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DRIVERS FOR CHANGE

• Recent Catastrophes 

• Regulatory Landscape 

• Rate Inadequacy – The Math does not work

• Investment Returns

• Prior Year Development

• The Challenges Ahead
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RECENT CATASTROPHES

''In a risk-taking business, it is easy to generate increasingly 

better results in the short run by taking on excessive risk or 

by building lower-quality business - but you will pay for that 

in the long run,'' 

Jamie Dimon, CEO – JPMorgan Chase, 2011 Note to 

Shareholders
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RECENT CATASTROPHES
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2010 February Chile Earthquake

February Windstorm Xynthia

March W. Australia Severe Weather

March Victoria Severe Weather

March Eastern US Flooding

April Southern US Severe Weather

May Central US Severe Weather

June France/Spain Flooding

September New Zealand EQ

October Arizona Severe Weather

All other 2010 events

2011 January Australia Floods/Cyclone Yasi

Jan/Feb US Winter Storms

February Christchurch (NZ) EQ

March Japan EQ/Tsunami 30.0 40.0

April/May US Severe Weather

June New Zealand EQ 3

July Danish Floods

August Hurricane Irene

Q3 Thai Floods

All other 2011 events 3.0 5.0
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RECENT CATASTROPHES
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Aftershocks can produce insured losses larger than the 

initial event – activity can persist for many years

Known Peril - Unknown Concentration

Japan experienced as many Mw 5.0 aftershocks in 10 

weeks after Tohoku as in the 10 years before

RECENT CATASTROPHES – MODELLING CHANGES – CAPITAL STRAIN
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V6-7: Post Katrina - 

Near term rates 

introduced, along 

with vulnerability 

Increases

exposure increases 

V8: Exposure 

Increases

V9: Near 

term rates 

softened 

slightly

V10: No 

change

2011: 

Industry 

exposure 

Increase

V11: 

Completely 

revised 

model

Same Underlying Event Set, Hazard Model



REGULATORY LANDSCAPE

• Increased regulatory burden globally, particularly in Europe, in part due to:

- onset of the credit crisis in Q32008 and resulting banking sector turmoil

- slow or no economic growth

- Solvency II

• Varying approaches to Solvency II being adopted across Europe

- UK and Swiss regulators arguably taking a more painstaking and rapid interpretation 

of the Directive than other countries

- Over-arching objective of Solvency II is improving policy holder protection;  share 

holder protection is not within its remit – key is finding right balance

- Where is the industry going to find the returns to pay for the ultimate costs in capital, 

implementation and maintenance of Solvency II?
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RATE INADEQUACY

“Not knowing your costs will cause problems in any 

business. In long-tail reinsurance, where years of 

unawareness will promote and prolong severe underpricing, 

ignorance of true costs is dynamite.”

Warren Buffet, 2001 Letter to Shareholders
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RATE INADEQUACY 
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RATE INADEQUACY
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RATE INADEQUACY
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INVESTMENT RETURNS
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US Treasury 10-year bond yields are at historically low 

levels.

Previous min: 1.95
1941 (WWII)

Source: multpl.com

Min: 1.47% 
(June 2012)

Black Tuesday



INVESTMENT RETURNS

AHL: NYSE 13

PRIOR YEAR DEVELOPMENT

“You never know who's swimming naked until the tide goes 

out”

-Warren Buffet
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PRIOR YEAR DEVELOPMENT
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Recent calendar-year 
underwriting performance has 
been improved by prior-year 
loss reserve releases

Of 15 Global Reinsurers in 
2010 – 72.8% of U/wing Profit 
of USD 4.4B = Prior Years. 

On an accident-year basis, 
three of the last four years 
have produced underwriting 
losses

2011 was the fifth straight year 
of favorable reserve 
development = - 6.8 CR pts. 

Prior-year reserve releases are 
unsustainable over the next 
few years 

US P/C SECTOR AGGREGATE AY RESERVE DEVELOPMENT
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Source: SNL



INITIAL VS. CURRENT AY LOSS RATIO, US GL OCCURRENCE
AS COMPARED TO CUMULATIVE RATE CHANGE (BASE YEAR 2002)
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Source: SNL

THE CHALLENGES AHEAD

• Recession/Interest Rates 

• Aggregation in all its forms

• LJ Civil Litigation Review 

• PPOs

• Eurozone - Demise or partial break-up of the Eurozone raises 

considerable challenges for insurers and reinsurers

• Are our existing models “fit for purpose”? 

“Golf is a game whose aim is to hit a very small ball into an even 

smaller hole, with weapons singularly ill – designed for the 

purpose.”
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