
Lloyd’s should write more casualty and reinsurance: Neal

French terrorism mutual Gareat will not 
accept UK-domiciled or Lloyd’s Brussels 

security for participation on its upcoming 
Eur2.2bn+ XoL 1.1 renewal because of concerns 
over the UK’s withdrawal from the European 
Union and implications this might have on 
future claims collections, The Insurer can 
reveal.

Sources confirmed to this publication that 
brokers on behalf of the state-backed terrorism 
pool have communicated to markets its 
decision not to accept London market security 
– including Lloyd’s of London – in advance of 
issuing firm order terms (FOTs) for its large 
aggregate excess of loss (XoL) cover that 
incepts on the 1 January 2020. 

The Eur2.2bn ($2.43bn) annual aggregate XoL 
program is placed by reinsurance broker Guy 

Carpenter, The Insurer understands, with Aon 
placing an additional program for Gareat. In 
practice, it is thought that most Lloyd’s and 
London market participants on the multi-year 
treaty will maintain their participations at 1.1 
thanks to the flurry of onshore EU subsidiaries 
created by UK-based (re)insurers following the 
result of the June 2016 UK referendum.

Although the terms of the UK’s withdrawal 
from the European Union are still yet to be 
determined, London market (re)insurers will 
lose their automatic passporting rights that 
enable them to write business across the 
continent with a UK company when the UK 
leaves the EU.  

As a consequence, London market and 
Lloyd’s carriers have established their own 
rated European  

The Lloyd’s market needs to rebalance its portfolio to leave 
it less vulnerable to a disproportionate hit from a repeat 

of multiple cat losses such as the trio of hurricanes and other 
events that hit in 2017, according to the Corporation’s CEO 
John Neal.

Lloyd’s current book of business is weighted towards 
short-tail exposure with roughly a 70:30 ratio to 
long-tail exposure.

“I’m stating the obvious but it should be more 
like 50:50. There should be more balance to 
the book. We were exposed to a triple threat. 
HIM came along and, bang, Lloyd’s got hit 
disproportionately. There has to be some redress of 
that balance,” Neal told The Insurer earlier this month.

“After all, when we talk about Lloyd’s bedrock, I mean 
yes property cat, but specialty is really more casualty 
than it is property. So a bit of balance would be good.

He said there was no issue with deploying capacity 

to property cat but suggested that it would be better to 
weigh the market’s property cat exposures more towards 
reinsurance than writing the risk on a primary basis.

Neal observed that reinsurance business is more defined, 
with a set limit of liability when a reinsurer decides to write 

a deal, as opposed to insurance, which bears the tail of 
the exposure.

“I’d like to see more reinsurance [written at 
Lloyd’s] because I think that’s a better deployment 
of cat capacity and probably a bit more balance on 
the short to the long-tail,” he continued.

Lloyd’s current reinsurance book contributes just 
over £11bn of its £35.5bn of gross written premium, 

based on 2018 figures.
More than half of that was property, with the rest split 

between casualty and specialty (see chart).
The former QBE chief highlighted concerns over US casualty 

business that have grown in magnitude 

John Neal, 
Lloyd’s CEO

Continued on page 4
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There is no word in the English 
language – or any European language 

for that matter – that can compete 
with the mere whisper of “Brexit” in its 
ability to generate a mass outbreak of 
weariness.

On that basis alone, there is likely to 
be enormous relief once (or if) the terms 
of the UK’s departure from the European 
Union are finally signed and sealed.

But even if the EU and UK part 
company on the 31 October as best of 
friends it doesn’t mean it is business as 
usual. We saw this a year 
ago.

Ahead of the 1.1 2019 
renewals, a number of 
large European cedants 
decided to either 
remove London market 
security altogether 
or at least scale back 
their dependence. The 
explanations (privately) given were 
typically Brexit uncertainties and related 
concerns over regulation and impact on 
claims.

The German terror pool Extremus 
– which buys Eur2.5bn of terror cover 
in the international market – was 
one of the most prominent movers 
back then but brokers also pointed to 
Covea and Axa as examples of other 
European reinsurance buyers who were 
uncommonly selective about UK security 
ahead of 1.1 last year.

In practice, many Lloyd’s and London 
market carriers were not unduly 
affected. Those who were part of larger 
(re)insurance groups were able to simply 
write the business via their separate 
European or Bermuda operating 
companies.

The typically larger independent 
Lloyd’s (re)insurers were also able 
to take advantage of European 
subsidiaries they had established after 
the 2016 referendum to ensure they 
could continue to automatically take 

advantage of the EU’s passporting rules.  
Quite wisely, they were not willing in 
2016/17 to rely on politicians to swiftly 
agree on new trading arrangements that 
would ensure stability, continuity and an 
elegant exit.

But some Lloyd’s carriers without 
European operations were impacted. In 
at least one case (Ark Underwriting), the 
firm kept its participations by agreeing 
fronting arrangements but anecdotally 
there were suggestions that other Lloyd’s 
syndicates did lose out.

Since then, Brexit has 
been delayed and – after 
months of political 
uncertainty and angst – 
appears to be agreed for 
the end of the month,  
at the time of writing at 
least. In that time, Lloyd’s 
has launched its Brussels 
(re)insurance company, 

Lloyd’s Insurance Company SA, to enable 
syndicates to write European business 
on the Lloyd’s platform,rather than using 
separate group subsidiaries.

So, no more repeats of last year then?
Au contraire. As The Insurer revealed 

late on Friday, French terror pool Gareat 
is following its German counterpart a 
year on and is currently minded not to 
accept UK security on its Eur2.2bn XoL 
treaty which renews at 1.1. This also 
extends to Lloyd’s Brussels apparently 
(we should caveat that Gareat has 
declined to comment on its decision or 
reason).

Of course, the state-backed pool may 
still change its mind before year-end if, 
for example, it is satisfied by the terms 
of the UK’s exit. But The Insurer doubts 
it. It is also possible that other European 
cedants will follow suit.

In other words, Brexit may – finally 
– be about to take place but its 
ramifications will continue to be felt and 
no more so than in the London  
(re)insurance market…
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But even if the EU and 
UK part company on the 

31 October as best of 
friends it doesn’t mean it 

is business as usual
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(re)insurance 
subsidiaries to enable them to continue 
writing European business. 

However, The Insurer understands that 
Gareat will also not accept the security 
of Lloyd’s Brussels, raising questions 
over the newly-created onshore 
European subsidiary that was a core 
component of Lloyd’s Brexit strategy. 

The Belgian (re)insurer – which 
enjoys the same financial strength 
rating as its UK parent (A+ S&P; A AM 
Best) – is designed to enable Lloyd’s to 
retain Europeaan business rather than 
see it drift away into the non-Lloyd’s 
subsidiaries of its (re)insurers. 

However, it does mean that any Lloyd’s 
carriers that do not have a European 
subsidiary will lose their positions at the 
1.1 renewal unless – as in the case with 
the Axa and CCR cat renewals at 1.1 last 
year – they can find a fronting reinsurer. 

Launched in 2002 in the wake of 
the 9/11 terrorist attacks, the Gareat 
reinsurance pool includes an unlimited 
state-guaranteed cover that, from 1 
January  2020, attaches at Eur2.72bn 
through the Caisse Centrale de 
Réassurance (CCR) fund. In November 
2017, the French state guarantee 
provided through CCR was renewed for 
a period of four years from 1 January 
2018. The state also upped the point at 
which the unlimited protection layer will 

attach to Eur2.6bn, up from Eur2.54bn in 
2017, and confirmed it would continue 
to raise the threshold of the unlimited 
guarantee by Eur 60mn each year from 
1 January 2018. This rises to Eur2.72bn 
on 1.1 2020. Gareat is composed of two 
pools; the large risks section, which 
includes risks whose sums insured 
amount to Eur20mn or more, and the 
small and medium-sized risks section, 
which manages risks with sums insured 

below Eur20mn.
Under the large risks pool, French 

property insurers will be liable for the 
first Eur500mn of all claims combined, 
Gareat will pay out on claims between 
Eur500mn and Eur2.72bn, with the 
French government taking up the rest via 
the CCR fund (see diagram).

Under the French code, all insurers 
providing property cover are obliged 
to also provide coverage for physical 

damage caused by an act of terrorism 
(including NCBR). 

The 1.1 reinsurance placement is a 
renewal of a two-year Eur2.1bn cover 
– placed on 1 January 2018 – that is 
triggered excess of the Eur500mn 
mutualised layer. Like the reinsurance of 
the UK’s Pool Re, Gareat’s XoL program 
has a panel of leaders including Munich 
Re, Hannover Re, Swiss Re and Scor, 
according to sources. 

Before 2018, the triggers were: 
Eur2.54bn (2017), Eur2.48bn (2016), 
Eur2.42bn (2015), Eur2.36bn (2014), 
Eur2.3bn (2013), Eur2bn (2012, 2011, 
2010), Eur2.2bn (2009,2008, 2007), Eur2bn 
(2006, 2005, 2004,) Eur1.75bn (2003) and 
Eur1.5bn (2002).

In 2016, Gareat was made up of 220 
members, including 8 insurance captive 
companies of large corporations and 91 
Lloyd’s syndicates, with which Gareat 
deals through its representation office 
in Paris. At the time of going to press, 
Brexit is scheduled to take place at the 
end of this month although Brussels and 
London remain locked in negotiations 
over the terms of the UK’s withdrawal. 
Earlier this month, the UK Financial 
Conduct Authority pledged it would take 
a “pragmatic” approach to regulatory 
oversight following the UK’s departure. 

Gareat, Guy Carpenter and Aon 
declined to comment. 

Gareat will also not  
accept the security of  

Lloyd’s Brussels, raising 
questions over the newly-
created onshore European 

subsidiary

through 2019 and 
were a key talking point at the CIAB’s 
Insurance Leadership Forum two weeks 
ago in Colorado Springs.

“At the moment there’s an awful 
lot of noise on the casualty book in 
the US, whether it’s on the D&O, or 
umbrella liability, the opioids issue 
and goodness knows what else. I think 
there’s an awful lot in that casualty 
book that people are not yet seeing, 
but know is there,” he said.

“Ironically, if there is a bit of a 
mini casualty crisis then Lloyd’s is 
underweight. But over time I think 
we’ve got to get more balance in the 
book,” he added.

Neal said that momentum on rates 
was also being driven by the fact 
that direct property is still below the 

technical price, while the reinsurance 
market is yet to react and increase 

its pricing. For Lloyd’s direct and 
facultative (D&F) portfolio – an area 
of some turmoil over the last year 
– he suggested that in 2017 pricing 
was probably only 60 percent of the 
technical rate on average.

That meant it needed a 50 percent 
increase to return to a level of technical 
pricing. 

With increases of 15-20 percent this 
year, it would need similar increases 
next year with continued momentum 
into 2021 to reach that level, said the 
Lloyd’s CEO.

“I think it needs three years of rate. 
To be fair it’s not unique to the US. 
Most of the big insurers in the world are 
scratching their heads over property 
thinking how do they get it to the right 
technical price,” he added.

Continued from page 1

Continued from page 1

$6.44bn$2.54bn

$2.09bn

Lloyd's reinsurance
split (2018) 

Property Casualty Specialty
Source: Lloyd’s 
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As preliminary loss estimates for 
Typhoon Hagibis begin to emerge, 
damages from the cyclone – coupled 
with losses from last month’s Faxai – 
look set to cost the industry as much as 
last year’s Jebi and Trami.

While initial Faxai industry loss 
estimates differed significantly – ranging 
from the hundreds of millions to the 
double digit billions – most calculations 
in the last two weeks peg the typhoon at 
around $6bn.

RMS placed losses 
at between $5bn 
and $9bn, while AIR 
Worldwide estimated 
that the typhoon would 
ring up a bill between 
$3bn and $7bn.

In the domestic 
market alone, the 
General Insurance 
Association of Japan 
(GIAJ) said national 
insurers could expect to 
pick up a bill of $2.8bn.

The total would equate with the claims 
bill faced by the local market when 
Typhoon Trami struck last year, according 
to Yasuzo Kanasugi, chairman of the 
GIAJ and president of Aioi Nissay Dowa 
Insurance.

It will take time for Faxai losses to 
stabilise, but some carriers have already 
warned of pre-tax catastrophe hits 
ahead of the third quarter reporting 
period entering full swing.

Everest Re’s Faxai estimate of $120mn 
factors in an estimated $9bn industry 
loss, while RenaissanceRe is anticipating 
a $100mn impact from Faxai.

Swiss Re will have a H2 loss bill of 

$500mn+ from last month’s Faxai alone, 
according to Keefe, Bruyette & Woods 
(KBW).

Considering the impact of this month’s 
Typhoon Hagibis, Swiss Re could be 
facing a bill of at least $1bn, the analyst 
predicted.

Although carriers’ individual losses 
for Typhoon Hagibis won’t surface until 
Q4 reporting season, initial industry 
estimates have suggested the storm – 
which was the strongest the planet has 

ever seen in terms of pressure – could 
exceed $10bn in insured losses.

And analysts have already indicated 
that the prevailing damage, in addition 
to that of Faxai which hit just weeks 
before, will pressure rates to move 
upwards at 1.1 and 1.4 renewals next year.

Credit Suisse equity analysts 
calculated that AIG has likely already 
used its Japan $550mn excess of $200mn 
occurrence coverage heading into losses 
from Hagibis, triggered by the industry’s 
anticipated Faxai loss.

“In 3Q18 AIG cited 6 percent market 
share in Japan but a 10 percent market 
share in areas affected by 3Q18’s storms. 

We think it is unlikely that Faxai caused 
losses greater than $(750)mn, which 
would cap AIG’s total 3Q19 exposure at 
$(200)mn,” Credit Suisse said.

As a benchmark,  AIG had a loss bill of 
$776mn from international cats in 2018, 
predominantly down to Jebi and Trami, 
net of its $264mn reinsurance recovery.

Similarly, AM Best anticipates that 
Hagibis may push Japan’s big 3 – MS&AD, 
Sompo and Tokio Marine – beyond their 
cat loss budgets. But the ratings agency 

believes their 
strong capitalization 
will buffer any 
significant losses, 
net of reinsurance.

KBW analyst 
Meyer Shields 
forecast the 
typhoon would 
generate a similar 
level loss as Faxai 
– but would still 
be principally an 
earnings event 

rather than a capital one.
Nonetheless, the analyst expects 

“significant” insured losses resulting 
from Hagibis which will lead to sustained 
reinsurance rate increases at the April 
2020 renewals when most of the large 
Asian treaties renew.

Time will tell the extent to which 
carriers are impacted by this year’s 
Japanese cat activity, but learning 
lessons from the tremendous loss creep 
which continued to push Jebi and Trami 
loss estimates ever higher, it is quite 
possible they could reach, or even 
exceed last year’s $20bn combined Jebi 
and Trami loss.

Faxai and Hagibis 
to match Jebi and 
Trami losses
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The reinsurance broker last month published a 
detailed study with risk analytics firm CyberCube 

to assess the potential impact of various cyber 
catastrophe scenarios on the US cyber insurance 
industry.

The study contemplated a series of 23 catastrophe 
loss scenarios ranging from critical infrastructure 
attacks to breaches affecting the cloud.

It brought together CyberCube’s data schema – which 
includes a scenario catalog, probability engine, cyber 
event footprint assessment and insured loss engine 
– overlaid by a synthetic portfolio of cyber policies 
from Guy Carpenter extrapolated to a US market view 
representing $2.6bn of premium.

It found that the scenario generating the highest 
potential insured loss value was widespread data loss 
from a leading operating system provider.

That scenario could result in $23.8bn of insured 
losses for the US industry, albeit that the frequency of 
the event was among the lowest of those modeled, with 
a 300-year return period.

According to the study, the scenario is similar to what 
happened with the NotPetya attack, where a zero-day 
vulnerability (a flaw in software or hardware that hasn’t 
been patched by the developer) allows an attack to 
occur that is potentially not covered by existing cyber 
defenses.

At return periods more closely aligned with those 
that insurers and reinsurers use for viewing natural 
catastrophe exposures, the modeled US industry 1-in-
100 year cat loss from a cyber event is estimated at 
$14.6bn, with the 1-in-200 year cat loss modelled to 
generated $16.1bn of insured losses.

Based on the scenarios included in the study, the 
likeliest event would be widespread data theft from a 
major email service provider, which is modelled as a 
$19.1bn insured loss for the industry (see page 10).

The second most likely scenario is a large-scale 
ransomware at a leading cloud services provider, which 
is modelled as a $11.5bn insured industry loss.

The size of the estimated losses from the modelled 
scenarios compares to a premium base of just $2.6bn 
used by Guy Carpenter and CyberCube to represent 
standalone and blended E&O cyber-exposed policies in 
the US market.

Protection gap
“The market is maturing but it hasn’t developed to the 
point where it is equipped to handle these sorts of 
losses,” Davis told The Insurer in a recent interview.

The former Zurich North America head of specialty 
products E&O joined JLT Re last year and is now cyber 
risk strategy leader at Guy Carpenter following the MMC-
JLT deal.

She noted that while there have been many studies 
focusing on the economic impact from a large-scale 
cyber event, there had been a “missing piece of the 
puzzle” when it came to assessing what those kind of 
losses could look like for the cyber insurance industry.

Davis also highlighted the “protection gap” between 
economic losses and insured losses.

The largest multi-insured loss to date came from the 
NotPetya event in 2017, estimated by Property Claim 
Services at more than $3bn.

Because of underinsurance and low product 
penetration, the bulk of the cost of that loss will likely 
fall to the non-affirmative insurance market, with 
several carriers contesting those claims.

The report added that the protection gap highlighted 
by NotPetya between 
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Understanding cat is key  
to cyber market future
Carriers need to be more aware of the catastrophic 
risk associated with cyber peril to help them better 
price the product, structure reinsurance and execute 
growth strategies in the burgeoning market segment, 
according to Guy Carpenter’s Erica Davis

Continued on page 10Source:  Guy Carpenter & CyberCube Analytics
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economic and insured loss “may only be a sampling of 
what is to come.”

Commenting on the current view of cyber cat risk in 
the industry in the context of the study, Davis observed 
that most actual loss experience so far has been at the 
attritional level. “With that limited event set there’s 
still a very inconsistent view of cat risk in the market as 
carriers look to better manage their aggregations and 
better price for the product to include it.

“As they look to design their reinsurance structures, 
these are the scenarios they need to be aware of and 
considering in their strategies,” she said.

If the insurance industry is to fill the protection gap, 
the size of the market and range of its products will also 
need to significantly grow. That will require a greater 
understanding of catastrophe, or tail-risk.

But with the growing interconnectivity and reliance 
on technology at the level of the insured, cyber risk is 
constantly evolving and non-linear in its nature, which 
makes it “incredibly difficult” to quantify, said Davis.

The executive explained the limited data sets had 
been a motivating factor in the reinsurance broker’s 
collaboration with CyberCube on the study in a bid to 
provide insights and assistance to clients to help them 
better understand what an appropriate cat load might 
be for the exposure.

“This study is unique because it shows the science 
and transparency behind those calculations. Because 
it was focused on being representative of the US cyber 
(re)insurance marketplace, it provides very realistic 
and credible breakdowns, with full transparency and 
probabilities behind the scenarios,” Davis added.

Pascal Milliare, CEO of CyberCube, said that through 
improved data and enhanced analytics, (re)insurers can 
achieve a more granular understanding of catastrophic 
scenarios, which would allow them to appropriately 
allocate capital and develop more nuanced 
underwriting strategies.

“Only by adopting a robust, modelled, forward-
looking view of cyber catastrophe risk can we ensure 
the ongoing development of a sustainable and 
profitable cyber insurance market,” he commented.
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Business interruption drives loss scenarios
The findings of the study reveal that 
while the cost components of each of 
the scenarios considered vary, business 
interruption (BI) costs are a common 
trait that accounts for a significant 
proportion of the overall catastrophe 
costs.

“The BI components of cyber 
insurance have evolved rapidly in 
the last few years and the take-up 
by purchases has increased as the 
awareness of the criticality of systems 
has grown,” said the report.

“The low-frequency and high-severity 
aspects of catastrophic BI events affirm 
this improving understanding of these 
exposures,” it continued.

BI costs would account for 94.4 
percent of the overall insured losses 
of $23.8bn from the costliest scenario 
modelled for the study – a widespread 
data loss from a leading operating 
system provider.

Such a systemic scenario would 
likely involve cyber criminals looking 
to exploit a vulnerability in a popular 

operating system, disrupting all 
computers that run it causing widescale 
downtime and lost data.

BI would also account for 92.0 percent 
of modelled losses from a long-lasting 
outage at a cloud service provider – a 
scenario modelled with insured losses 
of $14.3bn. The report noted that 
industrial control systems, just-in-time 
supply chain management and critical 
customer interfaces are increasingly 
reliant on cloud technology and should 
be considered when assessing potential 
insureds. BI would contribute 83.9 
percent of the $22.2bn of insured losses 
modeled for a large-scale data loss from 
a leading service provider.

For the second likeliest modeled 
scenario – a large-scale cloud 
ransomware at a leading cloud service 
provider – BI would account for just 
under half (49.0 percent) of modelled 
insured losses.

But for the likeliest modeled scenario 
– widespread theft from a major email 
service provider – only 8.7 percent of the 

$19.1bn modelled insured losses would 
be driven by BI, with the bulk of losses 
relating to investigation and response 
costs (64.7 percent), and legal liability 
(25.2 percent).

Financial firm concentration
As well as a significant BI element 
across several of the costliest modeled 
scenarios, the study revealed that 
on an industry basis, financial firms 
are most impacted by systemic cyber 
events. “The accumulation of insured 
loss among financial firms is reflective 
of the buying patterns of this sector, 
with large banks and other financial 
firms driving some of the highest 
adoption rates of any industry sector.

“These companies also represent 
lucrative targets and therefore attract 
greater attention and loss potential,” 
said the report.

It also noted that large companies, 
with revenues greater than $1bn, 
regardless of industry sector, represent 
roughly 75 percent of the insured loss.

The five major contributing catastrophe scenarios are:
c  Long-lasting outage at a leading cloud service provider ($14.3bn 

loss)
c  Large-scale cloud ransomware at a leading cloud service provider 

($11.5bn loss)
c  Widespread data loss from a leading operating system provider 

($23.8bn loss)
c  Widespread theft from a major email service provider ($19.1bn loss)
c   Large-scale data loss from a cloud service provider ($22.2bn loss)
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Speaking on the eve of the industry gathering in 
Baden-Baden, Gainer said that the recent swathe 

of costly natural catastrophe losses and the fallout of 
one of the worst financial crises in modern history have 
driven a growing realisation within governments across 
the globe that they can no longer rely on traditional 
funding sources to finance recovery in the aftermath of 
an event.

“The history of governments stepping in following a 
large-scale natural disaster or economic crisis is one 
that we are all very used to,” she said.

“However, the world has become economically much 
more volatile and the costs from large scale natural 
catastrophe losses have grown substantially.”

As the frequency, severity and financial impact has 
grown, so too has economic volatility. Gainer says this 
has led to governments seeking greater levels of risk 
transfer and guidance from the insurance sector.

“Governments are used to buying healthcare, 
terrorism and flood insurance on the edges of their risk 
mitigation – but the frequency and increasing severity 
of some of these events mean that the government’s 
ability to step in is now constrained – it becomes a 
resource and funding issue. That’s where the  
(re)insurance sector can step in.”

“The premise of our Public Sector Partnership is 
that we want to ensure that governments no longer 
have to go it alone.  They need to transfer their risk, 
especially the catastrophe parts of their risk, and the 
(re)insurance markets are the best place for that.”

Continuity
The 2008 financial crisis hit home with government 
departments across the globe that they needed to 

transfer risk off their balance sheets, she says.
Governments make their money through income 

taxes, which are heavily subject to volatility, but also 
through other fees such as sales taxes, tourism or hotel 
taxes. Gainer says that such income streams are “very 
sensitive” to changes in economic conditions and also 
to weather events.

The typical tool utilised by government to secure 
funds is to raise taxes, cut services or go to the capital 
or debt markets. However, Gainer adds that post-event 
such tools are often impossible to utilise, resulting in 
government agencies looking elsewhere and driving 
demand for insurance solutions.

“There was a realisation that after a catastrophic 
event – such as a financial crisis – it can really 
destabilise a government’s ability to run their mission,” 
she said.

“Every government agency, be it a local government 
or at the national level, wants to serve its citizens in 
areas such as housing, healthcare, security. All of those 
functions are vital to the running of a stable society, 
but one of the important things about risk transfer is 
that it guarantees the government’s ability to be able 
to provide vital services, even in the hardest of times.”

Gainer adds: “It’s a lot to ask any federal agency to 
be prepared for the 1-in-200-year event. The insurance 
market exists to price and transfer risk. It can absorb 
the blows when they come about. As such, the 
partnership opportunities are tremendous.”

Uncorrelated capital and building resilience
One of the major strengths of (re)insurance capital is 
that it remains uncorrelated 

Aon’s Gainer on 
the increasing 
role of its Public 
Sector Partnership
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Continued on page 14

In a world marred by political uncertainty, trade 
concerns and economic and natural disasters, the chief 
commercial officer of Aon’s Public Sector Partnership, 
Bridget Gainer, talks to The Insurer about the 
increasingly important role the (re)insurance industry 
can play in providing certainty for global government 
entities through public sector partnerships…





to the rest of the financial market and that insurers’ 
balance sheets are not interconnected.

“This is vital at the point of crisis,” Gainer says. “As 
is the ability to source long term capital. When the 
sector engages in these partnerships, they are not only 
providing risk transfer and security but are providing 
clients with all the intellectual capital they have within 
their ranks.”

This access to intellectual capital from the  
(re)insurance sector is a further strength of the 
partnership model, Gainer says. A major strength in 
sourcing (re)insurance expertise to transfer risk is that 
governments are then able to accurately model and 
cost worst-case scenarios and assess the true value of 
geographies, projects and infrastructure that they wish 
to protect.

“For many governments, engaging with 
insurers is the first time they have engaged in 
this form of risk transfer,” she says. “What they 
find most valuable is often the price discovery. 
It helps governments understand the value of 
what they’re trying to protect.”

Gainer adds that such information can also 
serve to influence policy and in turn build 
better reliance in the economy but also in 
infrastructure.

“Pricing these risks provides governments with 
information that they could not really get another 
way. If you’re a State Treasurer or work in government 
finance then the data provided from insurers enables 
you to put a risk in context with the wider budget.”

Added services including risk mitigation consultancy 
and risk and loss modelling – such as that performed 
by Aon’s Impact Forecasting – are particularly valuable 
capabilities that the (re)insurance industry can provide 
to governments. Gainer says that such services are 
typically challenging for a government to secure 
and the resulting information allows government 
departments to better pursue their goals, whether 
that be of job creation, defence, satellite systems 
or infrastructure, without placing a burden or a risk 
on the taxpayer. “When an insurer sits down to offer 
cover for exposure with a client, all the best incentives 
are aligned,” she says. “Insurance is in the business 
of pricing risk and exposure – that pricing discovery 
is often quite a discovery for governments and is 
exceedingly valuable.”

Gainer says that the information provided by 
insurers allows government entities to take action 
to reduce their exposure and risk profile: “As 
governments look to place themselves in a better 
position when it comes to renewal, they are building 
a more resilient society more generally.”

Speed and certainty
More than any other benefit that governments are 

seeking to gain through insurance partnerships is the 
speed of claim and payout and the certainty of cover 
afforded.

Gainer says that (re)insurance capital has proven its 
ability to act rapidly in times of crisis, offering support 
to governments on the ground as well as financially.

The executive points to the well-publicised Aon-led 
catastrophe bond issued by the World Bank to provide 
protection for five Latin American countries against 
earthquake perils.

In February 2018, the World Bank issued catastrophe 
bonds that provided Chile, Colombia, Mexico, and 
Peru a total of $1.36bn in earthquake cover. Because 
the bonds are issued by the World Bank, they do not 
contribute to countries’ debt. 

When Peru was hit by a catastrophic magnitude 
4.9 earthquake in May 2019, the bond was 
triggered.

“Charitable assistance takes three to six 
months to get scale on the ground,” Gainer 
said. “Because of the bond, the government of 
Peru received $60mn within 45 days.”

“People cannot wait for six months. The 
speed and certainty that insurance cover 
provides is immensely valuable.”

Advertisement
Despite the successes, Gainer expressed concern that 
the industry as a whole is not doing enough to promote 
its value and its services.

Gainer says: “Generally speaking the sector needs to 
advertise its strengths and put forward its resources 
and attributes. 

“We need to do a better job in telling people why our 
product is important and spreading the message that 
insurance can help execute their mission, protect the 
taxpayer and provide information into the hands of the 
government.”

Issues such as Brexit, trade concerns, terrorism 
and political and economic sanctions point to a more 
volatile operating environment.

“Where there is volatility there is a need and 
opportunity for the insurance industry to bring the 
pricing and risk management experience,” she says. 
“We have to be thinking about how we can soften the 

blow of the next economic crisis or next natural 
disaster and feed that back to clients.

“A government cannot shut down – a police 
department, a hospital are not functions that 
can take two weeks before they are back up and 
running again. There is a real opportunity for the 

partnership to bear fruit for the entire economy.
“In addition to capital from tax revenue, capital 

markets and debt, (re)insurance capital can act as 
redundancy for government,” 

“Redundancy leads to resilience,” Gainer concludes.
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Bridget Gainer, 
CCO of Aon’s 
Public Sector 
Partnership

We need to do a better 
job in telling people 
why our product is 

important
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their underlying assumptions must constantly be 
challenged. To be fair, catastrophe modelling firms are 
getting better at assisting the market by communicating 

the key factors of loss within each estimate 
and providing more transparency around 
various assumptions being applied.

Why is the reinsurance market lagging behind 
the primary insurance market in achieving 
meaningful upwards momentum on rates?
The reinsurance market is influenced by 
different factors than those that influence 
other segments. I can think of at least two:

For one thing, in the last decade, we’ve had 
around $70bn or $80bn of new, third party 

capital ploughing its way into the sector. Yes, the influx 
moderated in 2018, and there was the issue of trapped 
capital, but this hasn’t changed the fact that there is still 
a massive capital overhang in the reinsurance sector 
which has existed since around 2014. Excess supply 
inevitably puts pressure on pricing, allowing distortions 
to persist.

Secondly, reinsurers are expected to earn, collectively, 
a return on equity of around 11 percent (touch wood) if 
there are no more major events in 2019, and around the 
same in 2020 on a normalised basis. By contrast, the 
global insurance sector’s expected RoE is in the high 
single-digits, especially now including Japan. 

How much of an impact will retro market dynamics and 
the appetite of ILS investors have on 1.1 renewals?
In terms of reinsurance renewals, retro market dynamics 
and ‘higher layer’ pricing, together with rising 
primary rates, should inevitably have an 
effect on reinsurance pricing in the middle. 
It is unlikely that pricing will rise everywhere 
except reinsurance.

Given the ‘loss creep’ that has been evident 
on several recent major cat events, what 
lessons can we learn and does the approach 
to the use of cat modelling need to change?
It has been demonstrated empirically that 
initial industry loss estimates based on 
catastrophe model outputs are systematically too low 
except in the most ‘plain vanilla’ of circumstances.

This should be the starting point for all post-loss 
assumptions.

In addition, 2017 and 2018 showed us that our 
rules-of-thumb about loss development periods were 
incorrect as well, especially for coastal hurricanes. It 
used to be taken for granted that while earthquakes 
took 600 days to develop fully, hurricanes took only 
about 300 days on average.

The latter has proved optimistic to say the least. 
I think we have all been reminded that catastrophe 
models are just that – models. Their outputs and even 
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X marks the spot

As an industry we tend 
to underestimate the 
potential for mega-

catastrophes and large 
loss years

Ahead of the reinsurance community descending on Baden-Baden this year, David Flandro, 
managing director of Hyperion’s technology-driven analytics business – Hyperion X Analytics – sat 
down with The Insurer to discuss the outlook for the market as 1.1 renewals approach
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How do you go to a cedant and say “pay me more” 
when you’re already getting a higher than expected RoE 
than they are on their ceded premiums? It’s possible, 
but not easy to say the least.

The counter-argument, of course, is that global, 
property catastrophe reinsurance rates hit their 
lowest point since 1999 on 1 January 2017, right before 
the sector was pummelled with the largest insured 
catastrophe loss year ever in real terms. Risk premia in 
reinsurance probably should be higher, and we started 
to see that sentiment coming through at 1 June this year. 
With Typhoons Faxai and Hagibis, we are now back in 
‘above average’ territory in terms of annual catastrophe 
losses, and we are obviously in the largest three-year 
period of insured catastrophe losses ever in real terms. 
So there’s that!

What impact, if any, is reinsurance broker M&A having 
on the marketplace and is the growth of second tier 
firms in the fallout a positive for reinsurers and clients?
Too much broker M&A has a net negative effect on 
the marketplace by reducing the healthy competition 
that is needed to drive innovation. The growth of 
entrepreneurial firms like Hyperion is a direct result 
of the market needing an alternative to the broking 
oligopoly. 

Hyperion is nimbler, British, and more fun! We have 
been building our reinsurance business over the last 
year with a number of hires who have given us obvious 
strengths in collateralised reinsurance, retrocession, 
and ILS. This is in addition to our well-known, market-
leading facultative capabilities. When combined with 
top-tier analytics, bolstered by industry-leading data, 
this becomes a potent combination in clients’ favour, 
which is why I joined. The market is crying out for a 
new, exciting and independent offering and we are 
delivering just that.

What are the dark clouds on the horizon that the 
industry should be concerned about?
I think the industry has a lot to look forward to, 
and will welcome the revolution that is coming in 
technology, even if it means a change in the way risk 
is intermediated. The use of data will be crucial to this 
transition, which is what makes life at Hyperion X so 
exciting. In terms of ‘dark clouds’, we should remember 
that we as an industry tend to underestimate the 
potential for mega-catastrophes and large loss years. I 
am old enough to remember when a $100bn loss year 
was almost unthinkable. Today, in my view, it is only 
a matter of time before we as a sector have a $300bn 
loss year. In our last report, we undertook an analysis in 
which we took Swiss Re’s famous insured catastrophe 
losses chart – going all the way back to 1970 – and 
converted it from real to nominal terms. We then drew 
an exponential curve based on this formula:

which fit the trend of nominal losses very closely going 
back to 1970. The findings were that 1976, 1979, 1989, 
1990, 1992, 1994, 1999, 2001, 2005 and 2011 were above 
trend; 2008 and 2017 were actually not and could be 
characterised as within one standard deviation. 

I know it may sound outlandish, but using these 
maths, $300bn today is not too different from what 
$100bn would have been 10 years ago. Seen from this 
point of view, the reinsurance sector’s ‘excess’ capital 
position may, in fact, not be quite the cushion some 
have come to believe.

Global non-life insurance sector reserve
development 1998 – 2019: all lines

Source: Hyperion X data, company reports and accounts, national statutory filings 
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Beda Wettenschwiler and Jens Ziser of 
Accredited Insurance Europe – an R&Q 
company – sat down with The Insurer to 
discuss how the European legacy market is 
evolving, where demand is stemming from 
and the competitive landscape in the run-
off space on the continent
Is Continental Europe witnessing an uptick in demand 
for legacy solutions? What are the factors driving this?
JZ: We see an increased interest in understanding the 
available product range. More players are starting to 
look into ways to improve capital and cost efficiency. 
The broking community is also more active in this 
field, competing more fiercely for mandates of legacy 
disposals.

BW: Despite the overall increase in demand, some 
significant regional differences remain: whilst run-
off activity is normal business practice in the UK, 
Continental Europe is still lagging a bit behind. However, 
we see increased interest and also an increase in 
materialized transactions in certain parts like Italy, 
Nordics and Germany. Other markets, like France, Spain 
or the Netherlands still are underrepresented compared 
to their size.

How does R&Q differentiate from competitors in 
Europe?
Both: Apart from our long history and wide-spread 
recognition of the quality of service we offer, the fact 
that we are independent, listed on the London Stock 
Exchange AIM and maintain a strong A- (excellent) AM 
Best rating clearly differentiates us from the main run-
off consolidators of similar size. 

Whilst there is competition from larger rated entities 
– typically large reinsurance companies – they generally 
only have an appetite for sizeable deals. Moreover, they 
usually only look at providing a reinsurance solution as 
they do not want a transfer of the business and do not 
necessarily even have the tools to provide full finality to 
the cedant. 

Is the size of deals R&Q is witnessing increasing?
JZ: R&Q has grown its capital base considerably over the 
last couple of years enabling it to complete much larger 
deals. We therefore can now also look into more sizable 
transactions by utilizing our professional set-up and 
international risk carriers. 

BW: The biggest legacy books from global players 
have been in the market and with several deals in 
excess of Eur1bn placed, so whilst more of them 
are possible, I would not see these as a new trend. 
Similarly, there is always a need for proper clean-up of 
inefficient set-ups. 

Where are the opportunities in the market? 
Has retrenchment from some carriers created 
opportunities?
BW: This is of course very country specific in Europe, 
but we do see continued interest from under utilized 
captives, smaller insurance companies subject to 
Solvency II, or non-core portfolios in M&A context.

JZ: The low interest rate environment will also 
encourage companies to look even closer into capital 
efficient run-off solutions. Retrenchment by some 
carriers withdrawing from certain classes or territories 
might also create opportunities for disposal of these 
discontinued portfolios. 

How does Brexit uncertainty factor in R&Q strategy?
JZ: It is still difficult to say what the concrete impact 
might be, however R&Q feels it is well equipped 
with having risk carriers in the EU, UK, US and 
other territories. With our Malta insurer, Accredited 
Insurance (Europe) Limited, we are able to access 
the industry across the EU, while also being able to 
execute transactions via its UK branch office. We are 
in discussions with a number of parties about Brexit 
contingency planning on both our legacy and program 
underwriting operations.
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Riding the European legacy wave 
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Casualty underwriters are bracing themselves for 
a potential market turning event in the form of 

opioids. In the US, federal litigators are involved in over 
2,300 cases across the country to seek reparations as 
a result of an opioid epidemic that has plagued the 
country.

Originally, used for people with terminal conditions 
such as cancer, opioid use became more widespread 
in the 1990s to help offset more “painful 
conditions” such as sporting injuries. By 2014, 
US doctors wrote around 245mn prescriptions 
for opioids.

Between 2001 and 2017, the combined cost 
of opioid misuse, substance use disorders and 
premature death linked to opioid use rose from 
$29.1bn to $115bn.

It is expected to hit $199.9bn in 2020.
This growing epidemic in the US has resulted 

in the largest civil litigation case since 1998, 
when cigarette manufacturers settled following the 
establishment of the link between tobacco and cancer. 

Now, federal prosecutors are targeting the large US 
drug companies, citing their “controversial marketing 
techniques” and dismissal of the scientific evidence of 
the addictive power of opioids.

In September, Johnson & Johnson was ordered to 
pay $572.1mn to the State of Oklahoma for its role 
in the epidemic. That ruling followed the $270mn 
that the OxyContin maker Purdue Pharma – which is 
owned by the Sackler Family – was ordered to pay 
in March. 

The ruling forced Purdue to file for Chapter 11 
bankruptcy. Mallinckrodt reached a $30mn deal with 
two Ohio counties and Teva were ordered to pay $85mn 
to the state of Oklahoma, too.

Yet, as the federal investigation widens its scope, 

questions have been asked of the Federal Government, 
too. 

The Drug Enforcement Agency (DEA) increased 
the production quotas for oxycodone – despite 
scientific evidence showing the negative impact of 
it – by 400 percent from 2002 to 2013 according to the 
investigations by the Justice Department.

So, while the civil litigation cases continue in the 
US – with the added support from the Federal 
Government with the Department of Health 
and Human Services offering $1.8bn in funding 
– the spotlight is shifting to the insurance 
industry, with the lens fixed on the casualty 
class. 

In its court filing for bankruptcy, Purdue 
revealed it had paid $3.2mn in insurance 
premiums. 

The question is, what next? Pharmaceuticals 
are being targeted now but they might prove 

to be the tip of the litigation iceberg.
The sheer number of pharmacies distributing opioids 

in the US – of which almost half are located within drug 
stores, grocery stores, hospitals, department stores, 
medical clinics, surgery clinics, universities, nursing 
homes, prisons and other facilities – coupled with 

the number of doctors prescribing the drugs means 
there are a lot of actors in the potential connected 
liability chain.

The opioid civil litigation helps to define what 
Russell Group calls “the new era of liability”, an 
epoch of greater complexity within the casualty 

class, in which risk cuts across all classes of business.
Senior underwriters and management need to ensure 

that robust risk mitigation policies are put in place so 
that (re)insurers are not caught out by the next market-
turning event.
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As market-turning events such as Enron 
fade from collective memory, Russell 
Group’s managing director Suki Basi 

discusses the dark clouds on the horizon 
for the casualty (re)insurance market
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Is the European insurance market different 
from other regions Xceedance serves?
We operate globally, and the clients we serve have 
similar strategic objectives. Some common themes 
include making (re)insurer processes more efficient, 
launching new lines and integrating new and 
legacy technology platforms and tools.

However, there are regional differences, 
including a variety of go-to-market and 
regulatory concerns, nuances among local 
regional insurance products, and data-specific 
regulations such as the European Union’s 
General Data Protection Regulation (GDPR).

Do reinsurers have different needs 
from other specialist providers?
Yes. Reinsurers often focus on renewal seasons where 
they book large volumes of business at specific 
intervals. They don’t necessarily have the time upfront 
to painstakingly deploy complex financial models for 
portfolio evaluations. 

This kind of analysis may be deferred until after the 
fact, but which nevertheless is required to inform 
decision-making for the next renewal period. 
Xceedance solutions and services address the 
varying needs of reinsurers and diverse insurance 
providers.

What does a typical strategic operations 
support engagement look like?
Strategic operations support – or SOS – from 
Xceedance can start with a question from a client 
regarding key operational priorities. It could be 
challenges with a line of business, technology 
platforms, data mastery and analytics, or a myriad of 
business goals. 

Sometimes, we engage in a 30 to 60-day pilot; 
after that, engagement status can depend on client 

requirements and the complexity of projects. In most 
cases, the client gradually increases the scope of work, 
considering our proven experience across the insurance 
lifecycle, and because we enable clients to better 
leverage their intellectual property, data, processes, 
and the productivity of their employees.

It is essential for our clients that we focus only on 
insurance and reinsurance-nothing else. Xceedance 
is made up of industry experts, and once insurance 
organisations see the value of what we do, they 
naturally advance the engagement to achieve more 
cost-efficiency and profitability.

How can Xceedance help reinsurers 
compete in the soft market?
The market has shown some signs of hardening, 

especially in cat-hit zones such as Florida, 
but (re)insurers have been under siege for 
some time. Any improvement is on the back 
of a prolonged soft market, and reinsurers are 
looking for solutions and technology that can 
assist to improve their margins.

The reinsurance business is very episodic, 
and many companies struggle with workforce 
crunch while targeting all the opportunities 
they see in the limited window of time for 
renewals. 

Our technology and insurance lifecycle services can 
help make them more efficient and harness those 
opportunities.

Additionally, we are working with our strategic 
partner, ChainThat, on the world’s first technology-
driven insurance and reinsurance risk and capital 

exchange called RICAP (RIsk meets CAPital), with 
application to everything from cat modelling and 
finance to accounting and claims.

What innovation is Xceedance 
bringing to the market?

We are continuously reimagining traditional service 
and technology provider models. Here are just two 
examples: The recent launch of Xceedance on-demand 
cat modelling services, built on the open-source Oasis 
Loss Modelling Framework, helps (re)insurers to refine 
their view of risks, while reducing the cost of licensing 
and deploying multiple cat modelling platforms. And, 
our MGA Agility Suite provides software, lifecycle 
services, and regulatory compliance for the distinctive 
operations of programme administrators.
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Managing director of Europe at Xceedance 
George Freimarck sat down with The 
Insurer ahead of Baden-Baden to talk 
through the firm’s global footprint of 
insurtech and insurservices delivery, 
regional nuances and the challenges 
global insurance clients face in specific 
markets

It is essential for  
our clients that we 

focus only on insurance 
and reinsurance-

nothing else



The typical way the industry uses cat modelling is 
through annual licences from modelling companies, 

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

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

This new service is modernising how the 
industry uses models, explained Uday Virkud, 
board member at Xceedance. “On-demand cat 
modelling services are actually not very different from 
other service models in this day and age,” he said. 

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

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

Approximately 60 regional models are now 
available to (re)insurers on demand, and the number 
is growing. 

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

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

“There are many smaller organisations or emerging 
MGAs, for whom the cost of in-house models is 

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

He continued: “We are taking away much of the 
overhead associated with the typical modelling 

approach. 
“The value of on-demand cat modelling 

services can be articulated in this way: In 
most cases, (re)insurers won’t need to license 
the model, they won’t need to train and hire 
people, and they won’t have the infrastructure 
costs. 

“They just send Xceedance the information 
to be modelled. Then, we’ll work with the 

participant modellers on the Oasis platform and send 
back the report for a reasonable fee.” 

On-demand services are provided with the flexibility 
to choose diverse peril models. A single analysis, 
or several analyses in bulk, can be requested. “Any 
insurance industry client or company who wants to use 
and benefit from a model can just request it without 
contractual commitments, without a requirement to 
install the models, and without needing resources to 
drive or run the models,” said Virkud. 

On-demand modelling has the potential to 
expand the universe of insurance organisations 

using modelling services. 
“We believe there will always be a place for 

traditional modelling especially where there is a 
high volume with many users. 

“The on-demand service does not seek to 
disrupt the traditional approach,” said Virkud. 
“But many smaller companies cannot afford the 
traditional method because the costs for licensing 

and implementing the models are high. 
“This on-demand service provides accessibility to 

additional best-of breed models available for global 
risk assessment and exposure management.”

Cat models 
à la carte
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Xceedance board member Uday Virkud talks through 
on-demand cat modelling services – from Xceedance, 
in association with participating cat modelling firms 
on the Oasis Loss Modelling Framework – and the 
unique value of the offering for the global insurance 
industry

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

www.theinsurer.com Baden-Baden 2019 | Day 1

Uday Virkud 
can be 

reached at 
contact@

xceedance.
com



A lthough estimates of the overall size of the retro 
market vary, sources have suggested that available 

limit may have dropped from as much as $23bn 
including ILWs to between $18bn and $19bn.

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

However, sources have highlighted the challenging 
environment for raising fresh capital from ILS investors 
whose confidence has been badly affected by the cat 
events and loss creep of the last two years.

They have also noted that it is unlikely that a 
like-for-like replacement will emerge for the very 

attractively priced and efficient worldwide aggregate 
and pillared products pioneered by CatCo that many 
reinsurers had benefited from in recent years.

Meanwhile, the retrenchment of a number of 
providers of quota share retro capacity – particularly 
to Lloyd’s syndicates – is adding to the squeeze for 
buyers and likely pushing up their cost of capital.

Inverted rate curve
There has been much talk in the industry of a 
detachment between meaningful hardening in the 
primary insurance and retro markets and a more 
muted response in reinsurance, particularly outside of 
loss-affected areas.

That has created what Greg Hendrick of Axa-XL 
described to The Insurer as an “inverted rate curve”.

Although there was some suggestion that reinsurers 
would respond to momentum on underlying primary 
insurance business to push for more meaningful rate 
increases themselves, several senior sources told 
this publication that it would be retro driving any 
reinsurance pricing movement at 1.1.

In several lines of business – most notably property 
– they argued that there is not a direct tie between 
reinsurance and primary insurance because of the high 
attachment points on excess of loss covers.
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Tight retro market to impact 
1.1 reinsurance renewals
As the 1.1 renewals draw nearer, the significantly 
tighter retro market is likely to have a greater impact 
on reinsurer’s behavior than a hardening primary 
insurance market will, as buyers are forced to switch 
from aggregate and other alternatives to more 
expensive traditional occurrence and ultimate net 
loss (UNL) coverages
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Those high retentions mean that for large insurers 
at least the loss experience of the last couple of years 
that is driving a hardening property market in primary 
insurance has to a large extent been taken net by 
those carriers.
An obvious exception would be the Florida market, 
where a significant portion of losses have been passed 
to reinsurers – driving a harder market at this year’s 
renewal.

In addition, Japan – where loss creep on Jebi that 
followed the 1 April 2019 renewal is likely to impact 
next year’s negotiations, notwithstanding the impact 
Typhoons Faxai and Hagibis may have on market 
dynamics.

But at a 1.1 renewal dominated by large European 
placements that have experienced relatively benign 
loss activity, and larger US carriers, the dynamics are 
not the same.

“It’s a different product so to say it should run 
parallel sounds good at a conference but the reality 
is the product is different and used differently,” one 
senior broker told this publication.

“The retro situation is more impactful because it 
ultimately allows reinsurers to price a product in a 
certain way. The reality is that reinsurers price based 
on what they have behind them so that will drive their 
pricing more than what’s happening on the front end,” 
they added.

Shrinking supply
The consensus is that retro aggregate 
products will not be the answer to the 
conundrum facing reinsurers as availability 
shrinks and the cost surges.

Sources noted that the retro market is 
broadly divided in two, with aggregate deals 
and occurrence deals.

They observed that, while there were 
across-the board rate increases of around 
20 percent at 1 January this year, loss 
experience on aggregate deals meant that 
they actually needed more like 70 percent 
increases to get prices back to a level 
commensurate with the risk.

“Clearly the pricing has been way too cheap. Even if 
you look at last year, if pricing had been where it was 
in 2008, a lot of people would have got away without 
losing money instead of being a negative 15,” said one 
ILS fund manager.

The loss experience has already had an impact 
on supply, with several of the larger funds seeing a 
reduction in their assets under management (AUM) 
– and scepticism in the market about how much of 
reported AUM is actually deployable in the retro space.

Sources suggested that the reported view of ILS 
funds – across reinsurance and retro – likely inflates 

the amount of capacity that is actually available from 
the sector because of the levels of trapped collateral 
that still remain in the vehicles after recent losses.

“There’s a lot of trapped collateral so it can’t all be 
used. Someone might say $4bn AUM but it’s actually 
maybe $2.8bn,” a source commented.

Overall ILS capacity as measured by 
broker Aon fell from $98bn at the end of 
2018 to $93bn at 30 June 2019, with the 
fall driven by collateralized limit across 
reinsurance and retro (see chart).

Sources have estimated that around $15bn 
of that total may effectively still be trapped 
collateral for ILS funds.

They also pointed to a flight of quality 
where some funds that had worse loss 
experience or missed expectations were 
now finding it difficult to reload even with 
the prospect of improved pricing conditions.

“It’s a bit of reordering. Nobody besides 
CatCo has been killed off but certainly 
people have been injured and are shrinking 

to some extent. Investors will not tolerate a third year 
of negative 25,” said an ILS executive.

“Some people have certainly fallen from grace 
and others have risen up. This is the first year where 
investors have openly said: ‘I’m redeeming from here 
and going over there,’” they continued.

Increased demand
At the same time as retro supply is shrinking – 
especially from the ILS market – there is no sign of 
demand going away. Indeed, sources have talked 
about increased demand 
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from some players looking to offload more cat risk.
This includes Axa XL, which is thought to be testing 

the market with an upsized deal ahead of 1.1.
As well as increased demand from some, others are 

looking to restructure their programmes to deal with 
the shifting supply and limited availability of products 
that have formed a part of their expiring retro covers.

Last month at the Monte Carlo Rendez-
Vous The Insurer revealed that Scor – a 
seasoned early renewer – is looking for 
alternatives to replace its aggregate retro 
cover. 

The French reinsurer is considering buying 
second or third event occurrence excess of 
loss covers instead.

One senior broking source described 
aggregate retro as a sponge that can either 
sit above or beneath reinsurance structures 
and soak up losses that will be hard to 
replace for reinsurers, particularly those that 
had purchased worldwide structures.

“Retro will cost more now because 
it fragments to occurrence cover and 
territorial. It goes back to the old days,” they 
said.

The retrenchment of Stone Ridge from 
providing quota share capacity was also 
cited as a major deal for those buyers that 
had become reliant on it for tail protection, 
particularly as part of Lloyd’s capital 
structures. 

Retrenchment from Securis has also been 
highlighted as a factor.

The overall impact of a constrained retro market on 
reinsurers will play out in the coming months.

The arguments used by reinsurers to push for 
increased rates at mid-year property cat renewals 

centred around a revised view of risk.
As 1.1 approaches, that is likely to shift towards 

an increased cost of capital, as they factor in more 
expensive retro.

That will be especially true for reinsurers that have 
been more dependent on using retro to boost their 
own gross capacity as well as lay off risk.

A recent Moody’s report noted that price 
increases for property cat retro in the last 
two years have outpaced increases on the 
underlying reinsurance business.

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

And in a recent interview with The Insurer, 
Guy Carpenter’s CEO of Global Specialties 
James Boyce highlighted the lag that can 
exist between retro (and ILW) pricing and 
reinsurance pricing catching 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,” he observed.

The question is whether the squeeze will 
add sufficient resolve to reinsurers to push 

hard on property cat reinsurance rate increases at 1.1 
across the board.

“The momentum is definitely there. Reinsurance 
has to start reacting, because of losses that have 
been falling outside of expectations,” said a senior 
Bermudian underwriting executive.
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Widening spread between gross and net cat exposure
highlights increased use of retrocession
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