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The day is 1 June 2005. The hurricane and typhoon 
seasons have just gotten under way. A fortune-teller 
reveals to you that the insurance industry will suffer a 
record $83bn in catastrophe losses in 2005,following 
the record loss of $48bn in the past year. At this point 
a pesky insurance reporter appears (though not one 
from this fine publication) and asks for your forecast 
for reinsurance renewals in 2006.

You, like practically all industry observers, would 
probably predict that there will be a difficult market 
at the 1 January 2006 renewals, with soaring rates 
for property/catastrophe covers worldwide and 
price hikes for nearly all lines as cedents cope with 
a capital-depleted panel of reinsurers. You think 
back to the World Trade Centre event in 2001, to 
Hurricane Andrew in 1992 or even the liability cri-
sis of the mid-1980s. You ‘know’ that record losses 
in reinsurance are a sufficient condition for a hard 
market. When losses explode, rate hikes follow.

Now, a year later, you feel the need to re-pro-
gramme your crystal ball. For despite the enormous 
cost of losses in 2005, the market did not react in 
classic fashion with across-the-board rate hikes.

The market in 2006 was discriminating in its 
approach. Stable-to-soft conditions persisted for 
lines unaffected by 2005 catastrophes. In most 
areas, issues tend to be internal, generated by con-
ditions specific to each market. For example, in many 
countries flood has become an increasing concern, 
reflecting recent large losses from this peril.

Within the property/catastrophe arena, the market 
distinguished between North American exposures 
and those of the rest of the world. Guy Carpen-
ter analysis shows that for most of the rest of the 
world outside North America, there was on average 
only a 2% increase in rate for 2006, versus a 76% 
increase in the US. Even within the US, the market 
was discriminatory, and many non-coastal-exposed 
programmes experienced stable conditions.

Factors and figures
A number of factors explain the current market. 
Importantly, 2005 was a strong year for non–catas-
trophe-exposed lines, which helped to offset against 
catastrophe losses. In fact, Lloyd’s reports that all 
non–catastrophe-exposed lines had an underwrit-
ing profit in 2005. Furthermore, the global increase 
in interest rates helped investment income, even 
though this impact was felt mainly at the short end 
of the yield curve. Taxes also played a role, as reduced 
income lowered tax obligations. 

In short, given all these factors, Guy Carpenter’s 
analysis indicates that the reinsurance industry 
ended 2005 with a positive gain in capital instead 
of the massive loss that might have been expected 

post-Katrina, Rita and Wilma. 
Beyond the lucky fact that the reinsurance 

industry — exclusive of catastrophe — was in a 
relatively prosperous condition in 2006, there is a 
more fundamental force at work: namely, mobile 
capital. As of 30 December 2005, new or existing 
companies following the hurricane season raised 
more than $20bn in additional capital. 

The catastrophe bond market in 2006 is 
already at record levels, both in terms of number 
of transactions and risk capital. In 2005 we also 
witnessed a more prominent role for ‘sidecar’ 
investment vehicles, which constitute an efficient 
way for investors to participate in a rising mar-
ket*. (For those not yet au fait with this develop-
ment, a sidecar carrier essentially attaches itself 
to an existing reinsurance writer by providing 
capacity to the reinsurer.)

Going mobile
It has been seen that mobile capital brings a new 
flexibility to reinsurance markets.

Looking at casualty lines in a hard market, rein-
surers would have sought to raise rates to rebuild 
their capital base traditionally. But if there is no 
compelling economic reason to raise rates in casu-
alty, attempts by markets to hike rates will be frus-
trated by existing and/or new competitors, fuelled 
by easy access to relatively low-cost capital.

Conversely, turning to property markets, if there 
is a compelling reason to raise rates — such as 
a belief that increased storm activity in the North 
Atlantic will lead to substantially increased loss-
es — it is likely that we will see an outflow of 
capacity until rates adjust to the newly perceived 
higher level of risk.

This measured response by markets has to be 
viewed as a strong positive development. Insta-
bility in reinsurance pricing has been a complaint 
of cedents for many years, and has driven them to 
more expensive alternatives. 

A more stable and discerning reinsurance mar-
ket bodes well for the future. Mobile capital mar-
kets are bringing us closer to this vision, as they 
allow for a more textured response to changing 
market conditions.

*Securities or investments, as applicable, are offered in 
the (i) US through MMC Securities Corporation, a US-
registered broker-dealer and member NASD/SIPC, and 
(ii) in the European Union through Marsh Advanced Risk 
Solutions (MARS Ltd), regulated by the Financial Services 
Authority for the conduct of investment business in the 
UK. Reinsurance products are placed through qualified 
affiliates of Guy Carpenter. MMC Securities and MARS are 
affiliates of Guy Carpenter.
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Three cheers for mobile capital!
Just a few years ago, a difficult year like 2005 would have meant a hard 
market for the loss-free and loss-prone alike, but not in 2006. David 
Spiller, president and chief executive of Guy Carpenter, hails the new spirit 
of maturity and discernment pervading today’s reinsurance market

16   reinsurance      September 06 www.reinsurancemagazine.com 

David Spiller is 
president and 
chief executive of      
Guy Carpenter.

Editorial
Editor
Mark Geoghegan
Deputy Editor
Marc Jones
Sub-editor
Jane Cahane
Art Director
Nicky Brown
Editor-in-Chief 
Antony Gould
Editorial tel +44 (0) 20 7484 9933
Editorial fax +44 (020) 7484 9900
E-mail addresses
name.surname@incisivemedia.com

Advertisement sales
Publisher
Jonathan Trinder
Advertising tel
+44 (0)20 7484 9942
Advertising fax
+44 (0)20 7484 9992
name.surname@incisivemedia.com

Incisive Media
Chief operating offi cer
James Hanbury
Group editorial services director
David Worsfold
Managing Director, insurance division
Graham Harman
Marketing manager
Ro Osborne
Group production manager
Lorna Graham

Customer services
Tel (UK) 0870 240 8859
Tel (US) +1 (212) 925 6990
E-mail cs@incisivemedia.co.uk

Subscription hotline
Tel +44 (0)20 8606 7516
Fax +44 (020) 8606 7303
Email sigs@wdis.co.uk

Annual subscriptions: UK £225 Airmail
Europe £242 (¤357) Airmail RoW £272
(¤402). Remittances by cheque or  
international money order to be sent with 
order and made payable to Timothy Benn 
Publishing Ltd. Overseas cheques should    
be drawn in sterling.

Head offi ce
Incisive RWG Ltd, Haymarket House,
28–29 Haymarket, London SW1Y 4RX
Tel +44 (0)20 7484 9700
US & Canada offi ce
Incisive RWG Inc , 270 Lafayette Street, 
Suite 700, New York, New York 10012, US
Tel +(212) 925 6990
Asia & Pacifi c offi ce
Incisive RWG Ltd, Unit 2708, 27th Floor, 
The Centre, 99 Queen’s Road, Central, 
Hong Kong, SAR China
Tel +(852) 2545 2710

Average net circulation
from 01/07/2004 to
30/06/2005: 9,387

© Incisive Media 
Investments Ltd
ISSN 0048-7171
Reproduction: CTT, London
Printer: The Grange Press,
Southwick
Member of the Audit Bureau of Circulations

016_RE_0906.indd   16016_RE_0906.indd   16 25/8/06   12:40:59 pm25/8/06   12:40:59 pm



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJDFFile false
  /CreateJobTicket true
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (Color Management Off)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


