
Munich Re bullish on European rate hardening at 1:1
German reinsurer Munich Re has said it expects the 

continued presence of lower-for-longer interest rates, 
renewed underwriting discipline and a need for carriers 
to generate a positive return for 
investors to drive upward rate 
momentum at the upcoming January 
renewals. Speaking at a market 
presentation on the sidelines of 
the annual reinsurance conclave 
in Baden-Baden, Munich Re board 
member Doris Höpke said yesterday 
reinsurance rates are likely to rise 
further across the European market at 
the upcoming January renewals.

“We’ve seen a hardening and a 
stabilising of the market in the April, 
June and July renewals and we expect 
this to continue at 1.1. We do not see 
room for prices going down. Although 
Europe is a market that has not 
witnessed the string of costly natural 

catastrophe losses witnessed in Asia and the United States, 
Höpke said European rates were set to continue to benefit 
from economic volatility, increased demand for (re)insurance 

and a renewed sense of underwriting 
discipline.

The executive noted that longtail 
business, in particular, has come 
under pressure due to the continuing 
low interest rate environment (see 
left), leading to a need to reconsider 
pricing.

“On a long-tail portfolio with a 
fifteen-year pay-out pattern, the 
negative interest rate development 
in this year alone would add circa 10 
points to a combined ratio,” she said. 
“This has to be considered when it 
comes to pricing.”

Höpke also noted the hardening 
in the retro markets and increased 
underwriting Continued on page 4
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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 Continued on page 4

Catherine 
Mulligan, global 
head of cyber at 
Aon Reinsurance 

Solutions

Aon silent cyber reinsurance offering gains traction
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The Corporation of Lloyd’s is concerned 
over the emergence of large losses 

in the US casualty market, Jon Hancock, 
Lloyd’s performance management 
director has revealed.

Speaking at Baden-Baden yesterday (21 
October), Hancock said that the wave of 
casualty losses the market had witnessed 
originating from the US was a cause of 
anxiety.

“It’s a worry and yes we are concerned 
over the trend,” Hancock said.

However, he was keen to stress that 
while the losses themselves were a 
source of apprehension for the market, 
reserves and the Corporation’s ability to 
pay claims was not being brought 
into question.

“It’s not a concern on 
reserving strength,” he said.

Hancock said the casualty 
class was beginning to move 
away from the “suboptimal” 
pricing levels that had 
prevailed across the line of 
business in recent years. “Like most 
classes of business, casualty has 
seen continued rate reduction in recent 
years, and just as importantly it has 
seen cover expansion too,” Hancock said. 
“Pricing is starting to get back towards 
better levels,” he added.

“On some books that has undoubtedly 
led to an imbalance and the need to 
strengthen reserves.”

Hancock said the Corporation expects 
to see the continuation of reserve 
strengthening and will be closely 
monitoring reserve releases at both 
individual syndicate level as well as the 
market as a whole.

This was echoed by Lloyd’s CFO, 
Burkhard Keese, who stressed both the 
strength of Lloyd’s casualty reserves 
and its oversight of the market. “Our 
reserving strength is strong – much 
stronger than our peers,” Keese said. He 
said that as a class of business, casualty 
had witnessed “very little” reserve 
releases in the past two quarters.

In the period, Keese identified that 

only two syndicates had released 
casualty reserves, with these amounting 
to between $60mn and $70mn.

“Compare that to $40bn of reserves,” 
Keese said. Hancock said that strategies 
around releases were often a “double 
edged sword” with market participants 
split on their approach.

“Some would say it’s a problem that 
you’re not getting as much prior year 
release as you were, while others would 
argue it’s a good thing as underwriters 
are choosing to strengthen reserves,” 
he added. Both pointed to trends in 
the US casualty market, including 
litigation-related losses increasing in 

both frequency and severity, which 
are bearing down on casualty 

performance and driving a 
state of anxiety among  
(re)insurers in the space.

Significant recent casualty 
events include the $757mn 

MGM settlement with insurers; 
the PG&E fallout; the spread 

of opioid exposures to ancillary 
and even remote insureds; James 

River’s early Uber cancellation; the surge 
in D&O litigation; the huge inflation of 
“attritional” jury awards and settlements; 
and the crunch in the RPG segment of 
the hab market.

“The view of claims, accountability and 
responsibility seems to have become 
blurred in certain states,” Hancock said.

In terms of any potential fall out 
for the market from large US casualty 
losses, Hancock said that Lloyd’s was 
“underweight” in its exposure to the line 
of business while Keese said that Lloyd’s 
did have US casualty exposure, “but far 
less so than large US companies”.

The duo’s observations follow quotes 
attributed to Travelers CEO, Alan 
Schnitzer, that casualty loss activity was 
“coming in harder than we would have 
expected and that’s after the higher 
levels of expectations we had” following 
4Q18 and 2Q19. The CEO warned investors 
to expect an impact when the company 
reports its 3Q19 results, due later today. 
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noted the 
hardening in the retro markets and 
increased underwriting discipline as 
serving to spur a “return to technical 
pricing” across European markets.

“The reasons why we believe 
this trend will continue are 
not going to go away,” she 
said. “Low interest rates are 
here to stay; pricing discipline 
for adequate profitability; 
the need to be attractive to 
investors with an attractive 
return on equity (RoE) – these 
will not go away.”

Höpke said it is still too 
early to judge the impact 
Typhoon Hagibis – the storm 
that slammed into the south 
east coast of Tokyo earlier this 
month causing widespread 
damage and flooding – could 
have on helping to fuel 
upward rate momentum.

The reinsurance giant – 
which said last week it expects 
to beat its full-year profit target in 2019 
after a strong third quarter – pointed 
to cyber in particular as one of its main 
strategic growth areas heading into 
2020.

Höpke said Munich Re, which has 
cyber market share of circa 9 percent, is 
forecasting a compound annual growth 
rate of 37 percent within the European 
cyber insurance market between 2018 
and 2025.

“The cyber section of our market 
is small but the financial impact is 
increasing as is the amount of cases,” 
she said

Höpke pointed to the well-publicised 

2018 cyber-attack on hotel 
giant Marriott Group which 
saw the personal data of 
over 500 million customers 
accessed by malicious 
actors as a prime example 
leading to increased demand 
for cyber cover.

Stakeholder and regulatory 
pressure is driving demand for 
cyber cover in Europe, she said, 

and Munich Re’s strategy remains 
focussed on offering controlled cyber 
limits, targeting small and medium-
sized enterprises purchasing up to 
Eur50mn of cover.

“SME clients are most at 
need and do not have the 
capacity to help manage 
the risk themselves and is 
also a diversifier for us in 
our portfolios,” she said. 
“We want to grow in both 
proportional and also in 
single risk.

“We calculate cyber on a 
circa 80 percent loss ratio 
and capacity is growing along 
with demand. It’s definitely 
not a cash cow – it’s money 
that has to be earned.”

Höpke added that 
Munich Re’s continued 
investment strategy towards 
digitalization remains 
essential for growth while 
representing greater value for 
the shareholder.

“It’s good for the 
shareholder – it enables 
company growth in areas 
where we are not present; 
every euro we write on 

cyber is new business. It’s 
also a source of quality. It’s 

top and bottom line growth. As a 
leading (re)insurer it is the means 
for us to remain leading.”

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
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As a new view of risk emerges, companies are seeking agile and transparent tools 
to identify opportunities to maximize return and yield. Guy Carpenter’s broking, 
strategy and analytics expertise helps clients match the right capital with the right 
risk to drive profitable growth.  

Opportunity



What have you seen happen to supply and  
demand in the retro market in 2019?
There is no doubt that the supply of retrocession that 
is available at 2018 pricing levels has shrunk. For some 
time, retrocession has been more dependent on ILS 
funds than any other part of the insurance market and, 
for the first time in more than 20 years, these funds are 
smaller – in aggregate – than they were 12 months ago.

But this aggregate shrinkage is very uneven and it is 
certainly true that some of the funds with retro-focused 
strategies have been among those that have seen 
significant reductions. But several funds and managers 
have continued to grow and there is a healthy pipeline 

of new funds. Much of the shrinkage is due to capital 
that has been directly lost or trapped by events. But it 
is also the case that some strategies have experienced 
real difficulties in both attracting and retaining investors 
due to the experience – and continued deterioration – 
from 2017 and 2018 losses.

Amongst the rated markets, a number of management 
teams are now restricting their underwriters from 
deploying the same aggregate at the same rate.

At the same time, demand for retrocession has 
continued to rise as reinsurers look for ways to protect 
their balance sheets and satisfy enhanced regulatory 
constraints.

The net effect of this is that we have seen continued, 
gradual growth in the total dollars of retro limit but at a 
higher clearing price.

How have the mixed fortunes of the ILS  
funds affected the various retro products?
Some of the largest ILS funds specialise in very specific 
products. The uneven performance of individual funds 
is being reflected in the availability and pricing of 
particular structures.

Pillared and pro-rata are two areas that have seen 
particular capacity constraints and it is likely that 
clients will continue to see firmer terms and conditions 
at 1.1. So within the retro market there is another level 
of supply and demand imbalance as the lack of supply 
of some products is leading to increased demand for 
others. Currently, much of our work with clients involves 
identifying ways to substitute different structures to 
achieve the same economic objectives.

How will the issue around loss  
creep change the market?
It is hard to overstate the effect of loss creep on our 
market. Not only has the deterioration been very 
large compared to historical insurance events, but the 
market is now dependent on capital providers who 
have difficulty understanding why it takes so long for 
the industry to get a handle on losses – and why recent 
losses seem to have consistently surprised participants 
in the same direction.

Better investor education is part of the answer. 
The industry needs to manage investor expectations 
around post-loss uncertainty more carefully. But a few 
of the losses in the last 24 months have created very 
real frustration within the market and I am certain that 
future loss estimates will see 
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Managing the winds of change 
in the reinsurance market
The drop off in ILS capacity and the significantly 
tighter retro market is likely to have a profound 
impact on reinsurer behaviour at 1.1, according 
to James Boyce, CEO of Global Specialties at Guy 
Carpenter. He talks to The Insurer about the outlook 
for 1.1, the changing dynamics in the supply and 
demand of retro, the impact of loss creep on 
the market and how the integration with JLT is 
progressing…

Continued on page 8
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much higher levels of scrutiny to avoid scepticism.

What is your outlook for 1.1 with and  
without significant loss activity?
Either way, we are expecting the tightening in the retro 
market to continue. But if there are no further large 
losses, then we expect that business will continue to 
be transacted in an orderly way with markets looking 
for broadly similar terms to previous renewals. In part, 
this will be facilitated by some of the newest entrants to 
the market. Significant loss activity late in the year has 
the potential to create meaningful stress on the market. 
Losses would tie up capital and some fund investors 
may be faced with three consecutive years of losses and 
could lose their nerve. This could lead to markets calling 
for material price increases.

We think that clients who manage to sign lines early 
this year will significantly de-risk their renewal process.

How are the dynamics in the retro market likely to 
interact with the broader reinsurance market?
The relatively modest amount of dollars 
that flow through the retro market 
are the tail that wags the dog of the 
reinsurance market, and in turn the 
P&C insurance market. We have already 
seen that pressure in the retro market 
is used as a tool to push up rate rises in 
the primary reinsurance market.

But there can be a lag and retro (and 
ILW) pricing can move before primary 
pricing can catch up. In recent years, 
reinsurers have come to rely on retro 
not just to protect their balance sheets but also to 
smooth quarterly earnings. If the market continues to 
harden, some reinsurers may find that they are able to 
use retro for one or other of these things but not both.

Have the new initiatives in London  
had an impact on the market yet?
There has been a lot of momentum in London recently. 
It is extremely encouraging to see that the industry 
is self-aware enough to realise what it needs to do 
to maintain its historical strength in the reinsurance 
market. It was a real achievement for the industry to 
convince the UK government to enact new legislation 
that has allowed London-based cat bonds and side cars. 
It is also encouraging that the PRA has continued to 
listen to feedback on ways to further improve both the 
product and the process.

As a firm, we are very involved in the wide-ranging 
‘Future at Lloyd’s’ review. It is much too early to 
prejudge the outcome of that work but, again, it is 
encouraging to see the market becoming much more 
ambitious and future issues being anticipated and 
tackled head on. Ultimately, the reinsurance and retro 

markets are inherently global and we are always going 
to remain agnostic to jurisdiction. As part of the largest 
intermediary in the world, we are in an extremely strong 
position to ensure that we can find new opportunities 
in every part of the world and apply the right resources 
wherever our clients want to do business.

What are the most exciting new opportunities  
for your clients in 2020 and beyond?
The hype around insurtech seems to have settled 
down in 2019, but this could be a classic case of 
overestimating the effect of a technology in the short 
run and underestimating the effect in the long run. It 
may turn out that it is just not possible to design an 
app that makes insurance an exciting purchase for 
millennials. 

But there are clearly many other parts of the value 
chain that are crying out for good technological 
solutions. Improving data transfer from insurer to 
reinsurer to retrocessionaire is something that would 
benefit all parties and is a problem that Guy Carpenter 

(and Marsh) is very focused on.
In terms of risk, the slow but steady 

growth of the cyber market could finally 
see accelerated demand following some 
full limit losses. At the same time, the 
contractual language has matured to 
give much more clarity on what is and 
isn’t covered by ‘cyber’. This is likely to 
lead to a broader panel of firms who are 
able to get comfortable with the risk.

How has the MMC – JLT acquisition  
affected GC Global Specialties?
Since it was announced just over a year ago, it has been 
pretty clear that, at a strategic level, this would be a big 
opportunity for Global Specialties. The market is small 
enough that we get to know our competitors extremely 
well and we have always had a huge amount of respect 
for the market insight and client focus that the JLT 
brokers have demonstrated.

In addition to strengthening and deepening 
our London and Bermuda property platforms, the 
acquisition has allowed for a step change in our 
coverage of other lines of business. JLT’s expertise in 
areas such as political risks, terror, cyber and capital 
have proven to be extremely complementary to our 
existing teams.

We’ve spent the last few months putting the final 
touches to our new structure and I couldn’t be more 
excited by the combination of very old and very new 
colleagues who will be working with our clients to 
navigate the 2020 renewals.

Reprinted from an interview conducted in early September for 
the Monte Carlo Rendez-Vous.
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We think that clients 
who manage to sign 

lines early this year will 
significantly de-risk 

their renewal process





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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

including universities, start-ups and risk model 
vendors.

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

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

are getting faster and the technology is already here.”
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It will be similar to 
obtaining a quote for 

home insurance

Record catastrophe years 
have been catalyst for 
seamless automation

Adam Podlaha
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How are trading conditions developing within Europe?
Since the 2008 financial crisis, central banks have 
launched non-conventional monetary policies. In 
particular, the influx of new money has led to interest 
rates decreasing continuously and the broader 
European economy now operates with negative rates in 
all points of the yield curve – even in countries such as 
Germany. This environment of low interest rates will be 
long-lived; it’s the new normal.

In this landscape, what opportunity 
is there for (re)insurers?
Fear over potential trade wars, Brexit 
and geopolitical tensions within the EU 
have caused the economic heatmap to 
progressively move between the amber 
and red zones. It is clear that the risk 
environment is expanding. This is an 
opportunity for the market; (re)insurers 
like to transform risk, as long as hazards 
can be modelled, and we operate in an industry with a 
long-term view.

On the liabilities side, negative interest rates entail 
impacts similar to those experienced following the 
Ogden discount rate change. On the assets side, the 
latest announcement from the European Central Bank 
(ECB) on its decision to further slash rates and restart 
quantitative easing provide an exceptional moment for 
executives to reflect on asset allocation.

How would you characterize the 
current state of the reinsurance market?
The market is in a state of transition. M&A activity 
continues from traditional players as well as 
within the insurance-linked securities (ILS) market. 
ILS will continue to develop, not only covering 
retro, but also serving lines of business outside of 
its traditional catastrophe focus.

The market is restructuring with diversity and 
hybridity. Tier one reinsurers remain important per 
se, but the ‘one size fits all’ approach is no longer the 

preferred way. Clients are increasingly seeking capacity 
and ability as well as agility and services. Size counts 
but cost efficiency and leveraged services count as well.

The increased level of regulation, fenced capital 
and cost of human resources means it is now difficult 
to operate in every country. As a result, regional 
partnerships are going to develop, even among players 
that compete in other regions. That’s one of the reasons 
why I can see greater importance in tier two players.

What are we seeing in pricing?
We are not yet in a hard market but there has clearly 
been a hardening effect particularly across loss 
impacted specialty lines, nat cat and liability. That being 
said, there are lines where the impact has not yet fully 
materialised.

However, the value of cover is increasing and the 
protection of retro and (re)insurance cover is seen as 

a fuel enabling firms to better handle 
and accept risk. When this fuel begins 
to increase at the one end, it forces 
players along the value chain to adapt; 
sooner or later, the premium increase will 
materialise.

The industry is increasingly being 
tasked to cover risks that are growing in 
complexity and interconnectivity. There is a 
greater need to deploy multi-skilled teams 
along a transversal approach. Solvency, 

accountancy and regulation are now fully part of the 
way of approaching new challenges on top of classic risk 
reduction techniques.

How does CCR Re position itself 
in this operating environment?
CCR Re is a tier two carrier with growing capacity 
and capital adequacy, focussed on bolstering its 
infrastructure, underwriting capability and policy.

In doing so, we are able to pay ongoing attention to 
our clients, our partners and our staff. To improve 

customer experience, we integrate operational flows 
from onboarding to underwriting, accounting and 
capital management teams. All in all, we prefer 
streamlining core operations and leveraging digital 
technology to gain efficiency rather than relying on 

cost-cutting.
The launch of 157 Re – our pioneering reinsurance 

sidecar and the first ILS issued under French law – 
highlights our success and serves as proof of our ability 
to innovate. 

CCR Re’s Montador on weathering 
the European geopolitical storm
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In a European economic environment characterized by 
lower for longer interest rates, geopolitical tensions 
and a restructuring reinsurance market, The Insurer 
speaks to Laurent Montador, deputy CEO of CCR Re, to 
discuss how the open market reinsurance arm of state-
backed CCR is positioning itself to meet the challenge
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deputy CEO of 
CCR Re

CCR Re H1 financials:
c GWP +16 percent at Eur441mn
c Combined ratio at 98.2 percent
c Solvency ratio at 197 percent
c H1 net income at Eur17mn
c  Life technical margin at 5.2 

percent





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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With fewer but larger traditional reinsurance 
markets and more alternative capital coming 

online, clients are in an advantageous position

TigerRisk’s head of North American 
reinsurance Wade Gulbransen on navigating 
a changing reinsurance landscape 

The balancing act
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industry-wide, and should be viewed more as a set 
of bespoke challenges, while for Guy Carpenter’s 

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

Aon’s CEO of Reinsurance Solutions, Andy 
Marcell, agreed that there is a disconnect between 

insurance and reinsurance pricing, “which is probably 
true for some of the global firms but not 
for all of them”, while others suggested that 
much of this is stemming from a desire to 
reduce volatility and achieve “a headwind 
drag with those rates”. 

An interesting observation was made 
with regard to the potential fragility of 
retrocessional capacity, with participants 
suggesting that if we have another cat heavy 
experience in 2019, in effect making three 
heavy loss years in a row, then that could 
place a real strain on the retro market. This 
could have lasting effects, according to 
Reardon: “I think that retro capacity is really 
fragile. If it pulls out, we’re looking at an 

expected return of 10, maybe 12, percent — and with 
three loss-making years, it’s not compelling enough 
for the capital markets to come in and help keep these 

As Scor’s Jean-Paul Conoscente noted, “insurance 
companies have lived off high commissions and 

cheap reinsurance for a while, and that’s a drug 
that is hard to come off… it’s interesting because 
rate increases have not been driven by losses, it is 
more a case that the market has put its hands up 
and said ‘no more!’” 

Tiger Risk managing partner and CEO Rod Fox 
agreed that reinsurance is where it’s at. “We are seeing 
increased demand for reinsurance, and 
people have asked for increased reinsurance 
prices but there is a degree of kickback from 
the buyers,” Fox said.

Hamilton Re’s Kathleen Reardon pointed 
out that retro capacity is “very fragile” and 
the market needs to accelerate reinsurance 
rate increases, while Liberty’s James 
Slaughter suggested that while in the past 
the connection between the insurance price 
and the reinsurance price was absolute, he 
was not sure that’s the case at the moment: 
“At Liberty, we buy reinsurance at an explicit 
price for our reinsurance needs, but it bears 
no relation to our underlying underwriting 
pricing on insurance.”

According to one participant, the pricing issue 
the market is facing at present is not necessarily 
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The future of reinsurance

As primary companies 
grow in size through 
acquisition, we are 

seeing them buy down 
retentions and utilise 

reinsurance as earnings 
protection
Vicky Carter

Amongst the raft of topics discussed at The Insurer roundtable in Monte Carlo, the issue of the 
divergence between insurance, reinsurance and retrocessional pricing generated significant debate, 
with talk of insurance pricing accelerating across all lines and geographies. Retro, for people that 
buy it, is also up and accelerating, with reinsurance seemingly caught in the middle
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prices down. We need to accelerate our reinsurance 
rate increases to continue the upward trend to reach 
a sustainable market.”

“You don’t often see a pricing market like this,” 
said Axa XL’s Greg Hendrick. 

“In insurance we are seeing rate increasing 
and that is accelerating towards double digits. In 
reinsurance we saw improvement in June andJuly 
but not as much,” he added.

Looking at the retro market, Hendrick said 
rates went up at 1 June renewals between 10 
and 20 percent. 

“This is what I call the inverted rate 
curve — getting more in insurance, less in 
reinsurance, and more in retrocession. This 
will put pressure on reinsurance rates to go 
up,” Hendrick added. 

Unlocking pools of risk
Another significant topic for this roundtable 
was the notion of the (re)insurance market 
engaging more effectively with the actual 
risks it can cover, and actually unlocking 
“pools of risk” which it hasn’t necessarily been able 
to in the past. A real concern here raised by several 
participants was the potential threat of silent cyber, 
with some insureds realising perhaps belatedly that 

they are not going to be able to get the same cover 
here that they may have been accustomed to 

historically from the market. On the carrier side, 
some are perhaps still not alert to the level of 
threat from silent cyber.

The role of modelling risk was raised by Carter. 
“As the nature of risk changes and becomes far 

more complex, and exposures in non-peak peril 
risk accumulate, and the significant loss 
creep on catastrophe losses continues 
to develop, models will require a total 
recalibration… The emergence of new 
risks and the impact of the model change 
will reshape the reinsurance landscape 
dramatically,” she said. 

Charles Mathias, group CRO and group 
executive director at Fidelis Insurance, 
added that “people have said that model 
drawdown is much greater than they 
expected. To an extent, investors have lost 
confidence in the models”.

“Look at driverless cars,” said Carter, 
proposing that manufacturers are crying 

out for the industry to provide them with products for 
product recall and cyber, which could be interesting 
given the prospective shift that envisages in terms 
of liability from driver to 

The future of reinsurance

Continued on page 18
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manufacturers. She also pointed to the 
development of cyber, noting that Beazley 
started writing this at Lloyd’s over 10 years 
ago with a very limited product and “now 
look at how that market has exploded… it 
often takes one party to jump in and take the 
initiative and opportunity.”

“We seem to have lost sight of the utility 
and ability to syndicate risk on new product 
and thereby share the ‘learning cost’ 
exposure of introducing new products, which 
was one of the key strengths of Lloyd’s 
historically,” added Mark Cloutier, executive 
chairman and group CEO of Aspen.

New threats
In a year which has seen continuing 
litigation in the US over the so-called ‘opioid 
epidemic’, perhaps it was unsurprising that 
participants raised concerns about where 
the next ‘asbestos issue’ for the market 
might come from, with anxiety that given 
increasing jury awards stateside, risk is not 
being priced, or indeed actually addressed 
properly by a market that tends to retreat 
when there’s a problem.

“What if the industry switched focus and 
developed processes to support our insureds 
in developing good governance and good 
management to help prevent these losses 
from happening?” asked Reardon. 

“Otherwise, what we’ll do, as an industry, 
is exclude it next year versus improving the 
entire process. What can we do differently to 
avoid having that same reaction?”

The dangers posed by historic risks are 
also cause for concern. As Reardon noted: 
“There is a real worry about developments 
in the casualty markets now. Casualty tail 
deterioration is a real issue, while property 
has been propping up casualty reinsurance 
for some time now.”

Subscription and data scrutiny
Igor Best-Devereux of eReinsure said that 
syndication is one part of the equation: 
“Lloyd’s is now driven by corporate capital 
and management has return objectives 
to meet. 40 years ago you had individual 
underwriters who might take a gamble on a 
new type of risk. 

“The market prided itself on that. There are 
valid approaches to estimating risk without 
past loss data. 

“Technology also offers new tools with 
machine learning more quickly refining some 

of these guesses. You certainly need a larger 
margin for error.”

He also suggested that the market can 
drill down to a much more granular analysis 
of each risk: “The reinsurance market has 
participated in the tremendous economic 
growth of the past 50 years. 

“But risk selection may need more 
attention. Getting better data about risks 
should help in selection. 

That data must be shared with reinsurers. 
It should support the reinsurers in more 
granular analysis of risks. 

“Capital management ends up being 
improved whether it’s an ILS or more 
traditional reinsurer balance sheet.”

Scor’s Conoscente brought up the need 
to for the market to continue to innovate, 
as “innovation is linked to the profitability 
of the business: the more profitable the 
underlying business is, the more you can 
invest in innovation”.

As Aspen’s Cloutier added: “we need to 
embrace and push product innovation. If 
we simply recycle the same business, risks 
and products we are not going to grow 
demand and will therefore always be subject 
to the impact of the whims of the supply 
side, being capital in and out depending 
on potential returns relative to other asset 
classes.” 

Here Deloitte’s Kurt Mitzner brought the 
table back to an earlier topic by posing the 
question of whether pricing power is directly 
linked to quality and access to data? 

“The worry is that technology companies 
like Google will come in and provide the 
data, and therefore determine the price,” he 
said. Ultimately, however, participants were 
optimistic that the market can rise to the 
challenge of both underwriting and pricing 
risk adequately, especially as things become 
more technologically-advanced.

“How we think about these evolving 
risks is important,” said Fidelis’s Mathias. 
“We need to be a lot more innovative; we 
have large balance sheets that support 
catastrophe risk but we should innovate 
on product and find other ways to use that 
capital.”

But as Aon’s Marcell sagely enquired: 
who has pricing power in the end? “Those 
advocating technology and efficiency may 
not necessarily affect pricing in terms of 
pricing power, but they may reveal the true 
price,” he said.
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To this backdrop, insurers and reinsurers are 
directing their attention to the effective 

management of operational risks. 
We have observed growing confidence in the process 

of transferring non-core portfolios as insurers and 
insurers recognise legacy as an effective tool in driving 
operational and capital efficiency. This in 
turn enables carriers to focus on their core 
business. Legislative solutions, like the Part 
VII transfer in the UK, have also enabled more 
efficient transactions and therefore market 
growth. And continental Europe is not far 
behind. 

Continental insurers have traditionally been 
less inclined to seek legacy solutions. The 
well-capitalised insurance companies of the 
European market have adapted and thrived 
amid the pressures of the new Solvency II 
regime, which is pushing insurance carriers 
towards exiting unprofitable or capital-
intensive lines. In markets like Germany, where 
reputation is often the top priority for boards 
and executives, a stigma around run-off has 
persisted in some quarters. 

But that is dissipating, though capital 
optimisation is not necessarily the main driver. The 
demand for shareholder returns on equity, while 
perhaps less immediate than in the English-speaking 
markets, will always be strong and is pushing ever 
more companies towards operational efficiency. 
There is simply no justification for retaining non-core, 
capital-intensive portfolios where that capital and 
operational capacity could be profitably deployed 
elsewhere. 

There has also been a corresponding rise in 
regulatory awareness of the importance of the 
legacy market as more transactions are concluded. 
European regulators like BaFin, the MFSA and IVASS 
have recognised the benefits for the stability of the 
overall insurance market of the rise of specialised 
legacy providers, able to manage long-term liabilities 
to the benefit of the insureds. Staff at regulators are 
now much more confident in assessing the viability of 

run-off transfers. 
And legacy providers have met the requirements of 

continental (re)insurers and regulators head on. As a 
market, we understand that, given the reputational 
pressures on insurance companies, if one legacy 
company or a transaction failed, we would be paying 
the price for years to come. It is our solemn duty to 
safeguard the reputation of the insurer and uphold the 
promise to insureds. Leading run-off providers have 
maintained an admirable pricing discipline and we have 
seen a similarly responsible attitude from sellers as 
they reject aggressively priced offers that are unlikely to 
deliver security to insureds. 

Of particular note is the increase in transfers 
of captive vehicles, once a modish must-have 
for large corporates and now often a significant 
operational resource drain as non-insurance 
companies come to grips with Solvency II 
requirements. Disposing of that captive to a 
legacy provider provides stability and certainty 
to all stakeholders, while removing the need 
for businesses to maintain Solvency II trained 
staff or at the very least offering the ability to 
redeploy them more efficiently. 

The market has also professionalised. As 
brokers join advisors in running legacy bidding 
processes, the days of exclusive deals are 
largely over. With a growing number of mature 
legacy providers with significant balance sheets, 
able to absorb ever more portfolios, it is in 
the interest of insurers and reinsurers to run 
competitive tenders. 

Key legacy specialists learn much from these 
procedures and all provide diversified offerings while 
maintaining pricing discipline. The rise in specialised 
broker legacy teams has played an important role in 
educating potential sellers and professionalising the 
bidding process and is a positive development for 
insurers and run-off providers alike. 

The continental European legacy market is maturing 
and as that process continues and legacy disposal 

becomes a normalised tool, we expect to see further 
professionalisation. I am pleased to say that, thus 
far, legacy providers, regulators and intermediaries 
have risen to the challenge. There is still potential 

for further expansion, but, vitally, there is now an 
understanding among continental insurers of the 

value and importance of the tools run-off can provide. 
The future, for legacy and insurance in Europe, can be 
one of mutually beneficial growth.

Legacy matures in 
continental markets

Day 3 | Baden-Baden 2019 www.theinsurer.com

20 | Comment

Driven by low premium rates in the insurance market, 
low interest rates across the board and disruption 
caused by newer technologies, the legacy market is 
now undergoing a period of significant growth, Alex 
Roth, head of M&A at Darag Group tells The Insurer
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How would you describe Xceedance to the global 
insurance industry?
Xceedance is a strategic consulting, managed services, 
and technology partner to the insurance industry. Our 
firm is essentially set up as an insurance company, but 
one that does not take risk or expose capital. We provide 
strategic operational support (SOS) for front, middle, and 
back office operations across every area of an insurance 
company, MGA, MGU, broker and reinsurer.

 
What do the Xceedance core competencies of 
“strategic operations support” and “adaptive 
target operating models” mean for (re)insurers?
As a global consultancy and insurtech enabler, 
Xceedance drives strategic operations support 
(SOS) in alignment with our diverse clients. 
In addition, we leverage our adaptive target 
operating models – which allows clients to drive 
best-in-class processes to realise their strategic 
vision. From capacity management and top-line 
growth, to expense containment and process 
optimisation, our core competencies, supported 
by benchmarks, invigorate the transformational 
objectives of insurance organisations. 

 
What is unique about the value proposition(s) of 
Xceedance for (re)insurers and do you incorporate MGAs 
in your client roster?
The unique Xceedance value proposition for (re)insurers 
includes MGAs (or program administrators), and 
brokers. Our teams understand the nuances 
of global insurance markets, because our 
experts think and act just like the experts 
at insurance provider firms. In fact, we 
support some of the top reinsurers and 
primary insurers in the market. From 
their perspective, our value proposition 
is comprehensive and includes exposure 
management, pre-underwriting, pricing 
support, data sciences, technology 
enablement, and much more. Xceedance 
interacts in the insurance business 
environment just like (re)insurers do, with 
the same acumen and perspective to drive 

efficiencies in support of top and bottom line profit and 
growth.

 
How does Xceedance see the rising MGA and insurtech 
trend? 
MGAs and MGUs are fast emerging in the market. They 
are leveraging technology and securing markets through 
reinsurers and fronting carriers. This allows MGAs to 
go to market quickly – especially if they incorporate 

the right technology platforms and partners. 
Another related trend is a push toward business 
backout by carriers to MGAs. By relying on 
agile MGA partners to comprehensively drive 
certain classes of business, carriers who may 
be hamstrung by legacy systems can leverage 
the efficiencies of an insurtech-driven market-
engagement model to improve expense ratios.

 
Can Xceedance help in light of such trends? 
Regardless of geography, MGAs have a common 
question for Xceedance: “Can you help us better 
utilise technology to improve our operations?” 
The answer is yes. For example, machine learning 
and natural language processing allow us to 
organize structured and unstructured data 

into standard and powerfully actionable formats in the 
underwriting process. 

Also, regardless of technology aptitude, both 
established and emerging MGAs have middle- and 
back-office operations to manage. A natural outgrowth 

of insurtech deployment is the right level of 
“insurservices,” or insurance-focused strategic 
operations support – SOS. Among the biggest 
advantages that Xceedance brings to the ever-
changing insurance landscape is flexible commercial 
models. A reinsurer or carrier setting up in a new 
territory, or a start-up MGA, may be handcuffed with 
capitalisation. So, we’ll amend traditional fixed-
cost models to variable cost structures. By changing 

the dynamic of how capital can be leveraged in a 
variable cost model, (re)insurers and MGAs can have 

better, quicker runways to operational efficiency 
and growth. That’s the essence of SOS from 

Xceedance.

Xceedance enables growth 
for insurance organisations

Day 3 | Baden-Baden 2019 www.theinsurer.com

22 | Interview

Travis MacMillian, chief business officer at Xceedance 
talks to The Insurer about the role the firm plays as a 
strategic resource for insurance organisations

Xceedance interacts in 
the insurance business 
environment just like 
(re)insurers do, with 

the same acumen and 
perspective to drive 

efficiencies in support 
of top and bottom line 

profit and growth 

Travis MacMillian 
can be reached 
at contact@
xceedance.com



What has changed in the industry around blockchain 
and DLT?
Over the past 12 months we have seen more general 
industry awareness about Distributed Ledger 
Technology (DLT), and a clearer understanding of the 
differences between publicly accessible blockchains 
(like bitcoin) and private enterprise DLT solutions – 
which provide data security, privacy, a single 
source of truth and trusted process execution. 

Previously, consortiums led by carriers 
talked about the disintermediation of brokers 
but now, as ChainThat has been indicating for 
the past four years, it’s clear that brokers will 
take a lead role in any insurance ecosystem 
initiative, and brokers are key for driving DLT 
adoption and uptake.

Why will the insurance industry adopt DLT?
Over the years, insurance profits have shifted 
from capital investment to disciplined and 
data-driven underwriting. Nevertheless, high 
expense ratios continue to impact profitability. 

Much of the expense is due to the 
inefficiency of back office processes between 
parties across the value chain, including the cost of 
coordination and reconciliation. Until the introduction 
of DLT, intercompany data-sharing technology and 
process did not match the business model it was 
supporting, causing further inefficiency. 

Competing on back office processes is no longer a 
differentiator and adds little value for clients. 

Now, both brokers and carriers see the need 
to improve back office ecosystems – so all 
parties can mutually increase policyholder 
benefits, while increasing internal 
profitability.

We have always had leaders, fast followers 
and followers in insurance. What are the 
implications of DLT for each group?
The rate of change in technology is fast. As 
change leaders adopt DLT technology, they will 

quickly realise the benefits and be able to better utilise 
resources, create new and more efficient products, and 
grow market share. Fast followers will likely lose some 
market share but can maintain elements of the status 
quo and then look to differentiate themselves as they 
catch up. 

The followers will struggle to catch up as their pace 
of change prevents effectiveness, especially 
if market share is reduced. To use an analogy: 
the leaders are securely on board the train of 
innovation as it moves out, the fast followers 
are racing to jump on the last carriage, and the 
followers are stranded at the station. 

What has changed with DLT technology in the 
past year?
Insurance stakeholders are understanding the 
difference between blockchain and DLT, in part 
by observing the finance sector – where banks 
came together and built a platform from the 
ground up (known as Corda from R3) to meet 
the needs of financial markets. 

The insurance industry does not have the 
same throughput requirements as banks, but needs 
the same security and privacy features. Now that banks 
have succeeded with DLT, the insurance industry is 
more confident to act as well. Several consortiums are 
opting to use a common underlying DLT technology 
(Corda), which reduces the need for organisations to run 
multiple platforms for each initiative.

What is the single biggest challenge to DLT adoption?
Collaboration is the biggest challenge. Multiple 

trading partners need to be involved to reach 
a critical mass of effectiveness. Our industry 
feedback is that broker participation and 
collaboration are essential to comprehensive 
DLT adoption and success. As we start to see the 
innovation leaders of the industry collaborating, 
then other parties will quickly come on board 
to create an ecosystem – so that the global 

insurance market is empowered to move forward.

Distributed Ledger Technology – 
the next frontier is here
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David Edwards, CEO of ChainThat, explains the evolution of Distributed Ledger Technology (DLT) in 
insurance, addresses some misconceptions, and discusses the necessary collaboration for adoption 
of DLT to support efficiency and profitability in the (re)insurance ecosystem

As change leaders 
adopt DLT technology, 

they will quickly realise 
the benefits and be 
able to better utilise 

resources, create new 
and more efficient 
products, and grow 

market share

David Edwards 
can be reached 
at info@
chainthat.com



Over in the States casualty reinsurers are becoming 
increasingly optimistic that improving deal 

dynamics driven by a hardening primary insurance 
market are sustainable into 2020 and beyond.

Multiple underwriting and broking sources have 
highlighted the positive impact on quota shares from 
the significant rate increases being experienced across 
a swathe of casualty and professional liability lines of 
business.

At the same time, the upwards march of cede 
commissions that began to be halted 18 months ago is 
now beginning to reverse on a number of deals, with 
examples of recent renewals where reinsurers have 
been able to claw back half a point to two points on 
quota shares. There have even been isolated examples 
of buyers trying to lock in cedes on multi-year deals in 
a bid to insulate themselves against a more significant 
push from reinsurers for improved economics down the 
line. Some excess-of-loss covers are also understood 
to be seeing rate increases, especially in the excess 
liability market where the frequency of severe losses 
from wildfires to mass shootings has badly stung 
insurers and their reinsurers over the last few years.

In Europe, casualty reinsurers look set to build upon 
the rate momentum that was achieved at 1.1 this year, 
when rates climbed as much as 15 percent, according 
to Willis Re’s 1st View report released at the start of the 
year.

At the same time, London and the Lloyd’s market 
saw casualty rates climb between 2.5 percent and 10 
percent as ceding commissions fell on QS placements 
while rates rose on XoL. Casualty market woes have 

also been compounded by a seemingly endless stream 
of news pointing to a severe deterioration in the 
environment for writing long-tail business, including the 
recent $757mn MGM settlement with insurers; the PG&E 
fallout; the spread of opioid exposures to ancillary and 
even remote insureds and James River’s early Uber 
cancellation to name but a few.

To this backdrop, despite improvements in primary 
rates and conditions, reinsurers are using deteriorating 
historical experience to push for lower cedes or 
increased excess-of-loss rates, even on accounts that 
have good experience. 

Although in-depth details of specific deals are not 
known, there is anecdotal evidence of reinsurers 
being offered participation on a variable quota share 
for a Bermudian with improved terms on a one-year 
basis that were better by a further point if a market 
committed to a second year.

The improved pricing and cedes come as the 
underlying business is seeing hardening almost 
universally on casualty and professional liability, which 
means a double boost for reinsurers on proportional 
deals.

Rate movement
Evidence is also growing of tightening terms and 
conditions on the underlying business as insurers 
try and keep pace with swelling loss costs – and of 
reinsurers being able to negotiate improved terms when 
they support MGA and program deals in the form of 
sliding scale cede commissions.

In tandem with a property cat market where 
primary hardening is broadly outstripping reinsurance 
hardening, it is the aggressive corrective actions by 
insurers that are driving improved dynamics for casualty 
reinsurers.

“To be clear, the hard market is coming from the 
primary side. It’s not being driven by reinsurance, which 
is really interesting from a historical perspective,” one 

The C-word on everybody’s lips
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As European carriers gear up for 1.1 renewals, The 
Insurer examines the factors at play in the casualty 
reinsurance market and looks across the pond to 
the US where a hardening market is showing signs of 
sustainability



senior casualty reinsurance broking executive told The 
Insurer. “This market is being driven by Lloyd’s and AIG 
pulling back and dumping stuff and the huge reduction 
in original limits being offered, where $5mn is the new 
$50mn. You used to be able to do a $50mn layer with 
two $25mn players, now you need ten $5mn players,” 
they continued.

Reserves
Reserve releases are also playing a central role in the 
shifting dynamics in the casualty class.

As reserve positions 
reach a tipping point 
for some carriers, 
one broker told this 
publication that as 
casualty reserves 
“dry up”, the market 
was responding with 
significant rate increases 
– especially on the 
primary side.

“You’ve seen casualty 
reserve releases over 
the last five years 
propping up an awful lot 
of people’s results. Now 
those are drying up and 
in the casualty market, 
on the primary lines, we’re seeing some significant 
increases.”

Another broker canvassed by this publication said 
many insurers have been experiencing deterioration 
on the 2014-2016 years in areas like excess casualty, 
with evidence of some pain emerging on the even more 
recent 2017 and 2018 books.

Loss ratios that had been booked closer to 60 percent 

at the time were now looking more like 90 percent, in 
some instances. That means that despite improvements 
in primary rates and conditions, reinsurers are using 
deteriorating historical experience to push for lower 
cedes or increased excess-of-loss rates, even on accounts 
that have good experience.

In addition to diminishing reserves, retrenchment 
across large areas of the casualty market and professional 
lines – particularly public D&O – has led to a capacity 
crunch in areas of insurance placements for large clients.

Pockets of hard market have spread more broadly 
across the casualty sector, 
driving a hardening that is 
now almost market wide 
and has been accelerating 
through the second half of 
the year.

The dramatically changed 
environment on the 
underlying business means 
that reinsurers have largely 
been acting in a rational 
and moderate fashion, 
while still seeing significant 
improvement themselves.

Despite a broadly 
optimistic tone in the 
casualty marketplace, some 
are skeptical that reinsurers 

will be able to make meaningful progress on reducing 
cedes further in renewals later this year and into 2020.

One source suggested that some better quality buyers 
may argue that because of the improved economics from 
underlying rate hardening they justify a higher cede. And 
at the very least the broad based rate increases on the 
underlying business mean that downward pressure on 
cedes will ease.
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Demand increases as buyers become more risk averse
As well as the uplift from improved 
pricing, terms and conditions, 
casualty reinsurers have been seeing 
a meaningful uptick in demand for the 
first time in years.

One senior market source noted 
that on the buying side insurers are 
generally becoming more risk averse, 
reflecting increased concern about the 
adequacy of reserves and loss cost 
trends.

“That’s a perfect scenario for 
reinsurers. More deals are coming to 
market, terms and conditions are being 

moderated, and anything that’s under 
pressure is giving up cede or getting 
rate increases on the XoL,” they said.

Another broking executive observed 
that up until very recently many 
larger carriers had been basing their 
reinsurance purchasing off capital 
models that would often convince 
them they didn’t need to cede more 
business to reinsurers.

“Now what’s going on is that nobody 
wants to have an outsize loss relative 
to their peers,” they said.

Looking to next year, the executive 

said there are no signs that people are 
looking to keep more net and buy less 
reinsurance.

“At the heart of that is that nobody 
is quite sure yet how the underlying 
business is performing. 

Even on D&O, or some of the areas 
were there’s real rate change with 15 
percent increases, they still don’t know 
if it’s enough.

“Would it be crazy to think that the 
industry is at a 115 or 120 combined 
ratio, maybe not,” they said.

Casualty rate movements 
Territory Pro rata 

commission 
XL – no loss 
emergence % 
change 

XL – with loss 
emergence % 
change 

Australia 0% 0% to +2% 0% to +5% 

China N/A -10% 0% 

International N/A -5% to 0% 0% to +10% 

United States – General Third-
Party Liability 

-4% to 0% 0% to +5% +5% to +15% 

United States – Motor Liability -3% to 0% 0% to +7.5% 0% to +10% 

United States – Professional 
Liability 

+0.5% -5% to 0% 0% to +5% 

Source: Willis Re Note: Movements are risk adjusted



The real art of the deal lies in the transfer of claims 
handling capabilities, knowledge and skills. People 

are the most important acquired asset in any legacy 
transaction and the keystone of its ultimate success.

Legacy acquirers must now demonstrate their 
sustained ability to provide cradle-to-grave service 
and do so satisfactorily from the claiming customer’s 
perspective. This necessity was not always recognised 
in the past, when liquidations and distressed business 
were runoff companies’ primary fodder.

Today, legacy business is often neither of 
these. Some of it can barely be characterised 
as a legacy, since original carriers’ average time 
on risk is now much shorter. Sometimes current 
risks are transferred (and in extreme cases, 
for example, in compulsory classes, require an 
active renewal by the legacy carrier to comply 
with regulatory requirements). This dramatically 
increases the importance of the acquirer’s 
service facilities. Although the original insurer is 
renewing away from the relevant classes or categories 
of business, they rightly demand that acquirers ensure 
end-client relationships are fully supported. 

This may indeed be their only concern about what 
happens next, since their reputation remains tied to the 
satisfactory fulfilment of their promises under original 
policies. The legacy market must, therefore, make this 
a focus and cannot skimp on service to squeeze out 
value. Acquirers must service accounts as if they were an 
active underwriting business. The successful acquisition 
of incumbent claims-handling capabilities is one of the 
best ways to achieve this. 

An important aspect of any legacy transfer deal is 
self-evidently the valuation of liabilities, but this 
too links back to the claims team. Since acquirers 
seek to extract value while paying all valid claims 
and delivering exemplary service, valuations must 
be accurate. Some take a highly actuarial approach, 
while others are more audit-oriented, but one 
thing is certain: claims will come, and the current 
handlers add significant value by adding forecast 
perspective. Experience transferred staff have with 
a portfolio is enormously valuable; their knowledge 
of a book and experience handling it can be critical 

to ensuring claims play out as anticipated. For those 
individuals, the move to legacy may be a boon. Disposing 
companies may see legacy management as a secondary 
function, but acquirers re-energise the administration 
of legacy portfolios as their prime objective. Their need 
to nurture them is greater, so they are likely to commit 

new levels of management focus and systems 
investment, and place even more value on the 
claims professionals who manage the business, 
encouraging their participation, innovation and 
development.

Because of these factors, a legacy specialist’s 
approach to claims is highly likely to be more 
dynamic than that in the tail of the underwriting 
organisation, once it has been transferred. 

Specialists regularly engage with underlying 
clients to search for constructive, mutually 

beneficial ways to reach finality – solutions the live 
market is unlikely to have time to pursue when the 
natural focus is on the leading edge and innovation in 
their own businesses. Legacy has the creative scope to 
identify alternatives that are foremost in the business 
plan, to maximise the balance sheet benefits of existing 
liabilities. Technology may be part of the legacy solution, 
but it is a tool to aid progress rather than an end in itself. 
Legacy transactions and finality solutions remain best 
devised and negotiated by experienced professionals, 
seeking to deliver benefit to the client and policyholders. 
We have found legacy solutions and coverage 

commutations are better engineered face to face where 
personal dealing and tangible examples can be 
brought to life, demonstrating brand protection and 
developing repeat transactions through demonstrable 
performance. 

At its core, legacy is a claims business. Our success 
arises from the people we employ. That means in any 
acquisition, individuals must be given as much weight 

on the asset side as cash and recoveries. Only with 
this secured knowledge can other assets perform to their 
maximum potential, and deliver positive outcomes to 
acquirers, sellers and policyholders alike. 

Human assets in 
legacy transfer
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While media coverage tends to focus on structure 
and reserve quantum, talent is the cornerstone of a 
successful legacy business transfer, Stephen Roberts, 
head of claims at RiverStone Europe, tells The Insurer

Experience transferred 
staff have with a 

portfolio can be critical 
to ensuring claims play 

out as anticipated

Stephen 
Roberts, head 

of claims, 
RiverStone
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PARTNERSHIP
When you seek new paths to success, you 
need a partner that has a firm grasp of 
your business. Aon builds and maintains the 
close relationships required to propel your 
firm forward and gain a foothold in profitable 
environments. Find out more at aon.com 
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