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Underwriting margins must rise
The non-life insurance industry in
major western markets and Japan
need to improve their underwriting
margin by between five to nine
percentage points if they are to
deliver a desired return on equity
(ROE) of at least 10%, a new report
from Swiss Re has shown.
According to Swiss Re, the nonlife insurance industry posted an
ROE of 6% in 2017, down from 7%
in the prior year and lower than
the average of around 9% achieved
between 2013 and 2015.
As an industry, non-life insurance
is in the midst of a weak phase
of the profitability cycle, with
Swiss Re’s study citing the soft
underwriting conditions, low
investment returns and the high
level of capital market funds
operating in the sector as
reasons for its current state.
The reinsurer, in its
latest Sigma report entitled
Profitability in non-life
insurance: mind the
gap, notes that
2017’s catastrophe

losses set the stage for a modest
industry-wide price correction. But
it remains to be seen how strong
and sustained the upwards shift
in pricing actually is, especially as
the rises have not been as great as
many had anticipated.
Regardless, Swiss Re said
that premium rates “need to
increase substantially to restore
profitability”.
While there has been that
slight increase in pricing, “more
work needs to be done if current
shortfalls in profitability are to be
redressed”, Swiss Re said.
Looking across the industry,
Swiss Re said the macro economic
conditions impacting non-life
insurers are improving
and will to some extent
support the closing of this
profitability gap.
“Under the current
stronger economic
conditions, we expect
interest rates in
mature markets to
continue to rise

moderately, which should support
insurers’ earnings through higher
investment returns,” said Jérôme
Jean Haegeli, Swiss Re’s group chief
economist.
But on their own, these
changes to the macro economic
environment are not enough to
have too much of an effect on
carriers’ ability to improve their
profitability.
“The trend of declining investment
yields has bottomed but at the same
time, the increase in long-term
interest rates that we foresee is not
substantial,” Haegeli added.
Rates are in a transition phase,
explains Swiss Re, but more
underwriting discipline is required
to improve the industry’s returns.
“Premium rates must rise higher
than claims trends to restore
sustainable profitability,” the
report notes.
In the longer term, the report
states that insurers’ investments
in technology will benefit them
in terms of both efficiency and
insurability. l
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Your

business
challenges

Our

analytics solutions

Great things
happen together

We live in uncertain times. Political upheaval, constant change and disruption are all impacting on how,
and how well, we do business. At times like these, it’s more important than ever to work with a strong
partner like Swiss Re who can help your business succeed. We work with you to help you meet your
business goals using our unique blend of data analytics and over 150 years of risk expertise. We combine
statistical analysis, text mining and machine learning to produce actionable insights to improve your
portfolio profitability and help you grow into new markets. Because great things happen together.
We’re smarter together.
Come and join us on Avenue de Monte Carlo, 9–12 September.
swissre.com/montecarlo2018

Follow us on

How Does Your Garden Grow?
Property/Casualty analytics helps insurers
optimise their portfolios and successfully
enter new markets.
As an insurer, your promise is to support customers when
they’re vulnerable. You also have an obligation to them as
investors. When it’s stormy, you’re there with compassion
and a check. When the sun shines, you’re there, too, with
reassuring peace of mind.
But this long-established insurance cycle is tougher than
ever. As a result of litigation, regulation, the complexity of
commerce, and a host of economic factors, the margin for
error can be increasingly thin.
Sticking with that seasonal analogy, though, it may help to
think of yourself as a farmer and your book like a garden,
where your products are plants and vegetables and
individual policies are seeds.
You want diversification in your portfolio, but you need to
know what works in your climate. The wrong soil type,
too little sunlight, and too much moisture are also loss

drivers. The difference between average and prize-winning
is knowledge: e.g., knowing what soil type is ideal, how
much sunlight your plants require, and how much moisture
they can tolerate. The same goes for your company’s
portfolio, which is only as profitable as your knowledge and
interpretation of the underlying data.
Fortunately, you don’t have to garden alone. Today 92% of
P&C insurers expect big data to generate significant
improvements to their pricing, underwriting, risk selection
and growth strategies.
Swiss Re’s P&C Analytics consultancy services help clients
optimise portfolios, profitably grow into new markets and
business lines and bring efficiency to their business. Our
risk experts combine Swiss Re’s 150+ years of risk
knowledge with advanced data analytics to boost our
clients’ performance and give them a competitive edge.
From co-creating solutions for the SME segment, to
managing business interruption and accumulation risks of
increasingly global supply chains, this is insurance for a
rapidly changing world.

Optimise portfolio performance
For instance, we repaired a client’s existing portfolio
that was under-performing due to large, volatile losses.
The loss ratio improved as a result.

Grow into new markets
We sourced public data and deployed forward-looking
modelling to deliver market and pricing insights that
enabled a client to prioritise markets, identify opportunities
and develop pricing engines to expand. We’ve invested
significantly to build a forward-looking liability pricing
model that provides clients with an estimate of expected
losses without the need for historical loss data.

Efficiency and growth
We helped a client expand selectively into the life sciences
sector by examining loss histories, the causes of claims and
effects of tort reforms and regulation. We developed a
dedicated tool for underwriting that gives a holistic view
combining risk and market data from various sources that
are automatically updated. This allows clients to reduce
the time spent in the underwriting process for single
company by one or two days.

Even if you are a keen gardener, there are times when you
need to ask a neighbour or friend for advice. The same
holds true when confronted by a spiraling loss ratio. It starts
with lots of listening and questions because great things
happen together.
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Munich Re sees greater underwriting
discipline across the industry
Munich Re has witnessed a greater level
of underwriting discipline across the
industry in 2018, even though the overall
response to pricing in the aftermath
of last year’s catastrophe events has
been muted.
The pricing decreases that have been
the norm in the majority of re/insurance
business lines and geographies in recent
years have been halted, Torsten Jeworrek,
a member of Munich Re’s board of
management, told Reactions in the weeks
leading up to the 2018 Monte Carlo
Rendez-Vous de Septembre.
As has been widely reported, some
markets and regions even saw pricing
increases depending on whether they
were exposed to losses, Jeworrek said.
“Neither in traditional markets nor
from alternative capital did we perceive
a shortage of capacity for these losses,”
Jeworrek said, adding: “Nevertheless,
Munich Re is observing a widespread
shift towards greater discipline in the
market, which is positive.”
When it comes to predicting whether
these pricing increases will continue into
the upcoming renewals at January 1 and
beyond, the situation becomes harder.
“Please understand, that I will not
be able to gaze into the crystal ball as
regards to what the next renewals will
bring,” he said.
One of the reasons put forward as to
why the property reinsurance market’s
pricing response to Hurricanes Harvey,
Irma and Maria has been relatively
limited is the large presence of so-called
alternative or third-party capital, much of
which is focused on providing protection
for losses arising from named windstorms
and other heavily-modelled US natural
catastrophe perils.
Some have questioned whether these
investors would remain committed
to the market in the wake of
2017’s losses, but market reports
have indicated that in many
cases they have retained their
positions or in fact upped
their involvement.
“The alternative

reinsurance sector, and the ILS market in
particular, grew significantly in the first
two quarters of 2018,” said Jeworrek.
“The alternative market is an established
asset class providing uncorrelated asset
returns. The existence of this asset class is
largely due to the availability of external
models, and it is highly focused on US
nat cat. For all other risks, traditional
reinsurers’ capital costs are much more
competitive. Most clients are looking for
highly flexible covers as provided by the
traditional players.”
The property reinsurance market bore
the brunt of the catastrophe claims that
arose in 2017, but one notable side effect
from the losses was the response of the
casualty class of business.
“Some market participants have had
to strengthen their prior-year casualty
reserves recently,” Jeworrek noted.
“In contrast to past reserve releases,
which have offset rate reductions, we
now observe more and more reserving
concerns that could lead to original
rate increases, benefiting all quota
share business.
“The growing demand for adverse loss
development covers also underlines the
pressure in and willingness of the original
market to protect future earnings. We are
currently observing a flat market for lossfree casualty programmes and moderate

rate increases for loss-affected accounts,
very often accompanied by lower ceding
commissions.”
Despite the relatively limited pricing
response to 2017’s catastrophe activity,
Munich Re remains on course to meet its
2018 annual target, at least based on the
reinsurance giant’s results for the first half
of the year.
“We are most certainly on track to reach
our profit target of €2.1bn to €2.5bn
for the year as a whole. We also made
progress with the implementation of
our strategy: Munich Re is becoming
more profitable, more digital and leaner,”
said Joachim Wenning, the chairman of
Munich Re’s board of management, back
in August following publication of the
company’s half year numbers.
The reinsurer ended the first six months
of 2018 with a technical result of €1.59bn,
up from €1.4bn in the prior year’s first
half. That result came on the back of gross
premiums written of €24.3bn for the six
months to June 30, 2018, down 1.7%
year on year, and an investment return of
€3.55bn, a decrease of €486m compared
with the prior year period. l
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Lloyd’s confirms Neal as new CEO
Former QBE chief executive John Neal
will take on what is arguably the most
senior role in the London Market on
October 15 when he replaces Inga Beale
as the chief executive of Lloyd’s.
Neal, who has been given the role after
months of speculation as to who would
ultimately win it, said he is “excited” by
the challenge.
His appointment comes following a
meeting of the Council of Lloyd’s, where
his appointment as successor to current
CEO Beale was approved unanimously.
Neal’s whole career has been associated
with the Lloyd’s market, a press
release from Lloyd’s said, first as an
underwriter and later as CEO of
the Ensign Managing Agency. He
was most recently Group CEO
of QBE, the large Australian re/
insurer business with a significant
Lloyd’s footprint.
Lloyd’s sought to emphasise his
know-how of running a large
business highlighting
how during his time
with QBE, Neal was

responsible for running a business with
over $14bn in gross written premiums
and 14,000 employees in 37 countries.
“He brings significant experience as a
global CEO who has a track record as a
highly effective leader who can deliver
business transformation,” Lloyd’s said.
Neal stepped down from his Sydneybased position at QBE in 2017, a post he
held for just over five years.
He took the top job at the company
in 2012 after half a decade as the firm’s
chief operating officer, based in London.
In that role, he said he “rationalised”
the group’s European business and
introduced new underwriting risk and
governance frameworks. He is also
a former Lloyd’s underwriter.
“On behalf of the market, I am
delighted to welcome John to
Lloyd’s,” said Bruce CarnegieBrown, the chairman of Lloyd’s.
“His wealth of experience both
at Lloyd’s and internationally,
including the US, will
bring new insights
and fresh thinking

at a challenging time for the global
insurance industry.”
“John will continue Lloyd’s focus on
delivering sustainable profitability,”
he added. “Through a combination of
underwriting discipline and market
modernisation. An immediate priority
will be the successful launch of Lloyd’s
Brussels subsidiary which will enable
Lloyd’s to continue serving its customers
in the European Economic Area
after Brexit.
Commenting on his appointment, Neal
added: “I am thrilled to be offered the
opportunity to lead Lloyd’s, and will do
so with the same excitement I felt when I
first stepped into the Underwriting Room
back in 1985.
“The insurance sector is facing many
challenges,” he said. “For 330 years
the Lloyd’s market has demonstrated
its ability to innovate and adapt, and
I look forward to playing my part to
ensure this unique marketplace remains
at the forefront of global commercial
corporate and specialty insurance and
reinsurance.” l

ILS investors eye specialty risks in London
Capital markets investors are increasingly
looking for opportunities beyond
property catastrophe risk, according to
Des Potter, head of Guy Carpenter’s GC
Securities arm in Europe. As a result
insurers in the region are exploring new
options, including providing investors
with access to short tail specialty risks,
he says.
The main challenge, however, is the
need for licences to write in different
jurisdictions. Also primary cover includes
a broad range of risks compared with
property nat cat.
“You need an intermediary or fronting
company that can break the risks down,
putting the cat risk with the ILS manager
and the non-cat attritional risk with
the traditional underwriting partner,”
Potter says. “Before capital markets can
be deployed behind primary insurance
risks they will need a relationship with a
primary insurance carrier.
4 | www.reactionsnet.com	

But investors are getting more
comfortable with putting their money into
platforms that have a strategic partnership
with an insurer or reinsurer, Potter
believes, because they appreciate that such
vehicles have greater ability to source risk
than a standalone fund manager.
The potential for new classes of
risk to be securitised is inevitable,
Potter reckons.
“It’s where the market has got to go
on the basis there’s a limit to how
much property cat risk can
be transferred. If the capital
markets are really going to
add value to the insurance
and reinsurance market they
have to find new places for their
capacity,” he says.
“The larger and more
sophisticated investors
are becoming
more receptive

to non-correlated risks outside property
cat. We’re working with several clients on
non-cat risk and the related risk analysis:
to do with terrorism and some other
short tail specialty insurance classes.”
Potter was instrumental in shaping
the recently established ILS regulation
framework in the UK. “It was part of the
raison d’étre of the UK’s ILS legislation for
London: to bring new sponsors and perils
into the market.
He says there are several more
deals in the London ILS pipeline:
“Guy Carpenter is working
on several transactions and
they include new sponsors
and new perils. We’re working
with the Prudential Regulation
Authority to help them better
understand how the structures
work and how they
meet solvency
requirements.” l
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At Markel operational discipline helps
us to be more efficient and responsive.
Our goal is to become a truly customer
centric organization and our investments
in process improvements, technology, and
people help us get there.
Hard work . . . that’s the Markel Style.

Discipline.
Markel Global Reinsurance | Markel Assurance | Markel CATCo | Markel Digital
Markel International | Markel Specialty | Markel Ventures | State National
markelcorp.com
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Lloyd’s should draw up a survival plan
Lloyd’s needs to have a business plan that
affirms its long-term viability, according
to Ken Randall, the chief executive of
insurance services company R&Q.
Randall, who was head of regulation
at Lloyd’s in the 1980s when it was a
self-regulated entity, went on to serve
as chief executive of the Merrett Group,
which managed a number of prominent
syndicates within Lloyd’s.
“We can all see the march of alternative
capital. There could be an opportunity for
Lloyd’s. Lloyd’s has distribution, licences
and people that are expert in structuring
products. It could be a great partnership,”
Randall said.
“The Lloyd’s Corporation needs to have
a business plan that affirms its long-term
viability and its ability to differentiate
itself. Acting as the underwriting agent of
alternative capital markets could be one
example of that.”
Randall thinks that Lloyd’s challenges
will be a big talking point in Monte Carlo.
“In the context of M&A there are now

said to be around eight Lloyd’s managing
agencies for sale – are there buyers for all
of them? The ever reducing number of
Lloyd’s entities is an issue for the market
and particularly for Lloyd’s,” he said.
“Chubb CEO Evan Greenberg has been
especially critical and has reported a
reduction in the level of business Chubb
does at Lloyd’s. He has expressed some
pretty blunt opinions about the market

which should concentrate the mind of the
new CEO,” Randall went on.
“Lloyd’s faces a lot of challenges around
justifying the cost of doing business and
the huge compliance burden.”
Randall said that Lloyd’s is largely a
platform for corporate capital and is no
longer the unique marketplace it once
was: “The big problem is that it is no
longer cheaper to do business at Lloyd’s –
it is more expensive,” he added.
Attending his 27th Rendez-Vous de
Septembre this year, Randall expects
people to be comparing notes on Brexit.
“Brexit is important in several areas.
There’s the overall market impact:
what will the effect be on Lloyd’s and
companies. But there are other emerging
issues around Brexit like the direction of
[regulatory] equivalence,” he said.
“Also there are big issues around
servicing historic business after Brexit.
Insurers should be lobbying their
politicians and representatives in Brussels
to gain some assurances.” l

Taking a byte of the insurtech pie
Drinker Biddle made splashes last year
when it appointed former California
chief deputy insurance commissioner
John Finston as a partner at its San
Francisco office with the aim of
becoming the premier insurtech
legal firm.
Finston was general counsel at the
California Department of Insurance,
from which he joined the firm. This, as
partner Andrea Best, points out, shows
what they’re keen to exploit in insurtech:
proximity to Silicon Valley.
Best knows all about this – she manages
the firm’s London office, where it keeps
tabs on insurance’s wider pulse, but
overall the company wants to use its San
Francisco office to its advantage.
“John is one of a select number of
lawyers in California who combine
knowledge of insurance regulatory issues
with extensive transactional experience,”
said Andrew Kassner, CEO of Drinker
Biddle, of Finston’s hiring.

“The California insurance market,
which is the country’s largest, is a venue
for growth in many areas, including
the exploding insurtech sector,” added
Neil Haimm, chair of Drinker Biddle’s
corporate and securities group.
The law firm is not alone in being keen
to exploit this market.
The insurtech start up area is one
that should be of interest to traditional
carriers which are partnering up with
tech firms at an increasingly rapid rate.
Best also expects an uptick in the
regulatory framework discussion.
“People are using tech in creative ways
to get closer to their clients to quote
business,” Best says.
Best sees changes in the way firms build
their relationships and what’s expected.
“There are new and different ways to get
closer to clients, closer to the business,”
she explains. Technology is another
important issue reinsurers have to get to
grips with, Best notes.

“There’s going to be more development
in the insurtech and blockchain spaces,
with things that sounded like Science
Fiction not long ago, now coming out,”
she added. “Companies that aren’t getting
on board with these new trends may
fall behind, as innovation is the name of
the game.”
Best sees numerous other issues that
are emerging as a cause for regulatory
and compliance headaches. “How will re/
insurers be doing business in the near
term?” she asks.
Blockchain applications, AI
underwriting, claims, administration,
insurance sold on apps are all areas where
proper investigation in to how it could
affect legal standpoints are yet to see any
precedence evolve.
Technology needs to help insurers
achieve more with less, Best says.
“Whatever the options, reducing
costs while managing risk is crucial,”
she explains. l
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Last year not stellar, but satisfactory
The catastrophe events of last year may
have hit reinsurers’ bottom lines, but QBE
Re’s Jonathan Parry said the 12 month
period was still a satisfactory one.
“The 2017 hurricanes didn’t make it
a stellar year,” he says, “but it was still
satisfactory.” The big surprise for him is that
substantial rate increases didn’t happen, as
many expected after the $130bn loss.
“Supply and demand, and pricing have
all stayed fairly level,” he explains further.
The market may have been shocked by
Hurricanes Harvey, Irma and Maria, but
the series of losses have not changed the
fundamentals of the current model.
“There simply wasn’t a correction in
the market,” Parry, who is the chief
underwriting officer of QBE Re, tells
Reactions.
The reasons for this have been widely
discussed in the year since the first of
the so-called HIM storms – Hurricane
Harvey – hit. One of the reasons put
forward include the level of alternative

capital within the industry, but Parry
is unsure whether this dynamic will
continue to be in play should the industry
suffer another year of catastrophe claims
similar to that seen in 2017.
In fact, Parry views the outcome of the
2018 North Atlantic Hurricane Season
as being pivotal in finding out which
direction the market is heading in because
if losses should be of a similar scale to
those suffered in 2017, then the industry
may be left on not such solid ground.
“If some of the new alternative capital
gets two hits on the chin back-toback that’ll really put question
marks over their appetite
to remain in the space,”
suggests Parry.
“If you get two $130bn losses
happening, people are really
going to question cat models,
especially if you get another
non-modelled peril.
People will have

substantial questions if they lose a lot of
money,” he says.
Whether this will actually happen or not
remains to be seen, but plays into Parry’s
London bus theory.
“You wait half an hour and then three
nat cats turn up at once,” he quips.
Parry retains his faith in the market
however. The last time Reactions spoke to
Parry, he accepted that while the London
Market was facing a series of problems, it
still held its dominant position.
“It’s fascinating at the moment, with
Lloyd’s baring its teeth and every day
you read about a line being shut
down,” he says of the recent
Lloyd’s Performance Management
Director’s study into One
Lime Street’s worst performing
syndicates and lines of business.
“It shows how difficult times are.
I just hope they don’t throw
the baby out with the
bath water.” l

ILS: the golden ticket for insurance?
The UK chief executive of Allianz Global
Corporate & Specialty has given his
support to the burgeoning insurance
linked securities (ILS) industry, and
questioned the thinking of those who
continue to have doubts about the market.
Speaking to Reactions in the lead
up to the 2018 Monte Carlo RendezVous de Septembre, Brian Kirwan said
the ILS market provides considerable
opportunities for the future. Indeed,
Kirwan argued that the industry should be
braver in its utilisation of the specialist risk
transfer market, and queried some of the
pessimism that still surrounds the sector.
“I think ILS is great,” Kirwan stated. “I
don’t understand the concern. It’s giving
investors direct access to risk.” At the
same time, Kirwan insisted the niche ILS
space will continue to grow “as long as
there’s an appetite for it”.
Kirwan’s comments support new figures
from Swiss Re which have again showed
that the ILS space enjoyed a buoyant first
half of 2018.
According to the reinsurance giant, ILS
8 | www.reactionsnet.com	

Brian Kirwan

issuance across the first six months of
2018 amounted to $7.309bn.
“As investors patiently awaited loss
developments for the latter half of 2017’s
catastrophic US hurricane and wildfire
events, appetites were uninhibited by
potential losses and investors continued
to allocate capital to ILS at a relatively
stable price during the first half of the
year,” it said in the ILS Market Update for
August 2018.
First half 2018 ILS issuance was down

on the $8.4bn recorded during the
opening six months of last year. Despite
that, the first quarter of 2018 actually saw
a record level of issuance for the opening
three months of a year at $3.28bn. At
the same time, the second quarter 2018
issuance of $4.029bn was second only to
the same three month stretch in 2017.
“The ILS market saw 20 new deals priced
across 38 different tranches during 1H,
with an average deal size of roughly $365m,
far surpassing the prior record set in 2014
of $329m,” Swiss Re said in its report.
“Overall, notional outstanding in the
ILS market was $29.11bn at the end of 1H
2018, up 8.39% from the year-end total in
2017 of $26.85bn,” the report added.
According to Swiss Re, buying
characteristics changed somewhat as
the year progressed. In early 2018, ILS
trading focused on short-dated bonds.
However, as the pipeline developed, there
was a notable increase in trading across a
variety of bonds. This, Swiss Re explained,
included a particular focus on higher
yielding US wind bonds. l
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Fitch raises industry outlook to “normal”
Returns on capital are expected to be
more modest than in the past, but Fitch
Ratings has still raised its outlook on the
reinsurance industry to “stable” from
“negative”.
The outlook has been upped even
though the sector continues to suffer
from a soft market and low investment
returns.
“We believe there has been a secular
shift in recent years, and that a “new
normal” now exists for the sector, with
more modest returns but lower volatility,”
Fitch said in a market briefing.
Fitch has held a negative outlook on the
reinsurance industry since 2014 owing to
its concerns on market conditions such
as the excess capacity residing within
the market.
Graham Coutts, the director for
European insurance at Fitch, said at
the organisation’s pre-Monte Carlo
Rendez-Vous press conference in
London that the ratings change was
surprising as the market was in better
shape than previously thought, especially
with the fallout from the 2017 natural
catastrophe losses.
“We expect credit fundamentals
to continue to reflect both intense
pricing competition and low historical
investment yields,” Fitch’s report said,
“which will continue to limit profitability,
counterbalanced by continued very strong
capital adequacy, robust risk management
and generally solid business profiles.”
Other issues such as excess capacity
were also noted as ongoing issues the
market is facing, but were not seen as
something that would cause undue
problems in the short term.
Some of the concerns facing the
wider industry include Lloyd’s troubles
with profitability, and how the M&A
environment has affected certain
companies that hold a negative ratings
outlook or are on Credit Watch.
AXIS and XL Catlin are both examples
of this, with the former the only large
reinsurer whose negative outlook is
directly linked to the 2017 natural
catastrophe costs.
XL Catlin meanwhile has had its status
improved, largely due to its takeover
by AXA.
10 | www.reactionsnet.com	
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Coutts said that the majority of
negative rating outlooks were “caused by
fundamentals of the company themselves,
not the sector as a whole”.

Stable/negative
The outlook shift from negative to stable
may come as a surprise to some market
participants, but Coutts said that while “it
was a strange time for this decision, we
think it’s a new normal”.
While the agency has held a negative
outlook on the industry for the last four
years, Coutts said the industry has moved
into a period where more modest returns
will be the norm, but that this would go
hand-in-hand with a reduction in volatility.
Other key aspects of the wider shift in
the market that Fitch has seen include the
flatter underwriting cycle which, Fitch
explained, highlights how reinsurers
expect to maintain modest but viable
returns in 2019.
“Better diversified reinsurers were able
to perform the best and reinsurers with
significant life books were better able
to offset P&C segment losses to record
an overall profit in 2017,” the agency
explained.
Despite the catastrophe losses of 2017,
rates remain low – at 30% below those
seen in 2013, Fitch noted.

Alternative capital
Traditional capital has been more or less
flat since 2016 when it stood at $514bn.
In 2017, it reached $516bn and come
March 31, 2018, it was $515bn. As such, it
is clear that traditional capital continues
to dominate the overall market.

That being said, the alternative capital
market continues to grow.
The influx of insurance linked securities
(ILS) investors into the market has
become apparent, with these specialist
funds having doubled since 2013. Back
then, ILS’ involvement in the reinsurance
industry amounted to $50bn, whereas
come the first quarter of this year, it stood
at $95bn.
Concerns over whether investors would
be spooked by losses arising from the
substantial natural catastrophe activity of
2017 have failed to materialise, as Fitch
highlighted in its report.
“In 2018, most of the ILS capital lost
or trapped due to the 2H17 catastrophe
events has been replaced,” the agency
said, adding: “Investors generally
maintain a long-term investment horizon
and are attracted by the diversification
provided by this class of assets.
“Most investors received strong returns
on ILS holdings before 2017 and losses
for the year fell within expected ranges
and therefore did not result in an exodus
of capital. New participants have been
attracted by the prospect of improved
returns in a hardening market and
therefore Fitch expects this sector to
continue to grow,” the agency said.
Coutts himself added: “Our view now is
that ILS is here to stay and will continue
to grow…They won’t be scared off by a
few losses.”
The catastrophe bond market also
continues to grow, and Coutts said that
new domiciles for such structures in
London and Singapore could both create
new areas of opportunity. l
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Hiscox Re pushing its pioneering spirit
Mike Krefta is buoyant about Hiscox’s
performance in the reinsurance space and
sees great potential for both its products
and bottom line.
“The last 12 months have been
positive for us,” Krefta, who is the
CEO of Hiscox Re and ILS, tells
Reactions.
“It’s funny – the issues in the
market are the polar opposite of
where we are. We’re cautiously
optimistic for the future of
reinsurance. Our team has
grown, our capital has grown, and
our products have grown,” he says.
“We’re trying to get back to that
pioneering of risk,” he explains.
One way of doing that is engaging
with the opportunities that third party
capital provides.
“Everyone’s talking about the
overcapitalisation of the market, which
is true, but we’re not overly capitalised
in terms of products or in terms of
opportunity,” he says.
“[We’re] actually trying to turn that
round and create products that work
for clients.”
Innovation is at the heart of where
Hiscox Re is headed in the coming years,
and creating new products and ways to
fend off disruption are key.
“We’ve got strong capital bases, and
we write on behalf of third party as well
as our own, and we’ve done that for a
long time,” he says, stating this is a core
part of the company’s structure and will
remain so.
“We have a lot of emphasis on growing
our capital, emphasis on optimising
products and making them far more
relevant for clients, and around
distribution and the new ways in which
we get to risk,” he says.
“This will enable us to better serve
our clients, and our brokers, to access
that risk.”
Krefta also believes that many changes
need to occur to create better efficiencies
in the market. “How do we use
technology? How do we use augmented
data better? How do we find new avenues
of augmenting the data we use and make
that far more resilient to the way that the
world is changing around us?”

“It’s funny – the issues
in the market are the
polar opposite of where
we are. We’re cautiously
optimistic for the future
of reinsurance. We’re
trying to get back to that
pioneering of risk.”
Mike Krefta, Hiscox Re
The company is not ignoring the threats
posed by disruption either.
“The further you put your head in the
sand, the worse you’ll be. There’s no
option but to advance on this and try and
do something about it,” he says.
Disruption will come to the reinsurance
industry, but unlike to front-end
consumer-driven insurance, Krefta’s own
market is being disrupted from inside.
“Disruption from within is far more
likely, I think in many ways, than
disruption from outside, in reinsurance.
So it’s about getting a grip on what data
exists and finding avenues to use that data
in a more efficient manner, and bring it
to life in reinsurance and then develop off
the back of it. We are all about building
products and linking that to capital. If
you don’t have a product to see you’re not
going to go very far.”

Krefta’s involvement in the ILS market
means he has seen some of the industry
disruption first hand, and he expects to
see further changes in the market place
because of this growing segment in
the coming months and years.
“Where we go next – there’s no
question that it’s about unlocking
capital, in a smart way,”
he explains.
“Our ILS team has grown its
assets under management to
$1.65bn, which was only about
$150m about three years ago, and
we continue to see strong investor
growth too.”
Krefta wants more discussion on
how funds are valued and the lack of
commonality for this.
“Our funds are always done on an
ultimate basis – what is your loss likely
to be? Put that as your loss position.
A commonality of methodology on
valuation is something the market has to
go towards. Because how do you compare
funds otherwise?”
Krefta is adamant he does not want
to see funds being benchmarked
either, even though it might become
necessary as the ILS market gears
towards maturity.
Another area of interest for Krefta is
where the ILS market goes next.
“At the moment, [the ILS market is
focused on] the heavily commoditised
end of the spectrum, and that’s cat
reinsurance in the crosshairs of investors
causing that, but in the future I think
you’re going to see a far broadening of
products.”
Such sentiments have been on the
minds of the ILS market for some time,
but as it stands, catastrophe coverage
remains the key focus of the space.
Willis Towers Watson’s recently released
ILS market update said moves to broaden
the ILS market beyond the traditional
property catastrophe space are a trend
“with promise and peril”.
“It can help make a wide range of
insurance more available and affordable
and help cover the protection gap,” the
report said, adding: “On the other hand,
nat cat risk still has some advantages in
modelling and diversification.” l
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Bridging the capital efficiency gap
There’s vast potential for the re/insurance sector to help firms, governments and countries de-risk their
balance sheets, says Andy Marcell, CEO of Aon’s Reinsurance Solutions business.
According to Aon’s Impact Forecasting
team, there were an estimated 156 natural
disaster events globally during the first
half of 2018. Not one of these events
was classified as a ‘mega catastrophe’ –
an event that causes economic damage
beyond $10bn – yet there were at least 15
separate billion-dollar events, all of which
were weather-related, except for one
earthquake event.
The cost of these events to the global
economy was estimated at $45bn, with
insured losses estimated at $21bn. While
these figures were considerably less than
their medium and longer-term averages,
it is immediately clear that there is a huge
disparity between the risks countries face,
and the insurance put in place to cover
those risks.
One might expect that this insurance
protection gap would be confined to
the less mature insurance markets, yet
even in the US and EMEA, the gap can
be significant, especially in individual
lines and perils, such as flood. The charts
below provide a quick overview of the
prevalence of the gap between economic
and insured losses for weather disasters in
different regions across the globe.
Given the prevailing disparity between
economic and insured losses, Aon
continues to work with its clients
and carriers to address the insurance
protection gap, or, as the firm now terms
it, the capital efficiency gap (see sidebox).
This article attempts to highlight some of
the ways in which we, as an industry, can
assist in reducing this gap by de-risking
cities and countries.

Creating sustainable solutions
It will perhaps come as no surprise
that Aon deploys a large amount of
resource to the identification of ways
in which the insurance protection gap/
capital efficiency gap can be reduced, at
a company, governmental, country, and
inter-country level.
In terms of the latter, an excellent
example of a multicountry risk reduction
strategy was introduced to the market in

2018, in the form of a catastrophe bond
structured on behalf of the World Bank.
Recent history reminds us of the terrible
destruction natural disasters can bring,
with earthquake events such as those in
Puerto Rico, Mexico, Nepal and Chile
causing widespread destruction and huge
economic losses.
The World Bank was committed to
helping its Pacific Alliance member
countries to mitigate their exposures to
earthquake risk, and approached Aon
to structure an appropriate, sustainable
solution.
The resultant transaction was the
largest ever earthquake catastrophe bond,
providing a total of $1.36bn of earthquake
risk coverage to specific Pacific Alliance
members – with Chile receiving $500m
of protection, Colombia $400m, Mexico
$260m and Peru $200m.
The transaction also represented the
largest ever sovereign risk transfer – and
the second largest catastrophe bond in the
history of the insurance-linked securities
market. But aside from the historic size of
the deal, the ground-breaking aspect of
the bond was the fact that four countries
united in a single issuance.
The bond was issued across five tranches
of notes, with a parametric trigger based
on US Geological Survey data, and with
coverage provided on a three-year basis for
the Chile, Colombia and Peru notes, and
on a two-year basis for the Mexico notes.
Proceeds were not held in a trust to
collateralise the reinsurance agreement;

rather, they were reinvested into the
local countries that the World Bank was
supporting – Chile, Colombia, Mexico,
and Peru – into sustainable projects and
programmes.
In this way, by utilising the balance
sheet of the World Bank to transfer the
earthquake risk, investors were directly
funding sustainable development projects,
highlighting their prevailing emphasis on
social responsibility.
If we as an industry can structure more
transactions of this type, it’s possible that
distribution could be moved into green
funds, which would be highly significant
from a social impact perspective.

De-risking balance sheets
It’s hard to believe that it is now more
than a decade since the start of the
global financial crisis, an event which has
offered us innumerable lessons in risk
– not just the prevalence of risk, but the
interconnectedness of risk.
Following the crisis, many entities,
either by free will or force, have reduced
the level of risk they are willing to take,
and for the re/insurance industry, as
global risk experts, the past 10 years
has been a time for us to highlight
our expertise in risk management to
companies that are now more receptive to
risk solutions.
The danger now for re/insurers is that
as economies begin to ‘normalise’, the
benefits of risk transfer will be forgotten
Continued on page 16

Mind the capital efficiency gap
The capital efficiency gap effectively builds on the protection gap metric, taking a
more nuanced approach that looks at the total cost of the risk in the context of natural
catastrophes.
Whereas the protection gap is essentially the difference between insured losses and
economic losses, the capital efficiency gap framework brings in costs associated with
insurance premiums, administrative risk control costs and retained losses to provide an
approach to addressing this critical problem facing society.
It is a more realistic approach since it considers public sector solutions as well as private
sector solutions. So the protection gap metric might initially identify an issue, but the capital
efficiency gap framework presents an economic analysis for different sources of capital, and
the need for a more holistic approach to bridging the protection gap.
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until the next big event. The good news
is that, thanks to our efforts to date,
we have seen an increase in the level of
risk transfer across governmental and
quasigovernmental entities, and the
programmes that have been put in place
are evidence of a longer term outlook in
the continued mitigation of risk.
In this regard, and as might be expected,
the entities at the centre of the US
housing crisis have been keen to explore
new approaches to risk mitigation.
Freddie Mac and Fannie Mae are now
regular cedants to the re/insurance
market, and over the past five years Aon
has been instrumental in helping them
to utilise reinsurance as a mechanism for
risk transfer, while continuing to grow
carrier appetite for US housing risk.
Starting with a single reinsurer on
a pilot transaction in 2013, by 2017
Aon Benfield had grown the sector to
encompass over 40 re/insurer participants
supporting the approximately $5bn
of annual re/insurance limit for US
mortgage credit risk. To date, Fannie
Mae and Freddie Mac have completed
over 60 reinsurance deals totalling
$16bn of limit purchased and in excess
of $3bn of lifetime expected premium
for participants, at a forecast loss ratio
of 10-20%.
Perhaps key to the success of this line
of business has been the concomitant
educational process in this relatively new
line of business, as well as the ability for
participating re/insurers to select tranches
of mortgage risk that are aligned to their
individual risk profile.
Making the reinsurance market
comfortable with taking on these new
risks has at times been challenging, but
was essential to the process, given that
the driver of the risk transfer was the
high profile losses experienced during
the financial crisis, which on the surface
made the business appear risky. However,
in this regard US mortgage risk has
become highly scrutinised by regulators,
and well modelled by actuaries and risk
advisors, meaning that the quality of the
underlying mortgages is now far superior
to what it was pre-crisis.
As a result of this process, it has been
rewarding for Aon to see that re/insurers
are now prepared to invest in the requisite
talent, tools and solutions to enter new
areas of profitable growth business.
16 | www.reactionsnet.com	

EXIM with the new
As is the case in many sectors, successful
new solutions can open the door to new
areas of growth. For Aon, showcasing the
firm’s successes in the US mortgage credit
risk transfer led to further opportunities
to assist governments to facilitate the
transfer of risk away from their own
balance sheets, or those of their agencies.
In 2015, a congressional reauthorisation
mandate permitted the Export-Import
Bank of the United States (EXIM) to
explore the merits of risk sharing with
the private sector to reduce the bank’s
and US taxpayers’ liability for potential
future losses.

“As we as an industry
make greater inroads into
such areas of business,
entities will be able to more
readily utilise re/insurance
products to support
their growth and make
economic progress”
Andy Marcell, Aon
As a result, EXIM sought to de-risk a
portion of its balance sheet through a
private market risk transfer programme,
and selected Aon to design a solution.
The firm’s leading relationships with
global reinsurers, coupled with its
previous working on de-risking
governmental and quasi-governmental
agencies, meant it had the resources
and expertise to assist, resulting in the
placement of $1bn in loss coverage for
a significant portion of EXIM’s existing
portfolio of large commercial aircraft
financing transactions.
The solution was structured as a multiyear excess of loss programme on a
known portfolio of risks, placed with
10 global reinsurers – led by XL Catlin,
Liberty Specialty Markets, and Everest
– and was funded by the fees generated
by the original commercial aircraft
transactions in order to not cost US
taxpayers additional funds.
This historic programme was the
largest public-private risk-sharing
arrangement for a US government
credit agency, and represented
the maximum allowable coverage
per transaction permitted under

EXIM’s charter. It is a stepping stone to a
more creative use of the private markets
in global trade finance for EXIM, and
assists in accomplishing its mission to
support US exports and American jobs.
The programme is yet another example
of how the re/insurance industry can assist
public entities to de-risk their balance
sheets and remove potential volatility,
to the benefit of the government and
taxpayers, while providing a diversifying
growth opportunity for re/insurers.

More to follow?
These transactions represent just a tiny
portion of the total opportunity for
the re/insurance sector to assist firms,
governments, and countries to de-risk
their balance sheets, and in doing so
reduce gaps in insurance protection and
capital efficiency.
As we as an industry make greater
inroads into such areas of business,
entities will be able to more readily utilise
re/insurance products to support their
growth and make economic progress. It is
worth stating that there has perhaps never
been a better time to achieve this, given
current market dynamics. To emphasise
my point, I will leave you with an excerpt
from Aon’s July Reinsurance Market
Outlook study, which highlights the levels
of capital available to support our aim
of de-risking cities and countries: “Aon
Benfield estimates that global reinsurer
capital stood at $610bn at March 31,
2018, an increase of 1% relative to the end
of 2017. Alternative capital rose by 7%, or
$6bn, to $95bn, now representing 16% of
the total.” l
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Insurers facing crypto conundrum
The infamous reputation of digital
currencies is continuing to slow both
widespread adoption of cryptocurrencies,
as well as the buildup of a robust
insurance market.
Aon is one of the few players in the
re/insurance space willing to freely
speak about its involvement with
cryptocurrencies, having been active in
the market for a number of years now.
But as Jacqueline Quintal, Aon’s financial
institutions practice leader, explains, the
market has experienced little growth as a
lack of unified regulation, headline risk,
and perceived ties to illicit dealing keep
competition in the space low.
“I think there’s a little more interest than
there was initially, but it still trails other
areas. We’ve actually built and organised
a team specifically focused on trying
to increase available market capacity
because I do think that with a little
bit of education and some thoughtful
underwriting you could get more insurers
who are willing to do this and can do this
profitably,” Quintal said.
“I think it’s the headline risk, the ties
or perceived ties to things like Silk Road,
and absent any ties to a so-called black
market, there are still widely publicised
breaches or losses, most of which I don’t
believe have been insured,” she added.
“If you’re an underwriter and you get
comfortable with it, and you have to go
to your senior management and say, “I
want to take a substantial position on this
crypto risk”. In all likelihood, the person
you’re having that conversation with
knows what they read. They see headlines
talking about extremely volatile pricing
and this risky high loss environment.
“The total amount of available limit has
increased a little bit. What we typically
see is that if you’re looking for theft
coverage from warm or hot wallets
(connected to the internet), the amount
of available coverage is on the low side. If
instead you’re are looking for cold storage
(not internet connected at all) only,
the amount of coverage is substantially
higher, and could potentially be in excess
of $500m,” she added.
“The number of carriers has increased
slightly, and some insurers have gotten
more comfortable over time. But there’s

still a little bit of a stigma, and a little
bit of hesitation about being publicly
interested in the space,” she added.
Cryptocurrencies will indeed face an
uphill battle to gain legitimacy in the eyes
at least some lawmakers, with one US
congressman blasting the entire concept
of digital assets as a tool for criminals.
According to Brad Sherman, Democratic
Congressman from California, “we
should prohibit US persons from buying
of mining cryptocurrencies”, he said in a
Congressional hearing regarding the future
of cryptocurrencies.
“As a medium of exchange
cryptocurrency accomplishes nothing
except facilitating narcotics trafficking,
terrorism and tax evasion. Some of its
supporters delight in that. They believe
that if you can disempower the US
government from being able to prevent
terrorism, narcotics trafficking and tax
evasion that you have somehow struck a
blow for liberty. That is reason enough to
ban it,” he added.
“Its role as an investment is at least
as bad. At a very minimum, we need
investor protections if we’re going to
have people invest in cryptocurrencies.
Crypto offering memoranda and crypto
registrations would be considered outright
fraud and reason for incarceration if they
were issued by somebody selling stocks
bonds or any other investment,” the
Congressman warned.
According to Quintal, the jury is still
out on how cryptocurrencies are likely
to be regulated on a national level, if
at all, although a report from the US

Department of the Treasury on nonbank
financials, fintech and innovation released
in July offered some limited guidance.
“From a US perspective, we’re really
watching what if anything will happen
at a national level, and how that might
make some of the state-specific stuff more
efficient,” she said.
“Essentially they’re proposing the
streamlining of regulatory frameworks
for things such as money transmissions
and payments, and also encouraging
the further implementation of Fintech
regulatory sandboxes.”
“Internationally, many countries have
established ‘innovation facilitators’ and
various regulatory ‘sandboxes’ – testing
grounds for innovation. These sandboxes
have each generally supported common
principles, such as promoting the adoption
and growth of innovation in financial
services,” reads the Treasury’s report.
“Money transmitter rules are now state
by state, and the report from the treasury
is suggesting that those can or should
be harmonised, which I think would be
generally beneficial,” said Quintal.
On an international scale,
cryptocurrencies are slowly but surely
gaining legitimacy, with the G20 explicitly
mentioning crypto-assets in a finance
Communiqué released in March.
“We call on international standardsetting bodies to continue their
monitoring of crypto-assets and their
risks, according to their mandates,
and assess multilateral responses as
needed,” reads the March 2018 G20
Communiqué. l
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The view from the top
Intensifying political risk, the reinvention of
risk pricing and the challenges associated
with new trading techniques are just a few
of the big issues that reinsurance company
CEOs grapple with today.
Opinion editorials in Reactions’ CEO
Risk Forum 2018 reveal that the gaping
protection gap, the continuing evolution of
re/insurance derivatives and the changing
relationship between risk distributors and
underwriters are also major preoccupations
for the industry’s leaders.
SCOR CEO Denis Kessler writes
that much of the energy and resources
deployed by the reinsurance industry
over the last two years have been
dedicated to dealing with issues linked
to “unfortunate” political developments,
rather than acts of God or re/insured
events in general.
Kessler cites Brexit and the spectre of the
cliff edge it is raising for capital markets
and financial services as a whole, US tax
reform and the “continual back-and-forth
of sanctions and embargoes, placing
reinsurers under the unpredictable threat
of a constantly moving compliance risk”
as examples, adding the accelerating
trade wars rhetoric and the potential
dismantlement of multilateral agreements,
“which could set the entire economic and
financial world on fire”.
Kessler fears that visibility in the
reinsurance industry is reducing and
entropy is growing: “How ironic that
reinsurers are striving to push back the
frontiers of re/insurability in a world which
seems to be increasingly conspiring to
make risks less re/insurable!” he concludes.
Swiss Re CEO Christian Mumenthaler
thinks that Big Data is revolutionising
reinsurers’ ability to assess, price and
manage risk. But there is an increasingly
common misperception that Big Data
actually means an end to the industry’s
modus operandi – the pooling of risk. But
this is not the case.
“Re/insurers have always charged
premiums based on estimated expected
losses. However, as they have only
partially been able to access the data
needed to make such estimates, some
consumers have not been charged
premiums in proportion to the risk they
incur,” Mumenthaler argues.
20 | www.reactionsnet.com	

“How ironic that
reinsurers are striving to
push back the frontiers
of re/insurability in a
world which seems to be
increasingly conspiring
to make risks less
re/insurable!”
Denis Kessler, SCOR
He says that plentiful data allows
insurers to charge more granular
premiums, reflecting the true expected
costs of risk. This leads to reduced
premiums for some people, while prices
for other risks increase, sometimes even
beyond the point of affordability.
“This raises legitimate questions about
fairness in insurance – a discourse that
is necessary and unavoidable. At its core,
it’s not a technical discussion: it’s about
values. The insurance industry can help
to frame this discussion and, in doing so,
we must remain fully transparent about
our practices,” Mumenthaler suggests.
Acknowledging that regulators will
examine the potential risks Big Data
poses to consumer protection and
financial stability, Mumenthaler says the
industry must show how it uses data
transparently and responsibly.
“Without this collaboration, we risk a

misguided regulatory response that cuts
re/insurers off from crucial datasets –
ultimately, this would be to the detriment
of consumers and a resilient society as a
whole,” he warns.
The changing “technology” used by
reinsurers to help insurers and other
institutions transfer risk is another
pre-occupation of contributing CEOs.
Hannover Re CEO Ulrich Wallin
discusses the growing role of the capital
markets in covering shock losses
evidenced by the ILS market reaching
towards the $100bn level.
Wallin thinks that innovation will
continue, especially around parametric
coverage, and that the scope of insurability
will expand, for example with more
governments and institutions supporting
their structuring and placement.
Nor does he rule out the securitisation
of casualty portfolios.
“ILS investors would welcome casualty
risks as a diversification to the highly
pressured natural catastrophe space. But
somebody would have to take the tail risk
of that line of business (because investors
in the alternative capital space won’t lock
their capital up for more than just a few
years) and/or the basis risk, as protection
buyers try to avoid it.”
The protection gap is a recurring theme
in this year’s CEO Risk Forum. Andy
Marcell, CEO of Aon’s Reinsurance
Solutions business believes there is vast
potential for reinsurers to help firms,
governments and countries derisk their
balance sheets. But he cautions that, 10
years after the start of the financial crisis,
policymakers need to be kept on message.
“The danger now for re/insurers is that
as economies begin to ‘normalise’, the
benefits of risk transfer will be forgotten
until the next big event. The good news
is that, thanks to our efforts to date,
we have seen an increase in the level of
risk transfer across governmental and
quasi-governmental entities, and the
programmes that have been put in place
are evidence of a longer term outlook in
the continued mitigation of risk.” l
The CEO Risk Forum 2018 includes
opinion editorials from 17 industry leaders.
Pick up your copy at the Reactions booth
in the registration area.
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operating in Delaware only, Wilmington Trust, N.A., M&T Bank and certain other affiliates, provide various fiduciary and non-fiduciary services, including trustee,
custodial, agency, investment management and other services. International corporate and institutional services are offered through Wilmington Trust Corporation’s
international affiliates. Loans, credit cards, retail and business deposits, and other business and personal banking services and products are offered by M&T Bank,
member FDIC.
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AM Best’s top five reinsurers 2017
The list of firms that moved upwards out
the top global reinsurer in 2017, knocking
The top five non-life reinsurers for 2017
of the top 590 global firms outnumbered
its counterpart down to second.
included all of the big four European
those that fell in ranking, with nine
Sompo Holdings notably managed to
firms with the exception of SCOR this
moving up and five moving down.
leapfrog ahead 24 positions from being
year, as the French reinsurer fell to sixth
Notably, a number of firms in emerging
the 46th largest global reinsurer in 2016
while Lloyd’s moved up to fifth, according
markets experienced upward ranking
to 22nd in 2017. Greenlight Re managed
to the latest rankings from AM Best.
movement including IRB-Brasil
to bump its position up to 45th largest
Looking at the top five non-life
Reseseguros, Nacional de Reaseguros and
from 50th in 2016. QBE Insurance
reinsurers only, the top three in terms of
African Reinsurance Corporation, which
Group slid back 14 positions from 24th
gross premiums written mirrors the top
all moved up at least three ranks.
in 2016 to 38th in 2017 due mainly to
life and non-life combined reinsurers.
AM Best maintains a negative outlook
a nearly 40% drop in reinsurance gross
But while Hannover Rück SE is the
for the global reinsurance market with
premiums written.
fourth largest reinsurer in terms of
last year’s catastrophes doing little to
The other largest fallback was WR
combined life and non-life gross written
improve rates.
Berkley, which dropped seven positions
premiums for the period, it is fifth when
Robert DeRose, senior director at AM
from 41st in 2016 to 48th in 2017.
it comes to non-life premiums only.
Best, said: “We went through the
SCOR, which is the fifth largest
January renewals and I think that
reinsurer in terms of combined
Top five reinsurers by GPW in 2017 ($m)
there was some disappointment
premiums, is relegated to sixth
Rank Company name
Non-life gross
Non-life net
that the market didn’t harden
when it comes to non-life
1
Munich Re
$21,377
$20,330
as significantly as was hoped.
premiums replaced by Lloyd’s in
2
Swiss Re
$20,371
$19,631
Everybody was looking to June at
the fifth spot.
3
Berkshire Hathaway
$17,815
$17,815
4
Lloyd’s
$14,250
$10,726
that point, and June really, really
On a combined life and non5
Hannover Ruck SE
$12,832
$10,973
disappointed, so it’s an interesting
life premiums basis, Munich Re
Source: AM Best Company
set of dynamics.” l
managed to dethrone Swiss Re as
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Insurers welcome EC green proposals
The European Commission’s (EC) move
to encourage sustainable investment has
been broadly welcomed by insurers.
The EC wants to establish a common
language for sustainable finance, or a
unified European Union classification
system, to define what is sustainable
and identify areas where sustainable
investment can make the biggest impact.
Responding to proposals published
earlier this year, Insurance Europe
says regulation on the establishment
of such a framework to facilitate
sustainable investment would help make
the European economy greener and
more resilient.
However, insurers’ willingness to
increasingly invest in sustainable projects
is limited by a number of constraints,
it says.
Specifically, the insurance industry is
urging the implementation of measures
that address the inadequate supply of
sustainable investment assets, without
prejudice to quality and security
requirements. It also wants existing
barriers to long-term investments in the
Solvency II regime broken down and
a new regime to differentiate between
capital treatment of more/less sustainable
investments based on long-term risks.
With more than €10trn of assets under
management, the insurance industry
is the largest institutional investor in
Europe and carriers have long argued
that they would like to increase the level
of green investment in their portfolios.
Such a transition would help diversify
their asset management strategy while
contributing to sustainability in the
economy.
Insurance Europe says that the
increasing number of insurance
companies voluntarily committing to
sustainability objectives confirms that a
transition towards sustainability is already
taking place.
However, since sustainability has
different meanings to investors across
markets, Insurance Europe believes that
reaching a shared understanding of
sustainability should be the Commission’s
key priority and so the proposal on the
framework (i.e. taxonomy) is a very
positive step.

Insurance Europe says it particularly
welcomes that:
• The proposed environmental, social
and governance (ESG) classification
system considers the degree of
sustainability at the level of economic
activities and includes all economic
sectors in its scope, therefore leaving
room for various investment strategies
and instruments in line with investors’
heterogeneous sustainability preferences;
• The proposal provides the foundation
for harmonisation at national and EU
level with respect to standards and
labelling schemes for green financial
products, which would ultimately
lead to increased comparability and
transparency and a level playing field in
the EU;
• Private sector experts will be part of the
platform on sustainable finance and will
be able to contribute to the development
and the monitoring of the framework;
• The review clause envisages regular
evaluation of the criteria considered
in the framework, which would allow
it remain functional and updated
over time.
However, Insurance Europe added
further suggestions on how a unified EU
classification system should operate:
• It should look at sustainability in
a holistic sense and include in its
scope all ESG factors contributing to
sustainable investments, in recognition

of the implicit connection of these
components;
• Be prioritised over other actions in the
Action Plan and its timeline should
be accelerated to include all ESG
components in its scope;
• Be comprehensive and sufficiently
advanced before being used as
basis of regulatory requirements on
sustainability. Regulatory requirements
related to the classification system
should therefore remain voluntary
until all aspects of the taxonomy are
sufficiently developed. This would
promote a smoother ‘operationalisation’
of the taxonomy and ensure a more
mature definition of sustainability is
in place for insurers to properly adjust
their product development and offering;
• Be internationally coordinated given
the global investment universe of
institutional investors. Consistent,
transparent and broadly accepted
definitions and terminologies increase
and support the development of a
shared understanding of sustainability
across jurisdictions.
The association also stresses the need
to consider the specificities and varying
maturity levels of national markets with
respect to sustainability, saying that the
demand for sustainable investments
across investors should be encouraged
while allowing for market development
and innovation. Additionally, the
sustainability evaluation should be able
to reference the transitional process to
sustainability and to encourage long-term
investments for firms willing to adopt
more sustainable business models.
Insurers also want the EC to ensure
that the right framework is in place for
determining the degree of sustainability
of economic activities in a neutral and
transparent manner so as to ensure
standardisation and comparability in the
market and to reduce costs for investors.
From an investment perspective,
sustainability and long-termism are
strongly linked. As insurers follow a
long-term business model, they have
the potential to redirect capital flows to
greener activities, which is also one of the
three objectives of the EC Action Plan on
sustainable finance. l
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Regulation key to Bermuda’s future
The spotlight has been on the legal
frameworks at play within offshore
domiciles, but the rules that govern
such jurisdictions are essential to their
future success.
“We think of ourselves as unique,
from the restructuring point of view,
and the way we work with the Bermuda
Monetary Authority,” says Brad Adderley,
re/insurance law partner at Appleby in
Bermuda.
Adderley is keen for the Bermuda
Monetary Authority (BMA), to help the
island keep its position in the global
industry and he is also part of a new
breed looking outside the box to make
sure it stays that way.
The firm is an offshore law specialist
with around 470 people, including 60
partners, operating from 10 offices
around the globe; the largest being its
Bermuda base.
The other locations for the firm’s
offices include the British Virgin Islands,
Seychelles, Cayman Islands, Guernsey,
Hong Kong, Isle of Man, Jersey, Mauritius
and Shanghai.
Offshore law and the jurisdictions it
oversees has had a battering in recent
years – something Appleby knows all
too well – and there is now a focus on
working closely with regulators to ensure
that the reputations of everyone involved
are built on trust and compliance.
“From a Bermudian point of view, as
the world’s third largest re/insurance
jurisdiction, most of the insurance world
touches Bermuda,” Adderley explains, and
he is keen to help it stay in the game.
The Bermudian government wants to
shore up the island’s position as one of
the leading global re/insurance domiciles

and embrace the changing digital world.
As part of this, the island’s government
is keen to develop digital incubators,
attract cyber security centres, and adopt
an e-ID similar to a programme already
established in Estonia.
Bermuda’s culture and resources are
a boon to this, says Adderley, who
believes that the island’s unique history of
involvement with insurance have given it
a workforce of people who have the know
how to revolutionise their insurance
practices.
Adderley is also keen to see the captive
market on the island maintain its current
status. “We’re the largest captives domicile
in the world,” he states. At the same
time, he wants Bermuda to remain the
pre-eminent insurance linked securities
(ILS) and catastrophe bond domicile in
the world.
Essentially, Bermuda should have as
many of its fingers in as many pies as
possible so it can serve the industry as a
true ‘one stop shop’ for everything related
to the insurance industry.
“Bermuda is becoming more important;
its life sector is also growing when
previously we were only known for P&C.
It’s become a hub for so many different
specialities,” said Adderley.
The Appleby partner does recognise
that the market has its issues
though.
There are “new players in the
works creating ILS platforms”,
Adderley said referring to
emerging ILS hubs such as
London and Singapore.
Compliance remains a
core issue for carriers
on the island though,

and one that is obviously central to
Appleby’s operations, as well as those of
the wider industry on the island.
The hard work being undertaken by
the BMA to ensure that Bermuda is
compliant with regulatory frameworks
such as Solvency II in the European
Union is something that the industry
appreciates. In fact, Adderley said the
BMA’s activities actually help attract
re/insurance industry businesses to
the island.
“We are getting interest in Bermuda
because of the BMA and not in spite of
it,” Adderley said.
“Everyone used to do everything they
could not to be regulated, but clients say
they have to be regulated. And it’s good
that it’s regulated, but it has to be the
right regulation,” he says, adding that
while other jurisdictions do not have such
stringent regulation, that may ultimately
be to their detriment in the long term.
Adderley says this is important as the
BMA is creating a jurisdiction that is the
envy of others around the world, leaving
others on the outside looking in. But
developing such a regulatory platform has
not been straightforward.
“Getting Solvency II equivalence took
years,” Adderley said, adding: “But it
came about because carriers and the
BMA worked together.”
“It’s going to bring more
businesses together,” he says.
“Especially around the advent
of initial coin offerings (ICOs),
blockchain and the rise in crypto
currencies. It’s going to help the
insurance market go forward, and
help transform both sides
of the coin.” l
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eactions has created an editorial board to
help inform and direct our editorial policy.
The board consists of some of the most
senior figures from the global re/insurance market
who will provide us with insight and guidance on
the biggest topics impacting the industry.
These individuals work for insurance and
reinsurance underwriters, third party capital
managers, brokers, industry bodies and a variety
of service providers. It consists of members based
around the globe in re/insurance industry centres
such as London, New York and Bermuda.
Reactions’ editorial team regularly speaks
with many of the leading figures in the global
re/insurance industry to hear their thoughts on
the major issues and topics affecting the market.
These conversations form the basis of many of the
interviews and features we publish online and in
print, but they also help to inform us of issues and
themes that may be of interest to future articles.
But we wanted to formalise that entire process
through the creation of the Reactions Editorial
Board. The board will provide a valuable industry

insider’s insight with what the true talking points
within the industry are.
The Editorial Board would also help to direct the
tone and publishing policy of the magazine. The
board’s members will provide a sounding board
when new ideas for the publication are put forward.
Furthermore, the executives that sit on the
Reactions’ Editorial Board will provide feedback
on the articles and wider coverage we generate
so that we can gain better insights into what it is
our readers want. These discussions will also help
influence what we offer our subscribers in the
future.
We are pleased to present the current makeup of our Editorial Board. This group of senior
industry executives from around the world includes
the leading figures from some of the biggest
re/insurance businesses in existence.
The group is not complete however, and we are
striving to make sure that our Editorial Board
better reflects the diverse nature of the vibrant
industry that Reactions reports on. As such, you
will see this group evolve in the coming months.

Dominic Addesso,
President and Chief
Executive; Everest Re

Grahame Chilton,
Chairman; Capsicum Re
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Pina Albo, Chief
Executive; Hamilton
Insurance Group

Dominic Christian,
Executive Chairman;
Aon Benfield
International and Chief
Executive; Aon UK
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Michael Consedine,
Chief Executive;
National Association
of Insurance
Commissioners

Eduardo Fábrega, Chief
Executive; ASSA

Franz-Josef Hahn, Chief
Executive; Peak Re

Andrew Horton, Chief
Executive; Beazley

Corneille Karekezi,
Group Managing
Director and Chief
Executive, Africa Re

Steven Levy,
President and CEO –
Reinsurance; Munich
Re America

Howard Mills, Global
Insurance Regulatory
Leader; Deloitte

Mike Morrissey,
President and Chief
Executive; International
Insurance Society

Frank Nutter, President;
Reinsurance Association
of America

Maamoun Rajeh,
Chairman and Chief
Executive; Arch Re

Benedict Reid, Associate
Partner; EY

Stephan Ruoff, Chief
Executive and Head
of Europe; Tokio
Millennium Re

David Sampson,
President and Chief
Executive; Property
Casualty Insurers
Association of America

Brandon Sweitzer,
Dean; St John’s School
of Risk Management,
Insurance and
Actuarial Science

Mark Watson, President
and Chief Executive,
Argo Group

Karen White, Chief
Executive, RMS
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Great things
happen together

We live in uncertain times. Political upheaval, constant change and disruption are all impacting on how,
and how well, we do business. At times like these, it’s more important than ever to work with a strong
partner like Swiss Re who can help your business succeed. We work with you to help you meet your
business goals using our unique blend of data analytics and over 150 years of risk expertise. We combine
statistical analysis, text mining and machine learning to produce actionable insights to improve your
portfolio profitability and help you grow into new markets. Because great things happen together.
We’re smarter together.
Come and join us on Avenue de Monte Carlo, 9–12 September.
swissre.com/montecarlo2018
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Let your

DATA

FLOURISH

Data is the foundation of understanding your risks.
Aon goes one step further by using our tools
and experts to bring data to life and help transform
your business decisions. Learn more about our
analytical capabilities at aon.com

