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John Neal: Lloyd’s at
a tipping point

T

welve months into his
tenure as Lloyd’s chief
executive, John Neal finds
himself pushing at an open
door with the Future At Lloyd’s
strategy agenda. “The market
has realized it’s at a tipping point
and the sort of old-fashioned,
document-led, process just
isn’t serving the end customer
particularly well,” he tells
Reactions in a candid interview.
“You would have thought, with
the ideas that we’re promoting,
that you would meet more bumps
in the road than we have today.
But there is a real understanding
and acceptance of the need to
change. Also, we have consulted
and communicated with all the
constituents in the market very
thoroughly.”
“Put simply we’re saying we
need to ensure there is a digital
capability for the market to
manage both complex risk and
standardized business, and that
really goes to efficiency, speed and
the cost of doing business. We’ve
got to dramatically improve the
claims proposition, there is some
real energy around the quality of
the way in which we manage the
relationship at a critical point,” he
says. “And we have to demonstrate
that we can be innovative. Our
syndicate-in-a-box idea is all

about how we encourage the next
generation of smart thinkers to
participate in the marketplace.”
On the digital side, there is a
feeling the market needs some
quick wins, he says: “It’s been
really intense in the last three to
four years around ‘modernization’.
But the way in which you get
value is through connection and
system compatibility. Each broker
has their own system and each
underwriter has their own system
and Lloyd’s operates as a platform
in between. The success of driving
efficiency is to ensure that the
broker using their own system
can connect into Lloyd’s and the
insurer using their own system
can connect into Lloyd’s. It’s all
about connection and we need to
get that done pretty quickly.”
He doesn’t underestimate the
change management challenge
ahead for Lloyd’s players – and
the Corporation itself. “People
need to feel that we’re helping
them along that journey rather
than just throwing ideas
and solutions at them. We’ve
consulted thoroughly to this point
and what we’ve now got to do is
demonstrate that we can support
both our brokers and insurers
through the change.”
Neal believes the market
modernization is long overdue.
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The success of
driving efficiency is
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own system can
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using their own
system can connect
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about connection
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that done pretty
quickly.”
John Neal, Lloyd’s

“You can’t take 40 cents on the
dollar out of the premium a
customer pays and use that to
administer the activity we do.
I dare say regulation has been
our friend and not our foe there.
Our markets are so heavily
regulated and it’s super painful
for disruptors to get in there and
attack you,” he says.
“But I think that time is
coming where if we don’t do
something, there is still a strong
risk of disruption from one of
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Flexibility.
At Markel, we try to be nimble and adaptive.
We are on a journey of self-improvement.
We tinker, experiment, and collaborate.
Getting better at what you do starts with
being open to new ways of doing things.
Being flexible and spontaneous . . .
that’s the Markel Style.
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Reinsurers adopt wait
and see renewal tactic

T

he reinsurance picture is less
formed at Baden-Baden this year
than it was last year at this stage,
according to Alkis Tsimaratos, Willis
Re’s head of EMEA markets.
“It is more segmented by market
region and by line of business,
between long and short tail. In short
tail it’s further sub divided between
commodity and per event capital
as well as earnings protection. And
finally, there’s a division between
loss affected and non-loss affected
accounts,” he says.
Overall, reinsurers are reluctantly
accepting segmentation and that the
global market is not as global as they
had maintained, in the context of
pricing. “After all, the global cat loss
projection for 2019 is about $40bn,
which is not a particularly bad year,”
Tsimaratos comments. “Cedants in
the [European] cat per event market
are saying, this is very profitable for
our partners and we are not sure why
prices should go up on a risk adjusted
basis.
“There will be an uptick in prices for
earnings protection, where there have

been small frequency losses. We’re
not sure yet how big the uptick will be,”
he adds.
Unlike last year, some reinsurers
decided not to quote before Baden this
year, Tsimaratos says: “They want to
wait and see how the market develops.
Personally, I think there will be more
‘flex’ than is implied in their public
statements.”
For clients, event “frequency” has
become more of a defining feature in
their reinsurance purchases. “There
will always be losses, but in the last
decade there has been a shift from
capital purchase to earnings purchase.
It’s because as reinsurance purchasing
strategy has moved up the C-suite
ladder, reinsurance structures have
moved down the exposure ladder,”
Tsimaratos explains. “For the C-suite
capital is a requirement; but profit is a
target that they are passionate about –
stable and predictable earnings.”
It means the type of mandate Willis Re
receives is more likely to be focussed on
earnings, he says: “Earnings protections
have paid out and clients are now able
to adjust them according to their needs.

Continued from page 1
the big platform players. The value of
digitization, process efficiency and taking
costs out, if it’s 40 cents on the dollar
today, then within a decade it’s got to be
less than 20 cents – so that a customer
can really see that there is a tangible
value in the spend to buy insurance.”

“My overarching sense is that if we
successfully execute on performance and
strategy and some of the other things
we’re doing, every major insurance and
reinsurance group in the world will want
to participate in the marketplace. There is
a strong and enduring value proposition
for Lloyd’s and my expectation is that
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Renewals – the only way is up

U

pward pressure on rates will
be an overarching theme at
the forthcoming reinsurance
renewals, according to Andy Caldwell,
Active Underwriter, Syndicate 1955 at
Barbican.
“The most significant movement will
be in the property catastrophe space,
where continued loss creep following a
number of events over the last two years
has led to a reassessment of exposures,”
he told Reactions. “This year we have
already seen rate corrections for Florida
and Japan renewals. The material losses
which the Japanese market has recently
experienced is likely to put additional
pressure on rates.”
The big question is the extent to
which these corrections ripple out
into the wider reinsurance market
and the potential impact on business
lines beyond the property catastrophe
sphere, Caldwell adds: “On the casualty
and marine front, attritional and large
loss activity is driving back-year loss
development and as a result there will
be upward rate pressure to be felt in
these sectors,” he says.
There is continued pressure to
improve underwriting discipline in the
Lloyd’s market, resulting in a period
of reassessment for most companies,
according to Caldwell.
“There is now a much greater focus
on acknowledging the value of the

capacity that insurers offer. At Barbican,
for example, we are very focused on
our per-risk capacity utilisation. As
an underwriter, you must have a clear
understanding not only of the quality
of the particular risk but also what the
broader portfolio implications are of
accepting that risk,” he says. “It is not
about writing your maximum line on
what you consider to be a good risk,
but rather assessing on a case-by-case
basis how that risk fits within the overall
portfolio strategy and responding
accordingly.”
Caldwell says the market is going
through a period of re-evaluation
of the role of delegated authority.
“Companies across the market are
carefully scrutinising the performance
of the various coverholders and MGAs
that they write business through and
conducting a thorough cost/benefit
analysis,” he says. “Do the business
acquisition costs outweigh the value of
the access to business that they provide?
There is also similar scrutiny being
applied to broker facilities to ensure
that the underlying performance is
acceptable.”
Coverholders and MGAs do offer
market benefits and can add value to
the underwriting environment through
product distribution and efficiencies,
he acknowledges. “However, to ensure
adequate controls, companies are

ANDY CALDWELL
Syndicate 1955 at Barbican
now applying stricter criteria to the
relationship.”
Caldwell supports the need to
transform and modernise the Lloyd’s
market, and says the Future at Lloyd’s
project lays out a blueprint for achieving
that aim, “but of course good intentions
must be backed up by decisive action
and every company has a clear role to
play in delivering that vision.”
Increased automation to reduce the
administrative and compliance burden
that underpins the underwriting process
can only be a positive step, he says. l
NOTE: Last year, Bermuda-based Arch
Capital Group entered into an agreement
to purchase Barbican Group from funds
managed by Carlson Capital, the U.S.based alternative asset management
firm, subject to regulatory approval.

Cyber models take shape as market grows

C

yber is a booming market for
insurers and it’s driving demand
for effective modelling solutions,
according to Laurent Marescot, senior
director at RMS. The modelling firm
recently released version four of its
cyber model. “Loss ratios are pretty
low but it’s a moving risk landscape.
Carriers want to have the right tools
for assessing the risk and pricing it
accurately,” he says.
Marescot says that the direct costs and
indirect business disruption losses from
2017’s WannaCry attack came to around
4 | www.reactionsnet.com	

half a billion dollars: “Counterfactual
analysis suggests that if the kill-switch
had not been triggered, and if the attack
had occurred prior to the issuing of the
patch for Windows 8, losses could have
been an order of magnitude higher,
perhaps reaching $3bn to $6bn.”
A cyber model requires very different
parameters on underlying insurance
policyholders, compared with the more
familiar property cat models. The RMS
model gives users access to data on
11m different businesses that allows
individual exposure to be refined.

The solution also uses machine
learning to scrape the internet
for relevant events. Two different
cyber loss processes are included
in the new model release: IT cyber
including denial of access and physical
cyber to do with property, both in a
probabilistic version.
“The evolution of the models is
happening in the same way as it did
with earthquake models 30 years ago,”
Marescot says. “Clients are bringing
their own view of risk to continually
enhance the process.” l
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Larger losses
developing in Eastern
European motor

E

astern European motor carriers
have been urged to adjust their
terms and conditions in response
to an uptick in claims severity.
Swiss Re’s Christian Kreutzer, market
head ACEE and transaction lead NCEE,
told Reactions at Baden Baden that
the trend had been caused primarily
by more people from Eastern Europe
driving into other European countries
where liability pay-outs are greater.
As well as changes to reinsurance
terms and conditions to reflect increased
severity, Kreutzer says pricing of insurance
premiums also had to be adjusted.
“Eastern European drivers travel, either
for work or leisure-related reasons, into
countries where the liability regimes
define much higher compensation
levels,” he says. “That is something which
first and foremost needs to be reflected
in the original terms and conditions.”
In the last few years he says the same

truck could be insured for 800EUR in
Eastern Europe and around 3000EUR
in France or Germany, despite the fact
trucks insured in either region can all
use the same roads.
“Whilst in Central European markets
we might see a certain stability of the
loss picture, in Eastern Europe we still
see quite a dynamic in how larger losses
develop,” he adds. “That’s what we need
to work together with our clients on to
reflect that in the terms and conditions.”
Kreutzer says the situation is becoming
more pressurised now due a low yield
environment across Europe. This, he says,
meant that discounting factors based on
losses will be significantly reduced.
“The fact there is less discount
impact on loss reserves will also put
pressure on the capitalisation of local
insurance companies in the region,”
he says. “With this we would foresee a
growing need for re/insurance solutions

Christian
Kreutzer,
Swiss Re
which mitigate risk and provide capital
substitution at the same time.”
However, Kreutzer says Swiss Re’s
Eastern European reinsurance book
remains profitable, and that reinsurance
rates for the region are adequate currently.
On what opportunities Kreutzer sees
to grow the book, he pointed at the
wide protection gap as a key focus area
for Swiss Re.
“Our main concern in Eastern Europe
is that there are so many risks which
are uninsured at this moment,” he says.
“It’s not about fighting for our piece
of the cake, it’s about enlarging the
cake to the benefit of our clients and
ultimately to us.” l

Berkshire Hathaway plays it safe

B

aden-Baden stalwart Manfred
Seitz, Berkshire Hathaway’s head
of reinsurance in Munich, is in
town to meet with European cedants
and brokers, as well as retrocession
clients.
“The major reinsurer groups are
focussed on obtaining concrete rate
increases, others are still walking on
eggshells,” he says. “The big reduction
in investment income combined with
shrinking underwriting returns has
concentrated everyone’s minds.”
But Seitz says that Berkshire is arguably
the most disciplined reinsurer in the
market. “When I look at our quotes even
the big, established reinsurance markets
are often significantly below our pricing
requirement. We have no top line target;
all that matters for us is acceptable
economics,” he says.
6 | www.reactionsnet.com	

Seitz says that Berkshire Hathaway
doesn’t have an appetite for European cat
cover because pricing is too low. “It’s a
contrary view to some. European ceding
companies tell us that loss experience
over the years has been very good. It’s
true that there hasn’t been a major
European catastrophe since 1999… but a
quiet period over 20 years doesn’t mean
the exposure is going away.”
Seitz says the European reinsurance
market is very competitive as a result
of excessive capacity. “It may have
eased somewhat because the alternative
market has contracted a little as
investors experience real time losses for
the first time and have capital locked in,”
he says. “Many were already reluctant to
reload in 2019 and now Hagibis could
be a $15bn loss, on the tail of Faixi plus
loss creep from earlier events in Japan.”

With alternative capital representing
60% of the retro market, reinsurers
depending on retro capacity will feel the
squeeze, leading to a reduced appetite,
plus more discipline, on incoming
business, he predicts.
Cyber risk is seen as a growth
opportunity in the market, but Seitz says
Berkshire Hathaway is wary.
“Cyber is seen as the growth segment
of the future with a big development
in affirmative products. Insurers have
acted as well as they can on policy
limits and have bought large – between
60-70% – quota shares from reinsurers.
It’s not a big vote of confidence.
“Now silent cyber risk has emerged
after NotPetya and WannaCry… for us
it is clear that a cyber loss could dwarf
a nat cat loss or terror loss,” Seitz
concludes. l
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The underwriting cycle starts to turn

T

he reinsurance underwriting
cycle is turning, according to
MAPFRE CEO Eduardo Pérez de
Lema Holweg. “After several years of
continuous deterioration in reinsurance
terms and conditions, in 2019 we
believe this trend has reversed,” he told
Reactions. “The January renewal was
relatively flat, but in the April and in
June/July campaigns, we have seen
more improvements overall (especially
in some regions such as Florida and
certain lines of business).”
Pérez de Lema expects the
improvements in pricing to continue
through the 1 January renewals, on a
risk-adjusted basis.
In the next renewal, the availability
and price of retrocession capacity will be
impacted by several factors, he believes,
starting with the frequency of cat events
in 2017 and 2018, and the negative
evolution of losses in contrast to initial
estimates.
Trapped collateralised capital will also
be an issue.
Current retro aggregate covers have
been heavily affected due to their low
attachment points. “The impact that
these factors will have on the behavior
of different actors will again depend
on their individual dependence on this
source of capacity, past performance and
buying behavior,” he says.

Pérez de Lema says that most cedants
still rely on traditional reinsurance
strategies and programs. “However,
we do see an increasing number of
sophisticated programs and tailor
made transactions, as well as the
use of reinsurance by start-ups as a
supporting tool. We would say that
reinsurance demand is generally
rising,” he says.
Reinsurers need to improve their
operational efficiency, Pérez de Lema
believes. “At MAPFRE RE operational
efficiency has always been a priority, and
this is reflected in our low operating
costs and good profitability,” he says.
He says that industry wide there’s a
lot of room for improving efficiencies
in how business is transacted. “We still
spend too many resources in aspects
that do not add value to our product
and that today’s technology can help to
solve. That is why we support several
market initiatives that should help
us to create common standards that
could help all market participants to
improve.
“A good example is our presence in
B3i to promote blockchain as an agile
and secure standard in re/insurance
processes or our support to the
Rüschlikon Initiative.”
Pérez de Lema thinks that the world
has become a riskier place in recent

Eduardo Pérez
de Lema Holweg,
MAPFRE
times, creating opportunities as well
challenges for reinsurers, however.
“Some natural perils are more
frequent and/or intense now than
before, although the strongest driver
of catastrophe risk is the increase in
insured exposures in hazardous areas.
Other types of risk are also increasing:
as societies are more sophisticated or
technology develops, new risks appear.
“Economic development increases
insurance take-up and hence risk
becomes greater in absolute terms, but
that is a positive fact,” he says.
“The risk landscape is ever evolving
and we see this as an opportunity. As
a global reinsurer, we enjoy a broad
overview of risk trends, which helps us
identify emerging opportunities and
work to provide sustainable solutions to
our clients.” l

Ogden to push up UK motor rates 10-15%

T

his year’s change to the Ogden
discount rate, in combination with
general claims inflation, could
push UK motor reinsurance rates up
between 10-15%, according to Ariel Re’s
Stuart Dale.
Dale, head of casualty treaty at the
Argo-owned firm, told Reactions at
Baden-Baden this estimate was the
minimum rate increase needed just to
maintain current performance.
The Ogden rate was adjusted
from -0.75% to -0.25% in July, when
the UK Government had previously
8 | www.reactionsnet.com	

indicated a shift in the rate to
between 0-1%.
“The problem with Ogden is that many
reinsurers had been over-optimistic
about the discount rate that they chose
to underwrite at,” Dale says. “If you’re
a reinsurer that rated at 0.5% or 1%
then your rate required to go to the new
discount rate is significantly more than
10%. It’s edging towards 15-20%, and
that’s geared into the layers.
“We took a more realistic view of the
discount rate, and even we didn’t get
it right.”

Dale says he expects an immediate
change in rate to flow through at the
end of the year.
Post-Ogden, Dale says the whole
Argo group was looking to take
advantage of the rising rates, and Ariel
Re now leads a Lloyd’s consortium for
UK motor.
“We know the market very well, we
know the class very well, and we think
there is opportunity to write business at
an adequate performance level and take
advantage of the fact we don’t have a
significant legacy book.” l
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The ILS market takes stock
The ILS market will regain its momentum this year after issuers, managers and investors
re‑calibrate and review risk, according to Paul Schultz, Chief Executive of Aon Securities.
First quarter 2019 non-life ILS issuance
was just over $1bn – the lowest first
quarter for total issuance in the past
five years. Why did the market stall and
what’s the outlook for the future?
Our outlook is actually bullish. It has
been a challenging six months, but
we are expecting elevated levels of
activity in the fourth quarter and higher
issuance in 2020. In other words, we
think there will be a strong resumption
in issuance over the next 18 months
compared to last year.

What caused the temporary loss of
momentum?
Catastrophe events in 2017 led to a
reloading, and introduced fresh capital
in time for the January 1 2018 renewals.
It was a significant amount of new
capital that not only replaced the lost
and trapped capital but assets grew to
write more business. It had a significant
effect on the overall property cat
marketplace and contributed strongly to
a stable renewal at the start of 2018.
Then there were more events in 2018
and some further loss development from
2017 and that produced a more muted
response from the capital markets with
less new capital being made available.
The impact of lost or impaired capital
was much more pronounced during that
period. So ILS managers were a little
stretched in terms of where they could
deploy capital.

What did participants take away from
that experience?
What’s happened is there has been a
tremendous amount of constructive
dialogue and education between ILS
managers and their investors about their
expectations. Now we’re in a market
where, if there is a light loss year, the
retained earnings on the existing $93bn
outstanding of ILS in the market will
provide growth. Also fresh capital in the
fourth quarter and what’s in the pipeline
for 2020 will add to the building
momentum.

What sort of questions have end
investors been asking?
The number one topic for investors is
the impact of climate change. Investors
want to know how much climate change
contributes to the recently observed
nat cat activity and what future climate
trends look like.
Also, there’s more granular discussion
about what types of cover are being
offered and the pricing adequacy for
those risks. Investors want to know how
external models can be used to guide
them on getting adequate returns from
the risks they’re exposed to.
It’s been a refreshing period where
everyone has taken time to reassess how
to frame the future of ILS and make
the asset class more reliable and more
durable over time.
Transparency is important in the
context of loss development and
everyone is searching for a way of
bringing more transparency and
accountability to the [securitisation]
process to limit the surprise element.

What areas of growth do you see for the
ILS market?
We expect to see growing demand
from two principal sources. First,
reinsurers hedging their portfolios.
Typically, that will be multi-peril type
coverage with the US as an integral,
and not exclusive, part of the coverage.
Then there’s going to be more demand
BADEN-BADEN REPORTER: WEDNESDAY OCTOBER 23 2019

from governments ramping up their
de-risking efforts. That will be global
and not just the US. It will accelerate in
the near and longer term.
In the US, opportunities will come
from parts of the market that have
had loss activity leading to distress.
But there is also more interest from
government to tap third party capital
through the FEMA/NFIP flood
programme.
The US government is starting
to see that the private market can
provide capacity that’s fairly priced to
help it de-risk its own balance sheet.
The government-sponsored agencies
Fannie Mae and Freddie Mac have
already successfully de-risked by
buying mortgage re/insurance, and it
represents a possibility for ILS activity
in the future.
Globally, government and quasigovernment agencies looking to create
greater resilience for society will bring
more ILS risk transfer capacity to
certain markets.

Will there be a role for ILS in corporate
risk transfer?
We do see some interest coming from
corporate clients who want to hedge
their risks into the capital markets. In
the near term, there will be innovation
around products relating to cyber risk
coming to market.
But while cyber is the headline risk,
there will be other non-cat related
product innovation.
Corporate solutions based on cat
type events, whether it is property or
BI from property losses, have a lot of
potential too. Non-damage business
interruption, where the physical event
has created another impact, other than
physical damage, is an interesting area.
For example, providing protection
where a terrorism or cyber event has a
dislocating effect on revenue sources.
Solutions that can protect against a loss
of revenue or income are appealing to
corporate clients. l
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Global cat losses could
move European rates

T

he outlook for European
reinsurance renewals for 2019
remains depressed, according to
Axis Re’s president of EMEA and Latin
America.
Andy Hottinger says that following the
cat events of 2017 and 2018 worldwide,
improvements in rate or terms and
conditions, particularly on the cat side,
are not guaranteed. But the situation
could change.
He made the comments on the back of
what has been a fairly benign year for
European loss experience.
Elsewhere in the world Typhoons
Faxai and Hagibis, Hurricane Dorian
and wildfire activity have generated
some significant loss experience, and
Hottinger says global events could
influence the European market.
“European insurers benefit from the
globally linked capital pool and from
favourable loss experience,” Hottinger
says. “If (global) capital flows out of the
market, e.g. due to insufficient returns,

then it will also have an impact on
markets with favourable loss experience.”
But, speaking prior to the full losses of
Hagibis becoming realised, he adds that
the current abundance of capital in the
market had so far this year restricted
sufficient rate movement in Europe.
“EMEA reinsurance rates continue
to remain depressed due, in part, to
the fact that like any marketplace, we
operate within a supply and demand
market,” he says.
“As such, due to the extremely high
amount of available capital, there
continues to be pockets of excessive
capital in the market.”
Additionally, Hottinger says that
additional capital was flowing into
the industry due to some positive rate
movements in other parts of the market.
He says the market is now at a stage
where alternative capital is integral to
the reinsurance market, and he expects
it to remain so.
“For reinsurers, alternative capital is

ANDY HOTTINGER
Axis Re
an additional parameter that must be
considered, which had not been here 20
years ago,” he says. “Today, it is just our
normal world in the reinsurance market.”
Reinsurers need to accept that
alternative capital is now a vital part of
the industry and that it is here to stay,
he adds.
Hottinger says this is what Axis Re has
done, adding that Axis Capital plays a
major role in alternative capital markets
through its risk funding business.
“We embrace that reality as a company
and we have very good relationships
with many alternative capital partners,”
Hottinger says. l

Appeal grows for German non-life legacy

G

erman insurers are welcoming
the idea of selling off unprofitable
books of non-life legacy business,
according to Pro Global’s head of
Germany Robert Buchberger.
Speaking to Reactions in Baden-Baden,
Buchberger says the last couple of years
has seen an attitude shift in Germany,
with chief executives previously reluctant
to opt down the legacy sale route.
Pro Global runs a third-party
administration business in Germany for
complex claims in legacy and life books.
And having taken on claims
administration for Catalina’s German
medical malpractice book two years
ago, with almost EUR400m in reserves,
Buchberger says more businesses
are opening up to the idea of selling
struggling books to a legacy acquirer.
“While we have seen some big
10 | www.reactionsnet.com	

transactions in the life space, in non-life
the market is only just getting started,”
he says.
Reinsurers are increasingly looking at
the legacy market in Germany and other
European countries, with Buchberger in
Baden-Baden to speak with reinsurers
who have bought such legacy books.
“There was a phase when primary
insurers were looking for relief on the
balance sheet through reinsurance
solutions, but the next phase is to get
the books out of the balance sheet,” he
says. “So it is natural for reinsurers to
follow this track.”
Following the lead of the UK and U.S.
Buchberger says he now expects more
legacy deals to come out of Germany
and central Europe.
“I expect that especially mid-sized
insurers will offload smaller lines of

business because it’s no longer core and
they don’t have the resource to pay more
attention to certain lines of business,”
he says.
He adds that Solvency II and current
interest rates are also key triggers for
this increased appetite to sell non-core
books.
“We have currently an economic
situation with these extremely low interest
rates that brings a lot of pressure into the
insurance companies,” Buchberger adds.
“In Germany this is brand new.
Germany has a long tradition of no
run-off and tends to either increase the
prices or to stop the business and put it
into internal run-off somehow.”
But particularly in specialised lines he
says it is becoming increasingly difficult
to raise prices significantly, amid intense
competition. l
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conomic issues and cyber risk
dominate concerns for businesses
around the world, according to the
World Economic Forum’s Regional Risks
for Doing Business 2019 report. In a
survey of nearly 13,000 business leaders
in over 130 countries, respondents
ranked “fiscal crises” as the leading risk
to doing business at a global scale.
Cyberattacks are the second biggest
challenge for executives, and the most
important one for European and North
American businesses for the second
year in a row, reflecting the increased
sophistication and proliferation of
hacking and data theft.
John Drzik, President of Global
Risk and Digital at Marsh, said in a
statement: “Cybersecurity remains
the most concerning risk to business
leaders in advanced economies, and
growing technology dependence for
many businesses will only amplify this.
Combined with fractious geopolitical
developments, and growing economic
concerns, executives face a very
challenging portfolio of potential
threats. Business leaders should
reevaluate their underlying view of
the global risk environment and make
greater efforts to strengthen their
corporate agility and resilience.”

Globally, three of the top five risks are
economic-related, with “unemployment
or underemployment” coming in third
and “energy price shock” ranking fourth.
These risks have strong links to social
disruption and contribute to “failure of
national governance” ranking fifth and
“profound social instability” ranking sixth,
according to the WEF’s commentary.
Environment-related risks are the top
concerns in South Asia and in East Asia
and the Pacific, with both regions having
suffered devastating natural disasters
and extreme weather events recently.
Social challenges rank high in Eurasia,
affected by economic slowdown, and
Latin America and in the Caribbean,
where governments are still struggling
to deliver critical social services.
In the Middle East and North Africa
“energy price shock” is in pole position
due to price and production volatility;
in sub-Saharan Africa, where youth
unemployment is above 13%, executives
are worried by their economies’ inability
to create jobs. While global cooperation
is still the most effective tool to address
these varying risks, the report’s mapping
highlights the areas in which regions
can act.
“At a time when global economic growth
appears fragile, business leaders are

Global risks perception by regions
REGION
East Asia and
the Pacific
Eurasia

RISK #1
Natural catastrophe

RISK #2
Cyber attacks

RISK #3
Inter-state conflict

RISK #4
Fiscal crises

Inter-state
conflict
Asset bubble

Energy price shock

Fiscal crises

Europe

Profound social
instability
Cyber attacks

Inter-state conflict

Latin America and
the Caribbean

Failure of national
governance

Middle East and
North Africa
North America

Energy price shock

Profound
social
instability
Fiscal crises

Energy price
shock
Fiscal crises

Cyber-attacks

Data fraud or
theft

South Asia

Water crises

Terrorist
attacks

Sub-Saharan
Africa

Unemployment or
underemployment

Unemployment or
underemployment
Unemployment or
underemployment
Terrorist attacks

Manmade
environmental
catastrophes
Failure of critical
infrastructure

Failure of
national
governance
Source: World Economic Forum’s Regional Risks for Doing Business 2019 Report
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Unmanageable
inflation
Critical
information
infrastructure
breakdown
Failure of urban
planning
Energy price
shock

RISK #5
Extreme
weather events
Unmanageable
inflation
Fiscal crises
Failure of
critical
infrastructure
Asset bubble
Failure of
critical
infrastructure
Energy price
shock
Fiscal crises

Photo: World Economic Forum

Cyber risk: European business
leaders’ biggest fear

EMILIO GRANADOS-FRANCO
World Economic Forum
deeply concerned by their governments’
fiscal resilience. Meanwhile, cyber threats
remain a major risk due to their rapid
evolution and increasingly disruptive
potential,” said Emilio Granados-Franco,
Head of Global Risks and Geopolitical
Agenda at the WEF. “But in examining
risk at the regional level, we also see
various, interconnected drivers shaping
diverse risks landscapes. Only by
addressing economic risks and societal,
technological, and environmental risks in
an integrated manner, can stakeholders
truly build resiliency.”
“There is a real existential threat to
businesses worldwide,” said Eugenie
Molyneux, Chief Risk Officer for
Commercial Insurance, Zurich Insurance
Group. “Executives are concerned that
governments have too much debt to be
able to afford measures that could help
avoid a recession, and see cyberattacks
as the number one risk in 16 economies
representing over 40% of the world’s
GDP. At the same time, businesses are
not even factoring in the impact of
climate change over the next decade.
These three risks need urgent action.”
In the case of environmental risks,
“extreme weather events”, “failure of
climate change adaptation” and “natural
catastrophes” were ranked in the top ten
risks for business leaders in East Asia
and the Pacific and North America, but
not in other regions. By contrast, these
risks have dominated the rankings of
Global Risks Perception for the past
several years, WEF says in the report.
The Regional Risks for Doing Business
2019 report is published in partnership
with Marsh & McLennan Companies
and Zurich Insurance Group. l
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Brokers step up as market tightens

R

einsurers could be facing the
squeeze this year as first tier excess
of loss (XoL) rates on property
have not moved as hoped, according
to Antares head of ceded reinsurance
Richard Anson.
Combined with rising property retro
rates, Anson told Reactions at BadenBaden that it was falling on the industry
to find new ways of making a profit
under such difficult conditions.
But here, he says, brokers have been
stepping up to provide new ideas on
how to navigate the market.
He says there is currently good
competition in the broker market that is
driving innovation.
“We’ve seen the consolidation of the
larger brokers, with Guy Carpenter and
JLT, but there are some smaller brokers
that are up and coming that are very
keen, very hungry and very driven,”
Anson says.
“Brokers are getting in touch the
whole time and they always have new
ideas. That’s interesting to a buyer – if

people come up with ideas you can’t
ignore them.”
Reduced appetite from third capital
investors with trapped capital is adding
to the squeeze.
“The area I’m seeing the most
tightening is probably property
retro,” he says. “There’s been a lot of
talk about the trapped capital that’s
happened in the last couple of years
and I think there’ll be some trapping at
the lower end this year, driven by the
two typhoons in Japan and Hurricane
Dorian.
“What I’m hearing is the investors
behind a lot of the funds just want to
see a return and they are tired of getting
trapped capital. There’s definite pressure
to move away from the lower levels.”
As (retro) demand outstrips supply, he
says there is pressure for rates to rise.
While Anson says the same kind of
hardening has not been seen yet in
first tier XoL, he says the pressure was
building to push through such rate
increases.

RICHARD ANSON,
Antares
He says: “People are getting more
money at the insurance company level,
but the first tier property XoL hasn’t
hardened yet.
“It creates a squeeze because you’ve
got more money potentially going
outwards than you’ve got coming in.
Ultimately that’s got to build pressure
for upwards movements in the first
tier rates.” l

Marine renewals – P&I clubs are off course

T

he Marine P&I market may have
reached an inflection point,
according to a pre-renewal report
from broker Arthur J Gallagher.
P&I Clubs have seen a decade of
continuous prosperity, during which the
clubs’ collective free reserve has risen
by $2.3bn, or around 75%, even while
the market they serve has been suffering
from sustained poor trading conditions.
However, 2018 –19 “was not a great year
for the clubs”, with a $400m decline in
free reserve, the AJG report points out.
Return premiums, capital distributions
and a redemption of loan capital
accounted for $200m of the decline.
Real trading only produced a
$221m reduction in free reserve, as
investment income did not prove to be
as negative as projected earlier in the
year. An investment yield of around
$102m resulted, albeit coupled with a

$64m exchange loss. On average, on
a financial year basis, combined ratios
are in excess of 100%, the report says,
adding that 50% of the financial year
underwriting loss can be attributed to
diversification.
“However, premium continues to fall
after successive zero general increases
and is fast approaching unsustainable
levels. Claims are slowly ticking
upwards, pool claims continue to be
volatile, and the inherent volatility in
frequency and increasing severity of
large claims is defining the landscape,”
Malcolm Godfrey, executive director of
Marine P&I at the broker warns in the
report introduction.
“The high levels of investment income
seen in the preceding years has allowed
the Clubs to defer clutching the nettle
of falling premium rates, but the
drop off in 2018 – 19 has brought this

into greater focus. The dilemma of
addressing premium rating will stress
the P&I Clubs for the foreseeable future
until a sustainable solution can be
found,” he said.
But Godfrey criticised clubs for
pursuing growth when rates are
uneconomic: “Why do all clubs seek
growth when they also repeatedly
emphasise that rates are too cheap?
Falling effective premium rates, in part
exacerbated by the churn, put pressure
on the Clubs to chase growth merely
to stand still, at a time when the more
cautious underwriter would back off,”
he said.
Looking at the forthcoming
underwriting year, Godfrey said the
imposition of the IMO 2020 Sulphur
Cap, which will heap further compliance
costs on owners, could potentially expose
P&I Clubs to increased risk of claims. l
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In brief
BMS Group, the independent specialist
(re)insurance broker, has announced
the completion of the significant equity
investment by affiliates of British
Columbia Investment Management
Corporation and Preservation Capital
Partners first announced in June.
Management and staff of BMS maintain
a significant shareholding in the
company and CEO Nick Cook and the
executive management team remain
unchanged. Representatives from BCI
and PCP have now joined the BMS
board. BMS has made over 140 broking,
analytical and actuarial hires in the past
18 months.Nick Cook said: “With the
capital strength of BCI and PCP behind
us, we are expanding in the North
American reinsurance market and other
high growth specialty and emerging risk
lines that consistently generate strong
performance.”
Munich Re has increased its stake
in Californian digital start-up Next
Insurance by investing an additional
$250m in the company. Upon completion
of the transaction, Next’s value will
increase to slightly above $1bn.Digital
Partners, a Munich Re business unit, has
worked closely with the start-up since
2016, supplying services and assuming
risk. Munich Re has also held shares
in Next Insurance through its Munich
Re Ventures unit for some time. With
the newly acquired shares, Munich Re
now owns circa 27.5% of the company.
Next offer tailored digital insurance
solutions to small and medium-sized
enterprises (SMEs) in the U.S. market.
Premium volume of $139bn makes the
U.S. insurance market for SMEs very
appealing, Munich Re said. “Next’s dataand technology-driven business model
offers outstanding growth opportunities,
which we will harness together,” said
Munich Re chairman Joachim Wenning.
Liberty Mutual Re (LM Re) says that it
will make changes to the structure of
its Financial Risks reinsurance team
following the parent’s acquisition of
Nationale Borg Reinsurance (NB Re)
earlier this month. In Continental
Europe, Financial Risks reinsurance
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will operate out of Paris, Milan and
Amsterdam. The Paris office will focus
primarily on Western Europe, Africa
and the global credit insurers. Milan
will serve clients in Southern Europe,
Middle East and Asia Pacific, and the
new base in Amsterdam will focus on the
Nordic and Central & Eastern European
Regions. Financial Risks reinsurance
business that was previously written
from Zurich will be transferred to one
of the other offices with no change in
underwriting strategy or risk appetite.
Ascent Underwriting, a group company
of Optio, has brought in Kieran Shiret
and Henry Rydon as cyber insurance
underwriters. Shiret was most recently an
underwriter with Beazley, while Rydon
previously held an underwriting role at
Equinox. The duo will report to Caspar
Stops, head of cyber and technology at
Ascent Underwriting. Stops commented,
“Their appointments reflect the strong
demand for cyber products in North
America and our ongoing efforts to keep
pace with that demand.”
Aon Reinsurance Solutions has
established a Global Wholesale
Committee based in London. Chaired
by Bill Fearnley-Whittingstall, Head of
the Americas Division in London, the
committee is intended to cultivate the
firm’s strong relationships within London
and the broader wholesale reinsurance
market. Committee members are: Leon
Janeke, Head of EMEA/APAC London;
Nick Bayman, Head of Broking for
Japan; Pat Anderson, Head of Latin
America Treaty London; David Glover,
Executive Managing Director Americas
Division London; Leonora Siccardi,
Global Head of Operations & Client
Services. The Executive sponsors of the
new committee are Nick Frankland,
Reinsurance Solutions’ UK CEO and
Richard Posgate, APAC CEO and co-CEO
EMEA for Reinsurance Solutions.
Guy Carpenter has announced the
appointment of Dominic SamengoTurner to the role of global facultative
leader. Based in London, he will report
to John Trace, chief executive, North

When it comes to pricing, hotels are a focus at
Baden-Baden this year, as well as reinsurance
rates. There is a growing sense of disquiet over
the rising cost of accommodation in the town.
Several of Reactions’ high placed sources have
expressed concern that room rates are hiked
when the reinsurance convention takes place.
One told Reactions that in Monte Carlo room
rates are actually lower in Rendez-vous week
than at other times of the year. “In BadenBaden, the room rates are put up every year
to a much higher rate than is on offer the
rest of the year,” our source said. Restaurants
follow a similar policy and print new menus
for the conference week, another pointed
out. It remains to be seen, however, whether
a similarly convivial venue can be found in
Germany – or whether Baden-Baden has
monopoly status.

America, with accountability to James
Nash, chief executive, international as
well. Samengo-Turner had been head of
Marsh JLT Specialty, Asia, based in Hong
Kong. His appointment follows a series
of departures from GC Fac, including
that of Paul Summers who has resigned
to take up the role of international fac
head at McGill & Partners. On 4 October,
Guy Carpenter announced that Frank
Guerriero had stepped in as interim head
following Summers’ departure.
UK motor insurance premiums have
fallen by 1% (£6) in the third quarter of
2019, according to the latest Confused.
com Car Insurance Price Index in
association with Willis Towers Watson.
The decrease reflects a trend of price
fluctuations that has continued for the
last 12 months. The average cost of car
insurance is now £783, following a
£23 (3%) increase over the past year,
according to the comprehensive car
insurance price index in the UK, which
is based on price data compiled from
almost six million customer quotes
per quarter. Graham Wright, UK
Lead of P&C Personal Lines Pricing
at Willis Towers Watson, commented
that the fluctuations in premium levels
seen across recent quarters reflects
uncertainty in the industry arising from
both the implications of the Ogden
discount rate change announced in July
and the FCA’s interim report on general
insurance pricing practices.
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