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Market Segment Outlook:
France Non-Life Insurance

AM Best is maintaining its Negative outlook on France’s non-life insurance segment. Factors
considered include:

* Modest real top-line growth on an inflation-adjusted basis.
* Inflation impact on profitability in light of strong competition.
* Volatility sustained by the upsurge in social unrest and climate-related hazards.

Modest Real Top-Line Growth on an Inflation-Adjusted Basis

While AM Best expects overall non-life premium income in France to continue to grow in 2024,
that growth is likely to be modest once adjusted for inflation. Top-line growth for France’s non-
life segment has historically been closely correlated to gross domestic product (GDP) growth.

The French central bank, Banque de France is forecasting real GDP growth of only 0.8% for
2024, reflecting the delayed effect of the uptick in inflation and interest rates on the economy
as well as its negative impact on households” disposable income. This suggests relatively modest
growth prospects for France’s non-life insurers.

France’s non-life segment has historically enjoyed a good level of diversification, with the top two lines-
motor and fire & property-representing 21% and 20% of collected premiums respectively at half-year
2023, according to the French regulator, Autorité de Controle Prudentiel et de Résolution (ACPR).

While growth in these products on an inflation-adjusted basis is typically aligned with real
GDP growth, there are newer products such as cyber for example, allowing for more substantial
growth, albeit from a small base.

Inflation Impacts Profitability in Light of Strong Competition

AM Best believes that inflationary pressures will continue to pose challenges for non-life insurers
in 2024 by pushing up claims costs. Premium rate increases during 2023 were constrained
following the commitment of the insurance industry to a series of anti-inflation measures. As a
result, cost increases were mostly absorbed by insurers.

Further rate increases will likely be seen in 2024 as insurers aim to offset the effects of the claims
inflation seen over the last couple of years. Increases in the price of spare parts, as well as increase
in bodily injury costs, have contributed to claims inflation in lines such as motor. Insurers are
expected to adjust their premium rates going forward to counterbalance the inflation-linked
deterioration in technical results.

AM Best considers it unlikely that these increases will be sufficient to fully restore profitability
due to high levels of competitive pressures. Historically, technical performance is typically only
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modestly profitable or break-even for the segment. However, the actions taken should help to lower the
retail line combined ratio, which stood at 102.9% in 2023 according to France Assureurs.

The complementary health line’s profitability is also expected to remain limited over 2024, reflecting
the experience of 2023 when the line was impacted by soaring costs tied to the increases in medical
costs and certain covers like dental insurance. As a result, complementary health insurers’ margins are
expected to remain constrained.

AM Best expects that investment returns will be a significant contributor to profitability in 2024,
driven mainly by higher yields on insurer’s fixed income portfolios. The uptick in interest rates over
the last two years translated into significant investment losses for insurers in 2022 and 2023, although
these were mainly unrealised and are unwinding as investments mature. However, AM Best notes that
the contribution of investment returns to bottom line results is expected to increase over the next few
years, as insurers are able to secure higher yields.

Volatility, Sustained by the Upsurge in Social Unrest and Climate-Related Hazards
The increase in frequency and severity of natural catastrophe events related to changing climate
trends is expected to put pressure on the technical performance of France’s non-life insurers, despite

the existence of the state-backed natural catastrophe scheme, through reinsurer Caisse Centrale de
Réassurance (CCR).

French non-life insurers generally benefit from unlimited cover against natural catastrophe risks
offered by the state-backed reinsurer. This system has historically largely protected the non-life
segment against technical volatility tied to natural weather events. However, in line with the increase
in claims over recent years, the financing of the state-backed scheme had to be reviewed in order for it
to remain sustainable.

As a result, insurers’ contribution to the scheme will increase from 2025. The increased contribution
will be collected through a surcharge on premiums, but while these are expected to reach EUR 1.2
billion per year, AM Best believes that it will not be sufficient over the medium term as climate-related
events and claims could increase significantly.

AM Best expects that insurers will pass on the effects of the surcharge to their policyholders in an
effort to limit pressure on their margins. However, this could constrain their ability to pass on other
rates increases, such as those tied to inflationary pressures or other changes to market conditions.

In addition, social unrest and heightened geopolitical tensions are expected to further pressure
margins. In 2023, non-life insurers experienced large man-made losses from riots and large protest
movements throughout the country.

Overall, modest growth prospects, claims inflation and higher volatility from natural catastrophe and
man-made events are expected to remain headwinds for France’s non-life segment over the next year.
The segment’s profitability is expected to remain constrained due to high competitive pressures. AM
Best could revise the outlook if inflationary claims pressures decline and premium levels continue to
grow, supported by economic recovery.
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Our market segment outlooks examine the impact of current trends on companies operating in particular segments of the insurance industry over the next 12 months. Typical factors we would consider include current and
forecast economic conditions; the regulatory environment and potential changes; emerging product developments; and competitive issues that could impact the success of these companies.

ABest’s Market Segment Outlook can be Positive, Negative, or Stable.

Best’s Market Segment Outlook

A Positive market segment outlook indicates that AM Best expects market trends to have a positive influence on companies operating in the market over the next 12 months. However, a Positive outlook

Positive for a particular market segment does not mean that the outlook for all the companies operating in that market segment will be Positive.

Neaative A Negative market segment outlook indicates that AM Best expects market trends to have a negative influence on companies operating in the market over the next 12 months. However, a Negative
g outlook for a particular market segment does not mean that the outlook for all the companies operating in that market segment will be Negative.

Stable A Stable market segment outlook indicates that AM Best expects market trends to have a neutral influence on companies operating in that market segment over the next 12 months.

We update our market segment outlooks annually but may revisit them at any time during the year if regulatory, financial, or market conditions warrant.
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Best’s Financial Strength Rating (FSR): an independent opinion of an
insurer’s financial strength and ability to meet its ongoing insurance policy
and contract obligations. An FSR is not assigned to specific insurance
policies or contracts.

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s
ability to meet its ongoing financial obligations and can be issued on either a
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality
assigned to issues that gauges the ability to meet the terms of the obligation
and can be issued on a long- or short-term basis (obligations with original
maturities generally less than one year).

Best’s National Scale Rating (NSR): a relative measure of credit-
worthiness in a specific local jurisdiction that is issued on a long-term basis
and derived exclusively by mapping the NSR from a corresponding global
ICR using a transition chart.

Rating Disclosure: Use and Limitations
A Best’s Credit Rating (BCR) is a forward-looking independent and objective
opinion regarding an insurer’s, issuer’s or financial obligation’s relative
creditworthiness. The opinion represents a comprehensive analysis consisting
of a quantitative and qualitative evaluation of balance sheet strength, operating
performance, business profile, and enterprise risk management or, where
appropriate, the specific nature and details of a security. Because a BCR is a
forward-looking opinion as of the date it is released, it cannot be considered as
a fact or guarantee of future credit quality and therefore cannot be described
as accurate or inaccurate. A BCR is a relative measure of risk that implies credit
quality and is assigned using a scale with a defined population of categories and
notches. Entities or obligations assigned the same BCR symbol developed using
the same scale, should not be viewed as completely identical in terms of credit
quality. Alternatively, they are alike in category (or notches within a category),
but given there is a prescribed progression of categories (and notches) used in
assigning the ratings of a much larger population of entities or obligations, the
categories (notches) cannot mirror the precise subtleties of risk that are inherent
within similarly rated entities or obligations. While a BCR reflects the opinion of
AM. Best Rating Services, Inc. (AM Best) of relative creditworthiness, it is not an
indicator or predictor of defined impairment or default probability with respect to
any specific insurer, issuer or financial obligation. A BCR is not investment advice,
nor should it be construed as a consulting or advisory service, as such; it is not
intended to be utilized as a recommendation to purchase, hold or terminate any
insurance policy, contract, security or any other financial obligation, nor does it
address the suitability of any particular policy or contract for a specific purpose or
purchaser. Users of a BCR should not rely on it in making any investment decision;
however, if used, the BCR must be considered as only one factor. Users must
make their own evaluation of each investment decision. A BCR opinion is provided
on an “as is” basis without any expressed or implied warranty. In addition, a BCR
may be changed, suspended or withdrawn at any time for any reason at the sole
discretion of AM Best.
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