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Reinsurance Market Outlook: Aon

Through year end, the market saw capital raise
over USD23 billion, split circa USDI15 billion
in equity and USDS8 billion in debt. While
the industry saw new reinsurers develop with
experienced leadership teams, more than 75
percent of the equity issuance went to existing
market players. Traditional capital overall
increased USD3 billion ending Q3 at a new peak
of USD533 billion compared to 2019’s year
end of USDS530 billion. Despite regaining some
ground since Q2, alternative capital remains
below 2019 year-end levels through Q3 ending
at USD92 billion. Collateralized reinsurance
continued to decline over the period while catastrophe
bond issuance saw its peak in 2020, and sidecar and
ILWs remained relatively stable. In total, global
reinsurer capital ended Q3 2020 flat at USD625
billion. While capacity is expected to meet demand
for future renewals and new capacity will likely enter
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the market in 2021, risk-taking strategies will evolve
as the impact of COVID-19 becomes more transparent
and the potential return of social inflation looms.

Demand renewed slightly up for the industry at January
1 with mixed rate change outcomes across programs.
Much discussion centered on contract language, most
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notably for communicable disease language as the
market worked to determine the exposure to individual
placements.

Global insured catastrophe losses ended 2020 at near
average levels of USD86 billion. The United States
experienced significantly higher insured losses of
USDG66 billion for 2020 compared to a prior 10-year
average of USD46 billion. A record breaking number
of U.S. landfalls during the Atlantic Hurricane Season,
Derecho activity in the Midwest and another costly
year for U.S. wildfires all contributed to the outcome.
The largest insured loss event for the season was
Hurricane Laura estimated at USD9 billion. The rest
of the Americas, APAC and EMEA conversely saw
less activity with an estimated insured loss circa 50
percent of average in all regions.

Capital recovers to pre-pandemic levels

Aon estimates that global reinsurer capital returned to
its pre-pandemic high of USD625 billion by the end of

September 2020, driven by continued capital market
recovery and new equity issuance. This calculation is
a broad measure of the capital available for insurers to
trade risk.

To download full report, please Click Here

TOTAL ~$23.6bn

Existing players
$7.0bn

PRIVATE
EQUITY ISSUANCE
$9.6bn

Source: Company financial statements / Aon Business Intelligence

Source: Aon

Latest updates:

Business interruption insurance

On 15 January 2021, the Supreme Court handed
down its_judgment on the issues on appeal from the
High Court. Its judgment relates to the High Court’s
interpretation of common clauses in 13 out of the 21
business interruption policies in the representative
sample. The judgment also considers whether the
prevalence of coronavirus in or near the business was
the effective ‘cause’ of losses.

The Supreme Court judgment is complex, runs to 112
pages and deals with many issues. A summary of the
key points is below. Our legal team at Herbert Smith
Freehills have published a bulletin summarising the
judgment on their website, which may be referred to
for further detail.

The FCA argued for policyholders that the
‘disease’ and ‘prevention of access’ clauses in the
representative sample of 21 policy types provide cover
in the circumstances of the coronavirus (Covid-19)
pandemic, and that the trigger for cover caused
policyholders’  losses.

The High Court’s judgment last September said that
most of the disease clauses and certain prevention
of access clauses (12 policy types from the sample
of 21, issued by six insurers) provide cover and
that the pandemic and the Government and public
response caused the business interruption losses. The
six insurers appealed those conclusions for 11 of the
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policy types, but the Supreme Court has dismissed
those appeals, for different reasons from those of the
High Court.

On the FCA’s appeal, the Supreme Court ruled that
cover may be available for partial closure of premises
(as well as full closure) and for mandatory closure
orders that were not legally binding; that valid claims
should not be reduced because the loss would have
resulted in any event from the pandemic; and that two
additional policy types from insurer QBE provide
cover. This will mean that more policyholders will
have valid claims and some pay-outs will be higher.



http://thoughtleadership.aonbenfield.com//Documents/20210105-rmo-january.pdf
https://www.supremecourt.uk/cases/docs/uksc-2020-0177-judgment.pdf
https://hsfnotes.com/insurance/2021/01/15/supreme-court-hands-down-judgment-in-fcas-covid-19-business-interruption-test-case

The judgment is legally binding on the eight insurers
that agreed to be parties to the test case. Those insurers
are:

* Arch Insurance (UK) Ltd

* Argenta Syndicate Management Ltd
* Ecclesiastical Insurance Office Plc

* MS Amlin Underwriting Ltd

* Hiscox Insurance Company Ltd

« QBE UK Ltd

* Royal & Sun Alliance Insurance Plc
Zurich Insurance Plc

g ASIN Byl

The judgment also provides authoritative guidance
for the interpretation of similar policy wordings and
claims. It can be taken into account in other court
cases, including in Scotland and Northern Ireland, by
the Financial Ombudsman and by the FCA in looking
at whether insurers are handling claims fairly. The
judgment does not determine how much is payable
under individual policies, but provides the basis for
doing so.

To read more, please Click Here

Source: FCA

Return on capital to improve for reinsurers but price improvements to

fade: Fitch

Although Fitch Ratings expects the return on capital of the reinsurance sector to improve notably in 2021, analysts
warn that price improvements are likely to “gradually fade” over the next 12-18 months on the back of ample

capital and an elevated risk appetite.

As expected, the reinsurance market continued to firm
at the important January 1st, 2021 renewals as losses
from the pandemic and catastrophe events, social
inflation impacts and the lower for longer interest
rate environment contributed to a renewed focus on
underwriting.

According to Fitch, “widespread price increases that
often went beyond claims inflation” were evidentat 1/1.
But despite this, analysts note that rate improvements
were limited by abundant levels of capital in the
market, from both existing and new players.

As Fitch highlights, “The most important objective for
reinsurers is to re-establish profitability after several
years of sub-par returns on capital.” Of course, pressure
on the asset side of the balance sheet amid low interest
rates has exacerbated the problem for reinsurers,
and in response, there’s been a heightened focus on
underwriting profitability to improve margins.

In 2021, Fitch expects that real price improvements
will come in at around 2% — 4%, which, assuming a
normalised level of catastrophe losses, would drive
better technical results for companies.

“Fitch expects the return on capital of the reinsurance
sector to improve significantly in 2021 compared to
the low-single-digit return forecast for 2020, but to
remain slightly shy of the industry’s cost of capital,”
note analysts.

Going forward, it’s expected that losses related to the
coronavirus pandemic will diminish as the vaccine
rollout accelerates around the world and lockdowns
are relaxed. This, coupled with improved underwriting
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margins will undoubtedly help the reinsurance sector,
but it’s assumed that some of this improvement will be
consumed by worsening asset quality.

The twin impacts of COVID-19 and an active year
for catastrophe events, at a time when the market was
already firming following a prolonged soft market,
led sector participants to debate how sustainable rate
improvements might be.

According to Fitch, rate improvements will dwindle
over the next 12 — 18 months as the risk appetite in the
industry grows and capital levels remain high. This
prediction is based on a normal large loss experience
and the successful rollout of the vaccine to mitigate
the spread of the virus.

All in all, Fitch is maintaining its stable sector outlook
for global reinsurance, which reflects the hardening
marketplace, a robust capital position, and an expected
decrease in claims related to the pandemic.
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https://www.fca.org.uk/firms/business-interruption-insurance

GAIE E-Newsletter

Rate Movements Moderated by Availability of Capacity as Negotiations
Center on Pricing and Terms at January 1, 2021 Renewals

Price increases at the January 1, 2021 reinsurance renewals were moderated compared to initial expectations by
abundant capital levels and an increased willingness on the part of reinsurers to deploy capacity in several sectors,

according to Guy Carpenter.

Hallmarks of the January 1, 2021 renewals included:
* An earlier start to the renewals

* Slower and more complicated quoting process

* Rigorous contract reviews

* Later than average signing process

+ Significant pricing pressure for loss-impacted
programs

* Pricing for loss-free programs generally in line with
expectations

* Renewal experience varied depending upon
underlying portfolio exposures and performance.

Property

Pricing generally settled at the lower end of expected
increases outside of more constrained segments at
January 1. Where placements were loss impacted,
particularly in cases where retentions were perceived
to be too low, reinsurers held firmer on pricing or
structure adjustments.

Global property renewal themes included:

* Ample capacity was available from incumbents
and new entrants to the property reinsurance market
during the fourth quarter of 2020.

* Limit demand was generally stable with a few
pockets of increases.

* On non-loss impacted programs, risk-adjusted
pricing was up mid-single digits to low teens in the
United States; while in EMEA and the Asia-Pacific
region, risk-adjusted pricing increased by low single
digits on average.

* Known global large losses in 2020 were higher than
average, excluding COVID-19, driven by frequency
of small and mid-sized events.

* Based on current market views, loss implications
from COVID-19 were not as disruptive as feared
earlier in the year.

Casualty

Casualty renewals varied widely, depending on
individual circumstances including loss experience,
covered lines and industry classes written. Every
placement experienced some degree of continued
reinsurance underwriting rigor around stress factors
broadly encompassed by social inflation, the low
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interest rate environment and communicable disease.
Global casualty renewal themes included:

* Pricing was heavily dependent on factors noted
above.

* Generally, ample capacity was available across most
casualty lines.

* For some programs with more challenging loss
experience or industry classes, there was additional
pressure on other treaty terms/conditions and pricing.

* Financial lines were an anomaly in the casualty
market, with stable to improving terms due to
the strong underlying rate environment as well as
continued carrier underwriting discipline.

* Cyber aggregate capacity saw continued tightening,
driving increased pricing.

* There was some new or expanded client interest in
casualty clash coverage.

For casualty placements, contract language
requirements around pandemic and communicable
disease varied by line of business with workers
compensation, long-term care, casualty clash and
casualty programs with particular exposures requiring
the most discussion.

Capital

Overall, traditional dedicated reinsurance capital for
year-end 2020 was estimated at USD 397 billion by
Guy Carpenter and A.M. Best, a marginal increase on
year-end 2019. Favorable valuations of asset levels
and capital initiatives saw capital levels recover from
the decline witnessed at mid-year 2020. However,
reinsurers struggled to achieve positive returns on
equity due to the combined impacts of COVID-19 and
catastrophe losses. Dedicated capital also benefited
from new capital formations.

This resilience was also evident in the insurance-linked
securities arena, which once again demonstrated its
low correlation features. Overall, catastrophe bond
offerings continued to attract significant capital while
syndicated sidecar and collateralized reinsurance
strategies experienced limited new inflows of capital.

To read more details, please Click Here

Source: Gecapitalideas


https://www.gccapitalideas.com/2021/01/05/rate-movements-moderated-by-availability-of-capacity-as-negotiations-center-on-pricing-and-terms-at-january-1-2021-renewals/
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