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There can be little doubt that this year’s 1.1
pivotal reinsurance renewals season has

been exceptionally challenging. A series of
factors have converged, which has meant that
reinsurance capital has significantly contracted.
On the rating side, we have seen the market
hardened considerably to an extent not

seen in a generation, especially for property
catastrophe covers and those associated

with certain specialty classes such as political
violence (PV).

Underwriters now need to be much more
aware of whether or not the specific risk
they are writing is able to secure cover, with
obvious consequences in terms of availability
and line size. Those agreements which have ]
been renewed have done so with much i
tighter conditions. Underwriters cannot enter
inadvertently into particular coverages or
endorsements, as they may find themselves
without cover they have previously assumed-
was an integral constituent of the contract. -

It should also be noted that the PV market
had a prevalence of ‘Losses Occurring’
reinsurance coverage. Now that cover has

" become exorbitant or unavailable, some
carriers face. taking on back yéar_ business

business this year ona net basis. This same
situation may be occurring in other lines. -

net,-and others face.‘m_aking decisions to bind - -

It would appear that the treaty market’s loss
is the facultative market’s gain. As Howden
points out, even in this highly challenged
environment, the direct and facultative (D&F)
market recorded strong growth in 2022

and continued supporting clients renewing
programmes at 1 January 2023. Increased
demand for D&F catastrophe cover - driven
by an inflation-induced rise in insured
valuations on original business, attendant
requirements for increased reinsurance limits
and reduced retrocession capacity - added
to pre-existing supply and pricing pressures.

The good news is that we are here

to help during such challenging times.

Our Underwriting workbench is a market
leading data model, allowing for the
recording of exceptionally complex risk
structures, which can be created by default.

Underwriting allows for rules-based
attachment of terms, meaning that the
coverage issued can match the exposure

by default, while its Authority and Peer -
Review functionality allows for demonstrable -
controls to be in Aplace pre-bind. -

Finally - and a point well worth noting given
current market dynamics - Underwriting’s
task/workflow/rules capability means that
the operational headache of buying FAC
can be made much less impactful.
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2023 1.1 REINSURANCE RENEWALS:
THE HARD MARKET RETURNS

TUMULTUOUS
CHALLENGING
NERVE-WRACKING

Whatever word or phrase you choose, it’s clear that the 2023 1.1 reinsurance renewals have
been some of the most difficult in recent memory. As Gallagher Re said in its initial report on
the pivotal reinsurance renewals, the global reinsurance market has “endured a complex and in
many cases frustrating renewal process which has gone down to the wire.”

It’s not hard to see why these renewals have been significant. 2022 saw a host of factors
come into play - including Hurricane lan, the war in Ukraine, and rising interest rates - which
meant that dedicated reinsurance capital contracted sharply over the course of the year: Guy
Carpenter and AM Best’s projection of traditional dedicated reinsurance capital was $435
billion at mid-year 2022, an 8% decrease from year-end 2021. Since then, according to Guy
Carpenter, the rise in interest rates and continued risk of recession has caused asset values to
deteriorate further, creating additional downward pressure on capital levels.

Given where losses were concentrated in 2022, it should come as no surprise that the market
most affected at these renewals was the core property catastrophe market, and the more niche
(but nonetheless increasingly vital) specialty class of Strikes, Riots & Civil Commotion (SRCC).
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..THE MARKET HAS FACED A VERY LATE, COMPLEX
AND IN MANY CASES FRUSTRATING RENEWAL
GALLAGHER RE
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STRUCTURAL SHIFT

In most other lines and regions, according “In general, capacity has been made available
to Gallagher Re’s global CEO, James Kent, to cover most of the risks on the table,” says
buyers had largely been able to source Robert Mazzuoli, Fitch Ratings EMEA Head of
capacity, albeit at a higher cost, and in many Reinsurance. “However, traditional reinsurers
cases, changed structures with an increase and investors have become much more
in attachment points and the raising of the demanding on price and terms & conditions.
floor on minimum rates on line, a key focus This applies in particular to those lines heavily
for many reinsurers. impacted by the events of 2022, i.e., property
cat and political risks/civil unrest/war.
“The renewal process has been gruelling for Disappointing returns since 2017, trapped
participants, many of whom have not faced capital and more attractive alternative
such a rapid change in market conditions investments given the rise in interest rates
across a single renewal season,” he explained. have limited investor appetite for reinsurance
for now.”
“Times of significant market change are
always challenging to navigate, but we have Reflecting on the variables which have
seen a significant difference in the ways that factored into this year’s renewals equation,
individual reinsurers have reacted despite a Mike Van Slooten, Head of Business
widespread stated ambition to grow premium Intelligence at Aon Reinsurance Solutions,
volumes in what is being viewed as the best surmises that “it’s hard to know where
treaty underwriting terms and conditions for to start, as it’s not a simple situation to
a generation.” explain, on many different fronts. But there
has been a slow build-up over the last few
“Some have reached the end of the renewal years to get us to this point, and it'’s been
season with reputations enhanced, exercising ~ duite an unbelievable sequence of events,
a firm, fair, transparent approach based on demonstrating that the world is a very
a commitment to their own view of pricing uncertain and risky place.”
adequacy. Others who have acted less
deftly may find sustaining long-term client “Reinsurers are very much on the front
relationships more challenging, especially line of dealing with that, and you can see
once capital and competition rebuild in the the consequences of that in their results,
global reinsurance market.” and investors are pushing very hard to
see improvement, which is driving the
The broker added the renewal saw a underwriting and management teams to
divergence between reinsurers prepared to impose quite harsh conditions on these
provide clear lead terms and capacity and renewals. It's been a difficult round of
others who waited for firm orders in an effort negotiations, there’s no doubt.”

to adjust terms at the last minute.
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..TUMULTUOUS... ONE OF THE MOST CHALLENGING
RENEWALS OF RECENT TIMES AS REINSURERS RESPONDED
TO A HOST OF SECTORAL CHALLENGES, ESPECIALLY
LOSSES FROM HURRICANE IAN AND THE WAR IN|UKRAINE
THE INSURANCE INSIDER
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PRESSURE RISING

According to Van Slooten, when there have been hard markets in the past,
they have usually been a reaction to a single, large event: “There always
tend to be a few things going on at any one time, of course, but generally
that is what’s happened. But this time, you’ve had pressure building up
over a long period of time, which is partly to do with the catastrophe
activity and the extent to which that may be linked to climate change.”

“So it’s actually a number of things this time: it’s the fact that a lot of those
losses have ended up in the retro market, which is making it very hard for
reinsurers to secure the covers they need. It’s to do with the fact that a lot
of the losses have come from unexpected sources. A lot of investors come
into the sector on the basis of the catastrophe models, and the science
there has improved greatly, but it isn’t necessarily capturing everything
that is going on in today’s world, so | think there is some doubt creeping in
terms of risk evaluation and pricing, and that’s being reflected in investors’
appetites.”

Mark Wheeler, co-CEO of Mosaic Insurance, elaborates on the extent to
which these renewals have once again placed models in the spotlight: “The
headlines, particularly for property cat, are that models have proved to be
unsatisfactory for five out of the last six years. And a lot of this does boil
down to the models as far as investors are concerned. They have had five
big loss years out of the last six, with some of the biggest losses ever, and
they just don’t believe it anymore. That said, | think if there’s a clean year,
they will pile back in!”
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JUST-IN-TIME

Despite the concerns and the expectations from many in the market
that these 1.1s would be extremely late, in the end, negotiations

saw programmes completed on time, he adds: “There was a real
sense of gloom surrounding nat cat, but actually, it all got tucked up,
everything got put to bed on time. When all is said and done, there is
a sort of sanity within the madness, and there were a couple of white
knights that charged in over the last couple of days of December -
Berkshire in particular - and put down big lines to get programmes
done. There was a waiting game which was more choreographed than
panicked, | think. That was surprising because | expected there to be
a lot more turmoil: we all remember hard markets when people were
putting programmes together in January and early February, so in that
sense, it has been more structured and less chaotic this time round.”

Which is not to downplay the extent of rate rises which have taken place,
which even for loss-free accounts have been in the 30-40% range. “It

is a proper hard-core, hard market, and those I've spoken to in the
property cat space are saying it’s as hard as any of them have seen,” .
says Wheeler, before adding that we need to compare this to previous

hard markets: “There is capital impairment, but one of the differences_.

this time round compared to Hurricane Andrew is that then there were, *  *. ~ . e . .
a lot of insolvencies following the hurricane, and that hasn’t happened * & =
with lan. When you get people dying in the food chain, it always gets ‘ 2 i
people in a fluster! That said, there is significant impairment on the ,* .~ e 5
asset side of the balance sheet. | don’t know how solvency compares to *‘- ———
Andrew, WTC or GFC, but solvency is under pressure again because 6f * *# s
the impairments and because of the rate increases.” . . e

“At the end of the day, reinsurance is all about access to capital,” adds
Aon’s Van Slooten. “Big losses can happen at any time, that’s the game
they’re in, and reinsurers need to know that they can access new funds if -
they need them. Just at the moment, the appetite from investors is just
not there. We’re talking about a hard market for property cat business,
and we’re not seeing new companies being formed; we’re not seeing a
lot of capital coming into the industry at the moment, and that ;ej|§ you
that there are some issues out there that need to be dealt with'as far as
the investors are concerned.” ) .
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SRCC AND POLITICAL

VIOLENCE

Much of the focus of these renewals has
been on the core property catastrophe
market, which is understandable given
indications that reinsurance rates for loss-
affected US accounts, for example, have
seen rate rises in as much as 150% in some
instances. However, another class that has
also experienced substantive dislocation has
been SRCC.

According to Gallagher Re, loss-affected
accounts for the Political Violence and Terror
(PVT) market have seen rate movements of
50% at the latest 1.1 renewals, while even loss-
free accounts have seen 30% rate increases.

It added that the market saw the composite
product being unbundled and clients

being forced to purchase stand-alone PVT
structures to protect their portfolios.

Also, according to the broker, there was a
tightening of Loss Occurrence definitions
with Time and Distance restrictions being
added for all perils, along with restrictions
being imposed for Russia, Ukraine and
Belarus exposures.

Significant changes have taken place for
SRCC and PV covers, according to Mosaic’s
Wheeler, including hour clauses having been
introduced or reduced, a move he regards as
“quite significant.”

The definition of political violence and SRCC
is much more set in stone now,” he adds.
“There have also been exclusions introduced
around the war in Ukraine, and what that
means. Is a riot in another geography
because grain isn’t getting through as a
result of the war in Ukraine? It introduces an
element of uncertainty around exclusionary
language, which is a bit of a worry.”

“Another important dynamic is that the
reinsurance rates on the top excess

layers have really significantly increased

as reinsurers are trying to control their
aggregate. I'm aware of rates trebling on top
layers. It’s a reinsurance-driven commoditised
class, and with top layers getting dropped,
there will definitely be less capacity in 2023,
which | don’t think is necessarily a bad thing.”

“There has also been some reporting around
the unbundling of reinsurance contracts.
Typically the composites have had their
terror and PV programmes in their general
property programmes, and those are all being
unbundled, which is pretty significant.”
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CALMER CASUALTY
WATERS

Still, it has not all been turbulence for the 2023 1.1s. According to Gallagher Re, the casualty
treaty market was viewed as “calmer and more rational than other parts of the business, and
with renewals completed at terms seen as tough but fair by most buyers.” Fitch’s Mazzuoli
Underwriting agrees, noting that margins proved to be sufficient in 2022 given pricing action in
the more recent past, which meant that observed price increases for the casualty reinsurance
market mainly served to pre-empt a possible pick-up in claims inflation in 2023.

RETRO CAPACITY

One of the key talking points for this year’s renewals has been the availability or otherwise of
retrocessional capacity, which has had a marked knock-on effect on both the availability and
rating of insurance covers, especially for property cat business.

“The reason that institutional capital has come into that space is really because rated companies
find it quite hard to write retro: it is very capital consumptive, and there are good reasons to
access investors who have different risk appetites,” says Van Slooten.

“It’s volatile business - you would expect to take a loss every now and then - but you wouldn’t
expect to see the run of losses that we’ve seen in the last few years, many of which have come
from unexpected sources. None of these investors in non-life reinsurance business thought they
> were going to be taking losses from a global pandemic. Then you look at the wildfire events and

the flooding events, the drought Iosses the torna o Iosses all of th|s isn’t the peak perils, the g 4
hurrlcanes and the t y
sources.”
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INVESTOR APPETITE

So, where does all of this leave the reinsurance market as we start 2023? Despite the
turmoil and reticence from investors after a bruising year, there are several reasons
for optimism. Over the Van Slooten: “When the dust has settled on these renewals,
and people understand what has happened, | think there is a reasonable chance that
investors will look to the sector again with fresh eyes, and we are hopeful that many
will decide to commit on the basis that the prospects for making a decent return are
much better now than they were before.”

“People tend to have very short memories,” he adds. “If we have one or two years where
the loss experience is very benign, that changes everything. All of these questions go
away. If that happened now, for example, and 2023 and 2024 were benign loss years, a
lot of people are going to make a lot of money, and that will attract investors - a lot of
capital will come into the industry at that point. So this situation can change, but it’s
going to depend on loss activity over the next two years, and really how the macro
situation unfolds as well because inflation isn’t going to go to zero in 2023.”

Wheeler uses a psychological analogy, suggesting that the hard market has the same
characteristics as grief: “You get the denial at the start, and forecast losses always go
up; then you get anger; then you get bargaining. We’re sort of through the bargaining
bit and we’re in depression-ville (which varies according to whether you are a buyer or
a seller). Then we’ll move on to acceptance, which is when the market will settle down
and new capital will come in again.” Just how long such acceptance will take will be the
defining characteristic of the (re)insurance market in 2023.
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THE LAST TIME WE SAW THIS LEVEL OF CAPITAL DISLOCATION
WAS DURING THE 2008-2009 GLOBAL FINANCIAL CRISIS.
DAVID FLANDRO, HEAD OF ANALYTICS, HOWDEN
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ENTERPRISE SCALE UNDERWRITING—|
|_THROUGH A SINGLE PANE OF GLASS

Providing Underwriters with automation and insight driven decision
support from a connected platform, resulting in a more informed view

of risk, AdvantageGo’s intelligent underwriting workbench creates clarity
and insight from data-driven events.

At the point of underwriting, our modular workbench provides relevant
and specific internal and external data for a more informed view of risk
that supports the Underwriters’ decision making.
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