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The Global Financial Crisis —

A Historical Perspective

 International financial crises have been a feature of the global economy for
a very long time.

e Since 1870, global output growth averaged 3% per annum

* Global growth shifted, after the two World Wars and the Great Depression
and in the early 1970s.

« The level and the growth rate of global output were also affected to varying
degrees by a number of international financial crises.

* |tis possible to identify at least 8 episodes of major international financial
crisis since 1870.
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The Global Financial Crisis —

A Historical Perspective

1. 1873, the German and Austrian stock markets collapsed, causing declines
in capital inflows, debt servicing problems, and crises throughout Europe
and the Americas.

2. 1890, a boom in lending to the Americas came to an end, leading to debt
crises in Latin America, notably Argentina, and to the near failure of the
London-based Baring Brothers bank.

3. 1907,a fall in copper prices caused financial panic in the United States,
with spillovers to a number of countries in Europe, Latin America, and
Asia.
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The Global Financial Crisis —

A Historical Perspective

4. 1929, a stock market crash in the United States ushered in the Great
Depression.

—  Monetary policy tightening during the preceding year, aimed at stemming
speculation, is widely seen as a key initial cause.

—  Debt deflation, bank runs and failures, and severe recession in the United
States intensified through 1933 amid an incoherent policy response. The crisis
was transmitted worldwide through wealth losses and declines in trade and
capital flows, with monetary policies constrained by the gold standard.

5. 1981/82 -The Latin American crisis set off a decade-long debt crisis across
emerging economies.

6. 1991-92, real estate and equity price bubbles burst in Scandinavia and
Japan, while the exchange rate mechanism (ERM) in Europe came under
pressure.

7. 1997-98, the Asian and Russian crises led to widespread capital outflows
from emerging economies.
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The Global Financial Crisis —

A Historical Perspective

8. 2007-08, bursting real estate bubbles and a collapse of securitization of
“sub-prime mortgages" in the United States and other advanced economies
marked the beginning of the current financial crisis.

Global Real GDP

(Log scale)
—— Global real GDP World wars Financial crises
- - 50
German and New York World World Latin American— -
—  Austrian panic Warl War Il debt crisis — 45
- market crash -
_ Great — - 40
Baring — Depression Current -
— crisis crisis — 35
- -30
- Japanese, - 25
Scandinavian, ERM -
- crises - 20
- ) - 15
Asian and -
- Russian crises - 10
- - 05

v, Lo, L. ... A L, [, [T T Lo L, Liviiiiins [T LA ... M Lo 00
1870 80 90 1900 10 20 30 40 50 60 70 80 90 2000 08

Source:
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Rogoff (2008a and 2008b); and IMF staff calculations.
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Crisis ? ... Whose Crisis?

Are Africa and Asia “Derivatives ...financial
immune? weapons of mass
destruction”

) ) Warren Buffet
“Its not the first time....

It wont be the last time,
but this global financial
crisis is, to date,
probably the worst to
hit the world”

International Monetary Fund

U I B Algeria-Brazil-Colombia-Dubai-Germany-Iran-Japan-Korea-Labuan-Mexico-Singapore-Spain-Sweden-Switzerland-Turkey-UK-Ukraine



Celebrating 22 years of growth....

* (Re)insurance industry has faired better than other financial services
industries with one notable exception.

e There can’'t be “ a run on the insurers”

* Insurance rates and equity markets, historically, have been inversely
correlated as a function of investment income supplementing premium
income.

 Want to increase rates when buyers can least afford them

« Workforce reductions, decreased economic activity and lower incomes have
raised exposures, moral hazard, and premium rates.
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Celebrating 22 years of growth....

GDP Growth
Market Indices Soft Market
Investment Income
Availability of Capital

Hard Market

Premium Rates
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Celebrating 22 years of growth....

Source: Moody’s
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Celebrating 22 years of growth....

Do not believe everything you read !
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Celebrating 22 years of growth....
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Celebrating 22 years of growth....

The Croaking (Re)insurers
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Celebrating 22 years of growth....

The Rock Solid (Re)insurers
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Celebrating 22 years of growth....
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Celebrating 22 years of growth....

A diverse set of countries which include the poorest and richest countries in
the world. From oil & commodity producers/exporters to near total importers.

Different countries affected in varying degrees even within the same regions.
(e.g. Japan / China)

Those with higher leveraged economies hit hardest

Countries which had already experienced financial crises in the recent past
fairing better (Turkey/Lebanon)
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Celebrating 22 years of growth....

« Ironically, the vast majority of the countries in this region have not been
Impacted as a result of financial stresses — “toxic assets”

A mixed bag of outcomes - Sharp drop in oil prices leading to drop Iin
revenues for producer/exporters, while reducing acquisition costs to the oll
Importers - winners and losers !

« Shrinking global trade, demand, tourism, foreign remittances

* Reticent financial credit markets and reduced investor appetite for risk
leading to drying up of cash inflows, depressing assets values and
significantly reducing investment. Now somewhat beginning to ease off.

« Some governments in this region have some “headroom” to stimulate the
economy through a series of fiscal measures while others are highly
constrained by a number of economic factors and so will be slower to
recover.
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Celebrating 22 years of growth....

Risk carriers are dissimilar in/within these two continents.

Some are on equal par or better than their Western counterparts.
Expected market hardening has not happen, yet...

Major reinsurers keen to avoid a price war

Primary insurers or cedants are still slashing rates in spite of stated objectives
to increase technical/underwriting revenues.

Commercial lines competition is more severe as compared to personal lines

Aviation & Aero-Space, Upstream Oil & Gas, Financial Lines seeing upswing
In rates due to relatively poor loss record recently.
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Celebrating 22 years of growth....

 Property & Liability rates under increasing downward pressure.

« Takaful insurance contributing to growth and investment stability but, generally,
have not reached potential of growing the market, instead, most players
competing for existing business previously within the domain of the commercial
insurers.
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Celebrating 22 years of growth....

1. Secure tender documents / Look at most recent similar deal in the market
2.  Slash that cheap deal by a further sizeable margin — say, 25%

3. Desk quote terms and do not consult your reinsurer(s) - especially not
your lead treaty reinsurers ! (if they quote then they are unlikely to support
your “desired” terms)

4. Secure firm order from the client.

5. Now search for facultative reinsurance capacity on the same basis as
your quote, if at all possible.

6.  Try restructuring the deal thru layering and primary retention ( avoid
unduly exposing your balance sheet but if you do, CYA - state that you
are a “risk carrier” but of course maintain your broker-like modus operandi
in all other circumstances. Better live off of the ceding commission with a
near guaranteed return for little real risk-taking (call it good risk transfer
management) . Let the foolish reinsurers take the hit — They are
desperate for business aren’t they?!
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Celebrating 22 years of growth....

8. If you cannot complete the placement, carry the risk uncovered , again
state that you are a risk carrier, worry, and then go to the investment
markets ( | heard from my Board Director that his other company will
announce higher than expected profits in 2 days time so the XYZstock
was rising — i.e. its insider trading only if you get caught.)

9. Ensure that premium is payable upfront — to play the cashflow game and
have funds to “invest in the equities market”, hope to “win” and then cover
the shortfall in reinsurance costs through investment returns (the 2006/7
market “exuberance” is working to your advantage now). (This step may
not be achievable in 2009/10....but don’t worry... it will come back sonny!)

10. Hope all goes well, give yourself and your team a big bonus and your
colleagues a pat on the back. If the placement collapses, blame your
broker, your reinsurers, or even the state of the highly competitive market.

11. Go for the next tender and repeat / fine-tune your strategy for even lower
rates and tell the public that you are contributing towards safeguarding the
national economy at the lowest possible cost whilst minimizing hard
currency outflows !
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Celebrating 22 years of growth....

« There is consensus that the worst is over, however, recovery will be slow
and prolonged mirroring underlying economies.

o Competition will further intensify among both insurers and reinsurers.

* Insurers’ tendency towards greater diversification of panel of reinsurers to
mitigate concentration of exposures and further diversification.

* Regulation to be enhanced — greater implementation of risk-weighted
capital requirements through the region.

* No significant additional rules, just better enforcement / oversight

» Greater significance of the role of the Chief Risk Officers within
organizations
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Celebrating 22 years of growth....

« Greater emphasis on Enterprise Risk Management and Risk Modelling

« Continued encroachment of major reinsurers into emerging markets and
further consolidation within regional reinsurance hubs

« Continued interest of Western reinsurers in the growing Afro-Asian markets
attracted by comparatively higher GDP growth rates but dampened by, in
some cases, inadequate returns attributable to reckless competition.

« Global financial centre of gravity continues to shift Eastwards
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Celebrating 22 years of growth....

On earth
only one thing Is
constant

CHANGE
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