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BIG QUESTION: MARKET CONDITIONS

Is the reinsurance cycle officially dead, 
given the lacklustre 1 January and mid-
year renewals?

James Kent, global CEO, Willis Re: While 
pricing did not change across the board 
following the 2017 cat events, property 
cat pricing went up overall in 2018. Loss-
impacted accounts showed the greatest 
increases, which highlights that the cycle 
isn’t dead.

Furthermore, we saw reinsurers take action 
by correcting pricing on underperforming 
long-tail lines. Still, it is clear that recent 
cycles seem less pronounced – the troughs 
as well as peaks. Capital is able to move 
much more quickly to the pockets of 
business seeing margin improvement, while 
better analytics and data allow companies to 
remedy underperforming lines more quickly. 

Torsten Jeworrek, member of the board 
of management, Munich Re: Overall, 
price decreases across regions and lines of 
business have been halted. In some markets 
– depending on loss amounts following last 
year’s HIM [Harvey, Irma and Maria] events – 
price increases could be achieved. 

A certain share of the HIM losses was 
covered by the alternative market. Neither 
in traditional markets nor from alternative 
capital did we perceive a shortage of 
capacity for these losses. 

Nevertheless, Munich Re is observing a 
widespread shift towards greater discipline 
in the market, which is positive.

Brian Secrett, chief underwriting officer, 
Tokio Millennium Re: A good underwriter 
will find opportunities in changing market 

dynamics, and under any loss conditions. 
Leadership behaviour also matters – 
teaching young underwriters and brokers 
to sell a price increase is pointless unless 
leadership see to it that they show a duty of 
care for at least maintaining the capital that 
supports our clients.

There is one change which could impact 
the cycle. In recent decades, the introduction 
of widely used models and broadly 
approved analytical methods may have 
dampened the economic cycle, introducing 
an apparent floor to pricing. How robust this 
floor is, remains to be seen.

James Few, global managing director of 
reinsurance, MS Amlin: The reinsurance 
cycle, as we have known it in the past, is 
dead for any short-tailed risk that can be 
modelled to a high standard and has a 
comprehensive data base of exposure. 

The biggest disruptor of the traditional 
reinsurance cycle has been the influx of 
alternative capital into the market. (Re)
insurance is now properly understood 
by capital markets as an asset class and 
is increasingly viewed as a valuable, 
diversifying addition to an investment 
portfolio. The traditional reinsurance cycle is 
still working in areas of business that have 
not been as attractive to capital markets, 
such as casualty, specialty and some areas of 
the property market. 

The variance in rate changes is reflective 
of the rate on line on offer, the level of 
data available, and alternative investors’ 
confidence in deploying capital to each risk. 

Victor Peignet, CEO of SCOR Global P&C: 
Our industry is more technical, with better 

risk and capital management, so reactions 
to events or series of events within our 
scenarios in terms of cause, nature and size 
will be more moderate than in the past. 

But once we all agree that the cycle 
is dead, the seeds are planted for it to 
reappear. Financial market volatility, model 
failure, surprising (series of ) events, rating 
agency changes, or central bank policies can 
create cycles at scales proportionate to their 
impact, which can be global. 

Many buyers were purchasing reinsurance 
and substituting capital from it at or below 
the cost of risk and capital, and now they 
have realised that this cannot continue. 
But we are not in the business of making 
prophecies and we should run our business 
as if the trends from the past several years 
are the new normal. 

Waleed Jabsheh, president, IGI, executive 
director, IGI UK: The market did have an 
opportunity at 1.1 to return to sensible and 
prudent underwriting following the record-
breaking series of natural catastrophes 
in 2017. While the market in general did 
react, that reaction was not as significant as 
expected, but reports of the death of the 
reinsurance cycle are greatly exaggerated. 
There has always been a reinsurance cycle 
and there will always be.  

Recent dynamics and market 
developments have seen record capacity 
and capital pour into the reinsurance sector, 
which has heavily influenced the length and 
volatility of the traditional reinsurance cycle. 
In the future, it will take more to move the 
market than it has done in previous cycles 
to bring pricing back to a point where they 
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reflect technical adequacy. We are in a phase 
where sensible reinsurers will be preparing 
for a cycle change.

Edi Schmid, group chief underwriting 
officer, Swiss Re: While we’ve not  
seen the price corrections we may have 
loved to see, we did see positive rate 
developments. Therefore, it may be a bit too 
early to decry the end of the reinsurance 
cycle. What’s true is it has been less 
pronounced than in the past. 

The corrections we’ve seen, however, are 
unsustainable in the long-term at least – at 
least in our view. 

Steve Arora, CEO, Axis Re: I do not think 
that the reinsurance cycle is dead, but  
I do think that given the complicated nature 
of the world today, and the expanded scope 
of risks, the cycle is increasingly complex. 

Intricate global dynamics can quickly 
lead to societal disruption, which can lead 
to industry disruption. It isn’t as simple as 
supply and demand driven by claims activity. 

There are many other micro- and 
macroeconomic factors at play that are 
impacting the reinsurance market. 
However, it’s likely that the amplitude of 
changes in the cycle will be lower than in 
the past, due to a strong supply side and the 
belief in technical price.

Jon Sullivan, portfolio director, Brit: I 
don’t think I would say it’s dead. The swings 
of the cycle in the past pivoted around 
dislocations in the market post-loss and 
that is something we haven’t seen in 2017, 
so to some extent we haven’t tested this 
statement. 

Recent years of good returns and fluidity of 
capital does have a damping effect which we 
have seen this year. Should 2018 mirror 2017 
in loss activity, we would expect a stronger 
price reaction.

Megan McConnell, director of 
underwriting, London, Hiscox Re & ILS: 
The simple fact is 2017’s losses proved 
insufficient to either reduce supply or 
increase demand. This ultimately resulted in 
rate increases that, in aggregate, were more 
muted than we anticipated. 

For the supply and demand balance to 
shift and the market to turn, we will need 
to see a combination of large and, perhaps 
more importantly, unanticipated losses, and 
a subsequent retreat of capital from the 
market. 

Sven Althoff, member of the executive 
board, Hannover Re: The reinsurance 
industry’s main challenge is that it operates 
in such a competitive market that is able 
to provide ample capacity at low prices. 
In some areas, prices are at the lowest our 
underwriters have ever seen in their career. 

At the same time, our market is rational in 
the sense that almost all market participants 
have a shareholder base, which expects 
returns commensurate with the risk profile. 
We will have to see how that develops 
once interest rates have risen to a level that 
makes our market less attractive to outside 
investors and alternative capital.

Brendan Barry, chief underwriting 
officer, Greenlight Re: I’m not sure that 
it’s completely dead, but we’re going to 
have to get there the old-fashioned way 
with red ink on income statements. Any 
potential hard market will be far less robust 
that in the past as capital can move into the 
industry very quickly and reinsurers have the 
infrastructure and mindset to use external 
capital.  

The question is: when will the market learn 
to stop accepting prolonged soft market 
conditions built on the hope of a pricing 
rebound post-event?

Chris Jarvis, director of underwriting, 
AmTrust at Lloyd’s: It is too early to 
pronounce the death of the reinsurance 
cycle; however, it is fair to say that the 
traditional highs and lows seen in the past 
just do not happen anymore.  

Reinsurance solutions and the capital that 
supports them have clearly evolved in recent 
years, forcing an evolution in the traditional 
business model. This could impact the 
duration of future cycles. However, any 
decent underwriter will learn to quickly 
adapt to new market norms and ride out the 
changing dynamics of upcoming cycles.

What are your expectations for how 
1 January 2019 will pan out?

Few: Rate levels are likely to vary across 
different lines of business and regions. In 
terms of property cat, if no significant losses 
follow the $100bn that occurred in 2017, it’s 
likely that momentum for rate increases will 
run out.

Rates are increasing in several sectors 
of the casualty market and increases in 
specialty will depend on a number of 
different factors, such as loss activity. 
We are seeing growth in certain sectors, such 
as US mortgage risk, which has emerged in 

recent years as an attractive line of business. 
Pricing in other lines, such as cyber, which 
is still growing and finding its feet, has 
softened due to low loss ratios. Coverage is 
broadening so rate adequacy is becoming a 
concern.

Peignet: Demand for reinsurance will 
remain robust as insurers continue to shed 
volatility in their P&Ls and balance sheets. 
Absent cats, supply will remain high too, 
with financial markets and smaller reinsurers 
angling for increased shares, despite taking 
disproportionate losses in 2017 – losses 
which continue to develop adversely for 
some. 

Meanwhile, pricing has improved for 
“diversifying” exposures, which have 
historically been cross-subsidised by cat 
profits – profits that have been competed 
away. The realisation this year that a cat 
loss doesn’t always improve cat prices 
should make it clear that the current level of 
expected profit for cat XL treaties is likely to 
be the new normal. 

Jabsheh: I still believe that the full impact 
of last year’s events has not been felt – there 
is still some considerable uncertainty as to 
the final impact of these claims on market 
results, so there is still time for adjustments 
to be made. The industry will be watching 
the US wind season with interest – if we see 
another bad series of cat events, or an event 
that surpasses expectations, that could have 
a big impact and turn the market in a much 
more meaningful way.

Schmid: We expect broadly stable rates for 
casualty accounts performing as expected, 
while we still believe commission levels need 
to come down. 

For property catastrophe business, we 
expect to see prices increase in loss-affected 
areas with ranges depending on market loss 
for at least one renewal cycle. Broadly stable 
expectations for the rest of the world.

Arora: In the absence of a major market 
event, market conditions will continue to 
be challenging. I suspect that clients will 
continue to differentiate reinsurers based on 
the value and service they receive. 

This underscores something that has been 
true for some time: reinsurers can no longer 
simply rely on products and leaning back 
and waiting for business to come to them. 
Reinsurers today need to lean-in, rediscover 
relationships and demonstrate real value to 
their clients.
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McConnell: If 2018 turns out to be a low cat 
year, the commoditised lines will be under 
pressure with brokers likely declaring that 
1.1 clients were disadvantaged by timing last 
year. However, underwriters will justifiably 
maintain that loss-affected clients who 
paid increases did so because we learned 
more about their risk last year and priced 
accordingly. The most successful firms will 
be those who focus their efforts on meeting 
their clients’ needs and finding smarter and 
more efficient ways to link risk and capital. 

Althoff: While this year’s rates have 
improved over 2017, if you look at them 
on a calendar-year basis, 2018 is still the 
second-worst year in the current cycle, only 
second to 2017. We remain at a rating level, 
which is actually lower than reinsurers need 
to see it, but I would expect that to continue 
into 2019.  Eventually there will be a floor 
because reinsurers cannot accept insufficient 
returns for an extended period.

How much has alternative capital 
dampened rate increases this year?

Kent: It has unquestionably been a factor 
in dampening property cat pricing. This 
was most noticeable for the June and July 
renewals, when funds were seeking to 
deploy their remaining capacity, which 
caused competitive renewal pricing in most 
instances, and particularly in Florida. 

It is worth noting that ILS growth isn’t all 
bad news for traditional reinsurers. Many 
companies now use ILS capital in sidecar- 
and quota share-type arrangements which 
produce fee income for the reinsurers, as 
well as allowing them to deploy larger gross 
shares than they would typically want on 
their own balance sheets.

Peignet: Investors appeared not to 
discriminate between managers, with 
everyone reloading. In turn, managers 
appear not to be discriminating among risks, 
particularly in markets like Florida. 

And investors don’t seem to have been 
demanding much higher returns post-2017 
than those they were asking for before.

Secrett: Alternative capital is permanent. It 
has become an established and significant 
part of the market and can be credited for 
the expansion of global reinsurance capacity 
in 2017. The market saw well over 20 percent 
of capital derived from alternative sources in 
some segments last year; this has redefined 

the make-up of the business’ capital 
structure. This dynamic will continue to bring 
pressure to bear on markets, and it has also 
forced reinsurers to stay relevant by finding 
innovative ways to remain competitive and 
access new risk.

Few: Multiple sources of capital have 
dampened rate increases in certain 
business lines, and as ILS activity continues 
to increase, it will certainly result in long-
term consequences for the structure of the 
(re)insurance market. But not all of these 
consequences are negative. It is important 
for (re)insurers to recognise the value and 
benefits that have resulted from the influx 
of alternative capital, such as increased 
capacity and the ability to broaden our 
product ranges. These changes have been 
positive for our clients and, ultimately, will 
strengthen the viability of our market. 

Schmid: The fact ILS funds have performed 
relatively well due to limited exposure to 
Harvey and Maria has helped contain the 
increase in rates and send a positive signal to 
the market post-HIM. But it is the combined 
forces of reinsurance and capital markets 
that truly drive the market these days. 

Arora: The supply-side dynamics have been 
strong across the entire industry – both in 
traditional and alternative formats. I believe 
the entire market can show more discipline 
in correcting the risk-reward balance to 
ensure long-term sustainability for clients.

Sullivan: I don’t believe responsibility for 
damping of rate can be allocated squarely 
to any one source of capital particularly 
when rated and non-rated carriers are often 
working in tandem to create competitive 
product for clients.

McConnell: I think we should stop blaming 
alternative capital for the challenges in 
pricing. We are all choosing to participate in 
the market at these terms, so there is plenty 
of culpability. 

We also don’t really think of capital as 
alternative, we consider it more as our own 
capital and our partners’ capital. We have a 
surplus of capital from a variety of sources 
and trying to distinguish between traditional 
and alternative feels a bit pointless. 

That said, we did see some funds 
seemingly scramble to deploy capital at 1 
June in a way that is a bit more obvious than 
a reinsurer with a balance sheet; that does 
add an element of unpredictability to the 
market.
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