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f there is one theme that has become
central to so many discussions in the
Insurance industry lately, it is

Environmental, Social and Governance, or
“ESG”. It is not just about the future of
Insurance, but the future of our economy,
society, and planet overall.

The term brings together meta risk factors
around climate change, human rights and
societal impacts while keeping in step with
changes in regulations, governance, and
oversight. Given that Insurance is a
regulated industry that facilitates so many
other industries through both our
assumption of risk and investment of capital,
ESG is perhaps of even greater importance
to insurers than any other sector of the
economy, save perhaps governments.

Given how large, complex, and hard to pin
down to measurable specifics it can be, ESG
is also an area many insurers struggle
navigating. With the increased focus on ESG
globally of customers, partners,
governments, investors, and other key
constituents, being able to navigate it
successfully is becoming table stakes.

That focus is only sharpening. With the new
report from the United Nations’
Intergovernmental Panel on Climate Change
(IPCC) that was released on August 9th, 2021,
the alarm bell on the environment is ringing
louder than ever. As the UN called it, this is
a “code red for humanity.”i

And that’s only on one component of ESG.

With this in mind and with the help of
people and providers across the industry,
this piece aims to bring some clarity to the
term and structure of how we, as an

industry, can think about, develop and
execute against our ESG goals.

Let’s start by understanding each of the
components of ESG more specifically, and
then think about the role insurers play in
the issue to develop structure and guidance
on how we can move ahead as individuals
and as an industry.

Understanding ESG
Before diving in, we must ensure we are all
on the same page on the subject. Taking
each of the letters in turn, we can bring
more clarity to what ESG encompasses.

The first, E, captures the impact we have on
the environment. This is perhaps the
clearest part of ESG for insurers to both see
and quantify the results of. Climate change
has been a front-and-center issue for any
insurer with property exposure as we’ve
seen record wildfire, windstorm, and
flooding events in the US, Europe and
beyond. How loss ratios and reinsurance
rates are impacted by environmental
factors is clear and near-immediate, as is
the impact to operating costs as carriers see
energy prices rise.

Social impact, the S in ESG, manifests in
internal ways, like employee Diversity,
Equity and Inclusion (DEI) efforts, and
externally in how the business we do
impacts the lives of others.

This can be harder to quantify than
environmental factors like the cost of
natural catastrophe losses or rising energy
bills, but it is no less important. Employee
engagement is directly connected to
profitability, with Gallup seeing 22% higher
profitability for companies with top-quartile

I
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engagement scores over those in the
bottom quartileii and Willis Towers Watson
finding a 123% benefit to earnings growth
for those with sustainable, high
engagement over those with low
engagement.iii

What is harder to measure is how your
business impacts issues like equity, human
rights, and justice in various populations
around the world. It can be hard to navigate
what to do when your actions may help one
group at the expense of another. Or it may
be unclear how to act without clear
measurement and guidelines when social
and environmental issues are in conflict,
like supporting a local economy at the
expense of the local ecology, or vice versa.
For example, supporting a move to
renewable energy may displace workers in
a region, or banning fishing to protect
ocean life may leave deck hands and
captains without work or income to support
their families.

Lastly, the G, Governance, has two main
areas of consideration. One is keeping pace
with issues of regulatory compliance and
governmental oversight in the various
markets and jurisdictions in which we
operate. This involves ensuring
transparency about our actions, building
effective relationships with regulators, and
having the right internal controls in place to
deliver to the regulatory standards and
frameworks to which we are subject.

That last part raises the second area of
focus of the G in ESG, which is our internal
controls, procedures, and practices to
ensure we are acting in accordance with our
own standards and those to which we are
subject. Governance will vary based on
factors like jurisdiction (e.g. whether or not

we are subject to GDPR in Europe), but also
what capital or corporate structure we have
in place (e.g. public insurers in the US must
adhere to SEC regulations in addition to any
Department of Insurance regulations they
face). Like with the Environment, it can be
easier to measure our performance in the
Governance factor as we may be tested or
could receive fines or penalties for non-
compliance.

There are still many nuances in all three
letters based on our interpretation of them,
where in the world we operate, in what
lines of business we compete, and other
factors. But the basic notion of what ESG is
remains constant regardless of the exact
way it manifests in any one company.

How to Look at ESG in Insurance?
Understanding what ESG means is a
valuable and necessary start, but that alone
does not guide us on where to focus our
efforts. For that, we need to think about the
ways insurers face ESG-related decisions in
our business as we encounter these
moments in very different contexts.

Specifically, I have structured how to think
about ESG into different ways it intersects
with Insurance that can be a helpful to form
our thinking as we look for guidance on
what to do. Specifically, insurers can
structure thinking on ESG into the following
three areas:

1. Corporate Citizenship – The power
of our first party practices to effect
change

2. Investing in Change – Supporting
better outcomes through
investment decisions

3. Enabling the Market – The indirect
impact of what we choose to insure
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We will investigate each of these areas in
turn, bringing clarity to the specific issues at
play and how insurers today can think
about their actions and decisions in that
area to lead to better performance across
Environmental, Social and Governance
issues.

Corporate Citizenship:
The Power of Our First Party
Practices

As with many things, it can be important to
get our own house in order when it comes
to ESG before looking externally. The
reasons for this are many and start with it
being the right thing to do. Beyond that,
two reasons of why we should make our
direct behaviors part of our ESG strategy
that we will focus on specifically are that:

1. It is directly within our control
2. The impact to employee

engagement has a clear and direct
benefit to company performance

As many ESG-related efforts may be hard to
see a direct impact to the issue the effort is
focused on, the actions a company takes
around its own behavior are a rare and
welcomed exception. Many organizations
have been engaging in ESG-related activities
throughout their history, donating to
charity, having employees volunteer in the
community, etc. While these actions are
positive, they have also tended to be ad hoc
or reactive to requests of charities or
employees rather than an intentional,
coordinated connection to a specific
purpose.

In fact, to truly be a good corporate ESG
citizen requires similar structure, planning,
and purpose as business planning.

Insurers should start any ESG efforts with a
clear sense of what they stand for to ensure
their efforts are aligned with this purpose.

For example, Coverys, a medical
malpractice insurer, uses the foundation it
established in 2013 to fund efforts to
“improve patient safety and care, promote
healthy lifestyles, and support individuals
and organizations that provide
healthcare.”iv The alignment with and
connection to the company’s core business
is clear as better outcomes for patients with
lower risk of adverse effects can lead to
fewer adverse events in the provision of
healthcare services that may otherwise
have resulted in medical malpractice claims.

But it must go beyond simply what charities
an insurer supports as ESG is about more
than just that aspect of social impact.
Insurers should look at their facilities to
understand things like their carbon
footprint through energy consumption,
paper and plastic usage, food and water
waste, etc.

Running data centers or migrating to a
cloud-based approach can have material
energy usage implications, as can decisions
about the sourcing of power for either of
those approaches.

Microsoft, one of the leading providers of
cloud computing solutions, studied the
energy that could be saved from moving to
the cloud from a traditional enterprise data
center. In their analysis, Microsoft found
that the cloud was 22-93% more efficient,
depending on the specifics involved. While
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the range is wide, the savings are material
even on the low end. Savings are driven by
efficiency across factors like: v

 IT operations
 IT equipment
 Datacenter infrastructure
 Renewable energy

Mike Jackowski, CEO of Duck Creek
Technologies, which was an early provider
of cloud-based insurance core systems,
shared his perspective, “We’re seeing
carriers proactively embrace ESG initiatives
and, in some cases, insurers are
dramatically reducing their
carbon emissions by moving
core applications from
inefficient legacy data
centers to environmentally-
friendly, cloud computing
models.”

Beyond the location of your
data is the location of your
people. One component of
decisions on office location
or whether to virtualize your
workforce entirely is
commuter-related pollution. For example,
freelance job platform Upwork surveyed
760 team members in 2019 to understand
the impact of remote work on commuting
patterns. They found that even a team this
size saved over 1 million miles driven while
commuting in personal vehicles thanks to
remote working arrangements.vi
Extrapolating this savings to the Insurance
sector in the U.S. alone comes to over 2.2
billionmilesvii or nearly 900 trillion tonsviii of
CO2 saved annually.

How often people fly to different offices,
attend conferences, or go see clients and
partners in person versus embracing

teleconferencing, when possible, impacts
the carbon footprint of corporate travel.
According to research by University of
Michigan’s Grant Faber, a 200-person
virtual, half-day meeting generated just
over 1.3 metric tons of carbon dioxide
emissions. By comparison and for context,
the same event involving people flying into
the same location would have generated 66
times that number.ix

On this note, global reinsurer, Swiss Re,
recognized the impact of climate change on
their business over 30 years ago, and has

been taking explicit steps around
a clear strategy to lessen their
contribution to the problem
since then. As one of the four
strategic pillars of their ESG
efforts, Swiss Re launched their
Greenhouse Neutral Programme
in 2003, which seeks to reduce
their CO2 emissions per
employee as much as they can
and buy carbon offsets for what
they can’t reduce. In its first
decade, the program cut CO2 per

employee by 49.3%, and they bought
offsets for the remainder. They’ve since cut
nearly 10% off the levels they achieved in
2013 and now get all their energy from
renewable sources as of 2020.x

On the business travel point above, Swiss
Re found this line item to be the largest
source of carbon emissions in the business
and took a series of steps to change that.
One innovative idea was to create an
internal carbon tax on business travel
starting in 2014. When a business unit
books corporate travel, their budget is
directly assessed the cost of the carbon
offsets for that trip, effectively making the
travel more expensive for the specific

“… insurers are
dramatically
reducing their carbon
emissions bymoving
core applications… to
environmentally-
friendly, cloud
computing,”

– Mike Jackowski, CEO,
Duck Creek Technologies
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business unit doing the travel. This makes
the total cost of the decision to travel
transparent while not explicitly forbidding
travel. It lets managers make fully informed
decisions while retaining the autonomy to
run their unit as they deem necessary.
When controlling for the company’s
geographic expansion, the program netted
a year-over-year reduction in travel of 6%
by 2018.xi That reduction improves their
carbon emissions and operational efficiency.

Insurers must also think about the partners
they work with and whether the positions
and actions of those partners are
undermining what the insurer is trying to
achieve.

Jonathan Philips, P&C veteran and
Geography Head for UK and Europe for
global service provider to the Insurance
industry, EXL, shared their observation from
serving carriers around the world. “Many of
our clients have instituted carbon neutral or
carbon zero programs and are asking about
our practices during RFP or renewal
discussions. Insurers are seeking partners
who contribute to rather than undermine
their own efforts, so your actions on climate
change are becoming table stakes as a
supplier.”

Despite this list of ideas and actions
discussed here already being long, it is still

not comprehensive around the
environmental impact of a company’s
physical plant, and that is still only one
piece of ESG. Therefore, it can be easy to
end up doing lots of good but disjointed
things that can be hard to roll up to fully
understand the aggregate impact of. As
reporting on ESG becomes an increasingly
common requirement of regulators, rating
agencies and the market in general,
cohesion and clarity become much more
critical.

Luckily, there is no need to reinvent the
wheel in creating a comprehensive and
impactful approach to these first party
actions when it comes to ESG. There are
many frameworks and consultants available
to help be clear, cohesive, and measurable
in your approach to ESG. Such planning
generally follows specific, major project
stages (see box 1).

West Bend Mutual Insurance Company’s
CFO, Heather Dunn, stresses another
important aspect to any effort. It must be
holistic in its inclusion of people from across
the organization to ensure different
functions and perspectives are engaged,
contributing and have their needs
considered. She says, “It involves
underwriters,
it involves
claims people,
it involves the
whole
company.”

This question
of who is
involved and
considered
touches on the last step in creating a clear,
cohesive, measurable first party ESG

“It involves
underwriters, it
involves claims
people, it involves
thewhole
company.“

– Heather Dunn
CFO, West Bend

“Insurers are seeking partners who
contribute to rather than
undermine their own efforts, so
your actions on climate change are
becoming table stakes as a
supplier.“

– Jonathan Philips
Head of UK & Europe, EXL
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strategy. This step, communicating to
stakeholders, deserves clarification as
stakeholders are not just investors or
customers, but also your internal
stakeholders – employees.

Employee engagement has been a front-
and-center issue in recent years, with a true
test being given across the industry and the
world during the pandemic. As people were
no longer working together, which can
complicate engagement in and of itself,
new sources of anxiety and stress were
introduced, with divisions arising around a
variety of issues, including returning to
offices. What is clearly still true is that
employee engagement is directly correlated
to company performance.

Increasingly true, as well, is that employees
seek purpose and connection in their work
and watch what their employer does on
issues they personally care about.

McKinsey, in discussing the value ESG
creates for businesses, noted that a “strong
ESG proposition can help companies attract
and retain quality employees, enhance
employee motivation by instilling a sense of
purpose, and increase productivity overall.
Employee satisfaction is positively

correlated with shareholder returns.”xii That
is, ESG is directly related to employee
engagement, and we’ve already seen how
employee engagement is directly related to
company performance.

To perform well on this first party ESG area
that is under your control and will directly
impact your bottom line, start with purpose.
Let that guide the actions and activities to
consider, and then use frameworks like the
six-part structure above to execute in a way
that leaves you with clear, measurable
progress around your direct role as a good
corporate citizen.

Investing in Change:
Supporting Better Outcomes
Through Investment

While the first party decisions we make may
be the longest-running form of ESG activity
amongst insurers, how the industry invests
its trillions of dollars in assets has gotten
increasing attention for years, as well. With
roughly $10 trillion in assets amongst US
carriers alone,xiii the impact the insurance
sector can have on ESG through its
investment decisions is tremendous. And
while insurers have long been institutional

CREATE A CLEAR, COHESIVE, MEASURABLE FIRST PARTY ESG STRATEGY
1. Set overall goals

2. Define a budget

3. Evaluate opportunities

4. Create a framework and ownership

5. Measure progress

6. Communicate to stakeholders

box 1

box 1
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investors with their surplus and reserves,
they’re also increasingly active investors
through venture activities, as Limited
Partners (LPs) or with their own corporate
venture capital (CVC) activities. This allows
insurers to have a large and directed impact
on ESG outside of the walls of their own
business.

To this end, the United Nations launched its
Principles for Responsible Investment (PRI)
initiative in 2006 to help investors make
responsible investment decisions toward a
more sustainable financial system, global
economy, and world. The PRI developed six
principles to help guide investment
decisions (see box 2).xiv

Over 3,000 companies have signed onto the
PRI, representing over $100 trillion in total
assets under management, with the list
growing regularly. And, while that list
includes many insurers, few in the U.S. have
joined.

One exception is Liberty Mutual, who
became the first U.S. insurer signatory in
December 2020. According to Patrizio
Urciuoli, Executive Managing Director at
Liberty Mutual, bringing ESG into their
investment decisions is about strengthening
their investment research process and
having a deeper understanding of the
investment decisions they make, which
yields a more strategic portfolio
construction process.xv

What has changed in their investment
strategy includes divesting traditional
energy and fossil fuel holdings;
strengthening their sustainable energy
portfolio; and integrating climate
consideration into their investment decision
process. In practice, they have more than
doubled their investment in alternative
energy to $861 million, have been selling
their remaining coal investments and
more.xvi

On the corporate venture side of investing,
carriers are backing startups focused across

THE UN PRI’S 6 PRINCIPLES FOR RESPONSIBLE INVESTING
1. We will incorporate ESG issues into investment analysis and decision-making processes.

2. We will be active owners and incorporate ESG issues into our ownership policies and
practices.

3. We will seek appropriate disclosure on ESG issues by the entities in which we invest.

4. We will promote acceptance and implementation of the Principles within the investment
industry.

5. We will work together to enhance our effectiveness in implementing the Principles.

6. We will each report on our activities and progress towards implementing the Principles.

box 2
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the ESG spectrum, with support going to
firms working on climate change and risk,
with strong social benefit stories and to
help with governance and reporting. For
example, MS Amlin took a minority position
in U.S.-based, ESG-focused start-up MGA,
InQlusiv. The MGA is building BOP, Workers
Comp, and other products as well as a
parametric business interruption offering.
Their target market is SME businesses with
LGBTQ, female and/or ethnic or racial
minority ownership, recognizing the higher
likelihood in these communities of being
underinsured or struggling to get coverage
at all.xvii

On the climate issue specifically, S&P Global
Sustainable1 analyzed nearly 4,000
insurance investment portfolios across the
U.S. and found roughly $582 billion of the
$6.5 trillion total was invested in some
combination of oil, gas, coal, utilities, and
other fossil fuel related activities in 2019.
This represented 9% of investments, which
was consistent with the level in 2018.
On investments in green activities and
industries, S&P found that 22% of insurers’
assets under management were eligible for
alignment with the sustainable activities
outlined in the EU Taxonomy as of 2019.
Looking at green bonds specifically, while
the dollar amount grew by roughly 113%
from 2018 to 2019 to over $12.6 billion, this
represented less than 0.2% of total insurer
investment portfolios.xviii So, while there is
progress being made on some fronts, there
remains room to do more.

In making progress on moving to more ESG-
aligned investments, the question may
come up as to whether there are
differences in the returns to investing in an
ESG-compliant way versus not. Answering
this question is perhaps rooted in the

timeframe one has, and requires a long-
term, risk-adjusted return mindset rather
than a focus on quarterly returns.
Ultimately, if the world is moving to a more
sustainable, socially responsible economy,
investments aligned with ESG will pay off,
while those out of line with ESG principles
will not. For example, according to the U.S.
Commodity Futures Trading Commission,
the value of fossil fuel company assets will
fall by between $250 billion and $1.25
trillion as the world transitions to
alternative energy,xix so investments in
fossil fuels will not be strong performers in
the long-term.

This mindset can extend to venture
investing. With its Strategic Ventures arm,
Liberty Mutual makes an explicit effort to
identify and invest in businesses founded by
people from diverse and under-represented
communities. As to the question of
investment returns of such a strategy,
Liberty points to data from Crunchbase that
only 2.3% of funding went to all-female
founder-led startups, yet investments in
startups with diverse or under-represented
founders outperformed others by 30%.xx

As with any question of how to make ESG a
part of your business, when thinking of
investments, it can seem daunting. How to
decide what to invest in or not; what you
can and can’t control; and how you track
and report on all of it may be overwhelming.
The PRI’s Director for the Americas, Chris
Fowle, in a recent webinar hosted by S&P
Global Market Intelligence, suggests we
need not be daunted. The task may seem
too big to even start, but the trail has been
blazed by others already. S&P’s Head of
EMEA ESG Indices, Jaspreet Duhra, echoed
Fowle’s sentiment about not getting
daunted, and taking the task bit by bit,

box 2
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using different resources available and
following trails others have already cut.xxi

For example, the investment community
has built institutions and mechanisms for
green investing, socially responsible
investing, and of course the governance in
investments is strong (though there remain
areas of misalignment across regulators,
especially if your business crosses
geographic regions). There will certainly be
more to come on all three fronts, but there
are manageable steps that can be taken
even for those starting at the ground floor.

Sean Collins, Investment Vice President at
Prudential, advised in the same S&P forum
that you start by understanding what’s
driving the integration of ESG into your
organization, articulate your story about
how and why you’re incorporating it, and
then let those answers guide your actions.

Enabling the Market:
The Impact of What We
Choose to Insure

Our direct actions and investment decisions
alone can certainly have great impact on
the progress the world makes on ESG issues.
However, to have the greatest impact
means targeting the core reason insurers
exist – to transfer risk.

We may represent a major source of
institutional funds as we invest the more
than $5 trillion in premiums we collect
annually, but the majority of the $84.7
trillionxxii global economy is facilitated by
insurance, directly or indirectly. That means
the opportunity for impact of our products
far outweighs the impact of our funds.

Insurance enables economies and lives on a
daily basis by taking on the risks faced by
businesses and individuals. Without the
protection of insurance, many business
activities would be impossible or
economically untenable, meaning the
Insurance industry enables the activities of
many industries, whether they are helping
or hurting the global ESG agenda.

It only seems logical, then, that the best and
most powerful way the industry can help
shape ESG across geographies, sectors and
people is in what risks we choose to
underwrite.

While this may be true, it is also far harder
to enact in practice than our first party or
investment decisions. To be perfectly
aligned between underwriting and ESG
would mean we have complete and clear
knowledge of the activities and practices of
every company and individual we insure.
We would need to know not just about the
direct insured, but any suppliers to or
associates of them. And, stepping beyond
just their supply chain, we would need to
think about how their products and services
are being used, and the knock-on effects of
those uses.

For example, while it may seem easy to
exclude the oil and gas or mining industries
from your appetite, what if you insure a
technology company whose equipment is
used by those industries in their data or
operations centers? Or what if you cover a
seemingly benign risk, but they use their
profits to fund their own CVC activity or
investment portfolio, which is focused on
opportunities directly in opposition to your
ESG efforts? Or the conundrum of
supporting a move to electric vehicles yet
grappling with the impact of mining for rare
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earth metals and minerals for the batteries.
Or perhaps you choose to offer personal
auto coverage to someone who drives
fewer-than-average miles per year (which
you can verify through your telematics
solution), and drives a hybrid, making them
look like a greener risk. What if their
catalytic converter fell off, they don’t want
to pay to replace it, and they drive around
polluting more than you thought?

Pursuing perfection is not only the enemy
of progress but can be paralyzing here.
The reality is, the level of due diligence an
underwriter would have to do to pick apart
supply chains, subsidiary activities, ancillary
activities, and decisions, etc., would be
unreasonable and economically
unsustainable for almost any size risk. And,
even if you could do enough research, it
would only be valid at that time, and the
risk could soon fall out of sync with your
ESG-based appetite.

While better ESG reporting by insureds,
connected cars, smart homes and buildings
and other IoT solutions may help on this
front by making risk behaviors more
transparent, the reality is that there will
always be a line of practicality we will
struggle to cross in vetting risks for
alignment with our ESG objectives.
Instead, carriers should look to clear lines
they can draw rather than saying the task is
impossible, and therefore not worth
starting. Again, looking at Swiss Re as an
example, starting in July of 2018, they
stopped insuring or reinsuring any business
with exposure to thermal coal of more than
30%. While you may read that as those
deriving over 30% of their revenue from
coal mining or burning for energy, but it
also includes businesses getting more than
30% of their power from coal-fired energy

sources.xxiii Zurich made a similar
commitment in 2019 around thermal coal,
oil sands and oil shale.xxiv

Lloyd’s has now pledged similar appetite
changes, with no new cover to thermal coal,
oil sands or Arctic energy exploration
beginning in January 2022, and a phase out
of any existing coverage by 2030 (given the
multi-year nature of some exposures,
Lloyd’s timelines will inherently be slower
than others as they need to wait to come
off risk).xxv

Many U.S.-based insurers have been quiet
on the issue of what risks they choose to
cover and how that aligns with their ESG
efforts or doesn’t. It can be hard to make
such changes when a carrier derives
material revenue from a sector. It is
estimated that roughly $18.5 billion in
premium in 2020 came from insuring the oil
and gas sector.xxvi And, of course, carriers
writing that business have made large
investments in serving the sector,
employing teams of underwriters, claims
professionals, risk engineers and more.

Clearly, this is a hard decision, and harder
than investment decisions as your
employees may be directly impacted, and
you may show an instant and sizable drop in
revenue and profit, impacting your
shareholders (or policyholders, for mutuals).
It may anger broker partners an insurer
depends on for other business, potentially
triggering further contraction for the carrier.
Putting your investment dollars into
another area does not come with such
ramifications.

Like with the PRI in investments, the UN has
launched its Principles for Sustainable
Insurance (PSI) initiative. Earlier in its
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maturity than PRI, PSI aims to make ESG a
central consideration in many core areas of
insurance, from strategy to risk selection to
pricing to risk management. They set out
four principles (see box 3)xxvii to help
insurers navigate making progress on the
issue and have a long list of signatories and
supporters on board, including Munich Re,
QBE, SCOR, Swiss Re, Ping An, Zurich, Willis
Towers Watson and others.xxviii

But, like the investment issue, this is a
question of long-term vision and strategy.
There may well be a near-term, negative
effect on your business, but the long-term
effect of climate change or social unrest is
far greater, as Swiss Re recognized and
stated long ago.

To that point, The Swiss Re Institute put a
number on that impact in September 2021,
estimating that climate change will increase
the cost of property insurance by $183
billion by 2040, or 21.5% of the total
projected increase in the cost of
coverage.xxix

Stepping outside Insurance for inspiration,
the notion of this long-term view harkens
back to the decision by CVS Health to stop
selling cigarettes in 2014. CVS noted that
this was expected to cost the retailer
roughly $2 billion annually in revenue but
was clearly the right decision for the long-
term given the decrease in smoking and
societal cost of supporting it, especially for
a company focused on healthcare.xxx

By the end of 2014, CVS found that 8% of
in-store, non-pharmacy sales were lost due
to the ban on cigarette and tobacco product
sales, which equates to over $11 billion that
year on total sales of $139.4 billion. The
stock fell 3% on the news. Clearly, there
was a material cost to the move.

However, overall, share price has nearly
doubled from when the news was
announced to mid-2021, and revenue has
also nearly doubled (though that includes
the addition of Aetna, the exclusion of
which still leaves a more than 50% increase
in revenues since the ending of tobacco
product sales).xxxi

box 3

THE UN PSI’S 4 PRINCIPLES FOR SUSTAINABLE INSURANCE
1. We will embed in our decision-making environmental, social and governance issues relevant

to our insurance business.

2. We will work together with our clients and business partners to raise awareness of
environmental, social and governance issues, manage risk and develop solutions.

3. We will work together with governments, regulators and other key stakeholders to promote
widespread action across society on environmental, social and governance issues.

4. We will demonstrate accountability and transparency in regularly disclosing publicly our
progress in implementing the Principles.

box 3
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CVS realized that, at some point, the
revenue and profit from the products was
not going to be worth the cost of selling
them. Based on their longer-term results,
they were right.
General Motors recently took a similar
action. With the pressure on internal
combustion engines (ICE) for both their
fossil fuel consumption and tailpipe
emissions, plus the pressure on traditional
auto makers to catch up with Tesla, it may
seem obvious that traditional players are
stepping away from their polluting past. As
of late 2021, nearly every manufacturer has
set a date for the sunset of their ICE
vehicles. However hard as it may be to
believe; none had done so at the start of
the year. That is, until General Motors
stepped up with a bold announcement.

In the context of President Biden’s pledge
to be a net-zero emissions economy by
2050, GM shocked the automotive world by
announcing on January 28th that they would
stop selling ICE vehicles by 2035 and be
carbon neutral by 2040.xxxii Since then, Ford,
Stellantis, Mercedes, VW Group, Hyundai
Group, and BMW Group have all followed
suit, while only the Japanese OEMs have
been less vocal, despite their longstanding
leadership in hybrids.

And despite the massive price tag GM put
on this transition – over $27 billion through
the end of 2025 alone – the stock market
has rewarded them. Having peaked at a
58% gain at the mid-year mark after
opening 2021 at $40.51 a share, GM hit $55
per share, or up over 32% versus a 19%
year-to-date gain in the S&P 500 as of
August 2021 (before shares fell due to the
Chevrolet Bolt battery recall
announcement).xxxiii And this came during a
global chip shortage that has seriously

constrained GM’s production and sales
volume, delayed product launches, and
forced the idling of many factories globally.

Both GM and CVS took bold, expensive, and
consequential steps to better align with
their ESG strategies. Both have fared well
because of these moves rather than despite
them.

Insurers face a similar situation with
premium derived from sectors and activities
out of sync with ESG, only the need to move
away from insuring these activities may be
even more explicit than it was for CVS.
Regulators seems much more intent on
ending many contributors to climate change
(like the banning of internal combustion
engines in passenger vehicles in the 2030s
in many countries) and social injustice than
they are on banning cigarette sales. In that
way, Insurance is facing an explicit cliff
where premiums in these sectors will fall off.

And with moves like GM’s and those of
their peers, this cliff may be getting closer
as demand for fossil fuels may decrease
faster than initially expected.

In addition to pressures on industries we
insure that have a negative impact on ESG
issues, insurers also face increasing
pressure from regulators, analysts, and
rating agencies to report on ESG-related
decisions and activities. This added scrutiny
increases the cost of inaction here.
Organizations like Bloomberg, S&P, A.M.
Best, and others are building out or already
reporting on how they rate insurer
performance on ESG. Globally, regulators
are doing the same, for example, Nasdaq
recently won approval from the SEC to
mandate diversity in boards (or a public,
written explanation of why it is lacking),xxxiv
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and the SEC itself recently warned
regulated companies to be prepared for
more scrutiny on ESG.xxxv Europe, too, has
had increasing ESG-related regulation,
including 2019’s Sustainable Finance
Disclosure Regulation (SFDR), as well as on
enforcing proper due diligence on human
rights and environmental issues.xxxvi

The flip side of pulling away from industries
and activities that don’t align with our ESG
agendas is working to insure those that do.
This can be done directly through the risks
we take on, like insuring solar or wind
projects, or insuring the work of NGOs, non-
profits or others engaged in providing social
benefit. It can also be done by facilitating
the risks others take on by providing
fronting or reinsurance capacity, like those
providing capacity to InQlusiv.

How we navigate change in appetite, and
whether to place a hard stop on insuring
certain risks may vary by carrier. While it
may seem obvious to stop insuring activities
contributing negatively to ESG, EXL’s Philips
suggests another way to look at it. “You
could simply stop writing exposures in an
industry like Oil & Gas, for example. But
those companies will still need to get
coverage somewhere, and the insurer they
end up with may not care about these
issues as you do. What if, instead, you did
offer coverage, but structured it to incent
changes in their activities. For example,
forcing self-insurance on oil transport so
they directly feel the cost of leaks and spills;
requiring certain remediation or offsetting
activities to obtain coverage; etc. If you are
going to insure them, why not be an agent
of change from within? Effectively, you
incent the right behaviors and make the
cost of the wrong behaviors high enough to

spark board level conversations about
change.”

The problem comes in inaction if you stay
the course and insure them without trying
to help them to change. Philips shares why
insuring these activities without sparking
change may result in similar board level
conversations that he described above, only
this time, they happen in insurance carrier
boards. “If you stay on these risks as they
are, you may find the cost of capital to be
too high because you can’t secure
reinsurance, carry additional governance
burdens, have a PR cost to contemplate, etc.
Inaction leads to an unsustainable book of
business.”

Nick Lamparelli, Co-Founder and Chief
Underwriting Officer at tech-enabled flood
MGA, reThought Insurance, takes this
notion a step further. He shared how
insurers can not only bring about change on
the part of insureds, but their decision to
take on a risk can be viewed as validation
that the risk meets certain ESG criteria:

“I think there is an opportunity for
(re)insurers to use capacity as a
signaling mechanism to the broader
market (and society) about the risks
and exposures companies have when it
comes to the ramifications of ESG, in
the same way FM Global and Hartford

“Effectively, you incent the right
behaviors andmake the cost of the
wrong behaviors high enough to
spark board level conversations
about change.“

– Jonathan Philips
Head of UK & Europe, EXL
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Steam Boiler have been doing for over
100 years.

I envision scenarios where insurers act
like a rating-agency would in an
assessment of financial health. The act
of providing capacity for a property or
liability exposure, for example, signals
to the market that the insurer has
vetted the ESG exposure; determined
whether the impacts or risk
management of that exposure are
mitigated; and then charges a rate that
is reflective of the overall risk.

The policy itself is a stamp of approval;
a market-signaling contract by a non-
biased, third-party who can vouch for
the efficacy of the ESG consequences
for the exposures any given company
has or presents to society.”

In Lamparelli’s conception, the market
value of the seal of approval of carriers
could be high enough to drive behavioral
changes in risks in and of itself.
As with the other two pillars discussed here,
we can again look to trailblazers for
guidance on how to do better. The recipe
has already been written – starting with a
defined strategy and viewpoint on ESG, we
can compare our current business decisions
around what industries and activities we
choose to insure and build a plan to move
to one that better-aligns with our position
on ESG.

The challenge is not in the “what” so much
as the “when”. While unwinding some
positions may take time, as shown by
Lloyd’s need to set timetables in the 2030s
given multi-year coverage in place, we
cannot simply push action so far out into
the future that our goals become irrelevant.

Companies that have been viewed as being
on the right side of the question – and
rewarded for it, like CVS and GM – teach us
the value of acting assertively and
proactively. At the same time, market
changes around those industries we insure
that are out of sync with ESG mean we
simply are not afforded the luxury of time
here.

“… there is an opportunity for
(re)insurers to use capacity as a
signalingmechanism to the
broader market…when it comes
to the ramifications of ESG…The
policy itself is a stamp of approval;
amarket-signaling contract…of
the ESG consequences for the
exposures any given company has
or presents to society.“

– Nick Lamparelli
CUO, reThought Insurance
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Control The Future of ESG in Insurance
by Acting Today
Our choice today is whether we want to
control our fate or wait until we have no
choice.

By making changes now, we get to control
how we transition; where any displaced
employees go and how they’re treated;
develop new sources of premium income;
and reduce the potential shock to our
financial performance.

Proactivity also allows us to get in early on
much of the next generation of value
creation. We can build highly engaged
workforces through our first-party actions;
be early investors in the next wave of
innovators and breakout performers; and
build sustainable portfolios of business
around products, industries and activities
that will be the future global economic
engines rather than once-mighty relics of
the past.
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