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Current positioning of the (re-)insurance market  
Soft market taking its toll on insurer profitability, reducing risk appetite 

 Fundamental underwriting performance deteriorating due to prolonged soft market. 
 Combined ratios (Losses / Premiums) moving up. Current  accident year (2016) results for 

insurance companies are expected to be near or above 100% meaning that new business is 
being written at a loss. Reinsurer combined ratios still below 100% but this is largely thanks to 
lower than budgeted catastrophe losses. Had reinsured cat losses been at budget, then 
reinsurer’s accident year results would also have been negative.   

 Calendar year combined ratios still below 100% thanks to reserve releases from prior years, but 
there are signs that the level of reserve redundancies from past years is drying out. Some 
companies (AIG) are reporting deterioration on older years. 

 Investment income continues to drop as older higher yielding investments mature and are 
replaced with new assets at lower returns. Many companies are shortening their duration to limit 
the potential downside of future interest rate increases which only serves to further reduce net 
investment income. As a result, net income (=underwriting result + investment income – general 
corporate expenses and debt service) is declining. ROEs under pressure and falling below cost of 
capital. 

 Appetite for volatility is reduced. Many insurers buying more reinsurance to limit their earnings 
volatility (AIG, Zurich, Generali). 
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Current positioning of the (re-)insurance market  

 Primary insurance rates still under pressure (-5 to -10% depending upon market). Larger 
commercial and middle market risks seeing most pricing pressure. 

 Top line organic growth very difficult to achieve in mature markets.  
 Increased emphasis on M&A to generate growth in both the insurance and reinsurance 

marketplace. (Sampo / Endurance, Fairfax / AWAC, rumours about Allianz / QBE and Generali) 
 Inflation now beginning to increase. This will negatively impact reserve adequacy particularly on 

the long tail casualty and motor claims. Central Banks are holding back on interest rate increases 
due to uncertain political environment (Brexit, European elections in 2017, new Trump 
administration). As a consequence expect further pressure on underwriting margins and 
profitability. 

 Ability to absorb smaller shock / cat losses without impacting reported combined ratios no longer 
present. Witness impact of smaller events such as the Ft McMurray wildfire in 2nd quarter.  

 So in general, a lot of signs that a turn in the market is imminent, but few companies are willing to 
be the first to move rates up. Situation similar to markets in 1999 with the exception that interest 
rates are far lower today. 

 What will trigger a turn? Larger cat event ( > $30 billion) possibly coupled with a sharp increase in 
interest rates 
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 Reinsurer’s top line revenue for 2016 generally 
flat to slightly down. Exposure (catastrophe 
accumulations) generally flat or up. Both trends 
reflective of a risk adjusted decline in rates in 
2016 of between 5 and 10%. 

 Demand for reinsurance capacity generally flat 
with respect to vertical protection (per 
occurrence). More emphasis (due to rating 
agency pressure) on horizontal protection 
(reinstatements or second, third event back up). 

 Renewal rates for catastrophe risk generally flat 
to down 5% in peak US and retrocession  
markets. Still greater pressure in non-peak 
“diversifying” territories.  

 Only outlier was marine retrocession where rates 
were up by 20 to 40% following large losses     

Implications on reinsurance renewal at 1 January 2017 

Territory
Loss free          
% Change

Loss hit              
% Change

Asia  -7.5% to -15%  +10% to +15%
China  -20% to +10%  -5% to +10%
Taiwan  - 5% to -10%  +15% to +25%
Australia  -2.5% to -7.5%  -5% to +15%
Europe wide  -4% to -6% N/A
Germany  -2% to -6% Varies
France  -2.5% to -7.5% N/A
Turkey  0% to -5% 20%
United Kingdom  -5% to -7.5% N/A
Latin America  -5% to -12.5%  +3% to +7.5%
Canada  0% to -5%  +15% to +30%
United States 0% to -5%  +5% to +15%
Non-Maine Retrocession  0% to -5%  +7.5% to 10%
Source: Wi l l i s  Re 1st View "Struggl ing to Stabi l i ze", Jan 1, 2017

Property Catastrophe Rate Movements January 1, 2017

Source: Schroders 

 



       

 Capital in the alternative reinsurance or 
convergence sector continued to grow in 2016 
(estimated at around +10% YoY). Currently 
estimated at between $75 and $78 billion or 
ca. 18.5% of total reinsurance capital. 

 Growth largely in the collateralized 
reinsurance segment. Bond market size 
generally flat despite strong 4th quarter 
issuance window.   

Implications on reinsurance renewal at 1 January 2017 
Alternative Capital: growing emphasis on collateralized reinsurance 
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How did we position ourselves in the renewal? 
Collateralized reinsurance / private transactions 

 Catastrophe: 
– Focused on renewing existing profitable relationships. Risk adjusted rates on primary reinsurance generally 

flat, in some instances down slightly (< 5%). Retrocession pricing stable for peak risk, slightly off (-5%) for 
non-peak perils. Pricing of retrocessional portfolio – even of non-peak perils – technically sound. 

– Avoided direct reinsurance business in Europe, Japan and Australia due to weak technical pricing 
(Premium offered generally below expected loss) 

– Increased exposure to US and Canada regional insurers 
– Added some retrocessional business in non-peak regions at technically attractive rates (particularly Asia) 

 US regional aggregate tornado/ hail exposures 
– Reduced exposure where renewal terms were not reflective of experience and trend, particularly in Texas. 
– Increased participations on some renewal accounts with good performance. 
– Overall weight of non-peak US wind was reduced in comparison to 2016. 

 Non-Cat / Man Made risk 
– Added to marine retrocessional account to participate in strong rate increases (+20 to +40%) post losses 

 Increased allocation to Life ILS Value of in-Force transactions in “All ILS” strategies   
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How did we position ourselves in the renewal? 
Collateralized reinsurance / private transactions 

 

Selectivity was key during this renewal:  

 The declination rate remained high in excess of 70% 

 About 85% of all the transactions were renewed, highlighting  the quality of our relationships and 
ability to source appropriate tailored programs for our Funds. 

 Despite the moderate price pressure it is still possible to find good value where the risk is fairly / 
adequately compensated. However, the error margin has become slimmer and deal selection 
even more important. This explains our high declination rate. 

 Attractiveness of prices varied substantially among individual transactions. 
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Overview of bond market  

Overall the Cat bond market saw a strong year with a weaker fourth quarter where there was higher 
issuance, leading to a minor price correction.  

 Performance was good and exceeded yield which led to a moderate spread tightening 

 The growth of the market was driven by multi-peril issuances. On top of that the market has also 
seen further innovation by the issuance of motor risk. This is a risk that hasn't been present so far 
and underpins the value of the capital market. 

 The secondary market was still active with higher volumes visible. The market has behaved very 
rationally even during stress periods like hurricane Matthew where trading volume remained low. 

 In terms of issuances, we expect a further active 2017 with moderate growth but not double digit 
growth rates.  

 With regard to performance we expect a coupon clipping year. However, cat bonds being floating 
rate notes, coupons will increase along with the raising interest rates, thus supporting  the cat 
bond market yields. 
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Portfolio specific comments 

 

 Despite the challenging conditions, renewal was successful. The overall portfolio composition was  
improved. The pipeline of deals and conditions also gives comfort that additional capacity was 
effectively deployed. 

 Generally, portfolios have been positioned slightly more conservatively. We accepted moderately 
lower yields for a reduction of tail-risk. Yield declines were 0.20 to 0.30% but still stay at healthy 
levels of around 5% to 7.5% depending on strategy and product. 

 We slightly reduced the allocation of frequency driven positions across the board due to 
deteriorating conditions. 

 We increased diversification through other lines of business, in particular by allocating to Life ILS 
where the mandates allowed for it. We view this market segment as still attractively priced with a 
non-diluting yield profile and a more conservative risk profile. 
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Important information 
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The views and opinions contained herein are those of the Schroder ILS team, which may change without notice and which may not necessarily represent views expressed or 
reflected in other Schroders communications or strategies. 
 
This presentation is intended to be for information purposes only and it is not intended as promotional material in any respect. The material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument. The material is not intended to provide, and should not be relied on for, accounting, legal or tax advice, or 
investment recommendations. Information herein is believed to be reliable but Schroder Investment Management Ltd (Schroders) does not warrant its completeness or accuracy. 
The data has been sourced by Schroders and should be independently verified before further publication or use. No responsibility can be accepted for error of fact or opinion. This 
does not exclude or restrict any duty or liability that Schroders has to its customers under the Financial Services and Markets Act 2000 (as amended from time to time) or any 
other regulatory system. Reliance should not be placed on the views and information in the document when taking individual investment and/or strategic decisions 
 
Past Performance is not a guide to future performance. The value of investments and the income from them may go down as well as up and investors may not get 
back the amounts originally invested. Exchange rate changes may cause the value of any overseas investments to rise or fall. 
 
The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are based on our own assumptions which may 
change. Forecasts and assumptions may be affected by external economic or other factors. 
 
Issued in February 2017 by Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA.  
 
Registered No: 1893220 England.  
 
Authorised and regulated by the Financial Conduct Authority 
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