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Climate change challenges of small and medium sized Nordic non-life
insurers

1. Introduction

Climate change is one of the most powerful megatrends altering the operating
conditions of the insurance sector because of vulnerability of societies, individuals
and firms interconnected with their businesses. It has been claimed that climate-
related business risk resembles an iceberg, were around 30 percent of the overall
risk is visible, while the bigger and much greater part is under the surface (Lenckus,
2008). This is the climate risk exposure that might transfer into insurance risks
consciously or subconsciously depending on risk strategies insurers choose. The risk
strategies in question are to accept/retain, reduce, share/transfer, exploit, or ignore
risks.

Socio-economic development of population growth, urbanization and concentration of
wealth in high-risk areas accumulates in great impacts when climate extremes occur.
Other contributing factors exaggerating the situation are inadequate preparedness to
deal with the situation as well as poverty (IPCC, 2007). These situations generate
greater and greater losses in exposed areas such as coastal regions (Munich Re
Group, 2008).

Increasingly, scientists believe that the climate change consequences will be much
worse than originally predicted, effects may develop gradually, but more likely abrupt,
dramatic shift in weather patterns may happen (Dyer, 2009). The Cancun
Agreements put fort at the COP16 conference in 2010 stressed the urgency of
climate change adaptation. Furthermore it recognizes that insurance industry’s
expertise brings potential value in reducing vulnerability and building resilience to
climate change risks, particularly in developing countries (United Nations
Environment Programme Finance Initiative, 2011).

The purpose of the paper is to bring forth a gap in climate change actions between
the larger Nordic non-life insurance companies and the small and medium sized
companies and the role of finance and insurance associations in narrowing the gap.

2. Methods

The paper is based on the Ph.D. study of the author, which conducted a multi-case
study including 16 Nordic non-life insurance companies. Property and casualty
insurance are distinguished from life and health insurances, whereas each segment
is guided by own set of regulatory requirements. Property and casualty insurances,
under the scope of this study, are also referred to as non-life or general insurances.
The non-life insurance companies included in the study are among the biggest in
each country although they differ a lot in size, ownership and core focus. The study
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included companies from Aland, Faroe Islands, Iceland, Denmark, Finland, Norway
and Sweden. Qualitative methods were used to collect data, including interviews,
observation, documents, reports, website information used for triangulation purpose
(Creswell, 2007; Yin, 2003). Interviewees were promised anonymity. For that reason
fictitious names are used in direct quotations. In 62 interviews 74 interviewees
expressed their thoughts about their companies’ environmental actions. Various
analysis methods were used, to analyze the 2,614 pages of interview data, including
theme analysis, cross case analysis and content analysis.

For analysis purpose the companies were divided into two main groups, named the
Island companies and the Mainland companies, each group representing eight
companies (see figure 1). The Mainland company group can further be subdivided
into groups of equal size, called the Mainland local companies and the Mainland
Pan-Nordic companies. The Mainland local group includes companies big in one
Nordic country, whereas the Pan-Nordic group includes companies big in more than
one of the Nordic mainland countries. All companies are among 2-4 of the biggest
companies operating in each country.
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Figure 1 The case groups

Based on Eurostat categories, all of the Islands companies fall under a small and
medium sized (SMEs) category (Eurostat & Schmiemann, 2009). Two of the
insurance companies, one in Aland and one in Faroe Island, are small according to
the definition which means that they employ less than 50 persons. The other two
companies operating in the same markets, together with all the four Icelandic
companies, fall under the medium size category which means that they employ
between 50 and 249 persons. All the Mainland insurance companies are large, with
250 or more persons employed, in this case between 400 to 7 thousand persons.
The structure of Lansforsakringar (LF) has to be explained specifically because of its
uniqueness. In this case 23 customer-owned regional insurance companies,
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Lansforsakringar (LF), cooperate together making LF the biggest player in the
Swedish insurance market, thereby combining the ability of a small company to adapt
to customers' needs and concerns while having the strength and resources of a large
company. Individual LF companies cooperate through a jointly owned
Lansforsakringar AB (LFAB) and its subsidiaries. Together with LFAB, one LF
regional company with approximately 400 persons employed took part in the
research. This company is therefore the biggest among the smallest companies
represented in the research, while at the same time it is by far the smallest company
within the Mainland company group.

3. Insurers and climate change

All categories of insurance core businesses are vulnerable to climate change
consequences (Association of British Insurers, 2007; Epstein & Mills, 2005; Mills,
2005) and insurers are affected directly, through claims, and indirectly through their
investments, through clients’ ability to pay premiums, by changes in the business
environment of their clients, or in retrograded terms of trade from reinsurers. Loss of
life, new diseases, rise in sea-levels, hurricanes, violent storms, floods, torrential
rainfall, wildfires and landslides are examples of climate related risks insurers will
have to deal with (Mills, 2009; The Geneva Association, 2009).

It can be argued that conscious and strategic decision minimizes risks bringing about
desirable development by utilizing existing opportunities. Reducing GHG emissions
and adapting to climate change is expected to present new business opportunities for
the insurance sector (LeBlanc & Linkin, 2010; Mills, 2009; The Geneva Association,
2009), for instance offering of new insurance products, loss prevention technologies,
advisory service, risk-management products for emission reduction and so forth.
Action taken by insurance companies to integrate mitigation and adaptation to
climate change into core businesses is expected to play an important role in reducing
insurance losses (Mills, 2005), thereby mitigating the risk of insurers, clients and the
society. By understanding how incremental climate change will affect their clients,
life, health, and assets, as well as operation of commercial clients insurers can
mitigate insurers own risk.

On global, regional and local levels insurers have been identified by governments
and multilateral bodies as a key sector which can influence actions to deal with
environmental issues, particularly climate change (Ahvenharju, Gilbert, Illiman,
Lunabba, & Vehvildinen, 2011; Charpentier, 2008; The Geneva Association, 2009;
Vellinga, et al., 2001). The case of the Nordic non-life insurers provides a deeper
understanding of insurer’s role on regional and local levels.

Climate change in the context of Nordic non-life insurers

Although Nordic insurance companies operate in areas less vulnerable to
consequences of climate change than most parts of the world (EurActiv Network,
2010) they are nevertheless a part of the global insurance sector and thus prone to
climate change losses through their contracts and investments. According to a Nordic
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survey made by the Carbon Disclosure Project (CDP) insurers recognizes the link
between their own climate exposure and the physical risk of their clients (Carbon
Disclosure Project, 2010).

The reinsurance sector has been active in the field of climate research for decades,
and the insurance sector is regarded as a leading sector in terms of adapting to
climate change (Nitkin, Foster, & Medalye, 2009). Yet, on Nordic institutional level
there is very little knowledge available on the adaptation and mitigation efforts of the
insurance sector. Only one pan-Nordic studyl has been done on this topic, but non
scholarly literature was found. This study was issued by the Nordic Innovation, on
behalf of the Nordic Council of Ministers (Ahvenharju, et al., 2011), in October 2011.
The focal point of study was environmental policy in general and what role insurers
have to play in developing environmental policies. None of the 22 interviewees
interviewed for the study came from the Island companies. This means that actions of
SMEs insurers are not known. Nordic insurance companies are therefore well worth
the attention of a researcher as the study will “fill a void in existing literature”
(Creswell, 2007, p. 102) by bringing in perspectives of big and small insurance
companies.

Reputation of industries can be at risk because of environmental disasters or
negative environmental impacts of companies within a given industry. Therefore it
can be in the best interest of industry associations to develop environmental
standards or principles, pressing companies to abide them (Nidumolu, Prahalad, &
Rangaswami, 2009). In this case it appears to be the collaboration between the
Mainland Nordic industry associations and the four Pan-Nordic companies which is
setting standards for others to follow on how the industry should address
environmental issues. However other local Mainland companies are also proactively
find ways to influence the development of the sector, for instance with eco-labeled
insurances (Naturskyddsféreningen, 2011).

4. Barriers for actions

Research has shown that scientific knowledge about climate change is not enough
for people to act. There are psychological and sociological factors, which inhibit
people to accept the threat and act according to their national climate policies
(Sandvik, 2008). One reason is that people believe that they will not be affected by
climatic events (Kunreuther, 2006). It is however argued that as the consequences of
climate change becomes more evident the social pressure on the corporate world
intensifies (Hill, 2010; Hoffman, 2000).

In 2002 United Nations Environmental Programme Finance Initative (UNEP FI)
identified four types of barrier preventing companies from engaging timely in
addressing anthropogenic climate changes. These are cognitive, political, analytical,
and market operational barriers discussed below (Dlugolecki & Loster, 2003). Other
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barriers for actions which the literature and interview data brings forth are uncertainty
barriers, character barriers, lack of pressure and companies size.

Cognitive barriers

This is mainly an internal barrier where environmental (and social) issues are seen as
marginal to bottom-line performance of the companies. Secondly, climate change is
an issue likely to cut across all functions of financial services, thus making the
impression of shared responsibility discouraging any group of financial stakeholder to
take the lead. Thirdly, the financial sector does not see economic value in addressing
climate change because the financial risk of the planning-horizon and climate change
does not link together (Dlugolecki & Loster, 2003).

Political barriers

This is an external barrier hindering actions of the private sector, as there has been,
and still is, considerable setback in creating political frameworks for assigning
international carbon management, and adaptation measures. This is also a
governmental leadership issue, and regulatory and policy issue as there is
uncertainty about regulators commitments to uniform establishment and
implementation of long-term binding emission reduction targets. In developing
countries there is a substantial restriction on foreign financial institutions (Dlugolecki
& Loster, 2003).

Analytical barriers

Insufficient analysis and information from key advisors offering service to the
insurance sector is seen as a barrier, resulting from low climate change awareness of
the advisors. This is both internal and external barrier, since insurers count on
external consultants for advice, which themselves rely on basic scientific knowledge.
Furthermore, financial benefits of climate friendly projects are poorly understood, and
availability of data on corporate climate change strategy makes it difficult to analyze
potential business risks. This includes understanding how greenhouse gas and
climate change regulations will impact the financial sector (Dlugolecki & Loster,
2003).

Market operational barriers

The main market barrier is that clean technology does not hold commercial
advantages for potential investors, leading to environmentally related market failure
in five categories of “public goods, externalities, monopoly power, inappropriate
government intervention, and imperfect information” (Dean & McMullen, 2007, p. 52).

Uncertainty barriers

This barrier focuses on delay in climate related actions of various stakeholders. A
considerable time has been used on 'exact science' meaning to get the climate
change forecasts right, which will never be the case, because there are still
“‘weakness and ambiguity of signals about climate change and the uncertainty about
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benefits flowing from adaptation measures” (Berkhout, Hertin, & Gann, 2006, p. 135).
This means that corporate decision makers as well as policy makers hold off actions
while they wait for enhanced information about climate change before impact and
adaptation assessments are made.

Character barriers

The nature of the insurance business can also been regarded as a barrier. Inherently
insurance business is backward looking sector using claims statistics to evaluate the
risk and set premiums. Climate change however requires forward looking thinking
and modeling. Insurers must therefore update and adjust their climate change
models instead of merely looking in the rear mirror focusing affirmative numbers. In
addition the notion of “relatively moderate environmental footprint” of insurers might
also reduce the emphasis on climate related actions because of the intangible
service insurer’s offer.

Lack of direct pressure

Pressure on insurers to adapt is to greater extent indirect through suppliers and
investment options meaning that there might be the notion that there is less need to
act on the pressure. Additionally resources needed to adapt might also be arranged
by actors outside companies boundaries (Berkhout, et al., 2006), for instance within
municipalities which need to adjust local infrastructure to prevent property losses
covered by insurers.

Companies’ size

Limited amount of research exists on environmental strategies of micro, small and
medium sized firms (SMEs), and how they reduce their environmental impacts
(Aragon-Correa, Hurtado-Torres, Sharma, & Garcia-Morales, 2008; European
Commission, 2007; Worthington & Patton, 2005). Large companies have showed to
be more proactive in carrying out environmental initiatives (Chen, 2008; Worthington
& Patton, 2005).

It has been assumed that the key barrier is that SMEs have limited resources to deal
with environmental issues beyond complying with laws and regulations (Aragon-
Correa, et al., 2008; European Commission, 2007). More specifically main barriers
associated with financial resources, organizational structure, management style,
human resources, status of environmental management, capacity and experience in
manufacturing processes, technological approach, innovative capacity, external
cooperation and lack of market rewards (Brio & Junquera, 2003; Hillary, 2004). In
addition to resource issues, internal factors such as awareness, attitude and
companies culture are considered to be barriers for SME’s when adopting
environmental improvements (European Commission, 2002). However, when urged
to move SMEs can leverage their size, enabled by short communication lines,
flexibility and entrepreneurial mindset to move fast (Aragén-Correa, et al., 2008).
While environmental attitude of SMEs is considered positive it is not followed by
actions (Rutherfoord, Blackburn, & Spence, 2000; Worthington & Patton, 2005).
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Environmental awareness of SMEs is regarded limited (European Commission, 2002;
Taylor, Barker, & Simpson, 2003; Worthington & Patton, 2005) and SMEs tend to
associate costs with environmental action rather than opportunities (Rutherfoord, et
al., 2000; Taylor, et al., 2003; Worthington & Patton, 2005). Furthermore, business
focus of SMEs is shorter than for bigger companies (Worthington & Patton, 2005)
and managers are more skeptical about the financial benefits associated with
environmental actions.

Trade associations are considered a key player moving the SMEs along
(Rutherfoord, et al., 2000).

5. Relative size and importance of SMEs

Acting on local communities concern, addressing needs of local residents and
corporations, and influencing the discussion to reduce local vulnerability are the key
responsibilities of insurers. In this respect is it critical to recognize the important role
of the smaller companies to deal with environmental issues on local level.

As an example the Faroe Islands were hit with severe storms on November 24 and
December 25 2011, whereas the storm of November 24 was the worst storm the
Faroese had experienced since 1988, contribution to poor financial outcome of the
company because of widespread damage to properties (P/F Trygd Tryggingarfelag,
2012). Employees were informed about the situation, and extra help was recruited to
handle claims notifications as soon as they started to pour in the following morning.
Within two days 10 percent of the claims were already paid out and majority within
two weeks (Tryggingarfelagid Fgroyar, n.d.). This suggests that small size of
companies and strong ties in the community often enables small insurers to act fast
when needed.

The study shows that many Nordic non-life insurance companies are responding to
environmental and climate risks shaping their business environment. The study also
brings forth a striking difference between Islands companies and the Mainland
companies in most areas of actions except in loss prevention were companies of all
size place their emphasis. Inactiveness of Islands companies is for instance
manifested in corporate governance, awareness and employee engagements,
housing and energy consumption, transportation, information technology, products,
partnership and collaboration.

Size of companies can be relative depending on who is discussing it and in what
context. Insurance companies, which are small in regional or global comparison, can
be big on the local market, or in niche markets such as marine industry or agriculture.
In most cases interviewees from the Islands communities did not see their
companies’ size as a barrier for action. On the contrary they recognize their
companies’ size as a benefit, which contradicts to some of the existing literature
emphasizing size as a barrier for environmental actions.
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The social role of insurer in small communities came forth as a topic; for instance
when discussing feelings for their fellow citizen and sympathy, which might be an
important factor when adapting to risks threatening small communities. Interviewees
from Islands companies claim that even though the companies are small in a Nordic
or global context, they are big in their societies, with big client base, and as such they
are looked at as role models and therefore important players in terms of solving
sociological issues. Big companies in small communities’ can raise awareness of
various stakeholders about societal issues and support local industries.

Big size was by some interviewees recognized as a barrier for action as it is more
challenging to influence actions throughout a large company, than it is in a smaller
company.

Based on a framework provided by the Geneva Association (2009) the SMEs are
considered inactive/reactive while the Mainland companies are moving towards
integrating environmental issues into their core business decisions. Inactiveness or
proactiveness is influenced by different strategic mindsets whereas so-called win-
lose defensive risk related mindset is to a great extent evident in the Islands group
while the Mainland organizations have too a much greater extent embraced
environmental strategic perspective (Hoffman, 2000).

Even though interviewees did not recognize size as a barrier, lack of actions evident
in the study demonstrates that the SMEs are to great extent lagging behind the
Mainland companies in their attempt to address environmental issues. This supports
finding of other studies, which claim that while environmental attitude is considered
positive among SMEs, it is not followed by actions (Rutherfoord, et al., 2000;
Worthington & Patton, 2005). Barriers for actions discussed in section 4 were all
evident in the interview data, except for the market operational barrier which was not
brought up in discussion by interviewees.

The SMEs and the large Nordic non-life insurers act under different types of
pressure. The smaller insurance companies identify market and regulatory pressure
as the main driving force of actions, while the Mainland companies recognize
pressure from peers, market and social pressure, e.g. from potential clients and the
media, as the most critical factors. The study shows that peer pressure is of different
nature than market pressure from competitors, as this pressure is more collaborative
than pressure between market rivals as usually defined (Porter, 1979).

In addition, interviewees from the Islands companies expressed a lack of pressure.
Lack of pressure also works in the other direction meaning that interviewees do not
believe their companies are in the position to influence actions of various
stakeholders to same extent as the Mainland companies believe they can.

Both Islands and Mainland companies recognize their role in influencing suppliers.
This role can been subdivided into upstream and downstream suppliers, meaning
suppliers selling directly to the insurers (upstream) and claims partners
(downstream). Both of those roles were evident in the interviewee’s answers. The
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other important role evident in Islands interviews is the role of influencing customers.
Influencing authorizes was on the other hand quite evident in the interviews in the
Mainland companies, followed by discussion about influencing customers.

Interviewees in the Islands companies see governments having a role to play in
influencing positive changes concerning the environment through taxes and fees for
instance in transforming the national vehicle fleet into less emission vehicle fleet.
Interviewees did not discuss the role of insurers in supporting this development
although this transformation will also influence insurers as cars are one of their big
insurance categories.

The media is seen important in balancing the bipolar debate about environmental
issues, moving the discussion to a higher level. In Faroe Island political parties have
not put environmental issues on the agenda, meaning that politicians are not
debating the issue. There is no political party in Faroe Islands with green profile,
conversely to many European countries, and as one of the interviewee points out:
We are not interested in green package (Signar Samuelsen).

In the Islands companies’ interviewees were not so convinced that they can influence
customers as customers can themselves choose between repair service providers,
thus not choosing the one with the greenest profile. The only lack of driver evident in
the Mainland group came from Finland, were environmental issues are not faced to
the same degree as Denmark, Norway and Sweden according to interviewees.
Additionally the Finnish Association of Insurers is seen as a passive group not putting
pressure on financial service and insurance companies.

In the Islands group interviewees claim that they act under price pressure and can for
that reason not focus on environmental issues. This line of thinking was not evident in
the Mainland companies. It was rater seen as a way to differentiate the business from
competitors. When price and products are similar it is the “sympathetic value” (Jesper
Blomgren) that will influence customer choice.

Climate change awareness was particularly low in Faroe Islands and Iceland
whereas many of the interviewees did not recognize the link between the insurance
business and climate change. When discussing environmental issues with high-level
executives from the Icelandic insurance sector some of them labeled environmental
actions as pet projects, on the sideline of the business, or luxury problems, rather
than pressing issues and that kind of projects would be the first to be slashed when
downsizing as a result of economic crisis. Those types of projects would also be very
low on the priority list.

Those interviewees who mentioned resource issues of SMEs, discussed lack of time
or financial resources and lack of joint insurance platform to discuss environmental
issues. A joint platform would save resources therefore being an enabling condition
for smaller companies.
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6. Discussion

Dealing with climate change requires actions of various stakeholders including
individuals, businesses, academia, media, authorities, and municipalities. Insurers
are in the position to influence actions and reduce local vulnerability. It is likely that
larger insurance companies will set industry standards smaller companies have to
follow. Although interviewees in the SMEs did not recognize size as a barrier for
actions, lack of actions evident in the study demonstrates that the SMEs are to great
extent lagging behind the Mainland companies in their attempt to address
environmental issues. Even so it is critical to recognize the important role of the
smaller companies to deal with environmental issues on local level as the case from
Faroe Islands demonstrates. If the SMEs are unable to cope with the situation and
become insolvent reputation of industries can be at risk as well.

Giving the fact that the Nordic insurance sector represents over 300 insurance and
pension companies providing solutions to more than 25 million citizens (Nordic
Insurers Climate Conference, 2009) it is important to bring smaller companies up to
speed in acting on climate risks. Even if the study design took into account the SMEs
in Islands communities, it is just as likely that size related barriers apply to other
SMEs Nordic mainland insurance companies as well.

Size-related barrier is feasible to overcome through benchmarking, collaboration and
joint platforms, e.g. insurance and finance associations, for discussing environmental
issues which would save limited resources in building up basic knowledge enabling
SMEs to act. Trade associations have been considered a key player moving the
SMEs along (Rutherfoord, et al., 2000). Enabling conditions brought up in this study
have however not been utilized, as manifested in the absence of the SMEs in pan-
Nordic insurance climate change conferences in 2009 and 2012.
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