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We’ve converged! Where do 
we go from here?
David Spiller urges reinsurers to take a back-to-basics approach, with a 
keen focus on the fundamentals of data  
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Considering capital-market solutions for risk transfer 
is no longer an exception, it’s an expectation. The 
much-anticipated convergence of the capital markets 
and reinsurance markets is here. 

Catastrophe bonds, sidecars and index products 
were utilised with unprecedented frequency in 
2006. Last year’s catastrophe-bond market alone 
saw new highs in everything — from total transac-
tions ($4.6bn) to number of issuances; from number 
of perils securitised to diversity of trigger type. 

Now that we know traditional reinsurance and 
capital-markets solutions can happily coexist, even 
when conventional reinsurance capacity is gener-
ally widely available, what’s next? 

I believe that in order to move full speed ahead 
into the future of 
convergence, we 
need to go back to 
basics and focus on 
the  fundamenta l 
importance of data. 
At the same time, we 
must concentrate on 
building and continu-
ally improving the 
analytical tools that 
allow these data to be interpreted and understood 
by investing parties.

Years ago, when I first joined this great industry 
of ours, data were less important than they are now. 
Major underwriting decisions in the reinsurance 
industry were based, to a large extent, on a sub-
jective assessment of the management calibre of 
ceding companies. Ours was a people business; 
relationships ruled. 

In today’s ‘converged’ world, information is king. 
Terrible losses — such as those from Hurricane 
Andrew, European storms and the World Trade 
Centre attack — have shone a harsh light on the 
industry’s need to understand its catastrophe-loss 
exposure better. Significant strides in data collec-
tion and modelling have been made ever since. 

That investors have become more comfortable in 
the realm of insurance company risk is a credit to 
our progress in collecting more and more granular 
data. The march must continue. 

Just as insurers need to understand portfolio 
information and quantify exposures for reinsurers 
and rating agencies better, insurers and reinsurers 
must be able to give investors meaningful informa-
tion to comprehend the amount and type of risk 
they are assuming. 

Inert data doesn’t do the trick. Data-powered 

analytical tools do. For instance, consider an 
insurer that has a portfolio of residential poli-
cies in Florida. This information as such is of little 
value to investors. 

The loss profile of that portfolio, however, is a 
different story. The ability to slice and dice risks 
to understand them better — and to serve them 
up effectively to an ever-wider variety of inves-
tors, each with a specific risk appetite — must 
continue to grow. 

Such increased scrutiny of risk will not be 
restricted to the insurance side of the fence. Inves-
tors will also be driven to a more detailed analysis 
of their general portfolio of assets. The fact that 
catastrophe-insurance risk is generally uncorrelat-

ed with economic 
risk and equities-
market risk makes 
it  attractive to 
investors seeking 
diversification. But 
what about an 
investor seeking to 
diversify into Cali-
fornia earthquake 
risk, not realising 

it is already carrying a hefty California exposure in 
its Real Estate Investment Trust venture? This type 
of scenario compels the development of more 
finely refined investment data as well. 

In addition, the more capable we become at 
pulverising data and sifting it into meaningful 
information, the better indices we can create for 
capital markets’ risk-transfer structures, and the 
better we’ll get at quantifying (and, hence, mini-
mising) basis risk. 

Capital markets’ insurance risk-transfer solu-
tions are now an integral part of our business. We 
welcome them as vital complements to traditional 
reinsurance mechanisms for shouldering catastro-
phe risks. It is now our role as reinsurance brokers 
to allow our clients to move fluidly and produc-
tively between the realms of the reinsurance and 
capital markets, enabling them to consider their 
full spectrum of options for transferring the great-
est of risks. 

It is now also our responsibility as an indus-
try to continue to invest in collecting appropriate 
data and building the tools needed to interpret 
the numbers. We have done it before, as our 
ongoing advances in analytics for traditional 
reinsurance risk assessment attest; I have no 
doubt we’ll do it again.

>>  In today’s ‘converged’ world, In today’s ‘converged’ world, 
information is king. Terrible losses information is king. Terrible losses 
have shone a harsh light on the have shone a harsh light on the 
industry’s need to understand its industry’s need to understand its 
catastrophe-loss exposure better.catastrophe-loss exposure better.

David Spiller is 
president and    
chief executive of 
Guy Carpenter.
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