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Hagibis adds to retro uncertainty at 1.1
As the industry assesses the damage from a second 

Japanese typhoon in a matter of weeks, there is a growing 
expectation that a significantly tighter retro market will add 
momentum to property cat reinsurance renewals at 1 January.

The arrival of Typhoon Hagibis hot on the heels of Faxai 
means that there is a strong possibility that retro ILS funds 
will end the year with another negative story for investors, 
including the challenge of collateral lock-up.

Faxai is already being seen as a $9bn loss in some quarters 
– with Everest Re citing the top end of the latest RMS industry 
estimate as it preannounced Q3 cat losses.

If Hagibis is significantly smaller than Faxai its impact might 
be contained to the aggregate portion of the retro market.

But if it is in the Faxai to Jebi range – with last year’s Jebi 
event now a $15bn+ loss – that could trap significant capital 
across the collateralized retro space.

Retro sources have speculated that combining the Japanese 
typhoons with Hurricane Dorian and other 2019 losses could 
lead to more than two thirds of global aggregate retro capacity 
being trapped.

The losses will also mean that some ILS funds for a third 
year in a row will need to reload in order to renew deals they 
are currently on.

Supply shortage
At Monte Carlo last month there was already talk of a 
meaningful shortfall in available limit, with estimates that 
capacity may have dropped from as much as $23bn (including 
ILWs) to between $18bn to $19bn.

The shortage of retro capacity led to a number of proposed 
fundraises by existing players in the sector, as well as 
potential start-ups – including the  

The (re)insurance sector must better adopt technology and 
collaborate on market-wide data sharing and standards if 

it is to develop cover for intangible risks, speakers at the Guy 
Carpenter Baden-Baden symposium said yesterday.

James Nash, CEO of International at Guy Carpenter, said: 
“We’re living in the age of intangibles – 90 percent of the S&P 

500 market cap is imbedded in intangibles. This presents the 
market with an opportunity for those who are bold and those 
who can invest.”

“The scale of the challenge ahead is enormous and 
arguably it’s more difficult for (re)insurers because changing 
dynamics affect the risk we cover as 

Continued on page 4

Data sharing and innovation essential 
for tackling “intangibles” challenge

Continued on page 4
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Even the darkest cloud has a silver 
lining but it was – until this weekend, 

at least* – difficult to find one for 
Typhoon Hagibis.

Striking Japan on 12 October, Hagibis 
arrived only weeks after Typhoon Faxai 
but also during the Rugby World Cup, 
a major sporting event that had been 
years in the planning and one which 
the Japanese are proud to host (and, 
have charmed on the pitch, beating a 
number of higher ranked nations before 
yesterday’s defeat 
to one of the sport’s 
heavyweight teams, 
South Africa).

In the aftermath of 
the typhoon, it was a 
testament to Japanese 
efficiency and sense 
of order that, despite 
the widespread 
flooding and damage, only a few games 
were cancelled and the tournament 
continued unimpeded. But inevitably, 
the loss picture is still very unclear 
and is complicated further by the 
widespread flooding. The latter is not 
as comprehensively insured as wind 
in Japan and is also 
more difficult to model. 
Another variable factor 
which is hampering 
accurate loss picks is 
potential demand surge 
following September’s 
Typhoon Faxai.

Reinsurers and 
retro markets are 
also conscious of the 
substantial loss creep 
that has accompanied 
last year’s Typoon Jebi, 
where initial estimates 
of $5bn grew to as high as $15bn (Swiss 
Re). Naturally, markets don’t want to low-
ball again. 

This means reinsurers will be ultra 
cautious when reserving for the loss and 
this will likely have an impact on the 
retro markets, which provide an essential 
role in providing liquidity and support 
to many reinsurers. As is well known, 

the retro markets are highly dependent 
on ILS capacity. The prospect of 
collateralised funds being tied up at 1.1 to 
reserve for Hagibis could have a material 
impact on the availability of capacity 
to support retro-dependent reinsurers 
in 2020. The nature of the broker’s loss 
buffer tables also magnifies the impact. 
Typically, collateralised writers have to tie 
up 200 percent or more of the expected 
loss before reducing this over the next 
24 months. It means retro funds can’t 

roll over all their capital 
to support the following 
year’s underwriting 
commitments when 
capital is tied. 

Tied capital will impact 
the current fundraising 
initiatives of both existing 
and prospective new retro 
markets. Anecdotally, 

some of these proposed new initiatives 
– which materialised at Monte Carlo 
last month – are struggling to overcome 
investor scepticism. The prospect of 
another year of Q4 losses and trapped 
capital is unlikely to ease these concerns.

One positive – as of today – is 
southern California. The 
Saddleridge Fire is now 
75 percent contained 
and won’t be another 
Q4 wildfire loss on the 
scale of either 2017 or 
2018. But there is still 
a long way to go until 
year-end. Another 
significant wildfire 
season would mean yet 
more trapped capital, 
which would add 
further complications 
to what is already an 

uneasy 1.1 renewal season...
 *The silver lining is that England, New 

Zealand, South Africa and Wales are 
now through to the Rugby semi-finals – 
providing a wonderful opportunity for 
retro and reinsurance underwriters to 
visit Japan this week to investigate the 
scale of losses and, by happy perchance, 
watch a game or two of rugby…

Editorial
David Bull
North American editor
Tel: +1 646 895 1765
Email: david@wbmediagroup.com 
Michael Loney
North American associate editor
Tel: +1 646 642 0685
Email: michael@wbmediagroup.com 
Rebecca Hancock
News editor
Tel: +44 (0)20 3934 6681
Email: rebecca@wbmediagroup.com
Marcus Alcock
Contributing editor
Tel: +44 (0)20 3934 6672
Email: marcus@wbmediagroup.com
Ryan Hewlett
Senior reporter
Tel: 44 (0)20 3934 6687
Email: ryan@wbmediagroup.com
Chanice Smith
Reporter
Tel: +44 (0)20 3934 6681
Email: chanice@wbmediagroup.com 

Advertising, marketing and sponsorship
Spencer Halladey
Commercial director
Tel: +44 (0) 203 934 6684
Email: spencer@wbmediagroup.com 
Andy Stone
Sales manager
Tel: +44 (0) 203 934 6684
Email: andy@wbmediagroup.com
Beatrice Boico
Marketing manager
Tel: +44 (0) 203 934 6685
Email: beatrice@wbmediagroup.com

Production
Paul Sargent
Creative director
Tel: +44 (0) 20 7469 2685
Email: paul@wbmediagroup.com
Abby Baker
Subscriptions manager
Tel: +44 (0) 20 7469 2684
Email: abby@wbmediagroup.com

Publishing
Peter Hastie
Managing editor
Tel: +44 (0) 203 934 6686
Email: peter@wbmediagroup.com

Head office
World Business Media Limited
15 Bishopsgate, London EC2N 3AR

Info email: info@wbmediagroup.com
Published by World Business Media Ltd

© World Business Media Limited 2019
All rights reserved. No part of this publication maybe reproduced, 
stored in a retrieval system, or transmitted in any form or by 
any means, electrical, mechanical, photocopying, recording or 
otherwise without the prior written permission of the publishers. 
The views expressed in The Insurer magazine are not necessarily 
shared by the publisher, World Business Media Limited. The views 
expressed are those of the individual contributors. No liability 
is accepted by World Business Media Limited for any loss to any 
person, legal or physical as a result of any statement figure or fact 
contained in this title. The publication of advertisements does not 
reflect any endorsement by the publisher.

Trapped... again?
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Tied capital will impact 
the current fundraising 

initiatives of both 
existing and prospective 

new retro markets

Comment | 3

Example of a standard 
buffer loss factor table…

Number of calandar months since 
date of loss event

0 to 3 250%

>3 to 6 200%
>6 to 9 175%
>9 to 12 150%
>12 to 15 125%
>15 to 18 110%

Thereafter 100%
Source: The Insurer 



Day 2 | Baden-Baden 2019 www.theinsurer.com

4 | News

Dave Eklund-led 
initiative and a potential Aspen retro play 
both revealed by The Insurer, as well as 
Markel’s Lodgepine Re and others.

Since then there has been little tangible 
evidence of fundraising traction. And 
the prospect of another significant loss 
from Hagibis is only likely to compound 
an already challenging 
fundraising environment 
with investor confidence 
stung by cat events and loss 
creep in the last two years.

Before the latest Japanese 
storm hit, one senior 
Bermudian source told 
The Insurer: “We could be 
between $2bn and $4bn 
light of retro capacity. Even 
if all the rumoured capacity entering the 
market is true, it won’t add up to that.”

Others have noted that it is unlikely a 
like-for-like replacement will emerge for 
the very attractively priced and efficient 
worldwide aggregate and pillared 
products pioneered by CatCo that many 
reinsurers had benefited from in recent 
years.

Reinsurance impact
That means buyers are left with the 

choice of switching back to UNL, which 
is priced considerably higher than it was 
two years ago. As well as reduced supply, 
there is evidence of increased demand 
for retro, with a number of buyers looking 
for new or additional coverage.

The economics of demand and 
supply mean that multiple broking and 

underwriting sources have said they are 
anticipating another round of meaningful 
retro rate increases at 1.1.

The impact on reinsurers is an effective 
increase in the cost of capital for cat 
business if they continue buying the 
product, or a reduction in appetite to 
assume the exposure if they don’t.

As participants in our State of the 
Market Q&A commented (see page 
12), retro tightening is expected to 
add upwards pressure to property cat 

reinsurance rates at 1.1 and could force 
some reinsurers to cut their limits or 
participation on programmes where they 
have previously been reliant on retro 
support.

Flight to quality
Other sources have downplayed the 

potential impact, 
however. They have said 
that even if some ILS 
funds struggle to reload, 
there will be a flight to 
quality as those that can 
demonstrate a strong 
track record will attract 
investors without any 
real difficulty.

They added that 
while capacity may be tighter overall, 
established players like RenaissanceRe, 
Leadenhall Capital and Nephila would 
be able to draw capital to a compelling 
opportunity. 

Proposed start-ups that boast a strong 
pedigree (like Eklund) would also likely 
prosper, and funds such as DE Shaw could 
quickly move “with one phone call” if the 
market is attractive enough, in contrast 
with the challenges faced by multi-
investor funds.

well as how we 
operate,” explained Lloyd’s performance 
management director, Jon Hancock.

Citing a recent report from broker Aon, 
Hancock said seven out of ten concerns 
keeping risk managers up at night are 
currently uninsurable across the market. 
“This is not because we cannot insure 
these risks, but because we have not 
developed cover,” Hancock added.

“We are reacting to change but we 
need to create products for risks as they 
develop, not after they develop.”

Hancock advocated the use of open 
source and shared data. “The data is only 
powerful if we use it correctly,” he said.

Hancock pointed to Lloyd’s CEO John 
Neal’s six-point turnaround strategy 
for the market as evidence of the 
importance and future need for better 
data.

“What is key across all six solutions is 
that data and technology are critical in 

allowing them to work.”
Ian Branagan, senior vice president 

and group chief risk officer at 
RenaissanceRe, said: “Our industry 
covers less risks today than it did 30 
years ago. We must ensure that we meet 
demand and not decline our way into 
oblivion.”

Branagan pointed toward the 
importance of engaging with regulators 
as being essential to drive market-wide 
change. “We mustn’t ignore regulation 
and the role of regulators,” he said. “The 
regulator has the potential to enable or 
inhibit our ability to cover risk.”

Branagan said the sector is “too hung 
up” on who owns the data at their 
disposal and needs to collaborate on 
globally approved data standards in 
order to use it more efficiently.

Meeting societal demand for risk 
mitigation is the core purpose of 
reinsurance capital, he said.

Karen White, CEO at RMS, called on the 
industry to collaborate and share the 
data that they have throughout the value 
chain.

“The pain of staying the same is 
greater than the pain of changing,” she 
said.

Laurent Rousseau, deputy CEO of 
Scor global P&C, said that it is currently 
the service and technology providers 
that are “the real disruptors” within the 
insurance sector.

He also raised concern that the 
reinsurance value chain is shortening, 
while the risk universe is expanding. The 
reality, Rousseau said, is that there are 
“too many mouths to feed” along the  
(re)insurance value chain and that has to 
change.

“Clients want better prices and better 
delivery,” he said. “We should be aligning 
our business around our clients, not 
around business lines,” he added.

Continued from page 1

Continued from page 1
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Widening spread between gross and net cat
exposure highlights increased use of retrocession



As the public sector seeks to reduce the protection gap and new terror, cyber, 
flood and climate change threats emerge, data and analytics are advancing our 
understanding of previously uninsurable or underinsured risks. Guy Carpenter is 
deploying new modeling platforms, dedicated capital resources and specialized 
distribution channels to help clients achieve profitable growth. 

Growth
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Capital markets are increasingly seeing 
the potential of terrorism risk as an 
important diversifier within investment 
portfolios but underwriters’ concerns 
are dominated by a lack of third 
party models and a depressing rate 
environment, The Insurer understands.

Underwriting sources canvassed by 
this publication noted the continuing 
pressure on rates in the terrorism market 
as a primary concern, expressing fears 
that a potential boost in capacity from 
capital markets could be “the straw that 
breaks the camel’s back.”

“Terrorism rates have fallen 10-15 
percent year-on-year for the last two or 
three years,” one senior underwriter said. 
“And they’ve been decreasing for some 
time before that – one of the drivers for 
this is the availability of fresh capital 
heading to market. We want to see less 
[new capital], not more.”

The changing nature of the risk is also 
a concern. In recent years, there has been 
a surge in ‘lone wolf’ attacks perpetrated 
by terrorist groups, marking a shift away 
from the large-scale physical damage 
attacks that have been witnessed in the 
past.

“There has been an increased 
frequency of losses but they don’t draw 
attention as they tend to be smaller,” one 
source said. “We’re seeing an increased 
frequency of losses and our model 
output continues to suggest that we fully 
understand the peril.”

“However, there is more capital in 
the terrorism market, which means a 

deteriorating position for us,” they said. 
“There are a number of players in the 

market who are pretty marginal – people 
just chasing premium. Our view is that 
some of these marginal players will soon 
exit the market, which may increase our 
ability to charge a more appropriate price 
for the cover.”

Underwriters’ fears of fresh capacity 
entering the market are not without 
cause. Speaking at the International 
Forum of Terrorism Risk (Re)Insurance 
Pools (IFTRIP) annual conference held 
in Brussels earlier this month, Florian 
Steiger, cat bond strategy lead at ILS fund 
manager Twelve Capital, said it was clear 
investors see terrorism cover as a useful 
diversifier for ILS funds but that the risks 
complexity and the lack of robust third-
party models make it a challenge to add 
to their portfolios at present.

Steiger said that terrorism risks 
could potentially become as much as 
2-4 percent of ILS fund portfolios, as 
investors and managers continue to look 
to diversify away from the pure natural 
catastrophe that represents the bulk of 
risk within the ILS market.

Terrorism risk remains a niche of the 
ILS market and one that the majority 
of ILS fund managers hold very little of 
in their portfolios. To date, there has 
only been a single cat bond transaction 
covering terrorism risk, Pool Re’s Baltic 
PCC Ltd, which was issued in February 
this year with a £75mn ($91.7mn) 
issuance.

In order to support more issuance 

of terrorism cat bonds, Steiger said 
that advanced risk modelling and a 
better understanding of the risk are 
the most important next steps that the 
market needs to take, in order to get 
ILS investors truly comfortable with 
assuming more terrorism insurance risk.

Underwriting sources echoed Steiger’s 
comments, calling for a greater focus on 
credible loss models.

“The perils and the product have 
evolved considerably. Clients are 
increasingly looking at cyber cover and 
it is available but only at a price,” a 
source said. “There is a misconception 
that [clients] should be getting this for 
nothing – without the data it’s difficult 
to assess our own exposure so that 
increased risk has to be passed to the 
client and at a cost.

“As the market develops, we will 
continue to provide the best product we 
can deliver to clients using the means 
at our disposal, but customers have 
to realise that we may not be able to 
provide the same limits for cyber.”

Speaking to The Insurer, an insurance 
buyer representing a UK headquartered 
multinational financial services firm 
said terrorism cover is increasingly seen 
as a core part of a board’s insurance 
protection strategy, but that clients 
are more concerned over the scope of 
available cover rather than price.

“The rapid nature of changing risk is 
causing buyer concern as to whether 
what they buy now will still be relevant 
tomorrow.”

Capital markets open for terrorism 
“diversifier” while carriers hunt for rate
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The potential impact of the effects of climate change 
is requiring multiple stakeholders to re-think their 

approach to climate resilience. In recent years we have 
witnessed heightened levels of weather volatility and 
according to the majority of scientific opinion, this 
trend is expected to continue. 

In parallel to this evolving threat, the insurance gap 
continues to grow. Globally, approximately 70 percent 
of the economic loss caused by natural catastrophe 
events is not covered by insurance. A number of 
factors are contributing to the global insurance 
gap. These include losses from risks deemed to be 
uninsurable, low insurance penetration rates and 
losses from emerging risks and unknown exposures. 
For example, in 2018, according to Munich Re, the total 
insured losses in Europe totalled Eur5bn, however 
the economic losses totalled Eur13.5bn, resulting 
in uninsured losses of Eur8.5bn. This equates to 63 
percent of under-insurance. The graph illustrates 

global insured versus uninsured losses between 
1970-2018. Governments typically pick up these 
unbudgeted costs either through welfare payments, 
emergency disaster relief expenditure or by rebuilding 
infrastructure and repairing damages. This places a 
significant burden on public balance sheets at a time 
when it is least welcome.

Taking the strain
The (re)insurance industry has a critical role to play 
in assisting businesses and communities to recover 
quickly and sustainably in the post-loss environment. 
(Re)insurance helps to minimise the negative effects 
of natural catastrophes on economic stability and it 
can help society build a broad culture of resilience. 
As well as providing immediate financial relief 
following a disaster, the industry can play an important 
collective role in incentivising sustained societal 
resilience through considered loss mitigation and 
risk management measures. In the context of the 
worsening impacts of climate change this is invaluable.

The UN Climate Action Summit took place in New 
York at the end of September 2019. 60 UN member 
states as well as business leaders convened to 
present measures their countries would adopt and 
commitments they would make to address the impact 
of climate change. During these presentations, 
the instrumental role 
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Climate resilience: an 
industry responsibility
As the effects of climate change become increasingly 
apparent across the world, Ruth Lux, head of Public 
Sector EMEA at Guy Carpenter talks to The Insurer 
about the central role the (re)insurance sector has to 
play in ensuring that the growing impact of related 
events does not further expand the insurance gap

Continued on page 10





of insurance in facilitating climate resilience was 
highlighted. Amongst other factors discussed was the 
industry’s ability to call upon a deep knowledge and 
understanding of risk which, when allied to its ability 
to employ sophisticated risk modelling expertise, were 
acknowledged as important criteria to help vulnerable 
economies identify and assess publicly-held risk, 
information which can then be used to price risk for 
onwards transfer into the private (re)insurance market.

 
From public to private
Transferring risk from public to private balance sheets 
is an area in which Guy Carpenter has significant 
expertise. We have a 
proven commitment 
and track record 
in helping to close 
the protection gap 
by identifying and 
building bespoke 
public-private 
partnerships that 
reduce the burden of 
catastrophic risk for 
public entities and 
make communities 
more resilient. Guy 
Carpenter currently 
represents 31 natural 
catastrophe pools 
globally and in August 
2019, the company 
was appointed as 
the sole reinsurance 
intermediary for 
the newly formed California Wildfire Fund, which 
is currently being administered by the California 
Earthquake Authority (CEA). 

Together, the CEA and Guy Carpenter are working to 
increase the longevity of the California Wildfire Fund 
and to enhance its claims-paying capacity. Having 
previously focussed on flood, storm and earthquake 
risk Guy Carpenter is now also turning its attention to 
the emerging peril of wildfire risk.

Insured losses due to wildfires have soared in recent 
years – from just over Eur1bn a year between 2010 
and 2016, to over Eur13bn in both 2017 and 2018 
(excluding environmental damage and firefighting 
costs amongst other expenses).[1] The greater 
frequency of hot and dry conditions in which 
wildfires thrive, which many attribute to climate 
change, combined with the spread of urban areas into 
landscapes that are more fire-prone, signifies that the 
potential for loss from this peril is increasing, and the 
potential protection gap for this hazard is widening.

It is anticipated that wildfire-activity in southern 

Europe, southern Canada and western US will increase 
and countries which are unaccustomed to wildfire, 
such as in northern Europe, will become more and 
more exposed. 

Major wildfires have recently occurred in China, 
Russia, Mexico and South Africa. Agriculture and 
farming frequently occur nearby fire prone landscapes 
and wildfires and therefore pose a risk to crops, 
livestock and buildings. 

The costs of fighting wildfires are largely borne 
by the public sector. Available data indicates that 
wildfire suppression costs are increasing in a number 
of regions and may become unsustainable. In 2018, US 

Federal Forest Service 
suppression costs 
exceeded Eur2.4bn[2], 
representing 55 
percent of the 
service’s total 
discretionary budget, 
up from 11 percent in  
2010.[3] In a future of 
increasing wildfire 
risk, governments and 
businesses may need 
to use a range of risk 
transfer solutions 
to manage different 
layers of risk. We have 
invested significantly 
in building state-of-
the-art catastrophe 
models for the 
peril of wildfire to 
help public entities 

such as the CEA identify and quantify their potential 
exposure to this growing threat.

Guy Carpenter views the efforts to close the 
insurance gap, and thereby improve societal resilience 
to the effects of climate change, as a huge opportunity 
for the (re)insurance industry. The industry has the 
collective tools and expertise to identify, assess and 
price risk, to then allow the (re)insurance market to 
assume that risk for a price. 

The burden on taxpayers and public finances 
can be reduced via the establishment of private 
sector pre-financing options and the (re)insurance 
industry’s reputation for speedy claims payments 
post-loss is well founded, thereby enabling the 
swift delivery of financial relief to those in greatest 
need.

[1] Swiss Re Institute (2019). Natural catastrophes and man-made 
disasters in 2018.
[2] National Interagency Fire Center (2019) Federal Firefighting Costs 
(Suppression Only)
[3] USDA Forest Service (2017). Fiscal Year 2018 Budget Overview.
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Ruth Lux, 
head of 

Public Sector 
EMEA at Guy 

Carpenter

Insured vs uninsured losses,
1970–2018 at 2018 prices ($bn)

 

Economic losses = insured + uninsured losses

 

Swiss Re Institute, sigma No 2/2019
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Despite the noise around adverse development of 
recent large losses, head of business intelligence 

for Aon’s Reinsurance Solutions business, Mike 
Van Slooten, maintains that the reinsurance 
sector is in a relatively strong position.

“Based on our analysis, capital is up and 
the traditional sector averaged around a 14 
percent return on equity in the first half of 
2019, which is a pretty strong performance – 
although that’s largely been driven by what has 
happened in the capital markets,” he said.

“Stability is returning to the alternative 
sector and there are still good reasons for pension 
funds and other institutional investors to participate 
in this space. We expect growth to resume, once recent 
losses have been fully digested,” he added.

It is no secret that the record catastrophe years of 
2017/18 have been a test of the ILS market’s mettle, 
particularly in view of ongoing ‘loss creep’.

“The big losses trapped collateral initially 
and subsequent development has added to the 
problem,” Van Slooten said. “Jebi certainly hasn’t 
helped, but the issue here is more on the retro side, 
as direct involvement in the Japanese market is quite 
limited,” he added.

Even so, some balance has now been achieved in the 
availability of alternative capacity, according to Van 
Slooten.

“Money has continued to come into the space, but 
the issue until recently was that it wasn’t enough to 

keep pace with the payment of losses and investor 
redemptions,” he said.

“We’ve now reached an equilibrium point 
and where the appetite goes from here will 
be quite an important factor in terms of what 
happens at 1.1.”

Fund managers are having to work harder 
to entice additional investment, and risk 
evaluation capabilities and transparency have 
become critical, Van Slooten warned.

“Some perils are being reassessed in the 
light of recent loss experience and another 

round of model enhancement should help to bring 
capacity into the industry,” Van Slooten said, pointing 
towards the wildfires that ravaged California in both 
2017 and 2018.

“Wildfire was considered a secondary peril and the 
exposure was being written into contracts without 
much consideration.” He continued: “After the 
recent run of losses, that is now changing and 
concerns about the possible impact of climate 
change have come to the fore.”
Insured catastrophe losses were relatively low in 

the first eight months of 2019 and investors will be 
hoping that remains the case at the year-end.

“People are still digesting what’s happened over the 
last two years,” Van Slooten explained. “There are signs 
of recovery in the ILS market, but there’s a higher level 
of sensitivity than usual to major loss activity in the 
second half of this year.”

Investor appetite will 
shape 1.1 renewals
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People are still 
digesting what’s 

happened over the  
last two years

Mike Van
Slooten, head

of business
intelligence,

Aon’s
Reinsurance

Solutions
business





Has the downstream market ever witnessed such an 
extraordinary run of large losses like it has over the 

past three years with the Philadelphia Energy Solutions 
refinery loss and the fire at the Abu Dhabi National Oil 
Company (Adnoc) facility?

The projected size of many of these losses to 
downstream underwriters is in many instances over 
$1bn. So are we now in the era of the downstream mega 
loss?

The downstream energy market is experiencing 
unprecedented levels of operational loss. Losses for 
2017 and 2018 are estimated at $5bn and more than 
$3bn respectively. These figures stand in stark contrast 
to the global premium income for the downstream 
energy market, which is currently believed to be in the 
region of $1.8bn.

Some of the challenges facing a lot of industrial 
corporates – not just in the energy market – are the 
drive in today’s ferociously competitive environment 
towards profit margin, bonuses and shareholder 
dividends at the expense of training, safety and 
embedded knowledge. 

We have seen this across other industry sectors with 
companies such as Boeing, BP, Johnson & Johnson and 
VW. 

Furthermore, downstream energy is also subject 
to war, terror and political risk concerns, which are 
heightened at present in some regions of the world.

The consequence of this is the era of mega 
losses, which aren’t limited to the energy sector. 
There is the potential for an upstream event to 
cause a major downstream business interruption, or 
worse. 

Should underwriters be concerned about safety 
standards at some refineries? 

Yes, underwriters should note the investments 

not just in safety, but also in training, quality and 
mentoring. Environmental Social and Governance (ESG) 
standards are also an indicator of policy operating 
within an refinery and an effective gauge of the 
likelihood of a future loss.

It seems that the scale of the losses has taken 
many downstream players by surprise. It is no wonder 
capacity has tightened. I think the market needs to 
factor in more of the connected risk factors within 
downstream operators, such as profit margins, ESG 
policies, political risks, infrastructure vulnerabilities 
and technology risks.

As Paul Sankey from Liberty explained in a recent 
paper, we need a better understanding of the effects 
of merger and acquisition activity on the safety culture 
of an organisation, for example. What is the impact 
of governmental and regulatory involvement such as 
issuing permits and licences following a major event? 
What is the impact of operational pressures to optimise 
margins in periods of strong profitability?

If the market has failed to adequately assess 
downstream risk, who is to blame? Brokers, insurers, 
reinsurers, modellers, or all of them? All parties, I think, 
need to pose the right questions across the insurance 
value-chain while the effects of connected risk need to 

be better understood so that everyone gains better 
knowledge of exposure.

From my perspective, risk modellers should 
be taking steps to demonstrate to underwriters 
that they are really getting to grips with the new 
reality of downstream risk. New data insights 

can definitely help. Modellers need a better 
understanding of the underlying downstream risk, 
in terms of traditional as well as new risk drivers, so 
that underwriters can better assess exposure, and 
determine adequate rates for exposed limits.
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Time for a new, data-led approach 
to downstream energy risk?
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managing
director of
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Russell Group has been modelling risks in the energy market for some time now to help energy 
underwriters understand their peak exposures, managing director Suki Basi tells The Insurer. Yet, 
the most recent run of losses in the class has been highly unusual...
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Re, echoed Rhoads’ frustration, noting that while the 
reinsurance giant saw some 17 percent of growth across 
its entire portfolio at July renewals, only 2 percent of 
that could be attributed to rate movement.

He said the reinsurer had seen some improvement 
in casualty, but that rates were fairly stable.

The executive also commented on growth 
opportunities on Swiss Re’s book of business.

That included the possibility of growth outside of 
peak property cat perils, to secondary perils, as well 

as in specialty lines.
“Most people would agree there are 

many opportunities in these lines and the 
secondary perils,” Schuh said.

“The nat cat protection gap doesn’t just 
exist in the areas typically covered by the ILS 
market or reinsurers, but also elsewhere and 
that protection gap also needs to be closed,” 
he added

Both Rhoads and Schuh agreed that while 
alternative capital played a part in driving 
the market, the responsibility for pushing 
better pricing and terms lies with the rated 
balance sheet players that account for the 
bulk of the reinsurance market.

Over-reliance on property cat performance 
to the detriment of focusing on casualty 
was a theme that resonated throughout the 
executives’ discussion during The Insurer’s 

roundtable.

In the wake of record catastrophe years in 2017 and 
2018, with adverse claims development or “loss creep” 

eating into carriers’ reserves and chipping away at 
profitability, roundtable participants said an almost 
disproportionate level of attention has been paid to 
performance in the property cat sphere, eclipsing 
casualty performance which is also in need of 
remediation.

Jed Rhoads, president and chief underwriting 
officer at Markel Global Reinsurance, said: “General 
industry sentiment is that rate levels for property 
and casualty reinsurance are relatively 
comparable.

“We love talking about property and retro 
because it’s topical, but the sad reality is 
that I could make a very good argument that 
casualty reinsurance is arguably less rate 
adequate than property.” 

He said that at mid-year renewals there 
had been some rate improvement across 
the portfolio, but not as much as had been 
hoped for.

The executive said that by his firm’s 
calculations there had been around $40bn 
of reserve creep for cat losses alone, not 
allowing for additional deterioration on 
casualty books, as he expressed his surprise 
that the market had not reacted to push 
more rate.

Eric Schuh, global head of P&C solutions at Swiss 
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Jed Rhoads

Executives gathered at a roundtable hosted by The Insurer during this year’s Monte Carlo Rendez-
Vous to discuss the challenges and opportunities of today’s rapidly shifting casualty market
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Laurent Montador, deputy chief executive of French 
state-backed carrier CCR’s open market reinsurance 
business – CCR Re – said the preoccupation with 
property cat in the market had resulted in a 
“disconnection” in the casualty space on rates.

“Casualty rates are very far below where they 
should be considering discounting long term risks 
in a very low-interest rate environment,” Montador 
said.

“There’s a growing disconnection between casualty 
underwriting and other lines of business in terms of 
asset and liability management,” he added.

The theme of interest rates was echoed by 
several participants on the roundtable – as 
was the question of whether underlying rate 
increases in casualty are keeping pace with 
loss costs.

Lessons learned
Pockets of opportunity in casualty, however, 
do exist for vigilant carriers that can learn 
from the past, Willis Re’s global chairman, 
Paddy Jago, countered. 

“Over the last 20 years, the casualty market 
has probably been responsible for about 
80 percent of the insolvencies of insurance 
companies,” he said.

While conditions have generally been tough, the tide 
appears to be turning. Tightening market conditions 
were, perhaps, the spur needed to push players to 

readjust their reinsurance strategies in pursuit of 
profitable returns.

“In the casualty market, you’ve seen reserve releases 
over the last five years that have probably propped 

up an awful lot of people’s results. Now those 
are drying up and in the casualty market, on the 
primary lines, we’re seeing some significant rate 
increases,” he said.

Jago said reinsurers have played a significant 
part in directing the market back towards a 

sustainable footing on the casualty front.
“The reinsurance market is responding 

quite sensibly… I think that’s what we 
saw in June and July, there was far more 
selectivity in terms of the partners that the 
reinsurers were choosing, both in property 
and casualty,” Jago explained. 

He expanded: “Reinsurance has played 
a big part this year in helping primary 
companies, as they look to rearrange 
their portfolios… providing a stop-gap for 
companies in reformation,

who have a clear view on how they will 
move things forward but need reinsurance

partners to help provide a back stop 
to some of the problems, whilst they 
sort themselves out.” This sentiment was 

echoed by Ryan Mather, Argo Group’s global head of 
reinsurance, who said he was positive the upcoming 1.1 
renewal season would bring Continued on page 18
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good news for reinsurers.
“I’m optimistic things are going to get 

better at 1.1, beyond loss-affected lines,” he 
said.

“My sense is that underwriters have gone 
back to underwriting for the first time in a 
number of years. They are picking clients, 
products, levels, but finally they are picking 
the price,” he added.

Looking forward to 1.1, Jago said he 
anticipates that solid relationships between 
reinsurers and the primary market will be 
crucial in steering the casualty ship back 
towards more profitable horizons.

“In the casualty reinsurance market, for 
some cedants, you’re hardly going to solve 
50 points of loss ratio problems by fiddling 
with 5 points of ceding commission,” he 
said, pointing towards a gaping loss ratio 
difference between the top and bottom 
performers.

The reinsurance market, in particular, 
will need to maintain the same levels of 
selectivity as seen at mid-year renewals, 
which “comes back to picking the client, 
picking the people who fundamentally have 
demonstrated that they haven’t got it wrong 
in the past, or so wrong as others,” Jago 
explained.

He continued: “I think the sensible 
reinsurers are going to have a more 
disciplined response, and will be looking to 
back the right people, having collectively 
examined what they’re going to do through 
this evolving period in our industry.”

Looking at broader macroeconomic 
factors, Axis Re’s chief underwriting officer, 
Megan Thomas, said that a changing 
environment – with litigation-related losses 
increasing in both frequency and severity, 
particularly in the US – is bearing down on 
casualty performance and driving a state of 
anxiety among (re)insurers in the space.

Significant recent casualty events include 
the $757mn MGM settlement with insurers; the 
PG&E fallout; the spread of opioid exposures 
to ancillary and even remote insureds; 
James River’s early Uber cancellation; the 
surge in D&O litigation; the huge inflation of 
“attritional” jury awards and settlements; and 
the crunch in the RPG segment of the hab 
market.

Faced with an ever-lengthening list of 
casualty woes, “risk selection and pricing 
is really important,” Thomas said, pointing 
towards a fundamental need for rates to 

increase. “We’ve definitely got to increase 
focus on that,” Thomas continued. “There’s 
just so much uncertainty and I think too 
much reliance on model or actuarial 
outputs can be dangerous.”

Low interest rates
AdvantageGo’s chief operating officer, John 
Racher, agreed that underwriting discipline 
must be a core focus – particularly in light 
of declining interest rates, which mean that 
investment returns can no longer be the 
band aid applied to the cracks of poorly-
performing portfolios.

“That return on capital probably isn’t 
coming in from other sources, so people are 
looking to their underwriters to generate 
the revenue,” he added.

Thomas added that more sophistication 
is required to correct the market.

“It’s not been an industry that’s ever 
got any inflationary increases into the 
pricing, it’s just been very capacity-driven. 
I do think it needs to have a bit more of a 
sophisticated approach,” she said.

Data and efficiency
For Montador, an efficiency drive in the 
casualty market – to refresh-long tail 
policies that were written decades ago – is 
the way forward.

“You can change the way we deal with 
long-tail claims so we don’t have to wait 
for 10 or 15 years, because that’s too late,” 
Montador said.

“What we need are quicker reactions to 
the losses that are coming,” he explained.

“It’s about finding a way to shorten the 
tail in countries where that is possible – like 
France – and saying let’s finalise it with a 

pre-agreed commutation or sunset clause, 
especially when the legal environment has 
changed.”

Montador suggested that such policies 
could be changed “retro-actively”.

Meanwhile president of AIR Worldwide, Bill 
Churney, maintained that better data is the 
key to making better underwriting decisions, 
as tools and services improve.

“We have a suite of casualty models, but 
the starting point has been ‘let’s get arms 
around the exposure data’... then you can 
potentially move on to different ways to 
analyse the portfolio, which may help solve 
some of the challenges in the market,” he 
concluded.
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What is RICAP?
RICAP means two things. Firstly, it represents the 
distributed ledger platform itself. In addition to the 
technology, it represents the market collaboration that 
we want to facilitate in order to carry out testing as 
well as a discussion around the role that technology 
can play in the (re)insurance market in Bermuda. 
This industry group is what we call the ‘The Bermuda 
Collective’, a group of industry leaders that make up 
our executive steering committee.

Why Bermuda?
The Bermuda market is known for successful industry-
wide collaboration. Bermuda encapsulates an existing, 
innovative market that doesn’t have a legacy, 
centralised transactional system, so it is the 
most logical place to start.

Distributed ledger technology has 
been perceived as a platform for 
disintermediation. How do you see 
the role of the broker in RICAP?
We’re hoping for the opportunity 
to work alongside major brokers, 
cooperating to build the data 
standards necessary for this 
kind of digital initiative to 
provide benefits across the 
entire value chain. Making 
the whole transaction more 
efficient – from submission 
to transactional accounting 
and claims – involves 
bringing brokers and carriers 
to the table. We want to 
bring everybody together 
to collaborate around this 
initiative.

 

How long will the trial run be and what will be the 
measures of success?
RICAP was launched in March 2019, and a platform trial 
period began in September. It’s ambitious to believe 
we’ll be live for January renewals, but we’re on course 
to facilitate this timeline. The next milestone would be 
getting through our line of business trials and gaining 

feedback on how to enhance the platform 
and move.  

How does RICAP differ from other 
blockchain initiatives?

I think the one critical 
distinguishing factor about 
this initiative is our focus 
on the efficiency of the 
core transaction (placing, 
accounting and claims). 

We’re not a trading 
platform; we view ourselves 
as a digital market utility 
that will enable integration 
with a company’s own 
infrastructure or outside 
trading platforms. The 
other key difference is that 

the RICAP platform is 
being built to explicitly 

accommodate insurance 
and reinsurance.

Introducing RICAP “Connecting 
Risk to Capital” – a digital 
marketplace of the future
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Kathleen Faries, the former head of Tokio Millennium 
Re Bermuda, sat down with The Insurer to discuss her 
role as chair of ChainThat’s Bermuda-based digital 
initiative – Risk Meets Capital (RICAP)
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In fact, Grimm vowed that DEVK Re won’t “punish” 
European reinsurance buyers with rate rises for the 

natural catastrophe events in the US and Caribbean, 
which have caused a widespread spike in pricing for a 
number of loss-affected lines.

Grimm stressed that achieving pricing stability relies 
upon establishing solid long-term partnerships.

“At the last renewal, we saw the start of a hardening 
market, but we recognize that [rates] depend on each 
and every client,” she said. “We look for partners that 
will stay with us through the good times and the bad, 
so they don’t get punished.”

“Some insurers work hard to negotiate each year to 
convince their reinsurers to lower their price,” Grimm 
added.

However, Falkenhagen acknowledged that the 
creeping cost of retro over the past 18 months 
will inevitably impact how DEVK Re prices risks, 
with Falkenhagen explaining that as an industry, 
reinsurers will “have to share this increasing cost 
with the cedants.”

“If you have stable partnerships on the retrocession 
side, that helps a lot,” he added.

Falkenhagen also predicts that prevailing low interest 
rates will be a point of discussion among reinsurers 
ahead of the forthcoming 1.1 renewals. 

“Not in property, but in liability business, we have to 
acknowledge that the low interest rate environment 
is here to stay, which will influence the pricing of 
longer-tail lines of business,” he said.

Grimm continued that efforts must be 
concentrated now more than ever on solid 
underwriting, rather than a reliance on investment 
income.

“We’ve had low interest rates for ages now, and 
that makes the environment difficult for all market 
participants. You have to make some real improvements 
on the technical side to produce good results,” she said. 

With a predicted combined ratio below 97 percent this 
year – and reaching 101.7 percent at its worst during a 
heavy German cat year in 2013 – Falkenhagen concluded 
that good underwriting results are the “only way to 
navigate” this difficult trading environment.

Opportunities in agriculture
One trend the reinsurer has identified, and one DEVK 
Re’s peers might be missing out on, is rapid growth in 
the European and Canadian agricultural markets.

Since the specialty carrier entered the space two 
years ago, agriculture has been one of DEVK Re’s fastest 
growing lines, and now represents 6 percent of the 
carrier’s entire portfolio.

“In agriculture, the rate environment remains better 
than the more commodity-style lines of business, like 
property, because there’s less competition in that line 
of business,” Falkenhagen said.

The effects of global warming have played a part in 
the growing profitability of the agriculture market. With 
longer, warmer spells becoming more commonplace 
and farmers’ subsidies heavily reliant on changing 

government agendas – particularly in Germany – the 
types of insurance being purchased are changing.

“Buying patterns change based on the political 
environment based in each specific country. The 
higher frequency of drier periods, especially in 

Europe, leads to a different buying behavior from 
the original policyholder, the farmer.”
“In Germany, in particular, two very hot summers in 

a row meant farmers made a lot of losses where the 
prolonged heat ruined corn crops,” Grimm added.

Not only are buying patterns shifting, but the market 
is expanding, too, Falkenhagen explained.

“In Eastern Europe, there are lots of small farms 
that are getting bigger and in Canada the farms 
have already reached industrial size. Bigger and 
financially leveraged farms do not only seek 
to protect their yields against volatile weather 
patterns. They want to be protected against 

commodity price risks and gross margin losses as 
well. Thus, the agriculture product offering becomes 

ever more sophisticated to respond to this need. DEVK 
Re is excited to be part of this development.”

“There are very few ‘mom and pop’ farms left,” 
Falkenhagen concluded.

We won’t “punish” 
European clients for US 
loss events: DEVK Re
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As the 1.1 renewal period rapidly approaches, DEVK 
Re’s head of non-life reinsurance, Beatrix Grimm, 
and non-life deputy head of underwriting, Cliff 
Falkenhagen, spoke to The Insurer about their strategy 
to form long-term partnerships and beat fluctuating 
premium levels for their insurers
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How sustainable is the momentum seen at 1.4 and 
mid-year renewals? Will it spread beyond loss-affected 
business?
Ian Wicks: The highest rate hikes have been seen in 
either business that has been impacted by the recent 
large losses or where there has been a sudden drop 
in available capacity. It follows that where there is a 
continued stream of capacity entering the market, 
this will have an impact on rates as the new entrants 
compete for market share. There does, however, appear 
to be a mindset that rates need to continue to 
rise beyond just those programmes that have 
been hit by the losses.

Dirk Spenner: Provided there are no 
macroeconomic shocks (and losses), we don’t 
see a catalyst for it. The rate increases at the 
April and the June-July renewals were primarily 
driven by significant local loss experience. 
Europe, so far, has largely remained cat loss 
free in 2019 and the global losses don’t seem to 
impact local pricing. 

Michael Pickel: We already saw that during the 
latest renewals, especially in North America. I 
would also count industrial insurance among 
the areas with notable improvements. It’s 
about time because we all have minimum 
requirements for profitability measures such 
as return on equity and the industry as a whole was 
performing below shareholders’ expectations for the 
last couple of years. 

What makes me optimistic is that we are now 
observing a more positive momentum in the insurance 
market, which is much broader in both regional and 
product scope compared to the reinsurance market. In 
combination with the more disciplined underwriting 
approach we could observe in the latest renewals on 

the reinsurance side, I would expect in the renewals to 
come, that on a wider scale more improvements follow 
in non-loss affected zones or lines.

David Flandro: It has already spread beyond loss-
affected business and we are now in a reasonably broad 
uptrend, although people disagree about whether this 
can yet be called a ‘hard market’. In the first half of 
the year, we had increases in primary aviation, energy, 
property, casualty and marine lines, in addition to 

reinsurance. This isn’t necessarily due to losses 
but to broader sector trends, some cyclical, 
some structural.

Doris Höpke: Overall, Munich Re is observing a 
shift towards greater discipline in the market 
and an increased focus on improving terms 
and conditions, which is positive. In market 
segments, where we have seen firming rates 
after significant loss events, I would expect the 
momentum of price increases and tightening 
conditions to carry on through the 1.1 renewals. 
Apart from loss trends, recent developments 
increase the likelihood of a prevailing 
environment of extremely low interest rates 
putting pressure on casualty business. 

In general, we do not see room for rates 
going down.

Why is the reinsurance market lagging behind the 
primary insurance market in achieving meaningful 
upwards momentum on rates?
Mike Van Slooten: It should be remembered that 
the majority of reinsurance business is written on 
a proportional basis, meaning that reinsurers are 
benefitting from improvements in underlying pricing. As 
far as excess of loss business is concerned, we see two 
main reasons. 
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Senior reinsurance executives weigh in on rate momentum, the  
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First, unlike the situation in the insurance sector, there 
have been very few voluntary withdrawals of capacity in 
the reinsurance sector. And second, alternative capital 
is mainly deployed in the reinsurance sector. The net 
effect is that this area of the market remains very 
competitive.

MP: In contrast to the reinsurance industry, the 
primary insurance market has less of a problem with 
overcapacity. Barriers to entry are much lower in the 
reinsurance market than in primary insurance. 

While the latest renewals saw a more rational 
behaviour in the market from both sides, from 
traditional reinsurance capital and from providers of 
alternative capital, supply still outweighs demand, 
which limits the scope for price increases. 

Yet, 2018 was the second year in a row with negative 
surprises for providers of alternative capital. On top 
of that, the rate increases that could be achieved after 
large losses were less pronounced than expected. This 
has changed the sentiment to a certain degree and 
reduced the risk appetite significantly.

DS: Client relationships 
are more complex and 
long-term minded, hence 
strategies and economic 
success are viewed on a 
longer time horizon. In 
addition, the short term 
pain seems greater in 
insurance. 

IW: There is certainly an abundance of capital, though 
that could change. To date, the only meaningful uplift 
in rates has been largely limited to loss affected 
business. However, the tolerance of both traditional and 
alternative reinsurance capacity to business that is on 
the books at below technical rate can surely only last so 
long.

How is demand for reinsurance changing as insurers 
look to manage earnings volatility?
DF: The short answer is that it’s increasing. We think 
the global cession rate bottomed in 2015 and has 
been rising, albeit gradually and unevenly, ever 
since. Most carriers possess enough excess capital to 
manage volatility with reinsurance in short-tail lines; 
the emerging volatility threat is in longer-tail lines. 
Hyperion X analysis of sector reserves shows that while 
we have managed, just, to stay redundant on average, 
reserve volatility has increased considerably since the 
fourth quarter of 2016 on a calendar year basis. This is 
creating demand for reinsurance, especially for stop-
loss, adverse development cover and loss portfolio 
transfer.

DH: In these days of changing markets with ever more 
complex risks and the need to deploy capital most 
efficiently, buying reinsurance is moving from a pure risk 
transfer instrument to a corporate finance tool. 

Cedants increasingly look for customized solutions 
designed to balance out unforeseen volatility in 
their balance sheets or to optimise their portfolio 
composition, including the efficiency of reinsurance 
programs. Within Europe, we can observe a further 
consolidation of reinsurance panels with focus 
on quality reinsurers with leading capacities and 
willingness to support clients across the board with 
a strategic perspective. We are in constant dialogue 
with cedants to develop integrated concepts – from 
traditional reinsurance to managing large complex risks, 
and balance sheet optimisation.

IW: It is easy to overlook the extent to which smaller 
cat losses – of which there have been a number – can, 
and do, have a further impact on earnings. Typically 
the headlines were dominated in 2017 by the major cat 
losses, but the smaller ones should not be ignored.

Following such a long period of relatively benign 
cat activity prior to 2017, 
there was a sense that 
many insurers were almost 
ignoring reality and 
convincing themselves that 
this was becoming the new 
norm. Many opted to take 
higher retentions and so 
were effectively “running 
brave” – making them far 

more susceptible to a major impact on earnings, if not 
on capital, in the event of a sudden and unexpected 
series of large losses occurring.

In 2017, this very scenario played out and many buyers 
received a serious and sudden wake-up call and came 
to realise that any savings made in prior years were a 
false economy.

So, with the appreciation of the true value of 
reinsurance at the working level seemingly restored, 
there has been a return to seeing reinsurance as 
a better option when it comes to managing their 
downside risk.

MP: Hannover Re expects to see further growth in 
demand for innovative and tailor-made reinsurance 
solutions. 

Clients don’t just buy bits and pieces of coverage 
from their reinsurer as in the past. There is a clear shift 
towards holistic reinsurance solutions. This trend means 
more and more customers will be calling for increasingly 
complex reinsurance solutions. 

The planned implementation of IFRS 17 will lead 
to additional demand 
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for bespoke reinsurance solutions, driven by the 
further increase in the complexity of capital and 
risk management faced by customers. Structured 
reinsurance offers further scope for growth in covers 
taken out for capital relief.

What are the dark clouds on the horizon that the 
industry should be concerned about?
MVS: Geopolitical tensions are rising on a global basis 
and that is translating into a dramatic downturn in the 
outlook for economic growth. 

Recessionary threats are becoming very real and 
central banks have little room for manoeuvre, 
given already very low interest rates and very 
high debt levels. For the insurance industry, 
this is likely to result in slower underlying 
exposure growth, lower investment returns and 
more volatile capital positions. 

We expect insurers to become increasingly 
defensive as the economic climate deteriorates 
and that is likely to result in further 
consolidation across the industry.

IW: Within the insurance and reinsurance 
universe, the future has always presented us with 
uncertainty where new (re)insurance solutions have 
needed to be found. So, this is nothing new. However, 
it is the accelerating pace of change that we are now 
seeing that is raising the level of future uncertainty.

Uncertainty in climate change, societal, technological, 
geo-political, economic and financial change will 
generate new issues for our industry to address. That 
is a challenge for us all going forward. We need to 
recognise and rise to any such new challenges with 
continued ingenuity and courage.

I am a big believer that fortune favours the brave. 
Certainly those who are forward-looking and well 
prepared will fare better in this changing risk landscape, 
and be able to capitalise on any new opportunities that 
may also emerge as a result.

DH: A major concern is the demanding low interest 

rate environment in Europe, especially the recent 
developments in 2019. The 10Y German Government 
Bond yield has reduced from 0.2 percent in January 
to -0.6 percent in October. Furthermore, Germany has 
issued a 30Y Government Bond with a negative yield for 
the first time ever in August, which means we currently 
have a negative yield curve for all bonds until 30Y terms. 
This has to find consideration in rates for long tail 
business.

This comes at a time of increasing macroeconomic 
vulnerabilities and uncertainties, and overall rather 
weak economic growth as a consequence. We thus have 

to face an increased likelihood that the low 
interest rate environment will continue for 
the foreseeable future and will put pressure 
on insurers’ long-tail business. The upcoming 
changing of the guard at the European Central 
Bank, with Christine Lagarde taking over from 
Mario Draghi, is not very likely to alter this dim 
outlook.

DF: I think the industry has a lot to look 
forward to, and we welcome the revolution 
that is coming in technology, even if it means a 

change in the way risk is intermediated. The use of data 
will be crucial to this transition, which is what makes life 
at Hyperion X so exciting.

In terms of ‘dark clouds’, we should remember that 
we as an industry tend to underestimate the potential 
for mega-catastrophes and large loss years. I am old 
enough to remember when a $100bn loss year was 
almost unthinkable. Today, in my view, it is only a matter 
of time before we as a sector have a $300bn loss year. 

MP: Risk management has become so sophisticated 
at the large reinsurers that we are able to make sure 
there are no existential threats to our existence, beyond 
Armageddon-like global super-catastrophes. 

Still, I see a prolonged environment of negative 
interest rates and cyber threats among the top of the 
list of risks that we should monitor closely. Further, the 
opioid litigations have to be watched closely.
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GO TO LEGACY 
PARTNER

● 30+ years experience
● A- (excellent) AM Best financial strength
● Balance sheet over $1bn
● Specialists in bespoke deal structuring
● Operations in Bermuda, US, EU and London
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CAPITAL
NEW HEIGHTS
Reach

with CUSTOMISED

Our data show that insurers can build their
businesses with diversified sources of risk 
transfer capital. Visit aon.com to learn about our 
wide range of customisable solutions, including 
CATstreamTM, which offers clients faster and more 
efficient access to capital markets capacity.




