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Ed not under pressure to find a buyer: Hearn

It could be time to shrink Lloyd’s: Hancock

The boss of London-headquartered broker Ed 
Steve Hearn has said that its owners Lightyear 
Capital were not pressuring his firm into a 
speedy sale.

While he acknowledged that the sale 
process was very much ongoing, adding 
that he had heard from more than two-
dozen potential buyers, Hearn said the firm 
was not under pressure to find a new home.

He said the inbound calls came mainly 
from private equity, although he hinted 
that there had been some trade interest 
from trade buyers.

However, the executive quelled the 
notion that his firm could be scooped up by 
one of the big three brokers.

“We are not a business that would sit well 
within one of our larger brethren,” Hearn 
said.

“All other things being equal, we want 
to be owned by somebody that satisfies the 
existing shareholders and management.”

While not under pressure to find a buyer, 
Hearn acknowledged that Ed was housed 
in Lightyear’s third fund, which he pointed 

out does includes other live businesses. 
However, he noted that there has since 

been a new fund, although he explained 
that he was not under pressure to find a 
buyer, adding that there was no immediate 
plan to close the third fund.

But the executive stressed the need to 
find the right suitor. He said that he met 
with an private equity company, which he 
did not name, that said it wanted to fire the 
firm’s finance director and unseat its non-
executive board. 

The executive said that firm would not 
have been a good fit.

Hearn said Ed was looking for an owner 
that recognised the talent within the 
business, supported the expansion plans of 
management and had an understanding of 
the industry. When that firm comes along, 
Hearn suggested a protracted sale process 
was unlikely, explaining that Ed had very 
good data on its own business, which would 
speed up any due diligence process.

He noted that he had weekly calls with 
Lightyear, adding that he always told the 
private equity house when he was meeting 
with a potential suitor.

Hearn said that Ed was not the only firm 
likely to find itself in new hands.

He said there were still more than 200 
brokers in EC3, which he described as 
“bonkers”. He noted that Ed has been 
forecasting a period of consolidation in the 
market for some time, although he said 
that was yet to come.

In a video interview with Re-Insurance 
yesterday, Hearn pointed to Ed’s 
international expansion plans as a source 
of growth.

Lloyd’s performance director Jon Hancock 
has said it could be the time to shrink the 
size of the market amid a crackdown on 
underperforming syndicates.

However, the executive stressed that 
Lloyd’s was not setting targets for the 
size of the market, instead focusing on 

taking action to return the Corporation to 
profitability following a $2bn loss last year.

He said a necessary consequence of that 
could be that it is time for the market to 
shrink, although he noted that was not his 
ambition.

“It could be that you get a smaller more 

profitable lloyd’s for a while, it could be 
that you get a similar-sized more profitable 
lloyd’s for a while,” he explained.

“It depends on the opportunity and 
appetite for some of the underwriters to 
really go and make a difference,” he said, 
adding: “Whatever Continued on page 4
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In January – amidst the gloom of mid-winter 
and the disappointing 1.1 renewals – we 
pointed to signs of optimism.

We observed that reinsurance demand 
had nudged up in 2017 and predicted it 
will continue this year with the added 
fillip of the cat losses in the second half 
of last year.

We also noted that the industry – 
despite its vast capital 
surplus – was de-
leveraging and this meant 
that the excess capital 
will not have the same 
dampening effect it might 
otherwise have on rates 
(or on dampening demand 
from over-capitalised 
cedents).

Deleveraging – we 
observed – was already 
happening in a number of 
ways. The first was M&A, 
a tried and tested way of 
using surplus capital. We spoke before 
this year’s carousel of M&A activity, 
which is approximately $30bn in deal 
value compared $12bn before Monte 
Carlo 2017.

Carriers were also retrenching and 
this has been demonstrated most vividly 
at Lloyd’s where Jon Hancock has 
led a major review into underwriting 

performance throughout syndicates’ 
books.

Our take from the Monte Carlo 
Rendez-Vous is that we were not just 
correct back in January but too cautious 
in our predictions.

Reinsurance demand is up – and 
significantly. 

It is unclear whether it is the impact 
of the 2017 losses, 
deterioration on back 
years, the reserves well 
drying up, carriers de-
risking or the growth of 
new products, but what 
is indisputable is that 
demand is up strongly.

Perhaps the most 
authoritative view is Aon’s 
analysis of its aggregate of 
reinsurers. GWP climbed 
15 percent from $127bn 
to $144bn in the first 
half of the year. That is 

significant.
Admittedly, there is less clarity on 

rates at this year’s Rendez-Vous with 
some pessimistic underwriters fearing a 
forthcoming squeeze on cat rates at 1.1.

But in the meantime everyone 
attending Monte Carlo should celebrate 
the renewed enthusiasm for the 
reinsurance product...
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demand is up – 

and significantly.
It is unclear 
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size the market 
is as long as it’s in that sustainable 
profitable.”

His comments follow a crackdown on 
underperforming syndicates that has 
already seen Advent decide to go into 
run-off.

Asked whether there would be further 
closures, Hancock said: “It depends.”

“There is no target of closing 
syndicates,” Hancock explained. But, he 
said: “If a syndicate cannot produce a 
credible plan that convince themselves, 
their boards, their investors and Lloyd’s 
that they can return to a sustainable 
nearterm profit then it will close.”

He said the initial deadline for high-
level plans was in July. More detailed 
plans have since been submitted and 
more are due next month.

“As you’d expect when 
you see 96 plans, one from 
each syndicate, there’s a 
whole range of good, bad and 
indifferent.” 

In response to the first 
round of submissions, 
Hancock said Lloyd’s had 
gone back with “very specific” 
feedback including some to 
which Lloyd’s has responded 
with a “strong challenge”.

He said that the new get-
tough approach in response 

to underperformance in the market 
marked a seachange in the way Lloyd’s 
manages the syndicates underwriting 
on Lime Street. “Has some of the tone 
changed from the top of lloyd’s, yes it 
has,”he said. 

“Has some of the tone in terms of the 
underwriting performance become more 
directive and interventionist in some 
parts? Yes, it has right now. But that’s 
reflective of a market, which as a whole 
needs to improve its performance.

“Without doubt there has been a 
change.” He said his department was 
taking a “more hands on” approach in 
response to conditions in the market, 
arguing that taking action now would 
make sure Lloyd’s works in the future.

“We have certainly moved and we’ve 

done it knowingly but we’re doing it 
carefully and strongly,” he said

Hancock also hinted at a structural 
change in the market that could 
see Lloyd’s permit its syndicates to 
integrating ILS capacity into their 
underwriting.

He said the Corporation was “very 
open” to bringing alternative capacity 
into the market in a more meaningful 
way. He said Lloyd’s was in discussions 
over lots of potential structures that 
would allow syndicates to use ILS capital 
in their underwriting however he said no 
formal proposals had been submitted.

“Some of them are out there with 
some cat products,” he said, although 
the executive noted that were exploring 
structures for other types of capital that 

could be used to support their 
business.

Speaking about the 
appointment of John Neal as 
CEO to replace Inga Beale, 
Hancock said: “As with any 
new CEO going into any new 
role there’s always challenges, 
there’s always opportunities, 
there’s always things you’ll 
just carry on regardless and 
there’s things that you’ll do 
differently.”

“He’s steeped in Lloyd’s 
history,” he said. 

Continued from page 1

MS Amlin is backing the cyber (re)Insurance 
start-up Envelop Risk with capacity to 
formally support its facility which begins 
later this year. Unveiled at the Monte 
Carlo Rendez-Vous today, MS Amlin 
has committed to act as Envelop Risk’s 
first capacity provider supported by 
Envelop’s data analytics and augmented 
intelligence underwriting. Envelop Risk 
– which is chaired by former XL Capital 
head Brian O’Hara – will be responsible 
for the sourcing, underwriting, product 
development and marketing of cyber 
reinsurance led by Ari Chatterjee, Envelop 
Risk chief underwriting officer, while MS 
Amlin will assist with risk management 
and advising on the reported claims.  

Bermuda-based Chatterjee is a leading 
cyber reinsurance underwriter and joined 
the cyber  analytics and MGA Envelop Risk 
from Hannover Re in April this year.

The facility will cover both proportional 
and non-proportional structures, and 
target multiple geographies. Underwriting 
capacity will be available from 1 October 
2018 with various transactions already 
under consideration. Envelop Risk’s 
founding CEO, Jonathan Spry, said: 
“We are delighted to be partnering with 
MS Amlin, to address the material and 
growing reinsurance of cyber related risks, 
embracing the complexity which has to 
date prevented an efficient risk transfer 
market developing.” “We believe MS 

Amlin’s global capability and expertise 
to be an ideal fit for our approach, 
underpinned by Envelop’s proprietary AI 
analytics.” James Few, global managing 
director of reinsurance at MS Amlin, 
said: “One of the biggest obstacles to 
growth that the market faces is a lack of 
credible risk quantification tools matched 
with specialist underwriters who really 
understand the product class.”  

“The partnership with Envelop is 
an elegant solution to this problem, 
leveraging their best-in-class analytics 
with our established presence in the global 
underwriting market. We are excited to 
see what the partnership can unlock and 
achieve.” 
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REINSURERS LOOKING FOR LLOYD’S 
LEADERSHIP ON BREXIT: BEAZLEY’S HARTIGAN
Beazley’s head of reinsurance Patrick 
Hartigan has called on the Corporation to 
provide more clarity to reinsurers over Brexit.

Speaking to Re-Insurance on the eve of 
the Monte Carlo Rendez-Vous, Hartigan 
said that to date, Lloyd’s has focused its 
efforts on supporting primary insurers.

“There’s been a lot of talk on the 
primary insurance side,” Hartigan said.

“Their focus has been on the insurance 
side – Lloyd’s Brussels was set up for 
that,” he added.

Hartigan said as Britain’s departure 
from the European Union draws nearer at 
the end of March, he hopes Lloyd’s makes 
efforts to soothe reinsurance carrier’s 
uncertainties.

“I soon hope to hear Lloyd’s coming out 
with an approach on the reinsurance side 
for 2019,” Hartigan said.

He said it was crucial the Corporation 
acted in order to quell some of the 
anxieties European clients were 
experiencing.

“There are certain European clients 
that want more confidence in Lloyd’s,” 
Hartigan said.

He said that if Lloyd’s dallied in 
communicating with the reinsurance 
market, it could be detrimental for those 

working on Lime Street.
“What we don’t want to see is Lloyd’s 

– and the managing agents that operate 
there – to lose business because we’re 
in this position of uncertainty as March 
approaches,” Hartigan said.

“As a market we have to convince our 
European clients that Lloyd’s is an entity 
they should continue to trade with,” he 

went on. Hartigan said that the out-going 
chief executive of Lloyd’s, Inga Beale, 
holds a lot of weight with European 
carriers from her tenure at Swiss carrier 
Zurich.

“Inga Beale has been very influential 
in the European market from her time at 
Zurich,” Hartigan said.

He called on Beale to use the platform 
the Monte Carlo Rendez-Vous offers 
to clarify Lloyd’s position on Brexit for 
reinsurers.

“She still holds weight – we’re hoping 
she says something that reflects positivity 
towards Lloyd’s,” Hartigan said.

If Lloyd’s doesn’t act now, Hartigan said 
reinsurers’ hands will be forced, and they 
will look for ways of sustaining business 
that doesn’t involve the Corporation.

“It’d be very disappointing if some 
people saw this [lack of action] as a 
negative and decided to put their own 
contingency plans in place over Lloyd’s,” 
Hartigan said.

There are certain 
European clients that 
want more confidence  

in Lloyd’s
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Axa’s acquisition of XL Group to create the 
industry’s largest global P&C carrier by 
business written is not just about scale, 
president and chief operating officer of XL 
Group, Greg Hendrick has said.

Speaking to Re-Insurance at the Monte 
Carlo Rendez-Vous, the XL veteran said 
that while the combined companies 
would obviously offer increased scale, it 
wasn’t the “be all and end all”.

“Axa-XL isn’t just about size for size 
sake,” Hendrick said. However, he noted: 
“Yes, being part of something bigger 
gives you the spectrum of risk and the 
spectrum of geography.

Hendrick – who will become CEO 
of Axa XL, leading the division of the 
French powerhouse when the deal 
closes later this year – said the scale of 
the combined companies will allow the 
carrier to better service clients.

“Any customer anywhere in the world 
will be able to walk in and we can service 
them from life to health if they’re an 
individual,” he said.

“On the business side, we’ll be able to 
service SMEs right through to what XL 

There is major scope for AIG to build 
products for the insurance linked security 
(ILS) market, AIG’s president and chief 
executive officer Brian Duperreault has said.

Speaking today at a PwC breakfast 
briefing in Monte Carlo, Duperreault said 
he believes the ILS market will continue 
to prosper and wants AIG to be part of its 
evolution.

“I think there’s a lot of runway in the ILS 
market,” Duperreault said.

While the ILS market has historically 
focused on natural catastrophe, 
Duperreault said it was evolving to 
encompass other risks.

“To date its fundamentally been used 
in big bangs – its parametric triggers, 
there’s an event, it’s clear cut and there is a 
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AXA-XL IS NOT ABOUT SIZE FOR  
THE SAKE OF SIZE: XL’S HENDRICK

AIG SEES ‘A LOT OF RUNWAY’ 
IN ILS: DUPERREAULT

Catlin has traditionally focused on – the 
large corporate and specialty space,” 
Hendrick added.

However, he said that the main 
benefits will be felt on the primary side. 
“On the insurance side it’s about being 
closer to the customer,” Hendrick said.

“On the reinsurance side, it’ll very 
much continue along the same path – it’s 
about having access to a wider capital 
base,” he went on. “It’s the insurance side 
we’ll see most of the lift.”

Since Axa agreed to buy XL Group in 

a $15.3bn (EUR12.4bn) all cash deal in 
March, Hendrick said both carriers had 
been in “full integration planning mode”.

However, he said until the deal 
completes it isn’t possible to determine 
how the portfolios will change due 
to competition laws. “We remain 
competitors,” Hendrick explained.

reloading,” Duperreault said.
“It hasn’t as yet been adapted to longer 

term business – we’ll see how that 
develops,” he added.

“There’s a lot of potential – it still 
remains to be seen – I’d like to be able to 
do that experiment but I think there’s a lot 
more we can do with this technique.”

Duperreault said that – as the ILS 
market becomes more sophisticated – he 
expected AIG to become more of an active 
player in the market.

“I can see a time when we’re developing 
products directly for the ILS market,” he 
said. AIG’s takeover in January of Validus 
gave the US carrier access to AlphaCat – its 
ILS fund manager.

The ILS market has witnessed a number 

“We can’t really share any meaningful 
data in terms of assessing client 
overlap,” he added. Hendrick singled 
this out as the “greatest challenge” of 
the acquisition. He explained XL and 
Axa had set up a data room in order to 
share top level information, but said both 
companies can’t share any granular data 
until the deal closes.

“We’re aware of the overlap on some 
clients, we’re just not sure exactly what 
accounts,” Hendrick said.

Hendrick acknowledged there was 
“very heavy overlap” in Europe, which 
he said was to be expected considering 
the presence Axa has on the continent, 
however outside of this he said there was 
little cross over for the carriers.

“XL has the reinsurance business, 
insurance in North America and all of 
Lloyd’s,” Hendrick said.

As the close of the deal approaches, 
Hendrick said uniting both work forces 
will be another significant challenge that 
XL and Axa will jointly have to overcome. 
“Most people simply don’t like change – 
it’s natural,” he said.

of developments over the past 12 months.
At the end of August, Markel moved to 

become the largest ILS fund manager by 
agreeing to buy Nephila, which has over 
$12bn in assets under management.

Twinned with its existing ILS vehicle 
CatCo, the deal will bring the total assets 
controlled by Markel to $19bn – with the 
Richmond, Virginia-headquartered firm 
controlling around a fifth of the global ILS 
space. In the UK, new legislation since 28 
November 2017 has provided a tax-friendly 
approach for on-shore risk transactions 
that are structured through an ILS 
framework.

The first transaction under the new 
regime incepted at 1.1 was a $72mn quota 
share by Lloyd’s syndicate Neon.

We remain competitors
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German reinsurance giant Hannover Re is 
“well on track” to achieve its 2018 year-
end target of a 10 percent hike in gross 
premiums despite intense competition 
continuing to weigh in and shape pricing.

Based on constant exchange rates, 
the company anticipates an increase of 
more than 10 percent in its gross written 
premium volume and net income in 
excess of EUR1bn for its total business.

At a press conference in Monte Carlo 
out-going CEO Ulrich Wallin said the 
GWP boost will remain in line with 
targets providing the reinsurer does not 
exceed its major loss expenditure budget 
of EUR825mn.

Financial results posted by some 
companies deteriorated sharply in 2017, 
mainly due to major losses incurred 
as a result of the HIM hurricanes and 
wildfires - Hannover Re said results in 
2018 have also been impacted by follow-

High expense ratios and pricing pressure 
may lead insurers to drop intermediaries 
from the supply chain, Swiss Re’s newly-
appointed chief economist has said.

Speaking at a press conference at the 
Monte Carlo Rendez-Vous, Swiss Re’s 
group chief economist Jerome Haegeli 
described the possibility of a major 
confrontation between insurers and 
intermediaries as a “reality”.

“In terms of the expense ratio, the 
picture is complex,” Haegeli said. “It is a 
high cost sector and always has been.”

“However, there can be no doubt that 
technology in particular will change the 
ecosystem of the insurance market; there 
can be no doubt about it.”

According to the latest sigma study from 
Swiss Re, non-life underwriting margins 
in major western markets and Japan need 
to improve by around 5 to 9 percentage 
points in order to deliver sustainable 
returns.
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HANNOVER RE AIMS FOR 10% GWP 
BOOST AS IT FORECASTS RATE STABILITY

SWISS RE PREDICTS CLASHES 
BETWEEN INSURERS AND BROKERS

up losses from natural disasters.
At the same time, the reinsurer 

described capital resources available to 
most insurers as good, as is also reflected 
in retention levels which are still high, 
suppressing demand for reinsurance 
coverage.

The insurance-linked securities market 
also continues to provide considerable 
capacities, adding to the pressure on 
prices and conditions, Wallin said.

Looking into 2019, Hannover Re 
anticipates stable prices and conditions 
following last year’s succession of large 
loss events.

The company said the market 
environment in worldwide property 
and casualty reinsurance remains 
challenging. The enormous natural 
catastrophe losses of the past year led 
to an increase of reinsurance rates in 
affected regions and programs, which 

The study found that sector return 
on equity slipped further to 6 percent 
last year, from 7 percent in 2016 and 
9 percent achieved annually between 
2013 and 2015. Premium rate increases 
are needed to restore profitability to 
sustainable levels, it said. Despite modest 
rate hardening experienced by commercial 
lines carriers following the record natural 
catastrophe losses of 2017, the report 
said that more work needs to be done to 
improve underwriting performance if 
current shortfalls in profitability are to be 
addressed.

If the market remains significantly 
below this 10 percent ROE target then 
the market faces the prospect of fresh 
hardening of prices.

“Pricing will be affected and further 
hardening is certainly one possibility,” 
Haegeli said. The reinsurance giant’s 
chief economist added that failure to 
improve ROE will cause strategic capital 

however were lower than expected.
Competition continues to be intense 

and is clearly shaping the pricing 
situation, the carrier said. However, the 
company forecasts stability in prices and 
conditions overall for the treaty renewals 
as at 1.1 2019.

“The further development of the loss 
amounts from last year’s hurricanes as 
well as the minimal large losses incurred 
in the current year to date will be crucial 
in determining prices in property and 
casualty reinsurance”, Wallin said.

“The lower the strains from 
catastrophe losses turn out to be this 
year, the more difficult it will be to 
push through requisite additional 
price increases in the coming year. 
Nevertheless, we are seeing strong 
demand and hence rather favourable 
opportunities for growth in certain 
segments.”

management to become much more of a 
focus for non-life insurers and raise the 
importance of shareholder dividend as a 
mechanism to keep investors happy.

A further negative outcome that insurers 
face should they fail to boost underwriting 
margins is the impact of their ability to 
invest in technology to streamline claims 
processes and cut expense ratios.

Haegeli added: “If you look at how much 
cost goes into intermediation of insurers 
then I wouldn’t be surprised if technology 
did not provide a major breakthrough for 
the industry over the next five to ten years 
to cut expense ratios.”

“We’ll also see an effect on price of 
book value,” he said. “Recently we have 
seen the book value of non-life insurance 
companies improve.

“However, you could certainly still argue 
that there may be a discount applied to 
these due to the realised ROE not being 10 
percent.”
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A few carriers have complained that rate increases 
in the wake of last year’s catastrophes were not as 
meaningful as expected. What can reinsurers do to 
address the perceived pricing imbalance?

Renewals are sometimes like eating at a main street 
pizza restaurant, you go in thinking you’ll get something 
different, but always end up eating the same thing.

In simple economics price change 
is a function of supply and demand. 
Demand for catastrophe capital is 
growing, but at a slower pace than 
in previous decades – privatised 
government schemes often being the 
source of new catastrophe risk – there 
were few signs of insurers looking for a lot more limit. 
Supply growth came largely from the capital markets, 
now permanent fixtures in reinsurance risk financing. 
Changes in behavior need not always be a function of 
simple economics, and it seems to me that not enough 
pain has been felt in the reinsurance community for 
leaders to insist on prices which enable capital to be 
retained to pay for the ‘big one’. One last point, clearly 
reserve redundancies are shrinking. This could be the 
source of the next market hardening.

Other than pricing, what will be the biggest 
 challenge for the industry in the next 12  
months and what can be done to address it?
There are many possible challenges, from macro-
economic shifts, to interpreting the impact of climate 
change, to changing our business models in 
response to the evolution of our products. 

But I would suggest that technology and 
innovation may have an unexpected impact, 
whether it be in the engineering of our (re)
insurance products – for example insuring 
sharing economy risks – or in processes 
used to build and distribute the product – 
for example transferring more and different 
risk to the capital markets. In terms of 
engineering the product I learnt a few things 

at recent meetings with clients. Where there’s mystery 
there’s margin, as the mystery of some of our business 
disappears with the growing availability of data, it is 
likely that large scale insurers and reinsurers will face 
competition from players of any size, since they will all 
have access to the same data. 

All the same, we also saw evidence that insurance 
industry professionals are the new wave of 
entrepreneurs – we should be enabling the industry, not 
disrupting it.
 
Obviously, one factor that has affected pricing is the 
influx of capacity from capital markets. Does that 
provide an opportunity as well as a threat and, if so, 
what should carriers be doing to embrace that?

First, I want to be clear – the growing 
presence of new means of risk transfer 
directly to the capital markets is far from ‘a 
bad thing’.

The capital markets bear a great deal of 
(re)insurers’ risk – and always have – in 
the past, this has largely been through 

equity investment in insurers and reinsurers. Today 
permanent directly risk bearing capital (so-called 
‘alternative capital’) supports in excess of 20 percent – 
sometimes well in excess – of certain segments of the 
risk insurers wish to reinsure.

Direct interaction with  these partners can enable 
reinsurers to extend their product range and capacity; 
it’s a valuable source of mutual learning, helping 
to foster innovation in traditional as well as non-
traditional methods of risk transfer.

 
Where will the greatest opportunities  
for the industry lie over the next 12 months?
Much has been said of the gap in coverage and the 
opportunity that this presents. The greatest opportunity 
lies in addressing the gap, not simply in the knowledge 

of its existence.
At TMR I’ve seen our underwriters 

presented with new risk. What 
differentiates us is our willingness to 
pursue the opportunity to the end, to turn 
the gap into a product we can share with 
our clients while our competitors have 
sometimes seemed less willing to step away 
from the orthodox.

The opportunity is in the action, not the 
knowledge.
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Dwindling reserve redundancies  
may drive hard market: TMR

Where there’s mystery 
there’s margin

Ahead of the Monte Carlo Rendez-Vous  
Re-Insurance sat down with Tokio 
Millennium Re’s chief underwriting officer 
Brian Secrett to hear his talking points for 
the conference





However in an interview with Re-Insurance he said 
reinsurers were still turning a profit, identifying 

carriers as a target for investors.
“We think it’s still a buyer’s market, unless something 

happens between now and 1.1 that substantially changes 
that – and I can’t imagine that there’s anything right now 
that would change our view,” he said.

“And we think our clients will be in good shape to buy 
affordable and effective reinsurance.”

The executive said the downward pressure on rates 
was driven by the “imbalance of demand versus supply”. 
Although he noted that the dynamic differed by region.

And Marcell hinted there was more to come. “Supply is 
still growing – so natural economics means there will be 
downwards pressure on rates.”

“It will be interesting to see what happens in terms of 
the psychology of the market,” he said.

“This year we saw a slightly firmer market at 1.1 versus 
June or July – so it got softer as the year progressed,” he 
noted, predicting a continuation of that softening at the 
forthcoming 1 January renewals.

But he said reinsurers were still turning a profit. 
Using Covea’s failed $8.3bn bid for Scor as 
an example, Marcell said: “Is reinsurance 
profitable? People continue to want to 
invest and buy reinsurers. So clearly there’s 
opportunity and profit in the reinsurance 
space.” “People are attracted to the market,” 
he said.

“Capital is coming in not because it’s a 
loser,” Marcell said, adding: “It’s because they 

see attractive returns in and of themselves and relative to 
other opportunities.”

“We don’t see that changing at all,” the executive said.
As an example, he pointed to Aon’s most recent report 

on the ILS sector, which shows that alternative capacity 
in the market had hit almost $100bn by the end of June. 
That marked a more than 10 percent increase on last year.

Marcell said he believed reinsurers had come to terms 
with the influx of alternative capacity – that has put 
downward pressure on rates over the last decade – and in 
fact have been able to use it to their advantage.

“Now – not every reinsurer by any stretch of the 
imagination – but many significant reinsurance partners 
that we trade with have links to ILS funds, they’re 
underwriting on behalf of them,” he explained.

“And I think it’s helped them manage their cycle 
through their own return expectations relative to the 
return expectations of the funds.”

“They’ve actually utilised that effectively to maintain 
their brands, their market position and their relevance.”

He said the broker’s newly minted practice, Aon 
Reinsurance Solutions business, was developing new 

products in the credit space where some 
of that surplus capacity could be deployed, 
although he would not be drawn on the 
details.

“In the area of credit we see opportunities 
to transfer different types of risk into 
insurance and reinsurance policies – and 
we’re pursuing that,” he said, without 
divulging more.
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The head of Aon’s newly-minted Reinsurance Solutions business Andy  
Marcell has said rates in the sector still favour those seeking capacity

Reinsurance remains a buyers’ 
market despite cats: Marcell
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The mechanism for insurance business 
transfers is similar to the Part VII 

structure in the UK and would allow carriers 
to transfer books of business to another 
firm and obtain legal finality through the 
transfer. There is a general consensus among 
insurance practitioners that legal finality 
would be a useful tool for insurers looking 
to dispose of portfolios, since it creates 

leaner balance sheets and greater capital and operational 
efficiency. Certainly, European insurers have found it 
to be so. Yet despite initiatives in at least five states, we 
have yet to see the “first deal”. What has become a well-
trodden path for insurers in the EU remains somewhat 
of a mystery tour for insurers in the US.

There is a view in the US that portfolio transfers 
break an inviolate contractual promise between the 
parties made at the time of entering into that contract. 
But I question whether there is a difference between an 
insurance business transfer and the sale of an insurance 
company. A robust regulatory and judicial process 
ensures that the acquirer’s solvency, professionalism and 
operational capabilities are thoroughly checked before 
such transfer is approved. The successful outcome of a 
transfer is not only critical for the transferor’s reputation 
and policyholders. The acquirer’s reputation, delivery 
and success are equally important and critical to their 
business model and future success. Sellers and acquirers 
alike are subject to the same regulatory regime and, 
consequently, the same solvency requirements and 
obligations to policyholders.

Insurers are rightly concerned about their reputation 
and how their policyholders’ claims will be dealt with 
by the acquirer. Claims handling often improves in the 
hands of a run-off specialist. This is unsurprising, since 
the portfolios sold are typically non-core, dragging 
on the original carrier’s balance sheet, and managed 
as secondary to the company’s core, active business. 
In contrast, in the hands of the acquirer, the business 
becomes the core, central focus of the company’s 
value creation process, and receives top management 
attention.

The difficulty in achieving uniformity for insurance 
business transfers under state-based supervision is well 

recognised, and a federal approach is generally viewed 
as nearly impossible. It may be argued this area of 
insurance regulation could be carved out and dealt with 
at federal level. This would deliver a level playing field for 
all stakeholders, and regulators, in particular, would be 
able to operate with a uniform set of rules of equivalence 
and reciprocity.

Regulators have the same principal duty: policyholder 
protection. The Covered Agreement between the US and 
the EU marks the end of the need for posted collateral 
for EU reinsurers writing business in the US. This is a 
major step towards the recognition that, despite local 
differences, we agree that the supervision of risk-carrying 
companies in the two continents is based on the same 
principles and such equivalence “benefits EU and US 
insurers and reinsurers operating across the Atlantic by 
offering them regulatory certainty, while maintaining 
consumer protection”.

The statement accepts that regulators in the US and 
the EU operate on the same basic principles. It is a 
powerful belief that could help speed up the efforts 
made in multiple states to advance frameworks for legal 
certainty in insurance business transfers across the US. If 
equivalence across continents is possible, should this not 
also be possible across the 50 states?
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Winds of Change
A fair wind favours multiple efforts in the 
US to enact legal frameworks for insurance 
business transfers, writes Darag’s group 
chief client officer Eleni Iacovides
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Yesterday, in Re-Insurance’s Monte Carlo issue, I 
explained that underwriters need to understand 

the concept of connected risk and better comprehend 
the connection between opportunity and exposure, 
to deliver value to the end-client and superior return 
on equity. Grasping the concept of connected risk 
offers a pathway to not only understanding known and 
unknown exposure better but also to getting combined 
ratios down and managing peak exposures. 

As I explained previously, the global economy is 
more interconnected. Business risk profiles are more 
connected. This exposes businesses to increasing 
network risk or “connected risk” and requires better 
quantification of opportunity and risk exposure 
throughout the business network to fully understand the 
impact of business strategy. 

That means that to fully understand the impact of 
connected risk on business strategy, a company needs 

to understand the way in which its network operates 
with the global economy. This is in truth a market-level 
analysis, in which the company collects information 
about its marketplace, suppliers, partners and 
competitors so that it can really appreciate the size of 
the market, and the inherent opportunities and risks. 

My company, Russell Group have constructed such 
a database containing 1.7 million unique companies 
with a combined revenue of $90tn, which represents 42 
percent of all global company revenue. It has done this 
to illustrate its connected risk vision and thinking, see 
right.

As an example, Russell has used this database to 
isolate the major companies operating in the transport 
layer for the flow of goods and services. This has 
enabled Russell, for instance in shipping, to calculate 
global trade flows between ports, (see 2017 daily economic 
flow through Shanghai), in terms of export, imports and 
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The connected 
risk solution
Russell Group founder Suki Basi provides the solution to the connected risk dilema
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in-country trade. 
We can now quantify both known and unknown 

exposure at a location and between locations at a given 
time or time-period. This connected risk thinking can 
be used by both corporates and (re)insurers. From a 
(re)insurer perspective, this level of knowledge enables 
better understanding of exposure and premiums needed 
to derive value to the end-client and deliver superior 
return on equity. 

This connected risk thinking can be used in every 
(re)insurance product class and in so doing enables 
underwriters to understand both known and unknown 
risk exposure and the interconnectivity of risk within 
each (re)insurance product class. Consequently, each 

We can now quantify both 
known and unknown exposure at  
a location and between locations
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(re)insurance product class performs better and the (re)
insurance company delivers superior return on equity. 
At the same time, (re)insurers can offer more value to 
suit the emerging risk need of the end-client.

We welcome the opportunity to discuss this further 
with you at a time that suits and wish you a successful 
Monte Carlo Rendez-Vous.



Maybe it is strange to regard flood as an “emerging” 
peril, but it does have two distinct characteristics 

that place it into this category. First, for a few years now, 
flood losses have been driving an ever-increasing portion 
of overall nat cat losses, and second, new technology 
is now allowing for better flood risk management and 
transfer. 

With these increasing flood losses, there is a basic need 
for (re)insurers to use the available technology, to take 
control and better understand this complex peril. There 
are also many profitable opportunities too. 

So, whether you want to avoid losses or chase profits, it 
is important to consider three principles.

The first principle is to recognise that flood can span 
across a broad range of temporal (time) and spatial 
scales. And as a result, looking at a large region such as 
Europe, for example, there are plenty of strategies to 
adopt to diversify the risk. 

Look at differences in flood seasonality; the UK peak 
flood season is in the autumn/winter, whereas there 
is a very limited risk of flooding in the snow-bound 
Alps during this period.  While portfolios distributed 
in eastern France and Belgium, or Germany and Czech 
Republic might be subject to large losses 
as several long European rivers cross these 
countries. 

Looking for opportunities to write more 
flood business will improve both mutuality 
and diversification, and with the addition 
of Italy and the Republic of Ireland, the 
RMS Europe Inland Flood High-Definition 
(HD) models provide 15 countries to choose 
from, and it is the only pan-European flood 

model available in the market. Based on more than 20 
person-years of research and development, it enables 
the insurance and reinsurance markets to access the true 
risk of flooding, from location to multi-country/pan-
European scale, giving an innovative view on how flood 
business can grow in a diversified landscape.

A second principle is to use a view of flood risk that 
recognises the connection between physical and financial 
protection. Where investment has been placed into well-
managed drainage and flood protection measures, this 
can help to reduce the frequency and intensity of flood 
damage to a very manageable level. 

RMS Europe Inland Flood HD models come with the 
latest information regarding existing drainage and flood 
protection in Europe. But these models go beyond a 
static analysis current flood protection level and allow 
(re)insurers to adjust the Standard of Protection to ask 
“what-if?” and evaluate the effect on risk and premium if 
various flood measurers were put in place.

The final principle continues this theme with a 
recognition that investment in flood defenses can bring 
significant benefits, with some studies showing examples 
where the long-term savings can be worth five times the 

investment or more. 
This ability to show how flood protection 

measures can cost-effectively reduce risk, 
opens a new relationship between insurers 
and clients as a trusted flood risk partner. 
Overall, these capabilities offered by the 
RMS flood models break the cycle of the 
insurer being passive in risk reduction, 
towards adding significant extra value as a 
holistic solution provider. 
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Flood: A Growth 
Opportunity 
or a Profit Drain?
Maurizio Savina, director, product 
management, RMS says flood loss 
events are increasing but so is the 
industry’s understanding of exposures
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Speaking on the topic of innovation in insurance, 
Hatem Jabsheh said: “Change is closer than the 

industry thinks and more disruptive than they can 
imagine.”

The former Goldman Sachs trader said insurance 
was the last of the financial services not to have had its 
business model turned on its head by innovation and 
automation.

“The financial services industry comprises banking, 
insurance and investment,” he said.

“Banking has been disrupted. Investments 
has been disrupted. You don’t think 
reinsurance is going to be disrupted 
as well?” he questioned.

The executive said that just 
few years after leaving his post 
with Goldmans in Chicago 
to set up his own practice 
in Jordan, his old team 
had been decimated and 
replaced by machines.

“I don’t know 
why the reinsurance 
industry thinks it can’t 
be automated,” he said, 
adding: “Trust me, there are 
people out there looking at us.”

“One of the big boys will do it,” 
he said, pointing to Amazon and Google’s 
push into the US healthcare insurance market. “With 
their technology and user profiles and data, insurers 
won’t be able to compete. Are you telling me if a 
company like Google finds our business lucrative, do you 
not think they would enter and compete in 
their own way?”

However – so far – Jabsheh said that 
while he had seen digitisation in the 
market, he is yet to see innovation.

“I can’t say there’s nothing out there 
- innovation is being applied internally 
within companies, but it’s just a swarm 

of mini innovation.” He said the investment industry 
created high frequency trading by using Artificial 
Intelligence, algorithms and scientific methods and 
applied it to trading securities.

“But there’s nothing innovative about PPL, for 
example,” he said, adding that the Lloyd’s electronic 
placing platform was just passing the risk through 
a specific software rather than following common 
practice.

He said the platform was designed to create 
operational efficiency, but in reality “it’s a centralised 
repository of information – that’s all it is.”

He said that blockchain has the ability to enhance 
market change once it has been broadly adopted by the 
industry. It will give the assured more transparency and 
greater ownership of the insurance purchasing process. 

The distributed ledger system will allow the assured to 
transact with more participants whereby they will 

get the most competitive pricing.
The executive went on to say 
that blockchain will drive down 

the expense ratio and broker 
acquisition costs, although he 

fears that those savings may 
not be passed on to the end 

client by certain carriers 
because margins have been 
squeezed for so long.

Meanwhile, he 
believes the role of the 
underwriter will change 
to become a portfolio 

manager, while the broker 
will become more like a 

consultant, and the distribution 
will be managed by the blockchain. 

“Everything now is going to be 
technology driven and people will pivot into different 
roles,” he said, noting that smart management will train 
employees to evolve into these new roles.

Jabesh said the future he envisions will give insureds 
“a better service, better pricing, better 
coverage and more transparency”.

Finally, the elephant in the room that no 
one wants to discuss is the perception of 
insurance. Buyers look at it as an expense 
rather than an asset, whilst sellers look at it 
as a dependency rather than a partnership. 

“Technology is about to change all that,” 
he concluded.

Insurers are hiding from 
real tech innovation: IGI
The insurance industry is the last of 
the financial services sectors not to 
have succumbed to Silicon Valley-type 
disruptors but that is going to change, the 
chief operating officer of IGI has said
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Why has R&Q adopted Accredited as the  
brand name for its program division?
CJ: It represents the importance of program 
underwriting services to the R&Q Group. As a business, 
we are streamlined and focussed on two core businesses 
and we are determined to be best in class for both.

R&Q is, of course, well known for legacy acquisitions 
and for providing first class innovative exit solutions to 
owners of discontinued business.

Since 2017, we have brought this same level of 
professional, client-focussed attention to MGAs in the 
US and in Europe who require a program underwriting 
partner who can act as the conduit between them and 
their reinsurers. Our business offering is the same on 
both sides of the Atlantic – it makes sense to our clients 
and prospective clients that they know the same level 
of high level of service is available. As we say: “Two 
continents, two underwriting platforms and one name”!

 
TC: R&Q’s US admitted insurer is already called 
Accredited Surety & Casualty Inc. We have traded for 
45 years and are licenced in all fifty states to write 
admitted P&C business with 97 percent coverage. The 
renaming of our European platform to Accredited 
Insurance and our overall program division is, as Colin 
says, a demonstration of the group’s commitment to 
its program partners and to make our offering easy for 
the market to understand. There is a growing demand 
for program partnerships and Accredited is determined 
to be the market’s 
go-to choice on 
both sides of the 
Atlantic.

 
Why is demand 
growing for 
program business?
CJ: A number of 

reasons. Looking specifically at Europe, we have seen 
a sharp reduction in program capacity over the last 18 
months with the loss of companies such as Elite, CBL 
and Alpha and therefore the introduction of our A-rated 
paper has generated great interest among MGAs and 
their brokers as they seek long term, financially strong 
partners. A second reason is the continuing uncertainty 
over Brexit. After Brexit, Accredited Insurance (Europe) 
Ltd will still be licenced to write business across all 27 
member states via its hub in Malta and our UK branch 
office will be in place to write UK business. With six 
months to go, Brexit is still a grave uncertainty for 
many businesses but Accredited provides a gold-plated 
solution.

 TC: We don’t have Brexit uncertainties to contend with 
in the US but we have also seen significant turmoil 
among existing program writers which has seen a 
reduction in capacity.

Also, program underwriting services is at the heart of 
a major strategic shift in the (re)insurance landscape. 
The barriers to establishing (re)insurance companies 
from scratch are growing as regulators and counter-
parties demand ever higher standards of security, 
resources and governance. But reinsurers still want 
to support innovative underwriters and innovative 
underwriters still want to be entrepreneurs.

Accredited acts as the conduit between the two. 
We provide all the 
infrastructure, 
corporate governance, 
highly rated capacity 
and licences to 
enable reinsurance 
capital to support 
entrepreneurial 
MGAs.
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R&Q shows commitment to 
program market with Accredited

Brexit is still a grave uncertainty 
for many businesses but Accredited 

provides a gold-plated solution
Accredited 
Insurance 
(Europe) Ltd
(formerly R&Q 
Insurance 
(Malta) Ltd
Licenced to 
operate in all 28 
EU states
AM Best rating 
of A- (Excellent)
“Gold-plated” 
Brexit solution
Expects to write 
£100mn GWP in 
2018
Offices in Malta, 
London (and 
Italy?)

Re-Insurance asks what is behind the 
recent rebrand of its program underwriting 
division and why demand is growing for its 
services on both sides of the Atlantic

Colin Johnson Tod Campbell



The objective of traditional life reinsurance is twofold: 
to transfer risk (usually under quota share treaties), 

and to gain the reinsurer’s support in new product 
development. Solvency ratio impact is incidental. 

Under structured life reinsurance contracts, however, 
the primary aim is to manage the insurer’s capital to 
impact their solvency ratio.

The boundary between traditional and structured 
products is not perfectly clear. When insurers 
reduce the risk 
they hold through 
traditional 
cessions, their 
solvency position 
improves. 
However, the 
motivation 
driving structured 
reinsurance is 
slightly different. 
Following the 
introduction of 
Solvency II on 
1 January 2016, 
companies began 
to look for ways to 
improve their solvency 
ratio, or to reduce its 
volatility. Structured 
reinsurance can achieve 
this; risk transfer 
and product support 
may be secondary 
considerations.

Life companies 
have adopted different 
reinsurance structures 
to reduce their capital 
requirements. For 
example, insurers 
in Scandinavia, the 
Netherlands, and Germany 
have chosen this route to 
transfer the risk of mass 
lapse. 

The risk is identified as 
requiring capital allocations under Solvency II, but its 
transfer to a reinsurer reduces the retained 
risk, and therefore the level of capital 
required. 

Similarly, some transactions have seen 
reinsurance used to reduce solvency 
requirements under annuity contracts. For 
others, stop loss cover has been purchased 
to reduce the solvency capital requirement 
for ‘cat life’. In other examples, companies 

that are perfectly comfortable with the level of their 
solvency ratio have chosen to partner with reinsurance 
providers to stabilise its volatility. Reinsurance can 
manage away the fluctuations. Under some structures 
reinsurance buying can be increased automatically when 
the solvency ratio falls against the insurer’s targets, by 
functioning as ’contingent capital’.

Whether they seek traditional 
or structured reinsurance, clients 
benefit dramatically from the 
engagement of a reinsurance 
intermediary to consider the 
possibilities and options of 
structured life reinsurance. 
A broad marketing approach 
means the cedant significantly 
increases its options for 
superior pricing and improved 
conditions. 

This is especially true for 
those companies wishing 
to achieve specific capital 
management goals, but 
lacking in-house expertise 
on the possible various 
reinsurance solutions 
possible.

Additionally, reinsurers 
know the market and the 
buyers well, but on a direct 
basis are able to offer only 
their own products and 
services. 

Brokers are able to find 
and engage the entire 
global market’s most 
attractive solutions 
for each client, and 
rebalance knowledge 
levels and relationships 
between insurers and 
their reinsurers.

When insurers enter 
such transactions, it is 

important that they ensure that the regulator 
is fully informed of the risk and capital requirement 
reductions the deals facilitate. 

Brokers can assist in this process by 
helping ceding companies to present the 
structure of the deal and its rationale. 

Finally, executional support from a 
knowledgeable partner can reduce by 
several months the time required to 
complete a transaction, to bring the 
benefits of capital relief more immediately.
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A t first glance, the Italian reinsurance market is like 
every other in Europe – facing the triple challenge 

of bountiful capital, competition from new entrants 
and pricing pressure. But lift the lid and there are some 
significant differences that have encouraged Liberty 
Mutual Re to make a strategic investment here, even as 
others pull back. Massimiliano Fantini, Liberty Mutual Re 
General Manager, Reinsurance, explains.

Italian businesses, consumers and home-owners 
have faced a number of challenges in recent years, 
ranging from severe earthquakes and hail storms to 
repeated cyber attacks. But unlike many countries in 
Europe, insurance penetration, particularly for natural 
catastrophes, remains relatively low (around 2 percent for 
homeowners, for example).

Against this backdrop, a combination of rising 
consumer interest, plus legislative intervention 
designed to stimulate the market and shift the burden of 
restoration costs from the public to the private sector, is 
expected to drive selective growth in the direct market, 
and therefore reinsurance. 

Legislative intervention driving growth
From 1 January 2018, the government has waived 
insurance premium tax, reducing the cost of direct natural 
catastrophe insurance by 22.5 percent. At the same 
time, it made 19 percent of insurance premium costs tax 
deductible – effectively lowering the cost of insurance by 
over 40 percent. By making insurance more affordable, 
the government hopes to 
drive the development of 
the direct market. 

Further stimulus 
to reinsurance 
was applied on 28 
February, 2018, 
with the clarification 

by EIOPA (the European Insurance and Occupational 
Pensions Authority) on the Delegated Regulation (EU) 
2015/35 on how insurers should calculate Solvency II 
capital requirements (CAT Module) under the Standard 
Formula regime. The guidance confirmed the necessity 
to use sums insured (and not policy limits) for the 
calculation of natural catastrophe scenarios, in line 
with market practice. This is expected to mean that 
capital levels will need to increase and will drive more 
reinsurance purchasing.

The professional indemnity market has also come under 
scrutiny with the implementation of the Law 24/2017 
requiring healthcare professionals compulsory cover and 
a Decree from the Ministry of Justice also set minimum 
standards for the professional have liability insurance for 
lawyers, which came into force in November 2017.

But perhaps the legislative intervention likely to 
have the most significant market impact overall is the 
introduction of legislation in June 2018 to supplement the 
EU GDPR (General Data Protection Regulation).

GDPR exposes companies to fines up to 4 percent of 
global turnover if they do not comply with the regulation. 
With the average cost of a data breach globally now 
estimated at $3.86mn, rising to around $118mn for 
breaches where over 1 million records are lost , it is 
of little surprise that concerns are growing about risk 
aggregation, which is focusing attention on reinsurance.

These legislative interventions are significant and 
together, have the potential to transform the Italian 
market, where Liberty Mutual Re will be keen to play an 
important role in this delicate transitional phase.

Liberty Mutual Re has significant appetite across the 
board for Quota Share, Excess of Loss and Solvency ll 
solutions on the right technical terms and conditions. The 
company is keen to bring to bear its global reinsurance 
experience as it works with clients to provide cover in 
lines where there may be an absence of useful, historic 
local market data.

The Italian job
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It has been well documented in recent months that 
there is an “intervention plan” being cooked up inside 

the Bowellism walls of Lloyd’s of London.
Lloyd’s is said to be reviewing all aspects of its 

business. But there is a deep concern among senior 
executives in the market that this review has come a 
little too late and that it may be “too difficult” for Lloyd’s 
to change.

The urgency around this review was in no doubt 
spurred on by the Corporation’s 2017 results, which 
saw the market report a £2bn loss and a combined ratio 
of 114 percent. The news that John Neal will replace 
chief executive Inga Beale will 
in 2019 will now align this 
review.

Jon Hancock, director of 
performance management 
at Lloyd’s, is taking a hard-
line approach by threatening 
to close consistently-
underperforming syndicates 
– unless they can prove a plan to turn the business 
around. But it is safe to say that closing a few loss-
making syndicates is not going to fix the market’s wider 
problems and challenges Lloyd’s faces.

A swollen cost base as a result of increasing regulatory 
and compliance paperwork, rising commissions from 
brokers and overly complex distribution methods have 
weighed considerably on the market’s profitability.

Last year’s devastating losses have thrown the 
Corporation’s fundamentals into sharp focus, raising 
questions around the future of the 330-year-old market.

While the issues are not unique to Lloyd’s, more 
so than ever the Corporation has to prove its worth. 
Although, as it does so, Lloyd’s must minimise the risk 
of business leaking out into the company markets as a 
review of its operations gets underway, market sources 
have said.  

“The performance directorate know what they’re 

doing and know they have to be careful about 
throwing the baby out with the bathwater,” says 
Charles Manchester, chief executive of Manchester 
Underwriting Management and chairman of the MGAA. 

The executive says that the Corporation must find 
a balance between underwriting profitability and 
relevance.

“You can’t chuck out too much business otherwise 
you’ll stop being relevant to brokers and producers, 
and coverholders will stop looking at Lloyd’s,” he says, 
adding: “They’re aware of these risks.”

“Will that be enough to safeguard the future of 
Lloyd’s? Nothing will ever be enough to safeguard its 
future,” says Manchester. “It would be the epitome of 
laissez faire to think you could do just one thing and 
think that will sort you out for the next 300 years.”

Technology, distribution models and the franchise’s 
future strategy have been regularly cited by market 

sources as areas Lloyd’s needs 
to address.

“Lloyd’s has been 
particularly poor with 
technology historically, but 
that’s almost inevitable in the 
nature of it being a market 
as opposed to an insurer,” 
Manchester says. 

Toby Esser, chairman of AFL Insurance Brokers 
agrees. “[Lloyd’s] must fundamentally get electronic 
trading and its use of technology right and it’s got to be 
at the forefront of any CEO that comes in for the next 
couple of years,” he says.

The distribution model has also come under much 
scrutiny, with one senior Lloyd’s underwriter – who 
asked not to be named – saying: “It has gone crazy”.

“There are far too many moving parts and the chain 
is crazy, as are the costs. Something needs to be done 
to make this simpler and not so burdensome otherwise 
people will just look at other options,” they say.

However, although there are deep and residual 
concerns about how the Corporation will go about 
tackling these challenges, which will inevitably fall into 
the lap of the new chief executive, commentators are 
quick to balance the negative attributes with positives in 
the market.
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Is Lloyd’s facing 
an existential crisis?

Industry sources question the 
Corporation’s ability to change as  
much as it needs to in order to  
maintain its relevance

Lloyd’s does a lot of things  
right, but it hasn’t moved on  

with its efficiency and  
that’s the problem
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“Lloyd’s is the only marketplace in the world which 
continues to create an environment for new products, 
new thinking, new ideas and will get into business 
where others might not want to do so,” says AFL’s Esser.

“It is tremendously good with its delegated authority 
and continues to be a leading light in the world of 
reinsurance and I don’t see that going away. Lloyd’s 
does a lot of things right, but it hasn’t moved on with its 
efficiency and that’s the problem,” he says.

Licensing as well is a clear added value, allowing 
businesses to enter markets without incurring all the 
costs they would if they were to go it alone.

But other more cynical market commentators 
worry that in a world where everything is becoming 
smaller and more easily accessible through the use of 
technology, this isn’t enough, with one industry source 
saying: “Beyond the licensing, you’re really starting to 
scratch around.”

2017 forecast premium levels & 2018 plan

Source: Lloyd’s
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What are the legal 
implications of 
Brexit?
Brexit is likely to be front of mind for 
many at the Monte Carlo Rendez-Vous this 
year so Kennedys’ head of corporate and 
public affairs Deborah Newberry explains 
some of the implications for insurers.

The insurance sector is a vital part of the UK economy 
and a huge global success story generating over 

£20bn annually in export earnings. This international 
exposure makes the sector particularly sensitive to the 
impact of Brexit and insurers’ attention is now rapidly 
turning towards the future UK-EU relationship.

Some of the immediate challenges facing insurers 
will arise from the impact on a number of areas covered 
by the single market, including data protection and 
management of cross-border flows. The direction of 
future regulation, the impact on UK law and the effect 
on workforces are also key.

The single market
The EU has been consistent in its response that leaving 
the single market will mean the loss of UK passporting 
rights. In the absence of clarity, firms are basing their 
actions on a working assumption that no deal on market 
access will be struck.

Post-exit day, and in the absence of passporting 
rights, EEA firms wishing to do business in the UK 
domestic market (or globally via the London market), 
will be required to apply to the FCA for authorisation. 
The UK government has signalled that it will, if 
necessary, legislate to provide a temporary permission 
regime for EEA firms passporting into the UK to 
enable them to continue to write new business and 
fulfil existing contracts while they are seeking full 
authorisation. This will provide some legal certainty but 
not without the costs associated with the authorisation 
process or a potential new barrier to trading with the 
UK.  

Regulatory dividend
Whilst the system of regulation which facilitates access 
to the EU may not be perfect, the regime is built on 

regulatory concepts which UK regulators have designed 
and advocated for. UK insurers have, overall, been 
supporters of the regime. We also already know that 
there will not be a regulatory dividend arising from 
Brexit.

In practice, we can expect to see a lot of regulatory 
change within the single market over the coming years: 
data protection and cyber reporting; new prudential 
rules on insurance brokers; conduct rules on retail 
insurance sales; and broader efforts to complete the 
single market for retail financial services. For the 
UK, ensuring market access will mean maintaining 
equivalence with these new rules.

However, that prospect raises an important question: 
how far should the UK be prepared to go in maintaining 
equivalence?  If the UK should not become a rule-
taker, that implies the potential for future regulatory 
divergence (and impact on market access) over time.

So what now?
The closer we get to the March 2019 exit date without 
having a legally-binding transition period agreed, the 
less valuable such a transition agreement becomes. 
Firms will be forced to plan on the basis that there will 
be a “no deal” scenario.

From the perspective of leading insurers, the current 
status quo represents the best outcome. If the UK is 
to leave the EU, and the status quo is not sustainable, 
then it must fall to politicians to recognise that access 
to the EU Single Market is a major part of the UK’s 
attractiveness as a destination for inward investment, 
particularly among US insurers.

The outcome of the debate surrounding that 
association is vital for the long-term health and success 
of UK insurers, as well as international insurers doing 
business in the UK. 
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