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Caught up in the
oil price crash
Along with the oil and gas industry, the
shockwaves caused by steep falls in value
have hit shipping, services and insurers.

I

magine you have $100 to spend on fresh
produce. Now halve it to $50. Would you still
expect to buy the same quality and quantity
of produce? Or would you accept both quality
and quantity are likely to suffer? This battle
between quality and price has hit the energy
sector hard in the past two years, as crude oil prices
dropped from more than $100 a barrel to less than
$28 a barrel in early 2016.
As AXA Corporate Solutions’ head of marine
cargo and hull, South Asia, Captain Sundeep Khera,
explains: “For the past two years, the oil prices have
crashed. This has had a huge ripple effect on our
business and it also has an effect on the service
industry surrounding the oil and gas sector.”
Khera says it isn’t just the value of the oil that has
had an influence on insurers’ revenues. The value
of the ships drops too, due to supply and demand
imbalances. “At the peak of the oil prices, there was
a lot of money in and around the shipping industry;
a lot of financing tools available. But now many of
those options are no longer available and many
shipping companies have since gone bust, which has
a direct impact on us as marine insurers.
“It is the same scenario as with cargo insurance
when it comes to shipping the oil. All the oil which is
going into the refineries used to go at $100 a barrel
but it's now going for $50 a barrel. That revenue has
halved and it has a direct effect on our revenues as
well,” he explains.
Another consequence of the oil price crash,
which has had a direct hit on marine insurers, is
maintenance of assets. Oil producers are receiving
half as much revenue as they used to for the same
amount of work, meaning that maintenance of the
ships and rigs is affected. “If you have less money
earned, then you'll probably spend less on the
maintenance of these ships. Consequently, the
claims on these ships would also rise for insurers.
It's a double whammy, because not only are insurers
earning less, but the value of claims rises because
the maintenance is also suffering,” says Khera.
Alongside oil producers, shipping companies
have been battling tough times, especially the
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“IT’S A DOUBLE
WHAMMY.
NOT ONLY ARE
INSURERS EARNING
LESS, BUT THE
VALUE OF CLAIMS
RISES BECAUSE THE
MAINTENANCE IS
ALSO SUFFERING.”
AXA Corporate Solutions’
head of marine cargo and
hull, South Asia
Sundeep Khera
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TREND: DEMANDING DISCOUNTS
When comparing Asia with
more mature markets like North
America and Europe, insurers
say Asia is very competitive and
price-driven. The market in Asia
is very downstream-focused,
notes Sharma.
“When the crude oil price
was crashing, US firms were
making losses, but in Asia the
refiners were making profits due
to various factors. I believe this
trend was because they had
much better product chains and
conditions locally.”
Sharma points out that when
it comes to insurance products,
Asian buyers have continued to
be very demanding, even in very
difficult market scenarios.
This attitude could be
due to the maturity of the
markets when compared to
Europe or North America,
where established insurers and
reinsurers dominate. These tend
to have a much better reach
to clients and significantly
better risk management and

communications with them,
says Sharma. “They are able to
help their clients understand
how the market works: that
when there is a loss, the client
will have to contribute in order
to retain a sustainable insurance
market.”
In Asia, the market is less
mature and there has been a
much longer span of softer
market conditions, says Sharma.
While there was some hardening
after the Thai floods in 2011, and
each year since, most clients
are still expecting and receiving
discounts.
Insurers say 2017’s active
North Atlantic hurricane season
is having an impact in Asia.
“Reinsurers have started putting
their foot down and saying no to
discounts. Demand is still there
and brokers are doing their best
but we are seeing indications
of improvements of conditions
in Asia and expect 1/1 renewals
to really change the market,”
adds Sharma.

ones that are directly connected to the oil and gas
sector, says AXA Corporate Solutions’ head of cargo
underwriting, South Asia & Pacific, Luca Ronsisvalle.
“That’s a very challenging segment for us in cargo to
work currently. We have to be very careful and very
selective on which clients we are currently insuring.”
Khera says not only is the price of oil having an
effect on the maintenance carried out on ships, but
it is also having a ripple effect on the quality of staff
who work on the ships. “They're not getting the best
in class, because they can't pay the best wages. The
risk of accidents on ships or human errors is rising,
because they are not attracting the best and most
qualified people.”
This has an effect on the whole industry, he adds,
because accidents going up also means insurance
claims are rising, which has a knock-on effect for
premiums. “We have to be very careful on who we
insure, what level of expertise are they hiring, in
terms of their manning, and what is the grade of crew
they have and the grade of ships they maintain. This
has been an issue we have been monitoring for some
time,” says Khera.
Ronsisvalle also weighs into the quality-of-crew
debate. “We are seeing a spike in the number of
claims due to negligence of crew on board this
vessel, where they contaminate the product or they
www.strategicrisk-asiapacific.com < Q4 2017 ASIA PACIFIC EDITION StrategicRISK
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make mistakes; and mistakes in this end of the
market unfortunately cost millions of dollars.”
OVER THE WORST
Optimism reigns, though, as Khera and Ronsisvalle
both believe the industry has weathered the worst of
the price storm. “The price of crude oil is on the rise.
This is due to various reasons, namely geopolitical
tensions, attacks on infrastructure which cause
downstream outages but above all, in view of Opec’s
firm stand on supply cuts. I believe most of the
companies are used to the new price of oil, which
is closer to $60 a barrel, so they have adjusted their
expectations around that price.”
AXA Corporate Solutions’ national property
manager, Damien Leembruggen, says: “From an
Australian perspective, there has been a lot of
investment in oil and gas, particularly liquefied
natural gas (LNG), somewhere around $250bn worth
of projects in the past decade. Most of these are
now operating or near completion, but the drop in
crude oil prices did put some pressure viability of
those projects.”
Looking ahead to 2018, insurers are confident the
market is improving and has stabilised in the past
few months, compared with how it has performed
for the past two years. “This is a really healthy sign
for the oil and gas industry, not only because it helps
so many of our clients when the market is stable, but
it will also encourage oil companies – in particular
shale gas producers in the US – to spend money on
exploration activities, which brings in new business

“WE ARE SEEING
A SPIKE IN THE
NUMBER OF
CLAIMS DUE TO
NEGLIGENCE
OF CREW... AND
MISTAKES IN
THIS END OF THE
MARKET COST
MILLIONS OF
DOLLARS.”
AXA Corporate
Solutions’ head of cargo
underwriting, South
Asia & Pacific
Luca Ronsisvalle

TREND: TO STORE OR NOT TO STORE
Trade volume of crude oil has not
necessarily reduced; only the value
of the goods, according to AXA
Corporate Solutions. But one trend
the team has seen in the past four
years is an uptick of requests from
clients to store the oil for a period of
time, rather than immediately sell it.
Clients are requesting that they be
allowed to keep it in floating storage
or in a static environment to wait for
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a better moment to sell at a higher
price, a phase of the market known
as ‘contango’. The team says this has
changed the nature of the risk.
However, this trend is coming to
a halt as the price stabilises. More
oil producers are expected to begin
selling off their stocks in the new
year, which means another shift in
the nature of the risk as the oil is
accessed, moved and transported –
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the opposite of contango, known as
‘backwardation’. “This is good for the
producer and good for the traders, but
it's also good for us because it means
more activity, hence potentially more
insurance premiums. We expect more
exposures and more challenging risks
over the coming months than we have
seen in the past few years and we
expect this to continue for at least
another year,” says Ronsisvalle.
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TREND: AUTOMATED SHIPS
The buzz around automation
of vehicles hit new highs in
2017 and cargo is no different,
says the AXA Corporate
Solutions team. Automation
and driverless functionality are
more commonly associated
with cars, but there is talk
of shipping being automated
in the future. In the past
two years, more automated
functionality has been fitted
to vessels than in the past 10
years, but automation is not
without its issues, warns Khera.
“On one hand, there is
the issue of the value of oil
dropping, meaning owners
can't hire the best crew. They
want to reduce the headcount
on ships and automate more
things on board the vessels
to save money. But the level
of automation and the speed
at which the automation is
coming on board ships means
the crew who are serving on
board are not fully trained in
each technology platform, nor
are they used to handling such
a big leap in technology.”
On top of that, says Khera,
there is an increased risk to

for us as insurers,” says Ronsisvalle.
AXA senior energy underwriter Satyendra Sharma
says oil prices’ stabilisation is likely to have a knockon effect for the oil and gas industry. He expects to see
more offshore construction projects and movement
of offshore rigs in deeper waters. These rigs have been
laid up for an uncomfortably long time, he adds.
Onshore activities have been continuing in a more
stable way for a longer period time than offshore, says
Sharma. “This was down to local prices and refinery
owners who were forced to expand or modify their
plans to more high-value products. They have been
forced to review their whole refining process so that
their efficiency and output increases.”
At the same time, there has been pressure from
governments globally for refiners to work towards
producing cleaner fuel. Sharma says because of this

“IF PRICES RISE
BACK UP TO $70
OR $80 A BARREL,
THEN WE WILL
DEFINITELY SEE
MORE INVESTMENT
IN OFFSHORE
ACTIVITIES.”
AXA Corporate Solutions
senior energy underwriter
Satyendra Sharma

insurers due to the complexity
of automated machinery
and the lack of onboard
serviceability. “A few years ago,
there may have been 30 people
on a ship but it is likely there is
only 10 or 12.
“The more we rely on
technology without a backup plan, the bigger the risk
to insurers. Nowadays, when
things go wrong with these
machines, the crew really
don't know what to go back to
because many of them aren’t
trained in old-school methods
like following the moon and
stars. They are too used to
having multiple satellite
navigation systems.”
Coupled with the
serviceability issue, increased
automation brings a heightened
risk of cyber attacks. “The
balance has to be perfect
between the right level of
automation and the right level
of human intervention and
skills. That's a very critical
balance, which we as insurers
see as very important in
this evolving world,” adds
Ronsisvalle.

pressure, downstream energy and offshore oil and gas
markets have been continuously active. “Increasing
crude prices will be a catalyst to a shift in the market
but we still don’t know when this will hit sustainable
levels for us. If prices rise back up to $70 or $80 a
barrel, then we will definitely see more investment in
offshore activities.”
AXA Corporate Solutions’ chief underwriting officer,
Asia-Pacific P&C, Guillaume Parard, says concerns
about a possible dip in maintenance levels could be
a thing of the past if oil prices continue to stabilise.
“There have been some concerns across the market
that the drop in barrel price will also mean cutting of
maintenance costs. But now, we are more hopeful
that maintenance will return to more sustainable
levels.”
AXA’s energy and chemicals expert, Raymond
Cai, adds: “With healthier margins, the asset value
also increases. This means the premium pool is also
increasing, which is very helpful from an underwriting
point of view. It is also encouraging from a client point
of view because they tend to buy more insurance with
better coverage.”
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Customized solutions for risk
transfer, management,
prevention and claims handling

- © Photononstop

WHATEVER YOUR
BUSINESS, WE
ARE HERE TO
PROTECT IT

Our 1,500 employees are committed to protecting your business
over the long term. We can offer you support in 150 countries
via our international network.

axa-corporatesolutions.com

