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Forward

With the rapid expansion of East Africa’s economy, the insurance industry is on a solid footing entering 2015. It is
expected that the demand for both life and non-life insurance products will continue to rise as more households
join the middle income class and as the market for project risk coverages soars driven by the ongoing investment
in infrastructural projects across the region. This is by no means to say the industry faces no challenges of its own.
Whether it is how to maximize information fluency in the age of big data, meet moving compliance targets during
a time of regulatory uncertainty or satisfying an increasingly demanding and sophisticated consumer, insurers have
their hands full. In order to facilitate sustainable growth and tap into these emerging opportunities, innovation,
nimbleness and collaboration will be important.
In this outlook, we strive to alert the industry to the threats and opportunities that may lie ahead, as well as offer
practical suggestions for what insurers ought to do about them. However, while touching upon the general impact
of the economy, we focus the bulk of our attention on more systemic, bigger-picture agenda items that are likely to
have a significant effect on consumer behavior and insurer operations well beyond the year ahead.
The bulk of the report will explore a number of key areas for insurers companies over the coming year, each including
a specific look at the industry’s focus for 2015.
We hope you find this report insightful as you consider your company’s strategic decisions for 2015. Please share
your feedback or any queries with us. We would value the opportunity to discuss the report directly with you and
your team.
Regards,

Thomas Njeru
Director
Actuarial and Insurance Advisory
Deloitte and Touche, East Africa
tnjeru@deloitte.co.ke
+254 (20) 423 0061
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Looking Forward

Fundamental shifts challenge
traditional insurer business models
There are four pillars that should rank high on
insurer strategic agendas. The agility with which
the providers take on these challenges and convert
them into opportunities for growth and performance
enhancement will potentially determine which
companies are most effectively positioned to lead the
industry. These are:
Transforming for growth:
With a low penetration rate of insurance and
complicated insurance products/documentation,
experimentation and innovation is called for in terms of
insurers engineering products that are more consumer
friendly, improving methods of attracting and engaging
clients through traditional as well as new channels,
as well as more effectively communicating the value
of proposition they offer. Apart from educating the
public about insurance, insurers should also think more
creatively about how they market, design and distribute
their products, while becoming more customer-centric
to excel in an increasingly technology-enabled,
self-directed environment.

Overcoming the general public’s lack
of awareness and understanding
about the role and value of insurance
is a key component to improving
the penetration rate. However,
awareness alone is unlikely to turn
the tide.

eventually shift the insurance market from products that
have to be aggressively sold to those that are actively
sought out by new buyers. Consider the example set
by pharmaceutical makers in the USA, which in the
1990s started bypassing their intermediaries — doctors,
hospitals, and health insurers — to take their message
straight to the public. Rather than waiting passively
for distributors to suggest medications to patients,
pharmaceutical companies sought to generate demand
at the source by better educating the public and
prompting them to ask doctors for specific drugs. A
similar effort might create more demand for Insurance
products as well.
In the end, consumers of all segments and
demographics expect greater choice these days with
respect to how they want to engage and be served
by any organization in any industry. Insurance is no
exception, yet the Insurance industry is behind the
curve. Establishing more flexible and cost-effective
business and operating models is table stakes for
insurers not just to grow, but to survive in such a
dynamic environment.
For example, more Insurers are likely to explore directto-consumer options, particularly to target younger,
lower-income, and other underserved segments. While
many will probably prefer to launch direct platforms on
their own, some may choose to explore a partnership
with major web-based retailers of call centers to
leverage their existing technology platforms and
customer relationships.

Insurers will need to introduce a new generation of
products and distribution options that resonate better
and meet the evolving needs of the broader market.
To lay the groundwork, insurers should rethink how they
communicate with potential prospects. Too often, those
outside the business, such as media financial pundits,
are defining the industry’s image and value, often to
the detriment of the industry. One way to change that
may be for carriers to shift their emphasis from passive
brand marketing to a proactive, informational campaign
that more clearly explains the essential purposes and
need for insurance. The goal should be to create
a more educated insurance consumer and thereby
Insurance Sector Outlook for East Africa 2015
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Insurance demand from Infrastructure projects
The ongoing infrastructural projects across the county
including the LAPSSET project, modernization of
the projects across the region railways network, the
expansion of power generation, Oil and Gas exploration/
drilling as well as the ambitious expansion of the
carpeted road network will create more demand
for coverages as project managers seek to evaluate,
manage and transfer the project risks. These huge
infrastructural projects will require insurers to adopt
more innovative approaches to coverage including
partnerships to increase capacity and technical expertise.
Renewed Interest in bancassurance
The recent push by the Central Bank of Kenya to
narrow the interest rate spreads will push banks to
seek alternative revenue sources as they try to maintain
their profitability margins. We thus expect an increased
interest in bancassurance partnerships from the
banking sector. This will a major platform for insurers to
distribute their products as well as benefitting from the
public confidence in banks. Insurers who fail to swiftly
craft strategic bancassurance partnerships might find
themselves struggling to defend their market share. It
is noteworthy to mention that these partnerships call
for more than just launching co-branded products as
we have witnessed in the recent past. Insures will need
to carefully evaluate strategic and cultural fits with
their banking partners, seek company-wide executive
buy-in, operationalize distribution and servicing of the
customers from this channel and continuously optimize
value-add from the partnership.

Annuity market a big opportunity for Insurers to
grow their balance sheet assets
We expect soaring demand in the annuity market
from conversion of defined benefit schemes to defined
contribution schemes both in the private and public
sectors. Furthermore, we have seen more employers
look to offload guaranteed retirement obligations from
their balance sheets and this trend is likely to continue
in the next few years. Additionally, the new NSSF Act
will require retirees to buy annuities from insurers further
expanding the market size for the annuity business. On
the flip side, annuities still present a challenge to insurers
owing to the onerous reserving requirements. Insurers
are required to reserve for annuities at a discount rate of
6.5% whereas the long term risk free interest rates are
over 10% leading to significant new business strains at
point of sale if the annuity pricing is based on prevailing
market interest rates. Insurers should thus be cautious
of the solvency implications when taking on significant
annuity business. More importantly, the cost of capital
for annuity business should be a key input into their
pricing models.
While opportunities for growth in the annuity market
are expanding, the challenge remains as to how carriers
will be able to fulfill their longevity income commitments
and still remain profitable. As the annuity market size
grows, we expect some demand driven innovation in
this market such as introduction of variable annuities.

!

Transforming for growth
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Insurance demand from
Infrastructure projects

Renewed Interest in
bancassurance

Annuity market a big
opportunity for Insurers to
grow their balance sheet assets

Increased Capacity will
intensify competition
Capitalization of the insurance industry continues to
trend higher, breaking records with each quarterly
consolidated results report. Accumulation is being
driven by a combination economic growth spurring an
expansion in insurable exposures, favorable investment
performance from the capital markets, the real estate
boom and relatively modest disaster losses in the past
few years. Overall capacity is also being enhanced by
an influx of new capital flowing in from a variety of
alternative market sources such as private equity funds
and foreign insurers seeking to get a piece of the action
in the region. This additional capacity will increase
competition and undermined the ability of established
insurers to raise, or in some cases even maintain pricing
levels.

The M&A will further force smaller players to rethink
their business models or even consolidate due to lack
of economies of scale. The impact of both increased
consolidations and increased investment in the industry
would be increased innovation and efficiency which
should be passed on to consumers further increasing the
penetration of insurance in the long term.

This will in-turn kick-start mergers and acquisitions
(M&A) activity in the short to medium term as insurers
seek efficiencies from economies of scale a phenomena
which has already started unfolding over the past two
years. Insurers should thus brace for a more dynamic
M&A market in 2015 and beyond.

Overall capacity is also being enhanced by an influx of new
capital flowing in from a variety of alternative market sources
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Insurer intelligence should be
enhanced by an increasingly
interconnected world, but data
barriers persist

of insurer operations, but also to meet evolving
Those carriers that most effectively leverage this deluge ofgovernment oversight and rating agency demands.
additional input are likely to have a leg up on competitors.
Yet many companies have not taken the necessary steps to

Figure 3: Achieving data fluency
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Overcoming regulatory and
compliance challenges
From the ongoing implementation risk based supervision
by the regulators, the draft Insurance bill in Kenya to
the IFRS 4 Phase II Standard, insurance executives find
themselves looking forward to an increasingly complex
regulatory environment.
Insurers can rely on regulatory changes as an ongoing
way of life rather than a passing conundrum as multiple
overseers sort out new standards and launch probes of
internal and external provider practices. While the details
of new standards are and regulations are still being
developed, one commonality is the need for timelier,
more accurate, more relevant information to respond
to regulators, to demonstrate policyholder protection
and to substantiate solvency standing. This may mean
increased costs in the short run but could also translate
into more efficient management long term if the right
structure is used. Since the pace of regulatory evolution
is unlikely to slacken soon, it may be time for insurers
to consider the process of compliance transformation.
This may include enterprise-wide aggregation of
core regulatory change activities, the creation of a
coordinated response for foreseeable regulations and
the utilization of scenario planning techniques for the
unknowns, along with the formation of rapid response
teams.
For example, as the regulators continues to implement
the Risk Based Supervision regime, insurers will need
to prioritize strengthening their risk management
functions. Notably, is the risk based capital requirements
where and insurer’s capital requirements will be
pegged to the riskiness of their balance sheet assets
and liabilities. For instance, overexposure in the equity
as an asset class will require an insurer to hold more
capital. This will force Insurers to start thinking about
their efficient management and allocation of capital.
Over time, providers will likely have to show an
improved understanding of capital consumption among
different products across insurance, asset management
and retirement planning to facilitate or justify capital
deployment decisions and assess risk-adjusted returns.
Insurers will soon follow the lead of other institutions
in the financial services industry by implementing an
internal risk-adjusted capital adequacy framework that
accounts for economic as well as regulatory factors
under one integrated capital management system.
Having a combined view of capital should enable
insurers to conduct a thorough bottom-up analysis
of their risks by product line and risk type, leading to

greater transparency and consistency in pricing and
underwriting. An integrated framework also allows
those in capital management to better collaborate
with other core functions including actuarial, corporate
planning and investment management, with a clearer
appreciation of the impact their individual strategies
might have on one another. Such a strategy should also
help insurers better understand the capital consumed by
different business units at a granular level.
This would allow them to more effectively differentiate
among businesses that generate high levels of absolute
profits but consume more than a commensurate capital
requirement and those that seemingly deliver low gross
profits but can provide higher risk-adjusted returns.
IFRS4 Phase II standard on the other hand will
significantly transform how insurers report their financial
results. Carriers will need to start assessing the impact
of the new standard to industry stakeholders notably
the existing and potential investors. The standard is
expected to align how insurers report their earnings with
other industries as insurance financials have been said to
be too complex for the average investor to interpret.
On the other side, the standard will require additional
information disclosures and computations. Therefore
as insurers implement new information management
systems, the implication of the new standard ought to
be on top of their minds.

Risk Based
Supervision
(Ongoing)
New NSSF Act
(Ongoing)

Draft
Insurance Bill
2014
(Proposed)

Risk Based
Capital
Requirements
(Proposed)

IFRS 4 Phase
II
(Proposed)
Actuarial
Function
(Ongoing)
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Next steps

Where do insurers go from here?

While macro and microeconomic factors should
continue to fluctuate and likely require ongoing
adjustments, the four pillars present tremendous
opportunities to grow the business and make it more
profitable and sustainable. In any case, insurers should
not be relying solely on the rising tide of an expanding
economy to lift all boats. Over the next few years,
insurers will likely have to adapt to fundamental sea
changes underway that threaten to upend their business
models, standard operating procedures, and distribution
systems.
There’s much that’s beyond the control of insurers
that nevertheless has a major impact on their top
and bottom lines, such as the growth rate of the
economy, or the direction of stock and bond markets.
Insurers should always be prepared to make midcourse
corrections in their operating and investment strategies
to compensate. The emphasis in this outlook, however,
is for insurers to focus on bigger picture elements
that are very much in the control of their leadership
team and which will likely affect their ability to remain
competitive over the long haul, regardless of market
conditions. Addressing these issues will likely put
them in a much stronger position to adapt to ongoing
changes in the economy, their individual markets, and
consumer preferences.
Take data management. Insurers already have a veritable
treasure trove of information at their disposal and
rich deposits of raw material to mine from emerging
as well as untapped sources. Yet unless they initiate a
comprehensive effort to widen access to data across
their organization and put the analytical tools and talent
in place to make sense of it, much of the information
may be like crude oil, its inherent value unrealized
because it cannot be refined effectively.
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The same goes for capital management. Without a
cohesive game plan and operating model in place to
better integrate finance with risk management and
business planning, carriers might be hard pressed to get
the best return that ultimately fuel their strategies to
grow revenue and profitability.
Even in areas that might appear to be outside an
insurer’s control — such as the regulations that
govern them, — proactive insurers can better position
themselves to adapt more quickly and be more
innovative to turn threats into opportunities.
Indeed, insurers should be adopting more of a strategic
risk management approach to deal with potentially
disruptive trends and marketplace shifts. Unlike
traditional risks, which are avoided at best or contained
at worst, strategic risks could actually have big upside
potential. If anticipated early enough, a nimble insurer
can flip such risks into strategic opportunities, giving
early adapters at least a temporary competitive edge.
Those that can respond quickly and proactively to
strategic risks are less likely to be disrupted, let alone
displaced. They should be better able to alter business
models, adjust internal processes, upgrade technology
infrastructure, and reconstitute distribution systems
to benefit from evolutionary and even revolutionary
changes reshaping the business.
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