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Sjoerd Smeets

Cintia Cheong reveals how Covid-19 has affected the Portuguese insurance sector and the prospects for M&A, as well as examining the
potential impacts of Solvency II reform and progress with IFRS 17 implementation

Portuguese insurers have handled Covid-19 well but this does not mean the impact of the pandemic is over, according to the country's insurance regulator.
Hugo Borginho, head of risk and solvency analysis at the ASF, says there were struggles initially but they were solved quickly.
"We do not see many complaints from consumers. That means the reputation of the sector is good. People see the insurance sector has handled the pandemic well
and managed to continue to provide services that were needed."
He also thinks the stress test provided by Covid-19 has reflected well on the Solvency II regime.
Between the end of 2019 and March 2020, the country's average solvency capital requirement (SCR) coverage ratio dropped from 179% by around 25 percentage
points because of the sharp decline in financial markets, according to Borginho.
But he adds the financial markets soon began to recover, and by the end of 2020 the average SCR ratio was virtually where it was before (180%).

Financial markets exposure
Nevertheless, the ASF has told insurers to be careful with their capital management.
"Companies really need to be aware of the risks that are out there. For instance, insurers need to look at risk of spreads widening, taking into account the current
perception of decoupling of market prices from the fundamentals," Borginho says.
He warns that with the end of government support measures, there could be a wave of defaults from the corporate sector, which in turn could impact investors such
as insurers.
"We should not think that the relatively stable situation felt today in financial markets is a sign that the worst of Covid has passed because there is still a lot of
uncertainty, and it should be on the risk management agenda of insurers," he says.

Impact on business
José Galamba de Oliveira, chairman of the Portuguese Association of Insurers (APS), says the pandemic has led to lower premiums and less insurance penetration.
There has been a decline in claims costs for some lines of business like motor and workers' compensation, he says, but an increase in other lines such as multi-risk
house insurance and credit.
For Ageas Portugal, there was a peak in surrenders of life products in March 2020, but that "quickly stabilised", according to the firm's chief risk officer (CRO)
Sjoerd Smeets.
In Ageas's non-life business, motor and health claims decreased during the first confinement period, but
reached levels higher than normal during the last quarter of 2020 as people switched from public transport
to private vehicles.
Smeets notes ordinary health treatments were postponed in the initial lockdown, but they recovered after the
summer – and there has been a big increase in costs related to protective equipment and the Covid-19 tests
that are being paid-for by insurance companies.
He adds the pandemic has not impacted the firm's pricing of products.
"A pandemic like Covid-19 is also an extraordinary event, but it does not immediately impact our pricing if
its impact will not continue the long run," he says.
Edgar Lopes, CRO of Zurich Portugal, says the insurer has no plans to review or exit any business lines as a
result of the pandemic.
However, in the life protection business, he notes some studies are being performed by reinsurers on
potential impacts on future diseases for people who have had Covid-19.
"This could potentially lead to changes to the underwriting of the life business. In this sense, we envisage to
improve our historical data. We have already included in our medical questionnaire questions related to
Covid-19," Lopes says.
Insurers have had to deal with historically low interest rates for the last decade, and the pandemic has postponed any chance of a quick recovery.
Carla Sá Pereira, partner for insurance, consulting financial services at EY Portugal, says: "This puts a lot of pressure in our market, particularly [for] products with
longer durations. In the past [some of these contracts] was sold with interest rates guarantees," says Carla Sá Pereira, partner for insurance, consulting financial
services at EY Portugal.
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Hugo Borginho

services at EY Portugal.

Contagion risk
Like several southern European countries, Portugal's insurers are exposed to contagion risk from the banking sector.
Borginho explains in the past, the Portuguese insurance sector was closely linked to the banking sector. The global financial crisis led many banks to sell their
insurance units to focus on their core business, and in the run up to Solvency II implementation the country's insurers were put under pressure to reduce their
exposure to bank debt.
"Today the Portuguese insurance sector is relatively different from what was the case 10 to 15 years ago," Borghino says.
"Nevertheless, any vulnerabilities, any issues for instance with non-performing loans, if the situation deteriorates on the banking side, this will have an effect on
insurance side."

M&As and market concentration
Insurers' operations may have been resilient, but APS's de Oliveira believes mergers and acquisitions (M&A) in the country may be slowed down as a result of
Covid-19.
A major feature of the Portuguese insurance market is high level of market concentration.
EY's Pereira says the top five insurers of the country take around 56% of the market share in premiums, and the top 10 companies take around 75%, "which is being
reinforced with a growing number of mergers and acquisitions in the more recent years here in Portugal".
One of the most recent deals was the acquisition of Seguradoras Unidas by Generali in January 2020.
Pereira also says foreign firms are assessing the Portuguese insurance market, so there could be new entrants.
Figures from ASF show as of 2019, the country had 39 domestic firms and 31 insurers that are branches from foreign insurers. In addition, 595 insurers operate in
under the EU's freedom to provide services.
But Pereira believes competition in the market is not being compromised as a result of the market concentration.
"On the contrary, I believe the national insurance sector remains competitive, as insurers continue to pursue aggressive market strategies to find better ways to serve
clients," she says.

ASF's Borginho acknowledges the market concentration, but adds the ASF's main concern is to ensure
sound management by insurers.
"The market has been operating in a fair manner to our knowledge. The level of concentration is not a
concern per se, but we want to ensure companies are treating consumers fairly and that there is proper
resilience," he says.
For APS's de Oliveira, 2021 will be "a very atypical" year due to the uncertainties from the Covid-19
pandemic, which could affect M&A.
He says: "There might be some M&A activity and even some new players coming into the market, however
the scale of such operations will certainly be very limited when compared with previous years."

Solvency II review
For the upcoming Solvency II review, Smeets from Ageas Portugal says one major concern is reform of the
volatility adjustment (VA).
"For smaller countries (including Portugal and another Ageas home market, Belgium) where the typical
insurer invests in local government debt, there is an issue with the VA being based on the EU average
portfolio," he says.
So far, the reforms being pushed by regulators will not help, he adds.
"The problem with volatility in the VA is not resolved. The regulators tried to resolve overshooting at the

cost of more complexity (liquidity & duration ratios).
"The level of the VA has been increased, which is positive in normal conditions but can cause additional volatility in stressed situations."
In terms of country risk, he says the "country layer" of the VA has been replaced with a "macro-VA", a change he describes as mainly positive as it "will kick in
gradually rather than suddenly" and based on back testing it seems to better absorb home country spread volatility.
"The main risk remains a situation where home country spreads rise, but insufficiently to get benefit from macro–VA. Grupo Ageas Portugal is planning to perform
additional reverse stress testing for that."
Borginho agrees VA "is worth looking at" as part of the review.
"It should, in particular, be improved to better mitigate the impact of potential market fragmentation situations," he says.
De Oliveira from the APS says the Solvency II review should be used as an opportunity to achieve the objectives of economic and social recovery, sustainability and
growth.
"In fact, insurers, with over €10trn ($12trn) of assets under management and their risk-taking and protection capacity can play a key role in supporting economic
recovery and growth, financing European sustainable transformation, and closing the protection gaps in pension savings and coverage of natural catastrophes."

IFRS 17
Another topic keeping insurers in Portugal busy is the implementation of IFRS 17, which EY's Pereira says is a bigger challenge for insurers than the transition to
Solvency II.
She says implementation progress varies from firm to firm, with those part of international groups at a more advanced stage, and most local insurers in the early
stage.
Lopes says Zurich Portugal is developing tools to report year-end results, "which we hope to be ready by
the end of 2021".
Ageas Portugal is in the implementation and test phase with dry runs already ongoing. The current
challenges are related to the implementation and testing of new tools, some of which are under
development, and the update of the remaining components of the operating model, including actuarial
models to support the process.
APS's de Oliveira notes the complexity and scale of the transformation imposed by IFRS 17 requirements
such as the level of aggregation of contracts and the contractual service margin calculations, puts a lot of
pressure on accounting and management systems implementation.
However, he says a major challenge is the lack of people with the necessary skills in accounting, actuarial
and IT.
He says: "Therefore, we believe that knowledge and education are paramount for a successful IFRS 17
implementation and, as mentioned before, APS is making significant efforts to contribute to spread
knowledge and to enhance the necessary skills amongst our members."
ASF launched an implementation plan for IFRS 17 in January 2020. The delay of the effective date to 1
January 2023 has not changed the regulator's plans, but Borginho says some of the phases have been

https://www.insuranceerm.com/analysis/portuguese-insurers-under-pressure-to-sell-bank-debt.html
https://www.insuranceerm.com/news-comment/generali-buys-two-portuguese-companies-tranquilidade-deal-confirmed.html
https://www.asf.com.pt/NR/rdonlyres/5FBE8F98-3BC3-4BB9-911B-FBD4AC73A92C/0/IFRS17Apresenta%C3%A7%C3%A3o29012020.pdf


31/03/2021 Country profile: Portugal | InsuranceERM

https://www.insuranceerm.com/analysis/country-profile-portugal.html 3/3

© Field Gibson Media Ltd 2021   

Edgar Lopes

y g g p g y p
slightly postponed due to Covid-19.
"We are at this stage discussing with companies on the changes to be made to the accounting regulation. We
have delivered to them already draft amendments to the national regulation implementing IFRS 17 on the insurance sector," says Borginho.
"We are now working on the reporting templates because these are key pieces in order to put in concrete terms what we expect companies to deliver."
ASF's plans includes a qualitative questionnaire, starting this year, as well as quantitative impact studies.
"The idea is that insurers prepare information from the previous year of application. Insurers will need to do that anyway, because once they publish the accounts
about 2023, they need to present accounts for the year before."

Top five Portuguese insurers based on 2019 GWP (€)

Fidelidade 3.3bn

Ocidental Vida 1.3bn

BPI Vida e Pensões 830m

Santander Totta Vida 673m

Allianz Portugal 642m

Source: Insurance Risk Data  

 

Top five Portuguese insurers based on 2019 assets (€)

Fidelidade 16.6bn

Ocidental Vida 11.4bn

BPI Vida e Pensões 4.7bn

Santander Totta Seguros 4.4bn

Allianz Portugal 1.4bn

Source: Insurance Risk Data  


