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FACING A CHALLENGING ENVIRONMENT

T

he pandemic was raging on throughout 2021, forcing the Government
to impose a prolonged lockdown in many key economic regions of the
country. However, the economy has recovered in the fourth quarter,
leading to a year-on-year GDP growth of 2.58%.
According to the Insurance Association of Vietnam, Vietnam's insurance
market grew 16.7% compared to 2020. The non-life insurance sector only
recorded a year-on-year increase of 4.3% in premium revenue due to Covid-19
pandemic’s impact that caused a disruption and decline in the production and
business activities. Fierce competition and worsening loss situation remained
significant concerns and took their tolls on the underwriting profitability of
many insurers.

SUSTAINED THE GROWTH
MOMENTUM IN 2021

VIETNAM’S
NON-LIFE
INSURANCE
MARKET
PROMOTING DISTRIBUTION CHANNEL
AFTER COVID-19
REINSURANCE PREMIUM REVENUE IN 2021
TOTALED VND2,246.2 BILLION, ACHIEVING 111.2% OF THE YEAR’S PLAN
In the context that the economy in general and the
insurance market in particular is still unable to recover
from the impacts of the Covid-19 pandemic, VINARE chose
to lay focus on core business in order to boost underwriting
profitability. The result was rewarding as gross written
premium exceeded target by 11.2%, reaching VND2,246.2
billion, in which premium written from core business
increased 7.2% against initial expectation of 6%. This
outcome was achieved thanks to VINARE’s strengthened
customer relationship to promote facultative business,
exploring new revenue streams, and maintaining
disciplines to ensure underwriting profitability. The
combined ratio in 2021 was 2.3% lower than the previous
year and stood at 97.1%.
In 2021, the Corporation’s financial investments and other
activities posted a growth rate of 5.6% year-on-year and
exceeded the plan by 3.7%.

As a result, VINARE’s pre-tax profit reached nearly VND
408 billion, exhibiting an increase of 14.2% year-on year
and 8.2% above target.
VINARE maintained its solvency margin of 6.7 times higher
than the minimum margin stipulated by the Ministry
of Finance. Dividend payment for fiscal year 2021 was
proposed at 13% compared with the initial projection of
12%.
In the review period of 2021, AM Best has affirmed VINARE’s
Financial Strength Rating (FSR) B++ (Good) and the Issuer
Credit Rating (ICR) is at “bbb+”. VINARE is one of the
first two insurance/reinsurance companies in Vietnam’s
insurance market to have its financial strength rated by an
international rating agency since 2013 and continuously
maintains the rating B++ since then, reflecting its strong
financial position and good operating results.

T

he Covid-19 pandemic has affected all aspects of
socioeconomic situation in Vietnam, making 2021
a challenging year for the Vietnamese economy.
The non-life insurance market, which is heavily reliant on
economic performance, was not immune to adverse effects
in 2021.

According to Insurance Association of Vietnam, the non-life
insurance market posted a growth rate of 4.39% year-on-year
in 2021. Although the first half of the year saw a remarkable
turnaround with a growth rate of 10%, the outbreak of the
pandemic at the end of April 2021 cast a shadow on the
recovery, particularly in personal insurance lines such as
health and motor insurance. In general, total premium
revenue grew by only approximately 2.6% in the first nine
months of the year. Regardless of a rebound in Q4/2021, a
setback from the growth of 6.3% in 2020 was inevitable.
Retail business, including health and motor insurance, was
hardest hit, in which personal accident insurance premium
recorded a decline of 4.55% in 2021 compared to 2020 while
several insurers intentionally ceased or downsized this
product line due to challenges in managing acquisition costs.
In contrast, health insurance continued to grow positively
(7.73%) thanks to increasing demand as a result of raising
awareness after Covid-19.
Among the commercial lines, the two business lines most
impacted by the Covid-19 pandemic in 2020, i.e. cargo
and aviation, also experienced the greatest recovery in
2021, growing at 21.69% and 44.04% respectively. Property
insurance maintained a steady growth rate of roughly 18.3%
in 2021. Engineering insurance witnessed a strong growth
of 9% during the first half but gradually slowed down in the
second half due to Covid-19 distancing measures. Given that
many mega projects were delayed or disrupted, premium
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revenue from Engineering was estimated to increase by
approximately 1.56% compared to 2020.
The non-life insurance market in 2021 continued to observe
a diversification in distribution channels. The trend of
insurance products being designed and offered to customers
together with sales packages is getting more and more
prevailing. The cooperation with major e-commerce sites
(Lazada, Tiki, Shopee) or service applications including Grab
is regarded a great solution for mutual benefit, as insurers
will take advantage of these channels’ extensive customer
portfolios while a wide variety of products can be provided
for customers. By utilizing digital technology to assist
customers in purchases and services seamlessly, diversifying
distribution channels is considered a beneficial move in the
market to maximize revenue, manage costs, and enhance
customer experience. Hence, insurers have recently made
significant investments in technology to analyze customer
data for a better understanding of customer preferences,
from which innovative solutions can be developed to fulfill
their demands.
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CIRCULAR 329 AND

COMPLIANCE ISSUES

C

ircular 329/2016/TT-BTC specifies the provisions of
Decree 119/2015/ND-CP dated 13 November 2015 on
compulsory insurance in construction investment
activities. The Circular outlines the regulations, terms,
premium tariff, financial regime and reporting insurance
regime in construction investment activities, such as
construction insurance, workers’ compensation insurance
for construction consultancy and construction workers on
the work site.

There might be a number of causes as to why compliance
was so poor. One of the reasons was that the terms
and conditions of the policies had to follow the bidding
requirements which, in many cases, were not aligned with
the Circular’s. On the other hand, some of the Circular 329’s
provisions do not align with the standard CAR and EAR
policies that have been widely utilized in Vietnam and the
region. Hence, auto acceptance from foreign reinsurers
was not possible.

From VINARE’s viewpoint as a reinsurer in the market,
some issues surrounding the compliance to the Circular’s
provisions, effective since March 2017, have been revealed
and will soon need to be addressed.

Competition pressure might be another possible cause,
including purposeful non-compliance of the insured and/or
insurer by way of skipping the regulated tariff in the Circular.

The data collected by VINARE via its underwriting of CAR
and EAR policies in 2021 showed that the number of policies
fully complying with Circular 329 only accounted for 28% of
the total and less than 2% had sums insured greater than
VND700 billion.
The types of works insured are broken down as follows:
• Power transmission lines, including substations: 25.8%
• Accommodations and roads: 15.7% of each kind
• Embankments (including ports and reservoirs): 16.7%
• Bridges: 5.6%
• Other types of works such as hydropower plant,
industrial factories, waste and clean water treatment,
and wind mills, etc.: 37%.
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Risks which were not supported by the international
reinsurance market were either retained by or shared
among local insurers with coverage gaps at their own costs.
Insurers have advocated for the Circular 329 to be amended
to make it more compatible with international practices and
allow for automatic acceptance by reinsurers. Additionally,
given the aim of fostering fair competition in the market,
insurers have suggested that the Insurance Supervisory
Department would ramp up the inspection of Circular 329’s
implementation.
Currently, the Insurance Supervisory Department is
conducting a review of the Circular.

VIETNAM INSURANCE INDUSTRY BRACING
FOR RISK-BASED CAPITAL

The Solvency Margin model (Solvency I) currently applied
in Vietnam insurance market was first introduced in Europe
30 to 40 years ago and has become outdated as it might
misrepresent an insurer’s financial standing. This model has
been replaced by the Risk-Based Capital (RBC) or Solvency II,
which enables the competent authority to monitor insurers’
financial standing more precisely. At the same time, insurers
can identify their risk appetite and undertaking capability
as well as quantify risk levels for prompt actions to ensure
their financial safety. Several Southeast Asian markets like
Singapore, Malaysia, Indonesia, and Thailand have embraced
this development and converted to RBC model for several
years now.

Even when a model is in place, there will need to be a roadmap
for adaptation. Insurers, particularly non-life insurers with
little involvement of foreign capital, have long been used to
the simple calculation of Solvency Margin, which is easily
attainable. The RBC model, however, require insurers to
establish an effective risk management system with the
capacity to identify and quantify risks in accordance with
the nature, scope and complexity of their business operation
which can be categorized as underwriting risks, market risks,
operational risks and other risks. The model is then applied to
quantify the impact of each category and the aggregate will
represent the risk-based capital to be determined.
A tentative roadmap has been suggested as follows:

Given this irreversible trend, Vietnam has also taken the first
step in moving to RBC model by codifying it into the amended
Law on Insurance Business which has just been passed by
the National Assembly. This is considered a right move to
enhance each insurer’s resilience to risk and accountability.
For the regulator, RBC provides a new and efficient tool to
supervise the financial situation of market players, thus
better protecting insurance buyers’ interest and ensuring fair
competition in the insurance market.
However, RBC in Vietnam still has a long way to go until
detailed requirements can be formalized by the Ministry of
Finance. In the process, the regulator might need to consult
independent advisory as well as request inputs from market
players.

Phase 1: In the first three years following the Law on Insurance
Business’s effective date, based on the model and guidelines
promulgated by the Ministry of Finance, insurers shall
conduct their own calculations to determine the required
risk-based capital and the gap between the require capital
level and the currently available. The shortage of capital, if
any, will have to be filled within the next three years to ensure
capital adequacy ratio. At the same time, the Ministry of
Finance shall make appropriate adjustments and develop
detailed guidelines on the risk-based capital model;
Phase 2: The impact assessment is conducted to perfect the
market model over the following two years.
The five-year implementation roadmap is an appropriate
buffer given the regional experience, allowing insurers to
make changes to portfolio and adapt to new requirements.
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REINSURERS’

PERSPECTIVE ON NEW PROVISIONS OF DECREE NO. 97/2021/ND-CP

On 8 November 2021, the Government issued Decree 97/2021/ND-CP revising and supplementing a number of provisions
of the Decree No. 23/2018/ND-CP dated 23 February 2018 on compulsory fire and explosion insurance. The new Decree,
effective from 23 December 2021, introduces some major amendments:

The compulsory fire and explosion tariff
First, the tariff of Decree 97 has been aligned with the list of establishments at risk of fire and explosion specified in
Appendix II of Decree 136/2020/ND-CP which provides guidance to a number of provisions of the Law on Fire Fighting and
Prevention and the Amended Law on Fire Fighting and Prevention.

Decree No.
23/2018/NĐ-CP

Decree No.
97/2021/NĐ-CP

0.15% & 0.10%

0.10%

Amusement park, zoo, aquarium

0.10%

0.05%

Stadium

0.15%

0.06%

Not specified

0.15%

0.05%

With sprinkler: 0.05%
Without sprinkler: 0.1%

0.08% & 0.12%

0.15%

Explosive production establishments that exploit, process, produce, transport,
trade, use and preserve petroleum, petroleum products and gas; other production and processing house of inflammable goods.

0.35%

0.50%

Thermal power plant

0.10%

0.15%

Hydropower plant; nuclear power plant, geothermal power plant, tidal power
plant, waste-to-energy power plant, biomass power plant, biogas power plant,
cogeneration power plant and other power plants

0.07%

0.12%

Floating wind and solar power plants

0.07%

0.5%

Substations, substations with voltages greater than 110kv, power transmission lines

0.12%

0.20%

Paper production house

0.20%

0.35%

Printing factory (excluding paper production and paper processing)

0.15%

0.20%

Factories for polishing and milling of rice, wheat and all kinds of agricultural
products

0.20%

0.15%

Production and processing factories of animal feed and other feed

0.20%

0.15%

Production and storage cellars of flammable and explosive substances

0.40%

0.50%

Container yard

0.10%

0.20%

Cold storage

0.075%

0.20%

Building material warehouse

0.075%

0.20%

Non-combustible commodities and materials with flammable packages (placed
outside of the production facilities and factory)

0.075%

0.10%

Brick, ceramics, cement, plaster

0.075%

0.10%

Metal, spare parts

0.075%

0.10%

Engine lubricant and grease

0.075%

0.10%

Mineral water and beverages

0.075%

0.10%

Theatre, cinema, circus; convention centre, event venue; cultural centre, club,
beauty salon, massage spa

Restaurants, food stalls
Hotel, guest house, motel, inns, other accommodation facilities
Auto repair shops for car and motorbike
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“For establishments at risk of fire and explosion with total
sum insured at one location higher than VND1,000 billion
(except for nuclear facilities): the insurer and the insured
shall agree on the rate of premium which is supported by
the reinsurer. Under any circumstances, the amount of
premium shall not be less than VND1 trillion multiplied by
the premium rate outlined in Clause 1, Section I, Appendix
I issued together with this Decree.
For nuclear facilities: The insurer and the insured shall
agree on the premium rate supported by the reinsurer."

Some changes to the minimum premium rate (VAT excluded):
List of establishments at risk of fire and explosion

Additionally, Decree 97 establishes specific regulations
on the minimum tariff for establishments with sum
insured higher than VND1,000 billion:

Classification of fire and
explosion hazards (A, B, C, D, E)
According to Decree 97, the Ministry of Public Security
is responsible for classifying and documenting fire
and explosion hazard classes (A, B, C, D, E) for industrial
enterprises in the minutes of acceptance or safety
inspection of firefighting and prevention.

Additional provisions on
compulsory fire and explosion
insurance certificates
According to Decree No. 97/2021/ND-CP, a compulsory fire
and explosion insurance certificate must be issued to the
insured by the insurer.
Regarding the issuance of electronic insurance certificate,
the insurer must abide by the Law on Electronic Transactions
and its guidelines. The electronic insurance certificate must
fully adhere to current regulations and reflect the provisions.
Decree No. 97/2021/ND-CP has established a more
transparent legal framework with amended tariff aligned
with Decree No. 136/2020/ND-CP. In addition, the issuance
of compulsory fire and explosion insurance certificate
has enabled the competent authority to easily inspect
the purchase of compulsory fire and explosion insurance.
Furthermore, the use of electronic certificate is considered
favourable for both the insurers and the insureds in the time
of 4.0 revolution. Specific provisions on how the premium
written can be utilized help provide larger fund for the
procurement of fire fighting and prevention equipment.
Finally, the classification of fire and explosion hazards (A, B,
C, D, E) for industrial sites provides a solid base for insurers to
determine the rates to be applied, ensuring the comparability
between rates for the same category of risk, thus preventing
disputes during the implementation of compulsory fire and
explosion insurance.
However, the provision regarding risks with sum insured of
over VND1,000 billion where the minimum sum insured of
VND1,000 billion can be applied to calculate the premium may
result in flat premium applied to all risks of this magnitude
regardless of the actual sum insured in excess of VND1,000
billion. As a result, risks with sum insured higher than
VND1,000 billion can be insured at lower rates, since it is the
absolute amount of premium that needs to be met and not
the rate. In addition, there is no provision on the minimum
deductible for these risks. This can lead to risks with sum
insured over VND1,000 billion having very low deductibles if
not bound by treaty terms and conditions whilst these are
typically applied for high-risk category like 4 or 5 only.
Although the regulator has firmly stated that insurers are not
permitted to apply the "No-claim bonus” term in the insurance
policy if the premium rate is already the minimum according
to the Decree No. 97/2021/ND-CP. Although this is the case,
insurers nevertheless continue to employ this and other terms
to reduce rate, such as “Long-term agreement” and “Fire
fighting”.
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AGRICULTURE
INSURANCE IN
VIETNAM

OPPORTUNITIES
Recent developments
in agriculture insurance
Agriculture,
farmers
and
rural
development have long been seen as
essential factors in Vietnam's political,
economic, and social security. Farmers
and agriculture businesses, however, are
constantly exposed to a wide variety
of risks with varied levels of impact. As
such, agriculture insurance is considered
an effective financial tool to help
them recover from damages caused
by natural catastrophes and diseases
throughout the production process.
The first agriculture insurance product
was launched by Baoviet back in 1982,
however, agriculture insurance coverage
to date remains modest and far from
fully exploring its potential.

8

VINARE | INSURANCE & REINSURANCE NEWSLETTER

T

he Pilot Agriculture Insurance Scheme was launched in
2011 following Decision No.315/QD-TTg of the Government
whereby three insurance products including rice crop,
livestock and aquaculture were marketed in 20 provinces and cities.
The Scheme was meant to be valid for a period of three years and
by the end, coverage was provided to 304,017 farm-holders and
businesses with a total insured value of about VND7,750 billion.
The total premium written was VND394 billion whilst total claims
settlement amounted to VND728 billion.
The Pilot Scheme was followed up by a legal framework set out
under the Decree No. 58/2018/ND-CP and decisions on specific
subsidy policies. Vietnam National Reinsurance Corporation
(VINARE) continues to collaborate with the strategic partner Swiss
Re and domestic insurers including Bao Viet and Bao Minh to provide
coverage with some changes in terms and conditions. Currently,
the insurers are selling their products in 4 provinces Nghe An, Thai
Binh, Ha Giang and Binh Dinh to more than 16,000 farm-holders with
the insured value of nearly VND145 billion. It can be seen that the
outcomes were far less impressive than anticipated.

CHALLENGES
Why is agriculture insurance
penetration still low?
The Pilot Scheme from 2011 to 2013 was relatively
successful from the perspective of penetration level
owing to its intensive subsidy policy. In the 2019–
2021 period the policy has been changed towards
lowering the subsidy level for insurance premiums,
leading to less interest from local authorities. The
insurers had to work on their own from marketing
the products to collecting data instead of being
assisted by a steering committee as was the case
during the Pilot Scheme. The Covid-19 outbreak
during this period also added to these challenges
and caused disruption in communication with
customers.

Outlook
A new decision by the Government was just released on 9 May
2022 which details supports to agriculture insurance buyers
in terms of premiums in some specific sectors. VINARE is also
actively coordinating with the leading reinsurer Swiss Re as
well as domestic insurers in order to revise current insurance
products as well as develop innovative products that are more
viable and tailored to the climate and soil conditions and actual
needs of each area.
Given that 65% of the population inhabits in rural areas and the
current low penetration, the potential for agricultural insurance
in Vietnam is huge. Nevertheless, uncertainties regarding
natural catastrophes and pests require a cautious approach
to risk management. In order to have higher awareness of and
interest in agriculture insurance on the buyers’ side, further
supports from the central to local authorities are essential so
that farmers may benefit from relief and protection against
natural catastrophes and pests.
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RENEWABLE
ENERGY

BECOMING HIGH RISK EXPOSURES

T

he Ministry of Industry and Trade recently released and presented to the Prime Minister
a tentative National Power Development Plan for the period of 2021–2030 with a vision
to 2045 (Power Plan VIII). Following rigorous research and evaluation, the Government
ordered the Ministry to finalized the Plan and guarantee Vietnam's commitment to achieve
net-zero carbon emission given at the COP26 conference taking place in the United Kingdom.

The Power Plan VIII focuses on a number of important
matters, including lowering the amount of Coal-Fuel
electricity from roughly 50% at present to 32% in 2030 and
sharply to 9.6% in 2045 and promoting the development
of new and renewable energy. Solar power has recently
experienced strong development but will soon scale down
due to short operating hours (averaging 4 hours per day).
On the other hand, onshore and offshore wind power will
take precedence in the coming years. It is anticipated that
the generation of power from renewable energy sources
would rise progressively from the current 6% to 16% in
2030 and dramatically to 32% in 2045.
Since renewable energy projects are subject to a variety
of hazards throughout their lifespan, the industry's
rapid expansion will translate into rising demands for
insurance cover. In addition, providing cover for renewable
energy is also aligned with the trend to incorporate ESG
(Environment, Social, Governance) into underwriting
policy of every insurer. However, it is not easy for insurers
to write and make profit with this new type of risks. In fact,
the property insurance market in Vietnam is becoming
increasingly vulnerable to the risk of renewable energy
following a period of rapid development.
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Local insurers have not had adequate underwriting
experience in respect of renewable energy whilst
premium rates are relatively low. Since the project
developers themselves only have a limited budget,
most of them have opted for property insurance
rather than comprehensive machinery insurance
(CMI). Also, they typically select the insurance
company that offers the lowest rate. In addition,
the majority of investors in renewable energy
projects in Vietnam lack significant operational
management, maintenance and troubleshooting
expertise. Good practice requires investors and
equipment suppliers to have service agreement
whereby the manufacturer and supplier’s technical
teams are responsible for monitoring and promptly
responding to minor incidents in order to prevent
and minimized losses during operation. The
plant's operational team also should be provided
with on-site training and the quality of equipment
maintenance in accordance with the manufacturer’s
instructions must be ensured.

Local insurers at this stage are not able to provide
customers with a comprehensive picture of the exposures
associated with renewable power and simply compete
on premiums and insurance coverage. Most insurers
do not have automatic reinsurance capacity available to
write renewable energy risks. Therefore, insurers need
to enhance their risk assessment capability and provide
in- depth consultation which enables customers to select
the appropriate type of cover as well as added value in
terms of recommended safety measures to minimized
losses, thereby increasing underwriting profitability and
attracting foreign reinsurers’ interest.
In fact, there is a great appetite for this type of risk
in international market, however, high exposures
and incommensurate premium are still a concern for
reinsurers. VINARE as a national reinsurer is pro-active
in providing consultation and raising awareness of the
domestic market to improve risk quality and rates whilst
continuing to work with regional and international brokers
and reinsurers to find solutions for reinsurance capacity.
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Root causes of heavy losses
The causes for the majority of losses are sinking, stranding and
collision, which are primarily brought on by the ship's unstable
mechanical state and the crew's limited capacity.

VR-SB

FLEET LOSSES AT
ALARMING LEVEL

G

iven the aims of making more out of Vietnam's long
coastline, relieving traffic pressure on roadway and
harmoniously connecting various modes of transport, the
Ministry of Transport announced a coastal corridor from the North
to the South in 2014. Coastal shipping is known to have significant
economic benefits. However, the operation of river-sea fleets (VRSB) and the insurance protection for these ships has triggered
several concerns in recent years.
The Vietnam Inland Waterways Administration reported that as of
the beginning of 2022, the VR-SB fleet has 1,235 ships in total, 515
of which were newly built (13 more than at the end of 2020), while
the remainders were renovated from other types of vessels. In
2021, there were more than 50,000 crossings on the North-South
coastal transport corridor carrying 78.5 million tons of cargo,
which increased 9 times as many as in 2015. Up 57% from 2020,
VR-SB ships transported 58 million tons of cargo via ports, making
up 29% of the total number of cargo through the inland waterway
transport.
However, according to the Insurance Association of Vietnam’s
statistics, VR-SB fleet losses have been alarming both on severity
and frequency basis. With an estimated hull claims ratio of 167%,
the total claims and reserves for the fleet has exceeded VND271
billion in 3 years (2018 - 2020). This is unusually high comparing
to other types of ships. There were 43 incidents involving VRSB ships by the end of 2020, which resulted in the sinking of 27
vehicles and the fatalities of 4 individuals.

In fact, several large tonnage VR-SB ships tend to navigate far
beyond 12 nautical miles and do not adhere to the regulated route.
The majority of SB ships currently operate in a similar manner
to seagoing vessels, frequently traversing the Gulf of Tonkin
(approximately 100 nautical miles from the coast) and transporting
over 70% of cargo between seaports whilst most of the renovated
ships, either upgraded from river ships or downgraded from ocean
ships, fail to meet the safety requirements for oceangoing vessels.
Moreover, the minimum manning condition on VR-SB vehicles
is not adequate for the vehicle to sail at sea (coastal). Some of
the captains and crewmembers are inadequately qualified or
experienced. The training provided to crewmembers working on
VR-SB ships has several shortcomings and the crewmembers’
qualifications are not in line with the provisions of the Convention
by the International Maritime Organization that Vietnam has
participated in.

Solutions
The Vietnam Register is actively reviewing to amend SB ship
standards in line with actual practices. In addition, the Vietnam
Inland Waterways Administration is also developing a draft
circular of the Ministry of Transport regulating the operation
of VR-SB-class inland waterway vehicles on the North-South
coastal transport corridor. The updated draft will include specific
regulations on registration, national technical standards, and the
requirement of crewmembers with professional certificates for
VR-SB ships’ operations on routes.
The Insurance Association of Vietnam is currently drafting
a proposal to the Ministry of Transport to specifically assign
responsibility for handling, managing and monitoring the
operations of SB ships in order to prevent the scenario that SB
ships do not comply with maritime regulations when operating
on the route, such as turning off or going without the automatic
identification system (AIS) to avoid being inspected which has
resulted in the current serious consequences.
In the near future, while the regulation is being revised, insurers
will need to carefully evaluate the risks associated with providing
cover for hull and cargo of SB ships, as well as enhance the
awareness of safety measures to prevent potential losses.
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