
www.reactionsnet.com64

m SYSTEMIC RISK

This time last year, Guy Carpenter released a  
report titled The Changing Nature of Risk. The 

premise of the paper was based around the growing 
complexity of risk, and the opportunities and challenges 
confronting the re/insurance sector as it navigates  
one of the most significant periods of change in 
recent times. Although written in the context of loss 
accumulation, the changing climate and digitalisation, 
events in 2020 have reinforced the key takeaways 
from our report: the reality of a rapidly evolving risk 
environment and the potential for catastrophes to 
become systemic in nature.

These two trends are encapsulated in the COVID-19 
pandemic. Despite pandemic risk being a known threat, 
who could have predicted at the turn of the year that, 
within three months, governments worldwide would 
simultaneously impose quarantines, travel restrictions, 
business closures and a variety of other measures in an 
attempt to mitigate the spread of a virus? 

Countries across the globe are having to deal with a 
lack of preparation and planning. While lockdowns have 

helped to flatten the infection curve in some countries, 
the economic consequences are considerable. This may 
not be the end of the matter, either: localised lockdowns 
are already being reintroduced in several countries amid 
a resurgence in infections. Further financial market 
volatility and unanticipated consequences cannot be 
ruled out at this stage.

Loss perspective
The crisis has introduced significant uncertainty into 
the re/insurance market. Figure 1 shows how industry 
loss estimates for COVID-19 put forward by a number 
of entities compare with other major insured events, in 
inflation-adjusted terms. As ultimate losses are largely 
unknown, there is substantial variability within and 
between estimates for COVID-19, ranging from a low 
end $30bn to close to $100bn. COVID is unique for its 
significant multiline underwriting loss and its global 
breadth. It will be months, or even years, before claims 
develop fully, given the complexity of coverage disputes 
and potential liability consequences. 

PANDEMIC POSES A NEW 
CATASTROPHE PARADIGM
The question of how to tackle systemic risk is at the top of risk professionals’ agenda, following the 
shock losses produced by COVID-19, says 
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Figure 1: Top 10 largest insured losses vs projections for COVID-19 

Source: Guy Carpenter, Barclays, Bank of America, Swiss Re, Insurance Information Institute






