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Disclaimer

The views expressed in this presentation are that of the author 
and do not reflect the views of Willis Re Inc., Willis Group 
Holding, PLC or any member company of Willis Group 
Holdings, PLC (collectively “Willis”). The views expressed 
herein do not express or waive any position by Willis on any 
matters contained herein. This presentation is for informational 
purposes only and does not constitute legal or professional 
advice. Willis disclaims any liability arising from this 
presentation or the views expressed herein.
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Current Conditions
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“April 1 renewals have seen a softening of rates across nearly 
all classes and geographies” (Willis Re 1st Review):
 US Property Cat pricing followed the 10-20% reductions at 1/1 with 10-20% at 4/1.

 Citizens 2014 placement; substantial expansion from $1.9B in 2013 to close to $3B in 
2014, 50/50 traditional and Cat bond split, rate on line declined >30%.

 Global Markets:
 Aviva’s (UK) 1 April renewal renewed with a risk-adjusted rate reduction of 17.5-

20 percent.
 Mutual Saikyosairen, the second-biggest buyer of earthquake excess-of-loss 

reinsurance in Japan, secured a rate reduction of 15 percent at April 1.

 Property and casualty rates for loss free accounts saw significant discounts, while loss 
affected were flat to only slightly positive.

 Marine reinsurance rates highly account specific; Costa Concordia and Sandy loss 
development, accident year experience, and retention increases and co-insurance were 
big drivers of pricing levels.



Current Conditions
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- Spreads on Cat Bonds have reduced 45-60% since 2012, 
with record issuance and risk outstanding in 2013.

- Citrus Re cat bond providing $150m of Florida wind,  
dropped 17% during the marketing process.

- ILS premium Indexes:
- WCMA down 11% in 1stQ 2014
- Lane Financial Index down 28.5% yoy at 3/31/14
- Guy Carpenter estimate of -15-20% at April 1. 



Supply Factors

 “10 pounds of capital in a 5 
pound bag”

 Total capital available to write 
reinsurance rose 7% in 2013 to a 
new record of $540bn (Aon Benfield)

 Reinsurer 2013 results driving up 
retained capital

 Continued cascade of third party 
investors
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Supply Factors - Results

 Reinsurer 2013 results:
– “Lloyd's made a combined profit of £3.2bn ($5.3bn) last year, up 

from £2.8bn in 2012”
– “Berkshire Hathaway posts $3bn underwriting profit, the highest 

since the post-Katrina underwriting years of 2006-07”
– “Everest Re beats Wall Street with record profits, Net profits for the 

period surged from $58.8mn to $364.6mn.”
– “Record TransRe underwriting profit drives Alleghany in 2013”
– “Validus reports record results and increased 1.1 proportional 

writings”
– Munich Re posts profit of €3.3bn for 2013
– “Swiss reported a forecast-beating 50 percent jump in its fourth 

quarter profit; for 2013 as a whole, the reinsurer reported net 
income of $4.4bn, an increase of 4.7 percent.”

– RAA results for 2013; 86.8% CR, $12.4 billion in earnings
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Alternative Capacity / Collateralized 
Reinsurance
 A very “hot” topic in the reinsurance world; causing significant evolution and 

disruption in the reinsurance marketplace; +$50 Billion of capacity
 Effectively a way for non-reinsurance investors (hedge funds, pension funds, 

mutual funds) to participate in the reinsurance market through “collateralized” 
transactions; 

 “Promise to pay” collateralized on each transaction versus the rated balance 
sheet of  traditional reinsurance;

 Forms of collateralized transactions: Catastrophe Bonds, Collateralized 
Reinsurers of traditional structures, Industry Loss Warranties, Sidecars

 Investors not reinsurers; want funds back at the expiration and require 
commutation;

 Generally single shot / no reinstatement; 
 Heavily model reliant;
 Well positioned on  short tail and cat business where high confidence in 

modeling; limited marine application to date
 Putting pressure on traditional reinsurance; direct and indirect effects
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Supply Factors – Alternative 
Capital 
 “It is sobering to note that only a .5% allocation of global pension 

funds’ assets under management into ILS products would be 
sufficient to deliver US $150 billion of ILS capacity.” – Willis Re 
1stView July 2013

 Bermudian insurance-linked securities (ILS) fund manager 
Nephila Capital increased its assets under management by 25% 
to $10bn in 2013.

 Investor demand greater than current supply: Credit Suisse 
($5.4b) and  Fermat Capital ($4.5b) have closed funds or have 
waiting lists; (source Trading Risk)
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Demand Factors – Insurer 
Balance Sheet Expansion
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Demand Factors

 Insurance companies holding more capital:
– regulatory requirements
– retained earning, 

 Premium to surplus down, “gearing” has 
eroded, to replace opt to retain more risk and 
accept greater volatility.

 Understanding of risk has developed rapidly
 Reinsurance buying – centralized from line 

managers to senior executives and ceded re 
departments.

 Result = much less buying. 
 Allianz buying $500mn less reinsurance  in the 

market.; Ace, Mapfre, AIG, Travelers, Allianz
have all been in the press for substantial 
decreases in the amount of reinsurance they 
are buying.. 
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Lack of Loss Activity:
Where’s the Wind?

– 2013 was Florida’s eighth consecutive hurricane season without a 
hurricane landfall. This is the longest stretch of consecutive years 
since 1851 that no hurricanes have hit the state.

– The 2013 season had the fewest number of hurricanes since 1982. 
It was also the first year since 1994 that a major hurricane did not 
form somewhere in the Atlantic basin or Gulf of Mexico.



Loss Activity:
Global Marine Reinsurance Market 2013
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MOL Comfort

• Estimated loss of $400M-$500M; implies 
a potential cargo/hull/liability single vessel 
loss of +$2 billion for new generation 
container vessels

MV Smart

• DWT bulk carrier ran aground and broke 
as she departed Port of Richards Bay



Loss Activity:
Global Marine Reinsurance Market 2014
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Houston Ship Channel Oil Spill

• Bulk carrier MV Summer Wind collided 
with a barge carrying about 924,000 
gallons of a heavy bunker fuel in the 
Houston Ship, causing a breach in one of 
the barge’s 168,000 gallon tanks.

RoRo-Passenger vessel Sewol

• RoRo-Passenger vessel Sewol is the 
100th passenger vessel lost since 2002.

• More than 300 missing or dead, mostly 
students



State of the market
Factor Comment Price Effect
Traditional P&C capital Reinsurers have been extremely profitable over the last 10 years

Major losses Katrina, Ike, Global Financial Crisis, and Sandy proved to be 
earnings, not capital, events for reinsurers

Insurance linked securities 
(ILS) capital

ILS have taken an ever increasing share of the Property 
catastrophe, and now other lines, market

Collateralized reinsurance 
capital

Collateralized markets, many driven by hedge fund capital, now 
have $35 billion of AUM

Return targets Low returns from most asset classes have driven average 
reinsurer return targets to mid-single digits

Other factors M&A, reinsurance program restructuring, buyer expense 
pressures, etc. are limiting reinsurance buying

Terms & conditions continue to get more favorable for buyers
Reinsurers are pursuing a variety of options to diversify their risks and premium stream

State of the reinsurance market
“It’s a buyer’s world”
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View of the Future 1

 Possible dislocation between contingent capital and 
underwriting functions of reinsurers:

Capital and underwriting may become even more 
abstracted than we are currently seeing, underwriters 

become agnostic as to the source of capital; 
shareholder equity no longer being considered more 

valuable than external, or alternative, capital. –
Goldman Sachs Alternative Capital view
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View of the Future 2

 “right now the capital markets players aren’t the 
global originators of risk; primary companies like ACE 
are.  The company that can originate and package 
risk at the wellhead, all over the world, across a broad 
swath of products, and has the capability to manage it 
better through sophisticated data analytics supporting 
good underwriting discipline has a winning model for 
the future.  I can envision a day when we aren’t 
simply accessing traditional reinsurers but originating 
risk globally that we package and distribute directly 
through the capital markets. - ACE CEO Evan 
Greenberg, ACE annual letter to shareholders

19



View of the Future 3:
2014 Hurricane Predictions

 Colorado State University researchers are predicting a below-average 
hurricane season for the Atlantic basin in 2014, citing the likely 
development of an El Niño event and unusual cooling of the tropical and 
sub-tropical Atlantic.

 TSR lowers its forecast and predicts Atlantic hurricane activity in 2014 
will be about 25% below the 1950-2013 norm. The precision of 
hurricane outlooks issued in April is low and large forecast uncertainties 
remain for 2014.

 Only takes one making landfall to make it active….. 
 Positive and negative implications
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Source Tropical Storms Hurricanes Intense Hurricanes
CSU Forecast 9 3 1

TSR Forecast 12 +/- 4 5 +/- 3 2 +/- 2
10 Year "Norm" 16 11 4



View of the Future 4:
“Ring Of Fire” Quake 
Activity

 Increased “Ring of Fire” 
Activity in recent weeks

Recent 5.1 magnitude EQ 
struck Southern California, 
USGS estimates a 5% 
probability that the EQ was 
a foreshock of larger event

Magnitude 8.2 EQ struck 
north coast of Chile
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View of the Future 5:
Ultra Large Container Vessels

MOL Comfort Details
 4,382 Containers equivalent to 7,041 TEU.  Overall capacity 8110 TEU
 Estimated Cargo loss approx. $450,000,000 (average per TEU = $63,911)

Implications for Ultra large Container vessel losses:
 There are currently over 100 vessels with capacity greater than 13,000 TEU
 Largest Container vessels approx. 18,000 TEU (Maersk Triple E vessels)
 Cargo values based on $100,000 per TEU, could be as high as $1.8BN

Taken from Swiss Re presentation to AIMU in 2007

Source Average TEU Value Implied Triple E 
Exposure

Matthew O’Sullivan – IUMI 2006 $80,000 - $210,000 $2,610,000,000 
Munich Re: Estimate $80,000 - $100,000 $1,620,000,000 
XL Re Studies $35,000 - $120,000 $1,395,000,000 
MSC Carla (AIMU RI Committee 
Survey) $74,000 $1,332,000,000 

APL China (AIMU RI Committee 
Survey) $211,000 $3,798,000,000 

Japan – LA study $90,000 $1,620,000,000 
LA – Japan study $30,000 $540,000,000 
AIMU Reinsurance Committee $95,000 $1,710,000,000 



View of the Future 6:
Higher Asteroid Risk

 “Risk of asteroid hitting Earth higher 
than thought, study shows” (Reuters, April 
22nd, 2014)

 A global network that listens for nuclear weapons 
detonations detected 26 asteroids that exploded in 
Earth's atmosphere from 2000 to 2013, with the force 
of a nuclear blast.

 Asteroids as small as about 131 feet have the 
potential to level a city

 Pat Robertson Says Doomsday Asteroid Could Hit 
Next Week, "I did the science on it,"  (Huffington 
Post, April 22nd, 2014)
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THANK YOU!


