
Hagibis adds to retro uncertainty at 1.1

Aon silent cyber reinsurance offering gains traction

As the industry assesses the damage from a second 
Japanese typhoon in a matter of weeks, there is a growing 

expectation that a significantly tighter retro market will add 
momentum to property cat reinsurance renewals at 1 January.

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

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

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

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

Retro sources have speculated that combining the Japanese 
typhoons with Hurricane Dorian and other 2019 losses could 

lead to more than two thirds of global aggregate retro capacity 
being trapped.

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

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

The shortage of retro capacity led to a number of proposed 
fundraises by existing players in the sector, as well as 
potential start-ups – including the Dave Eklund-led initiative 
and a potential Aspen retro play both revealed by The Insurer, 
as well as Markel’s Lodgepine Re and others.

Since then there has been little tangible evidence of 
fundraising traction.

Aon has seen meaningful traction in its RenaissanceRe-led 
cross class cat cover for silent cyber with limit placed 

of more than $400mn and a strong pipeline of orders, The 
Insurer can reveal.

The reinsurance broker has experienced a significant 
pick-up in demand for the offering this year in the 
wake of high profile claims such as NotPetya and 
Wannacry, and mounting pressure on insurers to 
get a better grip on their silent cyber exposures 
from regulators such as the PRA, Lloyd’s and 
ratings agencies. 

Launched at Monte Carlo last year, the product 
combines in-house data and analytics resources with 
a reinsurance protection that can provide cat limit 
straddling multiple lines of business.

The “clash” style cover is written by reinsurers led by 
RenaissanceRe, with up to $350mn in capacity available. 
A total of 24 reinsurers have provided limit on transactions 
written-to-date, with capacity coming from Bermuda, London 
and Europe.

The deals written in 2019 and strong pipeline running 
into next year come as many insurers are going through the 
process of addressing silent cyber exposures across their 
books of business.

Speaking to The Insurer, Aon’s Catherine Mulligan said 
there had so far been four silent cyber placements, 

and that there are five more ongoing consultation 
processes with carriers.

The Aon silent cyber offering has been designed 
to tie-in with the process of “affirmation” as 
insurers go across their portfolios to either exclude 

cyber exposures or provide cyber coverages across 
multiple lines of business according to their appetite 

and commercial pressures to write the peril.
The consultation harnesses Aon’s inhouse cyber 

analytics team and insights from specialists at its Cyber 
Solutions unit – the former Stroz Friedberg cyber security 

firm bought in 2016.
The firm also works with external modelling firms Cyence 

Risk Analytics and CyberCube to create 
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The flurry of new entrants to the 
program fronting space has been well 

documented by this publication.
The rapidly growing segment has 

been fueled by retrenchment from a 
number of traditional program writers in 
recent years that has led to significant 
movement of existing deals around 
the market as MGAs and program 
administrators (PAs) seek new capacity 
for their offerings. There has also been 
a surge of new programs as products 
are innovated and launched, including 
partnerships with insurtech initiatives.

The demand for new paper to support 
MGAs and PAs has 
created the climate for 
fronting carriers to thrive 
as conduits to bring 
reinsurance capacity to 
the program insurance 
business. The success 
of the State National 
model – now owned by 
Markel – has attracted entrants such as 
Clear Blue, Trisura (see tomorrow’s issue 
for an update), Accredited (see page 18 
of today’s issue) and Spinnaker in the 
last few years, with others – including 
Bill Jewett’s Obsidian Specialty – close to 
launch. Those new players have already 
demonstrated strong top line growth.

But some in the market believe the 
already burgeoning segment is only in 
its infancy, with a much more significant 
explosion possible in the near future.

The thesis is centered on one of the 
dominant themes in the US retail broking 
sector: the aggregation of risk.

Retail agency roll-ups, such as USI, 
Alliant, EPIC, Hub and Acrisure have been 
buying hundreds of small to medium-
sized firms a year over the last half-a-
decade.

Pools of risk
That process – if managed right – gives 
them the ability to aggregate and 
access huge pools of risk. With SME 
business that’s typically less complex 
and homogenized, it also creates the 

intriguing possibility that those pools 
of risk could be packaged up and then 
taken straight to reinsurers.

Almost every player in the insurance 
value chain has been looking at ways to 
more efficiently deal with SME business, 
with significant investment in technology 
in a bid to strip out cost.

Roll-up consolidation platforms 
arguably have an advantage here, if they 
can effectively aggregate and then carve 
out pools of risk sourced by the original 
producers of the business that they have 
spent the last few years buying up.

And some believe that this could 
create an opportunity 
for reinsurers to bypass 
insurance carriers 
altogether by working 
with fronting carriers, 
MGAs and PAs.

Ron Ganiats, who 
founded MGA Paragon 
five years ago (see 

page 6), told The Insurer this new class 
of business aggregator in many cases 
presents reinsurers with a “better value 
proposition” than a traditional primary 
carrier. “If reinsurers bring their value 
proposition through a fronting company 
to an EPIC, USI, Alliant, or an Acrisure, 
for example, the reinsurers have an 
immediate opportunity to provide value 
in a very meaningful way,” he argued.

Such an approach could see reinsurers 
avoid adverse risk selection, legacy 
carrier operations and their associated 
costs, as well as channel conflicts, the 
executive suggested.

For retail consolidators, an obstacle 
to execution is likely to be managing 
relationships with insurers they will need 
to access for other segments of their 
business portfolio. They will also have to 
overcome the psychological element of 
convincing the agents on their platform 
to embrace a new way of doing business 
that for many will represent a major leap 
of faith. If they can, the opportunity for 
reinsurers and program fronting carriers 
could be much more meaningful.
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And the prospect 
of another significant loss from Hagibis 
is only likely to compound an already 
challenging fundraising environment with 
investor confidence stung by cat events 
and loss creep in the last two years.

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

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

Reinsurance impact
That means buyers are left with the 
choice of switching back to UNL which is 
priced considerably higher than it was 
two years ago. As well as reduced supply, 
there is evidence of increased demand 

for retro, with a number of buyers 
looking for new or additional coverage.

The economics of demand and 
supply mean that multiple broking and 
underwriting sources have said they are 
anticipating another round of meaningful 
retro rate increases at 1.1.

The impact on reinsurers is an effective 

increase in the cost of capital for cat 
business if they continue buying the 
product, or a reduction in appetite to 
assume the exposure if they don’t.

As participants in our State of the 
Market Q&A commented (see page 
12), retro tightening is expected to 
add upwards pressure to property cat 
reinsurance rates at 1.1 and could force 
some reinsurers to cut their limits or 

participation on programmes where they 
have previously been reliant on retro 
support.

Flight to quality
Other sources have downplayed the 
potential impact, however. They have 
said that even if some ILS funds struggle 

to reload, there will be a 
flight to quality as those 
that can demonstrate a 
strong track record will 
attract investors without 
any real difficulty.

They added that 
while capacity may 
be tighter overall, 
established players 
like RenaissanceRe, 

Leadenhall Capital and Nephila would 
be able to draw capital to a compelling 
opportunity. 

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

bespoke silent 
cyber scenarios for its clients.

The affirmation process can take 12-36 
months and initially involves identifying 
lines of business with potential cyber 
exposures, sampling original policies for 
exclusions, 
estimating 
exposure 
value for 
each line 
of business 
and running 
silent cyber 
scenarios.

It also 
factors in 
the potential 
presence of protection in existing 
reinsurance treaties. Mulligan told this 
publication: “Insurers are really on a 
journey of getting their arms around 
what their exposures are and making 
reinsurance decisions once they have 
done that.”

She continued: “The idea is that the 

affirmation process allows the client a 
fact-based way of getting a strategy in 
place to eliminate gaps”.

The reinsurance broker then works 
with markets to protect that silent 
exposure with a cross class cat 

reinsurance cover. The affirmation 
process continues as Aon works with 
the insurer to establish appetite and 
methodology to underwrite, price 
and reinsure affirmative cyber across 
multiple lines of business.

“The idea is that you might need 
some reinsurance protection in the 

meantime, then after the transition your 
reinsurance needs will have evolved, and 
you can make new reinsurance buying 
decisions,” said the former Zurich North 
America executive.

The resulting placement is likely 
to lead 
to a more 
competitive 
price with 
greater 
versatility 
around the 
type of cover, 
including stop 
loss, quota 
share and 
aggregate, 

according to Aon. Mulligan said that 
although buyers of its silent cyber 
product have so far been largely global 
carriers, it is also working with a diverse 
range of client size. Insurers include 
those from the UK, US and Asia Pacific, 
including large multi-nationals and more 
regional players, she added.

Continued from page 1

Continued from page 1

Affirmative cyber

Affirmative cyber

Affirmative cyber

Affirmative cyber

Affirmative cyber

Home

Prof risks

Gen risks

Property

Cyber

Affirmative 
cyber product 

 
 

 

Tomorrow The future

Silent 
cyberHo

m
e

Silent 
cyber

Pr
of

 ri
sk

s

Silent 
cyberGe

n 
lia

bi
lit

y

Silent 
cyber

Pr
op

er
ty

Po
rtf

ol
io

s w
he

re
 cy

be
r e

xp
os

ur
e 

is 
id

en
tifi

ed
, w

ith
di

ffe
rin

g 
le

ve
ls 

of
 p

ro
te

ct
io

n 
fro

m
 e

xis
tin

g 
tre

at
ie

s. 

Aff’ve 
cyberHo

m
e

Aff’ve 
cyberPr

of
 

ris
ks

Aff’ve 
cyberGe

n 
ris

ks

Aff’ve 
cyber

Pr
op

er
ty

Affirmative cyber

Cy
be

r

Affirmative

 

cyber product

 

(cyber in

 

non-cyber 
portfolios)

Silent cyber 
clash product

12-36 month

‘affirmation’ 
process Structure options 

are flexible 
(e.g., QS, clash, etc.)

20%

30%

40%

50%

60%

2012 2013 2014 2015 2016 2017 2018

1/250 Gross nat cat exposure % equity 1/250 Net nat cat exposure % equity

8% spread

29% spread

Widening spread between gross and net cat
exposure highlights increased use of retrocession

Source: Aon





Day 2 | APCIA 2019 www.theinsurer.com

6 | News

EPIC and Oak Hill Capital Partners-
backed MGA Paragon Insurance 

Holdings has added a meaningful 
book of package auto dealership 
program business that it is writing 
through fronting carrier Falls Lake with 
reinsurance capacity from Swiss Re, The 
Insurer can reveal.

The package offering provides a 
range of coverages including property 
insurance for buildings, contents, and 
business interruption, as well as garage 
liability and umbrella, along with other 
specialized coverages required in the 
segment. 

The book with Ally Risk Services does 
not include dealer open lot business, 
however.

Reinsurance broker BMS worked with 
the MGA on structuring the 7.1 deal with 
James River’s Falls Lake subsidiary, and 
placed the reinsurance behind it, led by 
Swiss Re.

Falls Lake CEO Terry McCafferty – a 
former Zurich and Great American 
executive – is understood to have had 
significant experience in the auto dealer 
space. The program’s broader product 
offering also allowed the fronting 
carrier to move towards taking on larger 
property and umbrella risk exposures.

Paragon’s exclusive deal with Ally 
Financial is its latest as it builds out its 
book of business as an MGA and program 
administrator.

The firm is expecting to end the year 
with $170mn premium written at an 
annual run rate of $225mn going into 
2020.

Hartford, Connecticut-based Paragon 
was launched by former AIX Group 
founding executives Ron Ganiats and Ron 
Mairano in 2014. The duo sold AIX to The 
Hanover in 2008 and stayed with the US 
insurer to build it out over the next five 
years. 

At the start of 2018 acquisitive retail 
broker Edgewood Partners Insurance 

Center (EPIC) and its private equity 
backer Oak Hill Capital took a majority 
stake in the MGA, with management 
retaining significant ownership.

At the time it was described as being 
one of the fastest growing MGAs in 
the sector, with controlled premiums 
exceeding $125mn and 15 programs on its 
book.

The capital injection was billed as 
fuel to further propel Paragon’s growth 
organically and through M&A, to create 
greater opportunity for the firm’s retail 
agency, carrier and reinsurance trading 
partners

Diversified programs  
and narrow relationships
In an interview with The Insurer, Ganiats 
explained that the MGA is a strong 
proponent of exclusive relationships with 
its largely retail distribution network, as 
he laid out the key elements of the firm’s 
strategy.

“For us its four key things. 
Diversification in programs; narrow 
trading relationships with quality 
carriers and quality reinsurers; wherever 
possible, more narrow distribution in 
exclusive niches; and talent that has 
carrier and reinsurance experience,” 

said the executive. Ganiats suggested 
that a broadly diversified MGA allows 
a firm to be a better steward of capital 
for its capacity providers because it 
can manage the cycle by scaling up and 
scaling down in different segments and 
niches depending on market conditions.

As an example he used Paragon’s 
relationship with Arch, with which it 
currently has six live programs.

Four years ago the MGA entered a 
niche in California with an attractive rate 
environment. When that segment started 
softening two years ago, Paragon and 
Arch immediately started scaling back 
and pulling capital off the table, he said.

In contrast, Paragon put together a 
multi-line program product for golf 
courses in 2016.

But with an erosion of pricing it 
decided to shelve the program. The 
recent wildfire activity has driven 
hardening in the segment of the market, 
however.

“So we’re now selectively deploying 
capital into that niche. We can do 
that because we have a diversified 
relationship with Arch,” he explained.

At the same time, the firm has been 
focusing on narrow distribution, with 
around 50 percent of its premium next 
year expected to come from exclusive 
product relationships.

On the firm’s equipment rental 
program, which contributes $32mn to 
its premium base, 95 percent of the 
business is sourced through a single 
retail agency.

“It’s a different game when you play 
that way. Our quote to hit and renewal 
retention ratios go up, and the business 
comes under less pressure,” said Ganiats.

He also noted that while Paragon is 
a standalone entity, its relationship 
with EPIC is also an example of an MGA 
getting closer to where business is being 
aggregated by expansive retail broker 
consolidators.

For us its four key things. 
Diversification in programs; 
narrow trading relationships 

with quality carriers and 
quality reinsurers; wherever 

possible, more narrow 
distribution in exclusive niches; 
and talent that has carrier and 

reinsurance experience

Paragon premiums head beyond 
$200mn with auto dealer program
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Casualty insurers pushing for rate to catch-up with 
loss trends must not lose sight of the long-term 

challenge of a low interest rate environment, according 
to Swiss Re’s president of US P&C Keith Wolfe.

Speaking to The Insurer at the CIAB’s Insurance 
Leadership Forum this month, the executive 
acknowledged concerns in casualty over loss trends and 
the inflated litigation settlement environment.

“But we have a really much more fundamental long-
term concern about interest rates,” he said.

“This is a key part of how you make money, so you’ve 
got to do something about it. I’m concerned that people 
are not consciously addressing what our fundamental 
profitability is in casualty because of this issue,” Wolfe 
continued.

If underwriters are looking at loss costs and the 
impact on combined ratios in isolation, they are not 
contemplating the long-term 
effect of low interest rates 
and investment terms on 
casualty business, particularly 
when it comes to the 
discounting of reserves, he 
argued.

“Everybody’s running yield 
keeps coming down. If you’re 
doing over 4 percent that’s 
probably because you have 
some very long duration 
assets. It’s almost as if you’re destined to settle for 
something in the 2 percent range right now.

“It’s painful when it goes from 6 percent down to 4 
percent, but if it goes from 4 percent to 2 percent it is 
much more painful, especially with casualty liabilities. 
The difference between 2 and 4 percent when you’re 
discounting casualty liabilities over five or seven years 
is a huge number,” said Wolfe.

That means that even if an insurer is able to 
remediate its casualty book to achieve a combined ratio 
of 98 percent, they are going to be well short of the 10 
percent or higher return on equity that the industry 
has targeted in recent years.

A carrier would have to be running a combined 
ratio in the low to mid 90s on its casualty book to 
get that kind of level of ROE in the current interest 
rate environment.

Retained losses
A major factor in driving pain at US insurers is the level 
of retained losses, especially for middle market and 

regional carriers. The trend across the P&C sector in the 
last decade has been for carriers with strong balance 
sheets to take the retentions up on their reinsurance 
covers.

But inflated loss cost trends in casualty – and an 
increased severity of attritional and non-peak zone cat 
losses in property – have challenged the strategy over 
the last couple of years.

Much of the focus has been on nuclear verdicts 
and mega settlements afflicting the large commercial 
insurance space.

Indeed, analysis from Swiss Re has demonstrated that 
over the last five or six years the top 50 settlements 
have doubled in size in the US.

Inflated settlement values are also impacting the 
middle market space, however.

“Say you have a GL policy for $2mn and you expect 
a claim to settle at $1mn, 
but it comes in over $2mn. 
You tender the limits, but 
that loss is still below your 
reinsurance attachment.

“For much of the smaller 
middle market business 
and personal lines pretty 
much all of those would be 
retained,” said Wolfe.

The fact that reinsurers 
have been avoiding some 

of the pain that has been afflicting primary carriers 
has been given as a reason for pricing momentum in 
the reinsurance market lagging behind the insurance 
market. But Wolfe suggested it is only a matter of time 
before reinsurers respond in a more meaningful way, 
particularly as they grapple with the challenges of the 
low interest rate environment for their own portfolios of 
business.

“It’s a global industry in the way that reinsurance 
balance sheets work, and it will sort itself out. Basic 

economic theory says this situation won’t last for 
long,” Wolfe said. He was less optimistic that any 
meaningful change in the environment of social 
inflation is on the horizon, however.

That is largely because in contrast with tort 
crises of the past, the general public are yet to be 

directly impacted.
“We’re not going to change the litigation environment 

as an industry unless we start literally pulling product 
and stop writing some of these risks. But I don’t think 
that’s the right approach either,” said Wolfe.
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We have a really much more fundamental long-
term concern about interest rates. This is a key 

part of how you make money, so you’ve got to do 
something about it. I’m concerned that people are 
not consciously addressing what our fundamental 

profitability is in casualty because of this issue
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An uncertain and increasingly tight retro market will 
create opportunities at 1.1 for underwriters and 

third-party capital managers that can demonstrate a 
strong track record and alignment of interest, according 
to RenaissanceRe’s group CUO Ross Curtis.

At Monte Carlo last month there was much talk about 
a shortage of retro capacity – particularly for aggregate 
and quota share products.

With retro supply estimated by market 
sources to have dropped by as much as 20 
percent, there was also an expectation that 
hard market conditions would be sustained at 
1.1.

Despite proposed fundraises by existing 
players as well as potential start-ups – 
including the Dave Eklund-led initiative and 
a potential Aspen retro play both revealed 
by The Insurer, as well as Markel’s Lodgepine 
Re – there is so far limited evidence that the 
shortfall will be filled.

Those looking to fundraise across the 
collateralized reinsurance and retro space 
are facing a more cautious potential investor 
universe after confidence was dented by the 
last two years of cat events and in particular the issues 
of trapped collateral and loss creep.

Curtis told this publication in an interview earlier this 
month that investors are likeliest to be drawn to retro 
writers with a history of delivering results.

The Bermudian reinsurer has been underwriting retro 
since inception on rated paper and formed its Upsilon 
third party capital vehicle in response to the global 
aggregate losses that hit the industry in 2011.

“We have a couple of beneficial aspects: one is our 
track record, two is the clear alignment of interests. 
We invest, or are aligned with, any vehicle we manage 
by design so our interest is both in the assets we’re 
managing and the performance of the vehicle,” he 
explained.

“We think there might be an aspect of flight to 
quality from an investor side in going to companies 
that have a track record, strong governance, and 
the framework to manage their capital and third 
party or partner capital going forward.

As well as Upsilon, RenaissanceRe has developed 
a platform of vehicles that include DaVinci 
Reinsurance, Medici Fund and Vermeer Reinsurance, 
which was launched last year with Dutch pension 
manager PGGM to write high-up US property cat 
reinsurance layers. 

Despite the more cautious investor approach to the 
broader cat arena this year, RenaissanceRe was able to 
raise more than $700mn of capital across its third-party 
platform at mid-year. 

“We like the flexibility of having rated paper and 
collateralized vehicles, we think it’s beneficial for us, 
for investors and for clients. Hopefully there will be 
opportunities into 2020,” said the executive.

Although he said there are “a lot of moving 
pieces”, Curtis agreed that 1.1 is likely to prove 
harder for retro pricing after the rate increases 
already seen this year, with any new capital 
entering unlikely to exceed the shortfall.

The potential shortage of retro capacity 
is likely to have a knock-on effect on the 
reinsurance market, as some reinsurers 
could be forced to reduce their lines on 
programmes.

The more limited availability of aggregate 
and quota share capacity and retrenchment 
of other funds is expected to alter buyer 
behavior too.

“It’s either replace, manage risk differently, 
or look for alternative options. There was less 

aggregate sold this year than in prior years. There may 
be appetite for the product in 2020 but whether there 
is availability I’m not sure,” said Curtis.

Client-by-client approach on reinsurance
Aided by its acquisition of Tokio Millennium Re 
earlier this year and Platinum Underwriters in 2015 
RenaissanceRe has significantly altered the make-up of 
its core reinsurance book, such that its overall portfolio 
is now 50 percent property, and 50 percent casualty and 
specialty.

Curtis acknowledged that so far the reinsurance 
market has not been seeing the momentum on pricing 
that is evident in primary insurance and retro.

The executive said RenaissanceRe’s approach to the 
upcoming reinsurance renewal would be on a client-

by-client basis and depend on the performance of 
the underlying business.

“It depends where you look in the portfolio. It 
might be that our view of risk has changed so we 

have to capture that in pricing. 
“How underlying cedant losses have developed 

is another aspect, so that any credit that might have 
been given this time last year could be reviewed if 
loss estimates provided last year have moved on,” he 
explained.
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expected in tight retro market
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We like the flexibility of 
having rated paper and 
collateralized vehicles, 
we think it’s beneficial 

for us, for investors 
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Hopefully there will be 
opportunities into 2020





Is casualty insurance pricing keeping pace with loss 
trends and do reinsurers need to push harder for lower 
cedes and higher XoL rates?
Lisa Butera: The environment certainly remains 
challenging with some concerning loss trends and low 
profit margins. While there are signs that rate levels are 
increasing in the most impacted lines, more is required 
to improve profitability. 

The focus on profitability takes on increased urgency 
following the recent downward revisions of the yield 
curves in EMEA and North America. We believe clients 
will eventually take corrective actions but likely spread 
over a number of years. In the meantime, yield levels 
could move in either 
direction.

John Jenkins: Loss cost 
trends were flat for so long 
and then in 2016 or 2017 
they started to pick up, 
and now the industry is 
recognizing it. So we’re kind 
of catching up, and we’re 
seeing that first round of 
rate increases and they’re 
accelerating. But although it 
makes you feel optimistic, all we’ve really done is catch 
up with this trend that was happening for a few years. 
If we get a second round of increases, then the industry 
will start to get back to where it needs to be.

As a reinsurer it’ll vary depending on the line of 
business and experience, but we’re going to be pushing 
to lower cede commissions and get higher rates on 
excess of loss where needed to get margins to where 
they’re more adequate.

Jason Busti: There is still uncertainty around this given 
the complex and long-tail characteristics of casualty 

business. It does seem that rates in some lines of 
business are ahead of loss trends. However, that doesn’t 
mean we are close to achieving adequate price levels. 
If you also consider the backdrop of extremely low 
interest rates, rising settlements (nuclear verdicts), and 
other factors, it seems the industry has a way to go to 
generate adequate returns on capital. 

The current environment is not sustainable but is 
moving in the right direction – more quickly for some 
lines than others. Primary markets will continue to 
push rates and terms, and reinsurers need to also play 
a role. We should see pressure on commissions and 
XoL rates, depending on the lines covered, experience, 

and structure of specific 
programs.

Axel Freiboth: We have 
to push further because 
the base level of rates is 
still depressed, both in 
insurance and reinsurance, 
which is why we’ve seen 
this continuous momentum 
of rate increases.

Social inflation is still 
on the increase, so we 

need to make sure that we are keeping pace with that 
situation. On casualty the impact on the excess layers is 
more significant than maybe on primary. Some ceding 
companies have increased their retention so they also 
feel that pain. The industry is coming from a lower base 
and therefore we are still catching up.

Erik Soria: No – the true lag in improved momentum 
for reinsurers is the fact that loss trends are not being 
outpaced by rate increases to date. This is seen in 
virtually every line of business to varying degrees, with 
a dramatic shift in claims 
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Leading executives discuss whether casualty 
pricing is keeping pace with loss trends and 
how the tightening retro market will affect 
2020 property cat renewals… 
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We’re seeing that first round of rate increases and 
they’re accelerating. But although it makes you feel 

optimistic, all we’ve really done is catch up with 
this trend that was happening for a few years

John Jenkins, CEO of P&C reinsurance  
operations in the Americas, Scor
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activity where high frequencies of severe events, 
coupled with adverse development from prior years, 
is likely the new normal. This view is being adopted 
more and more by market leaders across various 
casualty lines, who are putting up strong rate increase 
projections for 2020 and even 2021 as a result. Even with 
the rate achievements of 2019, reinsurers are culling 
their capacity and limits deployed, which will likely lead 
to improved terms and conditions for reinsurers.

What impact will the tighter retro and collateralized 
reinsurance market have on 2020 property cat 
reinsurance renewals?
Jason Busti: The impact could be meaningful. We 
observed some evidence of this at 6/1/19 with double 
digit rate increases and expect such pressure will 
continue. As many companies leverage retro and 
collateralized reinsurance to bolster their gross 
positions, a shift will impact what capacity reinsurers 
can offer and/or how they consider pricing for their 
capacity. So, while the industry capital remains 
significant, we should see continued firming in the 
market. 

Axel Freiboth: We still have trapped capital and that 
will continue so we will see a little tightening in the 
retro market and the ILS or capital markets part of the 
reinsurance market, which for us on the traditional side 
is good. There’s real pressure on capital providers after 
two years in a row of losses, and this year isn’t done 
yet. I believe that overall the firming momentum will 
continue, with tighter terms on retro. But it’s still a level 
playing field on well-performing portfolios. We also 
provide solutions for the capital markets, so that gives 
us flexibility whichever way it goes.

Bradley Livingston: ILS investor sentiment remains 
cautious following the losses of 2017 and 2018, the 
development pattern of those losses and uncertainty 
around 2019 trapped capital positions from events 
Dorian, Faxai and Hagibis. ILS investors represent an 
increasing share of the total capital that supports 
the property cat reinsurance market either directly or 

through reinsurer affiliated vehicles. The reinsurance 
property catastrophe market is therefore impacted 
as the required returns and/or supply of ILS capital 
changes. Our expectation is that we will continue to 
observe differentiation in price, attachment and terms 
in the 2020 property cat market based on the experience 
of the cedant. Additionally, we expect to see varied 
responses globally based on loss experience observed 
by geography and peril.

John Jenkins: It will force some discipline because 
the cost of capital is increasing for reinsurers which 
means we’ve got to get a better return. On cat-exposed 
segments costs are up, all things being equal, so you 
have to get a better return to justify the aggregate you’re 
putting out there. There are also the issues of attritional 
loss activity and unmodelled cat, and that’s causing 
problems. If you combine all of those factors, it’s going 
to contribute to forcing the market to act. That will help 
us get to where we need to be.

Lisa Butera: The tightening seems to be further enabling 
price increases in the reinsurance market.

Following two consecutive years of cat losses, the 
industry saw some tightening in the 2019 renewal 
seasons for both traditional and non-traditional 
reinsurance markets. Particularly, we saw these losses 
impact the reinsurance, retro and ILS markets, creating 
some challenges in completing cat bond placements. 

Many clients combine traditional and non-traditional 
reinsurance solutions to protect their nat cat risk and 
in 2019 we saw many clients buy more traditional 
protection as they could not complete some of the ILS 
placements due to the tightening retro market.

Likewise, some reinsurers use retro capacity as a key 
strategy in committing capital to property cat programs 
and we saw, in a few cases, that reinsurers cut their 
limits and/or participation on programs as they could 
not get the retro market support and did not have the 
balance sheet or financial standing to support on their 
own. All that said, barring potential activity during 
what’s left of the 2019 hurricane season, there is still 
ample capacity available in the nat cat space.
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In 2018, we saw 61 P&C M&A deals, up 15 percent from 
53 the year before. So far for 2019, M&A activity has 

continued, albeit at a slightly slower pace.
For a multitude of reasons, including continued low 

interest rates, an abundance of third-party capital and 
record losses, reinsurers continue to consolidate.

Meanwhile, new technology, analytics, and alternative 
capital are also driving profound changes in the 
reinsurance marketplace. Many of the newly merged 
firms have reinvented themselves into multi-purpose 
platforms where the boundaries between distribution, 
insurance, reinsurance and InsurTech overlap. The end 
result is fewer, but bigger companies.

For these reasons insurance companies must 
continually evaluate their portfolio strategy and market 
panel to ensure reinsurance decision making is dynamic 
and balanced appropriately to withstand change.

In the past, change was simpler. New capacity came in 
the form of new reinsurers. Hurricane Andrew spawned 
several new firms such as Partner Re and RenRe. 
Likewise, 9/11 inspired still 
another “class” of new 
reinsurers (Axis, Aspen, 
Endurance, to name a few). 
Looking back at the most 
recent period of material 
rate increases, 2005, we 
see the birth of several 
reinsurance entities: Ariel, Validus, and Lancashire. 

Fast forward to today and many of these once ‘new’ 
reinsurers are gone. Since 2005, new entrants are not 
making headlines nearly as much as structural changes 
to the industry. Today, reinsurers are adding size, scale 
and breadth of capabilities not just through mergers 
and acquisitions, but through alternative sources 
of capacity, the utilization of technology platforms 
developed to challenge old-school thinking, and the 
increased use of catastrophe modeling and analytics.

Ten years ago, it was not uncommon to have 50 or 
more markets participate on a large cat placement. The 
largest lines were maybe $50mn to $75mn. Today it’s 
just as common to have $100mn+ lines from just a few 
reinsurers. 

Divergent trends
Lately, we are seeing clients migrating to “core partners” 
to build out their programs leaning on significant 

relationships and valuing long-term partnerships. 
We also see the opposite strategy – clients with 

reinsurance panels comprised of several small 
participations with no clear market leaders. 

These divergent trends beg the question: What is the 
best strategy? 

Today’s markets are more strongly capitalized, have 
improved product expertise and broader product 
offerings. However, fewer markets may also result in 
less competition, innovation and more codependence.

Furthermore, as the industry reels from two significant 
cat years, lines can diminish quickly with retro capacity 
constraints as end investors reassess risks related to 
“Mother Nature”. 

We saw inklings of diminishing lines at Mid-year 
renewals. This behavior, not seen in several years, has 
rekindled client interest in developing relationships 
with new capital players and to reevaluate the 
strengths and weaknesses of their overall reinsurance 
capital structure and panel of support. Record losses 
have only slightly diminished investor interest for 
uncorrelated returns. Most third-party capital originally 
went to sidecars. Today it’s also going into cat bonds, 
collateralized funds and other vehicles. This structural 

industry enhancement 
continues to help 
mitigate concerns over 
decreased competition and 
innovation.

With fewer but larger 
traditional reinsurance 
markets and more 

alternative capital coming online, clients are in an 
advantageous position.

At TigerRisk, understanding what clients want to 
achieve over the long term is paramount. Only after 
desired outcomes are defined do we start designing 
solutions that specifically meet our clients’ needs. 
We match risk to capital, drawing on all available 
sources to arrive at the best possible solution. Having 
relationships that bridge multiple sources of capital is 
key in developing and executing innovative ideas.

How long will the current trend for consolidation 
continue? Will that result in fewer and fewer markets? 
Or, will we see more markets with more efficient 
platforms that can transact business at a lower cost? 

One thing is for sure. The industry will continue to 
go through periods of expansion and contraction. Our 
responsibility is to stay on top of the changing dynamics 
and secure long-term flexible solutions and trading 
relationships for our clients.
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– that interest rates would increase. Yet recently, long-
term USD rates hit all-time lows. To compensate for very 
low interest rates, companies have increased the risk 
profile of their investment portfolios. So far this has 
worked, but I fear in some of these growing investment 
portfolios there are hidden time bombs that may have 
escaped analysts’ attention.

What are the biggest challenges facing insurers today? 
What elements will distinguish the winners and the 
losers in years to come?
I think social inflation is the biggest risk to the 
insurance industry today. While the average judge is 
probably more conservative, juries are handing out 
higher awards. Meanwhile, we’re seeing more liberal 
treatment of claims by workers compensation boards 
and an increase in legislated compensation benefits 
which are reverberating through claim settlements. 
Claims handling will be a huge differentiator going 
forward.

Which man-made risks (cyber, environmental, etc.) are 
of greatest concern?
I think terrorism poses the greatest risk. This risk has 
so many perils embedded within and can manifest as 
cyber losses, massive property losses such as 9/11 or 
environmental losses due to a nuclear event. 

Do you think parametric insurance will play a greater 
role going forward?
I have always thought that the capital markets 
should provide capacity in the form of indexed or 
parametric covers – raw capacity for the industry – and 
the reinsurance industry should manage basis risk. 
Assuming and managing basis risk is a much higher 
value add and less capital intensive activity and should 
therefore generate higher returns on capital than those 
demanded and received by pension funds and other 
capital market participants. 

But the market has developed differently. Institutional 
investors have become comfortable taking indemnity 

risk. I think they are learning that doing so is a very 
complicated endeavor. Perhaps the last couple 
of years will help increase the use of parametric 
covers, but I doubt it.

Rob Bredahl is president of TigerRisk. Previously, he was co-
founder, president and CEO of Third Point Reinsurance, CEO of 

Aon Benfield Securities, and president of the Americas division of 
Aon Benfield.

Your career spans roles in reinsurance, broking and 
investment banking. Why TigerRisk now?
I joined Tiger because its prospects are outstanding. 
Their strategy is just right – and I knew it would be fun 
to reunite with some old friends and colleagues. Tiger is 
the fourth-largest reinsurance broker in a consolidating 
market in which a three-firm oligopoly of enormous 
firms holds 75 percent of the market share. Clients want 
and need different best-in-class reinsurance brokers 
and advisors to choose from. Given that Tiger is the 
only broker outside of the top three with industrial-
strength capabilities and a proven track record of 
delivering on big and very complicated deals, we have a 
great future ahead of us. I watched Tiger grow from the 
vantage point of a reinsurer for seven years. The talent 
of their brokers, their focus on high value-added areas 
like capital markets, reserve covers, risk management 
technology and the general hustle of the team always 
stood out.

Tiger has a very simple strategy. We are risk, capital 
and strategic advisors to insurance and reinsurance 
companies. We look at all possible solutions to solve 
clients’ problems and work seamlessly across all 
markets to develop those solutions. That is exactly the 
right approach.

Capital is abundant. Yet there is moderate hardening 
and capital sidelining at the same time. What are the 
key trends shaping the market today?
The major trends impacting the industry include 
investors recalibrating after two years of cat losses, 
new distribution and underwriting technology, and 
continued low interest rates.

The property market is reacting to two years of 
reasonably high cat activity after a remarkable 10+ 
year run of benign activity. The marginal capacity 
which pushes pricing around comes from ILS. Many 
ILS investors had never suffered a cat loss, and now 
many have experienced two years of losses in a row. 
These investors now are thinking twice about investing 
in the space. However, if we have low to average 
cat losses this year, market pricing will likely 
stabilize. Meanwhile, pension fund participation 
in the market has a lot of inertia attached to it. 
While slow to enter the cat market, now that they 
have, they will be slow to leave.

Most of the net income for the (re)insurance 
industry comes from investment income. The 
industry was hopeful – and has been hopeful for years 
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The program market is enjoying strong growth 
this year. Todd Campbell, president and CEO of 

Accredited Surety and Casualty Company (Accredited 
US), believes the market conditions are good enough for 
most fronting carriers to do well.

“There’s plenty to go around and we think it’s just a 
sign of a healthy market,” he said. “We welcome great 
competition because there’s a lot of need out there.”

Reinsurers are showing interest in program business. 
Discussing how Accredited works with reinsurers, 
Campbell said it mostly operates a pure front model but 
does sometimes retain some of the risk.

“The market has shifted a bit and some retention has 
become more expected than not – certainly with what 
I’d call the global reinsurers,” he said. “We respect their 
view on it. That said, a majority of our accounts are fully 
fronted.”

Randall & Quilter last year created a new program 
management division by bringing together Florida-
headquartered Accredited US and Malta-based 
Accredited Insurance (Europe), which was renamed 
from R&Q Insurance (Malta).

It believed it could capitalize on rising demand 
resulting from the partial or complete withdrawal of 
program capacity providers in 2017 and 2018 in both 
the US and Europe, the emergence of disruptive fintech 
initiatives challenging the status quo, and the desire for 
entrepreneurs to launch new insurance businesses that 
required a program partner to provide licensed paper.

The Accredited brand this year expects to write 
significantly more than the $500m of contracted GWP 
premium that it underwrote in 2018 in Europe and the 
US. Campbell is confident that figure can be at least 
doubled by the end of 2020.

Program partnerships announced by Accredited US in 
2019 include issuing specialty commercial transportation 
coverage on behalf of Avon, Connecticut-based Paragon 
and issuing private passenger automobile business on 
behalf of California and Texas-focused MGA Pronto.

While the growth is significant, Campbell said it is 
also sensible. “We’ve got lofty targets, but I think all of 
our competitors do too,” Campbell said. “We could have 
written a lot more, I’m sure everybody in this space 
could have, but we’re doing our best to select the right 
partners.”

He adds: “As much as there’s just some fantastic 
operators out there that we seek to do business with 
- with good data, good systems, and good discipline - 
there’s also a lot of average performers too.”

Campbell said the characteristics it looks for in its 
program partners include a longstanding reputation of 
product development and strong grasp of technology.

“We are looking for people who have met the future 

with regard to data and systems,” Campbell said. 
“There’s a lot of talk around it, but truly the standouts 
are the ones who have invested in quality systems, 
controls and reporting. It really comes through when 

you get in there for diligence and start reviewing an 
account.” In addition to sourcing program partners, 
R&Q’s legacy business often needs Accredited 
paper to structure the deal appropriately. “Not 
every legacy deal requires that, but we have the 

tools to do that and parties often like it because 
there’s an A-rated, US authorized admitted carrier to 

run that deal through,” said Campbell.
Accredited US received a boost earlier this year when 

ratings agency AM Best affirmed its financial strength 
rating of A- (excellent) and increased its financial size 
rating to IX ($250mn to $500mn) from VIII.
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A time of plenty in 
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The market has shifted a bit and some retention 
has become more expected than not – certainly 

with what I’d call the global reinsurers
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The program market is seeing strong growth but not 
all MGAs are created equal, according to Accredited 
US’s Todd Campbell

Notable program partnerships 
announced by Accredited US
Date 
announced

MGA Business lines

August 2019 Paragon Insurance New York specialty commercial 
transportation coverage

March 2019 Pronto General 
Insurance Agency

California private passenger 
automobile business

July 2018 Atlas General Services 
Insurance

Initially focused on workers 
compensation

April 2018 Renaissance MGA Private passenger automobile 
insurance coverage

April 2018 American Team 
Managers

Cargo insurance for the US inland 
transportation industry
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