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There will be a sense of groundhog 
day for reinsurance professionals 
sniffing the air at Baden-Baden this 

year. US windstorms, the effect of insured 
losses on rates, industry mergers and 
acquisitions, plus avenues for growth are 
all on the agenda again.

In October last year, delegates to 
Baden-Baden were still absorbing the 
ramifications of insured losses from 
hurricanes Harvey, Irma and Maria 
and their possible effect on European 
reinsurance renewal rates.

This year, insurers and reinsurers were 
still watching the potential for insured 
loss development from Hurricane 
Florence – currently estimated at around 
$5bn – when Michael, the most powerful 
windstorm to make landfall in Florida 
struck the panhandle on October 10 with 
peak intensity of 155mph.

However, early estimates suggest 
that the losses will make Michael, like 
Florence, more an earnings event for 
reinsurers – as opposed to a capital event.

KC & Co gave a flash estimate of 
insured losses around $8bn, based on 
residential, commercial, and industrial 
properties and automobiles, but not 

including the NFIP flood scheme. AIR 
Worldwide reckons that insured losses 
due to winds and storm surge will be in 
the range $6bn to $10bn.

Meanwhile in Japan, September’s 
Typhoon Jebi left widespread wind and 
flood damage across Japan and insurers 
there expect a multi-billion-dollar payout. 
Super Typhoon Mangkhut struck the 
Philippines, Hong Kong, and China with 
insured payouts likely to exceed $1bn.

Nearer to home, windstorms and 
flooding in Portugal, Spain and France 
took a heavy human toll, with insurers 
still counting the cost of Storm Leslie.

Yet despite the headline carnage, 
reinsurance capital is abundant, boosted 
by resilient third party investors. ILS 
market volume is expected to reach a 
record $100bn in 2018. As much as two 
thirds of that amount will come from 

collateralised reinsurance, consisting of 
private contracts between cedants and 
investors that are backed by collateral 
held in trust.

“Collateralised reinsurance will continue 
to grow strongly,” Hannover Re’s Henning 
Ludolphs said as the reinsurer took its 
issuance to $1.5bn this year. “For investors 
and cedants, collateralised reinsurance is 
attractive because of its broader range of 
risks and simpler structure.”

On the traditional side, more focussed 
underwriting is likely to insulate 
reinsurance buyers from across the board 
price rises, according to many market 
players. “Rates should only change when 
you have learned something new about 
the risk. That can happen with or without 
losses. If you’re running a quality risk 
assumption business you shouldn’t be 
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The Florence effect
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overreacting to one year of loss 
– or one loss free year, for that 
matter,” PartnerRe’s Charles Goldie 
told Reactions.

Aon Benfield’s Germany head 
Jan-Oliver Thofern believes that 
capital and competition will override 
reinsurers’ instinct to sharply dial up 
rates. “We are operating in a fairly 
competitive environment with some 
new participants aiming to take 
market share from incumbents and 
existing players willing to hold on 
to their business,” he told Reactions. 
“Also, I have not spoken to any 

reinsurer during the last few months 
that does not have a growth plan.”

Meanwhile, reinsurers don’t 
expect to see an uptick in demand 
for their product any time soon. 
“Europeans tend to buy very 
strategically and don’t change their 
programmes according to the 
market cycle. Demand will remain 
stable,” Jean-Paul Conoscente, CEO 
of Scor’s reinsurance business unit, 
told Reactions. “I don’t anticipate a 
big increase in reinsurance buying 
this time around.”

The difficulty of finding growth, 
combined with the flatter cycle 

and profitability levels depressed 
by catastrophe losses is forcing 
property cat players to look for 
new ways of creating shareholder 
value. “We believe M&A is seen 
as a way to achieve this, and we 
believe the wider industry trend of 
consolidation is likely to continue,” 
J P Morgan said in its post-Rendez-
vous commentary.

Such a prediction of continuing 
concentration and corporate 
restructuring only adds another 
layer of uncertainty for many 
Baden delegates this year – except 
this time it’s personal. l

Continued from page 1

The question of 
whether insurance and 
reinsurance operations 

can coexist in one global 
group was hotly debated 
at the opening symposium 
yesterday evening. Steve 
Arora, CEO of AXIS Re, the 
reinsurance arm of AXIS 
Capital, said that being a 
global composite allowed 
AXIS to solve broader needs 
for a broader client base. 
“You can be a reinsurer 
and a competitor,” he said. “It’s 
important to have the diversification 
and it helps clients to have a re/
insurer with dual capabilities.”

Charles Goldie, CEO, property 
& casualty, at pure play reinsurer 
PartnerRe disagreed, saying that 
a return to global composites was 
not a positive development and is 
ultimately unsustainable. “Insurer 
and reinsurer under one happy roof? 
I’m not so sure,” he said. “Customer 

focus and loyalty are more 
important than ever in a reinsurer 
and trusted partners don’t compete 
with you or hire away from you.” 
Goldie said M&A will ultimately go 
where buyers want it to go. 

However, James Nash, 
international CEO, Guy Carpenter, 
added that while conflicts of 
interest do arise sometimes, he 
didn’t see it as a major issue: “It’s 
about how a re/insurer executes 

on that business model 
that matters.”

Pina Albo, CEO, Hamilton 
Insurance Group, said 
consolidation is back on the 
agenda: “We have seen it 
all before. In fact, the M&A 
cycle is the only cycle that’s 
left in the business.”

There are different drivers 
of M&A today, Albo said. 
There’s a perceived need for 
a massive global footprint. 
Low interest rates have put 

pressure on profitability and the 
need for underwriting income; plus 
Solvency II and equivalent regimes 
have created the need to diversify 
more.

“It all makes sense on paper, 
but it doesn’t always work out in 
practice because integration can be 
challenging. Is bigger better? Focus 
is better,” she said, adding that 
organic growth can often be a more 
sustainable option. l
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the quantum of capital needed 
and how it can be reduced or 
reconfigured, perhaps by adjusting 
their internal model or changing 
their asset allocation. Equally, we 
could have a discussion on the 
available practical options to do 
with conventional/customised 
reinsurance, or the capital markets.

The underlying theme is that 
if a client is constrained on their 
margins, we can find a way to 
optimise their capital. It’s actually 
possible to make a sizeable impact 
through this process of fine tuning. 

Is it for everyone, big and small?
It’s certainly not an advisory 
service that only major clients can 
afford. Our aim is to deliver the 
support to the clients that need 
it – including the smaller and 
mid-sized players – plus Lloyd’s 
syndicates. Often, such entities 
don’t have the resources to do the 
work themselves. Also, where we 
have an existing relationship, we 
already have good insights into the 
client’s business.

With the bigger, more 
sophisticated clients, it follows 
that our intervention is going to 
be more customised and related to 
specific needs.

The challenge for all insurers is 
that they have to contend with 
small margins on the underwriting 
side and on the investment side, 
while feeling the pressure on capital 
levels from regulators and rating 
agencies. It’s important for clients 
to understand the link between 
the investment and underwriting 
strategies, and the potential that 
exists for us to improve returns 
on both sides. We work closely 
with our client teams and 
that allows us to deploy 
our experts in a short 
timeframe.

What’s the thinking behind 
the role of the Capital Advisory 
unit?
It really came out of the Aon 
United ethos, which emphasises 
our group’s ability to work as a 
unified team to provide advice and 
solutions across many different 
areas of clients’ businesses. For 
Capital Advisory, that meant 
pulling together a range of Aon 
resources to help clients manage 
their capital more proactively 
and effectively. And by clients we 
mean insurers, reinsurers, Lloyd’s 
syndicates, and even captives 
potentially.

Our overarching aim is to help 
all our clients fine tune the level 
and the composition of their 
capital structure in relation to 
the business they write, utilising 
Aon capabilities in areas such 
as structured and alternative 
reinsurance, life reinsurance, 
financial modelling, and rating 
agency expertise for example.

But, importantly, we are also 
utilising expertise from Aon’s 
investment unit, so that we can 
advise on the asset side, as well 
as the liability side of clients’ 
businesses.

So Capital Advisory functions 
both as a dedicated team, but also 
as a networked group of internal 
resources. You could say we’re 
building a closely coordinated 
ecosystem.

It’s not about providing access 
to an array of products?
We deliberately called it ‘Capital 
Advisory’ to emphasise that 
analysis and advice is the first 
step: it’s not a product push. We 
want to identify the drivers of the 
client’s capital needs, now and in 
the future, depending on their 
business plan. Then we examine 

Alternative capital is making 
big inroads into the industry: 
how do you see its deployment 
evolving?
Reinsurers have, and will continue 
to make use of alternative capital to 
ensure they can continue to service 
their clients effectively, particularly 
in terms of retrocession. But now, 
such [third party] capital is finding 
ways into primary insurance. The 
challenge for us is to find the most 
efficient way of connecting capital 
with risk. There’s still a lot of work 
to do in terms of bridging the gap 
between the capital markets and 
the very different world of primary 
insurance. Our role is to ensure 
that both sides benefit by making 
the link work. 

Are clients ready for the Aon 
United approach?
Absolutely, and in many ways 
the Aon United approach is 
really pushing at an open door 
because there is a growing 
willingness among insurers 
towards eliminating operating 
siloes. They appreciate that we can 
bring different forms of expertise 
together for our clients in a 
structured way. We have the size 
and breadth of expertise that other 
professional advisory firms simply 
can’t match.

Speaking as a Frenchman, I 
would say that France won the 
football World Cup because 
their manager chose strong 
team players, instead of 
individual superstars. We’re 
aiming to take a similar 
approach with Capital Advisory 

– whereby the effectiveness 
of the unit is a result of 

an extensive network 
of experts, each with 
their own particular 

strengths. l

In a league of their own
Aon’s newly-launched Capital Advisory unit was created to advise clients on both their asset and liability 
strategies, specifically in order to help them optimise the use of capital across all operations. Its leader,  
Eric Paire, who joined Aon at the beginning of 2018, explains why now is the time for a new and united  
approach to capital optimisation.

http://www.aon.com
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Uninsured flood losses from 
Hurricane Florence could stimulate 
growth in the US flood insurance 

market, according to Hannover Re’s 
Michael Pickel, member of the executive 
board for property & casualty target 
markets.

Insured losses from the September 
windstorm, which include claims from 
wind, storm surge, and inland flood 
damage across the Carolinas and Virginia 
are likely to be between $2.8bn and $5bn, 
according to modelling firm RMS.

But in N Carolina only 35% of at-risk 
properties have flood insurance according 
to reports.

“There could be scope for more 
coverage even in a place like N Carolina 
where flood was not previously perceived 
to be a big risk. Also, the NFIP coverage 
is inadequate. So Florence could stimulate 
more discussion around the potential 
for growing the flood insurance and 
reinsurance market in the US,” Pickel told 
Reactions.

He said that Hannover Re is willing to 
expand its role in providing excess flood 
cover: “Flood is going to be a growth 
area in the US because the exposure is 
growing all the time with more coastal 
development, rising values and increased 
risk due to rising sea levels.”

Commenting on other potential 
growth areas for Hannover Re, Pickel 
said that it would target cyber risk in 
the SME segment because it remains 
under developed. “Also, it gives some 
diversification to Hannover Re as our 
exposure has been mostly in industrial 
lines,” he added.

“Smaller enterprises are exposed to 
the new EU GDPR laws and they need 
cover and technical support. There’s a 
lot of potential and in Germany alone 
Hannover Re has signed agreements with 
four insurers to support them in writing 
cyber risk. We can further expand in 
the EU bloc because the wording will be 
aligned,” Pickel elaborated.

“Also, we see that big insurers need help 
with accumulation risk around cyber. 
Again it is diversifying to cat risk, so 

we are looking to provide cyber and cat 
covers together,” he said.

Hannover Re has been selective over 
the companies it wants to work 
with on cyber and expects the 
business to grow organically 
with them. “We want to see a 
quality portfolio and we won’t 
support a company writing 
more than €25m maximum 
line, for example,” he said.

Industrial lines business 
continues to be a bugbear 
for reinsurers, especially in 
Germany, Pickel said: “There 
is too much competition 
even on loss affected 
business to even stabilise 
prices. It’s an incredibly 
difficult market at the 
moment because of more insurers coming 
into the market. Companies that withdrew 
from industrial fire have returned.”

Structured reinsurance designed to 
provide insurers with solvency relief is 
another growth business, according to 
Pickel. “There are some markets in Europe 
that are not well advanced with Solvency 
2, such as Italy. But now solvency ratios 
are becoming a real issue and for a 
company that needs to improve its ratio, 
quota share reinsurance is a good capital 
relief solution,” he said. “In other countries 
too, insurers are coming under pressure 
from their authorities to tighten up risk 
management to buy higher cat covers – 
for example in Switzerland in France.

“In the US, we have written some 
sizeable transactions prompted by 
changes in the AM Best formulas.”

Consolidation in the insurance market 
could bring opportunities, Pickel believes.

“When two companies combine it is 
natural that they want to achieve synergies 
in the reinsurance programme. However, 
a counterpoint is that when two big 
companies come together the last thing 
they want is volatility caused by a major 
loss from the combined portfolios. So they 
will actually buy more reinsurance during 
the integration-phase,” he said. “We will 
see more M&A, most likely involving the 

Bermuda market. Hannover Re is happy 
to continue using its capital efficiently.”

Hannover Re stands to benefit from 
Brexit too. “It could be an opportunity for 
us to attract more business that is usually 
placed into London. The uncertainty 
around a hard Brexit is causing European 
clients to question whether a reinsurer 
based in the UK will be able to pay 
claims. If this uncertainty persists up to 
the renewals there will be opportunities 
for us, from a continental European 
perspective,” he said.

Commenting on the outlook for 1/1 
renewals in the US market Pickel said 
that rising inflation means loss costs are 
increasing: “It makes us more sceptical 
about casualty lines in the US, due to 
medical inflation, for example. So we’re 
looking for improved terms in longtail 
business like workers comp, for example.

“On the property cat side, it will be a flat 
renewal if there are no more hurricanes,” 
he added.

In the wider market, improvements 
are needed in the (industrial) property 
per risk account because of the uptick in 
large industrial losses. “Recent ‘manmade’ 
events include an explosion in a 
petrochemical plant in Ingolstadt, Bavaria. 
This came on top of the Abu Dhabi Adnoc 
Refinery fire last year which will cost 
insurers about $2bn,” Pickel said. l

Hannover Re eyes US flood 
insurance potential

“Flood is going to be a growth area in  
the US because the exposure is growing all 
the time with more coastal development,  

rising values and increased risk due to  
rising sea levels.”

DR MICHAEL PICKEL
HANNOVER RE
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The protection gap is a topic that’s 
usually less associated with 
European markets than it is with 

other countries. But 2019 is the 10th 
anniversary of the earthquake that 
devastated the town of L’Aquila in 2009 
when over 300 people were killed. A 
similar number died in 2016 when the 
town of Amatrice was destroyed by 
earthquake; another event across the 
Emilia Romagna region in 2012 killed 20 
and displaced thousands.

Most of the economic losses caused by 
earthquakes are uninsured and Claudia 
Cordioli, head of south and west Europe 
at Swiss Re, says more needs to be 
done to extend earthquake insurance 
protection in Italy.

“The government’s move to give fiscal 
benefit to earthquake insurance helped 
stimulate demand by incentivising 
homeowners but awareness of insurance 
that covers earthquake risk has only 
grown a little since Amatrice and Italy is 
still underinsured,” she says.

If the state offloads some of its exposure 
to private insurance and reinsurance 
companies, the recovery effort can be 

made more effective, Cordioli says: “The 
government needs to take decisive action 
and cooperate more with the private 
sector to find sustainable solutions to 
earthquake risk.”

“The Italian Church has launched this 
year the first National scheme to protect 
all churches in Italy against earthquake, 
and we are proud to support it. I hope the 
Italian government will be encouraged by 
seeing how an institution like the Church 
has taken action. The government granted 
emergency aid after L’Aquila and Amatrice 
but the population in these areas is still in 
a very precarious situation,” Cordioli says.

On the public/private partnership side, 
Swiss Re is in dialogue with regional 
and municipal stakeholders to promote 
reinsurance solutions. “The struggle for 
Italian politicians is that there seems to 
be an expectation among the population 
that the government will step in to help 
when there is a disaster. A possible 
answer is to incentivise the population 
to buy insurance, rather than make it an 
obligation,” she says.

Commenting on the wider reinsurance 
renewals picture Cordioli believes that 

natural disasters beyond Europe could 
have an effect on the January 1 renewals.

“Reinsurance still works as a global 
capacity pool, hence Hurricanes Florence 
and Michael in the US could have an 
effect on renewals in Europe. But it’s 
worth bearing in mind that the HIM 
events of 2017 didn’t affect prices as much 
as was expected in countries that were 
not directly affected,” she says.

“We expect an impact on prices in some 
markets where clients were loss affected 
– by the wildfires or drought for example 
– including those [insurers] that had loss 
exposure abroad. It will be a differentiated 
picture according to line of business and 
the country/client in question.” l

New ways of dealing with legacy 
portfolios are needed by European 
insurers preparing for a digital 

business environment, according to 
Susanne Kaske, capital solutions manager 
for EMEA at Swiss Re.

German primary insurers have 
embarked on a tremendous effort 
to prepare themselves for the 
challenges ahead in a digital future, 
Kaske says. “However, a commonly 
encountered brake on innovation is that 
discontinued legacy portfolios place a 
large burden on administration and IT,” 
Kaske says. “This ties up capital and 

resources that should go into preparing 
for the digital future.”

Kaske advises a modular approach to 
run-off, using retrospective reinsurance 
cover, for example to achieve capital relief. 
“Or we can offer claims handling services 
and ultimately transfer the portfolio to 
ourselves, with all rights and obligations, 
including IT and administration,” she adds.

Swiss Re set up Swiss Re Portfolio 
Partners S.A. (SRPP) in Luxembourg as a 
wholly owned subsidiary in 2016, to run 
off non-life portfolios.

“In numerous discussions in Europe 
and also in Germany, clients tell us about 

issues with ageing IT systems,” says Anita 
Wackerl, senior client manager with Swiss 
Re. “Some lack the staff to manage legacy 
portfolios. Others cite strategic reasons 
for no longer wanting portfolios in their 
current form. We are familiar with these 
and similar challenges and have been 
able to build up expertise over time in 
handling such portfolios.” l

CLAUDIA CORDIOLI
SWISS RE

SUSANNE KASKE
SWISS RE

Modular run-off helps 
insurers get fit for the future

Italy’s ‘quake insurance 
gap needs closing
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Breaking the model mould
Christer Pehrson, managing director of client development at RMS, talks to Reactions about the big 
challenges facing catastrophe modellers

People criticised modellers over 
the disparities between HIM loss 
estimates: are we any nearer to 
closing the gap?
If we take Hurricane Maria as an example, 
our loss estimates made at the time have 
not needed to be updated, and we know 
this has not been the same with other 
modelers. There are a couple of examples 
that vindicate our approach to catastrophe 
response after the 2017 hurricanes. First 
is the value and importance of detailed 
research on the building stock and 
vulnerabilities prior to a catastrophe event. 
For Hurricane Maria, we had sent teams 
of vulnerability engineers to Puerto Rico 
and the principal islands of the Caribbean 
two years before, to work with insurers, 
get to know the typical construction types 
such as the famous concrete houses, and 
visit some of the principal industries – 
like the pharma manufacturers. For both 
Hurricanes Irma and Maria, we had a 
good understanding of what is insured 
and how the buildings would respond to 
intense hurricane winds.

Second was our use of RMS HWind 
data, a leading source of real-time and 
post-event tropical cyclone datasets. 
Through HWind, we knew the size and 
strength of Maria’s wind field over Puerto 
Rico, even when the local weather radar 
station was destroyed – data that was not 
available to other modelers. By analysing 
the wind field, we knew how Maria’s track 
would convert into loss.

Finally, with Harvey’s flooding in Texas, 
our inland flood modelling capabilities 
allied with high resolution digital terrain 
models, building-specific exposures 
and vulnerabilities made it possible for 
RMS to develop detailed flood footprints 
and loss estimates, for a relatively 
unanticipated event.

One challenge for modellers is ‘loss 
development’ and the uncertainties 
around that: is there room for 
improvement there?
A catastrophe, such as a hurricane, is no 
longer simply a loss that can be rapidly 
settled and repaid but has the prospect 

of turning into a long-tailed loss, more 
akin to a liability claim. The principal 
driver for this is lawyers getting 
involved in the claims process, often 
after a contractor has encouraged the 
property owner to sign an “Assignment 
of Benefits” form. While legislation in 
Texas has now attempted to resist this 
inflation in costs, claims litigation is 
rampant in Florida, and will inevitably 
add to the costs of the latest Hurricane 
Michael losses. However, this is not 
a phenomenon that is restricted to 
southern US hurricanes. In New Zealand 
after the Christchurch earthquakes, 
homeowners believed that claims had 
been settled too fast, without all the 
damages being established, and got the 
claims reopened. The total insurance loss 
increased by 10%, even five years after 
the earthquakes had ended.

While insurers like to determine 
their own estimates of loss adjustment 
expenses, it falls to RMS to determine 
how litigation will inflate the cost of the 
claims. This claims inflation capability 
within the post-event loss amplification 
methodology, developed by RMS after the 
2005 hurricanes, provides the means to 
anticipate the impact of an expansion in 
litigated claims.

Flood is rising up insurers’ agendas 
in Europe and the US: are the 
models keeping up with re/insurers’ 
willingness to write the business?
Flood can span across a broad range of 
temporal (time) and spatial scales, and as 
a result, with a large region such as Europe 
for example, there are plenty of strategies 
to adopt to diversify the risk. Look at 
differences in flood seasonality; the UK 
peak flood season is in the autumn/winter, 
whereas there is a very limited risk of 
flooding in the snow-bound Alps during 
this period. For portfolios distributed in 
eastern France and Belgium, or Germany 
and Czech Republic, the opposite applies 
as there is a potential concentration of 
risk, which might be subject to large losses 
as several long European rivers cross these 
countries.

Investment in flood defenses can bring 
significant benefits, with some studies 
showing examples where the long-term 
savings can be worth five times the 
investment or more. Understanding the 
benefits that effective flood protection 
brings opens up more opportunities to 
write more flood business and improves 
both mutuality and diversification.

With major rivers, and flood events 
spanning across countries, a pan-
European approach is essential for risk 
diversification and RMS’s model is the 
only pan-European flood model available 
in the market.

How much progress is being made 
on emerging risk models?
Emerging risk models require new 
scientific analyses and techniques, 
principally due to the lack of historical 
data sets to base them on. The models 
created are therefore fully probabilistic, 
analysing what is most probable to happen, 
based on current existing information.

For cyber, the challenge lies in modeling 
a growing and evolving peril – cyber 
loss levels, industry sectors, geographic 
spread, are all increasing as is the demand 
for cyber insurance.

But the patterns of cyber incidences 
from the past two decades, reflected in 
the RMS risk analysis framework, have 
largely persisted as the market has grown, 
confirming many of the key modeling 
principles of cyber loss that our clients 
use to manage their risk.

For terrorism – almost twenty years after 
terrorism risk modeling began after 9/11, it 
is still suggested that the vagaries of human 
behavior render terrorism risk modeling 
an impossible challenge. Terrorism risk 
modeling, as it has evolved from an RMS 
perspective, is unique in being based on 
solid principles, which are as crucial as 
the laws of physics are to natural hazard 
modeling. This is because terrorism is a 
control process. Unlike natural hazards, 
which are unrestrainable, Western counter-
terrorism forces greatly restricts the 
domain of possible actions that terrorists 
can undertake without being arrested. l
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No end to London market pressures – Fitch

Profitability among London market 
insurers will remain under pressure 
in 2018, according to Fitch Ratings. 

Although rates have improved following the 
catastrophe losses incurred in the second 
half of 2017, the pricing environment in 
the London market remains under pressure 
due to excess capacity in the market fuelling 
competition, Fitch said.

Catastrophe losses from third quarter 
2018 events, including hurricane Florence 
in the US and typhoons in Asia, are 
likely to be within annual catastrophe 
budgets for London market insurers given 
the benign first half of the year. Major 
losses contributed only 0.6% to Lloyd’s of 
London’s reported combined ratio in 1H18, 
significantly below the 15-year average.

However, any further large losses in the 
fourth quarter of 2018 could put further 
pressure on earnings, Fitch warned. 
Hurricane Michael struck after Fitch 
released its report.

Expense ratios remain high and reserve 
releases are expected to provide only 
limited support to earnings. Initiatives 
such as Lloyd’s making mandatory the 
electronic placement of risks are intended 
to improve market efficiency and reduce 
back office costs – but Fitch says it 
believes that the benefits will take time to 
work through.

In preparation for Brexit, London 
market insurers with EU operations have 
set up subsidiaries in the EU to mitigate 
the impact of the loss of passporting 
rights and be able to continue writing 
EU business. However, the legal ability of 
UK-domiciled insurers to pay claims on 
existing policies written in respect of EU 
business after a no-deal Brexit remains 
unclear, Fitch warns in the report.

Policies will need to be transferred to an 
EU subsidiary by means of Part VII transfer, 
which many insurers will not be able to 
achieve prior to 2019, Fitch thinks. l

35

37

39

41

43

45

2012 2013 2014 2015 2016 2017 1H18

(%) ª Beazley, Brit, Chaucer, Hiscox, Lancashire

Source: Companies, Fitch

Expense ratios on the rise
Average for a selected group of London Market companiesª 

Renewal rates
Overall renewal portfolio

-3 -2 -1 0 1 2 3 4

Beazley

Brit

Lloyd's 
of London

(%)

1H18 1H17

Source: Companies

http://www.mapfrere.com


12 | www.reactionsnet.com  BADEN-BADEN REPORTER: MONDAY 22 OCTOBER 2018

SURVEY

Lack of underwriting talent a 
growing issue for brokers

The insurance industry is struggling 
to attract a new generation of 
talented underwriters at a time 

when such expertise is vital to cope with 
complex perils like cyber threats and 
climate change, according to a survey 
from Bermuda specialty insurer Argo 
Group International.

Argo says the fears expressed by 150 
brokers and 200 small and medium 
enterprises (SMEs) taking part in the 
survey are compounded by continuing 
geo-political volatility.

The Future of Insurance – 2018 
Insights: Risks, Uncertainty and a 
Looming Talent Gap found that 54% of 
brokers are concerned about a talent 
gap developing among underwriters 
over the next five years.

Nearly half of brokers ranked Russian 
cyber hacking as the biggest potential 
global threat to their clients, followed by a 
full blown trade war between the U.S. and 
China and then terrorism.

“At a time when technology and 
emerging risks are evolving at a 
rapid pace, the significant gaps in 
knowledge revealed in the survey pose 
a clear challenge to the industry. This 
wide-ranging research demonstrates 
that there is an opportunity for the 
industry to develop a new generation 
of talent to help businesses navigate 
uncertainty and evolving risks,” said 
Gary Grose, group head of producer 
management at Argo.

Respondents, who were asked in 
detail about their concerns on a wide 
range of issues affecting the insurance 
sector, said that cyber threats are at 
the forefront of emerging risks. One 
hundred per cent of brokers said that 
cyber threats are a medium- or high 
priority emerging risk in the next 12 
months, while 84% of SMEs reported 
the same.

However, after cyber threats 
respondents’ assessments of risk diverged. 
SMEs ranked the following as the top 
three medium- or high-priority emerging 
risks in the next year: virtual technologies 
(70%), the internet of things (64%) and 

climate change (58%).
Meanwhile, brokers delivered a different 

rank: the internet of things (87%), 
drones (72%) and blockchain technology 
(64%). The only overlap in “priority” 
emerging risks for the next year involves 
the internet of things – devices that are 
vulnerable to cyber threats.

Mind the talent gap
The insurance industry faces a talent gap 
worsened by a perception that it is slow 
to innovate, Argo reckons. Fifty-four 
percent of brokers believe the biggest 
industry talent gap in the next five years 
will be with underwriters – which, given 
the increasing momentum of global and 
emerging risks, poses a unique challenge 
for the industry, it says.

Thirty-five percent of brokers attribute 
the talent shortage to a general slowness 
to innovate in the industry, while 
32% cite an overall lack of knowledge 
about the insurance industry. Brokers 

generally agree there is no shortage 
of talent in sales, marketing, legal and 
administrative roles.

Argo says there is some reluctance 
among both brokers and SMEs to use 
new technology to innovate and that 
cost is the most commonly cited reason. 
Forty-five percent of brokers and 41% 
of SMEs cite cost as the most significant 
barrier to innovation.

“Specialty insurance is in a unique 
position in that it deals with new ideas 
and new threats – and that means new 
opportunities and new challenges. 
Despite some hesitancy on the part of 
both brokers and SMEs, the clearest 
and most effective way for established 
insurers to ensure sustainable growth is 
to combine advanced technology with 
insurance expertise,” Grose said.

Geopolitical risk stakes are high
Although there is some disagreement 
regarding what constitutes the single 
biggest global threat facing SMEs, there is 
general consensus among both brokers and 
SMEs that cyber hacking is a serious worry.

Half of brokers ranked Russian cyber 
hacking as the biggest potential global 
threat to their clients, followed by the 
trade war between the US and China 
(45%), terrorism (43%), the US political 
climate (42%), worsening relations with 
Iran (26%) and escalating tensions with 
North Korea (22%). In contrast, the US 
political climate ranked the biggest threat 
among SMEs (40%), followed by Russian 
cyber hacking (34%).

Other findings from the report include:
 l Almost half of brokers (47%) and 67% 
of SMEs are aware of the long-term 
risks of climate change;

 l Even though cyber risk is on the 
rise, SMEs seem overconfident and 
underprepared – 61% feel prepared, 
and 43% have no plans to buy cyber 
insurance – which could lead to 
heightened vulnerability;

 l There is a widespread belief among 
SMEs (78%) that automation and 
artificial intelligence will expose them 
to new liabilities. l

“At a time when 
technology and  

emerging risks are  
evolving at a rapid pace, 

the significant gaps  
in knowledge revealed  

in the survey pose a  
clear challenge to the 

industry.”
GARY GROSE

ARGO
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IN BRIEF

New “influencer” 
insurance launched by 
Hiscox

An insurance policy that covers the risks 
faced by “influencers” and high profile 
individuals as they lead their lives in the 
public eye has been launched by Hiscox. 
The new product, that includes cover for 
breach of promotional contract, is a first 
in the UK market Hiscox claims.

The influencer market is estimated to 
reach as much as $10bn by 2020 and in 
2017 alone, there were over 13 million 
brand-sponsored posts on Instagram – 
with this number expected to double by 
the end of this year.

The policy will be aimed at those 
with a public reputation and/or social 
media used for commercial purposes, 
such as Instagram users promoting 
products, those monetising a YouTube 
channel, podcast hosts, guest lecturers 
and those endorsing major brands. 
The product will include cover such as: 
breach of a promotional contract; breach 
of advertising legislation – including 
unintentional breach; unauthorised access 
or posting on a social media account; 
defamation and breach of privacy.

James Brady, head of media, Hiscox 
UK & Ireland said: “Influencer marketing 
has expanded exponentially in recent 
years as brands increasingly leverage the 
power and sway these individuals have 
over public opinion and product sales. 
As a result, influencers and those in the 
public eye are facing an evolving set of 
often complex risks.”

Greenlight Re invests 
in blockchain start-up

Greenlight Re Innovations, part of 
Cayman based reinsurer Greenlight 
Capital Re, has made a strategic 
investment in Galileo Platforms, a Hong 
Kong-based insurance and reinsurance 
“platform as a service” blockchain 
business.

Focused on emerging markets in 
Asia, the secure platform is designed to 
reduce IT costs and eliminate high-cost, 
low-value components in the insurance 
distribution chain, Greenlight said.

The deal is the first made by Greenlight 
Re Innovations since it was launched 
in March 2018 to find technology and 
innovation opportunities relating to the 
reinsurance and insurance markets.

Galileo was formed in May 2016 by 
Mark Wales and Annette King. The duo 
are seasoned executives in the Asia 
Pacific region with start-up expertise 
in insurance, wealth management and 
banking, working for companies such as 
Deloitte, Capgemini, Manulife, AXA, and 
Mercer.

Annette King: “We’re excited to have 
Greenlight Re as the lead investor for 
our Series A funding round. We share 
a common vision that blockchain 
technology can transform the insurance 
industry, by enabling more agile product 
design, making transactions more 
transparent, and enabling real-time 
transactions amongst all the parties.”

London’s delegated 
authority platform 
goes live

Over 50% of the London market had 
signed up to the new DA SATS platform 
when it went live last month. The London 
Market Group’s Delegated Authority: 
Submission, Access and Transformation 
Solution is a core part of the London 
Market Target Operating Model which is 
designed to make London an easier place 
to do business.

DA SATS provides a central service to 
standardise the collection, validation, 
processing and supply of delegated 
authority data across the market. Half 
the underwriting and broking businesses 
that focus on delegated authority 
business have signed up for the service, 
with four of the five largest managing 
agents on board.

Ian Fantozzi, COO at Beazley and 
market sponsor for the project, said: “We 
are delighted to be launching this service 
to capture the right information at the 
right time to make underwriting and 
claims processing as efficient as possible 
for everyone in the value chain. This will 
help brokers and underwriters to attract 
coverholders to London and means that 
coverholders and TPAs will only have to 
send data once.”

By uploading data directly into a 
secure central platform, coverholders 
will no longer need to email unsecured 
spreadsheets, helping protect 
customers’ data and increasing efficiency 
by eliminating effort and duplication, 
LMG says.

Aon launches PA 
terrorism product

An insurance policy designed to help 
businesses provide timely financial 
support to individuals affected by a 
terrorist attack on a company’s premises 
or owned space has been launched by 
Aon in collaboration with Pembroke 
Managing Agency at Lloyd’s. When 
members of the public are injured in a 
terrorist attack, it can often take months 
for those affected to receive financial 
aid from either the government or 
(where available) charity funds. The 
Public Protection Policy (PPP) provides 
an aggregate policy limit of up to £50m 
per event as direct support to terrorism 
victims and their families.

Political risk losses on 
the increase – survey

Increasing geopolitical tension is causing 
a rise in political risk exposures, with 55% 
of global organisations with revenues 
greater than $1bn experiencing at least 
one political risk loss exceeding $100m 
in value, according to a survey from Willis 
Towers Watson (and Oxford Analytica.

The survey also revealed that the 
political risk implications of emerging 
market economic crises are increasing, 
reflecting the market reaction to a flare 
up in emerging markets – most notably 
in Turkey and Argentina.

The most frequently reported political 
risk related loss was exchange transfer 
which affected nearly 60% of those 
experiencing losses, followed by political 
violence (48%) and import/export 
embargos (40%). The key geopolitical 
threats were seen as US sanctions policy, 
emerging market crises, protectionism/
trade wars, and populism and 
nationalism.






