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Positive market sentiment in Monte 
Carlo bodes well for renewal 
discussions in Baden-Baden this 

week, according to Michael Pickel, 
board member at Hannover Re.

“At Monte Carlo the consensus among 
brokers and reinsurers was for an at 
least stable renewal, with increases in 
rates and terms and conditions. The 
impetus is coming from the North 
American primary market, where there 
is sustained hardening,” Pickel told 
Reactions.

Recent loss activity also added to 
momentum.

“Loss activity related to Hurricane 
Dorian and Typhoon Faixi in Japan 
has really strengthened the reinsurance 
market’s resolve. In Germany, storms 
including a damaging hailstorm that 
hit Bavaria in June caused considerable 
damage to cars and property, adding to 
a tightening of capacity for European 
cat reinsurance,” Pickel said.

Pickel expressed surprise, however, 
that there was little talk in Monte 
Carlo about the effect of low/negative 
interest rates on the next renewal. 
“This will especially have an impact 
on all segments of long tail business. 
PC companies will soon start to feel 
the effects of low interest rates in their 
balance sheets and particularly their 
reserves,” he said

Pickel, who is also CEO of E+S Rück, 
the subsidiary responsible for Hannover 
Re’s business in Germany, wants to 
see more action on industrial lines in 
Germany.

“Industrial business needs more rate, 

particularly on the property side and 
many of the major players are more 
focussed on improving their portfolios. 
The big German players especially want 
to have a more stable portfolio and that 
will drive the quality of the renewal,” 
he said.

“At a recent buyers’ conference in 
Germany, speakers were warning 
over the potential for rate increase, 
demonstrating that insurers have 
expressed their intent to hold the line or 
to cancel business.

“An improvement in the market is 
urgently needed because everyone 
is under pressure now. If there is an 
improvement in industrial fire business 
then we will be a willing reinsurance 
partner,” Pickel promised.

Hannover Re’s focus in Germany is on 
reinsurance of motor and also long tail 
business.

“In motor, 2019 will likely see a 
combined ratio of less than 100. But 
it’s clear that a fight for market share 
among primary insurers is going to 
intensify following Allianz launch of a 
new online platform,” Pickel predicts.

“Rates won’t rise and will be further 
suppressed by ‘no-claims’ discounts 
from this year. So a reduction in 
premium volume and more expensive 
claims will push the market over 100 
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“Cyber risk accumulation is 
a big concern for insurers 
and there’s growing 
interest in the potential 
for cyber catastrophe 
protection. Many industrial 
carriers are writing big 
volumes of standalone 
cyber insurance and they 
need to resolve the issue of 
accumulation.”
Michael Pickel, Hannover Re
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Reinsurance executives 
arriving in Baden-Baden 
yesterday were presented 

with a “do or die” warning over 
disruption of their industry.

The question posed to speakers 
for the meeting’s opening 
symposium, Is the (re)insurance 
sector ready for Industry 4.0? 
met with the answer, it doesn’t 
have a choice.

In his introduction, Guy 
Carpenter’s James Nash said that 
robotics and AI will revolutionise 
what and how risks are 
underwritten, with risk data being 
made available to underwriters 
in real time. “It will lead to a 
refocussing of our industry from 
loss indemnification to loss 
prevention.”

RMS CEO Karen White said 
that all industries eventually reach 

a tipping point when change 
is unavoidable and she agreed 
that technology is a catalyst. She 
warned that revolution would be 
“unkind” to industry incumbents 
and that data standardisation is 
essential insulation.

Lloyd’s director of performance 

Jon Hancock pointed out that 
the third industrial revolution 
had passed unnoticed by 
the industry. He said that 
replenishing the sector’s talent 
base is now essential to prepare 
for the future, adding that, “If 
Lloyd’s can do it, anyone can.” l

combined [ratio]. It follows 
that rates in non-proportional 
reinsurance business will have to 
rise and that we will be careful 
on commission rates in the 2020 
underwriting year,” he warned.

Pointing to possible growth 
areas for Hannover Re, Pickel 
said he sees opportunities to help 
primary carriers with reinsurance 
coverage for their legal expense 
insurance business and that the 
company has developed tailor 
made stop loss reinsurance 
structures for this line.

He said that Hannover Re 
could write more property cat 
business in Germany as its 

share is actually quite small 
considering it is the second 
largest property-casualty 
reinsurer in the market.

Cyber risk is another line 
earmarked for expansion. 
“Cyber risk accumulation is a 
big concern for insurers and 
there’s growing interest in the 
potential for cyber catastrophe 
protection. Many industrial 
carriers are writing big volumes 
of standalone cyber insurance 
and they need to resolve 
the issue of accumulation,” 
Pickel told Reactions. “In 
response to enquiries from 
clients, Hannover Re is in the 
process of developing a cyber 

risk accumulation protection 
coverage.”

In a further development, 
Hannover Re is expanding in 
individual coverage concepts 
for clients. “Hannover Re has 
developed structured reinsurance 
solutions aimed at providing 
large insurers with solvency 
relief over set time periods. It is a 
growing business and has about 
€2.5bn premium income,” Pickel 
said. “Capital relief is important 
to big insurers who want to 
protect their financial strength 
rating. But reducing volatility 
is also crucial when it comes 
to continuity with shareholder 
divided payments.” l 
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Tell us about the current trends 
impacting direct & facultative (D&F) 
pricing and capacity?
The picture for property fac business 
is still mixed but we see strong signs 
of hardening in most markets. The 
hardening trend is much stronger in 
property, but in casualty classes we’re 
also expecting overall flat to increased 
rates. The market where we observe the 
most hardening is UK and international 
business, Germany and Benelux, but 
now we’re also seeing it in other regions.

The price development is driven by 
several factors, including losses and 
underperforming segments (heavy 
occupancies), which require some 
correction. We have also seen the 
withdrawal or de-risking of large players 
in some segments, resulting in capacity 
shortage overall.

Is D&F cover being purchased more 
strategically at the key treaty renewals 
and do you expect to see more of this at 1 
January 2020?
Because insurers are reviewing their 
underwriting strategies, fac is being 
used to reduce the volatility on certain 
occupancies, as it always has been to a 
greater or lesser extent. It is also being 
used to maintain market presence and 
relevance by offering portfolio volatility 
protection and supporting underwriting 
strategy. Fac complements the 
underwriting strategy in a very targeted 
and efficient way.

You can also “buy” expertise and know 
how by purchasing fac cover. When you 
launch a new product or enter a new 
market or distribution channel you 
can use the expertise coming from the 
reinsurance fac team to support your 
growth in a profitable and sustainable 
way.

Lastly, fac can be used to provide a 
quick fix on a single risk in order to 
comply with underwriting standards. 
Fac is and always has been a very 
efficient and speedy response to a 

change in risk appetite that occurs at 
short notice.

What growth areas are you seeing?
Due to portfolio de-risking actions and 
capacity, we see a strong increase in 
demand for facultative cover.

We are receiving increased requests 
for strategic fac facilities to help manage 
and reduce the volatility within insurers’ 
portfolios. The second is around 
innovation, with demand for new types 
of products covering new exposures, 
such as non-damage BI, cyber, 
parametric covers, bundled fac business 
and other, more complex solutions. 
We also see opportunities to support 
our clients as they enter new markets 
and begin underwriting new types of 
insurance business, such as insurance 
for the sharing economy.

Cyber is an opportunity for the fac 
market But we remain cautious in how 
we deploy the capacity. Building a solid 
expertise to manage the risk and support 
our client remains our top priority.

Is the role of the broker changing?
The more traditional role of the broker 
is in plugging the gaps when there is 
a capacity shortage. In the past most 
brokers were active in placing accounts 
as a short-term fac solution, but this 
is now evolving and brokers want to 
be more strategic and sell longer-term 
portfolio solutions leveraging the whole 
spectrum of the value chain

The broker has a critical role as a fac 
advisor and in promoting the efficient and 
strategic selling of fac. On some occasions 
we do find we’re competing with brokers, 
but on other occasions we’re working 
with them as partners to find solutions 
for clients that are seeking to access new 
markets or new types of business.

You’ve been in your current role just over 
six months. How are you finding it?
I came into fac from the treaty side and it 
has been a really interesting change. The 

Fac is changing track
Laure Forgeron, head of P&C facultative EMEA at Swiss Re, 
explains how facultative reinsurance is becoming a more 
strategic purchase.

dynamics we are observing on the treaty 
side at the moment are very different 
from what’s happening on the primary 
and facultative side. What we observe 
in fac is that the cycle is not dead and 
insurers are reviewing their underwriting 
strategy and reducing capacity. There is a 
strong willingness to return to profitable 
and technical underwriting.

Being in the facultative team and 
helping the client to navigate these 
changes by providing capacity and 
expertise in order to help maintain the 
sustainability and profitability of the 
portfolio is really interesting.

What is really important in my 
current role is understanding future 
trends and anticipating the major shifts 
of our industry but also constantly 
challenging myself, my team in what we 
do in order to maintain and enhance 
the long term relevance of the fac value 
proposition to our clients. l

“What we observe in 
fac is that the cycle is 
not dead and insurers 
are reviewing their 
underwriting strategy 
and reducing capacity. 
There is a strong 
willingness to return to 
profitable and technical 
underwriting.”
Laure Forgeron, Swiss Re
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The market is a dynamic place right now. 
How is it going to play out in the coming 
year?
The reinsurance market is going through 
its most acute level of disruption since 
the wake of the financial crisis. Twenty 
seventeen and 2018 were the worst two 
consecutive loss years on record both 
in real and nominal terms. In terms 
of reserving, we are now seeing higher 
volatility, and as many net deficiencies 
as net redundancies on a weighted basis 
across all lines. Investor appetite has 
moderated since 2017; we aren’t seeing 
double-digit, year-on-year increases in 
third party capital as we did between 
2012 and 2017. This is down to a 
change in the trade-off between the 
non-correlative aspect of cat versus the 
expected return on cat. With different 
capital dynamics, large losses, and 
reserve volatility come hardening rates 
across multiple business lines. I think 
that within six months, we’ll be able to 
tell if what’s happening now is merely 
cyclical or whether it’s structural.

Will the reinsurance broking oligopoly 
continue?
Not if we have anything to do with it! 
It is so obvious that the market needs 
an alternative right now. Not everyone 
wants to fly Delta, United, or American 
for goodness sake! Hyperion are 
smaller, nimbler, more entrepreneurial, 
British, and more fun! We have been 
building our reinsurance business 
over the last year with a number 
of hires who have given us obvious 
strengths in collateralised reinsurance, 
retrocession, and ILS. This is in addition 
to our well-known, market-leading 
facultative capabilities. When combined 
with top-tier analytics, bolstered by 
industry-leading data, this becomes 
potent combination in clients’ favour, 
which is why I joined Hyperion. The 
market is crying out for a new, exciting 
and independent offering and we are 
delivering just that!

Turning to renewals, what are the forces 
at work that will most inform renewal 
discussions in Baden-Baden this year?
We have already talked about some 
of the drivers such as catastrophes, 
changes in third-party capital flows, 
reserving including isolated, non-
core inflationary trends, and yes, the 
potential for changes in yields and 
discount rates. But this is all 50,000 
foot stuff. At Baden-Baden this year, 
the most important signals will be 
found in the behaviour of reinsurers 
themselves. It won’t be easy to hold 
the line. Twenty-nineteen is actually 
shaping up to be an average or below 
average loss year. European reinsurers 
are, on average, expected to have 
combined ratios in the mid-90s and 
returns on equity upwards of 10%. 
And there is certainly no dearth of 
capital in the sector (although the retro 
market is in a world of its own at the 
moment). Will reinsurers “hold the 
line” as it were, or will the challenge 
of maintaining market share be 
more important? This will be about 
individual behaviour and whether 
carriers walk the talk.

Tell us about your new role at Hyperion
As head of Hyperion X Analytics, I 
am in charge of leading the actuarial, 
catastrophe modelling, strategic and 
data advisory, and sector research 
functions within Hyperion. Our 
differentiators are simple: first, 
we have the data. This sounds so 
straightforward, but it is actually 
a surprisingly rare commodity in 
broking. Without proprietary, client 
consistent pricing, claims and financial 
data, you are just recycling public data 
– which these days isn’t of much value 
to clients. With Hyperion X data and 
technology, we can help our clients find 
pockets of profitability. We can show 
them trends by region and business 
line. We can inform buying strategies. 
We can even use data and especially 

indices to create new ways of risk 
trading. In addition, all of our Analytics 
functions are led or will be led by top 
principals in the sector, for example 
Mark Shumway, who is running 
Advisory.

Can you give a taste of what’s in store?
We are working on a wide variety of 
projects at the moment. Our vision is 
to transform the insurance industry, 
starting with a digital marketplace 
called xTrade. The current system 
of connecting insurance buyers and 
brokers with capacity is outdated 
and is costing the insurers too much 
by driving-up prices. Our digital 
marketplace will change this and 
connect brokers and carriers on modern 
cloud applications. By using rating 
engines, cross-selling, integration 
technologies, data enrichment, and 
machine learning, carriers can select 
additional risks they might not be 
seeing, at much lower acquisition costs. 
And this is just the beginning. l

Making sense of a market in flux
It’s all change for David Flandro, newly appointed managing 
director for analytics at Hyperion X, the data and technology 
focused unit of Hyperion Insurance Group

“Will reinsurers ‘hold the 
line’ as it were, or will the 
challenge of maintaining 
market share be more 
important? This will 
be about individual 
behaviour and whether 
carriers walk the talk.”
David Flandro, Hyperion X
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UK insurers to take profit hit: Fitch

UK motor and home insurers could 
see lower profits in 2020 after 
the Financial Conduct Authority 

(FCA) announced plans to clamp down 
on unfair pricing towards longstanding 
customers.

This is according to ratings agency 
Fitch, which said it is expected the 
FCA measures, due to be clarified 
in the first three months of 2020, to 
have a negative short-term impact on 
profitability as insurers adjust rates for 
loyal customers.

In the longer term though, Fitch said 
profitability would be restored through 
rate increases for newer customers.

The ratings agency said in a statement 
that as profitability is already weak in 
these lines, it was not viable for insurers 
to cut prices in one area without raising 
them in another.

Suggested measures proposed by the 
FCA to stamp out dual pricing, where 
loyal customers pay more for the same 

policy than newer customers, include 
restricting the level of price rises for 
renewing customers and banning or 
restricting auto-renewing.

Fitch said this would particularly hurt 
UK home insurers where 80% of gross 
written premium is generated through 
renewal business. For UK motor only 
50% of gross written premium is 
through renewals.

The Fitch statement said that larger 
home insurers have relied on auto-
renewal customers for many years 
and have often imposed above average 
annual rate rises. The home insurance 
market was one of the markets 
identified by Citizens Advice in its 
super complaint to the Competition 
and Markets Authority (CMA) on the 
loyalty penalty.

After modest rate rises in UK 
home business of 2% year-on-year 
reported by the Association of British 
Insurers for Q2 this year, Fitch said as 

competition intensifies it expects prices 
to decline in 2020.

With some insurers putting claims 
inflation at 3%-5%, the ratings agency 
said it would put sector profitability 
under pressure.

Motor insurers should be less affected 
by changes to auto-renewal regulation.

Here Fitch said there is less reliance on 
auto-renewal customers, and a narrower 
price gap between renewals and new 
contracts.

However, motor insurers could be 
affected if the FCA decides to limit the 
sale of add-ons, such as breakdown 
cover, which Fitch said is an important 
component of their overall profitability.

The FCA is currently consulting on 
what measures are to be implemented 
to ensure personal home and motor 
customers are treated more fairly when 
renewing with the same insurer. It 
intends to publish a final report and 
consultation on remedies in Q1 2020. l

Premium income in the London 
company market increased to 
£28.4bn in 2018, according to 

the latest edition of the International 
Underwriting Association’s London 
Company Market Statistics 
Report. The IUA represents non-
Lloyd’s international and wholesale 
insurance and reinsurance companies 
operating in the London.

The increase reflects an overall rise 
of 8.1% (£2.1bn) on the previous 
12 months and follows a 16% jump 
reported in last year’s publication.

Gross written premium in London 
for 2018 was £19.6bn, while a further 
£8.9bn was identified as written in 
other locations but overseen and 
managed by London operations.

Just under £3.1bn was underwritten 
by delegated authority arrangements, 
and there was a company market income 
split between facultative/direct and treaty 
placements of 78% to 22%. Property 

remains the largest sector, followed by 
liability and marine, but the report found 
professional lines is increasing and now 
makes up 13% of market premium.

Cyber liability business increased in line 
with the overall market total to £92m.

“Improved market conditions and 
more effective pricing strategies in a 
number of different business classes 
have clearly helped drive another 
healthy growth in premium across the 
company market sector,” IUA Chief 
Executive Dave Matcham said in a 
statement. “Our members are pursuing 
effective business strategies to expand in 
specific sectors and have been successful 
in acquiring important new clients.

“This year’s statistics research includes 
reports of increased income in both 
traditional lines of business such as 
marine hull and motor, as well as newer 
and emerging sectors like renewable 
energy and crisis management,” 
Matcham added.

The report also considered the impact 
of Brexit, confirming that new business 
being generated through European 
branches and the amount of controlled 
business written in Europe (excluding 
UK and Ireland) increased by 9.2% to a 
total of £4.9bn in 2018.

“The data returns for this year’s 
report cover a period before the 
implementation of most Brexit 
contingency plans,” said Matcham. 
“Such is the diversity of London Market 
business models, however, it is already 
certain that Brexit will impact different 
firms in quite different ways. London is 
at the heart of an intricate web of cross-
border business which is set to become 
even more complex.” l

London company premiums 
grow by 8.1% – IUA

DAVE MATCHAM, IUA
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and it is counter-intuitive to have 
all your reinsurance with only one 
or two players.

Is there an appetite for alternative 
reinsurance solutions among 
cedants in this market?
The world of reinsurance is 
growing more complex, with 
different capital market products 
on offer for example. As choice 
increases, we see more demand 
from our clients for advice on the 
different options available to them 
in the context of their portfolios 
and their risk strategies.

What are the prospects for your 
clients in Germany to grow?
The younger generation has 
a closer affinity to digital 
technology, and that is influencing 
their buying behaviour. The 
convenience factor of buying an 
insurance product could soon have 
a greater influence on purchasing 
decisions than the effectiveness of 
the policy cover itself.

Consumers increasingly expect 
to be able to do a transaction 
quickly and easily. Distribution 
will evolve – also in Germany – 
away from agents and towards 
more digital approaches.

That’s a challenge for traditional 
market participants who rely 
on established channels of 
distribution. But for fast moving 
insurers, this evolution could 
represent an opportunity especially 
in certain specialty niches, which 
may be a contributor to growth in 
coming years.

Cyber risk, of course, is a 
growing market, especially for 
insurers with big corporate 
customers in risky sectors. But I 
expect take-up to increase among 
SME businesses as well, and 
eventually to filter through to 
personal lines. It will take some 
time, but it will come. l

Reinsurers were upbeat in Monte 
Carlo over the prospect of a firming 
market. What’s your outlook for 
the forthcoming renewals?
If you look at the global 
reinsurance business and the 
catastrophe market in particular, 
in the last 10 years European 
clients have grown less willing to 
pay for losses in other parts of the 
world. Last year, reinsurers said 
they would take a strong stance at 
Baden-Baden – but it only lasted 
until lunchtime on Monday!

Buyers’ attitudes then were 
indicative of a longer term trend 
– they appreciate the dynamics of 
the reinsurance business overall, 
but those cedants with claims-
free programmes don’t see why 
they should pay more for their 
own cessions. This is likely to be 
a continuing theme in Baden-
Baden this year.

Losses in the U.S. and serious 
deterioration from Typhoon Jebi in 
Japan are significant for reinsurers, 
but they are not relevant to 
European cedants. In Europe, we 
have not had a truly pan-European 
windstorm loss since the 1990s.

I expect to see a reasonable 
approach from reinsurers 
and that they will look at risk 
portfolios on an individual basis.

Some reinsurers have raised the 
issue of low interest rates as a factor 
in reinsurance rating: is that valid?
Interest rates have been quite low 
for several years now, so I don’t see 
it as a new dynamic. Admittedly, 
the low rate puts pressure on 
reinsurers to generate returns 
elsewhere [to compensate], 
particularly as reinvestment 
returns do bring the average down. 
With investment performance 
depressed, of course there’s 
more pressure on underwriting 
results. But reinsurers should 
remember that insurers are 

suffering under the same interest 
rate environment as them. It’s not 
an argument for reinsurers to use 
in a general context when talking 
about reinsurance pricing.

Industrial fire and also motor 
business are perennial talking 
points in Baden-Baden: is it the 
same this year?
A handful of large industrial writers 
are aggressively re-underwriting 
their portfolios. It’s understandable 
because results have been terrible 
for a decade and change is long 
overdue. Meanwhile, the cycle 
in the facultative reinsurance 
market is now ‘in sync’ with the 
direct insurance market. It means 
that arbitrage has become more 
difficult. It’s a challenge for insurers 
now to know where to find the best 
deal in the ‘fac’ reinsurance market.

On motor, it has been a 
profitable line for reinsurers 
over the past several years. Some 
insurance rates are coming down 
a little at the next renewal – but it 
is happening against a backdrop of 
loss frequency that has also come 
down. I expect some interesting 
technical discussions over motor 
portfolio renewals this year.

Do you see changes in reinsurance 
buying strategies? Maybe a move 
towards smaller panels?
The idea of “tiering”, which is 

often raised by global reinsurers 
for understandable reasons, 

does not really apply to 
smaller and medium-sized 
companies. The majority of 

accounts, outside the globals 
and large multinationals, 
want to maintain 

diversification in their 
reinsurer panels and 
this will continue 
to be the case. 
Reinsurance is all 
about diversification 

Cedants call for proportionate pricing
Jan-Oliver Thofern, CEO of Aon’s Reinsurance Solutions Germany, expects reinsurers to 
examine his clients’ risk portfolios on an individual basis

JAN-OLIVER  
THOFERN
Aon’s Reinsurance 
Solutions Germany

http://www.aon.com
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He says that the strain on earnings 
caused by recent large losses 
together with the drop in interest 

rates has led to calls for improved 
reinsurance pricing and terms and 
conditions, yet firmer pricing seen so 
far in 2019 has been largely limited 
to specific loss-affected programmes, 
rather than signifying any evidence of 
wholesale improvement.

“Secondly, what is apparent is the 
current disconnect between the 
reinsurance industry and the primary 
insurance market, where pricing 
improvements are more prevalent 
and significant,” Hough says. “There 
are certain classes of business and 
countries/regions where the market 
is seeing substantial increases, yet 
this market correction is not flowing 
anywhere near the same extent into the 
reinsurance landscape.”

A market trend towards better 
underwriting rationale and discipline 
does appear to be emerging, however. 
“This is a positive sign, not just in terms 
of pricing but also in improving terms 
and conditions, and I expect this market 
trend to continue.”

Supply and demand remains the most 
critical component of today’s market cycle, 
and explains the growing disconnect 
between the reinsurance and insurance 
markets: a key driver of the increased 
primary market pricing level has been the 
withdrawal of capacity by a number of big 
market players, Hough explains.

“Reinsurance rate firming which has 
been evident during 2019 has, on the 
other hand, been predominantly driven 
by a steady decline in profitability rather 
than a contraction of capital supply. 
While traditional capacity remains 
abundant, reinsurer behaviour has 
clearly changed in recent years due to 
the increased dependency on third party 
(excess) capital as a way of increasing 
gross capacity, reducing net exposure 
and generating fee income,” he says.

“The question now is whether stable 
pricing will be good enough to convince 
certain investors to maintain their 

appetite going forward. At the same 
time, some reinsurers are likely to 
reassess their risk appetite against a 
backdrop of increased retrocession 
pricing [and/or reduction in low-level, 
aggregate capacity].”

There are several other headwinds 
disrupting the market cycle, Hough 
points out, including capital market 
volatility, depletion of prior year loss 
reserves, inflation, increased litigation 
and emerging risks such as cyber – “all of 
these factors call for an increased focus on 
risk selection, sustainable market pricing 
and prudent deployment of capital”.

Aspen Re’s focus continues to be on 
underwriting discipline and active 
management of its underwriting portfolio, 
underpinned by an improvement in 
market conditions, Hough says: “Over 
75% of our clients have been with us for 
over a decade, and our priority will remain 
the same – to ensure that we have the best 
platforms, products and services to be a 
responsive, flexible and creative reinsurer. 
We have a global product offering and 
consistent strategy delivered through our 
regional industry expertise, and we will 
continue to work in close partnership with 
Aspen Capital Markets to provide capacity 
and innovative solutions for our clients.”

Hough expects the main talking points 
in Baden-Baden to be around European 

renewal pricing after another year of 
relatively benign European catastrophe 
losses, and a stable supply of capital.

But a key topic everyone should be 
addressing, especially when it comes to 
negotiating catastrophe renewals, is the 
rapidly emerging risk of climate change, 
Hough says. “This is a topic which was 
talked about on an almost daily basis 
during my last three years spent in Asia, 
where the risk is very current. However, 
the effects are being seen everywhere – 
global temperature increases, rising sea 
levels, more intense weather conditions 
resulting in an increase in frequency of 
higher severity catastrophe events, such 
as wildfires, hailstorms, tornados and 
flooding.

“We are seeing so-called secondary 
perils having a greater impact on 
reinsurer earnings, and these have 
repeatedly shown themselves to be 
inadequately modelled and priced, 
often due to highly localised exposures 
with a large potential for models to 
underestimate losses. This is why, I 
believe, the reinsurance market needs 
to place more emphasis on improving 
data quality and analytics and restoring 
a sustainable level of market pricing 
commensurate with this current and 
anticipated future trend of heightened 
loss frequency.” l

Reinsurers playing catch up on pricing
Reinsurers are not yet walking like they talk, according to Philip Hough, Global Head of 
Property at Aspen Re.

“...the reinsurance market 
needs to place more 

emphasis on improving 
data quality and analytics 

and restoring a sustainable 
level of market pricing 

commensurate with this 
current and anticipated 

future trend of heightened 
loss frequency.”

Philip Hough, Aspen Re
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AM Best notes that Turkey has 
historically provided great 
opportunities for investors, 

offering high economic growth 
potential and a unique “east-meets-
west” location. As a result, most foreign 
insurance groups have set up or acquired 
operations in Turkey to take advantage 
of the country’s huge economic potential.

However, more recently, with 
elevated geopolitical tensions, currency 
devaluation, high inflation, changing 
financial regulation and an insurance 
market that has consistently generated 
poor underwriting performance for 
most market participants, sentiment 
is less optimistic, Best reckons. “Many 
global insurers now think twice about 
investing in Turkey, with those present 
considering their options,” the rating 
agency said in its downbeat note.

As a result of Turkish insurers’ 
potentially significant exposure to 
catastrophe risk from earthquake events, 
many cede the bulk of commercial risk 
to reinsurers, while the majority of 
individual (residential) property risks 

are absorbed through the government-
backed Turkish Catastrophe Insurance 
Pool. This means that many domestic 
insurers are more focused on 
underwriting motor business.

Will Keen-Tomlinson, AM Best financial 
analyst, said: “The underperformance 
of motor third-party liability (MTPL) 
portfolios has been driven principally by 
regulatory and legal changes in recent 
years. Regulatory changes such as pricing 
caps have further limited companies’ 
ability to recover losses. This has left 
investment income as the most viable 
means of profitability for companies 
underwriting MTPL risks.”

The report also notes that while 
Turkey’s insurance market has grown by 
an average of 20% annually, depreciation 
of the lira against the euro (and other 
currencies) has meant that the market 
has contracted slightly in euro terms. 
Further, insurers have experienced 

inflation rises for motor repair parts and 
also encountered rising reinsurance costs 
from the international market.

Keen-Tomlinson added: “When 
currency devaluation and inflation are 
taken into account, foreign shareholders 
can find returns falling short of their 
cost of capital for participating in the 
market. At least one large foreign player 
has pulled out of the market recently, 
and others are likely to be considering 
their options.” l
NOTE: The Turkish government has formed 
a reinsurance company, Turk Reasurans AS, 
according to reports. The Turkish Treasury 
and Finance Ministry said Turk Re will 
contribute to the insurance sector’s growth 
and meet the capacity requirement of domestic 
reassurance activities in the insurance market. 
It will also cover nat cat risks, reports said.
According to Anadolu Agency, the new 
company “aims to ensure that the reinsurance 
premiums transferred abroad remain at 
home to carry out the necessary reinsurance 
arrangements by structuring the risk 
management of public interests”.

Tough times for Turkish market ahead
Turkish insurers are vulnerable to geopolitical and economic 
turbulence, as well as limited pricing control in motor third-
party liability business, according to a report from AM Best.

MS Amlin to exit nine business lines

A new underwriting strategy has 
been announced by MS Amlin 
that sees a big redeployment 

of capital and management focus. 
Specifically, the insurer will withdraw 
from nine classes of business and 
operations that no longer form part of 
its future direction.

MS Amlin is part of the Japanese 
group MS&AD, and has operations in 
the Lloyd’s, UK, Continental European 
and Bermudian markets.

Following a comprehensive 
underwriting review, MS Amlin will now 
focus on three core markets: reinsurance 
led by Chris Beazley CEO and Dominic 
Peters CUO; specialty insurance under 
the leadership of Tom Clementi, CEO 
and Co-CUOs, Andrew Wright and Mark 
Clements and; European commercial 
insurance headed up by Rudy 
Benmeridja, Interim CEO and CUO.

The Specialty unit will be created 
by combining its Marine and P&C 
International platforms.

MS Amlin will exit P&C UK 
Insurance (Corporate Property, Real 
Estate,Casualty, Package Binders, 
Fleet) and Aviation. Operations to 
be cut include Bloodstock in P&C 
International; UK Yacht (previously 
Haven); AUA Insolvency Risk Services.

The legacy business lines will trade 
as normal MS Amlin said, until it finds 
suitable long-term solutions for each of 
them.

In a statement, MS Amlin CEO Simon 
Beale said: “The decisive measures we 
are taking across our underwriting 
portfolio will allow us to focus and build 
on our track record of providing risk 
solutions to our clients’ most complex 
needs. It will refocus our business and 
ensure we are best placed to serve our 

clients and their shifting demands, as 
technology, digitalisation and data and 
analytics trends continue to change the 
nature of insured risk.”

Beale added: “Whilst we have 
identified several classes of business 
that no longer fit within our long-term 
strategy, we believe there are other 
owners that are better positioned to take 
these great books of business forward. 
There will be no interruption to the 
service our brokers and clients receive in 
the meantime.”

Amlin can trace its roots in the Lloyd’s 
market back to 1903. Amlin plc was 
first incorporated and floated on the 
London Stock Exchange, as Angerstein 
Underwriting Trust PLC, in 1993 to 
underwrite at Lloyd’s. MS Amlin was 
created through the acquisition of 
Amlin by Mitsui Sumitomo, part of the 
MS&AD group. l
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CCR RE

the average cost of compensation 
amounted to 4.6 million euros per 
person; an amount that increases 
by 7 percent each year.

The French reform bill 
extending drivers' rights to 
compensation is expected to 
create a 50 percent increase in 
the number of severely injured 
victims covered by third-party 

motor liability insurance.
Young victims (2 out of 5 are 

below 18) and victims with an 
AIPP rate of over 80% will be 
most affected.

Three heads of loss 
contributing to full reparation 

account for 67% of the 
evaluation: Third-
Party Assistance, 
aimed at helping 

the victim perform 
everyday activities, 

Loss of Future 
Earnings and 
Future Medical 
Expenses. l

A key player in the 
compensation of severe 
bodily injuries, CCR Re 

has published the results of its 
third study conducted using 
its database for severe third-
party motor claims. The results 
are presented in a white paper 
available on its website (ccr-
re.com) and underscore the 
continued growth in the number 
of severe bodily injury claims and 
in compensation costs.

The French model for 
compensation of bodily injuries 
is widely cited as a European 
reference. It is one of the most 
established and comprehensive 
models in existence. The Cartesian 
model was developed by legal 
experts and compensation 
professionals and includes a 
classification system for heads 
of loss, medical scales, and an 
annuity payment scheme.

The use of a classification system 
provides a clear and transparent 
list of the heads of damages in 
order to meet the requirement 
of full compensation for road 
accident victims.

Medical scales set forth the 
criteria used to assess each 
disability. In France, 
these criteria are 
referred to as Physical 
and Psychological 
Injury (AIPP) rates. 
The payment of 
compensation in the form 
of annuities provides 
increased victim 
protection by ensuring 

that compensation 
is awarded over 
extended periods 
thereby fulfilling their 
needs more effectively.
Since 1975, CCR Re has 

accompanied third-party 
motor liability insurers by helping 
them cover victim reparation. 
Over the past 20 years, the 
Company has participated 
in compensation 
programs for over 2,200 
severely injured road 
accident victims. In 
conducting this study, 
CCR Re took into 
account those 
victims 
whose 
bodily 
injury loss 
estimates 
exceed 
one million 
euros. For 
these victims, 

Third-party liability compensation of severe 
motor bodily injury claims in France: 
Spiraling costs fueled by low rates 
and victim profiles
EU insurers may be required to apply French law when the vehicles they insure are involved 
in accidents occurring in France.

SYLVIE CHANH, 
Head of Claims & Services

ALPHA BAH, 
Head of P&C Actuarial 
Department

Download the 
white paper
Third-party liability 
compensation 
of severe motor 
bodily injury 
claims
FRANCE 2019

ccr-re.com

http://bit.ly/2ITzvK7
http://bit.ly/2ITzvK7
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IFRS 17 means extra work – Willis

More extreme sea level events to come

Amendments to IFRS 17 will 
mean extra work for insurers 
but will result in an improved 

standard, according to Willis Towers 
Watson. WTW was responding to the 
International Accounting Standards 
Board (IASB) with comments on the 
IFRS 17 Exposure Draft (ED), which 
was released in 26 June.

WTW has analysed the proposed 
amendments, testing its conclusions 
with clients, and has submitted a 
response to the IASB.

The ED contains amendments to the 
IFRS 17 Standard, published in May 
2017 following a lengthy consultation 
process with the insurance industry, 
and represents those items which the 
IASB considers most significant to 
the reporting under IFRS 17, while 
maintaining the proposed new effective 
date of January 2022.

Serhat Guven, Managing Director 
and Global IFRS Lead at Willis Towers 
Watson, said in a statement, “We 
commend the IASB for reopening and 

updating the Standard to address key 
concerns brought forward by those 
impacted by the Standard.”

The most significant areas for 
further improvement in the proposed 
amendments suggested by WTW 
include:

 l The proposed amendments provide 
relief from an accounting mismatch 
between onerous contracts and 
associated reinsurance where the 
reinsurance is on a proportionate 
basis. The definition of reinsurance 
contracts that provide proportionate 
coverage is too narrow and would 
exclude a number of commonly-used 
types of reinsurance that should be 
considered proportionate.

 l The proposed amendments 
provide additional relief in certain 
circumstances when reinsurance is 
used to mitigate financial risk. This 
option should be extended to permit 
assets held to also be included, 
in addition to derivatives and 
reinsurance contracts.

 l The permitted modifications to the 
Full Retrospective Approach (FRA) to 
implement the Modified Retrospective 
Approach (MRA) are too narrow 
and restrictive. This will result in 
a significant amount of business 
being restated on the Fair Value 
Approach (FVA) at transition. We do 
not believe the FVA is equivalent to 
the FRA or the MRA, and we have 
proposed additional modifications 
and flexibility so that there will be 
a broader adoption of the MRA, 
including making these requirements 
more principles-based.

In a note, Serhat Guven said: “The 
amendments proposed by the IASB will 
cause additional work to implement, 
given that insurers have already spent 
considerable time and effort based on the 
May 2017 IFRS 17. However, we believe 
the proposed amendments, with some 
additional enhancements, will result in a 
better IFRS 17 Standard in general that 
more closely reflects how companies 
underwrite and manage insurance risk.” l

Extreme sea level events that 
occurred once per century in the 
past will occur every year by mid-

century in many regions, according to a 
recent landmark report.

The latest Intergovernmental Panel on 
Climate Change (IPCC) Special Report 
highlights the urgency of prioritizing 
timely, ambitious and coordinated 
action to address unprecedented and 
enduring changes in the ocean and 
frozen regions of the world.

Sea level rise will increase the frequency 
of extreme sea level events, which 
occur for example during high tides 
and intense storms, the report warns: 
“Indications are that with any degree of 
additional warming, events that occurred 
once per century in the past will occur 
every year by mid-century in many 
regions, increasing risks for many low-
lying coastal cities and small islands.”

Without major investments in 

adaptation, some island nations are 
likely to become uninhabitable due to 
climate-related ocean and cryosphere 
change, the report said.

Increases in tropical cyclone winds and 
rainfall are exacerbating extreme sea level 
events and coastal hazards. Hazards will 
be further be intensified by an increase in 
the average intensity, magnitude of storm 
surge and precipitation rates of tropical 
cyclones, especially if greenhouse gas 
emissions remain high.

Glaciers and ice sheets in polar and 
mountain regions are losing mass, 
contributing to an increasing rate of sea 
level rise, together with expansion of the 
warmer ocean. While sea level has risen 
globally by around 15cm during the 20th 
century, it is currently rising more than 
twice as fast – 3.6mm per year – and 
accelerating, the report showed.

Sea level will continue to rise for 
centuries. It could reach around 30-60 cm  

by 2100 even if greenhouse gas emissions 
are sharply reduced and global warming 
is limited to well below 2°C, but around 
60-110 cm if greenhosuse gas emissions 
continue to increase strongly.

“In recent decades the rate of sea 
level rise has accelerated, due to 
growing water inputs from ice sheets in 
Greenland and Antarctica, in addition 
to the contribution of meltwater from 
glaciers and the expansion of warmer sea 
waters,” said Valérie Masson-Delmotte, 
Co-Chair of IPCC Working Group.

Inland, declining glaciers, snow, ice 
and permafrost is projected to increase 
hazards for people and property, for 
example through landslides, avalanches, 
rockfalls and floods.

The IPCC Special Report is required 
background reading for world leaders 
attending the UN Framework Convention 
on Climate Change Conference (COP25) 
in Chile in December. l
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