
Aspen mulls launch of retro fund as 
capital transformation plan takes shape

$1.8bn Convex readies E&S platform as Lloyd’s talks continue

Aspen is rapidly evolving into a nimble specialty risk 
transfer platform with its own balance sheet and 

multiple third-party capital sources to allocate 
assumed risk to investor appetite, CEO Mark 
Cloutier has confirmed to The Insurer.

The Bermudian-headquartered firm currently 
has around $700mn of third-party capital under 
management but anticipates this growing 
beyond $1bn by 1.1 if investors support the group’s 
initiatives, Cloutier confirmed in an exclusive 
interview with this publication.

These include the renewal and upsizing of the existing 
Aspen sidecar Silverton Re and the potential launch of a new 
1.1 retro fund and at least one other managed fund amidst 
the capacity crunch caused by the recent withdrawal of CATCo 

Convex Group – the $1.8bn specialty (re)insurer launched by 
industry entrepreneurs Stephen Catlin and Paul Brand – 

anticipates its excess and surplus lines (E&S) platform could 
be live by 1.10, providing transatlantic market access and 
further kick-starting its growth, The Insurer can reveal.

Speaking to The Insurer on the sidelines of the annual 
industry meeting in Monte Carlo, Convex founder Catlin said 
his start-up anticipates regulatory approval shortly, which will 
give it a new platform in addition to its UK licensed insurer 
and Bermuda reinsurer.

He refused to be drawn, however, on whether Convex will 
join Lloyd’s other than confirming there will not be a Lloyd’s 

and reduction in capacity from other ILS and traditional 
participants.

Turnaround specialist and Lloyd’s board member 
Cloutier spoke to The Insurer shortly after welcoming 

the arrival of former Validus executive Jonathan 
Ritz to the organisation as president.

In an internal memorandum to staff seen by 
The Insurer, Cloutier explained that the arrival 

of the well-regarded Ritz will enable him to focus 
on “Broadening our relationships with both trading 

partners and sector investors to support our capital 
markets initiatives, as well as to potentially support us as 

follow on investors to Apollo Global Managers.”
Also joining from Validus is the well-regarded Mary Kotch 

as Aspen’s chief information officer 

platform at 1.1.
With initial committed capital of $1.8bn to date, it is 

understood Convex expects to make further raises in its first 
two to three years to take total equity invested to $3bn. 

Nonetheless, Catlin and underwriting head Brand arrived 
at Monte Carlo emphasizing that it “does not need to write 
for volume”, and instead favours a more measured, long-term 
approach to build out its operational foundations.

This approach was evident at the mid-year June and July cat 
renewals – with Convex underwriting only a modest $25mn of 
premiums despite the temptations of rising reinsurance rates. 
Convex, with cornerstone investment 

Mark Cloutier
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Insurance rates and terms are 
hardening in most specialty classes 
after years of attritional losses. Retro 
– after the shocks of 2017-18 – is 
tightening rapidly and is expected to 
continue into 1.1.

Yet sandwiched in the middle is 
reinsurance and the market – broadly 
speaking – remains far more inert and 
resistant to upward momentum.

This is one of the clear 
themes of the 2019 Monte 
Carlo Rendez-Vous.

Yes, pricing may be 
“stabilising” in many 
reinsurance classes, 
ceding commissions on 
QS treaties and terms may 
be tightening, but broadly 
speaking reinsurance 
capacity is ample and 
a tangible “wedge” or 
pricing mismatch is 
developing.

Indeed, the disparity 
between insurance, 
reinsurance and retro 
pricing emerged as one 
of the main themes at 
The Insurer Roundtable 
on ‘The Future of 
Reinsurance’  
(see page 18).

As TigerRisk’s CEO Rod Fox pointed 
out, normally reinsurance creates hard 
markets, but this has not been the case 
this time, with increased demand for 
reinsurance, and markets asking for 
increased reinsurance prices but finding 
a degree of kickback from buyers.

According to Liberty Mutual Global 
Risk Solutions CUO James Slaughter, in 
the past the connection between the 
insurance price and the reinsurance 
price was absolute, but that is not 
necessarily the case at the moment.

Indeed, he went as far to say Liberty 
buys reinsurance at an explicit price 
for its needs, but that this price bears 
no relation to underlying underwriting 
pricing on insurance.

Axa XL CEO Greg Hendrick said the 
phenomenon being seen in the current 

pricing market is rare.
He noted that insurance rate 

increases are accelerating towards 
double digits, and the retro market 
was up between 10-20 percent at 1 
June. But mid-year reinsurance pricing 
improvements were not as significant.

“This is what I call the inverted rate 
curve – getting more in insurance, 
less in reinsurance, and more in 

retrocession,” he observed.
He said there will be 

pressure on reinsurance 
rates to go up heading 
towards 1 January.

Nevertheless, the 
disconnection between 
insurance, reinsurance and 
retrocessional pricing is 

something of a problem 
at the moment for 
reinsurers.

As Scor Global 
P&C CEO Jean-Paul 
Conoscente pertinently 
put it: “Insurance 
companies have lived 
off high commissions 
and cheap reinsurance 
for a while, and that’s 
a drug that is hard to 
come off.”

Fundamentally, of 
course, the reinsurance market has 
not had the capacity withdrawals 
that we’ve seen in the primary space, 
especially in the specialty/commercial 
markets, where large carriers such as 
AIG and FM Global have made strategic 
retrenchment this year, while Lloyd’s 
has been wielding the capacity scalpel 
as part of the Decile 10 exercise to root 
out poor performance.

And reinsurance is in a difficult 
position while pricing remains tight, 
especially given the uncertain nature of 
potential long-tail developments – in 
particular casualty markets’ potential 
exposure to opiate-related risk.

Received wisdom is that ample 
capacity at 1.1 will see Europe treaties 
struggle to gain upward momentum... 
it’s going to be a difficult winter ahead.
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This is what I call 
the inverted rate 

curve – getting more 
in insurance, less in 

reinsurance, and more in 
retrocession

Axa XL’s Greg Hendrick 
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and member of 
the executive 

committee. “She is integral to our vision 
for success,” explained Cloutier.

Speaking at Monte Carlo, Cloutier 
expounded on his vision of Aspen 
becoming an originator of business 
that with access to Apollo funds and 
other sources of third-party capital can 
allocate assumed risk across multiple 
balance sheets according to investor 
appetites and return expectations.

“We will always have a balance sheet 
and we will align our interests with 
investors by assuming risk but we will 
also increasingly position ourselves as a 
transformer of risk with multiple capital 
structures”, Cloutier explained.

In addition to at least one new 
managed fund at 1.1, Aspen anticipates 
launching a platform that can transform 
specialty risks “straight into the capital 
markets”.

“We have the toolkit, the people, 
underwriting pedigree and we also have 
the platforms to originate business”, 
he explained - adding that Aspen has 
admitted and non-admitted US carriers, 
a UK and Lloyd’s platform, a Bermudian 
reinsurer in addition to its capital 
markets arm, run by Brian Tobben.

The firm also confirmed it is looking 
to launch a retro focussed fund but 
declined to give more details.

Cloutier arrived at Aspen earlier this 

year, reuniting with Apollo after he led 
the turnaround of Lloyd’s carrier Brit 
Insurance on behalf of the firm and 
co-investor CVC which culminated in 
a transformed RoE, short-lived LSE re-
listing and then sale to Fairfax Financial.

His arrival at Aspen has also given 
fresh momentum to the underwriting 
restructuring initiatives that saw the firm 
close offices and cut business lines last 
year following 2017’s outsized loss.

“Looking forward, we anticipate a 
blended combined in the region of 95. 
With specialty in the mid-to-late nineties 
and reinsurance loser nineties but 
accepting greater volatility”.

The firm also anticipates improving 
the yield on its $8bn float, using Apollo’s 
acknowledged investment expertise.

“If we can improve the return by, 
say, 120 basis points from 2.7 percent 

to 3.9 percent then this equates to an 
additional $100mn in our earnings”, he 
explained. “Combine with our identified 
efficiencies, improved underwriting 
and a clear vision to be a leading 
participant in organiting, underwriting 
and transforming risk, and Aspen will 
become a high RoE business within four 
to five years”, Cloutier predicted.

If Cloutier succeeds in his vision then 
Aspen will have clear parallels with 
fellow Bermudians RenaissanceRe and 
Validus.

In particular, the ‘class of 93’ carrier 
RenaissanceRe has been a pioneer of 
the flexible capital approach, with $17bn 
of total available capital that includes 
$7.4bn of owned capital on its balance 
sheet and $9.6bn of partner capital 
managed for investors via its various 
sidecar and joint venture vehicles.
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The Insurer comment
Only yesterday, The Insurer revealed 
that former RenaissanceRe executive 
David Eklund was looking at launching a 
new retro-focussed platform so it is no 
surprise that other initiatives are also 
being explored. It is one of the obvious 
sub/themes of this year’s Monte Carlo. 
There is also a tangible flight to quality 
occurring among investors and cedants 
for ILS capacity, together with clear 

pressure on the stand-alone (re)Insurer 
business model. RenaissanceRe has 
tremendous pedigree as an underwriter 
and third-party capital manager. With 
Cloutier’s pedigree, Apollo’s access to 
capital and investment prowess and 
Aspen’s underwriting engine, it will be 
fascinating to watch the  
(re)insurer’s stated evolution into a 
nimble underwriter and fund manager…

from Canadian 
private equity 

heavyweight Onex Partners, launched in 
April this year supporting two operating 
subsidiaries in the UK and Bermuda. The 
start-up is rated A- (Excellent) by AM 
Best, and has confirmed plans to bolster 
its capital base as the business expands.

The (re)insurer – which has already 
built out significant underwriting 
expertise and is forecast to recruit 
more than 100 staff by year-end – is 
understood to be bringing in over 50 
staff over a three-week period in late 
October to early November, many from 
the duo’s former home XL Catlin (now 
subsumed into Axa).

The hires will bolster both front and 
back-end expertise in underwriting, 
analytics and modelling. It is 

understood that the recruits will also 
lay the foundations of an internal 
claims function within Convex – a lack of 
which would prevent the business from 
leading on international business in the 
future.

The wave of fresh personnel comes 
ahead of a move to City landmark the 
Scalpel, where Convex is set to fill 
four floors over the third and fourth 
quarters of 2019. The location in itself 
is significant, positioning the carrier in 
between broking giants Aon and Willis 
and the briefest of strolls from Lloyd’s 
Lime Street headquarters.

Brand, deputy CEO of Convex and the 
former Catlin Group chief underwriting 
officer, said the group remains 
“undecided” on its future with Lloyd’s 
but recognises the market’s importance 

and value. In particular, he praised the 
“extraordinary” turnaround efforts put 
in place by Lloyd’s CEO John Neal and 
chairman Bruce Carnegie-Brown.  

Catlin confirmed the group is 
maintaining a dialogue with Lloyd’s and 
he is “hugely supportive of John’s [Neal] 
visions and plan for the future”.

“If he succeeds with his ideas, then 
Lloyd’s will once again be a very 
attractive place, but at the moment it’s 
expensive – we calculate it could add at 
least two points on our expense ratio, 
for example,” he added. 

“It’s not necessary for our reinsurance 
customers. Our broking partners tell 
us that on the specialty side it would 
better to be there than not, but again 
it’s not essential, so let’s see how talks 
progress,” he concluded.

Continued from page 1
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sense in reinsurance circles that some triggers will never 
be reached. There are real covers, which could pay; and 
there are theoretical covers, which help cedants sleep 
easier or may serve a regulatory purpose. The latter, of 
course, aren’t thought to be “real.” However, reinsurance 
is in the business of dealing with remote risks. And 
remote risks can turn into large actual losses.

While ILWs may not be perfect, ILWs outside regions 
and lines covered by credible reporting agencies can 
be downright terrifying. Some sources of worldwide 
catastrophe loss data report only annually if at all. 
Of course, qualifying events could be revisited later 
based on company judgment. Company and publication 
industry loss estimates may differ. Local insurance 
associations may provide an alternative view, if they 
choose to, with a methodology that may not always be 
clear.

Plenty can go wrong for the approximately 30 percent 
of ILWs not able to use PCS as a reporting agent. In 2018, 
Japan saw almost every possible ILW market risk come 
to bear.

What happened?
Last year, three catastrophe events exceeded the PCS 
Japan designation threshold of $2bn, two of them 
significantly. Jebi and Trami both also blew past the 

standard worldwide catastrophe ILW franchise 
deductible of $3bn, and the floods that occurred in 

July came close to that level.
When the dust settled on the 2018 catastrophe 

year, Jebi’s size and aggressive loss creep captured 
the headlines and became the main discussion 
point for the industry. However, although only a 
fraction of the insured loss caused by Jebi, Trami 
exceeded the usual franchise deductible for 

worldwide aggregate catastrophe 
ILWs, which added a considerable 

Those questions and others like them have been 
common across the global reinsurance industry 

since the beginning of the year. Following a second 
consecutive active catastrophe year, risk bearers were 
left with losses and non-US industry loss warranty 
(ILW) cover that simply didn’t work the way they’d 
intended. Basis risk stopped being theoretical for many 
reinsurers and insurance-linked securities (ILS) funds. 
Further, there seemed to be a nagging feeling across the 
market that basis risk, in this case, shouldn’t have been 
so severe. Basis risk, of course, is part of every non-
indemnity transaction regardless of the reporting agent 
or other data source referenced in the trigger. ILWs in 
particular serve a specific purpose in the market, where 
basis risk is part of the package either for reduced cost 
of protection or even for the availability of capacity 
at all. However, not all data sources are equal. Some 
from commercial entities designed to support ILW 
transactions are disciplined, consistent, and open about 
how they operate. Others such as news reports and 
reinsurer thought leadership articles are not intended 
to be used in ILWs or other trades.

In 2018, the reinsurance industry encountered a 
specific challenge. Absent a reliable, independent 
reporting agent, the market turned to alternative 
data sources. This is common enough in the global 
reinsurance market. Unfortunately, the risk area 
covered (namely, Japan) has a history of significant 
catastrophe events and is among the world’s 
largest insurance markets. Add three major 
catastrophe events to the mix in one year two of 
which exceeded common ILW franchise deductibles, 
with the third coming close and you can see how 
global reliance on Japan ILWs was shattered quickly.

What could go wrong?
Despite repeated proof to the contrary, there’s often a 
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What happens when everything you’ve counted on fails right in front of you? When everything 
you’ve believed just collapses, leaving you with questions and regret?

Tom 
Johansmeyer, 
co-head of 
PCS Continued on page 8
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So now, we wait. The anguished silence on existing 
transactions that await a resolution has been deafening. 
In the meantime, though, the market has seized the 
opportunity to improve its ILWs for Japan and begin to 
think about the rest of the world.

What can we do to fix it?
There’s a surprisingly large amount of limit in ILWs that 
trigger on data not coming from a dedicated industry 
loss reporting agency potentially more than $1bn, 
according to an informal tally the PCS team conducted. 
In addition to Japan, there’s cover out there for risks in 
New Zealand, some Latin America, and worldwide. And 
as we saw last year, (a) events can happen that trigger 
such instruments, (b) such instruments don’t always 
perform as expected and (c) collateral could get tied 

up for a while as parties seek to 
cut through ambiguity and spend 
for the privilege of doing so in the 
form of cash drags and potential 
arbitration or litigation.

For these reasons, the global 
reinsurance industry needs to fully 
understand what went wrong in 
2018 to isolate the problems and 
solve them for both Japan and other 

regions going forward. The first steps toward solidifying 
the market’s approach to ILW trigger selection have 
already been taken, and together, we’re gaining speed 
as a market. To fully solve the problem of inappropriate 
trigger selection, the market first needs more choice. 
Uncovered regions need to be addressed with a reliable 
solution from a trusted independent commercial 
entity. And this can only be accomplished through 
broad collaboration across our community to support 
the development of expanded industry loss estimate 
platforms. Early support and active participation 
are crucial to solving problems such as inaccurate 
reporting, trapped collateral, and the risk of dispute 
resolution becoming a reality. Further, the usual period 
of monitoring ahead of adoption may be a luxury the 
global reinsurance industry can no longer afford as 
evidenced by the rapid adoption of PCS Japan (and 
before that, PCS Global Marine and Energy) into ILW 
trades. With this in mind, it will be crucial for reinsurer-
supported industry loss estimate tools to be integrated 
quickly into the ILW market to alleviate the pressures 
that either introduce further risk into such transactions 
or cause players to eschew the market entirely.

Our market learned a lot about trigger selection 
in 2018. And there are more lessons to come. The 
decisions we make today will determine how expensive 
those future lessons are in terms of cash drags, non-
functioning covers, and legal fees. Full global loss 
aggregation may have felt like a utopian dream in years 
past, but we’re finally on the brink of making it a reality.

amount of loss to the year when taken on top of Jebi.
All in, Japanese catastrophes resulted in insured 

losses of around $20bn, according to PCS data, and 
resurveys continue. Meanwhile, the ILW community 
has struggled with the outcome. Collateral has been 
trapped. Lower-trigger ILWs seem to have been handled, 
but there are plenty of transactions stuck in limbo 
as “the number” is sorted out. According to market 
sources, the ILW market in Japan was between $500mn 
and $1bn in 2018.

What went wrong?
To put it lightly, loss reporting on the 2018 catastrophes 
in Japan was a mess. Given the data sources in play, the 
rest of the year following the events consisted almost 
exclusively of nervous anticipation. And the beginning 
of 2019 can only be described as 
an exercise in unwilling patience 
as cedants and markets waited for 
the results of the 2018 catastrophe 
year in Japan to be posted. Needless 
to say, surprises abounded. The 
Japanese floods were small enough 
that they didn’t have an impact on 
most outstanding ILWs and even 
fell comfortably below the franchise 
deductible for aggregate deals. ILW traders didn’t lose 
much sleep over that event. Jebi and Trami, though, 
caught their attention. Trami was large enough to make 
people wary of the $5bn threshold. And it certainly 
reached the franchise deductible for most aggregate 
ILWs. Initially, Jebi was reported to be $9bn, which most 
in the market immediately determined to be too low. 
We published our initial PCS Japan estimate at around 
the same time and came in significantly higher. Insurers 
and reinsurers had already digested a fair amount of 
creep, and there seemed to be momentum for more. In 
January and February, updates were circulated through 
the market fairly frequently before stabilizing a bit by 
early March. (PCS plans to keep Jebi open, in accordance 
with our methodology.) Another report offered a 
blended number for 2018 Japanese catastrophe events, 
without identifying which events were included in the 
industry loss estimate. Jebi, of course, blew through 
several common ILW trigger thresholds. Uncertainty 
about whether previously used reporting agents 
will publish follow-up estimates (and whether that 
practice is consistent with or a deviation from their 
standard processes) gives some interested parties 
hope and others pause. The disconnect between actual 
experience and the reported loss resulted in palpable 
frustration across the market even though (and I can’t 
mention this enough) the data sources referenced in 
the 2018 Japan ILWs were not built to be ILW trigger data 
providers, and they delivered on the specific services 
they provide as expected.
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It is hard to find any insurer whose reinsurance 
strategy has been overhauled as much as AIG’s has in 

the past few years. The signs are now pointing to some 
further changes to the US insurance giant’s programme, 
but with a stable underlying strategy informing 
reinsurance buying. This will likely mean the amount of 
reinsurance it buys will fall.

“We have been addressing our reinsurance to the 
portfolio we had,” said AIG president and CEO Brian 
Duperreault on an earnings call last month when asked 
whether AIG’s reinsurance buying would change.

“As that portfolio changes – so we get rid of the 
large limits strategy – you don’t have to buy as much in 
terms of protecting the company from those very large 
limits.”

AIG last month revealed it had bought two new 
property treaties in the second quarter, which 

were placed below its cat programme to 
address specific areas of concentration. 

It also purchased an aggregate retro 
cover for Validus Re. Peter Zaffino, 

CEO of General Insurance at AIG, 
revealed the more meaningful 

of the new property 
treaties was a single 

limit per occurrence cat cover for the Caribbean and 
Hawaii.

“As we move into the second half of 2019 and 
peak hurricane season, we now have comprehensive 
occurrence and aggregate protection in place and will 
continue to further enhance, refine and evolve our 
reinsurance programme,” Zaffino said.

The treaties secured in the second quarter were 
relatively minor. But the third quarter could see a 
major deal placed. As The Insurer previously revealed, 
AIG is looking to buy a global reinsurance cover for its 
giant professional liability book that could involve over 
$4bn of underlying business.

The exact size of the underlying book AIG is 
considering buying reinsurance for is not known but, 
based on the insurer’s 2018 financials, the global 
financial lines portfolio of its General Insurance 
division accounted for 16 percent – or $4.2bn – of total 
net written premiums.

AIG’s use of the term “financial lines” is believed to 
be synonymous with the more widely used term of 
professional liability for the segment of the market 
that includes classes such as D&O, E&O and EPLI in the 
US.

The move to protect the professional liability book 
would represent a continuation of the insurer’s strategy 
of using reinsurance to reduce earnings volatility, 
as it rehabilitates its underperforming underwriting 
portfolio.

The end of AIG’s 
reinsurance revolution?
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AIG has stated it will continue to evolve its use of 
reinsurance to balance its portfolio, manage volatility 
and protect against extreme risk events.

“I would say the basis of our philosophy around 
reinsurance, that it is geared to addressing 
exposures we feel we should share because of 
accumulation or because of volatility, that’s going 
to continue,” said Duperreault last month. “As the 
portfolio evolves we will adjust our total 
programme accordingly.”

In May, AIG CFO Mark Lyons commented at 
a conference that the insurer would likely 
move further towards quota share and away 
from excess-of-loss outside of catastrophe 
business.

“I expect some of what we have in place we 
will probably renew and some will probably be 
lessened a bit. There probably would start to 
be – outside of cat – more quota share usage 
than XoL usage,” Lyons commented.

The lessening of the amount of protection 
AIG buys would represent a reversal of the 
trend in recent times. AIG has undergone 
a reinsurance buying revolution under the 
management of Duperreault and Zaffino.

The insurer started 2017 by revealing its 
blockbuster National Indemnity deal to cede 
80 percent of US commercial reserve risk in 
excess of $25bn of net paid losses up to an aggregate 
limit of $25bn for accident year 2015 and prior, at a 
price of $9.8bn.

After Duperreault came on board later in 2017, 
AIG recognised its legacy reinsurance strategy had 
substantial shortcomings in managing volatility 
across return periods and protecting against tail-
risk events. It has since bought a series of new 
excess-of-loss and quota share covers across its 
portfolio to improve its net underwriting results, 
as it drastically restructured its underperforming 
book and slashed the limits it was willing to write. 

Last year, it also launched legacy vehicle 
Fortitude Re which assumed significant back 
year liabilities across its book, including 
liability lines.

Zaffino explained on an earnings call in 
January: “We found that the reinsurance 
programmes had substantial shortcomings 
when it came to relevance in supporting the 
prior go-large underwriting strategy and 
managing volatility across return periods. 
Those programs did not adequately protect 
against tail risk events.”

He continued: “Our approach to reinsurance 
has dramatically shifted in line with our 
belief that there is strategic value in utilising 
reinsurance to strengthen and enhance our 

portfolio, ensure a balanced book of business with 
appropriate management of net volatility and 

protect against extreme risk events.”
Heading into January 2018, AIG made an initial 

decision to reduce the significant net risk in the 
portfolio, with the impact most notable in the 
North American catastrophe treaty.
Following a deeper review, AIG identified 

additional gaps to address heading into 2019. 
Zaffino commented the 1.1.2019 renewal was 
“challenging and complicated”. This was a 
result of the increased frequency of cats, 
reduced retro supply and market contraction 
in the ILS market, and the ceded losses in late 
2018.

As of the beginning of 2019, AIG’s worldwide 
catastrophe reinsurance program provided 
differing per occurrence and aggregate 
attachment points for North America, Japan 
and the rest of the world. This included $2bn 
of limit for either per occurrence or aggregate 
exposure that is shared across the regional 
towers.

The North America coverage included per 
occurrence protection of up to $4bn excess 
of $750mn, including the $2bn of limit that 
is shared across the regional occurrence and 
aggregate towers. It also included a $500mn 

aggregate or occurrence North America-specific limit 
to supplement the shared limit and a new $275mn 
occurrence cat cover specific for the US high net worth 
personal lines business.

Coverage for exposure outside North America 
included Japan per occurrence coverage of $550mn 

excess of $200mn for personal and commercial 
exposure. Rest of world per occurrence coverage 
was up to $425mn, with a retention between 
$50mn and $125mn depending on the zone.

According to Zaffino, the modelled standard 
deviation of the property portfolio was reduced 

by 40 percent by the start of 2019. Zaffino 
commented AIG now has much lower 
attachment points on its global catastrophe 
treaties, particularly in international and 
personal insurance. 

Attachment points for international 
catastrophe outside of Japan now range from 
$50mn to $75mn.

Also heading into 2019, AIG made substantial 
enhancements to its casualty programmes. 
This included expanding the $75mn XoL 
international excess of loss programme to 
North America, which is now a global program. 
It also added a new 50 percent quota share for 
the first $25mn for its US primary and excess 
casualty lines.

I would say the basis of 
our philosophy around 
reinsurance, that it is 
geared to addressing 
exposures we feel we 
should share because 

of accumulation or 
because of volatility, 

that’s going to continue
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the reinsurance 
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Reinsurers are going back to basics to focus on 
profitable underwriting in a move that they believe 

will add momentum to hardening conditions at 1.1 
beyond loss-affected lines.

Executives gathered at a roundtable hosted by The 
Insurer at the Rendez-Vous in Monte Carlo this week 
were optimistic about the outlook for the upcoming 1 
January renewals.

Speaking at the event, Ryan Mather, Argo Group’s 
global head of reinsurance, said he was positive the 
renewals would bring 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.

Eric Schuh, Swiss Re’s global head of P&C, outlined 
that he hoped that 1.1 would build on the momentum 
he said the industry had gathered at the mid-year 
renewals.

Commenting on Swiss Re’s P&C business, Schuh said 
the Zurich-based carrier “grew its whole portfolio 17 
percent at 1.7 attributing two percent of this uptick to 
rate.

As a result of the shifting market dynamics, Schuh 
said Swiss Re intended to upsize its P&C book to reflect 
the improved market conditions.

“We’re seeing opportunities across the portfolio, and 
we intend to grow with the market,” Schuh said.

Also speaking on the panel, Jed Rhoads, president and 
CUO of Markel Global Reinsurance, said he too hoped 
the pricing momentum would continue, but stressed 
that it would have to be sustained longer term for 
reinsurers to get back to the level of rate they need.

“We may be back to 2016 pricing levels, but that’s not 
good enough,” he said. “Reinsurers gave on rate for far 
more years than that.”

Rhoads added: “We saw eight consecutive years of 
rate decreases; I’d like to see eight years of modest price 
increases to get us to level out.”

Paddy Jago, global chairman of Willis Re and 
chairman of Willis Re North America acknowledged the 
transitioning market, but said that backing the right 
cedant would be more important for reinsurers than an 
across-the-board rate uplift.

“The ability of reinsurers to pick the right client will be 

key,” Jago said.
“We saw more selectivity at June and July in terms of 

the partners reinsurers were picking across the board,” 
he added, stating that this is a trend he expects to 
continue.

The need for disciplined underwriting was also 
stressed by John Racher, vice president and head of UK 
operations and international growth at Advantage Go.

“Underwriting discipline is a massive focus for the 
industry,” he said.

“Return on capital just isn’t coming from other sources 
anymore so carriers need to focus on underwriting for 
profitability,” he added.

Casualty
Discussing the casualty market, executives gathered 
at The Insurer roundtable were in agreement that the 
market was often eclipsed in conversations about rate 
movement by property cat business.

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,” Montador said.

“There’s a lot of disconnection between casualty 
underwriting and other lines of business,” he added.

Megan Thomas, CUO of Axis Re, echoed this, calling 
on the industry to respond to the factors impacting 
the casualty market, such as social inflation, medical 
inflation and a litigious environment in the US.

“I don’t think the industry is there in recognising the 
fundamental need for casualty rates to come up,” she 
said. “The industry has never factored in inflationary 
increases into the pricing,” Thomas added.

Bill Churney, president of risk modelling firm AIR 
Worldwide, said that in order for underwriters to better 
price casualty risks, the market needs to improve the 
data it possesses.

“We need to get our arms around the data,” he said.
Churney said that while casualty models were 

maturing at a rapid pace, they very much lagged behind 
those built for the property catastrophe market as a 
result of insufficient data.

“Casualty modelling is now at the stage cat modelling 
was 30 years ago,” Churney said.
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focussed on property catastrophe in the first instance. 
Ultimately automated placement will most benefit the 

distribution platforms that facilitate it and 
alternative capital providers seeking greater 
access to risk.

Rise of exchange-based secondary 
markets
Secondary markets in insurance-linked 
securities (ILS) are relatively undeveloped 
compared with those for mainstream 
securities. Increased trading could benefit 
reinsurers, investors and society by bringing 
added liquidity to insurance risk. 

To help achieve this, infrastructure providers 
are building electronic exchanges to facilitate 
faster and cheaper trading. However, these 

exchanges face a number of high barriers, such as 
slow and infrequent reporting on losses affecting 
securities and opaque processes for valuing them. 
Over time these will be surmounted, allowing the 
reinsurers that fully exploit secondary markets to 
optimise their risk and capital more dynamically.
Parametric products, where claims are triggered 

by an event meeting pre-defined parameters such as 
a level of rainfall, could help introduce standardised 
risk units that would lend themselves to trading on 
secondary markets.

We are often told that our market, slow to evolve 
and embrace change, is set for a period of 

fundamental evolution in the coming years. 
But what sort of changes can we really expect 

and how significant might they prove to be for 
our industry? Deloitte, in a forthcoming seminal 
report, has sought to identify and explore 
the most important future trends, based 
on interviews with leaders from reinsurers, 
brokers, capital markets players and start-ups. 

The Insurer caught up with Clive Buesnel, 
Deloitte’s Head of UK Insurance who also leads 
the firm’s thinking on reinsurance globally, 
and was lucky to be afforded a glimpse of the 
report. Here we provide a taster of two of the 
trends covered in the report and some of its 
challenging insights:

Automation of the placement process
The traditional reinsurance placement process 
has been slow to evolve and acquisition cost 
ratios have been rising steadily. Now the market is 
seeing the convergence of multiple powerful forces 
that suggest automated reinsurance placement will 
gain ground. 

These range from new technologies to Insurtechs 
launching in this space to market-modernisation 
initiatives. Nonetheless, adoption will be gradual and 
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Peter Hastie: Why is there a distinction between 
insurance and reinsurance pricing in the current market?

Jean-Paul Conoscente: Insurance companies have lived 
off high commissions and cheap reinsurance for a while, 
and that’s a drug that is hard to come off.

Rod Fox: We are seeing increased demand for 
reinsurance, and people have asked for increased 
reinsurance prices but there is a degree of kickback 
from the buyers.

Kathleen Reardon: Retro capacity is very fragile; we need 
to accelerate reinsurance rate increases.

J-PC: It’s interesting because rate increases have not 
been driven by losses, it is more a case that the market 
has put its hands up and said ‘no more!’

Greg Hendrick: For me, 2017/2018 reminded everyone 
that the essence of re/insurance is to protect the tail 
of the risk distribution of the client. The uncertainty of 
that tail is going to drive the market, not capital.

James Slaughter: In the past the connection between the 
insurance price and the reinsurance price was absolute, 
but I’m not sure that’s the case at the moment. At 
Liberty, we buy reinsurance at an explicit price for 
our reinsurance needs, but it bears no relation to our 
underlying underwriting pricing on insurance.

Greg Hendrick: You don’t often see a pricing market like 
this. In insurance we are seeing rate increasing and that 
is accelerating towards double digits. In reinsurance 
we saw improvement in June/July but not as much. 
When you go to the retrocession market, rates went up 
at June 1 between 10-20 percent. This is what I call the 
inverted rate curve - getting more in insurance, less 
in reinsurance, and more in retrocession. This will put 
pressure on reinsurance rates to go up. The question at 
Monte Carlo is by how much.

Vicky Carter: As primary companies grow in size through 
acquisition, we are seeing them buy down retentions 
and utilise reinsurance as earnings protection.

Andy Marcell: There is a disconnect between insurance 
and reinsurance pricing, which is probably true for 
some of the global firms but not for all of them. I also 
think there is an over-reliance on outside modelling 
vendors, and we encourage clients to develop their own 
models.

VC: As the nature of risk changes and becomes far 
more complex, and exposures in non-peak peril 
risk accumulate, and the significant loss creep on 
catastrophe losses continues to develop, models will 
require a total recalibration.

J-PC: At renewals, ILS was probably more expensive than 
traditional reinsurance, related to the fact that ILS has 
had several years of poor returns.

VC: The emergence of new risks and the impact of the 
model change will reshape the reinsurance landscape 
dramatically.

Charles Mathias: People have said that model drawdown 
is much greater than they expected. To an extent, 
investors have lost confidence in the models.

JS: To think of ILS as different to reinsurance is a fallacy. 
As the market changes the lines between these two 
differentiated sources of capital will disappear.

Mark Cloutier: Reinsurers have had a reset in the risk-
adjusted return expectations thrust upon them by ILS 
capital. It causes us to look at our business and to 
think very hard about the nature of our reinsurance 
business going forward - maybe we are underwriters 
of risk, but not to our own balance sheet? The severity 
and frequency of climate change has also driven returns 
lower; but there is so much capacity out there and it 
is getting blended. It will take capital providers saying 
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this is simply no longer worth it, or a series of major 
catastrophic events, for things to change.

KR: The capital markets could start pushing the market 
up.

Igor Best-Devereux: We’ve been discussing rate 
adequacy for risk and the desire for profitability but 
we haven’t mentioned much about the costs in this 
business. The current 40-50 percent frictional cost in 
the value chain is an area where real progress can be 
made to improve results.  This is where technology can 
have a significant impact.

JS: Is the real problem here actually that there is not 
enough insured risk? The question then becomes: how 
do we unlock pools of risk that we can manage?

VC: The protection gaps in the public sector are 
huge right now – the opportunities that provides are 
enormous.

J-P C: I disagree that there is not enough risk - there is 
plenty of risk and plenty of demand. Just look at cyber.

I B-D: But there are only certain elements we can 
control: the cost of capital; the cost of distribution; and 
the cost of risk. All of these areas need to be addressed, 
and technology is a huge potential impact on each of 
them.

AM: And anticipating what’s next on the horizon for 
the casualty market is incredibly hard. Is it going to be 
opioids or sexual harassment? It’s really hard.

KR: One of the issues is that we tend to retreat when 
there is a problem and leave it for government to sort 
out, and we need to stop doing that. Look at the issue 
of sexual abuse.  Perhaps a more diligent examination 
of governance and management is in order. Is the 
industry going to restrict coverage or help to fix the 
underlying problem?

I B-D: The protection gap exists partly because of the 
cost or (re)insurance. Control the broad distribution 
cost and you can potentially reduce the premium 
cost to customers. That in turn leads to a different 
equilibrium where more insurance might be sold.

KR: But as an industry we are still very protective of our 
data. We have come a long way but we there is still a 
data disconnect and an uneven sharing of knowledge. 
There is a big data gap.

AM: Who has pricing power in the end? Those 
advocating technology and efficiency may not 

necessarily affect pricing in terms of pricing power, but 
they may reveal the true price.

Kurt Mitzner: The worry is that technology companies 
like Google will come in and provide the data, and 
therefore determine the price.

VC: The challenge is, as things become more 
technologically-advanced, will we be able to price 
evolving risks? The potential for this industry is really 
exciting .

CM: How we think about these evolving risks is 
important. We need to be a lot more innovative; we 
have large balance sheets that support catastrophe risk 
but we should innovate on product and find other ways 
to use that capital.

JS: We have failed to convince those that own the risk 
that our proposition is valuable.

VC: Look at driverless cars. Manufacturers are crying 
out for the industry to provide them with products for 
product recall and cyber. It’s really interesting because 
there will be a total shift of liability from driver to 
manufacturers.

MC: we seem to have lost sight of the utility and 
ability to syndicate risk on new product and thereby 
share the ‘learning cost’ exposure of introducing new 
products, which was one of the key strengths of Lloyd’s 
historically.

VC: Look at the development of risk, take cyber. Beazley 
started writing this at Lloyd’s over 10 years ago with a 
very limited product and now look at how that market 
has exploded. It often takes one party to jump in and 
take the initiative and opportunity.

I B-D: The reinsurance market has participated in the 
tremendous economic growth of the past 50 years, but 
risk selection may need more attention. Getting better 
data about risks should help in selection. That data 
must be shared with reinsurers. It should support the 
reinsurers in more granular analysis of risks. Capital 
management ends up being improved whether it’s an 
ILS or more traditional reinsurer balance sheet.

JP-C: Innovation is linked to the profitability of the 
business: the more profitable the underlying business 
is, the more you can invest in innovation.

GH: As you think about innovation and running the 
traditional business, you must do both and have one 
foot on the gas and one foot on the brake at the same 
time.



A fter the major loss years of 2017 and 2018, Aon’s 
head of Impact Forecasting, Adam Podlaha, 

explained how the development of more efficient 
underwriting and modelling systems underpinned by 
seamless automated pricing algorithms are the silver 
lining to the costly nat cat storm clouds that still linger 
over the industry.

In a market under increasing scrutiny to remain cost 
efficient, the allocation of resources has never 
been taken lightly, but the costly storms of 2017 
and the disastrous wildfires of 2018 provided 
huge impetus to create even more advanced 
modelling solutions, according to Podlaha.

“After a long period of relative calm, 2017 
and 2018 were both very active years. Because 
of that, we developed our Automated Event 
Response service.”  He continued: “If those cat years 
didn’t happen, its development would have been very 
limited because there would be no demand for it.”

Development of the service began with the Impact 
Forecasting team creating a system within its Elements 
platform that could automatically predict losses for 
(re)insurers three to five days before a hurricane 
or wind storm were due to hit in the US or Europe, 
thereby helping clients to track the event, make loss 
adjustments, decide how to deploy resources, and also 
warn people.

“It’s like a weather forecast, but for predicting 
losses on individual client portfolios at a rate of 
about 60 portfolios every six hours – completely 
automated, with updates and alerts issued 
automatically,” he said.

Impact Forecasting has come a long way in the 
past few years, having focused on greater efficiency 
and accuracy to remain competitive, by reducing the 
time spent on manual functions for both underwriters 

and model providers.
Part of the efficiency drive means reducing the 

burden of data input on all sides, especially as data 
improves.

“What we’re going to see is insurers asking their 
clients for less information about a building, for 
example, as the insurer itself or a third-party system 
will provide that information from a database, and 

based on the parameters of the building, the 
price will be quickly defined,” he continued.

“It will be similar to obtaining a quote for 
home insurance in the UK,” Podlaha explained. 
“For instance, on a price comparison website 
every insurer on there can use whatever form 
of analysis they like to produce a quote, but 
if that isn’t done in eight seconds, their quote 

won’t be visible to the customer.
“For every peril, from earthquake to wind and flood, 

there will be some kind of model in the background 
that will determine pricing, and people will spend less 
time pushing buttons, and more time exploring the 
results and evaluating losses.

“Insurers all around the world will need to use 
automated pricing algorithms if they aren’t already.”

Looking to the future, the desire to innovate has been 
ignited and Podlaha envisions a sector with greater 
collaboration between (re)insurers and external parties, 

including universities, start-ups and risk model 
vendors.

“For now, it’s relatively hard to convert one 
vendor’s portfolio input format to another one. 
But in 10 years, that will be sorted for sure,” he 
said. “There will be more models around the world 

for different territories; more collaboration and data 
sharing and more models in underwriting. Computers 

are getting faster and the technology is already here.”
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If you want to know what’s really occupying minds at 
the Monte Carlo Rendez-Vous, take a table outside 

the Café de Paris, sip a coffee and absorb. Some of the 
finest minds in the reinsurance industry will be gathered 
at the tables around you. Because what shapes those 
conversations, shapes our sector for months to come.

This year, ratings agency Standard & Poor’s latest 
report is bound to be a topic for discussion. S&P’s 
assessment of the global reinsurance market, published 
in mid-August, asserted that M&A in the sector will 
continue apace for the next five years. ‘Challenging 
market conditions’, S&P concluded will continue to drive 
consolidation with pressure on the sector’s earnings 
continuing.

So how will Liberty Mutual Re react? Much of the 
answer to that question is signalled by our name. As a 
mutual, we are essentially immune to the distractions of 
being acquired.  Our stability combined with our track 
record of reliability and consistency polish up more 
brightly when the wider market indulges in corporate 
activity. New entrants come and go; we invest in long-
term relationships and gaining a deeper understanding 
of our customers’ needs.

Putting M&A to one side, this leaves the question: how 
does a business such as Liberty Mutual Re respond to 
these challenging conditions, albeit with rates firming in 
areas such as Japan and Florida? In response, I’d like to 

point to three key areas.
First, cost base. Many reinsurers’ instinctive 

reaction is to make noises about cost cutting, but 
that short-term approach may be a false economy. 
Reinsurance is an inherently complex market which 
does not easily lend itself to the type of FinTech 

platforms that we’ve seen in the direct insurance 
world. As emerging risks become harder to quantify, 
there’s no substitute for a deep understanding of our 
clients’ businesses, built over the long term. A presence 
on the ground around the world is also vital in order to 

manage and develop client relationships. Yes, this kind 
of investment is long term and expensive, but essential 
to delivering the high quality reinsurance services and 
solutions our clients want and deserve.

Second, the behaviour of reinsurers is changing. For 
some time now, we’ve been seeing growth in traditional 
reinsurance capacity and a greater degree of flexibility 
being deployed to support clients’ requirements. For 
example, there has been much market chatter about 
cyber, particularly the risk of silent cyber within more 
general or traditional covers, hence the move to develop 
bespoke cover.

Overall, the market will need to keep adjusting in line 
with the changing risk profile – in particular regarding 
technology risks. For example, in just the last three 
months, we’ve seen growing concerns regarding drones, 
e-scooters, e-bikes and other individual electronic 
transport devices, which are having a significant impact 
on balance sheets.

Third and finally, we recognise that market sentiment 
remains finely balanced between optimism and 
pessimism – although optimists seem to be winning 
currently. The good news is that the market does seem 
to be responding to the tough conditions. The bad news 
is that it could still do more.

Just to blur the picture a little, it’s important to note 
that the Atlantic hurricane season remains with us. 
Throw into the mix population growth and increasing 
development of the world’s coastal areas and the result 
becomes harder to call.

Faced with conditions like these, the whirl of M&A 
and a world that seems increasingly chaotic, being able 
to take a long-term view is reassuring. It makes things 
simpler. While many reinsurers are pulled this way and 
that by the competing demands of shareholders and 
clients, Liberty Mutual Re’s focus remains firmly centred.

The more chaotic the world, the greater the need to 
build strong client relationships.

Seeing 
beyond the 
short term
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An analysis of rating agencies’ recent reports on 
the reinsurance industry reveals a number of 

alternative capital trends to watch. 
In the past 12 months the flow of convergence capital 

– funds from non-traditional, third-party sources – into 
the global reinsurance industry has decreased for the 
first time in 10 years.

Alternative capital assets under management are 
estimated to have contracted by around $4bn in the 
first quarter of this year, driven by 2017 and 2018 losses 
as well as redemption requests from investors. Broker 
Aon estimated trapped ILS capital at the end of the first 
quarter of $15bn. 

The ratings agencies expect the slowdown in the 
influx of alternative capital to the sector to continue. 

“The slowdown is due, in part, to investors’ growing 
uncertainty about the impact of climate change on 
insurance claims,” Fitch said. “There is mounting 
evidence that climate change is affecting insurance 
claims, with two successive years of record wildfire 
losses, and warmer temperatures in recent years a 
likely contributory factor to increased hurricane and 
flood losses.”

Alternative capital from investors looking to diversify 
away from traditional financial markets has added to 
overcapacity, Fitch said, to the detriment of reinsurers’ 
margins. It said a lasting slowdown could reduce 
competitive pressure and help to support pricing 

momentum. What is clear is that a reassessment of risk 
is taking place among alternative capital providers.

“Third-party capital investors rightly felt slighted by 
the events that unfolded following the initial impact 
of 2017 losses,” AM Best said in a report. “Perhaps 
some of the subsequent surprise can be attributed to 
timing, but clearly more emphasis has to be placed on 
improved risk selection, mitigation, and pricing by the 
underwriter or, in many cases today, the fund manager.”

One of the most prominent examples of the 
challenges faced by ILS funds was Markel placing CatCo 
into run-off.

Investors have been cautious about entering the 
market or reloading so far this year, S&P noted. 
“Further loss creep and mark-to-market catastrophe 
bond losses due to higher prices for new issuance have 
been the main culprits,” it said.

Over reliant on retro?
Although alternative capital has been an important part 
of the reinsurance industry for more than a decade, 
AM Best noted that over the past five years third-
party capital has proliferated more rapidly as investor 
interest increased and reinsurance structures became 
more varied. 

“What is clearly transpiring through this aspect 
of the market’s evolution is that third-party capital 
is becoming more closely aligned with traditional 
reinsurance capital,” AM Best said, while predicting 
this alignment will continue further. The ratings agency 
pointed to joint ventures, retrocession and direct 
ownership, “which should serve to more closely align 
return objectives for the market overall.”

The rapid growth in third-party capital has changed 
reinsurers’ behaviour. They have become reliant on the 
retro capacity provided by alternative capital. 

“In the past, traditional reinsurers arguably viewed 
third-party capital as a nice to have,” said S&P. “Now, 
it has become the new norm, with established players 
incorporating third-party capital into their operations 
to stay competitive.”

The top 20 reinsurers increased their collateral retro 
utilisation, for example. Tail protection for this group 
for a 1-in-250-year catastrophe event increased to 
about 20 percent as of the end of 2018, from about 13 
percent as of the end of 2015. In the past two years, 
the highest collateralized retro utilization was among 
midsize global reinsurers, S&P revealed.

A Moody’s analysis showed a widening spread 

Alternative capital drop highlights 
reinsurers’ retro reliance
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reliance on the retrocession provided by third-party 
sources
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between reinsurers’ gross and net natural catastrophe 
exposure, measured at the 1-in-250 aggregate 
probable maximum loss level. In 2018, reinsurers’ gross 
catastrophe exposure was on average 29 percent points 
higher than their net exposure, up significantly from 8 
percent points in 2012. 

The retro-dependent model brings benefits and 
challenges, the ratings agency noted. “We believe that 
increased reliance on retrocession weakens capital 
quality of those reinsurers overly dependent on it to 
support capacity,” Moody’s warned.

The ratings agency added there is “an important 
distinction between reinsurers that simply rely on 
retrocession 
and alternative 
capital to support 
their gross 
underwriting 
capacity, and 
those that earn 
fee income 
by managing 
significant 
amounts of 
alternative 
capital for third-
party investors”. 

Reinsurers such 
as Markel, RenaissanceRe and Validus operate large 
alternative capital management platforms, including 
ILS funds and sidecars. These allow them to offer 
clients both traditional and alternative capital-backed 
risk transfer solutions, in exchange for a fee. 

“A number of reinsurers have engaged proactively 
with alternative capital to retrocede some of their 
own risk and/or to offer risk transfer to clients,” 
Moody’s said. “This has boosted their gross capacity, 
limited their exposure to peak risks, and generated 
additional fee income. However, it has also increased 
their exposure to supply and demand dynamics in the 
alternative capital market.”

The supply side of that equation is now under 
pressure. Price increases for property-cat retrocession 
during the 2018 and 2019 retrocession renewal periods 
outpaced increases in property cat reinsurance prices. 

“This reduced the historical price gap between 
retrocession and reinsurance, and squeezed the 
margins available to reinsurers with retro-dependent 
strategies,” the Moody’s said.

Collateralised reinsurance turmoil
AM Best noted the turmoil in the collateralized 
reinsurance market, which it said accounts for around 
$56bn of a $95bn ILS market. Adding to this is an 
uncertain fronting market, following the sale of Tokio 
Millennium Re (TMR) to RenRe, which will not maintain 

its fronting business. This leaves Allianz Risk Transfer 
and Hannover Re as the only major players in this 
space now.

AM Best said the uncertainty in the fronting market 
has created new opportunities for other entities to 
enter. The use of fronting companies for collateralised 
reinsurance eliminates the need to negotiate collateral 
release provisions and trust agreements, as well as the 
need to provide reinstatement provisions. 

“The current uncertainty limits the ability of ILS fund 
managers to engage in fronting arrangements, and they 
will need to find other (re)insurers to provide fronting 
services or to seek alternative solutions,” AM Best said.

S&P noted 
some ILS 
funds have 
also looked 
to set up their 
own rated 
reinsurers. 
One 
advantage 
of this is 
it removes 
the need to 
access the 
uncertain 
fronting 

market. Examples include Humboldt Re and Kelvin Re 
backed by Credit Suisse Asset Managers’ ILS investor 
mandates, and Lumen Re backed by LGT ILS funds. 

“All of these vehicles have been successful in 
transferring collateralized reinsurance onto rated 
paper, and we expect more funds to explore this route, 
making the line between traditional reinsurance and 
alternative capital more blurred than ever,” S&P said.

Average collateralized tail protection
purchased by top 20 reinsurers
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Widening spread between gross and net cat
exposure highlights increased use of retrocession



affirm or exclude cyber cover. The action follows a 
January notice from the UK’s Prudential Regulation 
Authority (PRA) that laid out its expectation that 
all insurers should have action plans to reduce the 
unintended exposure which can be caused by writing 
cyber risks on a non-affirmative basis.

The mandate will be rolled out in phases, first 
addressing primary property-damage policies, which 
must be compliant from the start of next year.

Quantifying exposure
Indeed, according to O’Brien this so-called ‘silent 
cyber’ is one of the most important issues facing 
insurers at the moment. “Regulators across Europe 
are concerned with the extent to which insurers may 
not have adequate reinsurance support and/or capital 
to be able to sustain a systemic silent cyber event on 
their insurance portfolios. As such, they are asking 
insurers and reinsurers to look diligently at silent cyber 

exposures and the potential impact on their business. 
Underwriters need to know exactly what their 
exposure could be and how they are mitigating it.”

It’s not only underwriters who are taking 
the cyber threat more seriously, however, with 
companies both large and small demonstrating 

an increased appetite for cover, especially amongst 
the SME sector where there is a growing awareness 
of the need to have adequate protection in place 

to deal with breach response. Indeed, according to a 
recent report by Hiscox, while incidents involving global 
corporations such as Capital One and First Financial 
grab the headlines, SMEs are a main target of cyber-
attacks, as a small business is hacked roughly every 19 
seconds.  

Cyber-attacks on well-known businesses and 
public sector entities are increasingly making the 

headlines. In August, the European Central Bank said 
that attackers had managed to hack into its Banks’ 
Integrated Reporting Dictionary (BIRD) website, and 
that it is possible that the names, email addresses and 
position titles of subscribers to the BIRD newsletter may 
have been stolen.

In the same month, the US Securities and Exchange 
Commission (SEC) said it was investigating a security 
failure on the website of insurer First American Financial 
Corporation that exposed more than 885 million 
personal and financial records tied to mortgage deals 
going back to 2003.

These stories followed the revelation only the 
month before by Capital One of a large data 
breach of more than 100 million people’s personal 
information. What is abundantly clear is that the 
scale and severity of cyber-attacks has continued 
apace in 2019 as criminals seek to stay one step 
ahead of corporate defences.

Yet from the risk perspective the insurance 
market has not been passively observing events. The 
evolution of the cyber (re)insurance market itself has 
also continued apace as the market seeks to establish a 
better understanding of exposures.

At Lloyd’s, for example, underwriters will now be 
required to ensure that all policies either explicitly 
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Siobhan O’Brien, head of the Cyber Centre of 
Excellence for International and Global Specialties, 
Guy Carpenter, examines the developing nature of the 
cyber market and the nature of reinsurance support
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Guy Carpenter Continued on page 28
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she adds. “For many smaller companies looking to set 
up a cyber team it often makes sense to engage in a 
white-labelling partnership with a reinsurer, enabling 
them to offer a product to a broader group of potential 
customers without incurring the overheads of setting up 
a cyber team. For the reinsurers this arrangement gives 
them access to a different distribution channel without 
having the requirement for a physical presence in the 
area.”

With the increasing demand for cyber insurance in the 
direct market, reinsurance is important to the continued 
growth of capacity:

“Reinsurers are comfortable providing support for 
stand-alone cyber treaties or as a component of the 
traditional casualty treaties. As with the Capital One 
breach, we see a lot of headline grabbing news about 

the relative size of cyber-attacks 
but, in reality, the amount of 
insurance purchased which will 
respond to many of these attacks 
is actually relatively low. So, the 
insured loss is often fairly low 
compared to the economic loss.”

Still, even though there may be a 
discrepancy between economic and 
insured losses, shouldn’t reinsurers 
be wary about supporting the 
growth of a market which could yet 
come back to hurt them with large 

losses across multiple lines of coverage? Not so, says 
O’Brien:

 “From the silent cyber perspective, with the oversight 
by regulators and Lloyd’s requirement for more clarity 
around the extent of cyber coverage under policies, 
the reinsurance market is receiving more exposure 
information and asking more questions about 
underlying portfolios. This is enabling them to make 
better-informed decisions.”

O’Brien suggests that although the key drivers vary, one 
thread which runs throughout corporate buyers is an 
increased awareness around cyber as a risk “which is 
often driven by increased regulation and the need to 
demonstrate that at board level your company is aware 
of and responding to the cyber threat”.

“Also driving demand is news about significant cyber 
events and breaches, which demonstrates the frequency 
and potential severity of cyber-attacks. Of these drivers, 
board-level demand has increased, as cyber is now one 
of the top three risks for boards, whereas five years ago 
it was perceived as of lower concern.”

Constant development
So, is the cyber (re)insurance market at a tipping point? 
Not necessarily, according to O’Brien – though there is 
no doubt that it’s set for significant 
premium growth (see chart). Indeed, 
according to PwC, the current US 
standalone cyber insurance market 
is estimated at $2.5bn-$3.5bn 
annually and is expected to grow 
by another $2bn over the next 
three years. According to Munich 
Re, demand for suitable insurance 
cover and prevention and recovery 
services is growing exponentially, 
with the reinsurer suggesting 
that the market volume for cyber 
insurance will grow to $8bn-$9bn by 2020 – more than 
twice that of 2017.

“Cyber insurance is an ever evolving product having 
started off in the US market as a privacy breach 
response policy, then expanding into other associated 
areas including business interruption,” she says. “As part 
of this constant evolution, regulators are focusing on 
silent cyber and its impact on the non-traditional lines 
of coverage. It’s also worth noting that cyber threats 
change all the time, so the types of losses will also 
change.”

The development of the cyber market is far from 
uniform from a geographical perspective. Whereas 
the US cyber market is very mature, the UK, European 
and Australian markets are in growth phases, other 
geographies show a divergent picture: Asia is slower on 
policy uptake, Latin America is beginning to grow, while 
the Middle East has seen some moderate growth.

Reinsurance support
O’Brien suggests that an important factor in the future 
maturation of the cyber market will be the involvement 
of the reinsurance market, which is increasing the 
amount of capital available in the direct market, as well 
as helping with regard to white labelling.

“Cyber is a niche market and requires a lot of 
underwriting expertise and underwriting capability,” 
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It was Justin Trudeau who in 2018 first coined the 
phrase that ‘the pace of change has never been this 

fast – yet it will never be this slow again’. One year later 
these words seem wiser than ever and the phrase has 
become a truism. While exciting, it can feel like if you 
stand still for a minute, then you’ll get left behind. That’s 
certainly true of the insurance industry, where we seem 
to live in permanent fear of disruption. 

Consider the past 20 years. We faced the dotcom 
wave which saw significant disintermediation of brokers 
in the personal lines space, particularly in the UK. A 
decade into the new millennium and we dreaded the 
likes of Google doing to our industry what Uber did to 
taxis. More recently, our fear has been focused on the 
insurtechs, artificial intelligence and machine learning 
making many of our jobs obsolete. But in reality, most 
insurtechs are focused on providing tools to help our 
industry, not disrupt it, and tools like AI are going to 
shoulder the burden of mundane processes. This all 
means that the jobs we humans do will actually be far 
more interesting. And, after 20 years of fear, the global 
insurance industry actually employs more people today 
than it has ever done before.

There’s no doubt that innovation is the new 
currency. AM Best recently announced that 
it’s launching a new innovation score for 
carriers, because innovation is seen to be 
‘just as critical to insurers’ success as the 
strength of their balance sheet’.

But what does innovation really mean in our 
world?

Ultimately, the fundamental insurance concepts 
are simple: picking and pricing the best risks and 

making sure the worst exposures are hedged correctly. 
And when it boils down to it, all insurance clients want 
the same thing: to buy insurance quickly with as few 
friction points as possible and for their policy to work. 

So innovation in our industry should focus on 
continually challenging our products, our processes, our 
technology and our people to deliver what our clients 
want. Not all innovation requires a revolution. When 
a good idea comes along, building a smoother wheel 
rather than reinventing it is usually the path to success. 
I personally feel that the meaningful change in our 
industry is coming from within, from those companies 
who are embracing and driving change, and using 
technology to remain relevant to their customers, not 
just today but in three, four, five years time. 

And it is working. All the innovation, the consolidation, 
the acceptance of insurtech has meant that we’re 
doing a much better job for our customers today than 
ever before. We’re delivering better products, more 
efficiently, and supported by better risk management 
and delivering better claims handling outcomes. And, 
believe it or not, it’s making us a more attractive 

industry where we are better able to compete for 
young talent than we ever have been before 

– and this is crucial because in the future we 
need to be able to compete with the likes of 
Google and Facebook for that talent.

We can’t stand still. Businesses that 
truly innovate will continue to attract new 

customers and new talent. Those who only pay 
lip service to innovation and are always playing 

catch-up – well, quite frankly, they will get left 
behind.
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Today we’re facing unprecedented weather-
related shifts, resulting in more extremes – severe 

heat waves, intense rain falls and warmer ocean 
temperatures. All lead to new risks, threats and 
considerations for our clients and our industry.

As reinsurers, the challenges of this new reality 
are numerous, and it is difficult to quantify the exact 
impacts. Even regions previously considered low-risk 
increasingly are subject to extreme events that have 
caused significant, surprising economic and insured 
damage.

Given that reinsurers write most business annually, 
longer-term environmental changes become difficult 
to reconcile with the industry’s established renewal 
schedule. Pricing trends have lagged behind loss 
experience, making accurate risk analysis more difficult. 
As an industry, we will be playing catch-up for the 
foreseeable future, as premiums increase to match 
rising loss frequency and severity. 

We’re also seeing trends that may prompt new needs 
and new coverages.

Given these changes, a natural reaction for reinsurers 
is to reduce exposure to climate-related risks. Yet, 
if we reduce supply as climate risk increases – and 
the demand for coverages rises – we will eventually 
increase the protection gap. This quite simply is not an 
option for our industry. 

Another hard reality the reinsurance 
industry must address is managing our 
own profitability while contributing 
positively to the climate risk solution 
and narrowing of the protection gap. This 
balance is essential.

To address climate risk, we must reframe 
our perspective, we must adapt and we must 
balance profits and our social purpose. 

 

Reinsurers must adapt 
As with many of the risks we face today, we have a 
choice on whether we want to resist forces brought 
about by climate risk or be a part of the solution. 

As a first step, we must listen to our clients about 
their climate risk concerns. We must understand 
what impact climate risk is having – or may have – on 
their businesses and how that is affecting our clients’ 
objectives.

We must then respond with fresh solutions to 
help our clients address these challenges. To inform 
our solutions, it is vital that we keep our modelling 
capabilities up-to-date; we also must provide clients 
with climate risk-related information, such as effective 
risk mitigation practices. And above all, we have a 
duty to fulfil our obligation to pay claims enhanced by 
climate risk quickly and fairly.

In addition, carriers must consider their own 
sustainability policies. Many are re-evaluating such 
enterprise-wide sustainability policies; Axis, for 
example, is growing its corporate citizenship program 
and will be prioritizing environmental impact as one 
of its focus areas. To ensure stability and profitability, 
all players in the sector must adopt a proactive, long-
term, and considered approach. Finally, industry-wide 
cooperation on climate risk will be critical. We can 
collaborate to support further international investment 
in areas such as renewable energy or flood-mitigation 
schemes. Cooperation could also help to narrow the 
global coverage gap by developing ways to support 
potential insureds who have become marginalised 
by climate change, for example through parametric 
coverage or microinsurance for farmers and those in 
coastal regions.

The reinsurance industry’s response to climate risk 
needs to be thoughtful, dynamic and in the end 

responsive. We can be part of a sustainable 
long-term solution, but to do so, we need 
to encourage several things – underwriting 
discipline, flexibility, product development 
and advances in technology and modelling. 

It is vital for the reinsurance industry to 
remain committed and forward-thinking as 

we adapt to a changing world. Reframing our 
perspective will make a difference.
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Climate trends are complex and 
unpredictable, and reinsurers must 
develop more sophisticated responses. 
To address this risk, we must reframe our 
perspective and think proactively about 
solutions
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In the first half of 2019, M&A in the global  
(re)insurance industry hit its highest level for four 

years. Activity was up in most regions, driven by a 
surge of deals in Europe that had previously been put 
on hold due to Brexit preparations, strong economic 
fundamentals in the US and positive growth prospects 
for the (re)insurance sector in Asia Pacific. But looking 
ahead the outlook might not be so rosy... 

So far 2019 has seen a number of big deals get 
over the line as leading players seek to deliver cost 
synergies in addition to new distribution channels and 
customers. But with a limited pool of targets at the top 
end of the market, it may become increasingly difficult 
for buyers and sellers to come to an agreement on 
value.

Cross-border M&A activity will remain a feature of 
the market. In H1 2019, 28 percent of all (re)insurance 
M&A worldwide involved overseas targets, with  
(re)insurers looking to extend their reach into new 
territories. Changes are evident though – despite 

Apollo’s $2.5bn acquisition of Aspen – the pool of 
targets in Bermuda is shrinking while the remaining 
Bermudian players were responsible for the largest 
number of outbound M&A deals in the first half 
of the year.

As market hardening continues in some key 
markets, it may be that the spate of disposals of 
non-core assets has run its course and will slow 
down. (Re)insurers will be eyeing price rises in 
their core business lines with the hope that this 
will translate into sufficient organic growth to satisfy 
shareholder demand.

Looking at M&A by region, Europe saw the biggest 
increase of any region in the first half of 2019 – up 
40 percent. The majority of carriers are now Brexit-
ready – a process that has consumed large amounts 

of management attention – and have refocused their 
growth ambitions. This has led to a spike in completed 
deals but while operational uncertainty around Brexit 
may have lifted, economic uncertainty remains. 

Deal-makers will likely revert to caution mode as 
they await the details of the withdrawal agreement, 
which will have a temporary slowing effect on M&A. We 
expect a drop in deals in the second half of the year in 
Europe.

Uncertainty is also impacting US M&A activity. 
Concerns due to geopolitical issues have been slowing 
deal-making – H1 2019 saw its third consecutive period 
of declining M&A in the US – and we expect this trend 
to continue at least until the end of the year.

Although M&A in Asia Pacific lags behind Europe and 
the Americas in terms of deal volume, activity in the 

region hit its highest level since 2015 with acquirors 
from 11 nations completing transactions in the first 
half. Japan was the most active ahead of Australia 
and India, where recent legislative changes are 

starting to translate into M&A, a trend we expect to 
continue. 
Meanwhile, in China, a slew of new regulations has 

led to a spike in interest from foreign insurers and we 
expect a number of significant transactions to emerge 
in the second half of the year.

Wherever they are based, (re)insurers around the 
world will be eyeing M&A developments with interest.
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The positive impact of catastrophe data exchange 
formats, such as the RMS Exposure Data Model 

(EDM) and Results Data Model (RDM), and other vendor 
formats, is a testament to the pioneering work carried 
out in the first decades of cat modelling. But the (re)
insurance industry now requires a new data structure to 
capitalize on better technology to drive innovation and 
efficiency.

Enter the Risk Data Object (RDO) – a new, modern 
data design that can support a wide range of model 
types, any line of business and even the most complex 
contracts. It is built for change with a more flexible, 
extensible and complete design than anything 
currently used in the industry. It can leverage the new 
generation of data software and will be the basis for 
modelling innovation for new classes of risk, solving 
longstanding challenges around financial modelling and 
interoperability.

The RDO is not a theoretical exercise. RMS needed 
a new data structure to handle new models that far 
exceed existing capabilities. Flood and wildfire require 
big data capabilities. Cyber, energy and other lines 
struggle using a data structure built to handle property. 
Bespoke and complex contracts couldn’t fit into a 
fixed description format. The RDO was designed as a 
practical, flexible solution to these challenges, capable 
of handling the next, unknown challenge without 
reworking.

But launching a new standard into a business 
ecosystem deeply integrated into existing formats is no 
small task. The key to acceptance is openness. In May 
2019, RMS announced the RDO would be released as 
an Open Standard, targeted for January 2020. Starting 
next year, anyone can use the RDO, free of charge and 
without permission. This sets the stage for industry 
collaboration on a mutually beneficial asset.

Another key to acceptance is backward compatibility. 

The RDO will also always support the existing EDM and 
RDM formats. Huge volumes of business depend on 
these formats, so it’s important to facilitate a seamless 
transition. Everything contained in the EDM/RDM is also 
in the RDO, and widely available tools will make it easy 
to translate from one to the other.

Real open standards evolve through contributions of 
new code from knowledgeable, creative companies or 
users, with oversight by the entire industry, not just a 
single company. The RDO will be open to contributions 
from any source, with an industry Steering Committee 
already formed to provide oversight. The committee 
will decide going forward on the scope and timing of 
new releases as the standard naturally evolves through 
industry comment and contribution.

An open data standard such as RDO is a collaboration 
tool for the industry, and it can open doors to help the 
industry tackle some of the challenges that it faces. 
Current expense ratios are unsustainable, and efficiency 
gains will remain elusive if the industry doesn’t leverage 
new technology and invent new ways to handle and 
share data – “tweaking” old tech won’t work.

New, powerful technology is also more cost-effective 
– why have we not already embraced cloud, object-
oriented databases? Using old 1980s tech could lose 
the war for talent – what millennial wants to work in 
an “old” industry? And, not forgetting the growing 
protection gap, the economy is changing and old 
approaches in underwriting and coverage are not 
keeping up.

These new approaches are needed, but this kind 
of innovation won’t happen without changes in the 
technology and tooling that supports the industry. We 
hope that the RDO – openly available in early 2020 – 
will be one powerful new asset to kickstart industry 
innovation. For more details visit www.riskdataobject.
com.

New data standards 
for a new era of risk
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Seria said the evidence of rapid climate change 
is compelling – with it being observed in global 

temperature increases and warming oceans – with 
the subsequent increasing sea levels placing coastal 
communities at risk.

“The actual effects on populations are not yet 
well understood, but with more people and property 
exposed, at the global scale, severe weather will cause 
more damage unless mitigated through resilience 
investments,” Seria said.

Accruing damage can be seen in the figures, Seria 
went on to explain, in the growing trend of less severe, 
but costly catastrophe events since the early 2000s, as 
annual aggregation mounts.

“We see this pattern in the global cat loss record from 
Impact Forecasting’s Cat Insight database. Since 1950, 
there have been four years with multiple $10bn weather 
losses (inflation-adjusted) – all have occurred since 
2004.” 

Faced with the increasing frequency of medium 
severity cat events, Seria explained primary 
insurers are requesting more ‘sideways’ 
coverage features to protect against the 
aggregating effects of these cat events.

“In terms of reinsurance design, 
2017 demonstrated that reinsurance 
programs were well-protected for 
one big $90bn US hurricane event, 
but not so well for the scenario 
of three $30bn events in a year. 
In the worst cases, some carriers 
were without cover midway through the 
hurricane season,” Seria explained. 

He continued: “Reinsurance buyers and their 
boards need to think carefully about their 
vertical and horizontal reinsurance needs. In 
the case of horizontal accumulation, boards 
should reflect on recent loss trends and re-
evaluate their tolerance for annual cat loss 
aggregation, and the need for redundancy 
built in for surprises from non-peak 

region-perils – for instance, from the recent wildfires in 
Southern Europe.”

Digital solutions could be the saviour, Seria argued, 
as technology improves and becomes more available, 
helping markets – particularly in the developing regions 
– to become more resilient.

“In the first half of 2019 we saw the devastating 
impact of extreme weather on poorer countries. 
Cyclones Idai and Kenneth caused severe damage 
in Mozambique and cyclone Fani caused severe 
storm and flood damage in India and Bangladesh,” 
he said.

“Looking ahead these events illustrate the 
potential for a widening protection gap as climate 

change brings more intense weather events to 
expanding cities, with more people and 

more infrastructure at risk.”
“With improved earth-observation 

technology and expanded weather 
station networks in developing 
countries, data becomes available to 
design weather parametric solutions 
to support these under-served 
markets.”

Scor’s agri and parametric teams are 
already working with local stakeholders 

in developing countries on such solutions.”  
“Our wider concern, however, is that 

with growing exposures and more intense 
weather, vulnerable countries will suffer 
disproportionate losses unless we make 
material investments to improve the 
resilience of our communities.”

“(Re)insurance provides the solutions 
to mitigate economic impacts, but more 
focus is needed on ex-ante preventative 
solutions. Scor has the capability to 
help governments quantify the benefits 
of investments in infrastructure so 
that funds can go where they are best 
deployed,” Seria concluded.
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Scor’s head of cat research, Junaid Seria, spoke to The 
Insurer about the importance of assessing cat risk 
tolerances in light of the impact of climate change on 
extreme weather events

How climate change is 
influencing reinsurance 
buying patterns
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Owned by German mutual behemoth DEVK, Echo 
Re was launched in 2008 to diversify its parent’s 

operations away from European business.
As the reinsurer approaches its 11th 

anniversary, more than half of its premium 
volume is derived from Asia, followed by the 
MENA region and Latin America, with only a tiny 
proportion of European business – in Germany 
– inherited from DEVK in the early days.

Unlike many peers in the market, Echo Re’s 
portfolio comprises mainly motor business – 
which makes up a third of its overall production 
– and presents significant opportunities for 
growth, despite the traditionally low levels of 
insurance penetration in the reinsurer’s core, 
developing markets.

“We are a medium-sized player so we can’t 
really change the market, but we do have certain 
specialties,” Meyer explained. “For example, we 
are assisting our clients in launching a product 
called motor extended warranty, which is our small 
contribution to the development of the insurance sector 
in these high-growth markets.”

Common in Europe, on a retained rather than 
reinsured basis, extended warranty is a sub-class of 
motor which extends a standard warranty period on 
a vehicle. The product has been particularly well 
received in China – Echo Re’s third-largest source of 
income out of some 40 countries.

“We’re looking to introduce this product more 
widely to the high growth markets which we’re in 
charge of, where we have a partner we can rely on. 
That’s the case in China, where we’re working with a 
number of partners to develop that product for their 

clients,” Meyer said. In a marketplace characterised by 
fragmented hardening, the key to Echo Re’s expansion 

will be forming solid, long-term partnerships 
with desirable local carriers, for which Meyer 
and Nowakowski have formed a two-pronged 
action plan. “Firstly, we have a clear idea of the 
type of client profile we’d like to do business 
with,” Meyer began. “The people we like to 
work with are very local. A few of them are 
regional, but we have very little appetite to 
work with the big meaningful global players.”

“The other avenue is finding the people 
that need reinsurance from a capital point 

of view,” he continued. “We try to take substantial 
shares on programs of at least 5 – 15 percent, so 
that we can really create a partnership between us 
and the direct insurance company,” Meyer added, 
noting that Echo Re only writes treaty business, no 
facultative reinsurance, on a primarily proportional 

basis. Reaching that position means Echo Re has 
committed to supporting partner clients through 

regional regulatory changes, by understanding what’s 
happening on the ground.

“The local regulator can change the way businesses 
cede their insurance. For example, in certain countries 

the first cession is to local reinsurance companies, 
then there is a second tier, and finally a third tier,” 
Nowakowski said.

“It’s important, especially for smaller 
organisations like ourselves, to have people that 

know the market very well – especially the teams of 
underwriters who have been living and working in those 
regions and can truly understand the local culture and 
the way how the business is done.”
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We are a medium-
sized player so we 

can’t really change the 
market, but we do have 

certain specialties

Pursuing real 
partnerships 
in high growth 
regions

Piotr 
Nowakowski, 
CUO Echo Re

Gilles Meyer, 
CEO Echo Re

Far removed from the property cat woes of US-focused (re)insurers, the senior leadership of Swiss-
domiciled Echo Re, CEO Gilles Meyer and CUO Piotr Nowakowski, spoke to The Insurer about the 
significant growth opportunities they see in pairing with local insurers, especially in Asia





Underwriters need good data to make good decisions, 
yet many rely on data that is worryingly inaccurate. 

It may sound obvious, but a property underwriter 
must know the exact location of a property to 
accurately assess the risk. If the geocoding or footprint 
information for a property in a flood-prone 
area, for example, is incorrect by even a few 
metres, it can have a dramatic impact on the 
assessment of the likelihood or extent of a loss.

Yet exposure management analysis is often 
based on low resolution aggregated data, 
and policies are routinely issued on risks 
sometimes kilometres from where underwriters believe 
them to be. When dealing with perils such as flood, 
terrorism or fire, it is also essential to understand 
property attributes such as age, building materials, first 
floor elevation and information on the surrounding 
street location, as these factors all play a key role in 
determining the exposure and potential cost of repair. 

Yet with the pressure on to turn property quotes 
around in 24-48 hours, underwriters routinely make 
decisions with limited or no visibility over property and 
location characteristics.

This not only erodes underwriting performance, 
but also increases the likelihood of unwanted 
exposures aggregating at both portfolio and 
industry level. 

Despite the obvious threat poor data resolution 
poses, there is little acknowledgement or 
awareness of just how serious the problem is. 

Insurdata has conducted studies with several 
leading carriers to assess the accuracy of their property 
risk data, and the results have, at times, been startling. 

One insurer, for example, found that many of its highest 
risk insured property locations were inaccurate, by an 
average of 200 metres. In extreme cases we’ve seen 
individual risks more than five kilometres from where 
the underwriter thought, including many that were in 
the sea.

Harnessing technology
It really doesn’t have to be this way. The ability to 
capture and analyse information more accurately is 
improving all the time. It is now possible, for example, 

to locate the centroid of buildings and 
create a perimeter footprint to enable high-
resolution matching with hazard and model 
data. This can then be augmented with 
historic and real-time models, peril data and 
exposure analytics, giving the underwriter 
a comprehensive view of the risk on which 

to base underwriting decisions. Our studies suggest 
this leads to material improvements in annualised 
and return period average losses, and the efficient 
allocation of capital. 

Carriers that embrace enhanced data resolution 
technology should gain a clear competitive advantage 
and many are already investigating these solutions – 
though there is still some resistance to change. As long 
as carriers are making profits, there is little incentive to 
overhaul the prevailing approach.

Many insurers’ legacy systems are incapable of talking 
to each other and transferring data at an appropriate 

pace, and updating these systems to work with 
today’s high-resolution technology is essential. With 
data quality an increasing focus under Solvency II, 
it may soon even be a fiduciary duty to do so, and 
the availability of API technology facilitates the 

process. Either way, it seems inevitable that every 
(re)insurer will eventually have to address the issue 

of data quality in their portfolios if they are going to 
remain profitable and competitive.
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It really doesn’t have  
to be this way

Many traditional exposure models are unfit 
for purpose. High resolution data tools 
can take property underwriting to the next 
level, says Jason Futers, CEO, Insurdata

The property 
data revolution

Jason Futers, 
CEO, Insurdata





For all the talk of collapsing the capital-to-risk chain, 
little has been accomplished. Most original risks 

continue to be passed through various transformers 
and intermediaries before reaching an ultimate 
investor, often sub-divided and repackaged. Perhaps a 
pension fund assumes a share – typically the volatile 
tail risk – but receives only a fraction of the 
original premium, its bulk consumed by those 
earlier in the chain, not all carrying any risk.

All those transformer mechanisms and 
structuring agents add value by moving and 
bundling risk to match ultimate investors’ 
appetites, so they will be tough to replace. But 
the mechanics must improve. Our existing, 
multi-step process hinders an emerging 
norm; that the cash behind our industry 
increasingly wants to get close to the original 
risk. To achieve this, a new process is needed, and it is 
already in train. Many of the tools and ideas that will 
underpin a new approach have been either developed 
or conceived. When change begins to roll, it will careen 
forward with incredible speed.

Some objectives are clear. We need to garner a much 
deeper understanding of capital’s risk appetite, which 
will drive granular price discovery. Intermediaries 
everywhere along the chain need to look at their 
offering and, while keeping their client focus, 
discover how they may be able to feed the sluices 
to present risk to investors in attractive packages. 
The practice of bundling risk through reinsurance 
and retrocession into instruments such as ILWs, 
sidecars, and cat bonds should pave the way for wider 
access to investing in risk.

To move further, we must integrate technology into 
these processes. Many risks may be suited to exchange 
trading, an option which Lloyd’s, its famous innovative 

spirit resurgent, is currently pursuing. Brokers too 
need to become involved in creating or facilitating risk 
exchanges, as part of a global effort to collapse the 
risk value chain. As long as all such efforts purr along 
together, we will reach the ultimate goals of achieving 
price discovery based on real risk and investor 

appetite, and placing investors much closer to 
customers. 

Brokers must understand everything from 
the distribution of original risk to the nature 
of ILS investors, as well as the possibilities 
and limits of technology to facilitate exchange. 
We are on the cusp of this and are set to 
disrupt our industry by adopting the guise of 
the disruptor to reinvent the entire risk-to-
capital chain.

We do not yet possess all the necessary 
tools. We must develop appropriate technology 
to be deployed through exchanges or multi-party 
underwriting platforms. They must be sufficiently 
sophisticated to bundle and isolate risk to match 
capital’s appetite. We must deliver the means.

It will happen quickly, because the pace of progress is 
rapid and accelerating. 200 years passed between the 

Industrial Revolution and the first use of computers. 
Within ten, computing helped put people on the 
moon. Now, fifty years later, everyone carries in 
their pocket a computer vastly more powerful 
than those used to control that pioneering 

flight. The time required to develop and apply 
new technologies has collapsed. It may be shorter 

than the time it takes underwriters to understand, 
experience, and respond to new risks, or to develop 
new underwriting techniques and controls. We will have 
to change quickly to lead the disruption from within, 
but the journey has begun!
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2019 marks the 10th anniversary of Perils. Set up 
as a not-for-profit industry initiative with a clear 

mission to increase the availability of insurance data, 
it has expanded way beyond its initial scope. Today, 
our geographic reach spans 16 countries and multiple 
perils, while our data coverage represents on average 
68 percent of the primary insurance industry in these 
countries.

That we have achieved this market traction in a 
relatively short period demonstrates the market 
validity of our initial proposition and the demand for 
what we are doing. The focus now is on building on 
that support and keeping moving forward.

Perils is fortunate in that in many ways it is 
powered by kinetic energy. 

Our forward momentum is maintained by the 
industry which it supports, and where we expand to 
next is dictated by market demand.

Our acquisition of Canada-based CatIQ provided 
us with instant access to a ready-made market that 
we are now working hard to grow. And we are open to 
extending our territorial scope further.

Our conversations are also with practitioners in 
developing territories where our value proposition 
is just as relevant as in more established 
catastrophe-exposed countries. Boosting data 
availability in these regions will support efforts to 
close the protection gap, but our market dialogue is 
still in the early stages.

Our efforts to bolster our global credentials also 
received a major boost in September 2018, when Perils 
took over the management of the CRESTA Secretariat. 

Given current industry-wide efforts to improve market 
efficiency and enhance data consistency, the function 
of the CRESTA standard is more relevant than ever.

Upon announcing our new role, we stated that our 
primary aim was to reinvigorate the standard, and over 
the last 12 months there has been significant work on 
this front. Later this year, these efforts will culminate 
in a relaunch of the CRESTA zones at different 
resolutions in order to enhance the reporting of natural 
catastrophe-related information and facilitate the 
exchange of exposure data.

The industry demand for more expansive data sets 
is increasing rapidly, driven by improved analytics, 
more data-demanding modelling capabilities and the 

introduction of artificial intelligence and machine 
learning into the data stream.

Such technologies while still in their relative 
infancy are data intensive and require high quality 
information to exploit effectively their analytical 
potential. At Perils, we view this as a further 

incentive to further expand our industry exposure 
database. Currently encompassing $74.7trn of cat 

exposed sums insured spanning 219 million policies, 
it provides a substantial database, but if our industry 
is to generate the expansive range of touch points 

required to optimize these new technologies it will 
need to expand considerably.

As we look ahead at the next ten years for Perils, 
undoubtedly the evolving demands of the industry 
and the increasingly volatile risk environment will 
guide the direction in which we head. What will 

not change, however, is our commitment to provide 
the market with reliable exposure and loss data which 
helps to build a more granular understanding of 
catastrophe risk and support improvements in how the 
industry manages that risk.
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Luzi Hitz, CEO, and Eduard Held, head of products, at 
Perils consider how the industry initiative will build 
on the successes of the last decade

Taking the 
initiative 
forward

Eduard 
Held, head 
of products, 
Perils

Luzi Hitz, CEO 
perils
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The revelation that Lloyd’s is being accused of “bad 
faith” in the High Court by a high profile Name has 

shone a light on this determined-but-small community 
of private investors who may prove a challenge to CEO 
John Neal’s plans to overhaul some of the market’s 
complicated structures.

For 300 years, there was only one source of 
underwriting capital on Lime Street – wealthy 
individuals who would put their entire wealth on the 
line by adding their name (hence the term) to a risk.

There are now only 1,820 Names – compared to over 
30,000 at 
their zenith in 
the eighties 
– while over 
90 percent of 
Lloyd’s capital 
is now provided 
by corporate 
capital. It’s a 
remarkable 
turnaround 
considering 
corporate 
capital was not allowed into Lloyd’s until 1994. Despite 
private investors’ numbers diminishing, those remaining 
have shown themselves to be committed Lloyd’s 
backers.

The losses of 2017-18 did not lead to running for the 
hills, for example. Names provide over £2.8bn of capital 
into the market this year, only slightly down on 2018’s 
£2.9bn, and represent 9 percent of the market’s capital 
base.

Indeed, there might be more Names were it not for the 
difficulty in becoming a new one. First, new unlimited 

48 | Analysis

Neal’s Lime Street revolution 
exposes Lloyd’s capital conundrum

Names are now verboten – there are only 220 of this rare 
and hardy breed willing to lose everything in exchange 
for the greater tax advances this status confers.

The vast majority of these investors now operate 
at Lloyd’s through limited liability partnerships or 
dedicated investment vehicles. But rules introduced 
20 years ago to protect their increasing minority status 
have made joining the club as a new private investor an 
expensive process before even beginning to underwrite.

After a mammoth 1996 legal settlement saved Lloyd’s 
from the stranglehold of litigation that threatened 

the market’s 
existence in the 
early nineties, 
corporate capital 
poured into 
Lloyd’s. Big name 
underwriters 
such as John 
Charman and 
Mark Brockbank 
became 
extremely 
wealthy by 

selling their syndicates to overseas insurers such as Ace 
(now Chubb) and XL (now Axa). Crucially the backing of 
Names – once an essential requirement of any Lloyd’s 
underwriter – was no longer the only option to become 
a successful entrepreneur on Lime Street. Indeed, 
to some underwriters they were fast becoming an 
inconvenience.  

The market’s strong profits after 9/11, new 
underwriting management regime, global network 
of licences and the sale of the 1992 and prior legacy 
exposures to Berkshire Hathaway (housed in the giant 
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run-off vehicle Equitas) only increased the clamour by 
overseas (re)insurers to enter the market. What they 
weren’t interested in, however, were Names.

To protect traditional investors from being squeezed 
off syndicates, which in some cases they’d faithfully 
backed for many years, Lloyd’s introduced new rules 
that guaranteed security of tenure for capital providers 
and an annual auction system that provides a “market” 
for the right to participate on syndicates and for 
managing agents to compensate investors by paying a 
price to manoeuvre them off their syndicates.

But while the system still exists to give protection 
rights to existing Names, it acts as a strong deterrent for 
new ones. For example, if a new wealthy investor wanted 
to become a Name on, say, Hiscox’s flagship Syndicate 
33, they would have needed to pay around 46p per £1 of 
capacity last year. This value would also be recognised 
in the price they’d have to pay to acquire a private 
corporate capital vehicle (typically, 50-100 are put up 
for sale each year when their owners die). A £100,000 
line on Syndicate 33 would cost around £46,000 just for 
the right to participate. Most other syndicates’ capacity 
isn’t as expensive as Hiscox 33 but the costs are still 
prohibitive.

Nor is this the only “entrance” cost. In addition to 
acquiring “capacity”, a new investor would also need 
to put up substantial regulatory capital (calculated by 
Lloyd’s capital model) and then wait three years for a 
return. Again, this is a risky business. While Syndicate 
33 is consistently one of the best syndicates at Lloyd’s –  
hence the high capacity price – it is currently predicting 
losses of 2.5 percent of capacity in 2017 and 5 percent in 
2018 (albeit, better than the Lloyd’s average).

Finally, investors naturally value liquidity and the 
ability to exit swiftly. But this can also be a cumbersome 
process at Lloyd’s. Under its three-year accounting 
system, syndicates have to stay “open” for a minimum 
of three years. If an investor decides to exit, he or she 
can sell their capacity in the next year’s auctions but 
still has to wait years for their regulatory capital to 
be released, together with any profits, if via a limited 
partnership, or find a buyer, if via an investment vehicle.

These processes are clearly inefficient and wouldn’t 
be introduced today if a new Lloyd’s was designed 
from scratch. On 30 September, Lloyd’s CEO John Neal 
has committed to publishing details of his Future at 
Lloyd’s transformation programme. Capital will be a key 
component. Neal has already said he wants to introduce 
“flexible capital that can simply and effectively access a 
diverse set of insurance risks on the Lloyd’s platform”.

His attention appears to be focused on the vast 
reservoir of predominantly pension fund capital that has 
poured into the reinsurance markets in the past decade. 

“As a capital-dependent industry, insurers must 
make it easier for new forms of capital to attach to 
risk, thereby offering customers better value. What 

do we need to do to make Lloyd’s more attractive to 
third-party capital?” asked Neal in the transformation 
prospectus published earlier this year.

One answer is to get rid of permanent rights of 
tenure, three-year accounting, complicated rules 
around auctions and participations, as well as enabling 
Lloyd’s insurers to select how they capitalise their risk 
selections (albeit under prudent regulatory oversight).

But in practice, this will prove difficult. The current 
agency rules will need to be changed, and compensation 
paid if Lloyd’s is to avoid litigation from understandably 
aggrieved Names who, after all, have been loyal 
supporters of the market.

Another approach would be to continue ignoring 
the issue. This has largely been the philosophy of 
previous Lloyd’s management teams and it proved 
broadly successful. But Neal has arrived at Lloyd’s 
with a reforming zeal because previous management 
– in addition to ignoring capital structures – did 
little to challenge Lloyd’s growing expense base and 
deteriorating profits.

Lloyd’s is faced with the conundrum of creating more 
flexible capital while also ensuring the rights of private 
investors are not infringed. The Corporation will need to 
work with Names if it is to avoid more challenges in the 
courts…
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Over the past decade, as the impact of Solvency 
II capital requirements has become evident, 

continental insurers have warmed to the solutions 
offered by legacy providers. The established legal 
frameworks, with UK Part VII transfers just one example, 
have aided the expansion of the sector. Legacy 
companies and their clients have also benefitted from 
regulators’ increased awareness of and familiarity with 
run-off. Growth is set to continue over the coming 
years, as the legacy sector has been far from static. 

The sheer volume of transactions has increased 
as large, established insurance groups, conscious of 
their reputations, have gradually built up their trust 
in legacy providers. One crucial effect 
of Solvency II has been to increase 
awareness at C-suite level of the need 
to deploy capital efficiently. In certain 
jurisdictions, that in itself has led to 
increased traffic in portfolios, as have 
remedial actions like the Lloyd’s Decile 
10 review and its equivalents in the 
company market. In others, the long-
term pressures of potential adverse 
reserve development have driven 
management to seek exit from non-
core lines.

But while capital relief is a key offering in the legacy 
arsenal, it is in itself insufficient to build and sustain 
growth. Without credibility built over a period of 
many years, reputation-conscious insurers would balk 
at transferring their portfolios. This is why fulfilling 
original insurers’ promises to insureds about efficient, 
quick, and straightforward claims management is 
fundamental to the reputation of the legacy sector as 
a whole. We are jointly responsible for our continued 
success. 

Legacy has traditionally been the 
purview of consultants who advise partner-
insurers on their capital requirements and 
structural efficiency. In recent years we 
have seen the increased involvement of 
brokers, who have expanded their suites 
of consultancy services. As intermediaries 
improve their understanding of the legacy 
market, they have encouraged their clients to 
complete run-off deals. Brokers have also added 

value to the chain by encouraging run-off companies to 
innovate and diversify their offering.

This has, in turn, spurred the development of 
innovative legacy solutions. One such is the emergence 
of a live-to-legacy structure that provides retrospective 
reinsurance for prior years of account and reinsurance 
for continued live underwriting of a portfolio until an 
agreed date in the future. Darag’s recently announced 
deal with Protector was one such transaction. We have 
seen significant interest in this type of legacy transfer, 
as insurers look to exit lines, but remain bound by 
underwriting contracts with agents.

If the legacy sector is to maintain its current 
momentum, innovation in types of 
transaction and territorial expansion is 
necessary. We fully expect an increase 
in the number of books of business 
coming to the market over the course 
of the next few years. We also expect 
to see new jurisdictions in continental 
Europe come into play, where 
previously insurers would not have 
considered a legacy solution. Across 
Europe many of these books consist of 
motor liabilities, but the diversity of 

portfolios transferred has increased in all markets.
The emergence of legacy players with significant 

balance sheets has made larger transactions possible. 
The sheer capital strength in legacy, as private equity 
and institutional investors sense the opportunity 
latent in the sector, has encouraged innovation and 
increased the competitiveness of the sector. A strong 
balance sheet also encourages legacy companies to bid 
for books of business by providing security. No matter 
how good the due diligence and ongoing management, 

sometimes portfolios will generate a loss. A balance 
sheet capable of withstanding that hit is 

essential, and encourages competition.
Continental Europe remains a core 

market for legacy. As legacy matures and 
balance sheets become stronger, our 
sector’s offering diversifies, allowing us to 

offer support to even the largest players. 
With innovative contracts and capital relief 

solutions, we have secured our future as a vital 
part of the insurance industry.
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European legacy 
remains competitive 
and strong

While capital relief is 
a key offering in the 
legacy arsenal, it is 
in itself insufficient 
to build and sustain 

growth

Tom Booth, 
CEO of Darag





Johnson’s determination to deliver Brexit may not be 
popular among many in the industry but at least he 

knows the importance of the London market. Indeed, as 
Mayor of London, Johnson even visited Lloyd’s in 2013 
and praised the market and the UK’s insurance industry 
for its contribution to the economy.

However, Lloyd’s contribution to UK plc would be 
much reduced if the market had more customers like 
Darius Guppy, Johnson’s former Eton and 
Oxford contemporary, erstwhile friend and 
the best man to Princess Diana’s brother, Earl 
Spencer.

In 1990, Guppy infamously defrauded Lloyd’s 
in revenge for the heavy trading losses suffered 
by his father Nicholas Guppy in the eighties.

It was, by all accounts, a brilliantly planned 
and executed fraud – and Guppy and his associate Ben 
Marsh would have got away with it were it not for an 
inquisitive journalist Stuart Collier and a disgruntled 
fellow conspirator Peter Risdon.

Guppy and Marsh paid Risdon £10,000 to stage a 
robbery at New York’s Halloran House Hotel, “robbing” 
the duo of jewellery insured for £1.8mn.

Discovered in their hotel room tied up and sobbing 
from the “ordeal”, the pair turned in an Oscar-worthy 
performance which deceived the New York police. Soon 

after, they returned to England and Lloyd’s underwriters 
paid up promptly.

The near-perfect crime began to unravel, however, 
when Risdon became increasingly unhappy with his 
modest share. He began to make a nuisance and word 
got to News of the World journalist Collison, who began 
investigating the scam.

Guppy decided the journalist should be beaten up as 
a warning. He telephoned his old Eton and Oxford chum 
who was now working for the Daily Telegraph, also as a 
journalist, to discover Collier’s contact details.

Before agreeing to help his friend, Johnson asked 
Guppy: “How badly are you going to hurt this guy?”

Guppy reassured him that he would not be “seriously 
hurt”. “He will not have a broken limb or broken arm. 
He will not be put into intensive care or anything like 
that. He will probably get a couple of black eyes and 

a cracked rib or something”, Guppy said with 
disarming nonchalance.

Fortunately, the attack never took place and 
Johnson later dismissed his offer as a joke (he 
never provided the address). The conversation 
would have remained secret were it not for 
a recording of the call. Instead, Guppy was 
arrested and eventually stood trial in 1993. He 

was found guilty and sentenced to five years.
The conversation is now ancient history; another 

episode in Johnson’s past that may have haunted 
the careers of lesser politicians but which he has 
effortlessly side-stepped. 

Ironically, Johnson arrived at Downing Street with a 
brief to dismantle the legacy of the last British Prime 
Minister to be a Lloyd’s Name. In 1973, Sir Edward Heath 
took the UK into Europe. In July, he was instructed by 
his Conservative Party members to take the UK out.
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Boris Johnson swept into 10 Downing Street this 
summer. The (re)insurance industry is naturally 
focused on his government’s negotiations with the 
EU over the UK’s exit but he also has an intriguing 
connection with the Lloyd’s market that goes back 
almost 30 years…

Britain’s new Prime Minister
and the cunning Lloyd’s fraudster

It was, by all accounts, 
a brilliantly planned 
and executed fraud

Darius Guppy 
leaves the high 
court with his wife 
Patricia before 
returning to the 
open prison where 
he served his 
sentence for fraud
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Rounding off the collaboration between The Insurer 
and Xceedance and ChainThat at this year’s 

Monte Carlo Rendez-Vous, Xceedance board member 
Uday Virkud talks through on-demand cat modelling 
services and the value of the offering for the industry.

The typical way the industry uses cat modelling is 
through annual licences from modelling companies, 
allowing access to their models and platforms.

In conjunction with the Oasis Loss Modelling 
Framework (LMF), Xceedance is introducing a new way 
to gain access to cat models by teaming up 
with a group of global cat modellers. 

These on-demand catastrophe modelling 
services are available on Oasis LMF, the 
not-for-profit company owned by close to 
40 leading insurers, reinsurers, brokers and 
financial institutions.

This new service is modernising how the 
industry uses models, explained Uday Virkud, board 
member at Xceedance.

“On-demand cat modelling services are actually not 
very different from other service models in this day 
and age,” he said. “Think about it: We are essentially 
Uber-ising cat modelling services.”

The idea is simple: Xceedance offers exposure 
analysis services to (re)insurers using participating 
vendor models available on the Oasis platform. 
Interest in the community includes these 
modelling companies, with more expected: 
Ambiental, Applied Research Associates, 
CatRisk, COMBUS, CoreLogic, ERN/RED, 
Fathom, Impact Forecasting, and JBA Risk 
Management. Approximately 60 regional 
models are now available to (re)insurers on 
demand, and the number is growing.

This approach contrasts with companies 
using other model vendors, whose 
platforms are typically implemented in-
house by insurance companies, requiring 
annual licensing costs as well as infrastructure 
costs, and staff support and training.

“Not everybody can afford the in-house 
cat modelling vendor licensing and 
platform approach,” said Virkud. 
“There are many smaller 

organisations or emerging MGAs, for whom the cost 
of in-house models is prohibitive. Even for some of 
the larger players, there may be regions or perils that 
are not readily available in their in-house modelling 
platforms. So, they have to look elsewhere for other 
model solutions.”

He continued: “We are taking away much of the 
overhead associated with the typical modelling 
approach. The value of on-demand cat modelling 
services can be articulated in this way: In most cases, 

(re)insurers won’t need to license the model, 
they won’t need to train and hire people, and 
they won’t have the infrastructure costs. 

They just send Xceedance the information to 
be modelled. 

“Then, we’ll work with the participant 
modellers on the Oasis platform and send back 
the report for a reasonable fee.”

On-demand services are provided with the flexibility 
to choose diverse peril models. 

A single analysis, or several analyses in bulk, can be 
requested.

“Any insurance industry client or company who 
wants to use and benefit from a model can just 
request it without contractual commitments, without 

a requirement to install the models, and without 
needing resources to drive or run the models,” 

said Virkud. On-demand modelling has the 
potential to expand the universe of insurance 
organisations using modelling services. 
“We believe there will always be a place for 
traditional modelling especially where there 

is a high volume with many users. 
The on-demand service does not seek 

to disrupt the traditional approach,” said 
Virkud. 
“But many smaller companies cannot 

afford the traditional method because the 
costs for licensing and implementing the 
models are high. 

This on-demand service provides 
accessibility to additional best-of-

breed models available for 
global risk assessment and 
exposure management.”

Cat models à la carte
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In one of a series of four interviews with The Insurer over the Monte Carlo Rendez-Vous, 
senior representatives from Xceedance and ChainThat sat down with this publication to 
discuss what both firms have been up to since the reinsurance industry gathered on the 
Côte d’Azur 12 months ago and what is on the horizon for them

Think about it: We are 
essentially Uber-ising 
cat modelling services

Uday Virkud 
can be reached 
at contact@
xceedance.com
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