
• FUTURE PROOFING

Stephan Ruoff, CEO of Tokio Millennium Re, 

says that altern�tive capital is forcing reinsurers 

to look for ways to remain relevant 

he reinsurance industry is changing rapidly - with 

the transfer of risk into the capital markets growing 
and evolving significantly in the past 20 years. During 

this period the Insurance Linked Securities (ILS) market 

has increased dramatically, both in terms of size and 
also sophistication. Over the past five to 10 years, it is 
safe to say that the main ilisruptive force to impact the 

reinsurance market has been third party capital. That 
capital now represents about $75bn of the industry's 
total capacity as estimated by AM Best for 2016, and it 

has had a clear effect on the market. 
In short, ILS has lowered the effective return on capital 

and thus changed the traditional reinsurance landscape 
in a long-term and sustainable way. 
Now, this former niche market has undergone a 

major transition from a little-known segment of 
the reinsurance market to a real competitive 

product protecting against natural and man-made J 

disasters. The global capital markets have become 
more comfortable with ILS as an asset class and 

as a key part of their investment portfolios. 
The ILS industry was conceived back in 

the early 1990s to revolutionise 
the reinsurance market after 
Hurricane Andrew exposed 

by large natural catastrophes - these products now 

offer attractive returns in comparison to other financial 
products and are relatively shielded from the volatility 

of the mainstream economic markets because the 

underlying risk drivers are very djfferent. 
And it's not just catastrophe bonds. In the past several 

years a strong catastrophe bond market has evolved 
into a collateralised reinsurance market, which has now 
become the dominant source of ILS capacity giving 
investors broader access to risk. This growing acceptance 

has grown the alternative capital and ILS market to a 
pivotal point in its history. As new forms of capital flow 

into the reinsurance market, the industry's fundamentals 

have been challenged and forced to adapt. Combine 
that with the ever strengthening influence of 

technology and digitalisation and you have an 
industry undergoing a structural revolution. 

Convergence evolution 

In the next decade, convergence of traditional 
reinsurance with capital markets as we know 
it today will be long gone. As capital naturally 

follows returns and as investors 

a serious gap in insurance 
coverage, and drained the 

reinsurance industry's claims 
coffers. After some teething 

problems in the setup of 
these complex catastrophe 
bonds - and following 

gain a better understanding of 
insurable risks this trend 
will not decrease. On the 
contrary, it will continue to 

increase. Today, according to 
rating agencies and brokers, 

one-fifth of global property 
catastrophe reinsurance 
capacity is already so-called 

"We have to be willing as an industry 

to change and innovate. Making the 

hurdles for entry higher to outsiders 

through our own innovation is vital if 

several rounds of testing 
we are to survive'' 

convergence capital. Further 
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