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As the Scottish poet Robbie Burns
famously said, “The best laid schemes
o’ mice an’ men / Gang aft a-gley.”
Which, in modern parlance, means
despite our best intentions, plans often
go awry. Nowhere so was this more
aptly demonstrated than at this year’s
reinsurance meeting in the scenic
German spa town of Baden-Baden.
The main theme of the Guy Carpenter
Reinsurance Symposium this year – a
traditional highlight of the meeting – was
intended to be the so-called fourth industrial
revolution, namely the sophistication and
proliferation of digital technology and its
projected impact on the (re)insurance market,
across both intermediaries and carriers. And
while there can be little doubt that BadenBaden in 2019 was right to address the issue
of Insurtech head on given its increasing
importance, as so often happens in life, events
elsewhere distracted attention.
Famously this year, we had the Greenpeace
burning hut, a direct protest against climate
change and the way in which reinsurers are
perceived by some to be part of the problem,
both through their investments in energy
companies that explore and exploit fossil
fuels; as well as through those reinsurers that
directly underwrite so-called ‘dirty energy’
projects such as coal mining and offshore
oil exploration.

Already, a number of carriers have made
explicit their intention to retrench from this
space – it remains to be seen whether such
public protests against reinsurers will have
the desired affect that Greenpeace and similar
climate change protestors want, or whether it
will only serve to strengthen their resolve to be
able to continue to underwrite difficult risks.
As with Monte Carlo the previous month, so
too the seasonal threat of windstorm was
also very much on the mind of attendees at
Baden-Baden this year, with Typhoon Hagibis
hitting Japan hard and looking like being a
substantial multi-billion hit to the market, with
the reinsurance programmes of the domestic
Japanese insurers almost certain to be
impacted. Following closely on the heels
of Typhoon Faxai and Hurricane Dorian, the
consensus at Baden was that such events
will serve to maintain the hardening rating
momentum which has taken place during the
course of 2019 and is expected to continue
as we approach the all important 1.1 renewals.
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INSURANCE
MARKET REBOOT
The publication of the Future at Lloyd’s
Blueprint One is undoubtedly an ambitious
and radical plan that aims to overhaul the firm
and supercharge innovation. Its explicit aim
is to drive the London Market to become the
global marketplace to buy and sell insurance.
The market was consulted extensively to
shape the strategy and the word on the street
is that everyone is aligned and on board to
move forward.

The UK insurance sector is an economic titan –
it’s the largest in Europe and the fourth largest
in the world. At the end of 2016, its market
share was over one-fifth of the entire European
industry. It’s in everyone’s interest to make the
London Market an easier and more attractive
place for business.

Lloyd’s CEO John Neal has been clear that
the market ‘will not get a second chance’ if it
fails to execute on the blueprint’s initiatives
successfully, and I couldn’t agree more. The
time has come to cross the Rubicon.

In an article in one of the daily supplements
from this year’s Baden-Baden published by a
leading insurance publication, one delegate,
when asked about identifying emerging risks
answered, “Digital technologies clash with
legacy hardware.”

Lloyd’s has had a number of transformative
initiatives, some big, some not so big, and I’ve
been involved with many of them, to varying
degrees, over the last 25 years working in
the insurance industry. In my humble opinion,
most of these well-intentioned projects simply
added layers without addressing and fixing
the underlying issues at play. If any of these
programmes had succeeded, Neal’s Blueprint
would not be in existence.

The vision of the blueprint may eventually
be held back by the underlying technology.
Ultimately, as the market evolves and the
blueprint is rolled out, the legacy technology
that underpins the market will have to be
replaced. Maybe a hard truth to swallow, but
I’ve witnessed too many failed transformational
projects that just tweaked the edges and didn’t
remove the inefficiencies.

Fundamentally, the market is operating in the
same way as it did thirty years ago, but with
some much needed reforms, such as PPL and
SDC – but it’s still not enough.
At the time of writing, the UK is on the very
brink of exiting the European Union. The
ramifications of Brexit on the insurance
industry are yet unknown. It’s not an
understatement to state that the UK economy
and population stand to lose significantly if the
UK insurance market shrinks.

Eventually we need to ditch the legacy
technology

In the Lloyd’s blueprint, I see concrete
ambitions not just to transform the market, but
to re-engineer processes, most notably its plans
for a complex risk platform and common data
platform that will contain definitive data on
every transaction that takes place in the market.
At this year’s Monte Carlo Rendez-vous, I
participated at a roundtable with industry
CEOs where we took a barometer reading
of the reinsurance market. We discussed the
blueprint, and all participants agreed that
technology will be a cornerstone of the
plan’s success to streamline efficiencies,
reduce the cost base of doing business,
improve decision-making and drive new
revenue streams.
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Many of the execution strategies outlined in
the blueprint rely on better data standards and
quality. A set of defined data standards and
data structures is a key part of the blueprint’s
phase one deliverables, scheduled by the
end of 2020. In regard to data standards, one
roundtable delegate said: “The ubiquity and
consistency of data in the insurance market,
when you compare it to other financial
markets, is egregiously scant. You can Google
the Washington County, Utah 30-year jumbo
adjustable rate mortgage and see where it
was trading yesterday. But can you see where
Spanish marine cargo business was priced
on average yesterday? Last week? No, you
can’t. But there are huge streams of data in
our sector that could be used to create claims
and pricing information. They simply are not
organised properly.”
At AdvantageGo, we’ve delivered new
solutions this year that put data at the
front and centre of our digital platforms.
We understand that working with data can
often seem like wrestling with an octopus,
and certain elements of the underwriting
process will always require human interaction.
That’s why our solutions are powered by an
ecosystem of data providers that support
data-led decisions to proactively deliver new
business insights and risk specific knowledge.

Golden opportunity
Reports of the London Market’s demise are
greatly exaggerated. The London Market has
proven to be resilient time and again and
has withstood the impact of catastrophes
of all types, but it has never experienced the
economic and social impact of pulling out of
the EU. Nor has the way of doing business
been revolutionised so drastically in the
last twenty years, partly due to technology,
compared to the last 300 odd years that
Lloyd’s has been in business.
There are currently too many unknowns with
Brexit looming, and right now, the market
needs to act as one to secure its survival and
success. If the market remains complacent, it
could be death by a thousand cuts. We could
wake up one day to see that business has
simply gone elsewhere and that London is no
longer relevant nor viable as a place to buy and
sell insurance.
We have a unique window of opportunity in
the history of Lloyd’s to make changes that will
propel the London Market into the 21st century.
The Lloyd’s blueprint provides the most
comprehensive and clear vision of its future
direction to deliver version two of the market.
I’m confident that if everyone in this market
gets behind the plan, I won’t be writing about
a blueprint 2.0 in the near future.
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ROUND-UP
2019
GREENPEACE IN CLIMATE
CHANGE PROTEST
One expects a degree of heated debate
over the course of a Baden-Baden
meeting, especially as brokers, insurers
and reinsurers drill down to the pricing
details of forthcoming renewals. Yet
no one was prepared for the event that
really grabbed the headlines this year as
Greenpeace climate activists protested
to highlight the role of reinsurance in
transferring risk from so-called ‘dirty’
energy – specifically coal.

According to lobbying group Unfriend Coal,
by mid-2018 seven reinsurance companies
controlling 45% of global reinsurance
premiums had reportedly divested some
or all of their assets from coal.

Activists built a mock-up house, simulating
a fire, and then called on passing attendees
symbolically to extinguish the flames – or,
alternatively, to add fuel to the fire.

“Greenpeace Germany is here today calling on
reinsurers to not renew any contracts linked to
coal,” said Adam Pawloff, climate and energy
campaigner for Greenpeace in Central and
Eastern Europe.

Coal dominates the power sector generating
40–41% of the world’s electricity, according
to Carbon Brief. Based on IEA figures, coal
contributes 44% of global energy related
CO2 emissions. “A coal project cannot exist
without insurance and insurance companies
need reinsurance to spread the financial risk,”
said Greenpeace.

The criteria for what major carriers will or
will not insure not only differ from each
other, Greenpeace said, but also allow for the
continued underwriting of certain coal risks,
including in many cases new-build coal power
plants and mines.

“Over half of reinsurance companies still
provide coverage for single coal-fired power
plants or coal mines and continue to have
clients that insure power suppliers generating
significant proportions of their electricity from
coal,” he said.
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...coal still dominates
the power sector, generating

40–41%
of the world’s electricity

New climate risk regulations recently came
into force for UK (re)insurers, adding to the
pressure on London Market carriers, with the
UK’s Financial Reporting Council also releasing
a new report on climate-related financial
reporting by businesses, highlighting that
current disclosures are failing to meet investor
expectations.
Greenpeace demands that reinsurance
companies commit to developing or updating
climate strategies that include a commitment
not to support – through underwriting or
investment – the further expansion of fossil
fuels. Additionally, in line with the findings of
the IPCC special report on 1.5°C, any company
not phasing out coal by 2030 in OECD
countries and 2040 globally, must be excluded
from further activities of any kind – this
includes not renewing contracts, when these
come to an end.

7

8

REINSURANCE MEETING
BADEN-BADEN 2019

THE GUY CARPENTER SYMPOSIUM –
INDUSTRY 4.0
One of the highlights of the Baden-Baden
meeting is the Guy Carpenter Symposium,
which this year focused on the potential
for emerging technologies to transforming
the risks being transferred by (re)insurance
– and whether the sector is ready for such
a transformation. The tech opportunities
currently available were framed as the fourth
industrial revolution, or Industry 4.0.

Jon Hancock, director of performance
management at Lloyd’s, also spoke at
the event, outlining what Lloyd’s was
doing – under its Blueprint One – to move
the market forward:
“Can we as an industry say that we have
adopted technology and Industry 3.0 in the
same way that many other industries have?
I don’t think that we can,” Hancock warned.

According to media reports, new technologies
are already ‘transforming radically’ the
characteristics of risks assumed by the
(re)insurance industry, as well as providing
market opportunities, said James Nash,
international CEO, Guy Carpenter, opening
the event.

Instead, an ‘enormous challenge’ lies ahead,
he cautioned. “However, we have a massive
opportunity to leapfrog the third industrial
revolution and get ahead of the game by fully
embracing the fourth industrial revolution,”
Hancock said.

“The quantity and quality of data associated
with Industry 4.0 should enable more precise
underwriting,” said Nash. “This brings huge
opportunities to grow and innovate, as well
as enhance risk understanding and increase
efficiencies,” he continued.

“At Lloyd’s, we are working to address this
by setting out our Future at Lloyd’s program
which provides a blueprint to make Lloyd’s
the most advanced insurance marketplace in
the world. Every marketplace and everyone
in our industry should have a similar plan in
place,” he added.

“To exploit these opportunities fully, we
need to offer comprehensive solutions that
mitigate these new risks and create effective
underwriting and distribution systems.”

Karen White, CEO of catastrophe risk modeller
RMS, focused on harnessing tech-driven
innovation to meet the demands of the
evolving risk life cycle and to enhance value
to customers.

GREATER SOPHISTICATION
Laurent Rousseau, deputy CEO of Scor Global
P&C, considered aspects of the industry that
would remain unchanged despite the period
of rapid transformation.
“What is not going to change for reinsurers is
the need for greater sophistication and depth,”
Rousseau said.
“When I see companies focusing purely on
the transactional aspect of our business, in my
view they are losing sight of what really makes
a difference which is the ability to deliver our
own in-depth view of risk.

“What is also not going to change is that
clients will continue to demand better prices
and faster delivery. We should approach what
we do in a client-centric way and focus our
value proposition fully on the needs of our
clients,” he continued.
Nash added: “Industry 4.0 puts societies and
economies on the cusp of one of the most
significant periods of change, and we must
work with capital providers to help understand
how risks are likely to evolve so they have
confidence in deploying their capital at
acceptable risk parameters.”

REINSURANCE MEETING
BADEN-BADEN 2019

EMERGING RISKS
“We’re at a pivotal moment,” White stressed.
“The dynamics of the risk market and our
industry demand that we change and adapt
while at the same time, technology has evolved
so that it can be harnessed in new ways to
drive change effectively.
“Fundamentally, tech-driven innovation is a key
pillar to better manage the evolving risk life
cycle and deliver greater value to customers,
as we are hit with the impact of extreme
weather, climate change, man-made disasters,
a shift in value from tangible to intangible
assets, emerging risks such as cyber, along
with liability and litigation trends, to name a
few,” continued White.
She added: “These kinds of market disruptions
create new opportunities and open the door
to new business models. The other side of
that coin is that industry disruptions are often
ruthlessly unkind to incumbents who don’t
embrace change.”

Focusing on industry supply chains, Ian
Branagan, Group Chief Risk Officer at
RenaissanceRe, highlighted the potential
technology offers to greatly enhance efficiency.
“The supply chain in our industry continues
to be impeded by legacy inefficiencies,
costs, duplication and poor integration,” he
said. “There is great potential for positive
change if we look at the supply chain in
a holistic manner and as an integrated
system; harnessing technology to support
simplification, less duplication, automation,
cost-efficiency, and more streamlined
distribution networks,” said Branagan.
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TYPHOON HAGIBIS
Just as Typhoon Faxai uncertainty was
the cloud hanging over the Monte Carlo
Rendez-vous a month previously, so too
preliminary loss estimates for Typhoon
Hagibis begin to emerge during the course
of Baden-Baden this year, with damage
from the cyclone – coupled with losses from
Faxai – looking set to cost the industry as
much as last year’s Jebi and Trami.
According to AIR, Typhoon Hagibis made
landfall with one-minute sustained wind
speeds of about 90 mph, the equivalent of a
Category 1 hurricane, on the main Japanese
island of Honshu on Saturday, 12 October, near
Shizuoka on the Izu Peninsula.
The storm delivered high winds and recordbreaking rainfall to a large portion of Honshu
from Mie Prefecture in the west to Iwate in the
north. Storm surge raised sea levels by more
than one metre above mean sea level along
parts of the coast.

In addition, Hagibis impacted some of the same
region damaged by Typhoon Faxai a few weeks
earlier. Additional damage caused by Hagibis
to properties that were damaged by Faxai but
were not repaired would further complicate
claims settlements, AIR added. While
initial Faxai industry loss estimates differed
significantly – ranging from the hundreds of
millions to the double digit billions – most
calculations in the run-up to Baden-Baden had
pegged the typhoon at around $6bn.
RMS placed losses at between $5bn and $9bn,
while AIR Worldwide initially 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.

Much of central and eastern Japan experienced
severe flooding and landslides; power outages
and travel disruption were widespread.

Such a 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.

According to AIR, because of the intense
rainfall within a short time period, much of
the floodwater has a high mud content and
includes a large amount of debris; this could
potentially increase the costs of repair and
clean-up and drive up business interruption
losses – especially for commercial and
industrial properties.

Although it will take time for Faxai losses
to stabilise – and indeed in the week after
Baden-Baden modelling agency AIR
Worldwide suggested a much higher loss
estimate in the $8bn–$16bn range, but some
carriers have already warned of pre-tax
catastrophe hits ahead of the third quarter
reporting period entering full swing.

In addition, Hagibis impacted some of the
same region damaged by Typhoon Faxai a
few weeks earlier. Additional damage caused
by Hagibis to properties that were damaged
by Faxai but were not repaired would further
complicate claims settlements, AIR added.

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.
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MUNICH RE EXPECTS FURTHER
RATE HARDENING AT 1.1
German reinsurer Munich Re has said it expects
the continued presence of lower-for-longer
interest rates, renewed underwriting discipline
and a need for carriers to generate a positive
return for investors to drive upward rate
momentum at the upcoming January renewals.
Speaking at a market presentation on the
sidelines of the annual reinsurance conclave
in Baden-Baden, Munich Re board member
Doris Höpke suggested that reinsurance rates
are likely to rise further across the European
market at the upcoming January renewals.
“We’ve seen a hardening and a stabilising of
the market in the April, June and July renewals
and we expect this to continue at 1.1. We do not
see room for prices going down,” said Höpke.
Although Europe is a market that has
not witnessed the string of costly natural
catastrophe losses witnessed in Asia and
the United States, Höpke said European
rates were set to continue to benefit from
economic volatility, increased demand for
(re)insurance and a renewed sense of
underwriting discipline.
The executive noted that long-tail business,
in particular, has come under pressure due to
the continuing low interest rate environment,
leading to a need to reconsider pricing. “On a
long-tail portfolio with a fifteen-year pay-out
pattern, the negative interest rate development
in this year alone would add circa 10 points
to a combined ratio,” she said. “This has to be
considered when it comes to pricing.”
Höpke also noted the hardening in the retro
markets and increased underwriting noted
the hardening in the retro markets and
increased underwriting discipline as serving
to spur a ‘return to technical pricing’ across
European markets.
“The reasons why we believe this trend will
continue are not going to go away,” she said.
“Low interest rates are here to stay; pricing
discipline for adequate profitability; the need
to be attractive to investors with an attractive
return on equity (RoE) – these will not go away.”
Höpke said it is still too early to judge the
impact Typhoon Hagibis could have on helping
to fuel upward rate momentum.

The reinsurance giant – that said last week
it expects to beat its full-year profit target in
2019 after a strong third quarter – pointed to
cyber in particular as one of its main strategic
growth areas heading into 2020.
Höpke said Munich Re, which has cyber market
share of circa nine percent, is forecasting a
compound annual growth rate of 37 percent
within the European cyber insurance market
between 2018 and 2025.
“The cyber section of our market is small but
the financial impact is increasing as is the
amount of cases,” she said.
Höpke pointed to the well-publicised 2018
cyber-attack on hotel giant Marriott Group
which saw the personal data of over 500
million customers accessed by malicious
actors as a prime example leading to increased
demand for cyber cover.
Stakeholder and regulatory pressure is driving
demand for cyber cover in Europe, she said,
and Munich Re’s strategy remains focussed on
offering controlled cyber limits, targeting small
and medium sized enterprises purchasing up
to Eur50mn of cover.
“SME clients are most at need and do not
have the capacity to help manage the risk
themselves and is also a diversifier for us in our
portfolios,” she said. “We want to grow in both
proportional and also in single risk.
“We calculate cyber on a circa 80 percent
loss ratio and capacity is growing along with
demand. It’s definitely not a cash cow – it’s
money that has to be earned.”
Höpke added that Munich Re’s continued
investment strategy towards digitalisation
remains essential for growth while representing
greater value for the shareholder.
“It’s good for the shareholder – it enables
company growth in areas where we are not
present; every euro we write on cyber is new
business. It’s also a source of quality. It’s top
and bottom line growth. As a leading
(re)insurer it is the means for us to remain
leading.”
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ANALYSIS: STATE OF
THE MARKET
As delegates descended on the
German spa town of Baden-Baden this
year, market dislocation; further rate
hardening, and the impact of new risks
emerged as some of the key topics.
AdvantageGo delves deeper…

“In 3Q18 AIG cited six percent market share
in Japan but a ten 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 says.

The difference between the Monte Carlo and
Baden-Baden industry gatherings has often
been presented as that between a high-level
strategic overview and a meeting which works
out the real details of renewals.

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.

Naturally, in some years the topic of pricing
is not as pertinent as in other years, with less
movement expected on rates. Not so in 2019,
with the spate of severe Asian typhoons
taking place this autumn expected to have a
significant impact, which analysts have already
indicated that prevailing damage caused by
Typhoon Hagibis, 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.
Indeed, Credit Suisse equity analysts calculate
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.

Similarly, AM Best anticipates that Hagibis may
push Japan’s big three – MS&AD, Sompo and
Tokio Marine – beyond their cat loss budgets.
But the ratings agency believes their strong
capitalisation 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.
Of course, it will take some time to 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 – which can only
add to the pressure to sustain rate hardening
are forthcoming.
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MARKET DIVERGENCE
Even though some degree of pricing
momentum may be achieved going into 2020,
there exists a consensus that the reinsurance
market is lagging behind the primary insurance
market in achieving meaningful upwards
momentum at present.
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.
As one industry veteran observes: “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 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.”
He adds that the counter-argument 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 premium 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.”

LOOKING TO NEW RISKS
Leaving pricing and possible dislocation
aside, the notion of the (re)insurance market
engaging more effectively with the actual risks
it can cover, and actually unlocking ‘pools of
risk’ which it hasn’t necessarily been able to in
the past, was a clear theme at Baden-Baden
and one which is clearly on the minds of
brokers and carriers alike.
A real concern at present is the potential threat
of silent cyber, with some insureds realising
perhaps belatedly that they are not going to
be able to get the same cover here that they
may have been accustomed to historically from
the market.
According to Igor Best-Devereux, CEO of
eReinsure, syndication is one part of the
equation when it comes to underwriters taking
on emerging risks

“Lloyd’s is now driven by corporate capital
and management has return objectives to
meet. Forty years ago you had individual
underwriters who might take a gamble on
a new type of risk.
“The market prided itself on that. There are
valid approaches to estimating risk without
past loss data. Technology also offers new
tools with machine learning more quickly
refining some of these guesses. You certainly
need a larger margin for error.”
He also suggests that the market can drill
down to a much more granular analysis of each
risk: “The reinsurance market has participated
in the tremendous economic growth of the
past 50 years. But risk selection may need
more attention. Getting better data about risks
should help in selection. That data, therefore,
must be shared with reinsurers and should
support them in achieving a more granular
analysis of risk: capital management ends up
being improved whether it’s an ILS or more
traditional reinsurer balance sheet.”
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