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Introduction

Over the past few years, the reinsurance industry
has witnessed significant growth in alternative
capital: both in the catastrophe bond market and
through sidecars more recently. However, the
broader convergence of reinsurance and financial
capital started over 20 years ago. Over this period,
the attraction of financial investors to back
(re)insurance risks has followed a straight line,
largely decorrelated from reinsurance pricing.
This would indicate financial capital has not

yet found its equilibrium balance in the overall
reinsurance industry, which raises a number

of questions:

+ Is the attraction of capital markets for (re)insurance
risks structural or cyclical? Is it here to stay, or will it
disappear during the next financial market crisis?

« What will be the equilibrium point from the current
20% share of the reinsurance industry, and what
will be the ultimate capital architecture of the global
reinsurance market?

2 | The Convergence of Financial and Reinsurance Capital - Part 1

As no one has a crystal ball, let's put the question
differently: what are the conditions for capital
markets to find (re)insurance risks sustainably
attractive?

While alternative capital growth was largely driven
by a demand shock in the early 2000s following
large natural catastrophe events, the momentum
has been sustained more recently by a supply
shock. Indeed, with interest rates increasing
since 2022, investors have been reminded

that insurance premiums could also generate
attractive investment float. These investors have
a lower cost of capital than traditional insurers
and reinsurers do, creating an attractive value
proposition for the reinsurance industry.

This paper looks at how insurers, reinsurers and
investors might consider positioning themselves in
the broader marketplace, for the broader pools of
capital to match the pools of risks in a sound and
sustainable way.



[. The old world's limits

For most of the 20th century, the (re)insurance

industry ran on a simple, vertically integrated model.

A primary insurer—say, a Florida homeowners
carrier or a Japanese earthquake risk underwriter—
transferred a portion of its risks to a reinsurer. That
reinsurer absorbed the risks (of two kinds: severity
and/or frequency) onto its own balance sheet,
backed by equity capital accumulated over decades
and managed by actuaries who based their risk
evaluation models largely on experience.

This “on-balance-sheet” approach is also known

as “Rhenan capitalism” and is one of the reasons
why historical reinsurers are mostly German

or Swiss (German).

The model worked, until it wasn't optimal anymore,
with market stresses and ruptures showing

the need for “alternative” sources of capital.

There have indeed been a number of

“demand shocks,” where natural and man-

made disasters reached unseen levels.

The accumulation of catastrophes in 2001 (9/11),
2004-2005 (Hurricanes Charley, Ivan, Katrina,

Rita and Wilma), and again in 2010-2011 (when
earthquakes struck Haiti, New Zealand and

Japan in quick succession), exposed a structural
weakness: the entire system relied on a small club
of balance sheets. When those balance sheets
were stressed simultaneously, capacity evaporated
precisely when demand was most acute.

Rate-on-line indices for property catastrophe
reinsurance could spike over 100% in a single
renewal cycle, leaving primary insurers with three
unpleasant choices—accept the price, take more
net risk, or shrink their book.
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This situation happened again in 2022-2023, when
the entire reinsurance risk transfer chain broke
down after an accumulation of shocks (Ukraine
war spurring an inflation surge and Hurricane Ian).
The reinsurance market rupture left insurers with
much-reduced options: many of them have been
proactively looking for alternatives since then.

Figure 1: Global property catastrophe rate on line (ROL)
index, 2000-2026.
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The answer the market found was not to build
bigger reinsurer balance sheets: the Global Financial
Crisis showed there was no such thing as a “too big
to fail” financial institution. The answer was instead
to route around them entirely and adopt at scale

a more “Anglo-Saxon capitalism” approach, looking
at off-balance-sheet risk-taking, originating risks to
then distribute them to financial markets investors,
just as banks, and then alternative asset managers
(“shadow banking”) have been building on

credit risks.



[1. Catastrophe bonds: turning
tail risk into a bond coupon

The catastrophe bond was created in the « If a defined catastrophic event occurs, investors
wake of Hurricane Andrew (1992), building lose some or all of their principal; if it doesn't, they
on decades of securitization that developed collect the coupon and are repaid at maturity.
in high-frequency, low-severity credit risks
(e.g., mortgages, consumer lending). Often, the cat bonds play out over a 3-year
period. The risk is fully collateralized—there is
Here's how it functions: therefore no counterparty credit exposure to
a reinsurer with a stressed balance sheet. The
* An insurer sponsors a special purpose vehicle market grew slowly through the 2000s; in a way
(SPV), typically domiciled in Bermuda or the that is largely decorrelated with the property
Cayman Islands. catastrophe rates, as shown in Figure 1.
* The SPV issues notes to capital market investors Investors who had been watching from a distance
and deposits the proceeds in high-quality collateral. suddenly found cat bonds offering spreads 200-
400 basis points above historical norms, with zero
* The insurer pays a premium (the spread over the or limited correlation to equities, credit cycles or
London Interbank Offered Rate, or LIBOR, or now duration risk. Capital flooded in. The numbers
the Secured Overnight Financing Rate, or SOFR). in Figure 2 speak for themselves.

Figure 2: Outstanding and issued 144A catastrophe bond limits, 2000-2026.
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[1I. New balance sheet models:
the SPV as an infrastructure

The traditional response to a lack of reinsurance
capacity was the creation of de novo reinsurers,
often in Bermuda. The last two most meaningful
“classes” of reinsurers were in 2001 (after the
9/11 attacks) and in 2005 (after Hurricanes
Katrina, Rita and Wilma). Since then, the usage
of securitization through SPVs increased capital
velocity in the reinsurance industry: the speed
at which capital can flow in the reinsurance
market and be put to work to back risks.

Creating an SPV to channel capital to risk

can be done in a matter of weeks—this has
been a key driver to dampen cycles and make
the reinsurance market more efficient.

Figure 3 illustrates the core architectural change
from the traditional model to the capital markets
and convergence models. The reinsurer’s balance
sheet has not disappeared—it remains

central to the overall construct—but it is

no longer the only available surface for
absorbing catastrophe volatility.

Figure 3: Flow chart for traditional model, capital markets model, and capital convergence model.
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Three structures have become load-bearing
parts of the global risk transfer edifice.

were issued, resulting in a total of US$58 billion
in outstanding cat bonds (as most of them run
over c. 3 years).

1. Catastrophe bonds sit at the top of a reinsurance

“tower”: the stack of capital that gets tapped 2. Sidecars are quota-share vehicles in which external

into as the size of a claim increases. Cat bonds
are therefore meant to provide cover to extreme
events, and kick in after more traditional capital
providers are hit.

In that respect, they take a “non-proportional”
exposure to risks: they can absolutely not be
triggered in case the claims reach a lower
threshold than the bond trigger. Cat bonds provide
multi-year coverage for tail events, and fully
collateralized protection against specific, named
perils (mostly wind and earthquake). They are
tradeable, but there is limited liquidity in the
secondary market.

Three critical parameters are required for
these bonds:

- Modellable: Risks need to be modeled for
investors to be able to quantify the risk-return
profile. For this reason, floods are rarely covered
by cat bonds, and wind or earthquake in specific

areas (North America, Europe, APAC) predominate.

- Sizeable: Bonds need to come in tranches of a
minimum size of US$50 million, but ideally a few
hundred millions. The largest issued cat bonds
have reached total capacity of US$1.5 billion.

- Remunerative: Bonds need to remunerate
investors with at least c. 3% rate on risk capacity
provided (rate on line), for investors to find the
reward compelling.

In 2025, US$25 billion of public (“144A") cat bonds
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investors participate directly in a reinsurer’s
underwriting results for a defined period and peril
set. The financial capacity provider sits alongside
the traditional reinsurer (hence a “sidecar”).

Sidecars allow reinsurers to grow their gross
written premium without consuming additional
equity capital, effectively outsourcing a slice

of their balance sheet to investors who want
underwriting exposure but lack the operational
infrastructure to underwrite directly. Reinsurers,
therefore, swap an underwriting return for a fee,
hence diversifying their earnings sources.

A sidecar picks up claims from the first dollar
(“ground-up”): it receives a proportion of the overall
premiums, and it pays the same proportion of
claims. Sidecars are therefore proportional capacity
providers and share the fortunes of the reinsurer.

. Collateralized reinsurance sits between the

two—a privately negotiated contract in which

the reinsurer’s obligation is fully funded up

front by the investor, eliminating counterparty

risk. Collateralization is just a financial means

for financial investors, who do not have a rated
balance sheet, to provide a reinsurance protection
without creating a counterparty risk to the insured.

In 2025, sidecars and collateralized reinsurance
capacity reached over US$65 billion.



Together, these instruments represented a total

of over US$123 billion, close to 20% of the total
reinsurance capital of US$660 billion. Back in 2013,
they were representing about 13% of reinsurance
capital. They have fundamentally altered what

it means to be a reinsurer, and how to add value

in the risk transfer chain.

The modern reinsurer is increasingly an origination,
structuring and distribution platform—sourcing
risk from cedents, structuring it into tranches

that match different investor risk appetites, and
distributing those tranches into capital markets.
The economics look more like investment

banking than traditional insurance, with fees
earned for structuring and placement layered

on top of retained underwriting margins.

Figure 4: Dedicated reinsurance capital—2013 to 2025.
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Digital infrastructure risk transfer

The recent growth in digital infrastructure
has raised a need for very large (re)insurance
capacities to complement the traditional
(re)insurance markets. The cat bond market
is very efficient at transferring natural
catastrophe risk to the capital markets.
However, it has not yet developed to
provide capacity for key data center risks,
such as builders' risk, contractor defaults,
construction delays, power outage, cyber
hacking or other operational risks.

Cat bonds could help isolate and hedge
natural catastrophe risk while inuring to the
benefit of the broader commercial insurance
market for data centers, if the economics are
sufficiently attractive for investors.

Provided sufficient risk diversification could
be achieved in the underlying portfolios
(i.e., avoiding too large an accumulation of
property catastrophe risks), sidecars could
be structured. However, the structuring
complexities and ongoing macroeconomic
environment uncertainties are such that no
vehicle has been structured at the date of
this publication.
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