w—2021
Penetration Density
15 1.0
Depth MDI

Source: MAPFRE Economics

* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent
to the region’s average.

Chart 3.2.6-v
Bolivia: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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Chart 3.2.6-w
Bolivia: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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e RA 1154 (10/22/2021). Approves the sys-
tem of approval for the administration
and sale of Mandatory Traffic Accident
Insurance (SOAT), amending Administra-
tive Resolution APS/DJ/DS/No. 1596/2017
of December 22, 2017, which amended IS
Administrative Resolution No. 595 of Oc-
tober 5, 2004.

e RA 1371 (12/1/2021). Sets out exceptional
measures for the insurance market.

e RA 1612 (12/31/2021). Amendment of Ar-
ticle 17 of the Regulation for Investments
in the Construction of Real Estate des-
tined for Luxury Housing and Constitution
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Chart 3.2.6-y
Bolivia: Life and Non-Life Ranking
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of the Special Technical Reserve for Tech-
nical Rate Risk.

* RA 1070 (7/25/2022). Amends the Regula-
tion for the Use of Electronic and Digital
Media.

3.2.7 Chile
Macroeconomic environment

The Chilean economy experienced growth
of 11.7% in 2021 (-6.1% in 2020), to above
pre-pandemic levels, following the lifting of
mobility restrictions, fiscal cushioning via
direct transfers by the government to in-
vigorate consumption, as well as external
demand as a result of an increase in the
price of copper, in addition to other factors
(see Chart 3.2.7-a). In relation to domestic
demand, the strong growth in private con-
sumption, both in relation to services and
durable goods, accompanied by fiscal
stimulus, represented the main contribu-
tion to GDP. In turn, and in relation to em-
ployment, although the recovery was
somewhat slower than other variables, by
the end of 2021, the national unemploy-

ment rate had hit 7.5%, compared to 10.4%
the year before. In terms of the foreign
sector, the upturn in exports (29%) was dri-
ven by the mining sector and industrial
goods. Nonetheless, there was a bigger
increase in imports (55%]), resulting in a
deficit balance in terms of goods, combined
with the deterioration in the commercial
balance of services. The financial account, in
turn, registered a negative balance, reflect-
ing the transactions performed by the gov-
ernment to finance the emergency econom-
ic plan. As a result, in 2021, the current ac-
count registered a deficit of 20.31 billion
dollars, corresponding to 6.6% of GDP. Con-
cerning the public sector, and as a result of
the package of fiscal expansion measures
that increased public spending, the deficit
rose to 7.7% of GDP by year-end 2021 (com-
pared to 7.3% in 2020). This caused the cen-
tral government’s public debt to increase to
36.3% of GDP (32.5% in 2020).

As regards inflation, there was a shift of
7.2% in 2021 (annual average of 4.5%),
mainly attributable to the ultra-lax mone-
tary policy implemented until mid-2021 to
mitigate the economic impact of the pan-
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demic, the significant increase in internal
demand, the international context of infla-
tionary pressure and the depreciation of
the peso caused, inter alia, by idiosyncratic
factors. On the monetary side, and follow-
ing the implementation of extensive liquidi-
ty measures throughout 2020 and in the
first half of 2021 (with a drop in interest
rates and other unconventional measures),
the central bank has been moving towards
a more restrictive policy of cuts with a view
to containing pressure on prices and bring-
ing inflation toward its target of 3%. To this
end, in 2021 it increased interest rates five
times, from 0.5% (the rate of interest up
until June) to 4% by December. Subse-
quently, in 2022, the central bank has con-
tinued to tighten its monetary policy with a
further six increases, taking the interest
rate to 10.75% in September in light of un-
controllable inflation (14.1% year on year in
August).

As regards the growth outlook, MAPFRE
Economics forecasts that Chilean GDP will
grow at a rate of around 1.8%, while ECLAC
estimates a rate of growth of 1.9%, on ac-
count of lower buoyancy in terms of con-
sumption, combined with the downward
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adjustment due to the tightening of financ-
ing conditions and inflation, as well as
margin for institutional uncertainty.

Insurance market
Growth

Despite the impact of Covid-19 still being
felt in 2021, the recovery of economic activ-
ity helped the insurance industry to per-
form strongly during the year, with a nomi-
nal increase in premiums of 11.0% and
6.2% in real terms, to 8.7 trillion pesos
(11.44 billion dollars). This was mainly at-
tributable to the Non-Life segment, which
grew by 14.2% in nominal terms, while the
Life segment recorded growth of 7.8% (see
Table 3.2.7 and Chart 3.2.7-b). Total sales
of Life insurance stood at 4.2 trillion pesos
in 2021 (5.52 billion dollars), of which 62%
corresponded to pension insurance, which
grew by 7.6% thanks to the increase in in-
terest rates used to calculate the value of
pensions. Analyzing the different modali-
ties of pension insurance, this growth can
be attributed mainly to the increase in
sales of insurance with pension savings
(21.3%) and life annuities, which account

Chart 3.2.7-a
Chile: Changes in Economic Growth and Inflation
(GDP in local currency, billions of pesos; real growth rate, %; annual inflation rate, %)
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for 48% of this Life business and which in-
creased by 10.2%. For other Life modali-
ties, worth particular note is the growth in
insurance with a Single Investment Ac-
count (22.6%). Non-Life insurance contin-
ued making positive contributions to the
industry with a revenue of 4.5 trillion pesos
in premiums (5.92 billion dollars), repre-
senting a nominal increase of 14.2% com-
pared to 2020 and a real increase of 9.3%.
The lines that had the biggest impact on
this positive performance, given their big-
ger market share, were Automobile (20.5%)
and Fire and allied lines (13.4%]), which in-
clude earthquake and tsunami covers.

The Chilean insurance market is one of the
most developed in Latin America, and in
2021 it accounted for 7.6% of the region's
premiums. During the 2011 to 2021 period,
its highest market share came in 2018,
with 9.2% of premiums, before dropping
the following two years and increasing
again in 2021; however, this increase failed
to offset the losses made the previous
years. The situation in the Life insurance
business was somewhat similar, where the

market share dropped from 10.5% in 2011
to 8.7% in 2021, peaking in 2018 with 12.5%
of premiums. In contrast, the share of the
Non-Life insurance business has increased
from 4.8% in 2011 to 6.9% in 2021 (see
Chart 3.2.7-d).

Finally, as shown in Chart 3.2.7-d, Life in-
surance contributed 3.9 pp to the growth of
the Chilean insurance industry in 2021,
while Non-Life insurance contributed 7.2
pp, thus generating total sector growth of
11% that year.

Balance sheet and shareholders' equity

Chart 3.2.7-e shows the Chilean insurance
industry’'s aggregate balance sheet at the
sector level over the 2011-2021 period. As
can be seen, the industry’s total assets at
the end of 2021 amounted to 59.21 trillion
pesos (69.5 billion US dollars), while equity
stood at 5.86 trillion pesos (6.88 billion US
dollars), resulting in growth of 6.2% com-
pared to 2020. The capitalization level for
the Chilean insurance market saw sus-
tained increases in absolute terms over the

Table 3.2.7
Chile: Premium Volume! by Line, 2021

Nominal (%) Real (%)

Millions
of pesos

Millions
of USD

Total 8,700,175.9 11,440.8 11.0 6.2
Life 4,197,236.2 5,519.4 7.8 3.1
Individual Life 880,797.9 1,158.3 22.0 16.8
Group Life 694,381.0 913.1 -5.6 -9.6
Pension insurance 2,622,057.4 3,448.0 7.6 3.0
Non-Life 4,502,939.7 5,921.4 14.2 9.3
Fire and allied lines 1,443,866.9 1,898.7 13.4 8.5
Automobiles 984,006.0 1,294.0 20.5 15.2
Other lines 570,461.1 750.2 15.5 10.5
Health 661,284.5 869.6 3.9 -0.6
Personal accidents? 299,530.5 393.9 12.7 7.9
Transport 185,366.2 243.8 19.0 13.8
Third-Party Liability 179,927.2 236.6 16.1 1.1
Credit and/or surety 178,497.4 234.7 22.8 17.5

Source: MAPFRE Economics (based on data from the Chilean Insurance Association)
1/ Direct premiums
2/ Includes Seguro Obligatorio de Accidentes Personales (SOAP — Compulsory Personal Accident Insurance)
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Chart 3.2.7-b
Chile: Growth Developments in the Insurance Market
(premiums, billions of pesos; annual nominal growth rates, %)
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course of the period under analysis, and in
relative terms, the capitalization ratio (cap-
ital over total assets) fell after during the
period in question, from 12% in 2011 to
9.9% in 2021.

Investments

Charts 3.2.7-f, 3.2.7-g and 3.2.7-h show the
performance and composition of the
Chilean insurance industry's aggregate in-
vestment portfolio at the sector level be-
tween 2011 and 2021. This shows that total
industry investments reached 52.09 trillion
pesos (61.14 billion US dollars) in 2021,
with fixed income accounting for 55.6% and
equities accounting for a significantly
smaller proportion, just 8.4%. As noted in
previous versions of this report, invest-
ments in fixed income instruments lost rel-
ative weight in total investments made by
the Chilean insurance industry over the
period analyzed, dropping from 69.2% in
2011 to 55.6% in 2021. In contrast, the
weight of real estate investments and other
types of financial investments grew during
the period, climbing in each case from
around 11.8% of the portfolio in 2011 to
15.5% and 19.7% respectively in 2021.

Technical provisions

Charts 3.2.7-i, 3.2.7-j and 3.2.7-k show the
relative composition and performance of
the Chilean insurance industry’'s technical

Chart 3.2.7-c
Chile: Share of Insurance
Premiums in Latin America
(%)
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Chart 3.2.7-d
Chile: Contribution to Insurance Market Growth
(percentage points, pp)
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2012 8.8 5.4 3.4
2013 6.0 3.5 2.5
2014 7.3 3.2 4.1
2015 19.0 14.3 4.7
2016 12.1 9.7 2.3
2017 -0.4 -2.2 1.8
2018 7.6 3.9 3.7
2019 0.8 -1.9 2.8
2020 -12.7 -15.0 2.3
2021 11.0 3.9 7.2

Source: MAPFRE Economics (based on data from the Chilean Insurance Association)

provisions over the 2011-2021 period. As
can be seen, technical provisions amount-
ed to 48.53 trillion pesos (56.96 billion dol-
lars) in 2021; 89.1% of them corresponded
to provisions associated with Life insur-
ance, 5.1% to the provision for unearned
premiums and outstanding risks for Non-
Life insurance, 4.6% to the provision for
pensions, 0.03% to the provision for cat-
astrophic risks, and the remaining 1.1% to

other technical provisions. Over the period
under analysis, the relative weight of Non-
Life insurance provisions increased from
3% in 2011 to 5.1% in 2021, yet this still
remains low when compared with the sig-
nificant weight of technical provisions for
the Life insurance segment, and life annu-
ities linked to the Chilean pension system
in particular.

Chart 3.2.7-e
Chile: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Technical performance

In 2021, the technical result of the Chilean
insurance sector remained in the red, with
a total combined ratio that was more than
6.6 pp up on the previous year, coming to
124.8%. This deterioration in the ratio can
be attributed to the increase in the loss ra-
tio by 7.4 pp, which could not be offset by
the 0.8 pp decrease in the expense ratio
(see Chart 3.2.7-l). In turn, the combined
ratio of companies operating in the Non-
Life segment remained below 100%, de-
spite the 3.0 pp increase in 2021, standing
at 97.6% with a 2.3 pp increase in the loss
ratio and 0.7 pp increase in expenses (see
Chart 3.2.7-m).

Results and profitability

Despite the drop in the technical result, the
net result of the Chilean insurance industry
was 60% higher than in 2020, coming to
1.12 trillion pesos (1.48 billion dollars],

THE LATIN AMERICAN INSURANCE MARKET IN 2021

Chart 3.2.7-f
Chile: Insurance Market Investments
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Chart 3.2.7-g
Chile: Structure
of Investments
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Chart 3.2.7-h
Chile: Structure
of Investments, 2021
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thanks to the increased return on invest-
ments during the period, boosted by the
strong performance of equity markets.
Chart 3.2.7-n confirms that the positive net
result achieved by the insurance industry
over nearly the entire period under analysis
was a product of financial results that were
able to offset the negative technical re-
sults. Return on equity (ROE) was around
19.7% in 2021, up 6.5 pp compared to the
previous year. Return on assets (ROA) also
saw a slight increase of 0.7 pp from the
previous year, standing at 2.0% in 2021.

Insurance penetration,
density and depth

Chart 3.2.7-0 reflects the main structural
trends shaping the development of the
Chilean insurance industry over the past
decade. Chile's penetration index (premi-
ums/GDP) remains the second highest in
Latin America; however, the indicator fell
by 0.3 pp compared to the previous year to
3.6%, which is, in aggregate terms, 0.5 pp

Chart 3.2.7-i
Chile: Technical Provisions
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Chart 3.2.7-j
Chile: Structure
of Technical Provisions
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Chart 3.2.7-k
Chile: Structure
of Technical Provisions, 2021
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Chart 3.2.7-1
Chile: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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higher than in 2011. As said chart indi-
cates, the penetration rate in the Chilean
market followed an upward trend from
2011 until 2016, in line with the average for
the Latin American insurance market as a
whole and above the absolute values for
the regional average; however, from 2017
on, this trend appears to have reversed due
to a loss of momentum in the performance
of the Life insurance segment, in particular

in relation to life annuities. The insurance
density index [(premiums per capita) in
Chile increased in 2021 to reach 446,319
pesos (587 dollars), 9.9% higher than the
value recorded in 2020 (405,979 pesos).
Density in the Chilean insurance market
(measured in local currency) showed an
upward trend over the 2011-2018 period,
with dips in 2017, 2019 and 2020 before
growing again in 2021. It should be noted

Chart 3.2.7-m
Chile: Changes in Non-Life Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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that the high density level in the Chilean
market was largely determined by the par-
ticipation of the private insurance industry
in the pension system through the provision
of life annuities. Finally, depth (Life insur-
ance premiums divided by total premiums])
dropped by 1.4 pp in 2021, coming in at
48.2%, still above the average for Latin
American insurance markets. However, as
in the case of penetration, the depth coeffi-
cient shows a declining trend from 2017,
when it diverged from the average of the
region’s insurance markets.

Insurance Protection
Gap estimate

Chart 3.2.7-p shows an update of the esti-
mated insurance gap for the Chilean insur-
ance market over the 2011-2021 period.
The insurance gap in 2021 stood at
10.43 trillion pesos (13.72 billion dollars),
1.2 times the size of the actual insurance
market in Chile at the close of that year. As
observed in previous measurements, the
structure and performance of the IPG over
the period under analysis show a relative
balance between the contributions from
Life and Non-Life insurance, with the gap
increasing in both lines. Thus, at year-end
2021, 57.6% of the IPG related to Life in-
surance (6 trillion pesos), while the Non-
Life insurance segment accounted for the

remaining 42.4% of the gap (4.43 trillion
pesos). As such, the potential insurance
market in Chile at the close of 2021 (mea-
sured as the sum of the actual market plus
the IPG) was estimated at 19.13 trillion pe-
sos (25.16 billion dollars), 2.2 times the size
of the total Chilean insurance market that
year (see Chart 3.2.7-q).

As such, Chart 3.2.7-r shows an estimate of
the insurance gap as a multiple of the ac-
tual insurance market. In relative terms,
there was a general upward trend in the
IPG between 2011 and 2021. During this
time, the total insurance gap fell from 1 to
1.2 times the size of the actual market. How-
ever, the change in trend from 2017 is once
again noteworthy, as the indicator increased
from 0.6 to 1.2 times during the 2016-2021
period. Similarly, the multiple of the Life
market showed decreases in the 2011-2016
period, falling from 1 to 0.4 times, however, in
recent years, the indicator has risen, climbing
to 1.4 times the real market in 2021. In the
case of the Non-Life insurance segment, the
trend decreased up until 2019, falling from 1
time in 2011 to 0.8 in 2019, with a slight in-
crease over the past two years, coming to 1
time the actual market in 2021, bringing it
back in line with the 2011 indicator.

Chart 3.2.7-s reflects the changes in the
IPG as a multiple of the actual market for
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Chart 3.2.7-0
Chile: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, pesos and USD; Life premiums/total premiums, %; 2011 index=100)
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Chart 3.2.7-p
Chile: Insurance Protection Gap
(billions of pesos)
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the Life and Non-Life segments and for the
total Chilean insurance market, comparing
the situation in 2021 with that of 2011. As
indicated previously, this analysis confirms
that in the Non-Life segment, the level in
2021 remains the same as in 2011, al-
though the Life market has lost steam in
recent years, expanding the IPG in relative
terms.

Lastly, Chart 3.2.7-t summarizes the
Chilean insurance market's capacity to

close the insurance gap determined in
2021, based on a comparative analysis of
the growth rates observed over the last ten
years compared to the growth rates that
would be required to close the IPG over the
next decade. This confirms that the coun-
try's insurance market grew at an average
annual rate of 5.6% between 2011 and
2021, while the Life and Non-Life segments
grew at a rate of 3.4% and 8.3% respective-
ly. Given the relative development of the
Chilean insurance market, the analysis

Chart 3.2.7-q
Chile: Insurance Protection Gap and Potential Market
(billions of pesos)
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Chart 3.2.7-r
Chile: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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shows that, were the same growth rate to
continue over the next ten years, the
growth rate of the Chilean insurance mar-
ket would prove sufficient to close the in-
surance gap for the Non-Life insurance
segment; however, in the case of the Life
segment, the trend seen over the past
decade would fall short of closing the gap
over the coming ten years. It is also worth
noting that this shortfall has increased
compared to the exercise performed last
year, from 3.4 pp to 5.9 pp.

Market Development Index (MDI)

Chart 3.2.7-u shows an updated estimate
of the Market Development Index (MDI) for
the Chilean insurance industry. The MDI,
an indicator used to measure the overall
trend in the development and maturity of
the insurance market, showed a generally
positive trend until 2016, when it began to
fall and did so abruptly in 2020, impacted to
a large extent by the downturn experienced
in the Life insurance segment that year as
a result of the economic situation caused
by the pandemic, the low interest rate envi-
ronment, and the particular situation of the
life annuity segment, which accelerated the
fall of this business segment’s already
dropping indicator.

Comparative analysis
of structural coefficients

Chart 3.2.7-v shows the Chilean insurance
market’'s situation in comparison with the
average for Latin America, measured in
terms of the four structural coefficients
analyzed above. This confirms that the

Chart 3.2.7-s
Chile: Change in IPG
as a Multiple of the Actual Market
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Chart 3.2.7-t
Chile: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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Chilean insurance market continues to be
above the Latin American average except
when it comes to the MDI, which deterio-
rated over the last three years below the
average for the insurance markets in the
region.

In turn, the dispersion analysis, which
seeks to identify trends in the performance
of the insurance industry between 2011 and
2021, confirms that the Chilean insurance

industry has come off its path of develop-
ment, with losses both in terms of quantity
(penetration]) and quality (depth]; this is
particularly clear from 2017 onward.

Insurance market rankings
Total ranking

There were 33 General P&C insurance
companies and 33 Life insurance compa-

Chart 3.2.7-u
Chile: Market Development Index (MDI)
(2005 index=100; annual change)
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Chart 3.2.7-v
Chile: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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nies operating in the Chilean insurance
market in 2021. Chart 3.2.7-w shows the
concentration indicators for the industry
over the decade under analysis. The
Herfindahl index indicates a low level of
concentration in the industry, falling below
the theoretical threshold indicating moder-
ate concentration, showing an increasing
trend from 2016 that was inverted in 2020
before increasing slightly again in 2021.
Meanwhile, the CR5 index (market share of
the five largest insurance companies) re-
mained stable throughout the period and,
as shown in the aforementioned chart, the
Non-Life business saw lower levels of con-
centration, falling below the Life line from
2012 onwards.

In terms of the total ranking of insurance
groups in 2021, worth particular mention is
Zurich's drop to third place, with Consorcio
and MetLife both moving up one position to
first and second, respectively, with market
shares of 11.1% and 9.7%. As regards the
other positions, HDI, Security and BNP
Paribas Cardif all join the ranking in sev-
enth, eighth and ninth places, respectively.
In contrast, Penta, which placed sixth in

2020, dropped out of the top 10 groups (see
Chart 3.2.7-x).

Life and Non-Life rankings

In terms of the Non-Life insurance rank-
ing, this is led by BCI, with a market share
of 12.9%, followed by Sura and Zurich,
which account for 11.5% and 9.2% of pre-
miums, respectively. HDI moves up from
seventh to fourth in the ranking, with a
market share of 7.4%. MAPFRE remains
fifth and Chubb drops from fourth to sixth,
followed by Liberty in seventh place, one
place lower than a year ago. The last three
places remain unchanged. In the Life rank-
ing, Consorcio remains the top group with
a market share of 19.2%, followed by Met-
Life (15.0%). And here is where a number
of changes take place: Camara moves up
from fifth to third, Zurich remains in fourth,
and Security moves from eighth to fifth.
Worth particular mention is the increase
seen by 4 Life Seguros, a pension insur-
ance company dedicated mainly to the Life
Annuity market, into sixth place from fif-
teenth in 2020. Dropping down the list are
Penta Vida (-4}, BICE (-2) and Principal (-3},
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— HHI

Chart 3.2.7-w
Chile: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Source: MAPFRE Economics (base on data from the Chilean Insurance Association)

while Ohio National remains in ninth (see Market (CMF) to progressively include in-

Chart 3.2.7-y).

ternational best practices into the regula-
tions of the insurance industry. Therefore,

Key regulatory aspects in recent years, a series of regulations

have been passed to this end.

As regards the regulatory aspects con-

cerning the Chilean insurance market, On March 1, 2021, the CMF launched the
worth particu[ar mention is the ongoing implementation of its new structure for
work by the Commission for the Financial regulating and supervising the financial
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Chart 3.2.7-y
Chile: Life and Non-Life Ranking
(market shares, %)
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market (approved by Resolution No. 4694),
to have a structure based on two pillars: (i)
Prudence, ensuring the solvency and ap-
propriate risk management of audited fi-
nancial institutions, and (ii) Market Con-
duct, overseeing the transparency and in-
tegrity of the securities market and pro-
tecting financial customers. This change
seeks to strengthen the supervision and
regulation work of the Commission and,
therefore, its capacity to oversee the sol-
vency of financial intermediaries, market
conduct and the protection of financial cus-
tomers, while promoting the development
of the financial market. Furthermore, the
change seeks to strengthen the analysis
capacity and provision of information to the
public by the Commission.

Despite the Draft Bill establishing a Risk-
Based Oversight (SBR) model for the in-
surance industry in Chile not advancing in
Congress, the CMF has continued working
on implementing Pillar 1 (regulatory) and
Pillar 2 (oversight) of the new SBR model.
This is how progress has been made both
in developing a Risk-Based Capital (RBC)
method and in applying a Risk Matrix. This
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has resulted in the fulfillment of one of the
objectives of the new supervision model:
encouraging insurers to develop and
strengthen their risk management pro-
cesses. The six Risk-Based Capital
methodological documents published by
the CMF to date (the sixth version was pub-
lished for comment in October 2021) are
worth mention, following the eight industry
impact studies performed. This, in combi-
nation with the Risk Matrix audits that have
been completed to date by insurers, has
allowed the CMF to gain further experience
in implementing the model while fine-tun-
ing its methodologies and the scope of its
work.

2021 was a year that was once again af-
fected by the global impact of the Covid-19
pandemic. As a result, in view of mobility
restrictions, low growth and the need to
provide families with resources, Congress
passed the withdrawal of pension funds, as
well as bringing forward pensions provided
as support, thus affecting insurance com-
panies offering life annuities. Although
overall growth suffered a significant con-
traction and inflation levels were high, the
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CMF constantly analyzed and revised its
Insurance Regulation Plan, making the cor-
responding adjustments where necessary.

In turn, the new Minister of Finance, Mr.
Mario Marcel, who took on the role on
March 11, 2022, defined four priority
projects to be developed and implemented
during his mandate:

e Consolidated debt: the aim is to create a
consolidated debt register with a view to
facilitating access and reducing the cost
of credit, offering greater security to
savers and helping to reduce the risk of
households getting into excess debt.

* Fintech development: draft law that aims
to promote financial knowledge and in-
clusion through innovation and technolo-
gy in the provision of financial services.

¢ Resilience of the financial system and its
infrastructures: draft law that enhances
the resilience of the financial system and
its infrastructures, including the
strengthening the local risk market.

e Risk-Based Supervision: draft law that
amends DFL No. 251 (Insurance Law],
including a risk-based capital require-
ment as part of a risk-based supervision
model for the insurance industry.

Finally, a reform of the current pension
system is underway, the main principles of
which will focus on delivering universal
coverage, sufficiency, financial solvency,
exclusivity and solidarity, participation,
transparency, predictability and under-
standing for insured persons. All these el-
ements may have an impact on how the life
annuities business, sold by life insurance
companies, operates.

Finally, below are the main regulatory prin-
ciples issued and in the consultation stage:

Year 2022

e General Standard No. 474, issued
4/14/2022. Aimed at the entire insurance

market. Regulates the entry of foreign
reinsurance intermediaries in the regis-
ter and amends general standard No.
139. The regulatory proposal aims to
simplify registration processes and the
continuous information obligations of the
following registers. (i) Special Register of
Reporting Companies (REEI), (ii) Register
of Foreign Securities (RVE], and [iii) Reg-
ister of Foreign Reinsurance Intermedi-
aries (RCRE]. This is in response to the
fact that, given the more formal nature of
these registers and the fact that public
faith would not be compromised in their
keeping, the current requirements may
be considered unnecessary or excessive-
ly damaging to the companies entered in
these registers.

General Standard No. 471, issued
4/13/2022. Addressed to Insurance Com-
panies. Regulates entry into the register
of insurance agents and the register of
life annuity agents. It should be noted
that Law No. 21,314 on new require-
ments in terms of transparency and en-
hancing the responsibilities of market
agents, published on April 13, 2021,
amended DFL No. 251, establishing in
Article 57 that the CMF is responsible for
keeping the Register of Insurance
Agents. It also introduced a new Article
57.bis, regulating the entry of Life Annu-
ity Agents in the special register, also
kept by the CMF. In this context, the reg-
ulation establishes the registration pro-
cedure and the method of accrediting
compliance with the requirements estab-
lished by law to be entered in these reg-
isters.

General Standard No. 470, issued
4/8/2022. Addressed to Life and Insur-
ance and P&C Companies. Regulates the
system for consulting insurance under
Article 12 of DFL No. 251 of 1931. Re-
vokes General Regulation No. 342. The
new System for Consulting Insurance
allows insured persons or contracting
parties to obtain an online report from
the CMF website identifying all insurance
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that a person currently has. It will also
allow partners, children, parents and
heirs to consult this in relation to insur-
ance of those who have passed away or
with a legally declared disability. The
regulation aims to establish the manner
and requirements to be fulfilled by peo-
ple consulting the system and the means
available for sending a request for in-
formation, as well as the form and con-
tent of the data that insurance compa-
nies must provide, along with the time
frames for companies to deliver the in-
formation and the response time for re-
questers. Furthermore, the standard es-
tablishes the way in which the express
consent of insured persons or contract-
ing parties shall be provided, to allow the
information about their insurance con-
tracts to be exchanged between the in-
surance companies they provide consent
to, with a view to obtaining offers for a
specific type of coverage.

General Standard No. 469, issued
4/8/2022. Addressed to Life and P&C In-
surance Companies, Insurance Brokers,
Banks and Financial Institutions, Mort-
gage Brokers, Cooperatives, Leasing
Firms and Securitizers and Realtors.
Regulates the individual and group con-
tracting of insurance associated with
mortgage loans under Article 40 of DFL
No. 251, the minimum conditions of
which must include the tender bases
and the information that must be provid-
ed to lenders, insured borrowers and the
Commission for the Financial Market.
Revokes General Standard No. 330, Cir-
cular No. 3,530 Banks (Circular No. 147
on Cooperatives and Circular No. 62 on
Subsidiaries), Circular Letter No. 2 of
2012 Banks, (Circular Letter No. 1 Coop-
eratives of 2012) and Circular No. 3,537
Banks (Circular No. 149 Cooperatives
and Circular No. 63 Subsidiaries). Insur-
ance associated with mortgage loans are
those that credit institutions take out
collectively, on behalf of and charged to
their customers, to protect their guaran-
tees (fire, earthquake and tsunami] or
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the source of loan payments (relief or
disability). This insurance can also be
taken out directly by the borrower in the
form of an individual policy. Pursuant to
Article 40 of the Insurance Law, the CMF
regulations must establish the minimum
conditions that must be included in the
tender conditions and the information to
be provided to lenders, insured borrow-
ers and the Commission. The main regu-
latory changes are as follows:

e The participation of a broker may not
be demanded and, if the insurer’s of-
fer includes one, the credit institution
cannot replace them.

e Brokers cannot be included in an of-
fer when they have advised the credit
institution as part of the tender.

e The credit institution may collect the
insurance premium along with the
dividend and transfer it to the insurer
free of charge.

e Regulates the grouping of smaller
portfolios for a joint tender.

* Improves the quantity and quality of
information to be delivered to lenders
to improve their rates.

e Strengthens the right of Insurance
Companies to underwrite risks and
pay out on claims.

* Improves access to take out individual
mortgage relief insurance.

This new regulation is expected to in-
crease the number of lenders who partic-
ipate in tenders, increasing competition
and benefiting mortgage loan users with
better conditions in terms of the price of
this insurance.

Circular No. 2309, issued 3/28/2022. Ad-
dressed to Life Insurance Companies.
Amends Circular No. 1815, establishing
the rules for sending information on
pension life annuity policies under DL No
3,500 of 1980. The main aim of the regu-
latory amendment is to include fields in
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relation to the new additional clause to
temporarily increase the pension autho-
rized by the CMF to be taken out with
pension life annuities. The above aims to
facilitate the preparation of statistics,
include validations in other bases and
generate the necessary studies.

Circular No. 2308, issued 3/28/2022. Ad-
dressed to Life Insurance Companies.
Amends Circular No. 1194, which estab-
lishes rules for sending pension insur-
ance information and matching system
coverage indexes every quarter. The main
aim of the regulatory amendment is to
include fields in relation to the new addi-
tional clause to temporarily increase the
pension authorized by the CMF to be tak-
en out with pension life annuities and the
fields regarding the advance payment of
life annuities. The foregoing with a view to
using this data in the calculation of tech-
nical reserves performed by the Commis-
sion and thus verify or audit the amounts
reported by insurance companies.

General Standard No. 466, issued
3/28/2022. Addressed to Life Insurance
Companies, Pension Fund Managers and
Pension Advisers. Amends General
Standard No. 218 of the Commission for
the Financial Market and Title I, Book Il
of the Compendium of Rules of the Pen-
sions Superintendency, which sets out
instructions on the System of Consulta-
tion and Proposals of Pension Sums es-
tablished in Article 61.bis of DL No. 3,500
of 1980. Joint regulation by the CMF and
the Pensions Superintendency. The aim
of the regulatory amendment is to in-
clude in the SCOMP a new clause for
temporarily increasing the pension au-
thorized by the CMF to be taken out with
pension life annuities, which may be
quoted and arranged by disability and
old-age pension advisers. The regulatory
amendment also includes a legal change
to Article 82 of DL No. 3,500, in relation
to the state guarantee benefit for the
suspension of payments or winding-up
resolution involving the insurance com-
pany, introduced by Law No. 21,419 of

January 29, 2022, creating the Guaran-
teed Universal Pension. Furthermore, the
regulatory change aims to refine and
graphically present the information pro-
vided to advisers with the request for pro-
posals, in relation to the characteristics of
the different types of pensions and infor-
mation on additional clauses that can be
arranged in relation to a life annuity.

General Standard No. 465 (amending
General Standard No. 398), issued on
2/25/2022. Addressed to Pension Fund
Managers and Life Insurance Companies
that have obligations due to the
arrangement of life annuity insurance
and disability and survival insurance un-
der DL 3,500 of 1980. Joint regulation by
the CMF and the Pensions Superinten-
dency. The main aim of the regulatory
proposal is to extend the validity period
of the 2014 provisional mortality tables,
the validity of which ends on June 30,
2022, used to calculate programmed re-
tirement, additional contributions to dis-
ability and survival pensions and the
technical reserves that must be set up by
companies offering life annuities and
that participate in disability and survival
pensions. The foregoing is attributable to
the circumstances created by Covid-19.
First, because the pandemic has affected
the process of updating mortality tables,
the original planning of which has been
affected. And second, because of the
need to assess the potential impact of
the pandemic on medium and long-term
mortality.

General Standard No. 464, issued
1/31/2022. Addressed to all Insurers, In-
surance Brokers, Banks, Payment Card
Issuers, Mortgage Brokers and Coopera-
tives. Amends General Standard No. 460,
determining the insurance that may be
taken out pursuant to the provisions of
Article No. 538.bis of the Code of Com-
merce. Includes insurance that can be
taken out without ratification immediate-
ly or at the same time as other credit
transactions, insurance considered in
the Agricultural Sector Program with



state subsidies that is normally taken out
by farmers at the same time as credit
transactions that allow them to partially
finance the working capital required to
perform their economic activity or par-
tially finance investments in fixed assets

General Standard No. 463, issued
1/5/2022. Addressed to all Insurers and
Reinsurers. Amends General Standard
No. 152 establishing rules about assets
representative of technical reserves and
risk equity. In particular, includes:

e Bonds with no fixed maturity included
in point 1.b.
e Limit perinstrument 7 of RT PR.

e Limit per issue 30 of total bonds with
no fixed maturity, for investment in
bonds with no fixed maturity.

Year 2021

e Circular No. 2299, issued 11/05/2021.
Addressed to Insurance Brokers who are
not natural persons. Amends Circular
No. 2137, setting out the standards on
the method and content of insurance
broker’s financial statements when these
are not natural persons. The main aim of
the regulatory amendment is to render
the requirement to report production in
relation to pension advice offered by In-
surance Brokers who are legal persons
null and void, as these pension advisers
are now supervised exclusively by the
Pensions Superintendency.

Circular No. 2298, issued 11/05/2021.
Addressed to Insurance Brokers who are
natural persons. Amends Circular No.
1652, establishing a uniform encrypted
statistics file to report production bro-
kered by insurance brokers (natural per-
sons). The main aim of the regulatory
amendment is to render the requirement
to report production in relation to pen-
sion advice offered by Insurance Brokers
who are natural persons null and void, as
these pension advisers are now super-
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vised exclusively by the Pensions Super-
intendency.

General Standard No. 460, issued
8/13/2021. Addressed to all Insurers, In-
surance Brokers, Banks, Payment Card
Issuers, Mortgage Brokers and Coopera-
tives supervised by the Commission for
the Finance Market. Applies to all finan-
cial providers. Determines the insurance
that may be taken out pursuant to the
provisions of Article No. 538.bis of the
Code of Commerce. The aim of this regu-
latory proposal is to establish the insur-
ance that can be taken out, in a single act
or in combination, as part of the award,
renegotiation or rescheduling of financial
products or services, which seek to en-
sure payment of the debt to the lender or
the protection of the pledged assets,
pursuant to the provisions of Article
538.bis of the Code of Commerce, as well
as regulating aspects in relation to the
ratification of insurance other than the
types indicated. This regulation imple-
mented the legal provision in favor of
strengthening the position of financial
service users, in relation to the free
arrangement of these insurance policies
for them.

Circular No. 459, issued 7/30/2021. Ad-
dressed to Pension Financial Consultan-
cy Firms and Pension Financial Advisers.
Joint regulation by the CMF and the Pen-
sions Superintendency. Establishes the
regulation in relation to Pension Finan-
cial Consultancy Firms and Pension Fi-
nancial Advisers as provided for in Title
XVII on Pension Advice, in DL No. 3,500 of
1980. The aim is to establish the regula-
tions set out in Article 4 of Law No.
21,314, to regulate the provision of bene-
fit financial advice services.

General Standard No. 458, issued
7/30/2021. Addressed to all Insurers and
Reinsurers. Amends General Standard
No. 152 establishing rules about assets
representative of technical reserves and
risk equity. The main aim of the regulato-



THE LATIN AMERICAN INSURANCE MARKET IN 2021

ry amendment is to implement the tran-
sitional provisions introduced in DFL
N251 (Insurance Law] through Law No.
21,276, which refer to the capacity of the
CMF to grant, temporarily, a more flexi-
ble regulatory framework for insurance
companies in the context of the pandem-
ic. The foregoing in relation to the mini-
mum ratings of investments by insurance
companies. The foregoing should make it
possible for insurance companies to bet-
ter face situations in which their invest-
ments are downgraded by making the
requirements in relation to the limits of
representative investments more flexible.

Circular No. 2287, issued 3/1/2021. Ad-
dressed to Life Insurance Companies.
The main aim of the regulatory change is
to expand the options for annually send-
ing a breakdown of the activities in the
previous calendar year, including the
email address indicated by the insured

party.

General Standard No. 455, issued June
2, 2021. Addressed to Life Insurance
Companies, Pension Fund Managers and
Pension Advisers. Amends General
Standard No. 218 of the Commission for
the Financial Market and Title I, Book Il
of the Compendium of Rules of the Pen-
sions Superintendency, which sets out
instructions on the System of Consulta-
tion and Proposals of Pension Sums es-
tablished in Article 61.bis of DL No. 3,500
of 1980. Joint regulation by the CMF and
the Pensions Superintendency. The main
aim of the regulatory change is to regu-
late how SCOMP operates in cases in
which an affiliated pensioner, who has
taken scheduled retirement as described
in the new Article 10 of Law No. 20,255,
or their beneficiaries in case they have
passed away while in this situation, wish
to receive life annuity proposals. Fur-
thermore, it takes the opportunity to ad-
dress the simplification of other aspects
of the Proposal Certificate with a view to
making it easier to read and understand.
The main aspect is in relation to re-

quests to change the type of pension,
when the Proposal Certificate shall only
contain life annuity proposals, as this is
the only type of pension to which the
pensioner can switch during pro-
grammed retirement and, as a result,
the Request for Proposals and the ac-
ceptance shall not contain the section on
this modality. Furthermore, the cover
letter of the Proposal Certificate is im-
proved in terms of changes in modality,
as is the risk classification information
when there are no life annuity proposals.

3.2.8 Paraguay
Macroeconomic environment

In 2021, the Paraguayan economy experi-
enced real GDP growth of 4.2% (-0.8% the
previous year) as a result of the recovery of
internal demand thanks to the reactivation
of the economy following the measures
implemented to combat Covid-19 (see
Chart 3.2.8-a). This effect, however, is low-
er from the third quarter onward on ac-
count of the impact of the drought on elec-
tricity generation and the drop in agricul-
tural activity. Unemployment affected 7.5%
of the workforce in the country in 2021
(7.7% in 2020). As regards the fiscal bal-
ance, the progressive removal of the stimu-
lus introduced in 2020 to alleviate the im-
pact of the pandemic and the dynamism of
the economic reactivation on tax collection
have resulted in a reduction of the tax
deficit from 6.1% of GDP in 2020 to 3.7% in
2021. Over the course of 2021, this deficit
was mainly financed by placing debt on the
national market; the central government’s
public debt reached 30.1% of GDP (29.7% in
2020), 87% of which corresponds to exter-
nal debt.

The Central Bank of Paraguay decided to
change its lax position in relation to mone-
tary policy given the upturn in inflation
seen since May 2021, increasing its mone-
tary policy rate between August and De-
cember from 0.75% to 5.25%. Over the
course of 2022, the central bank has hiked
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its interest rates to 8.25% as a result of the
increase in prices triggered by the Russian
invasion of Ukraine. In this sense, year-on-
year inflation in December 2021 stood at
6.8% (average inflation of 1.8% in 2020), and
in June 2022 came to 11.5%. Furthermore,
the real exchange rate depreciated by 9.8%
during 2021 (0.9% the previous year).

In terms of the outlook for 2022, MAPFRE
Economics has estimated Paraguayan GDP
growth of around 0.3%. In turn, ECLAC has
put growth at 0.2%, given the slow recovery
of the services and manufacturing indus-
tries and the slowdown in domestic and
foreign demand.

Insurance market
Growth

Premiums in the Paraguayan insurance
market (annualized as of December of this
year) amounted to 2.93 trillion guaranies
(432 million US dollars) in 2021, represent-
ing nominal growth of 4.9% and real
growth of 0.1% (see Chart 3.2.8-b and Ta-
ble 3.2.8). Life insurance premiums, which
made up 16% of the total market, grew
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9.1% in nominal terms (4.1% in real terms)
to 470.97 billion guaranies (70 million dol-
lars), while Non-Life insurance premiums,
accounting for the remaining 84%, grew
41% in nominal terms (-0.7% in real
terms) to 2.46 trillion guaranies (362 mil-
lion dollars). Almost all insurance modali-
ties grew in nominal terms, with the excep-
tion of Miscellaneous Risks (-5.3%), Theft
(-2.9%) and Third Party Liability (-2.7%). At
the opposite end of the scale, the lines
which saw most growth were Personal Ac-
cidents (30.3%) and Transport (24.1%).

In turn, the share of the Paraguayan insur-
ance industry in the Latin American insur-
ance market is relatively small, accounting
for just 0.3% of premiums, which has re-
mained stable since 2014, a year in which it
increased slightly from 0.2% in previous
years (see Chart 3.2.8-c]. The Life segment
has maintained a share with a positive
trend of around 0.1% during the 2011-2021
period, while Non-Life lines of business
increased between 2011 and 2018, peaking
in 2018 with a share of 0,5%, dropping back
by 0.1 pp in 2019 before recovering in 2020
and ultimately falling back to a share of
0.4% in 2021.

Chart 3.2.8-a
Paraguay: Changes in Economic Growth and Inflation
(GDP in local currency, billions of guaranies; real growth rate, %; annual inflation rate, %)
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Chart 3.2.8-b
Paraguay: Growth Developments in the Insurance Market
(premiums, billions of guaranies; annual nominal growth rates, %)

PREMIUMS GROWTH
B Non-Life B Life B Total — Life = Non-Life
3,000 40%
. 30%
2,000 .
[ |
-- 20%
[ |
1,000
10%
0 — N (s} ~ o~ o~ o 00/0 — o~ o ~ [fo} ~O [ [ee] o~ o —
S 2 2% 2 g g S 22588888 ¢g¢8

Source: MAPFRE Economics (based on data from the Superintendency of Insurance, Central Bank of Paraguay)

Finally, the Non-Life insurance segment Balance sheet and shareholders' equity
made a strong contribution of 3.5 pp to the

4.9% nominal growth recorded by the Chart 3.2.8-e shows the performance of the
Paraguayan insurance industry in 2021, Paraguayan insurance industry’'s aggregate
while the Life insurance segment only con- balance sheet over the past decade. This
tributed 1.4 pp (see Chart 3.2.8-d). data shows that the industry's total assets

in 2021 stood at 4.6 trillion guaranies (669

Table 3.2.8
Paraguay: Premium Volume!' by Line, 2021

Millions Millons
Line of guaranis of USD Nominal (%) Real (%)
4.9 0.1

Total 2,927,024.1 431.9

Life 470,968.7 69.5 9.1 4.1

Non-Life 2,456,055.4 362.4 4.1 -0.7
Automobiles 1,257,931.9 185.6 3.5 -1.2
Other lines 215,411.6 31.8 3.3 -1.4
Fire 221,104.0 32.6 3.9 -0.8
Miscellaneous risks 241,992.3 35.7 -5.3 -9.6
Transport 148,595.5 21.9 241 18.5
Theft 63,146.4 9.3 -2.9 -7.3
Surety 117,479.8 17.3 A -0.4
Third-Party Liability 92,848.6 13.7 -2.7 -7.1
Personal Accidents 97,545.3 14.4 30.3 243

Source: MAPFRE Economics (based on data from the Superintendency of Insurance, Central Bank of Paraguay)
1/ Direct premiums net of cancellations plus administrative surcharges



Chart 3.2.8-c
Paraguay: Share of Insurance
Premiums in Latin
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million dollars), while equity stood at 1.83
trillion guaranies (267 million dollars), 2.8
pp higher than in 2020. It should be noted
that aggregate capitalization levels in the
industry remained high throughout the pe-
riod. In 2011, equity stood at 33.4% of total
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assets, a figure that has risen gradually to
reach 40.5% in 2020 before dropping
slightly in 2021 to 39.9%.

Investment and technical provisions

The performance of investments and tech-
nical provisions in the Paraguayan insur-
ance industry between 2011 and 2021 is
reflected in Charts 3.2.8-f and 3.2.8-g. As
can be seen from this information, invest-
ments in 2021 came to 1.95 trillion guara-
nies (283 million dollars), up 6.1% on the
figure recorded in 2020. Meanwhile, tech-
nical provisions in 2021 amounted to 1.88
trillion guaranies (273 million dollars), up
12.3% from the previous year. It should be
noted, however, that in the case of both in-
vestment and technical provisions, it has
not been possible to carry out a more de-
tailed analysis of their composition with the
data available.

Technical performance

Chart 3.2.8-h shows the technical result of
the Paraguayan insurance industry (with
data annualized as of December 2021). As
can be seen from this information, the indi-
cator fell year on year, although it re-

Chart 3.2.8-d
Paraguay: Contribution to Insurance Market Growth
(percentage points, pp)
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Chart 3.2.8-e
Paraguay: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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mained positive. The total combined ratio
recorded in 2021 was 96.4% (compared to
88.6% in 2020), which implied an improve-
ment of 7.8 pp as a result of a slight in-
crease in the loss ratio (+11.4 pp) and an
improvement in the expense ratio (-3.7 pp).
Thus, in 2021, the downward trend in the
combined ratio seen between 2018 and
2020 was reversed.

Results and profitability

In December 2021, the net result from the
Paraguayan insurance business came to
220.82 billion guaranies (32.6 million dol-
lars), down by 40.2% year on year on ac-
count of the decrease in the technical re-
sult and lower financial results. Turning to
profitability, the industry achieved return
on equity (ROE) of 12.2% in 2021, down 9.8
pp on 2020. In a similar vein, return on as-
sets (ROA] amounted to 4.9% in 2021, down
by 3.8 pp from the value reported the previ-
ous year (see Chart 3.2.8-i).

Insurance penetration,
density and depth

Chart 3.2.8-j shows the main structural
trends shaping the development of the
Paraguayan insurance industry over the
2011-2021 period. The penetration index

(premiums/GDP) stood at 1.1% in 2021,
meaning that this figure has remained virtu-
ally unchanged since 2015. As reflected in
previous versions of the report, the penetra-
tion index for the Paraguayan market grew
steadily between 2011 and 2015, to then sta-
bilize after that year, lagging behind the aver-

Chart 3.2.8-f
Paraguay: Insurance
Market Investments
(billions of guaranies)
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Chart 3.2.8-g
Paraguay: Technical Provisions
of the Insurance Market
(billions of guaranies)
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age absolute values of the other insurance
markets in the region throughout the decade.
Insurance density in Paraguay (premiums
per capita] came to 436,622 guaranies (64
dollars), up 3.5% on the level reached in
2020. There was a growing trend in density
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(measured in local currency) over the period
under analysis, registering cumulative
growth of 110.5% between 2011 and 2021.
Lastly, insurance depth in the Paraguayan
market (Life insurance premiums in relation
to total premiums) came to 16.1%, up 5.2 pp
from 2011 and 0.6 pp more than in 2020. It is
worth noting that depth in the Paraguayan
insurance market was far below the average
for Latin American insurance markets, which
speaks to the still emerging level of devel-
opment of Life insurance in that market.

Insurance Protection
Gap estimate

Chart 3.2.8-k shows an estimate of the IPG
for the Paraguayan insurance market be-
tween 2011 and 2021. The insurance gap in
2021 amounted to 18.08 trillion guaranies,
6.2 times the size of the Paraguayan insur-
ance market at the end of that year, with an
increase in both Non-Life and Life insur-
ance. As in other insurance markets in the
region, the structure and performance of
the insurance gap over the period under
analysis are largely attributable to the Life
insurance segment. At year-end 2021,
59.3% of the IPG was related to Life insur-
ance (10.73 trillion guaranies), 4.8 pp less
than the share recorded for this segment in

Chart 3.2.8-h
Paraguay: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Chart 3.2.8-i
Paraguay: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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2011. The remaining 40.7% of the insur-
ance gap was related to the Non-Life in-
surance segment (7.35 trillion guaranies).
As such, the potential insurance market in
Paraguay at the close of 2021 (the sum of
the actual insurance market plus the IPG)
was estimated at 21.01 trillion guaranies,
7.2 times the size of the total insurance
market that year (see Chart 3.2.8-1).

Charts 3.2.8-m and 3.2.8-n show an esti-
mate of the insurance gap as a multiple of
the actual insurance market in Paraguay.
As can be seen, the IPG as a multiple of the
market showed a downward trend between
2011 and 2021 both for the Life insurance
segment (falling from 49.9 to 22.8 times)
and to a much smaller extent for the Non-
Life insurance segment (from 3.4 to 3.0
times). However, it is worth mentioning
that this downward trend has slowed since
2017, and in 2021, there was a 0.4 pp in-
crease compared to the previous year.

Chart 3.2.8-0 reflects the update of the
Paraguayan insurance market's capacity to
close the insurance gap determined in
2021, based on a comparative analysis be-
tween the growth rates observed over the
last ten years and the growth rates that
would be required to close the IPG over the

coming decade. This analysis shows that
the Paraguayan insurance market recorded
an average annual growth rate of 9.2% over
the 2011-2021 period, underpinned by an
annual growth rate of 13.5% in the Life in-
surance segment and an average annual
growth rate of 8.6% in the Non-Life insur-
ance segment. Were the growth rate seen
over the last decade to continue over the
next ten years, the growth rate of the
Paraguayan insurance market would fall
6.3 pp short of closing the gap in the Non-
Life insurance segment, and 23.8 pp short
in the Life insurance segment. It should be
noted that this shortfall in growth has
grown year on year.

Market Development Index (MDI)

The updated Market Development Index
(MDI) estimate for the Paraguayan insur-
ance industry in 2005-2021 is reflected in
Chart 3.2.8-p. As indicated previously, the
MDI is used as an indicator for monitoring
the maturity of the markets analyzed. In
the case of the Paraguayan market, the
indicator was positive until 2020 on account
of a slight downturn in 2021, generally
above the average seen by Latin American
insurance markets.
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(THOUSAND OF GUARANIES)

Chart 3.2.8-j
Paraguay: Changes in Penetration, Density and Depth
(premiums/GDP, %; premiums per capita, guaranies and USD; Life premiums/total premiums, %, 2011 index=100)
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Chart 3.2.8-k
Paraguay: Insurance Protection Gap
(billions of guaranies)
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Comparative analysis
of structural coefficients

Chart 3.2.8-q shows the Paraguayan insur-
ance market's situation in comparison with
the average for Latin America, measured
in terms of the four structural indicators
analyzed: penetration, density, depth and
MDI. As can be seen, the indicators for the
Paraguayan insurance market fall well be-
low the regional average, with the excep-

tion of the MDI, which exceeded the re-
gional market average in 2021.

Furthermore, the dispersion analysis used to
determine the development of the country’s
insurance market demonstrates that, during
the 2011-2021 period, the Paraguayan insur-
ance sector has been relatively balanced in
its development, with slight improvements in
penetration (quantity) and depth (quality),
with the exception of the slight downturn be-
tween 2015 and 2019.

Chart 3.2.8-1
Paraguay: Insurance Protection Gap and Potential Market
(billions of guaranies)
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Chart 3.2.8-m
Paraguay: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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There were 34 insurance companies operat-
ing in the Paraguayan market in 2021; 21 au-
thorized to offer property insurance and 13
operating in Life and property insurance. As
can be seen in Chart 3.2.8-r, the industry is

Chart 3.2.8-n
Paraguay: Change in IPG
as a Multiple of the Actual Market
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not highly concentrated. The Herfindahl index
dropped in 2021, reaching 672.9 points com-
pared to 729.6 in 2020, still below the moder-
ate concentration threshold. In terms of the
CR5 index, the top five companies held 46.7%
of total premiums in 2021, down 3 pp on
2020, with a drop of 6.9 pp in the Life seg-
ment and 1.7 pp in the Non-Life segment.

Turning our attention to the 20271 total
ranking of insurance groups in the
Paraguayan market, MAPFRE was still top-
ping the table, with a market share of
16.2%. It was followed some way behind by
Aseguradora del Este (10.4%), La Consoli-
dada (8.0%) and Aseguradora Yacyreta
(6.1%). In turn, Aseguradora Tajy moved
past Patria into fifth, with the latter drop-
ping to sixth. The following positions re-
main unchanged, with the exception of
Aseguradora Paraguaya moving up from
eleventh to tenth (see Chart 3.2.8-s).

Life and Non-Life rankings

The ranking of the Non-Life insurance seg-
ment in 2021 continues to be topped by
MAPFRE, with a market share of 18.5% of
premiums, with just one change compared to
the 2020 ranking: Patria moves up one place,
into sixth, while Sancor moves down from
sixth to seventh. As regards the Life insur-
ance ranking in 2021, it continues to be
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Chart 3.2.8-0
Paraguay: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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topped by Aseguradora del Este, which ac-
counts for 15.9% of premiums. Worth note is
the impressive performance of Itad, up from
thirteenth to sixth, following the acquisition
of 100% of shares in Providencia Seguros
(see Chart 3.2.8-1).

Key regulatory aspects

During 2021, the Insurance Superinten-
dency focused on establishing standards

on increased information requirements
from supervised companies, in addition to
access requirements to be fulfilled by
companies who wish to perform activities
that are supervised by the Superintenden-
cy. Furthermore, it improved the instruc-
tion for the online registration and renewal
of insurance agent licenses (covering both
agents and brokers) and claim settlers.
The aim of this was to provide modern
methods in the process of filing documents

Chart 3.2.8-p
Paraguay: Market Development Index (MDI)
(2005 index=100; annual change)
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Chart 3.2.8-q
Paraguay: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for the
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for the registration and renewal of licenses,
speeding up administrative processes un-
dertaken by interested parties.

As part of its efforts to combat money laun-
dering, the Superintendency increased rel-
evant information requirements in relation

to Anti-Money Laundering and Counter Ter-
rorist Financing (AML-CTF), with a view to
identifying policyholders or insured parties
who are considered Politically Exposed
Persons (PEPs), the geographic area, pay-
ment methods used, etc.

Chart 3.2.8-r
Paraguay: Insurance Industry Concentration
(Herfindahl index; CR5 index, %)
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Chart 3.2.8-s
Paraguay: Total Ranking
(market shares, %)
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Furthermore, regulations were issued es-
tablishing the access requirements for
granting operating authorization required
by the organizer of a new company, mainly
in relation to technical suitability and
knowledge. Finally, the Board of Directors
at the Central Bank of Paraguay issued the

“Regulation Establishing Minimum Stan-
dards for Good Corporate Governance,” to
be applied from January 1, 2023, to all
companies in the Paraguayan financial sys-
tem, including insurance companies. How-
ever, this application must comply with the
timelines and application guides issued by

Chart 3.2.8-t
Paraguay: Life and Non-Life Ranking
(market shares, %)
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the Insurance Superintendency and the
Banks Superintendency for their super-
vised companies.

Summarizing the regulatory activities un-
dertaken in the Paraguayan insurance
market, below are details of the main regu-
lations issued by the Insurance Superin-
tendency:

e RES.N°016.ACTA. No. 04 of 1/20/2022.
Regulation establishing Minimum Stan-
dards for Good Corporate Governance
The international standard of insurance
supervision in relation to Corporate Gov-
ernance issued by the IAIS (PS No. 7)
recommends that the supervisory au-
thority establish specific rules in this
matter to guarantee health and prudent
management and control of the insur-
ance company.

e RES.SS.SG. No. 232/2021 of 12/30/2021.
Expansion of the Data Provision Regime
for the Superintendency of Insurance In-
formation Point. The need to expand the
data required from insurance companies
that contributes to the development of a
LAFT risk matrix system to enhance the
supervision of the insurance industry.

e RES.SS.SG. No. 231/2021 of 12/29/2021.
Amendment of Resolution SS.SG. No.
217/2018 of F/9/24/2018, Regulation on
the opening of new insurers and reinsur-
ers. The specification of access require-
ments for granting operating authoriza-
tion in relation to technical suitability and
knowledge required by the organizer of
the new company.

e RES.SS.SG. No. 211/2021 of 11/23/2021.
Amendment of Article 4 of Annex | to
Resolution No. 14/96 of June 21, 1996,
Regulation on insurance agents and
claims settlers and Resolution SS.GG. No.
126/21 of July 2, 2021. Approves the in-
struction for the online registration and
renewal of insurance agent licenses (cov-
ering both agents and brokers) and claim
settlers. Determination of the documents
to be submitted by legal persons who
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wish to operate as insurance brokers or
claims settlers.

e RES.SS.SG. No. 179/2021 of 10/18/2021.
Amendment of Resolution SS.SG. No.
244/2020 of f/10/5/2020, Rules for under-
writing, acquiring or transferring shares,
incompatibility to be a shareholder or oc-
cupy posts at supervised companies. The
incompatibility for insurance companies
to be shareholders in other insurance
companies, as provided for in the Insur-
ance Law, and granting a reasonable pe-
riod for managed entities to resolve oper-
ational and/or administrative issues.

e RES.SS.SG. No. 126/2021 of 7/2/2021. Ap-
proves the instruction for the online reg-
istration and renewal of insurance agent
licenses (covering both agents and bro-
kers) and claim settlers. The need to pro-
vide modern methods as part of the
process of submitting documents for the
registration and renewal of insurance
agents and claims settlers, with a view to
speeding up the administrative formali-
ties undertaken by managed entities.

3.2.9 Argentina

Macroeconomic environment

The Argentine economy grew by 10.2% in
2021 following three consecutive years of
contractions (-9.9% in 2020), thanks to the
improved health situation and progress with
vaccination campaigns, making it possible to
relax the restrictions imposed and the
invigoration of domestic and foreign demand
(see Chart 3.2.9-a). This dynamic was offset
by growth in the import of goods and
services, which saw the commercial balance
of trade surplus decrease and maintain the
deficit in the service sector, in particular on
account of the negative context for the
tourism industry in light of the continued
restrictions on cross-border mobility.
However, there was a surplus of 1.4% of GDP
in 2021 in relation to the balance of payments
current account, above the 0.8% recorded in
2020. This can be attributed to the reduced
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revenue deficit on account of the reduced
burden of interest on public debt as a result
of the restructuring performed in the second
half of 2020. The Argentine government
amended the policies for assisting the
industries most affected by the pandemic, to
place as greater focus on this. At year-end
2021, the gross debt of the central
administration stood at 80.6% of GDP
(compared to 103.8% in 2020).

In turn, the monetary policy pursued by the
Central Bank of the Argentine Republic in
2021 remained expansive, leaving its mon-
etary policy interest rates unchanged at
38.0%. During the same period, the central
bank provided financial assistance to the
National Treasury to address the costs
arising on the expansion of fiscal measures
adopted mainly via the transfer of profits
and, at the end of 2021, the monetary base
registered an increase of 47.9% year on
year in nominal terms. The year-on-year
inflation rate in December 2021 stood at
51.4% (average inflation of 48.4% in 2020),
and the exchange rate of the Argentine
peso experienced average depreciation of
21.5% to the dollar (45.4% in 2020) despite
the net purchases of foreign currency
made by the central bank and the mainte-
nance of restrictions on the purchase of

freely available foreign currencies. Year-
on-year inflation in August 2022 stood at
78.5%, and the central bank increased its
monetary policy interest rate to 75% on ac-
count of the inflationary environment
abroad, exacerbated by the impact of the
Russian invasion of Ukraine.

Looking to 2022, MAPFRE Economics has
forecast Argentine GDP growth of around
2.8%, while ECLAC estimates growth of 3.5%
thanks to private consumption, investment
and exports, and insofar as the sectors most
affected by the pandemic can resume all
their activities, international demand re-
mains and there are no further restrictions
on mobility associated with the pandemic.

Insurance market
Growth

Premium volume in the Argentine insur-
ance market in 2021 (annualized as of De-
cember 2021) amounted to 1.26 trillion pe-
sos (13.25 billion dollars), up by 50.6% in
nominal terms and 1.5% in real terms
when compared to the same period of the
previous year, with similar increases in
both market segments (see Chart 3.2.9-b

Chart 3.2.9-a
Argentina: Changes in Economic Growth and Inflation
(GDP in local currency, billions of pesos; real growth rate, %; annual inflation rate, %)
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and Table 3.2.9). Life insurance premiums,
which account for 12.5% of the total mar-
ket, grew by 49.8% in nominal terms (0.9%
in real terms) to reach 157.83 billion pesos
(1.66 billion US dollars]). All modalities ex-
perienced nominal increases, led by group
Life insurance, with only individual Life in-
surance dropping in real terms (-4.6%).
Non-Life insurance premiums, which ac-
count for 87.5% of the market, grew 50.8%
in nominal terms (1.6% in real terms) to 1.1
trillion pesos (11.59 billion dollars). All
lines experienced positive growth in nomi-
nal terms; in real terms, Health (-6.2%),
Workplace Accidents (-5.6%) and Other
lines (-2.1%]) were all down. In contrast, the
lines that experienced the biggest growth
were Agriculture (72.1%), Credit and Surety
(64.3%) and Transport (60.1%).

The share of Argentine insurance in the
Latin American insurance market in-
creased to 8.8% in 2021, with Non-Life en-
joying a higher share (13.5%) than Life
(2.6%). The market share of the Argentine
insurance industry grew up until 2015,
when it peaked, accounting for 13.4% of
total premiums and 19.8% of Non-Life
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premiums; since then, its share has
dropped (see Chart 3.2.9-c).

As regards the 50.6% nominal growth in
the Argentine insurance market in 2021,
Non-Life made the largest contribution
with 44.4 pp, while 6.3 pp was attributable
to the Life insurance segment. As Chart
3.2.9-d shows, this situation has occurred
throughout the last decade, i.e., the Life
insurance segment has had a relatively
smaller impact on the general dynamic of
the Argentine market.

Balance sheet and shareholders' equity

When analyzing the performance of the ag-
gregate balance sheet of the Argentine in-
surance industry between 2011 and 2021,
as presented in Chart 3.2.9-e, it can be
seen that assets came to 2.36 trillion pesos
(22.97 billion dollars) at year-end 2021, up
39.2% year on year, while equity stood at
675.22 billion pesos (6.57 billion dollars),
up 40.0 pp year on year. Aggregate capital-
ization levels within the Argentine insur-
ance industry (measured over total assets)
stood at around 20% between 2011 and

Chart 3.2.9-b
Argentina: Growth Developments in the Insurance Market
(premiums, billions of pesos; annual nominal growth rates, %)
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Table 3.2.9
Argentina: Premium Volume' by Line, 2021

ilions ilions
Line of pesos of USD Nominal (%) Real (%)
1.5

Total 1,260,181.6 13,250.8 50.6

Life 157,830.3 1,659.6 49.8 0.9
Group Life 95,782.1 1,007.1 53.6 35
Individual Life 45,217.3 475.5 41.6 -4.6
Retirement 16,830.9 177.0 51.7 2.2

Non-Life 1,102,351.3 11,591.2 50.8 1.6
Automobiles 491,386.6 5,166.9 54.7 4.3
Other lines 63,110.6 663.6 45.4 -2.1
Fire 69,607.4 731.9 51.5 2.1
Combined Family 65,751.7 691.4 56.7 5.6
Agricultural insurance 35,889.8 377.4 72.1 16.0
Personal Accidents 24,900.4 261.8 51.2 1.9
Third-Party Liability 26,148.6 275.0 58.1 6.5
Transport 20,956.4 220.4 60.1 7.9
Credit and Surety 20,655.0 217.2 64.3 10.7
Health 2,548.7 26.8 39.2 -6.2
Workplace accidents 281,396.3 2,958.9 40.0 -5.6

Source: MAPFRE Economics (based on data from the National Superintendency of Insurance)
1/ Premiums and surcharges issued

2019, the highest value being in 2021 with

28.6% over total assets. ~Chart3.2.9-c
Argentina: Share of Insurance

Premiums in Latin America

It should be noted that in the previous ver- (%)
sion of this report, we warned about the ex-
traordinary increase in aggregate equity in — Total — Life — Non-Life

the Argentine insurance industry, as a result
of the additional provisions established by
the Superintendency of Insurance, meaning
that the balance sheets of insurance com-
panies and reinsurance companies, at the 15%
end of 2020, had to restate the different
items in uniform currency (adjusted for in-
flation). In 2021, there was no such distor- 10%
tion as all balance sheet items were ex-
pressed following the same criteria.

20%
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Investments ’
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Charts 3.2.9-f, 3.2.9-g and 3.2.9-h show the
performance, structure and composition of 0%
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Argentlne Insurance IndUStry at the sector Source: MAPFRE Economics (based on data from the National
level between 2011 and 2021. In the latter Superintendency of Insurance and supervisory bodies of the region)
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Chart 3.2.9-d
Argentina: Contribution to Insurance Market Growth
(percentage points, pp)
B Life B Non-Life Annual Contribution to growth (pp)
2017 2011 34.6 6.4 28.2
2012 2012 32.3 5.6 26.7
2013 2013 35.2 53 30.0
2014 [ 2014 38.6 6.2 32.4
2015 T 2015 39.6 5.6 34.0
2016 [T 2016 348 5.4 29.5
2017 I 2017 241 19 222
2018 [T 2018 29.5 34 26.2
2019 T 2019 363 3.9 324
2020 - 2020 56.8 7.0 9.8
2021 I 2021 50.6 6.3 J¥A
0 10 20 30 40 50 60
Source: MAPFRE Economics (based on data from the National Superintendency of Insurance)

year, investment totaled 1.81 trillion pesos
(17.66 billion dollars), concentrated in fixed
income (52.4%), mutual funds (30.5%), and,
to a significantly lesser extent, equity in-
struments (9.7%). Particularly noteworthy
in the aggregate investment portfolio
analysis is the gradual increase in amounts

ing from 12.2% of total investments in that
year to 30.5% by the end of 2021.

Technical provisions

Charts 3.2.9-i, 3.2.9-j, and 3.2.9-k show the
relative composition and performance of

managed through mutual funds, which in-
creased in relative values from 2011, grow-

the Argentine insurance industry’s techni-
cal provisions during the 2011-2021 period.

Chart 3.2.9-e
Argentina: Changes in the Insurance Industry's Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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As can be seen, technical provisions
amounted to 1.33 trillion pesos (12.92 bil-
lion dollars) in 2021. Of this total, 33.5%
related to Life insurance, 11.8% to provi-
sions for unearned premiums and out-
standing risks in Non-Life insurance and
the remaining 54.7% to provisions for out-
standing claims. Over the period analyzed,
there was a gradual reduction in the weight
of provisions for Life insurance, which fell
from representing 41.7% of total provisions
in 2011 to 33.5% in 2021. This confirms, as
mentioned in previous versions of the re-
port, the relative loss in the weight of this
insurance segment within the structure of
the Argentine market.

Technical performance

The total combined ratio of the Argentine
insurance market performed positively
once again in 2021, standing at 90.8%, the
same as in 2020, as a result of the im-
provement in the loss ratio, which fell by

1.2 pp, and the deterioration in the expense
ratio of -1.2 pp. As Chart 3.2.9-1 shows, the
technical result for the insurance business
in Argentina was positive for the second
year in a row. As explained in last year's
report, this can be attributed to the re-
statement of the various items in insurance
companies’ financial statements in uniform
currency (adjusted for inflation). Upon ad-
justing for inflation, various items need to
be restated in accordance with the Con-
sumer Price Index as at their date of origin,
so the adjustments applied to premiums
exceed the costs. It is worth considering
that the production cycle in the insurance
industry is inverted, with revenue (premi-
ums) being generated first and then costs
(loss ratio and expenses), and companies
are obligated to constitute the technical
reserves necessary to fulfill the commit-
ments taken on. As a result, depending on
the adjustment, an increase in items under
accrued premiums can be higher than ac-
crued claims and adjusted expenses,

Chart 3.2.9-f
Argentina: Insurance
Market Investments
(billions of pesos)
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Source: MAPFRE Economics (based on data from the
National Superintendency of Insurance)

Chart 3.2.9-g
Argentina: Structure
of Investments
(%)
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Chart 3.2.9-h
Argentina: Structure

of Investments, 2021
(%)
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Source: MAPFRE Economics (based on data from the
National Superintendency of Insurance)

thereby boosting the technical result. The
changes introduced by the Superintenden-
cy of Insurance as regards the calculation
of the technical reserve due to the insuffi-
ciency of premiums (Resolution 147/2020)
also had an impact, as the values had to be
expressed in a uniform currency, resulting
in a drop in the value of the reserve or the
need to constitute one?0.

Results and profitability

The Argentine insurance industry ended
2021 in the red. The net result from the in-
surance business (with annualized data as
of December 2021) was -55.55 billion pesos
(-584 million dollars), as a result of the pos-
itive technical result and negative financial
result. In terms of profitability, this was
negative in 2021: return on equity (ROE)
stood at -9.6%, down by 19.6 pp from 2020.
Meanwhile, return on assets (ROA) reached
-2.7%, down by 5.5 pp compared to the val-
ue reported in 2020 (see Chart 3.2.9-m).
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Insurance penetration,
density and depth

Chart 3.2.9-n shows the main structural
trends shaping the development of the Ar-
gentine insurance industry over the 2011-
2021 period. The penetration index (premi-
ums/GDP) stood at 2.7% in 2021, down 0.3
pp from the previous year. The indicator
expanded until 2015, and from 2016 on-
ward it has shown a clear downward trend,
which reversed in 2020 driven by the drop
in GDP and nominal premium growth, be-
fore dropping again in 2021. Insurance
density (premiums per capita) reached
27,833 pesos (293 dollars), 49.8% higher
than the value observed in 2020. Density
therefore followed an upward trend over
the course of the last decade, although its
measurement in local currency was influ-
enced by the hyperinflationary environment
affecting this market. When measured in
dollars, density has been more stable
overall and dropped since 2018. Turning
our attention to depth (Life insurance pre-
miums to total premiums), the indicator for
2021 came to 12.5%, 4.1 percentage points

Chart 3.2.9-i
Argentina: Technical Provisions
of the Insurance Market
(billions of pesos)
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Chart 3.2.9-j
Argentina: Structure
of Technical Provisions
(%)
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Source: MAPFRE Economics (based on data from the
National Superintendency of Insurance)

Chart 3.2.9-k
Argentina: Structure
of Technical Provisions, 2021
(%)

® Life ® Non-Life
For outstanding claims Other

0.0013%

Source: MAPFRE Economics (based on data from the
National Superintendency of Insurance)

below the value observed in 2011. The Ar-
gentine insurance market's depth trend
diverges substantially from the average
trend observed in the Latin American re-
gion, showing once again the structural
weakening of the Life segment within Ar-
gentina's insurance market.

Insurance Protection
Gap estimate

Chart 3.2.9-0 shows an estimate of the insur-
ance gap for the Argentine insurance market
between 2011 and 2021. As can be seen, the

Chart 3.2.9-1
Argentina: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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Chart 3.2.9-m
Argentina: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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insurance gap stood at 2.44 ftrillion pesos
(25.61 billion dollars) in 2021, equivalent to 1.9
times the size of the actual insurance market
at the close of the same year. The structure
and performance of the IPG between 2011 and
2021 shows the significant role that Life insur-
ance had in shaping the gap, despite having
fallen by 76% in 2011 to 74.4% at present (1.81
trillion pesos). In contrast, Non-Life insurance
saw its IPG share increase from 24% to 25.5%
in this period. As such, as Chart 3.2.9-p shows,
the potential insurance market in Argentina in
2021 (the sum of the actual market plus the
IPG) amounted to 3.7 trillion pesos, almost 2.9
times the size of the country’'s market that
year.

As indicated in previous reports, given the
inflation experienced by the Argentine
economy in recent years, absolute values
in the IPG estimate can be misleading. As
such, a good indicator of the trend in the
performance of the insurance gap in this
country is the estimate of the IPG as a mul-
tiple of the actual market. To this end, the
IPG as a multiple showed a downward
trend between 2011 and 2016, when it fell
from 2.4 to 1.6 times the size of the actual
market. From 2017 onward, however, this
trend is inverted, returning to growth,
standing at 2.1 times in 2019, before falling
again in 2020 (1.6 times) and rising in 2021
to 1.9 times (see Chart 3.2.9-q].

314

A similar situation can be seen with the
Life and Non-Life segments. In the case of
the former, the IPG as a multiple of the re-
spective market dropped from 10.9 to 8.4
times between 2011 and 2016, before be-
ginning to grow again to stand at 12.3 times
in 2019, dropping again in 2020 to 9.6 times
and increasing in 2021 to 11.5 times. In the
case of Non-Life insurance, the trend re-
versed even earlier; between 2011 and
2015, the IPG as a multiple of the respec-
tive market fell from 0.7 to 0.3 times, be-
fore growing again from 2016 and standing
at 0.6 times in 2019, then falling again to
stand at 0.4 times in 2020 and growing
again to 0.6 times in 2021. In the medium-
term perspective, the insurance gap for the
Argentine market gradually fell over the
course of the last decade, before rebound-
ing as a result of the Life segment (see
Chart 3.2.9-r).

Lastly, Chart 3.2.9-s summarizes the update
to the Argentine insurance market's capacity
to close the IPG, based on a comparative
analysis between the growth rates observed
over the last ten years in this market and the
growth rates that would be required to close
the IPG determined in 2021 over the next
decade. Thus, the Argentine insurance mar-
ket recorded an average annual growth rate
of 37.5% between 2011 and 2021. This was
underpinned by an average growth of 33.6%




THE LATIN AMERICAN INSURANCE MARKET IN 2021

4%

3%

2%

1%

0%

30,000

20,000

(PESOS)

10,000

50%

40%

30%

20%

10%

0%

Chart 3.2.9-n
Argentina: Changes in Penetration, Density and Depth

PENETRATION

— Total =~ LATAM average

— Life — Non-Life
S Y2 2L e s 2 oo gog
& & & &8 8 8 R R & &8 &
DENSITY
— Total == USD [right)
— Life = Non-Life
"""""""""""""""""""""""""""""""""""""""""""""" 600
400
200
— o~ ™ ~ o ~O o~ ool o~ o — 0
S 88838882888
DEPTH
= Argentina == LATAM average
\
- & ® % L v ~ ©® o o <«
— — — — — — — — — N o~
& &8 &8 8 8 8 8 R &8 &8 %

(premiums/GDP, %; premiums per capita, pesos and USD; Life premiums/total premiums, %; 2011 index=100)

INDEX (2011=100)

- - LATAM average
— Non-Life

=— Total
— Life

Moo s e e @ g g
& &8 & &8 8 8 8 R R & &
INDEX (2011=100)
— Total == USD (right)
— Lide =— Non-Life
3,000
2,000
1,000
0
INDEX (2011=100)
= Argentina =+ LATAM average
TAD
120
100
80
60 L S Ly L

Source: MAPFRE Economics (based on data from the National Superintendency of Insurance)




THE LATIN AMERICAN INSURANCE MARKET IN 2021

I Non-Life IPG

W Life IPG

3,000

2,000

1,000

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Source: MAPFRE Economics

Chart 3.2.9-0
Argentina: Insurance Protection Gap
(billions of pesos)
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in the Life insurance segment and 38.2% in
the Non-Life segment. Thus, were this
growth rate to continue over the next ten
years, the growth rate of the market as a
whole would prove sufficient to close the IPG
determined in 2021 as far as both Non-Life
and Life insurance are concerned. However, it
should also be noted that the sufficiency
rates resulting from this analysis tend to be
clearly overestimated due to the high infla-
tion rates observed in the economy.

Market Development Index (MDI)

Chart 3.2.9-t shows an update of the esti-
mate of the Market Development Index
(MDI) for the Argentine insurance industry.
The MDI seeks to summarize the perfor-
mance and maturity of insurance markets
and shows that there were two moments at
which the trend substantially differed from
the trend experienced by the Latin Ameri-
can region as a whole. The first, in 2008-

Actual market IPG
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Chart 3.2.9-q
Argentina: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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2010, and the second from 2017 until 2019,
reversing in 2020 as a result of the ac-
counting effects and macroeconomic im-
pact of the pandemic, before dropping
again in 2021. In any case, the indicator
differs significantly from the market aver-
age in the region.

Comparative analysis
of structural coefficients

Chart 3.2.9-u shows the Argentine insur-
ance market's situation in comparison with
the average for Latin America, measured in
terms of the various structural indicators
analyzed: penetration, density, depth and
MDI. As this information shows, both depth
and MDI were far below the regional aver-
age, although penetration and density were
in line with said average. Similarly, the dis-
persion analysis shown in the aforemen-
tioned chart shows that, over the 2011-
2021 period as a whole, the Argentine in-
surance industry had been showing unbal-
anced development where, despite some
improvements in quantity (penetration),
strongly influenced by hyperinflation, there
has been a decrease in quality (depth].

Insurance market rankings
Total ranking

At year-end 2021, there were 192 insur-
ance companies authorized to operate in

Argentina, of which 18 provided Retirement
insurance, 36 were dedicated to Life insur-
ance (including Group, Individual, Pen-
sions, Health, Personal Accidents and Fu-
nerals), 12 were dedicated to Workplace
Accidents and 5 to Public Passenger
Transport. The remaining 121 companies
are dedicated to other Property and Casu-
alty Insurance or to mixed operations.
Based on this significant number of market

Chart 3.2.9-r
Argentina: Change in IPG
as a Multiple of the Actual Market
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Chart 3.2.9-s
Argentina: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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participants, the Herfindahl and CR5 index-
es generally show low concentration,
though they showed a slight upward trend
between 2014 and 2017, with a greater
concentration in Life than Non-Life insur-
ance (see Chart 3.2.9-v).

As regards the ranking of the main insur-
ance groups in Argentina in 2021, it was
topped by Sancor (10.9%) and Federacion
Patronal (7.8%). The only changes in the
ranking see Segunda move up from fifth to
fourth and San Cristobal from sixth to fifth,

with Zurich dropping down two places to
sixth (see Chart 3.2.9-w].

Life and Non-Life rankings

Given the importance of the Non-Life seg-
ment in the Argentine insurance market,
the companies featured in the 2021 Non-
Life ranking were practically the same as
those that appeared in the total ranking.
Sancor led the ranking with 11.8% of mar-
ket premiums, followed by Federacién Pa-
tronal (8.7%). The first change in the rank-

Chart 3.2.9-t
Argentina: Market Development Index (MDI)
(2005 index=100; annual change)
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* Indexes calculated as the quotient between the values of the country's
structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent
to the region’s average.

Chart 3.2.9-u
Argentina: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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ing can be seen in sixth place, now occu-
pied by Generali, which moved up one
place, with Zurich moving in the opposite
direction to seventh. Worth particular note
is the improvement seen by Mercantil And-
ina, moving up from thirteenth to ninth
place. In terms of the Life ranking, Zurich

remains on top with a share of 14.9% of
premiums, followed by Life Seguros (7.5%),
the name of the new company resulting
from the acquisition by Origenes of Met-
Life's portfolio, which sees the other
groups in the ranking move down one place
(see Chart 3.2.9-x].

Chart 3.2.9-v
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Key regulatory aspects

With regard to the main regulatory adjust-
ments in the Argentine insurance market,
the following stand out:

e RESOL-2021-75-APN-SSN#MEC
(1/20/2021). Extending until March 1,
2021, the period set out in point 39.8.2 of
the General Insurance Business Regula-
tion (T.0. Resolution SSN No. 38,708 dat-
ed November 6, 2014, and its amend-
ments and supplements) for the submis-
sion of Insurance and Reinsurance Com-
pany Financial Statements for the year
ended on December 31, 2020.

e RESOL-2021-331-APN-SSN#MEC
(4/8/2021). Extending until June 1, 2021,
the period set out in point 39.8.2 of the
General Insurance Business Regulation
(T.0. Resolution SSN No. 38,708 dated
November 6, 2014, and its amendments
and supplements) for the submission of
Insurance and Reinsurance Company Fi-
nancial Statements for the year ended on
March 31, 2021.

e RESOL-2021-398-APN-SSN#MEC
(5/7/2021). Instructing the Coordinator of

THE LATIN AMERICAN INSURANCE MARKET IN 2021

the Fiduciary Fund for Professional Ill-
nesses (FFEP) to pay out the following
amounts, within a period of ten working
days, to the institutions listed as follows:
a) Federacion Patronal Seguros, S.A.
(0726): $43,485,517.-; b) Omint Asegu-
radora de Riesgos del Trabajo, S.A.
(0862): $61,378,394.-; and c) La Segunda
Aseguradora de Riesgos del Trabajo, S.A
(0618): $17,482,270. Informing the Coor-
dinator of the Fiduciary Fund for Profes-
sional Illnesses (FFEP) to report to the
Assessment Office on compliance with
the preceding Article.

RESOL-2021-421-APN-SSN#MEC
(5/17/2021). Amending point 33.4.1.4 of
the General Insurance Business Regula-
tion (T.0. Resolution SSN No. 38,708 dat-
ed November 6, 2014, and its amend-
ments and supplements), as follows:
“33.4.1.4 Reserve for Incurred But Not
Reported Claims (IBNR]. This liability
must be created with the claims that have
occurred as at the date of calculation but
have not yet been reported to the insur-
ance company. It should consist of an
amount equivalent to TWELVE PERCENT
(12%) of gross written premiums from the
last FOUR (4) quarters. Premiums must
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be considered in uniform currency for
these purposes.”

CIRC 1F-2021-49425419-APN-SSN#MEC
(6/2/2021). Insurance Market - Imple-
mentation of Digital Records and Books -
Resolution RESOL-2019-1025-APN-
SSN#MHA -(GE])

RESOL-2021-492-APN-SSN#MEC
(6/10/2021). Amending, until the financial
year ending June 30, 2022, the limits set
out in paragraphs a) and b) of point
39.1.2.4.1.1 of the General Insurance Busi-
ness Regulation (T.0. Resolution SSN No.
38,708 dated November 6, 2014, and its
amendments and supplements), as fol-
lows: “a. For companies involved in Re-
tirement and Life Savings insurance, the
holding of investments booked at their
technical value shall not exceed 80% of
their investment portfolio, excluding prop-
erty; b. For insurers involved in other lines
and reinsurers, the holding of investments
booked at their technical value shall not
exceed 70% of their investment portfolio,

excluding property.” Establishing that Na-
tional Public Securities, Regional Public
Securities and Negotiable Bonds valued, at
June 30, 2021, at their technical value pur-
suant to Article 2 of Resolution
RESOL-2020-112-APN-SSN#MEC dated
May 8, may continue using this assess-
ment criteria until the end of the fiscal
year ending June 30, 2022. The breakdown
of investments held, valued pursuant to
the provisions of this article, shall be re-
ported in the notes to financial statements
ending June 30, 2021, and at the succes-
sive end of quarters. Suspending, until the
fiscal year ending June 30, 2022, provi-
sions of paragraphs e] of point 39.1.2.4.1 of
the General Insurance Business Regula-
tion (T.0. Resolution SSN No. 38,708 dated
November 6, 2014, and its amendments
and supplements). Establishing that, until
the close of the fiscal year ending June 30,
2022, the assets mentioned in Article 2 of
this Resolution, valued at their technical
value, may be disposed of without prior
authorization from the Superintendency of
Insurance, when the market price exceeds



their technical value, reporting this cir-
cumstances in the notes to financial
statements.

CIRC [F-2021-53983069-APN-GE%SSN
(6/16/2021). Presentation of the Annual
Report and Representative Report for for-
eign companies.

RESOL-2021-535-APN-SSN#MEC
(6/30/2021). Including, as point 33.4.3 of
the General Insurance Business Regula-
tion (T.0. Resolution SSN No. 38,708 dated
November 6, 2014, and its amendments
and supplements), the following text:
“33.4.3 Insurance Companies involved in
providing coverage for Workplace Risks
shall respect the following guidelines in
relation to reserves for outstanding claims
charged to the Fiduciary Fund for Profes-
sional Illnesses (FFEP): 33.4.3.1 Claims in
the process of being settled. (SPL). I. Par-
tial Permanent Occupational Disability; II.
Death of the worker. 33.4.3.2 Incurred but
not reported claims (IBNR). No reserve
should be set up for this item. 33.4.3.3 Lia-
bilities for Court Cases. Claims as part of
court proceedings and those associated
with reviews set out in Article 2 of Law No.
27,348, initiated as a result of an unlisted
professional illness with Covid-19 cover-
age, must be included in liabilities follow-
ing the guidelines established in the requ-
lations in force. Claims related to an un-
listed professional illness with Covid-19
coverage shall be excluded from the cal-
culation of the minimum overall liability;
therefore, details shall be provided in the
notes to the financial statements of the
total number of cases, total value of the
gross reserve constituted and the net re-
serve having applied the balancing factor.
33.4.3.4 Temporary Occupational Disabili-
ties Payable. At the end of each fiscal year
or period, an overall liability must be con-
stituted, calculated as 0.75% of nominal
monthly pay, calculated as the average pay
over the SIX (6) months prior to the end of
the quarter, corresponding to all workers
covered by the Insurance Company.
33.4.3.5 Cash Benefits Payable. At the end
of each fiscal year or period, an overall
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liability must be constituted, calculated as
0.75% of nominal monthly pay, calculated
as the average pay over the six months
prior to the end of the quarter, corre-
sponding to all workers covered by the In-
surance Company.

RESOL-2021-545-APN-SSN#MEC
(7/6/2021). Amending point 30.1.1.1 of the
General Insurance Business Regulation
(T.O0. Resolution SSN No. 38,708 dated No-
vember 6, 2014, and its amendments and
supplements), as follows: “30.1.1.1 Capital
Payable per Lines: a. Automobiles (exclud-
ing Motorcycles and Third-Party Liability of
Vehicles used for Public Passenger Trans-
port): $87,000,000); b. Motorcycles:
$52,000,000; c. For companies operating in
the lines indicated in paragraphs a) and b):
$104,250,000); d. Third-Party Liability of
Vehicles used for Public Passenger Trans-
port: $87,000,000, which is in addition to the
amount required to operate Automobiles.
For mutual insurance companies involved
exclusively in Third-Party Liability of Vehi-
cles used for Public Passenger Transport:
$104,250,000. The amount indicated above
is in addition to the amount equivalent to
14% of premiums and fees issued in the 12
months preceding the end of the previous
accounting statement [net of cancellations);
e. Third-Party Liability and Aircrafts:
$26,000,000; f. Surety and Credit Insurance:
$26,000,000; g. Environmental Responsibil-
ity and/or Environmental Collateral, cov-
ered by Article 22 of Law No. 25,675: capital
is required in addition to the capital indicat-
ed in paragraph e} or f], as appropriate, of
$17,400,000; h. Casualty Insurance (includ-
ing Fire and Combined, Theft and Similar
Risks, Windows, Transport, Passenger Ac-
cidents, Livestock, Hail, Technical Insur-
ance and Miscellaneous Risks):
$26,000,000; i. To operate under para-
graphs a), b), e], f) and h], the minimum
capital is $130,000,000. This minimum cap-
ital excludes the sums required for Third-
Party Liability of Vehicles used for Public
Passenger Transport and Environmental
Responsibility and/or Environmental Col-
lateral, covered by Article 22 of Law No.
25,675, which shall require additional ac-
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creditation pursuant to the amounts set out
in paragraphs d) and gJ; j. Workplace Risks
included in Law No. 24,557 and its amend-
ments: $87,000,000); k. For companies con-
sidered under Additional Provision 4 of Arti-
cle 49 of Law No. 24,557, additional capital
of $43,500,000 is required; L. To operate in
any of the following lines of Personal Insur-
ance: $26,000,000): Life Insurance (Individ-
ual and Group), when the corresponding
plans do not provide for the constitution of
Mathematical Reserves; Burial; Personal
Accidents; Health; m. Burial: $13,000,000;
n. Life Insurance (Individual and Group) the
corresponding plans do not provide for the
constitution of Mathematical Reserves:
$26,000,000); 0. The minimum capital to be
accredited is $52,000,000) to operate under
paragraphs U, m) and n) at the same time;
p. For companies involved in Retirement
insurance, minimum capital of $87,000,000
is required. Effective October 1, 2021, the
amounts indicated in paragraphs a) to p)
shall be adjusted on a quarterly basis in line
with the “Liabilities Update Rate” capital-
ized at simple interest on a daily basis. The
valid amounts on the reporting date of the
accounting statements shall be published
by the Superintendency of Insurance prior
to the presentation of the accounting state-
ments.”

RESOL-2021-551-APN-SSN#MEC
(7/8/2021). Extending until September 1,
2021, the period set out in point 39.8.2 of the
General Insurance Business Regulation
(T.O0. Resolution SSN No. 38,708 dated No-
vember 6, 2014, and its amendments and
supplements) for the submission of Insur-
ance and Reinsurance Company Financial
Statements for the year ended on June 30,
2021.

RESOL-2021-585-APN-SSN#MEC
(7/29/2021). Instructing the Coordinator of
the Fiduciary Fund for Professional Illness-
es (FFEP) to pay out the following amounts,
within a period of ten working days, to the
institutions listed: Federacion Patronal Se-
guros, S.A. - CUIT 33-70736658-9:
$22,834,603. La Segunda Aseguradora de
Riesgos del Trabajo, S.A. - CUIT

30-68913348-3: $135,370,660. Omint Ase-
guradora de Riesgos del Trabajo, S.A. -
CUIT 30-71234180-3: $39,017,129. Com-
pania Argentina de Seguros Latitud Sur
S.A.- CUIT 30-50006638-1: $20,550,442.
Swiss Medical Art, S.A. - CUIT 33-68626286-
9: $179,565,045. Prevencion Aseguradora
de Riesgos del Trabajo, S.A. - CUIT
30-68436191-7: $79,319,785.

RESOL-2021-595-APN-SSN#MEC
(8/5/2021). Replacing paragraph k) of
point 7.1.1 of the General Insurance Busi-
ness Regulation (T.0. Resolution SSN No.
38,708 dated November 6, 2014, and its
amendments and supplements), as fol-
lows: “k] For the purposes of all regula-
tions associated with capital, their inte-
gration and increase, under no circum-
stances shall contributions be made in
cash, they shall only be made by bank
transfers to the company’s accounts, from
accounts in the name of the person mak-
ing the contribution, with the banking in-
stitution indicating the source, account
number and CBU. When making contribu-
tions in the form of public securities trad-
ed daily on the securities market, they
shall come from the customer’s account
and be included at their listing price.” Re-
placing section ] of paragraph a) of point
7.1.2 of the General Insurance Business
Regulation (T.0. Resolution SSN No.
38,708 dated November 6, 2014, and its
amendments and supplements), as fol-
lows: “lI)] They must meet the require-
ments set out in the form attached as
'‘Annex to point 7.1.2. paragraph a) section
[),'’ which shall take on the form of a
sworn declaration, formulated before the
notary public, who shall have appraised
the supporting documents. Copies of
sworn declarations, submission records
and acknowledgment of receipt shall be
attached for the previous three years
submitted to the Federal Administration
of Public Revenue (AFIP) in relation to tax
on earnings, personal property and those
replacing or supplementing them. In rela-
tion to individuals not required to pay tax,
the corresponding proof of non-taxpayer
status shall be submitted.” Replacing

323



point 7.3 of the General Insurance Busi-
ness Regulation (T.0. Resolution SSN No.
38,708 dated November 6, 2014, and its
amendments and supplements), as fol-
lows: “7.3 Transfer of shares and capital
contributions. 7.3.1 Transfer of shares.
7.3.2 Capital contributions. 7.3.3 Terms
for refining the transaction. Replacing
point 8.3.1 of the General Insurance Busi-
ness Regulation (T.0. Resolution SSN No.
38,708 dated November 6, 2014, and its
amendments and supplements], as fol-
lows: “8.3.1 Irrevocable contributions to
future share subscriptions. Including, as
paragraph f) of Point 35.14.1.4 of the Gen-
eral Insurance Business Regulation (T.0.
Resolution SSN No. 38,708 dated No-
vember 6, 2014, and its amendments and
supplements), the following text: “f] The
following may not be the beneficiaries of
loans or owners of encumbered property:
[) Shareholders, members of the Board of
Directors and Audit Committee and man-
agers of the lending institution while they
are in their post and until TWO (2) years
have elapsed since the relationship end-
ed, with the same restriction applying to
partners and relatives up until the fourth
degree of blood or family relationship. Il
Companies related to or controller by the
lending insurance company, under the
terms of point 35.9.3;". Including, as
paragraph f) of Point 35.14.2.4 of the Gen-
eral Insurance Business Regulation (T.O.
Resolution SSN No. 38,708 dated No-
vember 6, 2014, and its amendments and
supplements), the following text: “f] The
following may not be the beneficiaries of
loans or owners of encumbered automo-
biles: 1] Shareholders, members of the
Board of Directors and Audit Committee
and managers of the lending institution
while they are in their post and until 2
years have elapsed since the relationship
ended, with the same restriction applying
to partners and relatives up until the
fourth degree of blood or family relation-
ship. Il Companies related to or con-
trolled by the lending insurance company,
under the terms of 35.9.3.”

324
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e RESOL-2021-604-APN-SSN#MEC

(8/10/2021). Establishing financial remu-
neration in relation to the balances of the
Fiduciary Fund for Professional Illnesses
disbursed by Insurers offering Workplace
Risk coverage. The interest rate applica-
ble is defined as the average effective
monthly rate arising on the 30-day lend-
ing rates for fixed-term deposits of the
Bank of Argentina in force during the pe-
riod. Establishing the remuneration de-
fined in Article 1 of this Resolution, accru-
ing in relation to the payments made by
the Insurer in excess of the balance of the
Fiduciary Fund for Professional Illnesses
it manages, once funds are no longer
available on account of the application of
the recomposition mechanism set out in
Articles 8 and 19 of the Regulation for Ac-
counts, Inflows and Outflows of Funds
and Investments of the Fiduciary Fund for
Professional Illnesses (FFEP) approved
under Resolution RESOL-2020-358-AP-
NSSN#MEC of October 7 (T.O.
RESOL-2020-507-APN-SSN#MEC of De-
cember 30).

RESOL-2021-750-APN-SSN#MEC
(10/20/2021). Establishing that for the pur-
poses of applying the financial remunera-
tion in relation to the balances of the Fidu-
ciary Fund for Professional Illnesses dis-
bursed by Insurers offering Workplace
Risk coverage set out in Resolution
RESOL-2021-604-APN-SSN#MEC of Au-
gust 10, the resulting balances must be
calculated at the end of each month, ap-
plying the following formula: Amount (A): i.
With a positive sign: the FFEP balance un-
der fiduciary administration at the start of
period t. ii. With a negative sign: the
amount raised each month between t and
t+1 corresponding to the fixed amount paid
by each worker together with the aliquot,
established in Article 5 of Decree No. 590
of June 30, 1997, and its amendments and
supplementing regulations. iii. With a posi-
tive sign: the sums disbursed and allocat-
ed to FFEP between t and t+1. iv. With a
positive sign: the remuneration obtained at
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the end of the month t-1. In case a positive
result is returned in relation to the amount
obtained in (A), the interest rate published
by the Superintendency of Insurance cor-
responding to the month t+1 shall be ap-
plied, calculated pursuant to the guide-
lines set out in Article 1 of Resolution
RESOL-2021-604-APNSSN#MEC of Au-
gust 10. Furthermore, when registering
the first balance of the FFEP as part of its
fiduciary administration resulting in a neg-
ative, the company shall indicate this in the
report provided for in Article 18 of the
Regulation for Accounts, Inflows and Out-
flows of Funds and Investments of the
Fiduciary Fund for Professional Illnesses
(FFEP) approved under Article 1 of Resolu-
tion RESOL-2020-358-APN-SSN#MEC of
October 7 (T.0. RESOL-2020-507-APN-
SSN#MEC of December 30) along with the
balance obtained in (A) as “First negative
FFEP balance.”

RESOL-2021-756-APN-SSN#MEC
(10/22/2021). Extending until December 1,
2021, the period set out in point 39.8.2 of
the General Insurance Business Regula-
tion (T.0. Resolution SSN No. 38,708 dated
November 6, 2014, and its amendments
and supplements) for the submission of
Insurance and Reinsurance Company Fi-
nancial Statements for the year ended on
September 30, 2021.

CIRC IF-2021-102941657-APN-GE#SSN
(10/26/2021). Amendment to the method

for presenting periodic information (Art. 18
FFEP Regulation).

RESOL-2021-882-APN-SSN#MEC
(12/27/2021). Extending the period set out in
Article 3 of Resolution RESOL-2020-507-
APNSSN#MEC, of December 30, until De-
cember 31, 2022.

RESOL-2021-887-APN-SSN#MEC
(12/29/2021). Eliminating point 33.5.7 of
the General Insurance Business Regula-
tion (T.0. Resolution SSN No. 38,708 dated
November 6, 2014, its amendments and
supplements). Eliminating point 39.12.4 of

the General Insurance Business Regula-
tion (T.0. Resolution SSN No. 38,708 dated
November 6, 2014, its amendments and
supplements). Reinsurers shall reverse
the stabilization reserve set up on January
1, 2022. The reversed amount shall be al-
located to heading 3.03.01.01.01.04.00.00
“Other Equity Adjustments” under Equity.
For the purposes of restatement in uni-
form currency, the past-due date of this
heading shall be considered as January 1,
2022. This account may be used to absorb
future losses or for its capitalization. The
reversal of the reserve referred to in this
Article may not give rise to the distribution
of profits. Replacing section XIIl) of paragraph
e) of point 39.13.3 of the General Insurance
Business Regulation (T.0. Resolution SSN No.
38,708 dated November 6, 2014, and its
amendments and supplements).

e RESOL-2021-889-APN-SSN#MEC
(12/29/2021). Amending point 39.8.2 of the
General Insurance Business Regulation
(T.O0. Resolution SSN No. 38,708 dated No-
vember 6, 2014, and its amendments and
supplements), as follows: “39.8.2 The an-
nual accounting statements referred to in
Article 38 of Law No. 20,091 and the inter-
im periods indicated in the preceding
point, issued by insurance and reinsurance
companies, shall be submitted to this con-
trol authority within 60 calendar days of
the end of the fiscal year/period in ques-
tion. Their submission shall be made using
the forms established by this control au-
thority, bearing in mind the assessment
rules indicated by this GIBR and comple-
mentary provisions. This information shall
be accompanied by the reports by the
company’'s audit body, tax examiner and
external auditor, whose signatures shall
be duly certified by the corresponding pro-
fessional bodies.”

Below, details are provided of the Resolu-
tions amending the General Insurance Busi-
ness Regulation:

e 268 (3/16/2021). Replacing - Clause SO-RC
5.1 Basic Mandatory Third-Party Liability



Insurance, Article 68 of Law No. 24,449
(covering risks of death, disability, injury,
and self-standing legal obligation) in the
Annex to point 23.6 paragraph a.1) of the
General Insurance Business Regulation,
with Clause SO-RC 6.1. Increase of
Coverage Limits Third-Party Liability of
Vehicles and/or Trailers and Insurance for
Vehicles involved in a service required over
a Technological Platform. Replacing -
Clause CA-RC 20.1 Mandatory Overdraft of
the Insured Party as part of Third-Party
Liability Risk Exclusively Applicable to
Taxis or Chauffeured Vehicles, in the Annex
to point 23.6 paragraph a. 1) of the
“General Insurance Business Regulation,”
with Clause 20.2. Replacing - Clause 1.2 in
relation to the Self-Standing Legal
Obligation referred to in the Annex to point
23.6 paragraph a. 3) of the "General
Insurance Business Regulation.”

356 (4/15/2021). Replacing - General
Conditions of Third-Party Liability for
Vehicles dedicated to Public Passenger
Transport (RC-TP 3.1) of the single
provision set out in “Annex to point 23.6
paragraph a.2)" of the General Insurance
Business Regulation.” Increase of Insured
Sums and Deductible TPL Insurance for
Vehicles dedicated to Public Passenger
Transport

378 (4/30/2021). Approving - Generally and
Uniformly Applying the Contractual
Conditions of the "Third-Party Liability
Insurance for Unmanned Aircraft (VANT)
and Unmanned Vehicle Systems (SVANT)."
Replacing - Annex to point 23.6 paragraph
e] of the “General Insurance Business
Regulation.” Contractual Conditions of the
“Third-Party Liability Insurance for
Remotely Piloted Aircraft.”

421 (5/17//2021). Amending - point 33.4.1.4
of the “General Insurance Business
Regulation.” Reserve for Incurred But Not
Reported Claims (IBNR] Workplace Risks.

535 (6/30/2021). Including - point 33.4.3 of
the "General Insurance Business
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Regulation.” Insurance companies involved
in providing coverage for Workplace Risks
shall respect the following guidelines in
relation to reserves for outstanding claims
charged to the Fiduciary Fund for
Professional Illnesses (FFEP). Amending -
point 30.1.1.3 of the “General Insurance
Business Regulation.” Amount based on
claims.

595 (8/5/2021). Replacing paragraph k) of
point 7.1.1 of the "General Insurance
Business Regulation.” Under no circum-
stances may contributions in cash be
made; they shall only be made by bank
transfer. Replacing - section ) of para-
graph A) of point 7.1.2 of the "General In-
surance Business Regulation.” Proof of
submitting sworn declarations for the
past 3 years submitted to the AFIP. Re-
placing - point 7.3 of the “General Insur-
ance Business Regulation.” Transfer of
shares and capital contributions. Replac-
ing - point 8.3.1 of the “General Insurance
Business Regulation.” Irrevocable contri-
butions to future share subscriptions. In-
cluding - paragraph h) of point 35.2 of the
“General Insurance Business Regulation.”
Shareholders, members of the Board of
Directors and Audit Committee and man-
agers of the insurance company while
they are in their post and until 2 years
have elapsed since the relationship end-
ed, shall not enter into property lease or
purchase agreements with the company
to which they belong. Including - para-
graph f) of Point 35.14.1.4 of the “General
Insurance Business Regulation.” Mem-
bers of the Board of Directors and Audit
Committee and managers of the lending
institution while they are in their post and
until 2 years have elapsed after the rela-
tionship ended may not be the beneficia-
ries of loans or owners of encumbered
property. Including - paragraph f) of Point
35.14.2.4 of the “General Insurance Busi-
ness Regulation.” Members of the Board
of Directors and Audit Committee and
managers of the lending institution while
they are in their post and until TWO (2)
years have elapsed since the relationship
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ended may not be the beneficiaries of
loans or owners of encumbered automo-
biles. Revoking - Articles 1, 2, 4 and 5 of
SSN Resolution No. RESOL-2018-989-
APN-SSN#MHA and point 8.3.2 of the
"General Insurance Business
Regulation.”

685 (9/15/2021). Including - paragraph g)
of point 25.4.1 of the “General Insurance
Business Regulation.” Request for re-
moval by clicking on a link on the insur-
ance company's website or mobile appli-
cation. This link must be easily identifi-
able and of first access. This mechanism
for requesting the termination of the con-
tract is mandatory for policies taken out
using electronic means and in relation to
the following lines: Automobiles, Motor-
bikes, Combined, Theft and Similar Risks,
Windows, Miscellaneous Risks and Per-
sonal Accidents. Replacing - Final para-
graph of point 25.4.1 of the “General In-
surance Business Regulation.” In the
case of paragraphs e, f] and g), proof of
rescission shall be delivered or made
available to the policyholder and/or in-
sured party via the means established in
paragraph c] of point 25.3.1.

766 (10/28/2021). Replacing - First para-
graph of Clause 1.1 of the General Condi-
tions of Third-Party Liability for Vehicles
dedicated to Public Passenger Transport
(RC-TP 4.1) of the single provision set out
in “Annex to point 23.6 paragraph a.2]" of
the “General Insurance Business Regula-
tion.” Increase of Insured Sums and De-
ductible TPL Insurance for Vehicles dedi-
cated to Public Passenger Transport and
TPL for Vehicles and/or Trailers. Replac-
ing - Clause 1.2 of the General Conditions
of Third-Party Liability for Vehicles dedi-
cated to Public Passenger Transport (RC-
TP 4.1) of the single provision set out in
“Annex to point 23.6 paragraph a.2)" of
the “General Insurance Business Regula-
tion.” Replacing - First paragraph of
Clause 2 of the General Conditions of
Third-Party Liability for Vehicles dedicat-
ed to Public Passenger Transport (RC-TP

4.1) of the single provision set out in “An-
nex to point 23.6 paragraph a.2]" of the
“General Insurance Business
Regulation.” Replacing - Clause 1.2 of the
Basic Mandatory Third-Party Liability SO-
RC 6.1- Article 68 of Law No. 24,449 (cov-
ering risks of death, disability, injury, and
self-standing legal obligation) - SO-RC
6.1 in the “Annex to point 23.6 paragraph
a.1)” of the “General Insurance Business
Regulation.” Replacing - Point 1 of para-
graph a) of Clause 2 of the Basic Manda-
tory Third-Party Liability Insurance, Arti-
cle 68 of Law No. 24,449 (covering risks of
death, disability, injury, and self-standing
legal obligation) - SO-RC 6.1 in the “An-
nex to point 23.6 paragraph a.1])” of the
“General Insurance Business
Regulation.” Replacing - “NOTE" to
Clause CA-RC 20.2 “Mandatory Overdraft
of the Insured Party as part of Third-Party
Liability Risk Exclusively Applicable to
Taxis or Chauffeured Vehicles,” in the
“Annex to point 23.6 paragraph a. 1)" of
the "General Insurance Business Regula-
tion.” Replacing - Clause 1.2 - Self-Stand-
ing Legal Obligation referred to in the
“Annex to point 23.6 paragraph a. 3)" of
the "General Insurance Business Regula-
tion.”

850 (12/9/2021). Replacing - point 23.1.1
of the “General Insurance Business Reg-
ulation.” Admission requirements. Re-
placing - paragraphs b. and f. of points
23.2.1.2, 23.2.2.2 and 23.3.2 of the “Gen-
eral Insurance Business Regulation.”
Copy of the Minutes of the Board of Direc-
tors and Actuary Opinion. Eliminating -
paragraphs h. from points 23.2.1.2 and
23.3.2 and g. from point 23.2.2.2 of the
“General Insurance Business
Regulation.” Replacing - points 23.3 and
23.3.1 of the “General Insurance Business
Regulation.” Specific Approval as per the
System of Minimum Standards. Replacing
- paragraph g} of point 23.3.2 of the “Gen-
eral Insurance Business Regulation.”

875 (12/22/2021). Amending - point
30.1.1.1 of the “General Insurance Busi-



ness Regulation.” Capital to be accredited
per line. Amending - point 30.1.1.2 of the
“General Insurance Business Regulation.”
Amount based on Premiums and Sur-
charges. Amending - point 39.2.1.1 of the
“General Insurance Business Regulation.”
Unification of codes and names of lines.

e 887 (12/29/2021). Eliminating - point
33.5.7 of the “General Insurance Business
Regulation.” Stabilization Reserve. Elimi-
nating - point 39.12.4 of the “General In-
surance Business Regulation.” Eliminat-
ing - section XIIl) of paragraph e of point
39.13.3 of the “General Insurance Busi-
ness Regulation.” Replacing - paragraph
c) of point 35.6 of the “General Insurance
Business Regulation.” Replacing - para-
graphs i) and k) of point 30.2.1 of the
“General Insurance Business Regulation.”
Eliminating - point 30.6 of the “General
Insurance Business Regulation.”

Other important regulatory resolutions are
as follows:

e 275 (3/17/2021). Approving - Clause
“Transmittable Disease Annex,” applicable
exclusively in Insurance Plans in relation to
Fires, Goods Transportation, Technical In-
surance and Surety, Approving - Clause
“Transmittable Disease Annex - Third-
Party Liability”, applicable exclusively in
Insurance Plans in relation to Third-Party
Liability / Approving - “Limitation Clause
and Exclusion due to Sanctions,” applica-
ble exclusively in Property & Casualty In-
surance Plans.

e 750 (10/20/2021). Financial Remuneration
Fiduciary Fund for Professional Illnesses

e 882 (12/27/2021) - Extending the term
indicated in Article 3 of Resolution
RESOL-2020-507-APNSSN#MEC until
12/31/2022.

e 850 (12/9/2021). Approving - Contractual
Conditions of Group Life Insurance pre-
sented under the Minimum Standards
System. Approving - Minimum Standards
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to be applied to Contractual Conditions
for Group Life Insurance. Approving -
Minimum Standards for the Technical
Note on Group Life Insurance. These shall
not apply to "Group Life Insurance on
Debtor Balances,” "Life Insurance with
Savings” or "Mandatory Group Life Insur-
ance.” Approving - Generally and applying
in a uniform manner, the clause entitled
“Methods Approved for the Payment of
Premiums.” Approving - Generally and
applying in a uniform manner, the clause
entitled “Interpretation Clause.” Approv-
ing - Generally and applying in a uniform
manner, the clauses entitled “Additional
Clause Automatically Increasing Insured
Capital Based on a Fixed Percentage -
Group Modality.” These shall not apply to
"Group Life Insurance on Debtor Bal-
ances,” "Mandatory Group Life Insurance”
(pursuant to Decree No. 1567/74, Law
Nos. 13,003, 16,517, 16,600, 19,628 and
their amendments and supplements),
Burial or any Personal Insurance for
which the Insured Sum is expressed in
relation to the Sliding Scale of Living
Wages (SMVM) or as a multiple of the in-
sured party’s wage, or to Property & Ca-
sualty insurance.

» 8 (1/5/2022). Approving - Generally, the
Contractual Conditions of “Group Life In-
surance.” Approving - Generally, the Con-
tractual Conditions of “Renewable Annual
Individual Life Insurance.”

e 334 (5/12/2022). Approving - Generally,
the Contractual Conditions of “Leisure or
Recreational Boat Insurance.”

3.2.10 Uruguay

Macroeconomic environment

In 2021, the Uruguayan economy experi-
enced real growth of 4.4% (compared to a
drop of 6.1% in 2020), which is asymmetrical
when compared to the production sectors
on account of the timing of the shocks seen
and the macroeconomic situation prior to
the pandemic (see Chart 3.2.10-a). Worth
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particular note is the growth in exports of
goods and services (beef benefiting from the
price due to demand in China, cellulose,
wood, electricity to Brazil), as well as private
investment that is driving the recovery, in
contrast to the contractions in the tourism
and catering industries. As regards em-
ployment, the unemployment rate, which
grew significantly in 2020 (to 10.1%), is
gradually recovering and in 2021 stood at
9.3%. Furthermore, worth particular men-
tion is that in 2020, the country had a low
Covid-19 infection rate; however, infections
multiplied from summer 2021 onward,
meaning the government support measures
were maintained throughout 2021. The gov-
ernment’s fiscal deficit remains, although
dropping from 5.1% of GDP in 2020 to 3.8%
of GDP in 2021, thanks to the increase in tax
collection through the taxes on consumption
and companies and, to a lesser extent, those
related to social security contributions, as
well as personal tax. The main source for
financing the deficit were public securities,
and the central government’s public debt in
2021 stood at 59.6% of GDP (compared to
61.4% in 2020).

Year-on-year inflation in December 2021, in
turn, stood at 7.7% (average inflation of 9.8%
in 2020). During the first half of 2021, the
Central Bank of Uruguay kept its monetary
policy reference rate at 4.5% with a view to
not affecting the recovery of economic
activity. As activity recovered, during the
second half of the year, rates were increased
three times in 2021 to 5.75%. On the
reporting date, and as a result of the Russian
invasion of Ukraine, price levels were on the
rise, and by August 2022, year-on-year
inflation had increased to 9.53%. As a result,
the central bank considered it necessary to
continue applying its restrictive monetary
policy and increased its monetary policy
interest rates six times to 10.25%.

As regards the growth forecast for 2022,
MAPFRE Economics has forecast growth of
4.4%, while ECLAC anticipates a moderate
recovery for the Uruguayan economy of
4.5%, driven by the recovery of domestic
demand as mobility restrictions are lifted,
as well as growth of the manufacturing in-
dustry, the gross formation of fixed capital
and the export of goods.

Chart 3.2.10-a
Uruguay: Changes in Economic Growth and Inflation
(GDP in local currency, billions of pesos; real growth rate, %; annual inflation rate, %)
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Insurance market
Growth

The Uruguayan insurance market performed
positively in 2021, achieving a premium vol-
ume of 69.68 billion pesos (1.6 billion dol-
lars), representing nominal growth of 13.4%
and real growth of 5.2% (see Chart 3.2.10-b
and Table 3.2.10). Life insurance was the
main driver (16.3% in nominal terms and
7.9% in real terms), more specifically pen-
sion insurance, which saw revenue of
24.2 billion pesos, accounting for 34.7% of
total premiums, a nominal increase of 19%
(10.4% in real terms). Banco de Seguros del
Estado was the company to win nearly all of
this business. Meanwhile, premiums for the
Non-Life line totaled 37 billion pesos (849
million dollars), up 11.0% in nominal terms
and 3.0% in real terms compared to the pre-
vious year. Automobiles, the line responsible
for the highest volume of premiums, saw a
significant nominal increase of 13.7%, and
other smaller lines also performed well in
2021, such as Surety and Credit (29.7%) and
Third-Party Liability (20.6%).
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The Uruguayan Insurance industry ac-
counted for 1.1% of the premiums issued
by Latin American insurers as a whole, with
Life accounting for a bigger share than
Non-Life (1.2% and 1%, respectively). Dur-
ing the period between 2011 and 2021, the
share increased gradually, from 0.6% in
2011 to 1.1% at present. This performance
was repeated in both the Life segment,
where the share increased from 0.4% to
1.2%, and in the Non-Life segment, where,
although performance was more varied, its
share increased from 0.8% in 2011 to 1.0%
in 2021 (see Chart 3.2.10-c).

In terms of contributions, as shown in Chart
3.2.10-d, the 13.4% nominal growth experi-
enced by the Uruguayan insurance market
in 2021 is attributable to a positive contribu-
tion of 7.5 pp from the Life insurance seg-
ment and 5.9 pp from the Non-Life insur-
ance segment. As can be seen in the afore-
mentioned chart, the Life insurance seg-
ment (and more specifically, pension insur-
ance) contributed the most to the insurance
industry’s growth over the past three years.
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Chart 3.2.10-b
Uruguay: Growth Developments in the Insurance Market
(premiums, billions of pesos; annual nominal growth rates, %)
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Table 3.2.10
Uruguay: Premium Volume' by Line, 2021

Millions Millions
Line of pesos of USD Nominal (%) Real (%)
13.4 5.2

Total 69,684.3 1,599.4

Life 32,680.2 750.1 16.3 7.9
Pension 24,201.2 555.5 19.0 10.4
Non-Pension 8,478.9 194.6 9.3 1.5

Non-Life 37,004.2 849.3 11.0 3.0
Automobiles 14,649.0 336.2 13.7 55
Other lines 3,832.1 88.0 1.8 -5.5
Fire 3,464.4 79.5 1.4 3.4
Transport 1,351.4 31.0 -2.0 -9.1
Third-Party liability 1,031.8 23.7 20.6 1.9
Theft 1,055.5 24.2 5.0 -2.5
Surety and credit 1,322.7 30.4 29.7 20.4
Workplace accidents? 10,297.3 236.3 10.4 2.4

Source: MAPFRE Economics (based on data from the Central Bank of Uruguay)
1/ Written premiums net of cancellations
2/ The volume of Workplace accident premiums corresponds to Banco de Seguros del Estado.

Balance sheet and shareholders' equity (mainly bank deposits). It is also worth not-

ing the change in the relative weight of real
Chart 3.2.10-e shows the performance of estate investments in the aggregate portfo-
the Uruguayan insurance industry’'s aggre-
gate balance sheet between 2011 and 2021.
As can be seen, in 2021, the industry’s total

assets_a_mounted to 27?.21 bi_llion pesos Chart 3.2.10-c
[625 billion dollars], while GQU|ty stood at Uruguay: Share of Insurance
34.36 billion pesos (769 million dollars), Premiums in Latin America
27.2 pp higher than in 2020. With regard to (%]
the performance of the Uruguayan insur- _ ,

. , - . — Total = Life = Non-Life
ance industry’'s aggregate capitalization
levels (measured over total assets], the 1.2%
gradual decline from 20.0% in 2011 to
12.3% in 2021 is noteworthy.
Investments 0.8%
Charts 3.2.10-f, 3.2.10-g and 3.2.10-h show
changes in investments, as well as the
composition of the aggregate portfolio at 0.4%
the sector level between 2011 and 2021. As
can be seen, total investment by the
Uruguayan insurance industry amounted to
256.87 billion pesos (5.75 billion dollars), 00% o o 5 0 2= =2 2 g g
with 90% concentrated in fixed income and § 88 88888888
equity instruments, 0.3% in real estate in- _

. . Source: MAPFRE Economics (based on data from the Central

VeStmentS- 0.01% in CaSh- and the remain- Bank of Uruguay and supervisory bodies of the region)

ing 9.7% in other financial investments
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Chart: 3.2.10-d
Uruguay: Contribution to Insurance Market Growth
(percentage points, pp)

Annual Contribution to growth (pp)

201 21.0 5.4 15.6
2012 22.3 8.1 14.2
2013 14.8 6.6 8.2
2014 22.4 7.4 14.9
2015 15.3 9.0 6.2
2016 10.4 8.7 1.7
2017 17.3 1.3 6.0
2018 13 -1.9 3.2
2019 19.7 13.1 6.6
2020 12.1 7.1 5.0
2021 13.4 7.5 5.9

Source: MAPFRE Economics (based on data from the Central Bank of Uruguay)

lio, as this fell from 2.3% of the portfolio in
2011 to just 0.3% in 2021.

Technical provisions

Charts 3.2.10-i, 3.2.10-j and 3.2.10-k show
the performance and relative composition of
technical provisions in the Uruguayan insur-
ance industry between 2011 and 2021. In
2021, technical provisions stood at 231.51

billion pesos (5.18 billion dollars). Technical
provisions associated with Life insurance
accounted for 73.1% of the total, while un-
earned premiums and unexpired risks in
Non-Life insurance accounted for 4.5% and
the provision for outstanding claims for the
remaining 22.4%. The relative weight of Life
insurance technical provisions grew steadily
over the period analyzed from 52.4% of total
provisions in 2011 to 73.1% in 2021.

Chart 3.2.10-e
Uruguay: Changes in the Insurance Industry’'s Aggregate Balance Sheet
(amounts in local currency; change in equity, percentage points)
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Technical performance

The technical performance of the Uruguayan
insurance market over the past decade is re-
flected in Chart 3.2.10-1. As can be seen, the
aggregate combined ratio in 2021 improved
by 5.7 pp, to 103.6%, thanks mainly to the
drop in the loss ratio (-5.4 pp), combined with
the 0.3 pp drop in the expense ratio. From a
medium-term perspective, there is a slight
downward trend in terms of the expense ratio
and an upward trend in terms of the loss ra-
tio.

Results and profitability

The net result of the Uruguayan insurance
industry for the year in 2021 came to 8.1
billion pesos (186 million dollars), a signifi-
cant increase of 57.3% on the previous year,
as a result of the combination of an im-
proved technical result and maintenance of
a strong financial result (1.6%). Meanwhile,
from a profitability perspective, return on

Chart 3.2.10-g
Uruguay: Structure
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Chart 3.2.10-f
Uruguay: Insurance
Market Investments
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equity (ROE) in Uruguay's insurance market
stood at 26.4% in 2021, an increase of 6.0 pp
compared to 2020. A similar situation can be
seen with return on assets (ROAJ], which
reached 3.1% in 2021, up by 0.8 pp com-
pared to 2020 (see Chart 3.2.10-m).

Insurance penetration,
density and depth

Chart 3.2.10-n shows the main structural
trends shaping the development of the
Uruguayan insurance industry over the
2011-2021 period. The penetration index
(premiums/GDP) stood at 2.7% in 2021, the
same as in 2020, and 0.9 pp higher than the
level seen in 2011, with a particularly sig-
nificant contribution from the Life insur-
ance segment. From a medium-term per-
spective, the penetration rate in the
Uruguayan market has shown an upward
trend during the past decade, practically
converging with the average absolute val-
ues of the region's markets. Meanwhile,
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Chart 3.2.10-i
Uruguay: Technical Provisions
of the Insurance Market
(billions of pesos)
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Source: MAPFRE Economics (based on data from the Central
Bank of Uruguay)

Chart 3.2.10-j
Uruguay: Structure
of Technical Provisions
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Chart 3.2.10-k
Uruguay: Structure
of Technical Provisions, 2021
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Chart 3.2.10-1
Uruguay: Changes in Market Technical Performance
(total combined ratio, %; annual change in combined ratio, percentage points)
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insurance density in Uruguay (premiums
per capita) came to 20,338 pesos (467 dol-
lars), up 13.5% on the level reached in
2020. Density (measured in local currency)
followed an upward trend over the course
of the period under analysis, both in the
Life segment and in the Non-Life segment,
with a cumulative increase of 287.6% over
the 2011-2021 period. Lastly, after a slight
contraction in 2018, insurance depth in the
Uruguayan market (Life insurance premi-
ums in relation to total premiums) began to

increase again to reach 46.9% in 2021, 22.7
pp higher than in 2011, surpassing the av-
erage recorded by Latin American insur-
ance markets.

Insurance Protection
Gap estimate

Chart 3.2.10-o0 provides an estimation of
the IPG for the Uruguayan insurance mar-
ket between 2011 and 2021. The IPG stood
at 135.82 billion pesos (3.12 billion dollars)

Chart 3.2.10-m
Uruguay: Changes in Results and Profitability
(technical and financial results over net earned premium, %; ROE, %; ROA, %)
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Chart 3.2.10-n
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in 2021, 1.9 times the size of the Uruguayan
insurance market at the close of that year.
The structure and performance of the IPG
over the period under analysis have been
mainly shaped by the Life insurance seg-
ment, although it is gradually decreasing.
Thus, Life insurance accounted for 56.6%
of the IPG (76.86 billion pesos) at the close
of 2021, 11.4 pp down on the share of this
segment ten years ago. The remaining
43.4% of the 2021 insurance gap is at-
tributable to the Non-Life insurance seg-
ment (58.89 billion pesos). As reflected in
Chart 3.2.10-p, the potential insurance
market in Uruguay at the close of 2021 (the
sum of the actual market plus the IPG) was
estimated at 205.50 billion pesos (4.72 bil-
lion dollars), 2.9 times the size of the total
insurance market that year.

Chart 3.2.10-q shows an estimate of the
Uruguayan market's insurance gap as a
multiple of the actual insurance market.
According to this metric, the market's IPG
fell during the 2011-2021 period in the
case of Life insurance, dropping from 10.3
to 2.4 times. However, in the Non-Life in-
surance segment, the downward trend re-
versed from 2015 onward, meaning that the
insurance gap as a multiple of this market
rose from 1.3 times in 2014 to 1.6 times in
2021.

Finally, Chart 3.2.10-r reflects the perfor-
mance of the IPG as a multiple of the actu-
al market in the Life and Non-Life insur-
ance segments and in the Uruguayan in-
surance market as a whole, by comparing
the situation in 2021 with that of 2011. This
shows that the situation of the Uruguayan
insurance market improved substantially in
the Life line, while the Non-Life segment
only marginally improved in terms of the
gap as a multiple of the actual market, as
previously mentioned.

Chart 3.2.10-s shows an update of the
Uruguayan insurance market's capacity to
close the insurance gap determined in
2021, based on a comparative analysis be-
tween the growth rates observed over the
past ten years and the growth rates that
would be required to close the gap over the
next decade. This information indicates
that the Uruguayan insurance market grew
at an average annual rate of 14.7% over the
period analyzed; this growth was com-
prised of an annual growth rate of 22.6% in
the Life insurance segment and 10.7% in
the Non-Life insurance segment. Were the
growth rate seen over the last decade to
continue over the next ten years, the
growth rate of the Uruguayan insurance
market would continue to be sufficient to
close the insurance gap estimated in 2021.

Chart 3.2.10-0
Uruguay: Insurance Protection Gap
(billions of pesos)
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Chart 3.2.10-p
Uruguay: Insurance Protection Gap and Potential Market
(billions of pesos)
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Market Development Index (MDI)

Chart 3.2.10-t shows an estimate of the
Market Development Index (MDI) for the
Uruguayan insurance industry between
2005 and 2021. The MDI shows a positive
trend throughout the period under analysis
and, from 2012 onwards, surpassed the
average performance of the Latin American
insurance markets. As can be seen, the in-
dicator fell in 2018 in line with overall mar-

ket performance but began to recover in
2019 and 2020 before falling slightly again
in 2021.

Comparative analysis
of structural coefficients

The state of the Uruguayan insurance mar-
ket when compared with the average for
Latin America in terms of the four struc-
tural indicators analyzed previously is illus-

Chart 3.2.10-q
Uruguay: IPG as a Multiple of the Actual Market
(number of times the size of the actual insurance market)
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Chart 3.2.10-r
Uruguay: Change in IPG
as a Multiple of the Actual Market
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trated in Chart 3.2.10-u. It can be seen
that, while penetration is still slightly below
the regional average, the Uruguayan mar-
ket exceeds the regional averages for den-
sity, depth and the estimated MDI. More-
over, the dispersion analysis shown in the

chart confirms that, over the 2011-2021
period, the Uruguayan insurance industry
showed balanced development character-
ized by improvements in both penetration
of insurance (quantity) and depth of insur-
ance (quality).

Insurance market rankings

Total ranking

There were 16 insurance companies oper-
ating in Uruguay in 2021: 15 private com-
panies and one state-owned company
(Banco de Seguros del Estado, or BSE],
which monopolizes the Workplace Acci-
dents line. As indicated in previous reports,
this fact conditions the existence of a con-
centrated insurance market, with high val-
ues in the Herfindahl and CR5 indexes over
the years. However, as shown in Chart
3.2.10-v, while the trend toward higher
concentration prevailed in the Life insur-
ance segment, the Non-Life market
showed a downward trend from 2018 on-
wards.

BSE led the total ranking of the Uruguayan
insurance market in 2021 with 68.8% of to-
tal premiums (0.3 pp less than in 2020),

Chart 3.2.10-s
Uruguay: Capacity to Close the IPG
(average annual growth rate, %; sufficiency or insufficiency, pp)
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Chart 3.2.10-t
Uruguay: Market Development Index (MDI)
(2005 index=100; annual change)
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with growth of 22.1% in pension Life in-
surance. MAPFRE comes next with a mar-
ket share of 6.9% and then Sura on 6.0%,
with no further changes in the positions
occupied by groups in 2020 (see Chart
3.2.10-w]).

Life and Non-Life rankings

As regards the Non-Life ranking, BSE ac-
counted for 59.1% of the Non-Life market
(-2.3 pp on the previous year) followed by
Sura (10.2%). MAPFRE and Porto switched

Below LATAM
average w—2021
Penetration Density
2.0 15 1.0 0.5
Depth MDI

Source: MAPFRE Economics
* Indexes calculated as the quotient between the values of the country's

to the region's average.

structural coefficient and the average values of the coefficient concerned for the
Latin American market as a whole. The unit represents a performance equivalent

Chart 3.2.10-u
Uruguay: Comparative Structural Coefficient Index* vs. Average for Latin America (2021)
and Medium-Term Changes in the Insurance Market (2011-2021)
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Uruguay: Insurance Industry Concentration
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places to third and fourth with 8.2% and
7.3% respectively. The fact that San
Cristébal moved up from twelfth position to
ninth is particularly noteworthy. BSE also
leads the Life ranking, with an increase in

its market share following the significant
rise in the sale of pension insurance, ac-
counting for 79.7% of premiums (1.6 pp
higher than in 2020). MAPFRE held onto
second place with a market share of 5.5%

MAPFRE T 6.9%
Sura N 6.0%
Porto NN 5.0%
Zurich W 2.7%
Sancor ™ 2.5%
MetLife ™ 20%
HDI W 1.6%
Surco B 15%
SB 11.0%
0% 20%

l 2021

Chart 3.2.10-w
Uruguay: Total Ranking
(market shares, %)
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Source: MAPFRE Economics (based on data from the Central Bank of Uruguay)
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Chart 3.2.10-x
Uruguay: Life and Non-Life Ranking
(market shares, %)
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while Zurich Santander took third (4.5%).
The only change in this ranking sees Sura
and Surco switch positions, into sixth and
seventh, respectively (see Chart 3.2.10-x).

Key regulatory aspects

Below is a summary of the main standards
in relation to the insurance market issued
by the Superintendency of Financial Ser-
vices (SSF) of the Central Bank of Uruguay
during the period spanning January 1, 2021
to June 2022. The most relevant ongoing
projects related to this market are also de-
tailed?!.

Regulations issued

Supplementing the update to the regulation
on lines of insurance issued in 2020, and
following a series of consultations received
from the industry requesting clarification
about the allocation of specific coverage to
lines of insurance, criteria have been estab-
lished for the allocation of specific coverage,
published under Communication 2021/216.

Furthermore, through Communication No.
2021/145 and 2021/189, the SSF communi-
cated the changes introduced to the ac-
counts plan for insurance companies as a
result of the changes made in 2020 to lines
of insurance and technical reserves, effec-
tive January 1, 2022. In relation to the re-
serve due to the insufficiency of premiums,
Circular No. 2402 indicates that this must be
calculated for the new lines or levels of dis-
aggregation established in Articles 1 and 2
of the List of Insurance and Reinsurance
Standards, once 36 months have elapsed
from the start of activity in these lines or
levels.

In terms of pension insurance, Circular No.
2389 amended the benchmark perfor-
mance curve applicable for determining
pension earnings and technical reserves
corresponding to group disability and death
insurance and life annuity pension insur-
ance, following the development of a new
reference curve for Pension Units. With the
creation of the Pension Unit (PU) in 2019
(which grows in line with the Average Nom-
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inal Wage Index] and said unit's perfor-
mance on the securities market, there is
now a PU benchmark curve that is more
suited to pension insurance. Meanwhile,
Circular No. 2390 increased the margin
that insurance companies can deduct from
said benchmark yield curve. This margin
includes management costs and the profit
margin, in addition to other aspects. In
turn, through Circular No. 2396 and Com-
munication Nos. 2021/265 and 2021/266,
certain aspects of Law No. 19,678 applica-
ble to insurance companies that offer pen-
sion insurance were regulated. It estab-
lished an obligation to define a set of as-
sets affected by pension technical reserves
and the debts with insured parties result-
ing from pension insurance, which must be
identified and appraised on a daily basis
and be sufficient to cover the said obliga-
tions and follow certain diversification
rules. In turn, custodial accounts must be
individually identified and have separate
deposit accounts for the purposes of calcu-
lating them to hedge pension liabilities.
Furthermore, the conditions set out in the
law provide special requirements for these
companies when reshaping deficit situa-
tions in their technical ratios. Finally, it in-
creases the limit for the investments in the
Uruguayan state’s securities and monetary
regulation instruments to 100%, for insur-
ance companies with 5% or less of the sys-
tem’s total pension reserves.

In turn, Communication No. 2021/263 up-
dated the minimum management standards
applicable to insurance companies. These
standards consist of a series of manage-
ment practices that the supervisor expects
to find in the performance of its duty to as-
sess supervised companies. These prac-
tices are organized in line with the assess-
ment method adopted by the SSF and main-
ly place an emphasis on the roles and re-

sponsibilities of the company's corporate
governance and risk management.

Finally, through Communication No. 2021/021,
the SSF informed insurance companies, rein-
surance companies and mutual insurance
companies subject to its supervision of a new
information requirement in relation to joint
ventures.

Ongoing projects

In relation to ongoing projects, it should be
noted that the SSF is working on a project
that seeks to promote alignment with best
practices and international standards in
relation to risk capital requirements for
insurance companies. As part of this initia-
tive, a multidisciplinary work team was set
up that is currently developing different
initiatives to achieve the planned objective,
to which end a roadmap was drawn up that
has been published on the central bank’s
website22. Following an analysis of the dif-
ferent Solvency Il documents and compa-
rable regulations, the risks that would be
addressed were defined, in addition to the
information to be gathered for the purpos-
es of performing studies to establish the
parameters of the model. Initially, Com-
munication 2021/176 was issued, estab-
lishing the quarterly information require-
ments for the purposes of calibrating capi-
tal charges due to credit and market risk.

Furthermore, the Superintendency has
started to work on the development of a
new information system for the insurance
market, through which companies report
their financial information. In turn, with a
view to enhancing good relations, trust and
greater satisfaction on the part of users,
the SSF is currently in the process of re-
leasing a list of best market conduct prac-
tices for supervised institutions in all mar-
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kets, with a view to publishing a non-bind-
ing document with best practice guides or
principles in relation to their customers,
considering aspects such as fair treatment,
transparency, sales practices and dispute
resolution.

Finally, work is underway on adapting the
information storage requirements in the
country when outsourcing data processing to
providers located abroad. The aim pursued is
to accept different forms of local storage, es-
tablishing mitigating factors for facilitating
and ensuring access to information.
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DISCLAIMER

This document has been prepared by MAPFRE Economics for information purposes only. It does not reflect the views or opinions of MAPFRE or
Fundacion MAPFRE. The document presents and compiles data, views and estimates relative to the time at which it was prepared. These were
prepared directly by MAPFRE Economics or otherwise obtained from or prepared using sources considered reliable, but which have not been
independently verified by MAPFRE Economics. Therefore, MAPFRE and Fundacién MAPFRE specifically refuse all liability with respect to its
precision, integrity or correctness.

The estimates contained in this document have been prepared on the basis of widely accepted methodologies and should be treated as forecasts
or projections only, given that the results obtained from positive or negative historical data cannot be considered as a guarantee of future
performance. Equally, this document and its contents are also subject to changes that will depend on variables such as the economic outlook or
market performance. MAPFRE and Fundacion MAPFRE therefore refuse all liability with respect to how up to date or relevant these contents
may be, or with respect to providing any related notices.

This document and its contents do not constitute any form of offer, invitation or solicitation to purchase, participate or divest in financial assets
or instruments. This document and its contents cannot form part of any contract, commitment or decision of any type. With regard to the
investment in financial assets connected with the economic variables analyzed in this document, readers of this study must be aware that under
no circumstances should they base their investment decisions on the information given in this document. People or companies offering
investment products to potential investors are legally bound to provide the necessary information by which to make a suitable investment
decision. For all of the foregoing, MAPFRE and Fundacién MAPFRE specifically refuse all liability for any direct or indirect harm, loss or damage
that may ensue from the use of this document or its contents for these purposes.

The contents of this document are protected by intellectual property laws. The information contained in this study may be reproduced in part,
provided the source is cited.






www.fundacionmapfre.org

Paseo de Recoletos, 23
28004 Madrid






www.fundacionmapfre.org

Paseo de Recoletos, 23
28004 Madrid



	156532_MAPFRE Economics_Informe AL 2021_20.09.2022 EN Parte 1
	156532_MAPFRE Economics_Informe AL 2021_20.09.2022 EN Parte 2



