INSURANCE SECTOR

Spain’s insurance business in
2023 and outlook for 2024

After a strong performance in 2023 under a high interest rate scenario, a softer than
expected economic landing, coupled with the containment of inflationary pressures, paving
the way for a period of rate cuts, foreshadow a new scenario for the Spanish insurance
business in the quarters to come. Nevertheless, under the new scenario, insurance sector
conditions and prospects remain largely bright, allowing for a robust outlook and the
continued sizeable contribution to banks’ profits.

Abstract: As was expected in response to the
extraordinarily rapid and intense period of
interest rate hikes throughout 2023 in the
midst of rampant inflation, last year’s unique
performance marked a turning point for
certain lines of the Spanish insurance business.
Indeed, the more than 76 billion euros of
premium revenues recorded by the Spanish
insurance sector in 2023 marks a new record.
That sharp top-line growth — 18% from 2022
— was driven mainly by the life insurance
business. Turning to the non-life business,

growth in premium revenues remained
remarkably solid, the highest in recent years,
at close to 7%. This noteworthy growth was
driven by business growth in real terms but
probably more so by the revaluation of policy
premiums as a result of the adverse impact
of inflation, which had been weighing on the
business since 2022. However, a softer than
expected economic landing, coupled with
the containment of inflationary pressures,
paving the way for a period of rate cuts,
foreshadow a new scenario for the business in
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In the context of high rates, the more than 76 billion euros of premium

revenues recorded by the Spanish insurance sector in 2023, up 18%

from 2022, largely driven by the life business, marks a new record.

the quarters to come. Nevertheless, under the
new scenario, if Spain’s relatively favourable
economic forecasts are on target, we would be
looking at a new record in premium revenues
for the sector of over 80 billion euros in 2024.
This means sector conditions and prospects
remain largely bright for the insurance sector
as a whole, allowing for a robust outlook and
the continued sizeable contribution to banks’
profits.

Foreword

Now that we have the revenue and earnings
figures for the insurance providers for 2023,
in this paper we assess their performance
last year and then delve into a forward-
looking analysis, shaped by the shifting
macroeconomic context and current financial
conditions.

Last year, the economy was conditioned
by the central banks’ commitment to their
decisive switch in monetary policy, raising
their benchmark rates to tackle the bout
of rampant inflation unleashed by the
pandemic and the fallout from the war in
Ukraine.

Global economic growth stuttered as a result.
However, inflationary pressures were reined
in, faster than initially anticipated. Indeed,
the central banks have begun to taper their
official rates from the peaks reached one
year ago, as inflation started to approach
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their targeted levels. This fresh change of
tack is substantiated by the fact that growth,
fundamentally in FEurope, has slowed
significantly. Spain, however, is holding
up relatively well and momentum is quite
dynamic.

The prospect of a period of anchored inflation,
enabling further rate cuts, is propping up
the markets. And despite the prevailing
geopolitical instability, the equities markets
are at record levels, accompanied by moderate
credit spreads.

The business

In this context of high rates, the more
than 76 billion euros of premium revenues
recorded by the Spanish insurance sector in
2023 marks a new record. That sharp top-
line growth — 18% from 2022 — was driven
mainly by the life insurance business.

The momentum in this line of business was in
turn boosted by the newfound attractiveness
of its products following the “normalisation” of
interest rates after so many years at or
below zero. That was particularly true for
the traditional life and savings products,
many of which had ceased to be of interest
to policyholders in the previous conditions.
Moreover, unit-linked life-savings products,
which boast much higher penetration in Spain
than in many neighbouring economies and
had continued to perform quite well during
the ultra-low rate years, remained buoyant

Turning to the non-life business, growth in premium revenues was the

highest in recent years, at close to 7%, driven by business growth in
real terms but probably more so by the revaluation of policy premiums
as a result of the adverse impact of inflation.
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Spain’s insurance business in 2023 and outlook for 2024

Table 1 Estimated total volume of premiums written in the sector

Estimated total volume of premiums written in
the sector

lions of euros)

- 2020 2021 | 2022 | 2023

Total Direct o) 175 5g89p 61798 64,805 76,364 82 49 49 178
Insurance
Non-life 36,652 37,055 38,247 40,270 43,004 11 32 53 68

Motor 11,312 11,086 10990 11,354 12107 20 -09 B33 66
8936 9387 9854 10543 11285 50 50 7.0 66
7521 7,753 8116 8578 9,158 31 47 57 68
8883 8829 9287 9794 10504  -06 52 55 7.2

Life 27,523 21,837 23552 24535 33360 207 7.9 42 360
4865 4848 5020 5185 5047  -03 35 33 -27
22,658 16989 18532 19,350 28,313  -250 91 44 463
Technical

provisions - 194,786 194,110 195,721 193,683 203808  -03 08 -1.0 52
Life

Source: Author’s own elaboration based on ICEA data.

in 2023. As a result, the sale of life-savings  which in premium terms accounts for only
products soared by no less than 50% from around 15% of the life insurance business
2022 levels. In contrast, life-risk products, (albeit particularly profitable for the sector),

Exhibit 1 Trend in life and non-life premiums
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stagnated or even contracted somewhat,
undoubtedly shaped by the slowdown in the
granting of new mortgages to which this line
is heavily linked.

This combination of growth in life-savings
and stagnation in life-risk translated into
the above-mentioned overall surge in the
life insurance business, which registered
staggering growth of 36% in 2023, as shown
in Table 1 and Exhibit 1.

In terms of provisions, which is a better
indicator for monitoring the life insurance

business, the growth of 5.25% recorded in
2023 is indicative of the substantial growth
in the business after so many years of virtual
stagnation, as shown in Table 2.

Turning to the non-life business, growth in
premium revenues remained remarkably
solid, the highest in recent years, at close to
7%. This noteworthy growth was driven by
business growth in real terms but probably
more so by the revaluation of policy premiums
as a result of the adverse impact of inflation,
which had been weighing on the business
since 2022. The increase in claims costs

Table 2 Trend in technical provisions in the life business
Segment Technical provisions / Assets Change
(Millions of euros) (%)
2019 2020 2021 2022 2023 2020-| 2021-] 2022-| 2023-
2019| 2020| 2021 | 2022

Risk 6,450 6,572 6,914 7,074 7,186
Dependency 29 36 38 42 45 247 49 100 741
Savings/
Retirement 188,307 187,501 188,770 186,498 196,484 04 0.7 12 54
AL 12,343 12,098 11,400 11,034 10,852  -2.0 -58 -32 -1.6
insurance
DECEONeE il 50,326 49,004 47,775 47,215 47,758 26 25 -12 12
Annuities and
temporary 89,989 89,129 88,449 87,635 92,181 -1.0 -0.8 -09 52
income
Transformation
of net worth into 2,594 2,418 2,433 2,258 2,290 68 06 -72 14
annuity
Systematic
individual 14,457 14,441 14,629 13,645 15,033 -0.1 1.3 -6.7 10.2
savings plans
Long-term
individual 4,321 4,397 4,321 4,022 3,754 1.7 -17 -6.9 -6.7
savings plans
Unit-linked 14,277 16,016 19,764 20,689 24,615 122 234 47 19.0
Jchllire 194,786 194,110 195,707 193,683 203,808  -0.3 08 -14 52
Insurance
Pension plans
managed by 46,168 48,278 61,846 55,922 59,884 46 281 96 7.1
insurance entities
TotalInsurance 5 4, 955 242 388 257,568 249,535 263,692 0.6 63 31 57

Entities

Source: Author’s own elaboration based on ICEA data.
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Spain’s insurance business in 2023 and outlook for 2024

Inflation, which only began to ease substantially during the

second half of the year, was a key factor behind the increase
in claims costs, affecting multi-risk as well as motor insurance,
albeit having a considerably lower impact in health and other
non-life categories (which were probably better able to pass

through the impact).

affected some lines particularly hard (e.g., but
not only, motor insurance). Interestingly, the
growth in premiums was very similar across
the four main categories of non-life insurance
(motor, multi-risk, health and other), with
all of them coming in at around the overall
growth figure of 6.8%. The latter three
categories extended the momentum of recent
years, while motor insurance picked up after
years of weakness, albeit largely as a result
of the above-mentioned adaptation of policy
premiums.

Sector profits and margins

As was the case in 2022, the momentum
in revenue from non-life products was not
accompanied by an analogous increase in
claims costs in 2023. Both the motor and
multi-risk  insurance lines experienced
significant growth in these costs, for the third
year in a row since the pandemic, with claims
last year reaching one of the highest levels in
recent years. Claims in the motor insurance
business, at over 80%, were particularly high
and the highest in 15 years. Inflation was
a key factor behind the increase in claims
costs, affecting multi-risk as well as motor
insurance. This process, which only began to
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ease substantially during the second half of
the year, had a considerably lower impact in
health and other non-life categories (which
were probably better able to pass through the
effects of inflation), so that their claims rates
were relatively stable.

The margin implied by the technical account
for the non-life business as a whole, relative to
retained premiums, is largely the result of this
uneven trend in claims across the different
categories. The collapse in the technical
margin in the non-life insurance business
as a whole (from 5.06% to just 1.63% [1])
was largely offset by the improvement in the
margin in health (from 6.07% to 8.70%). As a
result, the aggregate technical account for the
non-life business came to 3.25 billion euros,
which is similar to the level recorded during
the last two years.

Elsewhere, the favourable interest rate climate
in 2023 meant that for the second year in a
row the technical margin in the life business
was largely similar in absolute terms to that
reported by the non-life business (3.25 billion
euros), after a long period of substantially
lower figures. In 2022, that performance

The combination of trends in the life and non-life businesses yielded

blended aggregate sector profit of close to record levels: almost 6.5
billion euros in the technical account and 5.5 billion euros of estimated
profits (margin on the non-technical account), only slightly lower than
the exceptional result of 2020 and implying a respectable, double-

digit ROE of 12.86%.
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had been shaped by the rate normalisation
already embarked on and the extraordinary
release by some undertakings of sizeable
provisions on old product portfolios with
actuarial commitments at high rates; in 2023
it was shaped by ongoing normalisation and
far more significantly, growth in product sales
volumes.

The combination of trends in the life and
non-life businesses yielded blended aggregate
sector profit of close to record levels: almost
6.5 billion euros in the technical account and
5.5 billion euros of estimated profits (margin
on the non-technical account). Looking back
in time, this figure is only slightly lower than
the exceptional result of 2020 (the year of the
pandemic) when profit hit almost 5.8 billion
euros under highly unusual circumstances.

The just over 5.46 billion euros of aggregate
profits recorded by the sector in 2023 implied
a return on equity (ROE) of 12.86%, down
slightly from 2022 but still comfortably in
the double digits, where it has been steady
in recent years. The sector’s solvency ratio
was an equally ample and robust 241.9% at
year-end 2023, two points above the 239.8%
reported by the sector watchdog for 2022.

Table 3

Technical account

Total life and non-life 6,281 5,861
Non-technical account 5,797 5,068

Outlook

Lastly, in terms of the outlook for 2024, we
think the situation will continue to benefit
the sector. Even though the main economies,
particularly the European economies, are
expected to remain sluggish in the coming
quarters, the Spanish economy is expected
to continue to rank towards the top of the
growth league tables, reporting GDP growth
very close to the 2.5% recorded in 2023, in
light of the healthy indicators already released
so far this year. In parallel, inflation should
continue to ease although it is not expected to
close in on the ECB’s target of 2% until next
year.

Logically, this ongoing economic momentum
should continue to have a positive impact
on growth in revenue in the insurance lines
more exposed to the cycle: in non-life, in
the case of motor insurance; and in life, in the
case of life-risk. In life-savings, interest rate
conditions will remain favourable for business
development. However, volumes are likely to
adjust more ostensibly to the downtrend in
interest rates in the second half of the year.
Competition has also increased somewhat as
a result of the recent relative improvement in
remuneration on bank deposits.

Insurance sector results, 2020-2023

(Data rebased to 100%) Result from retained insurance
(Millions of euros)
FY FY FY FY 2021- | 2022- | 2023-
2020 2021 2022 2023 2020 2021 2022

Change (%)

3,169 3,245 19.5 24.8 2.4
3,147 3,253 -20.1 -5.3 3.4
510 170 -40.7 -42.8 -66.7
397 349 -27.0 16.4 -12.1
613 934 -24.0 -14.3 52.4
1,626 1,800 10.6 18.2 10.7
6,315 6,498 -6.7 7.7 2.9
5,626 5,456 -12.6 9.0 -1.3

Source: Author’s own elaboration based on ICEA data.
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Spain’s insurance business in 2023 and outlook for 2024

If forecasts are on target, we would be looking at a new record in

premium revenues for the sector of over 80 billion euros in 2024. "

As a result, in non-life as a whole, we are
looking for continued robust growth in
premiums of close to 5% (down by around 2
percentage points from 2023). Elsewhere,
after the explosive growth of 36% recorded
last year, momentum in life should remain
healthy, albeit logically not as intense: we are
estimating growth of around 10%. If these
forecasts are on target, we would be looking
at a new record in premium revenues for the
sector of over 80 billion euros in 2024.

In parallel with this topline growth, we
think claims costs will fare better in non-life
insurance, helped by the anticipated let-up in
inflation. It is likely that margins will improve
now that premiums have been restated for the
initial surge in inflation. Margins should also
be lifted, barring surprises in the market, by
higher returns on investment portfolios, given
their performance in recent quarters. In short,
it is reasonable to expect an improvement in
profitability against the backdrop of fairly
healthy and consistent growth, albeit naturally
not as frothy as that seen last year.

Notes

[1] Note that prior to the pandemic, this
percentage was over 8%, depicting the scale of
the impairment sustained in margins in this
business.
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