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Hamilton Re: Future-building
CEO Kathleen Reardon
talks to Reactions
about the value of
personal relationships,
M&A activity, and
communicating the
social good of the
re/insurance industry.
Regarding the trend toward
increased M&A activity and further consolidation,
particularly on the reinsurance side: do you think
we’ll continue to see more of that? And is it “good”
for the industry?
Many factors have been traditional drivers of
M&A, including achieving scale, extending reach,
concentrating capital strength and increasing market
share. Rapid technological advances, regulatory
pressures and the ongoing emergence of new
risks like cyber make M&A a compelling path to
sustainable profitability. In that regard, I believe we’ll
see more consolidation – if the activity makes sense
for all stakeholders.
So, the question isn’t whether this activity is “good”
for the industry; it’s whether the value equation
makes sense. Re/insurers need to identify exactly
what’s driving potential merger-and-acquisition
activity and decide whether it will truly enhance
client and shareholder value over the long term.

What are your thoughts on how natural catastrophes
have been impacting the industry of late?
There’s little question about the dramatic impact that
natural catastrophes are having on the re/insurance
industry. The most recent revision of losses related to
Typhoon Jebi is a case in point.
There’s also little disagreement that the massive
gap between insured and uninsured losses must be

closed. Catastrophic wind and
rainfall in the U.S. Midwest is the
latest example of the extent to
which large populations remain
uninsured.
There are two sides to the
impact equation: leveraging data
and establishing partnerships.
Both are critical to closing the
protection gap.
Insight gleaned from weather
satellites, sensors, geological
studies and the like help us to be better informed
and better prepared for the manner in which we
provide protection before a natural catastrophe, and
the efficiency of our response after the disaster.
The partnerships we build within the industry,
as well as with public and private organisations
outside the industry, are critical to establishing the
coordinated response needed to effectively respond
to events exacerbated by climate change. As a result,
customers are better educated about the value of
insurance and robust re/insurance structures that
provide adequate cover.

How do you see the P&C industry’s distribution
channels evolving over the next five to seven years?
Terminology like “distribution channels” is probably
outdated. Our focus is on getting the best possible
customer outcome. Therefore, the manner in which
our customers are supported should be dictated by
the most efficient and effective route of delivery.
In personal lines and small commercial
business, technology has led to some pragmatic
disintermediation. However, relationships are still
the bedrock of the re/insurance industry. While AI,
machine learning and data analytics will streamline
processes and create much-needed efficiencies,
relationships will continue to be a meaningful
ingredient in the risk-transfer value chain. …Turn to page 3
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Investments in technology are becoming increasingly critical
for reinsurers, but how can an organisation be smart in making
the “right” choices when doing that, so that the tools they’re
adopting don’t become obsolete in just a few years?
The answer to this question lies in a company’s commitment
to talent as well as technology. At Hamilton Re, we’ve made
a long-term investment in developing our risk and analytics
function, hiring top-notch computer scientists and software
developers as well as actuaries whose skill sets include
advanced data analytics capabilities.
These employees are members of a generation whose
lives have been largely digital since they were born. They’re
often recruited from outside the industry. As a result, their
informed and insightful approach to the analytical process is
also unrestrained by a more traditional industry perspective.
And they bring a comprehensive knowledge of current and
developing technology that helps to ensure we’re making the
right investments at the right time.

How important is it to communicate the “social good” component
of insurance? And how can insurers better communicate this?
It’s ironic that an industry founded to provide protection
has done such a poor job of projecting its image. We’ve been
negligent in helping our customers, as well as our future
workforce, understand the social good that’s inherent in
what we do. However, the discovery that less than 5% of U.S.
high school students and undergraduates consider a career
in insurance has prompted a coordinated industry response.
Clearly, with few students attracted to the industry as Baby
Boomers retire, we’re on the verge of an existential crisis.
Initiatives like the Insurance Careers Movement and the
Dive In Festival are using social media, career fairs and events
like the annual Emerging Leaders Conference to spread the
word that re/insurance is a compelling choice for a rewarding,
sustainable, purposeful career. l
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Quotes of the day

“

We didn’t buy the
AmTrust at Lloyd’s
business with the aim of
chopping out chunks of
it. We like the AmTrust at
Lloyd’s portfolio because
it brings significant diversification for us
and because it will reduce volatility in the
existing Canopius portfolio.”
Michael Watson, Canopius

“

We’ve seen evidence
that Lloyd’s took a view,
probably rightly, that when
they caused syndicates
to pull back they did it
by class of business. The
problem with that is that within a class
of business you will have some contracts
that are very profitable and they’ve been
profitable for years, which meant that the
baby went out with the bathwater.”
Ken Randall, Randall & Quilter

“

It’s ironic that an
industry founded to
provide protection has
done such a poor job
of projecting its image.
We’ve been negligent
in helping our customers, as well as our
future workforce, understand the social
good that’s inherent in what we do.”
Kathleen Reardon, Hamilton Re

“

The insurance market is
in a healthier position
than it has been for a long
time. Rates are continuing
to gradually rise, and the
outlook remains positive
for the rest of 2019. We are optimistic that
this trend will continue in 2020.”
Waleed Jabsheh, IGI UK
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Roundtable: Disruption on the menu

“D

isruption & Disruptors:
Gaining Strategic Advantage
in an Evolving Market” was
the theme of Reactions’ roundtable
discussion Tuesday morning at the
Hotel Hermitage in Monte Carlo on day
three of the Rendez-Vous de Septembre.
The panel, presented in partnership
with Lockton Re and Pitney Bowes,
consisted of senior executives from
major re/insurance and broking groups,
in addition to technology firms.
Participants agreed the industry
had moved on from being fearful of
disruption and that the conversation
had evolved more into one of
collaboration. The word “disruptor,”
so often used in discussions about
InsurTech companies, implies an
enemy, pointed out Henri Winand,
chief executive of AkinovA. “To me,
the best technology is where you
allow the human being to make more
informed decisions faster, and the worst
technology is where you take the human
decision completely out of the loop,
because then it just becomes a black box
with no accountability,” he said.
“It is important to make our digital
transformation journey with people and
adapt our processes accordingly,” said
CCR Re Deputy Chief Executive Officer
Laurent Montador. “The inclusion of
new talent in a seasoned team is of
greatest importance, as we are in a
people business industry.”
Argo Group president and chief
executive Mark Watson said, “We have
this adage in our business that ‘there’s
no bad risk, there’s just underpriced
risk,’ but we actually find through a lot
of the data that we’re looking at through
our predictive modeling tool that maybe
there are some risks that we don’t want
to underwrite. We’re just at the tip of the
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iceberg in terms of what we’re finding
out right now with all this technology.”
The ability to be nimble and
unconstrained by legacy systems is also
critical, said Tim Gardner, chief executive
of Lockton Global Re: “The bigger brokers
are stuck in a very monolithic IT and
infrastructure environment. As a result,
they are precluded from adopting and
deploying many of the very compelling
innovations that are being introduced. At
Lockton Re we are starting with a modern
architecture and a bias toward buy or
rent, as opposed to build.
“The result is that we will look to
deploy a very modular approach to tool
utilization were we can plug in the most
compelling capabilities,” he added. “So
that’s a differentiator that we think we
can develop in the market now – an
ability to serve up differentiated analytics
in a more user-friendly fashion.”
How to extract more value from the
plethora of data now at re/insurance
underwriters’ fingertips is another
challenge, the roundtable participants
agreed. Data standards and data sharing
are critical to success, but will mean that
cultural barriers to collaborating need to
be overcome.
Mike Krefta, chief executive of Hiscox
Re, had a rallying call: “Everyone here
is enthused about technology and data,
but we actually as an industry have to
come together and collaborate on data
standards, because if we don’t agree on
some basic data standards we’re not
going to get anywhere as an industry.”
Jean-Paul Conoscente, chief executive
of SCOR Global P&C, questioned
how re/insurance companies would
differentiate themselves from their
competitors when everyone has access
to the same information. “Up to now,
it’s mainly been the underwriting

capabilities and skills. In the near future,
it will be about data. If everyone co-owns
the data, what will be the differentiating
factor? That’s going to be a fundamental
question for the industry. If the data
becomes available to everyone, does it
change the market dynamics?”
Peter Vogt, chief financial officer at
AXIS Capital, said it was how the data
was used to extract insights that would
offer competitive advantage.
Jed Rhoads, president and chief
underwriting officer of Markel Corp.,
thought that any investments in
digitisation have to be made with the
client in mind. “If that is not the guiding
principle behind all of this, then we’re
going to fail,” he said.
Improving the claims process is a crucial
way of improving the client experience,
said Dominic Hoare, chief underwriting
officer of Munich Re Syndicate Ltd. “From
a Lloyd’s perspective, 48% of the claims
contributes to around 2% of indemnity
payouts,” he noted. “Claims are our shop
window, and I’m sure that claims is an
easy win from a market perspective – so
it should be our priority going forward to
get that one sorted.
“We’re all in agreement that Lloyd’s
needs to do something, and what we
have here is a direction of travel and
a wave of support and awareness,” he
added. “We’re not quite staring down
the barrel of a gun but we’re not far off,
unless we can do more.”
Talent and upskilling will be crucial
to the industry’s digital transformation,
thought Markel’s Jed Rhoads. “We have
a plethora of talent in our industry, but
we are failing to extract people’s true
capabilities. We need to focus on what
skills the future underwriter needs. And
then, let’s get out of their way and let
them get on with it,” he said. l
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Rebooted Canopius ready for action

C

anopius CEO Michael Watson
takes a keen interest in the
Lloyd’s corporation’s plans for
the future, announced earlier this year:
his firm is one of the biggest players in
the market. In April, Canopius signed a
deal to merge its Lloyd’s business with
that of AmTrust at Lloyd’s, a division of
AmTrust Financial.
Upon completion, expected in the
third quarter, the transaction will make
Canopius a top-five insurer at Lloyd’s
with combined premiums of around
$2.2bn.
“We are broadly supportive of the
direction of travel,” Watson tells
Reactions. No one believes that the
market operates as the most efficient,
low-cost platform, so making changes
that guarantee it remains an attractive
place to do business is critical.
“The challenge is in the detail of the
planned changes, and so far little has
been communicated publicly on what
the changes will be. The most critical
aspect for us is that the market digitises
its processes to make them smoother
and more secure and allow better use of
data,” he continues.
The claims process, he adds, “is a
big focus for us: payment needs to be
speeded up and made more transparent
for policyholders. With the bulk of
claims at less than $5,000 the process
should lend itself to automation and the
use of AI.”
The Lloyd’s veteran, who came into the
market in 1995, is also looking for more
flexible provision of capital. “Between
15-25% of the capital we employ to
support the syndicates’ underwriting
comes from third parties. Making it
more attractive for that capital to come
in and, when appropriate, to get out,
will be a great benefit,” he notes.
Watson also applauds the proposals
around the “syndicate in a box” concept,
which speeds up access to the market
and the Lloyd’s approval process. “But
we would also like to see the same
sort of improvement and lighter touch
applied to existing business, as much as
new business entering the market,” says
Watson. “So we are looking forward to
seeing more detail on the proposals at
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the end of September, which is when
Lloyd’s has said it will release its update.”
Watson has been busy this year: in
May, Canopius announced that it had
entered into a strategic partnership
with Korea’s Samsung Fire & Marine
Insurance. Under the terms of the
transaction, SFMI will become a
significant minority investor in
Canopius.
“The acquisition of AmTrust business
will increase the premiums written by
Canopius group around 50% by 2020.
You can’t do that without capital. There
are many willing sources of capital,
but we wanted to attract strong trade
capital. From a balance-sheet-strength
and market reputation point of view,
Samsung F&M is second to none,”
Watson says.
“The jewel in the crown is that it is
not just a strategic investment and we
are already exploring collaboration with
Samsung to develop business jointly,
in the U.S. in particular and in Asia to
an extent. We are very excited to have
a strong business partner as well as a
strong financial investor,” he adds.
The integration of AmTrust at Lloyd’s
will not change Canopius’ approach to
the forthcoming renewals.
“We didn’t buy the AmTrust at Lloyd’s
business with the aim of chopping out
chunks of it,” says Watson. “We like the
AmTrust at Lloyd’s portfolio because it

brings significant diversification for us
and because it will reduce volatility in
the existing Canopius portfolio.
“The fact that there is significantly less
cat exposure in the AmTrust portfolio
is very welcome,” he adds. “Nearly
half of AmTrust at Lloyd’s portfolio is
specialty business. Cyber is a big class
for them and we don’t currently write it
significantly, for example. It’s a similar
picture with professional risk lines.”
Canopius will continue to emphasise
its core business classes, he stresses:
“Over the last couple of years we have
increased our A&H portfolio very
substantially and we foresee further
growth. Our PRI, trade credit and crisis
management portfolio has doubled,
even trebled. Mainstream classes like
property, marine and reinsurance will
be steady but we see additional growth
opportunities in energy. Personal lines
and SME business in the UK will be cut
back as it has become too competitive
recently.”
Combined with AmTrust, reinsurance
will represent 20% of Canopius’
expanded portfolio.
“We are disappointed with the
underwhelming rate change that
occurred in 2019 in reaction to huge
losses. We have cut back our property
cat writings, especially treaty, because
the reinsurance market’s response has
been pathetic,” Watson adds. l
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U.S. cyber event could cost insurers $24bn

A

massive data theft from a major
operating system provider would
be the worst-case scenario for
insurers writing standalone U.S. cyber
cover, a sobering new report has found.
If attackers were able to hack into
a system provider’s network and,
from there, get into the computers
of American people and companies
using that software, insurers could be
looking at a $23.8bn loss, according
to Guy Carpenter and modelling firm
CyberCube Analytics, who co-published
the study.
However, the report found that it is
also the least likely of the catastrophic
scenarios it modelled, deeming it a more
than 1-in-300 year event.
Guy Carpenter’s Cyber Risk Strategy
Leader Erica Davis explains that the
study created a $2.6bn synthetic
portfolio – roughly the size of the U.S.
standalone cyber market – and modelled
it against a number of disaster scenarios.
“This study indicates that as the
market exists today, it is not equipped
to sustain these loss estimates but our
intention is to show how important it is
for the cyber insurance and reinsurance
market to continue to develop,” she told
Reactions in Monte Carlo.
“You have a number of organisations
that still aren’t purchasing a cyber
insurance product and for those who
are, it may not be an adequate amount
of insurance,” she continued. “Because
cyber risk is evolving so quickly, it’s so
dynamic and it’s non-linear in nature,
those characteristics make it incredibly
challenging to quantify,” Davis added.
“It’s difficult for individual businesses
to quantify what adequate limits
may be but it’s also very difficult for
insurers and reinsurers to quantify that
aggregated loss potential.”
The report found that even though the
loss ratio on standalone cover has been
favourable to date, there has not yet
been a systematic and sustained cyber
attack that caused a capital – or even
earnings – event for the industry.
“The closest such events were NotPetya
and WannaCry, which in 2017 caused
widespread disruption with economic
losses from NotPetya estimated as high
8 | www.reactionsnet.com	

Fig 1: The sectors that make up the $2.6bn synthetic portfolio
2.0% – Utilities
22.7% – Unlisted
12.0% – Retail
24.6% – IT
9.6% – Industrials
10.2% – Healthcare
15.3% – Financials
0.2% – Energy
0.8% – Consumer staples
2.3% – Consumer discretionary
0.2% – Aviation
Source: Guy Carpenter & CyberCube Analytics

Fig 2: How the $23.8bn loss would hit the market

2.0% – Data restoration
3.6% – Investigation and response costs
94.4% – Business interruption costs

Source: Guy Carpenter & CyberCube Analytics

as $10bn,” the report says. The insurable
impact, however, was muted due to
many of the compromised businesses
being underinsured or not purchasing a
cyber insurance product.
But the report’s authors say that
the industry needs to gain a better
understanding of those risks as
they develop.
As part of the study, Guy Carp and
CyberCube looked at 23 catastrophe
loss scenarios, ranging from attacks
on critical infrastructure to hacks on
cloud servers. Among the other biggest
modelled losses was a major data loss
from a cloud server, which it pegged
at $22.2bn.
By some estimates the market for
cyber cover will have grown to as much
as $9bn by next year, more than twice
the size it was in 2017, the report says.

“With many traditional lines of
insurance experiencing stagnating
growth, cyber is increasingly viewed
as having large growth potential for
commercial property and casualty
re/insurers,” it states.
Despite this, the report says there are
still headwinds for cyber underwriters:
“Increasing competition as new entrants
seek to take advantage of the growth
potential has created pressure on rates
as well as an expansion of available
coverage.”
“The exposure data needed by
re/insurers to quantify and price cyber
risk appropriately is a moving target
as coverage matures and re/insurers
develop a deeper understanding of
how to translate cybersecurity metrics
into indicators of loss,” the report
concludes. l
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Legacy business is ready for take off

K

en Randall, Executive Chairman
of Randall & Quilter, does not rule
out the prospect of large-scale
distressed re/insurance run-offs in the
future, on a scale not seen in the market
since 2005.
“It’s almost likely rather than possible.
The problem is, if all you’re going to do
is underwrite on a safety-first basis, how
are investors ever going to make any
money out of that, because it just means
you’re overcapitalised,” said Randall,
speaking in Monte Carlo this week.
Randall says that legacy has become a
more strategic part of the reinsurance
business recently, helping carriers exit
underperforming classes of business and
to streamline new organisations post
acquisition.
“If you go back in time, [run-off ] was
all about problems – if someone had
a problem, they used to try and hide
it and then a few started to let run-off
specialists in to sort out their problems.
While there’s still some of that around,
it’s much more about capital efficiency
these days – and that’s the big change.
“You’re seeing it in Lloyd’s and the
company market; people decide to exit
lines of business, but that’s not the end
of it. Usually there’s a tail, even on the
shortest-tail accounts there’s going to be
a tail on the claims,” he continued.
“If under Solvency II you’ve got 40%
load on your carried reserves, why
would you want to tie that up in a
discontinued book you no longer have
any interest in?
“We get repeat business in certain

Ken Randall: “Lloyd’s threw the baby out with the bath water”
areas,” he added. “We’ve got one huge
group and we’ve already done three
deals with them and we’re just doing
a fourth. It’s nice – it helps them. We
persuaded them to work with us on
the first one and it’s turned out to be a
model that makes sense for them.”
R&Q made five legacy acquisitions and
three legacy reinsurances in the first half
of 2019, including the $80.5m acquisition
of Global Re – the firm’s biggest-ever
legacy transaction. But a big focus is
reinsurance: “Last year we probably did
five times as many deals on reinsurance
as we did on acquisitions,” said Randall.
Randall, who was a prominent
figure in the Lloyd’s market before
establishing R&Q in 1991, thinks that

LMA appoints two to key posts
The Lloyd’s Market Association (LMA) has appointed Fiona Temple as LMA Academy
Director starting this week, and Matthew Wilson, Group CEO at Brit Limited, as Chairman of
the LMA Academy Committee, effective 25 September.
The LMA Academy is the leading provider of technical training to support the learning and
development needs of Lloyd’s market practitioners.
Temple previously served as Global Head of Talent for Aspen Insurance Group. Before that
she spent seven years at Catlin, and has held various senior roles at Linklaters and Morgan
Stanley. Wilson, the LMA’s Board sponsor for the London Market Group’s Talent Strategic
Initiative, succeeds market veteran Bob Stuchbery in the lead oversight role.
“We often hear that the London insurance market faces a talent crisis. That makes this new
challenge at the LMA Academy even more exciting for me, since its work has such a wide
impact,” said Temple. “I am thrilled to be stepping into a new position where my work will
support multiple organisations and thousands of individuals.”
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last year’s performance review has been
good for the market – and for run-off
opportunities. Construction and marine
books were amongst those placed
into run-off as syndicates divested
unprofitable lines of business.
“I commend Lloyd’s for the review
it’s done. They had a real problem
because the quality wasn’t there and
more syndicates were losing money
than making money, so [they] had to do
something and do it quickly.
“But it was a fairly blunt instrument
and we’ve seen evidence that Lloyd’s
took a view, probably rightly, that when
they caused syndicates to pull back they
did it by class of business,” he continued.
“The problem with that is that within
a class of business you will have some
contracts that are very profitable and
they’ve been profitable for years, which
meant that the baby went out with the
bathwater.”
Outside London, R&Q has steadily
grown its U.S. programme management
business and is looking to expand into
excess & surplus lines in 2020.
Randall recently stepped down as
chief executive, with Dr. Roger Sellek
and Alan Quilter (R&Q co-founder)
appointed as joint group CEOs. Sellek
has joined from AM Best and had
previously held senior roles within the
Corporation of Lloyd’s. l
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RMS: Learning lessons from Jebi

E

very major catastrophe event
is different and offers new
opportunities to provide lessons
learned into the catastrophe models,
says Karen White, chief executive of
RMS. Following last year’s Typhoon
Jebi, the cat modelling firm released an
initial estimate of damage at between
$3.5bn and $5bn. The losses, however,
crept upward, and it is now accepted
they will be between $15 and $16bn.
“With Jebi it was apparent there was
a series of events that compounded
the losses,” White said in an interview
with Reactions at the Rendez-Vous de
September. “There were the Western
Japan floods, there was an earthquake
and then the typhoon – and the net
effect of these events compounded the
claims arising from Jebi.”
Significant losses within the marine
and automotive sectors also drove
losses upward from what the models
had initially anticipated. While the fact
that the region had escaped a major
windstorm loss for 10-12 years meant
much of the construction affected was
of an older, poorer quality. Post-loss
amplification was another issue.

Mohsen Rahnama
& Karen White
“We sent a reconnaissance team out
to Japan and we spoke to the primary
insurers and adjusters to really try
and understand the source of the loss,”
explained Mohsen Rahnama, chief risk
model officer for RMS.
“There were some activities in Japan,
including the Olympics construction
going on in Tokyo, which meant
there was a shortage of labour and
materials. So the claims-adjustment
process and payment process were
inflated.”
While it has only been 24 hours since
Typhoon Faxai made landfall, Rahnama

was confident the cat modelling
firm already has a good view of the
situation on the ground. There has
been widespread damage to buildings
and power plants from the first storm
to track up the Tokyo Bay since 1950.
The Chiba Prefecture has been badly
impacted by flooding.
The modeller is using satellite
imagery, reconnaissance teams and even
social media to estimate flood depth and
likely damage. “This initial information
in the beginning is helping to form what
level of loss estimate we need to use,”
said Rahnama. l

Market dislocation yet to play out: SCOR

T

he “forceful” reaction of the larger
U.S. insurers to adverse loss
development has caused a market
correction in the States. Meanwhile, the
reaction to two major catastrophe loss
years and contraction of collateralised
retro capacity following the run-off of
a few key ILS funds has caused a hard
market at the other “extreme” of the
market, according to Laurent Rousseau,
deputy CEO of SCOR Global P&C.
But with reinsurance in the middle of
the risk-transfer spectrum, the corrections
on either side have yet to be fully reflected
in reinsurance pricing, Rousseau told
Reactions in Monte Carlo this week.
“As opposed to quite a few cycles
before, where the hardening was
reinsurance-led, this time around it is
led by insurance and retro,” he said.
“When I go to meetings in our insurance
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business or with our retro team I can
really sense that these guys are facing a
deep market dislocation.
“But when I go into the treaty
meetings, yes, conditions have improved
and the market has been firming, but
nowhere near as much. There has not
been this market dislocation and none
of the leading players have really had a
change in risk appetite.”
Looking ahead to the 1 January
renewals, Rousseau said he was confident
that discipline would prevail. “It’s much
more driven by profitability concerns than
solvency requirements – solvency remains
strong,” he said. “Rates are hardening, but
are they hardening enough?”
Headwinds on reinsurers include
increasingly volatile capital market
conditions, he noted: “We’re still in the
post-2008 financial crisis bull market, and

central banks have protected the market.
We haven’t had proper market volatility
for a while, and if that was to come back I
think you could have solvency issues.”
The second, highly influential factor
on reinsurance rates is the deteriorating
performance of U.S. casualty business.
“Obviously, these two headwinds are
linked,” said Rousseau. “Because from
the moment you start having inflation
again, liabilities are exposed to that.
The signs we currently see in the U.S.
casualty market are not good.
“So on the property cat side you look
at your screen and keep your fingers
crossed and hope that Dorian is not a
$100bn cat event,” he added. “On the
casualty side, you don’t really know
when things have happened – and when
they come your way there’s nothing
really that you can do!” l
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Aon: Cyber rates are stabilising

A

fter more than two years of declining rates in the cyber
reinsurance market there are signs that price decreases
may be levelling off, according to Luke Foord-Kelcey,
International Head of Cyber at Aon’s Reinsurance Solutions
business.
“Over 2018 and 2019 there was some downward pressure on
rates but I believe we’re at the end of that,” the executive said.
While Foord-Kelcey would not be drawn on a specific number,
he said that rate reductions were “single-digit.”
Still, he added, prices had never been “dropping off a cliff.”
The cyber broker said earlier rate reductions were driven
by an increase in supply, particularly in the U.S., where the
number of insurers has increased rapidly. He said there had
also been a broadening of the cover that carriers were offering.
The new entrants in the U.S. were attracted to the emerging
class, which – on the whole – can be more profitable than
several established lines, Foord-Kelcey noted.
“The loss ratios, based on performance, do seem very
favourable but that’s because people are also pricing in a cyber
cat event – and we haven’t seen yet a cyber cat event impact
the insurance market to the extent that we do expect one day
in the future,” he explained.
It is also not known exactly how that event might look
because early models don’t benefit from the loss data that
exists for things like windstorms and earthquakes.
“Whilst we have much more of a handle on how to measure
that exposure than we did even a year ago, there is still some
way to go both in perfecting how we do it,” the broker said.
Foord-Kelcey said it required “staying on top of what is an
evolving exposure – making sure we future-proof the analytics
work that we do around cyber portfolios.”
He said businesses tended to underestimate their exposure
to cyber losses and smaller firms often think cyber coverage

Luke Foord-Kelcey

is narrower than it is: “They might not be aware that it covers
ransomware expenses and business interruption expenses.
“The supply’s there, the exposure’s there, we just need the
demand to join the two,” he said, adding: “The exposure is
there but it’s not driving the demand to the level it should.”
He speculated that might be because large-scale ransomware
attacks normally grabbed the headlines while hacks of SMEs
often went unreported, which meant the exposure is often not
recognised. l

Tysers to acquire Risk Transfer Group

I

ntegro Insurance Brokers, which trades
as Tysers, is to acquire Risk Transfer
Group, the parent company of RFIB
Group, the London-based wholesale
broker. The transaction requires
regulatory approvals, and financial
considerations have not been disclosed.
In a statement, Tysers said it and
RFIB have complementary wholesale
capabilities, which will provide
opportunities to expand and enhance
the combined business’ product offering
– with new solutions and expanded
geographic coverage to provide the best
solutions to clients.
Steven Beard will continue in his role
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as CEO of RTG and will report to Andy
Behrends, Integro’s CEO. The combined
wholesale brokerage team will be led
by Tysers Co-Heads of Wholesale,
David Abraham and Jason Collins. The
broader management team will be made
up of a combination of the existing
Tysers and RFIB management teams,
Tysers’ statement said.
Steven Beard, CEO of RTG,
commented, “Tysers is a well-respected
firm and we are excited to be joining
forces with them. We have a shared
goal of being the leading independent
wholesale specialist. This will improve
the breadth of services we can provide

to our clients and provides an attractive
proposition to the wholesale market,
from which we can accelerate our
growth plans.”
Tysers’ co-heads Abraham and
Collins added, “Our clients will
benefit from an enhanced range of
products, reflecting the broader and
complementary skill set of the combined
firm. We are very excited about bringing
these two great companies together
and will use the success of recent
acquisitions to guide the integration
and to ensure that both the success of
our clients and our people are at the
forefront of this process.” l
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AON

In search of InsurTech gamechangers
Aon Senior Managing Director Jobay Cooney expects InsurTech investment to continue apace,
as incumbents seek deeper collaboration.
We have seen a lot of InsurTech
activity over the past 18 months,
but which areas have proved most
successful?
The areas that have proved most
successful have been InsurTech
companies that have found ways
to co-exist with legacy systems
and are easy to implement.
We’ve seen momentum behind
technologies such as AI-enabled
chatbots for example, where
the functionality is truly
complementary to the existing
technology stack, and the ROI is
realised in very short timeframes.
Initiatives surrounding the digital
journey through automated
pricing and underwriting to
reduce friction in the business
have shown promise and are
beginning to proliferate in more
complex lines such as commercial
auto and workers compensation.
Digital distribution continues
to be an area where traction has
been observed, both direct to
consumer and agency enabling.

How does industry talent need to
evolve to respond to evolving ways
of doing business?
Industry talent will continue to
get younger as baby-boomers
continue to enter retirement. The
way that business is done will
need to change to adapt to the
ways that the younger generation
are accustomed to interacting
with modern technology. We
are already seeing the younger
generation creating new ways
of doing business. We can only
expect that as that generation
becomes decision makers, that
we will see the pace of change
accelerate. The ability to create
relationships will continue to
be important; however, the way
that relationships are created
and nurtured will inevitably
be enhanced by technology.
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The workers who can properly
balance EQ with machines
will become the most valued
employees of tomorrow. Due to
the force of vast volumes of new
data, mobile first engagements,
predictive modelling via artificial
intelligence, and the need for
technology expertise, the future
worker in insurance will need to
morph over time to bring these
skills to bear in the modern
insurance platform.

Blockchain has received much
media attention, but has a
use-case been realised for the
re/insurance industry?
Blockchain has created a lot of
hype and very little true take-up
as of yet, but there has been some
increasingly more interesting
collaboratives as evidenced by
the joint effort between Aon, Guy
Carpenter and The Institutes
Riskstream Collaborative to
bring greater efficiency to the
reinsurance placement process
through distributed ledger
technology. The re/insurance
industry is actively exploring ways
to use blockchain to streamline
the flow and verification of data
and reduce overall frictional
costs across the marketplace.
The reinsurance placement
process is a very practical
use-case perfectly suited for
blockchain: multiple parties
entering data, building upon
the last until an agreed contract
is formed through consensus.
This shared single version of
the truth brings immediate
efficiency to the process while
laying the foundation for further
smart contract automation and
downstream processes. Limited
blockchain initiatives have
enjoyed success, such as proof
of insurance. Blockchain
still has a long runway,

but success is occurring in small
controlled initiatives in insurance.

What will be the InsurTech gamechanger for our sector?
Those InsurTechs that reduce the
overall friction of the insurance
process and/or allow for the
emergence of new business
models in an accelerated fashion
have the highest chances to make
a lasting impact in our industry.
The future insurance consumer
will demand an insurance process
that is modern, easy, transparent
and customised to their unique
situation – those InsurTechs that
are addressing this future need
will be well-positioned to succeed.

Will the recent high levels of
InsurTech investment continue
apace?
Yes – given the huge market
opportunity in the insurance
industry and the failure of
incumbents to innovate at
a faster pace, investors will
continue to see opportunity.
InsurTech is attracting larger
investments from top VCs in the
game. These VCs are investing
both in InsurTech and FinTech.
Both sectors have also witnessed
strong participation from
the Corporate VCs, primarily
investing for strategic reasons.
Those investors that are within
the industry are really using
InsurTechs as R&D and allowing
them a front row seat on what
may be coming down the pipe. It’s
mainly offensive in order to grow,
gain efficiency and benefit from
underwriting/pricing advantages
that are enabled by new data
and predictive modelling. Like
FinTech, InsurTechs are shifting
to a platform-based
enabling model leading to
greater collaboration with
incumbents. l
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Wetter is better: Rendez-Vous rolls on
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AIR WORLDWIDE

Leading the way
An interview with AIR President Bill Churney on the role
AIR Worldwide can play for an industry currently going through
a period of transformation.
What are some of the main
takeaways from last year’s
catastrophes?
In 2018, we ended up with about
$85bn in insured losses, far less
than the record-breaking $140bn
in 2017. However, despite the
notable natural catastrophe events
of 2017 – including Hurricanes
Harvey, Irma, and Maria – 2017
is still only at about the 10%
exceedance probability. This
corresponds to a return period
of approximately 10 years, so we
should fully expect to encounter
years with even greater losses.
And when compared with AIR’s
2019 estimate of global insured
average annual losses (AAL) from
natural perils – $92bn – 2018 was
a little below average, despite the
headline-grabbing events. For
many, 2018 was still quite a severe
loss year, as we had at least 40
events causing more than $1bn in
loss, including California wildfires
and a series of events – including
Typhoon Jebi – that hit Japan, yet
the impact on the market remains
muted. Years like 2018 reaffirm
our core focus of providing clients
with the most comprehensive and
sophisticated suite of models to
help them understand and manage
risk from a wide range of losscausing events.

How is AIR helping to tackle the
insurance gap?
Even as clients embrace tools to
more-effectively understand and
assess risk, most (re)insurers
are still largely fighting over
the same “pie” of risk. With
many companies reluctant to
expand into new areas where
the risk is perceived to be lesswell understood, the global
insurance protection gap remains
stubbornly large.
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According to AIR’s 2019 global
modelled loss analysis, modelled
insured average annual loss totals
approximately $92bn based on
our global suite of models, which
is less than half the insurable
amount of $191bn. At the 1%
exceedance probability, the gap
is even more stark, with $288bn
insured out of the $655bn that is
insurable. The overall economic
loss potential is even larger still.
While the global insurance
industry continues to shine a
light on the protection gap, our
analyses indicate there’s still
work to be done to address the
disparity between economic and
insured losses. With modelled
average annual loss at less
than a quarter of the global
economic estimate, we’re not
seeing a significant narrowing
trend. History has shown
that higher insurance takeup allows society to recover
more quickly from extreme
events, and AIR will continue
to work with the insurance and
reinsurance industry, businesses,
governments, and nongovernmental organisations to
reduce the protection gap.
In addition to investing in
enhancements to our current
suite of models covering more
than 110 countries around
the world, AIR has developed
several solutions to help the
industry better-manage complex
perils, such as flood risk. As
exposures continue to grow
in flood-prone regions, AIR is
accelerating development efforts
for probabilistic inland flood and
storm surge models, as well
as for flood hazard maps,
which are scientifically
rigorous tools that
help organisations

assess potential flood impacts
associated with different return
periods. Additionally, we are
partnering with our sister
company ISO in developing
private flood insurance programs
and new hazard assessment tools
like WaterLine, a comprehensive
flood hazard score designed
to go beyond FEMA flood
zones to facilitate underwriting
decisions throughout the entire
contiguous U.S.
Outside the U.S., we are also
providing tools to facilitate the
growth of the insurance industry
in regions where analytics are
still not widely used. To that
end, we developed Touchstone
Focus, an online SaaS application
that can provide robust risk
assessment metrics for locations
in Asia in real-time, with more
regions to come. Touchstone
Focus is a lighter version of our
flagship product Touchstone,
and we expect it to gain inroads
in emerging market countries
that have, to date, found it too
complex and too expensive to
fully deploy existing catastrophe
modelling solutions. We believe
that the best way to encourage the
widespread adoption of insurance
is to make it quick and easy for
insurers to understand their
potential risk.

Are more companies adopting
AIR’s solutions?
We continue to value the
partnerships we’ve developed
with many of our clients over
multiple decades, and we are
honoured to see many more
companies adopt AIR as their
primary model. In fact, over
the last several years, more
than 25 insurers and reinsurers
accounting for more than $50bn
in global premiums have made
AIR their primary model. I see
this as good news for all clients
– it has never been easier
to use AIR’s highly
respected model output
as the currency for
transferring risk. l
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A matter of Life & Health
Why Munich Re’s Thomas Blunck considers the L&H reinsurance market a growth segment.
How are the [reinsurance] buying
patterns of L&H cedants changing?
The core business is proportional.
There is a small trend for more demand
of non-proportional cover. However,
we believe that sharing biometric risk
on a proportional basis, with aligned
interests, is the best way forward. We do
offer non-proportional covers that are
geared toward pandemic and epidemic,
i.e. catastrophic scenarios. But working
layer non-proportional cover is not a
relevant business segment for us.

Is there a role for alternative investors in
the L&H market?
Is Life and Health (L&H) reinsurance a
growth business, compared with P&C?
L&H reinsurance does offer good
prospects and also is a good
complement to the P&C business.
Nevertheless, up to now L&H
reinsurance is less in the spotlight of
shareholders, the public or journalists
than P&C reinsurance.
L&H reinsurance presents a bundle of
growth opportunities. It depends on the
region and the product line, but overall
we see it as a growing segment – top
line and bottom line.

For Munich Re specifically?
In Western Europe we are defending
our market position in what is a more
competitive market. We see increasing
retentions among cedants but at the
same time a reduction in the number of
reinsurers on a typical cedant’s panel,
which is a positive for us.
In the U.S., Munich Re is coming
from a market position of No. 4. We are
now expanding the business and see
ourselves moving up to third or second
position. There is the potential to grow,
even in a developed market like the U.S.
The emerging markets have the
potential for organic growth; risk
transfer of newly developed biometric
products is important especially in the
segment of living benefits.

What’s the competitive picture like?
Compared to the P&C world the number
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of reinsurers active in the [L&H] sector is
smaller. Another difference is that brokers
don’t have such a strong role in the value
chain. Ties between reinsurer and cedant
are usually very close and very strong. The
main reason for this is that life is a longterm business and cedants want to rely on
someone being “the last man standing.”

In catastrophic scenarios, yes – but I
have not yet met a third-party capital
provider that is interested in “sharing”
a long-term biometric trend. They don’t
like to wait 30 to 40 years until they
finally have a result! Besides, L&H risks
are more difficult to assess for investors
than P&C risks.

Is the change in buying patterns among
consumers also a factor?

Other challenges and opportunities
facing L&H reinsurers and their clients?

Digital services are becoming more
important. It is a differentiator for
cedants choosing the right reinsurance
partner: the ability to help them to
further develop their own business
model that’s fit for the digital era.
Reinsurers who are unable to deliver
such digital services will sooner or later
be removed from the cedant’s panel of
reinsurers, especially from the panel
of small and mid-sized Life & Health
insurers who are unable to develop such
innovations themselves.
For example, product development is
an important service which is more and
more driven by the ability to provide
and analyse huge amounts of data. It
helps with the assessment of single
risks and can even include predictive
elements. This contributes to simplifying
and extending automated underwriting
from basic cases into more complex
cases. Munich Re is investing strongly in
this new world of underwriting based on
a digital approach and we have achieved
a leading position in this area.

More broadly, we do see the growing
retention levels among cedants in
developed markets as a challenge. But
we are counter-balancing it by offering
more services and investing in digital
solutions to increase our offering and
make our business offering more “sticky.”
Structured reinsurance where the
emphasis is on improving balance
sheet KPIs, rather than biometric
risk, is an important growth area. The
introduction of IFRS 17 especially will
drive change in this area.
In terms of products, we see more
demand for living benefits, such
as critical illness and disability.
Underwriting these products can be
challenging because there is less data
and it therefore requires close alignment
between reinsurer and cedant to get
it right. l
Thomas Blunck is a board member of
Munich Re with responsibility for the
reinsurer’s Life and Health business,
as well as Capital Partners and Digital
Partners.
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Reinsurers reassert themselves
Buyers today are more intent on securing traditional rated capacity, says Andrew Dolphin,
Chief Underwriting Officer (London), Hiscox Re.
What’s driving the reinsurance cycle?
The reinsurance cycle has always relied
on the expansion and contraction of
capital and now with capital being
more abundant than ever, the volatility
in pricing due to the cycle appears
much reduced. The pricing correction
we have seen this year reflects areas
where new lessons have been learned
around the risk being run, whether that
be the social inflation issues of Florida
and the significant loss deterioration
(even beyond renewal at 1 April),
or increases in average claims costs
in Japan.
It’s only in our retro business where
we see the cycle strongly at play. With
the removal of significant carriers and
other reductions in capacity along with
increased demand, we are seeing more
opportunities following rate increases.
There also appears to be a move back
toward occurrence protection following
a substantial increase in aggregate
purchasing in recent years.

What will happen to pricing at 1/1?
It’s difficult to predict the market
response following significant losses,
particularly after several years of
challenging results. However, after
observing the signs of hardening
at the mid-year as a result of
eroding loss estimates, we feel
insurers and their associated capital
providers will continue to contract

capital and ask for more pronounced
rate increases that resemble the market
of the past. Our expectations are that
rates remain stable with continued
increases in areas where lessons
continued to be learned following the
losses of 2017 and 2018 such as wildfire
and Hurricane Harvey and Irma.

Given recent consolidation in the
industry and firming of reinsurance
pricing this year, have some of the
pressures eased on the industry’s
traditional players?
Not significantly. Indeed, reinsurers
who are heavily reliant on excess of
loss retrocession are likely to find their
reinsurance spend increasing; however,
the rate increases seen on the inward
side are not hugely significant when
averaged across a book of business.
From a portfolio standpoint, the rate
increases seen in 2019 realistically only
bring us back to 2017 pricing levels.

Where do you expect the performance
review at Lloyd’s to lead?
Whilst the results of the last two years
are disappointing for the reinsurance
market, when considering the industry
losses they are in line with expectations.
Reinsurance, in general, has been
a strong performer, and as such
shouldn’t come under as much scrutiny
as those lines that have consistently
underperformed. In the very few areas
we have falling short of expectations,
we have taken demonstrable action
to correct, as has always been our
approach at Hiscox. Discussions
around restrictions on potential cat
capacity at Lloyd’s for 2020 are still at
an early stage but we are keeping our
options open.

How can traditional reinsurers best
address their cost base?
Whilst we can always do
more, excessive costs haven’t
historically been a big problem
in the reinsurance space. The
larger M&A deals we have seen
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have generally appeared to have greater
cost-saving potential in insurance
businesses.
Although reinsurance treaty is now
a mandated class at Lloyd’s for hitting
minimum levels of e-trading, to date
PPL uptake has been very low. As an
underwriting team, we are ready to
e-trade but are reliant on the brokers
using an accredited system.
The use of other people’s capital also
helps. Where we have been able to offer
additional capacity on behalf of others,
the fee income more than outweighs the
additional cost of doing business.

What trends do you see from a buying
perspective?
From both a reinsurance and a
retrocessional perspective, tail profit
protection remains the structural
focus, but from a counterparty
standpoint, buying is more intent on
securing traditional rated capacity.
The change towards counterparty
appetite over the last few years has
been driven by the limitations around
collateralised capacity and the tail risk
of collateral release.

How is the role of the re/insurer evolving
in response to wider trends?
As a reinsurer, we are conscious of the
service we provide our clients and the
need to differentiate ourselves beyond
a pure cat play is as important today
as it was when we set up Hiscox Re
back in 2012 – whether that be through
our contracts review expertise, an
outstanding claims service or our “twist
of lime” approach to product innovation.
As a modern reinsurer with broad
capital markets capabilities, we have
seen our role broaden beyond the core
property lines to be both a technical
advisor and access point to risk for
our capital partners. Risk product
expansion and education into broader
specialty lines (cyber, weather and
agriculture), offer a large market
opportunity that can’t be serviced solely
by insurance markets. l
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Solving the riddle of silent cyber
Swiss Re and Capsicum Re launch “transition” coverage

T

he issue of “silent cyber” has long
been debated within the industry,
but recent actions by the UK
regulator in addition to a high-profile
claim dispute has served as a wake-up
call for the insurance industry. Lloyd’s
and AIG are among the capacity
providers with stated goals to ensure
all products clearly state whether cyber
exposures are covered.
Ahead of the Rendez-Vous de
Septembre, Swiss Re and Capsicum
Re announced they were partnering
to support insurers as they undergo
this transition. The product, Decrypt,
provides coverage where it may be
lacking as insurers make changes to
their policy wordings.
“What’s important is that we’re helping
insurers go through this transition,”
said Ian Newman, global head of cyber
at Capsicum Re. “And we’re ensuring
that if they need it they have protection
whilst they are going through this
evolution.”
Concerns around silent cyber have
stepped up since a $100m claim
made by confectionery firm Mondelez
was disputed by its insurer, Zurich.
The claim had been made under
the organisation’s property policy
for damage caused by the NotPetya
ransomware attack in 2017.
“A case like that, which is an example
of what could happen, helps drive the
conversation,” said Maya Bundt, head
of cyber and digital solutions at Swiss
Re. She acknowledged that insurers
were concerned about the potential
for aggregation risk arising from silent
cyber exposures.
Certainty of cover, knowing that
policies will respond as expected, is
an important outcome, according to
Anthony Cordonnier, head of cyber
product management at Swiss Re:
“Ultimately it’s all about the companies
that are buying the insurance product
in the first place. That’s why clarity
is required in the long run. So the
fact that’s driving the discussion is
healthy, because the policyholders
are demanding clarity and they
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Left to right: Anthony Cordonnier, Ian Newman and Maya Bundt
want to be insured for their risk.”
“It needs to be very plain and very
obvious to any policyholder what the
trigger is,” he added. “If you have a
property policy and someone hacks into
your connected fridge and you suffer
a fire, for instance, it needs to be very
clear if that incident is covered.”
At the same time the shift to
affirmative wordings is an opportunity
for the cyber insurance market to
further grow and mature as the
insurance industry evolves into a
“PC&C” market, said Newman.
“If the market can move in this
direction and we can assist where we can
and where appropriate, it’s a fantastic
thing for everybody involved in the

market, whether you’re the final capacity
providers at Swiss Re, the insurer or
indeed the client. It’s about having
personal certainty of products but also
a premium base that creates greater
knowledge and greater sustainability.
“And we’re protecting our premium
base by investing in greater
understanding of the peril and cyber is
a great example of this,” he adds. “If you
look at the success of cyber to date it’s
very much been around the response
side, that’s why people are buying.
“If in the future we have got a much
bigger premium base that should be
hugely beneficial for the client, the
insurance industry and the broader
community as well.” l
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IGI looks to expand global network

W

aleed Jabsheh, President of IGI and Executive
Director of IGI UK, came to Monte Carlo feeling
optimistic about the renewal discussions ahead. “The
market is finally starting to behave itself. It had been so soft
for so long that it had become unsustainable - the practice of
pricing business at below the technical rate and even below
the cost of capital had become all too common in the market,”
he told Reactions. “There is still a long way to go for the
market before a return to a true hard market, but it has been a
great start to the year.”

Jabsheh says that IGI’s recent rating upgrade from AM
Best to “A” has presented the Middle East focused re/insurer
with new opportunities to both enhance existing regional
operations and also to expand its global network.
“The emerging markets have always been a very
important and profitable element of our business – IGI is
an international company with Middle Eastern roots, and
the MENA region totals approximately 12% of our global
portfolio. We believe in the emerging markets and the longterm prospects of those markets,” he said.
“For example, in Asia, we hired a new CEO to help transform
our Kuala Lumpur operation into IGI’s Asian hub. Meanwhile,
we also continue to invest in our Casablanca office to maintain
growth in Africa, while Dubai also continues to grow well.”
But Jabsheh revealed that IGI is in talks with the
Brussels regulator to set up a European operation, and also
investigating the possibility of entering the US market for the
first time. “That would be a big step for a company like us to
enter the biggest market in the world, so we need to take the
right steps at the right time,” he said.
Andreas Loucaides, CEO of IGI UK, added that expanding
IGI’s global network of regional operations has always been
part of a measured growth strategy, but a European operation
is a direct result of a possible hard Brexit. “We have been
considering our options over forming a European company
in order to retain passport rights in the region,” he explained.
“We are looking at Brussels as a location, and we have a
business plan in development. Even though the majority
of IGI’s business is sourced in the UK – the EU is still an
important future growth area.” l

Global cyber losses to reach $6trn by 2021

G

lobal cyber losses could total
$6trn a year by 2021, with cyber
security spending topping $1trn
cumulative in the five-year period
leading up to 2021, according to Aon.
Aon’s new report, “Prepare for the
Expected: Safeguarding Value in the
Era of Cyber Risk,” says businesses
face financial loss in the form of
immediate crisis expenses; regulatory
fines, which have increased following
the implementation of General Data
Protection Regulation; and lost revenue
resulting from an attack stopping the
business from trading or disrupting core
operations.
While the immediate financial costs
of a cyber attack can be crippling for a
business, the report also suggests that
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damage to a business’ reputation is of
equal or even greater concern. “The
reputational crisis resulting from an
attack can erode a company’s market
value, destroy brand loyalty, limit
companies’ digital transformation
efforts and even lead to a credit-rating
downgrade,” the report warns.
A study conducted by Pentland
Analytics and Aon found that a
company’s preparedness to mitigate
reputational risk and its management’s
behaviour in the immediate aftermath
of a crisis can have a notable impact
on short and long-term share
price reaction.
Onno Janssen, CEO, Risk Consulting
& Cyber Solutions EMEA, Aon said in
a statement that some companies still

don’t fully understand the impact a
cyber attack can have on a business.
“Understanding the worst-case
scenarios and their impact to a business
is crucial to developing an effective
resilience strategy in which cyber is
managed as an enterprise-wide risk
across the entire organisation,” he said.
“The cyber threat is amorphous and
the technology it exploits is advancing
at a dizzying pace, so the risk landscape
is never going to stand still,” he added.
“The C-suite will have to aim to
constantly improve its holistic cyber
risk-management strategies to prevent,
prepare for, and be able to respond to a
cyber crisis. Ultimate responsibility for
all risk management efforts resides in
the boardroom.” l
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Legacy at a tipping point
Richard Lawson, Global Head of Client Engagement at Pro says the legacy market has reached
a critical point after a dynamic year.

I

t has been a year of strong activity and
interesting developments in the legacy
sector, with new entrants navigating
their way to growth, established players
winning a steady stream of transactions,
and regulatory intervention making
headlines.
There is now a much bigger divide
between players who are successfully
securing deals and those who are not.
The large established legacy players
continue to regularly pick up deals,
acquisitions and finality deals as well as,
ADC and LPT transactions.
For the new entrants and smaller
players it has been tougher than they
probably imagined in this current
market, with very few recording
multiple deals and, most probably, no
deals in the past 12 months.
Some are suffering the consequences
of aggressively priced deals catching up
with them from a few years ago. Many
others with no track record are finding
themselves armed with capital but
without the ability to execute.
2019 has also seen brokers showing
more interest in the legacy market,
particularly the larger transactions, amid
growing understanding and awareness
of the legacy market across the insurance
sector. Brokers are also responding to
demand from more reinsurers looking
to get into the legacy management space
as they analyse new ways to grow and
diversify their balance sheets. However,
brokers need to be able to deliver
viable transactions, deals that will
work for both seller and buyer.
Recent news has seen
that certain legacy players
have started to encounter
some problems with
the performance of their
transactions, and there has also
been a well-publicised
regulatory probe
recently
launched into
one legacy
portfolio
manager.
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The UK regulator has taken a keener
interest in what governance structure
should look like now that legacy
operates in much more of a general
insurance market space.
We are at a point where the legacy
market is gaining significantly higher
profile, not least in the US where the
emergence of IBT’s is on the agenda
of the NAIC and state regulators. The
US is looking at Europe and the UK
to understand the experiences of the
finality transactions. The players in the
legacy market need to maintain the
high levels of professionalism in pricing
deals and compliance with regulatory
standards.
One of my questions looking ahead
is really about whether reinsurers and
brokers will remain as proactive in the
legacy space if prospective business
rates improve further? We’ve seen better
than expected half year results already
for reinsurers, and this could dampen
their burgeoning interest in the legacy
market.

2020 Vision

Sources of new legacy business

Capital flows continue

In terms of where legacy business is
coming from, we have seen the usual
one or two large global companies
continuing to sell run-off portfolios,
with a marked uptick in some areas in
terms of the pace of proactive portfolio
disposal – a strategy which has worked
well for them.
Meanwhile, the last 12 months
in particular have seen a lot
of activity around Lloyd’s,
where syndicates and
managing agents have been
actively asked to reduce
or cut lines of business,
creating a significant increase
in RITC’s that have been
closed by the established
aggregators in the
Lloyd’s market,
with new entrants
finding the Lloyd’s
market virtually
impenetrable.

At the same time, I think next year will
continue to see more capital chasing a
relatively limited pool of deals, and it is
possible we will see some consolidation
of the legacy aggregators in the coming
year or so, partly to remove competition,
or as they seek to recapitalise or as their
investors seek an exit.
One of my biggest fears for this market
is about a legacy player falling foul of
the regulator, or even failing or going
insolvent. This damages the reputation
of the global sector, and inevitably
raises questions in a seller’s mind as to
whether the buyer can be trusted.
We are indeed a market at tipping
point, and I cannot stress enough
how important it is the legacy
market maintains its reputation for
paying claims efficiently and fairly,
and that portfolio managers act as
good corporate citizens. We have the
reputation of the global re/insurance
sector to uphold. l

The run-off market will continue to
become more established in the global
re/insurance market in 2020 and
beyond, and an accepted method of
disposing of business. As the market
becomes more mainstream, there will
be greater regulatory scrutiny of legacy
deals around the world – particularly in
the US and UK. And this scrutiny makes
sense for everyone in the market.
In general the US has strong potential
as a future source that could hugely
benefit from finality for managing and
disposing of legacy business.
The process of dialogue with the
NAIC and state regulators continues
surrounding the Rhode Island and
Oklahoma IBT legislation. In this respect,
I would call on those legacy players active
or seeking to be more active in this space
– ourselves included – to collaborate
either together with the associations
such as AIRROC and IRLA or through
dialogue between companies to help
communicate consistently with regulators.
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