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l. GENERAL PROLOGUE

‘We have low levels of consumption in the developing world. You can either suppress
demand and keep people poor, or you can develop. This means allowing people to consume
energy and satisfy their service demands. We have to go there: we can’t take the path of
saying let’s keep people poor in order to reduce emissions. But we can do a lot to influence
the direction of their consumption so as to avoid emissions before they happen.’1

South Africa has been described as the economic engine and the ‘bread
basket’ of Southern Africa. It also remains the greatest producer of
greenhouse gases in the continent. Due to South Africa being a developing
country, the main focus and approach should remain one of sustainable
development. The developing world, however, faces greater challenges than
the developed world both in terms of impacts of climate change and the

capacity to respond to it.?

Climate change caused by these increased emissions will, due to South Africa
being an agricultural hub, not only have a national effect, but will also affect

neighbouring countries.

The country needs time to adapt to a major change in mindset to not only
accommodate people who want to invest in the country, but to also regulate

their potential contribution to climate change by the purchase of emissions.

On the other hand, a benefit is that natural disasters caused by climate
change could force government expenditure to go where it would otherwise

not have gone, namely into increasing poverty alleviation.

The physical effects of climate change are defined as ‘first order risks’, as
they are direct risks resulting from the physical impact of climate change, and

will without doubt be experienced by the whole business value chain.® These



physical impacts will most certainly disrupt most current economic
relationships nationally as well as internationally, through the destruction of
resources, assets or disruptions of operations due to extreme weather events.

Insureds as well as insurers are vulnerable due to the increased risks.

Already, Santam, the country’s largest short-term insurer, has recorded an
increase in the frequency of natural perils claims within its market share.”
Operations within geographically sensitive areas will clearly affect the risk

profile and credit rating of the operator and will impact on insurability.”

South Africa, as one of the BRIICS countries, has for some time been actively
involved internationally in addressing climate change issues.® It is, however,

until 2012, exempt from emission reduction targets.’

. QUESTIONNAIRE
A. Local context
1. Awareness
1.1  General public

Due to media hype and publicity the general public is aware of the
phenomenon of climate change. The energy-efficiency awareness campaign
launched in 2008 has had a positive effect. Unnatural and unusual weather
patterns, especially in the Cape provinces have also increased local
awareness. It appears, as is mostly the case where new risks threaten
society, that as the exact effects are not yet scientifically certain or, in the
southern hemisphere, catastrophic enough for the threat posed by climate
change to be taken seriously by individual members of society in general.®
The individual focus remains on development before anything else, and the
attitude that a single individual cannot contribute significantly to effect a

change, sadly prevails.



1.2 Business sector

The business sector is more sensitized due to the potential introduction of
increased expenditures such as emission purchases, environmental
remediation costs and increased taxes.’ Leading companies are also
factoring in the climate change challenges into long term business plans and
strategies. It is, however, not statistically clear to which extent this is

occurring.™°
1.3 Insurance industry

There has been no formal statutory regulation of, or within the insurance
industry for purposes of climate change claims. Although a lot more has been
written about the causes and projected results of climate change, far less has
been published on changes in the approach of risk management within the
insurance industry and the development of new instruments and policies in

view of increased risks posed by climate change.
1.4  Public authorities

A National Climate Change Response Strategy for South Africa was
published in 2004.* Climate change dialogue on various government levels
has increased, yet very little has been introduced or implemented formally to
actually counter-act the causes or effects of climate change.*® The National
Environmental Management: Air Quality Act™® is the most recent statute

enacted which provides for statutory control over greenhouse gas emissions.
2. Main expected consequences of climate change
2.1 Floods

High risk. Due to poor water supply in rural areas, informal settlements form

next to, or very close to, rivers and streams in areas not suitable for formal



accommodation. The risk is therefore high, as settlements and even business
operations have been allowed below the 50-year flood line. Rivers and
streams are not canalised, as is usually the case in Europe, for example, and
as they are free flowing, are not efficiently contained in the event of flooding.14
Mines will be flooded by water, which creates acid water build-up, causing

immense damage to the environment.*

2.2 Rise of sea level

High risk. As South Africa has a coastline in excess of 2500 km, the risk
posed by rising sea levels and an increase in upwelling events is a very high
risk.*® The country has a large tourism industry and relies heavily on the
attractions of its extensive and pristine beaches and lagoons, and rocky shore
ecosystems. Due to this there are many community structures situated

directly on the coast.'’

2.3  Melting of ice, snow, avalanches

Not applicable as the country has no significant ice or snowfall, except for
small sporadic localised falls high in the Drakensberg and Cape mountain
ranges. An increase in abnormal small snowfalls in areas never previously

struck by this weather phenomenon, are increasingly being reported.*®

2.4  Earthquakes

Low risk. Earthquakes occur seldom and if they do, on a small scale that the
effects are not miniscule. The industry most exposed to the catastrophic
impacts of earthquakes is of course the mining industry, as mine collapses
due to earthquake activity remains a reality.

2.5 Storms and tornadoes

Medium risk. The southern part of the country is exposed to severe cold front

pushing in from the south and high winds. The more northern part of the



country is exposed to thunder storms with severe lighting strikes. Tornadoes

have been known to occur.
2.6  Heat waves, drought, fires

High risk. High temperatures and in increase in heat waves are experienced
throughout the entire country. Drought is, due to the reliance on agriculture,
always a threat and occurs often.™ Increased drought will affect not only the
economy but also the subsistence and even the survival of citizens due to the
reduction of freshwater availability.?° South Africa has been identified as one
of the countries that will suffer severe water stress to reduced rainfall and

increased evaporation.*

Fires are a huge threat in the Cape provinces in summer (winter rainfall area)
and the northern parts in winter (summer rainfall areas). Increased lightning

strikes will also increase veld fires.
2.7  Spread of diseases

High risk. Due to socio-economic factors, such as poor infrastructure, and lack
of access to clean water or effective sewerage removal especially in rural
areas, water borne diseases like cholera, for example, could spread easily.
Water is often directly taken from water sources such as dams, rivers and
streams and not via water purification plants. Contamination of the water due
to flooding poses a real risk. Incidence of both malaria (through insect bites)
and bilharzia (through parasites) in humans is also predicted to increase.?? An
increase in the extent of livestock disease outbreaks such as foot and mouth

disease is also predicted.?®
2.8  Other adverse effects
It is possible that adverse climate change effects could lead not only to

sporadic drought events, but to long-term permanent desertification which will
increase the extent of arid and semi arid areas in the country by 5 — 8%.%*



This will impact not only on the national agricultural output, but also on the

survival of the rural subsistence farmer.

Permanent effects could also include the reduction of plant, animal and
marine biodiversity, which could lead to the extinction of animal taxa and flora
species (floral biodiversity) not found elsewhere in the world, for example the
Cape fynbos flora, which is found in a small and very environmentally
sensitive area. The mortality of indigenous flora and fauna species would

furthermore open up the sites for establishment of alien invader plants.?

Another aspect that has not received as much attention in the rest of the world
is the threat of violent conflict that will be caused by the consequences of
climate change events. It is predicted that 14 African countries face a high risk
of political instability, whereas 23 face a high risk of violent conflict.® Property
damage and business interruptions and increased insurance claims due to

protests can clearly be envisaged.
3. Critical economic sectors affected
3.1  Agriculture

As stated above, South Africa relies heavily on supplying the country with
foodstuff, and on agricultural exports to other countries in the world, for
example of especially maize, fruit and other vegetables and meat. Drought will
trigger vegetation change, rangelands and the capacity of land users.?’ In an
attempt to reduce the use of fossil fuel, technology for the production of
biofuels is being pursued. However, the capacity to produce these fuels will
also be affected by climate change.

3.2 Fisheries

Due to its extensive coastline, and the fact that the country borders on both

the Indian and the Atlantic oceans, South Africa has a huge fishing industry



on all coasts and export fish worldwide. Many citizens also rely on fishing for

subsistence living along the coastline.
3.3 Forestry

South Africa has a paper and pulp industry and forests for this purpose lie

especially on the high veld or escarpment in the northern past of the country.
3.4  Energy

South Africa relies on fossil fuel (it is primarily coal-reliant), hydroelectricity
and nuclear power for energy supply. A limited quantity of natural gas is found
off the coast. The country is one of the world’s top 15 energy intensive
economies.?® The source most affected by climate change will probably be in

the supply of hydro electricity.
3.5 Mining and other chemical industries

As one of our primary industries, changes in temperatures, increased flooding
and possible increase in earthquakes make the industry vulnerable and
climate change events could impact negatively on mining operations. Other
industries in the group of industries that aim at becoming more energy
efficient and will be affected by climate change effects include the cement
industry, ferroalloys, aluminium and other chemical and industrial waste

industries.?®
3.6 Tourism

South Africa, aptly named ‘a world in one country’, relies heavily on tourism.
Due to ecological changes in the natural environment and the effects thereof,
for example on animal biodiversity and the aesthetic environment, there is no

doubt that the tourism industry could be affected.



3.7  Transport

South African ports are crucial for the carriage of cargo by sea. Most of the
import/export routes will be affected by rising sea levels and extreme weather
conditions such as storms.*® Land transport and rail transport may also be
affected regionally and nationally.

3.8 Health sector

Due to the increase in diseases as mentioned above, the health sector will
also need to shoulder a greater and as yet, uncertain burden.®

4. Concrete measures taken other than in the insurance sector

4.1  Legislation and regulation

Very little statutory regulation relating to mandatory climate change responses
has been introduced. The National Environment Air Quality Act is currently the
only legislation that concerns itself with greenhouse gas emissions.*?
According to the National Climate Change Response Strategy, a specific act
of Parliament to deal with climate change issues in South Africa is, in the
present circumstances, not warranted.*

4.2 Initiatives of economic agents

Intensive seminars, conferences, policies and planning strategies are at the

moment prepared within and for various industries.

5. Involvement in international efforts and initiatives

5.1  Kyoto Protocol

South Africa acceded to the Kyoto Protocol in July 2002.



5.2 International Strategy for Disaster Reduction, Hyogo Framework

South Africa ratified the Hyogo Framework during the meeting in Japan on 18
— 22 January 2005.3*

53 Other

As one of the BRIICS countries, namely Brazil, Russia, Indonesia, India,
China and South Africa, the country is involved in discussions and planning
on various levels. South Africa is also involved in the launch of the Africa
Adapt Knowledge Sharing Innovation Fund for Climate Change.*

On a more regional level as a member of the South African Development
Community or SADC South Africa is constantly in contact with neighbouring
countries in discussion and planning on various aspects relating to climate
change and its effects.*® Contributions at regional level include, for example,

support to the IGAD Climate Prediction and Applications Centre.?’
5.4  National platforms

National Climate Change Response Strategy for South Africa was developed
in accordance with the United Nations Framework Convention on Climate
Change. A National Response Database has also been created for this
purpose.®® A Longterm Mitigation Scenario was initiated in 2006 and
concluded in July 2008.%°

5.5  Emission trading systems

Although emissions trading and carbon markets have matured rapidly
internationally, their full potential has not yet been acknowledged locally.
There is, however, an increased interest shown by companies to join the
International Emissions Trading Association. Partnerships also exist between
South Africa and other countries in the development of Clean Development



Mechanisms which are mechanisms primarily undertaken by developing, and

not by industrialised, countries.*

5.6 Taxes

Plans currently include the introduction of so-called green taxes. Proposals

include emission taxes, carbon tax and a tax on energy.*

B. CLIMATE CHANGE AND INSURANCE

1. Lines of insurance affected

Although South Africa is a developing or emerging economy, many
multinational insurers, reinsurers and insurance brokers operate in South
Africa. The South African position does not differ from the general
international position, and most products and services provided internationally

are also on offer in South Africa.*?

1.1  Property insurance

Property insurance is the most vulnerable. It is foreseen that insurance of
property where it is used for agricultural purposes will be the most affected.
Other forms of insurance that will be affected to a lesser degree include
business interruption and building cover. Higher premiums and more
restrictive coverage are foreseen. Profits of short-term insurers will become

more volatile due to an increase in claims.*

More claims will be due to causes of a gradual nature, though some, such as
claims relating to storms, will be of a ‘sudden and accidental’ nature. New
insurance products are being developed to provide for gradual risk occurrence

cover.
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1.2  Liability insurance

It may be accepted that first-party insurance will be affected to a greater
degree than third-party insurance, although the latter will also not escape the

impact of an increase in number and extent of claims.
1.3  Transport and marine insurance

Due to the country’s strategic positioning on the world’s sea trade routes, this
type of insurance will be affected and will have to provide for the increase and

changes in risks.
1.4 Life and health insurance

Due to increases in for example skin cancers, caused by higher radiation
exposure through a damaged ozone layer, as well as increased risks caused
by water and air pollution, claims are expected to increase and industry

reaction expected.
2. Definition of climate change risks
2.1  Problems with interference of human and natural causes

In general climate change risks are defined as ‘direct risks resulting from the
physical impact of climate change as experienced by the whole business
value chain’.** Due to involvement by various partners within this chain, any
novus actus interveniens in the process will complicate the determination of
proximate case, and the quantification of claims.*> The uncertainty created by

poor data availability will also complicate these issues.*®
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2.2 Problems with causal links

Problems regarding causation, both factual and juristic, as well as the triggers
of claims are primary concerns. The flexible principles of common law relating
to liability law will have to develop to accommodate the new risks posed by

climate change.”’
3. Insurer’s protection measures against excessive exposure
3.1 Improvement of statistics

Data collection and availability is currently problematic, and remains a
significant factor in climate change research and determination of risks for
insurance purposes.*® There is also a great lack of understanding of the
knock-on effects of climate change events.*® Conventional actuarial models
appear to be ill suited for this purpose. Insurers are embarking on
partnerships with the scientific community to build forward-looking catastrophy

risk models.*

3.2 Raising risk awareness

Efforts such as the Carbon Disclosure Project that identifies insurance and
reinsurance as two of fifteen sectors identified as ‘high impact’ sectors could
assist in helping raise risk awareness within the industry.>*

3.3  Prevention

More than ever before, the insurance industry is acting in a pro-active instead

of in a reactive manner, contributing to loss-prevention projects and the

design of prevention strategies.*?
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3.4  Limits of indemnity

The industry is expected to respond by limiting indemnity, availability of

products and by reducing product affordability.>

35 Exclusions

As the costs of climate change events cannot be projected or determined
accurately, insurers are inclined to resort to the inclusion of exclusion clauses
that specifically exclude climate change-related claims from cover. In some
cases, they withdraw completely from disaster-prone areas.*

3.6  Premium increases

Premiums for cover in industries and areas sensitive to known climate change
risks are increasing, that reduces product affordability.>> Sanlam, one of the
country’s largest long-term insurers, has disclosed a decision taken in 2008 to
factor in climate change risks in insurance premiums, leading to more
expensive cover.*®

3.7 Cancellations and withdrawals from markets

As stated in 3.6 above, in some cases insurance has been cancelled, or

services withdrawn where cover was provided in disaster-prone areas.
3.8  Adaptation of reinsurance agreements
As stated, the position will reflect the international position regarding

reinsurers as most South African insurers are reinsured with international

reinsurance companies.®’
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3.9 Financial market risks

Corporate profits are expected to drop due to extreme weather related losses
and costs.”® Profits of insurers as well as property values in climate sensitive

areas are expected to decrease.
4. Initiatives to develop new products
4.1  New policies

As the insurance industry is facing the brunt of first order impacts, innovation
is crucial. Weather derivatives serve as an innovative example of introducing
new mechanisms to cope with the crisis.>® Insurers offer so-called ‘green’
coverage, rate credits as incentives for building owners and carbon emissions

credit guarantees.®

Due to the increase in claims for gradual effects, policies that offer gradual
pollution cover have emerged. One should caution that these policies are
‘replete with subtle definitions, exclusions and requirements for pollution
prevention imposed upon the insured.” This, as well as the high premiums,

renders these policies unfeasible for the average insured.®*
4.2  Climate change risk management services and expertise

As leading companies are starting to factor climate change challenges into
their long term business plans and strategies, the need for these services and
resulting increase in expertise will increase exponentially. The increase in
publications on the climate change challenge has increased local expertise in
most fields affected thereby.®? As stated above, the emergence of a dedicated

environmental risk service is envisaged.®®
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4.3 New policies as incentives to reduce greenhouse gas emissions

Products for rate credits and other incentives for building owners are being
developed. Also on offer are carbon emissions credit guarantees, and
weather risk transfer instruments.®* Sanlam has introduced a new policy for

the insurance of rangeland production against fire and drought.®

4.4 Initiatives in the carbon market

Although lagging behind, for example the EU, innovative development in
increased participation within this market is expected.®® See the information
provided in par A 5.5 and par A 5.6 above.

5. Reinsurance

Most international reinsurers, Swiss Re and Munich Re for example, operate
in South Africa and the position on reinsurance will therefore reflect that of
other countries. Claim payments within this industry are estimated to increase
by as much as 20% due to damage caused by natural disasters.®’

6. Alternative Risk Transfer

An increase in the supply of weather derivatives and swaps in South Africa is
expected. The biggest purchaser is currently the energy sector. Although the
nature of these derivatives is still uncertain and no clear solution is apparent,
classifying these derivatives, as insurance would provide consumer protection

as it will be regulated by insurance regulations.®®

7. Cooperation or competition with public sector

Due to the poor state of data availability, as data is incomplete and irregularly
updated, specifically on climate change impacts, closer cooperation is
required by public authorities and the insurance sector. As stated, a dedicated
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environmental risk service within the insurance industry for country-specific
risks is being envisaged. See in this regard the availability of potential sources
of data referred to in pars A 5.3, A5.4 and B 3.2 above.

C. CONCLUSION

Insurers are often classified as reactive. Where climate change is concerned,
one can safely say that a more proactive approach is being taken, in
conjunction with governments and the public sector. Insurers are increasingly
becoming selective about who they issue cover to,%® and about increasing
their cooperation in the processes for risk reduction. Insurers are furthermore
attempting to ensure that funds remain available to meet potential climate
change losses, and to design new and innovative products to meet the

challenging needs of a world in the process of change.®

Dr B KUSCHKE: National Reporter
AIDA South African National Chapter
January 2010, Pretoria, SOUTH AFRICA
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