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Global alternative capital leapt from US$48 billion in 
2013 to over US$123 billion in 2025—a compound 
annual growth rate of 12% over 12 years. Over 
the same period, traditional reinsurance capital 
experienced a compound annual growth rate of 
8%. The investors coming into the industry have 
not just been specialist ILS funds. Pension funds, 
sovereign wealth funds, endowments and family 

offices began allocating to the asset class precisely 
because its return drivers—hurricane tracks, 
earthquake ground motion, wildfire behavior—
have no structural relationship to the factors that 
drive equity valuations or credit spreads. In a 
world where institutional portfolios struggle to 
find genuine diversification, catastrophe risk has 
become a strategic allocation rather than a curiosity.

IV. The investor case: 
uncorrelated, collateralized, 
and competitive returns

Figure 5: Insurance-linked securities performance over the past 20 years compared to traditional markets.

Source: Guy Carpenter
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2025’s landmark 
structural development 
 
The world’s first catastrophe bond 
exchange-traded fund—the Brookmont 
Catastrophic Bond ETF—began drawing 
client money, reaching approximately 
US$30 million in assets.  
 
This is minuscule in the broader scale of the 
market, but it shows innovation continues 
in this space. 

The growing interest from financial investors for 
(re)insurance risks will likely drive a “marketization” 
of risks: as Wall Street takes a greater share 
of the reinsurance market, secondary liquidity 
will likely increase, and the market will likely 
become even more efficient and effective. 

Though banks have come together to create market 
utilities for various asset classes (foreign exchange, 
fixed income, commodities), the insurance industry 
has followed a different path. Insurers have not 
(to date) structured themselves with trading floors 
operating alongside the balance sheet risk-taking 
like banks have. In the (re)insurance industry, 
brokers control flows and have been more recently 
looking to harness technology. This trend is only 
just accelerating, with AI posing “innovators’ 
dilemma”1 opportunities and challenges.

1 Clayton Christensen’s The Innovator’s Dilemma (1997) 

explains why successful companies fail by focusing on high-

end, “sustaining” innovations while ignoring new, “disruptive” 

technologies that appear inferior but later dominate markets. 
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At a time of ultra-low interest rates, when central 
banks were artificially expanding their balance 
sheets to prop up the global economy, financial 
investors were attracted to P&C insurance risks, 
with yields (rates on line) in the 3-5% vicinity 
above interest rates (which were closer to 0%).

This is partly what drove cat bonds’ growth between 
2008 and 2022. The assumption at the time was that 
when interest rates would increase back to 4-5%, 
investors’ appetite for cat bonds would dampen, 
as investors would revert to traditional credit risk. 

But this has not been the case—as cat bonds 
spreads are over-floating rates (the spread over 
LIBOR or now SOFR), investors have kept their 
appetite for this de-correlated, diversifying asset 
class. Their focus has largely been on short-term, 
property catastrophe risks: as interest rates 
were close to zero, there was virtually no time 
value of money: investors would not be able to 
generate more returns by holding the premiums 
and investing them before claims would be paid 
over a longer period of time. Therefore, investors’ 
appetite was driven largely by the ability to 
pay less claims than the premiums charged. 

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.

As interests rates have increased from 2022, 
a number of alternative asset managers have 
allocated meaningful amounts of capital to the 
(re)insurance industry based on a different value 
proposition. Large alternative asset managers 
have been looking for asset classes to deploy their 
capital. In a 4-5% interest rates environment, the 
value of insurance as free funding has significantly 
increased. Sidecars allow investors to sit behind 
(or alongside) a reinsurer and take a proportional 
share of premiums received and claims paid. Often, 
the underlying portfolio of risks are wider and 
diversified to achieve an average duration in line 
with the underlying risks’ profile. This materializes 
into vehicles with 5 to 7 years fixed term. 

In these instances, the true value creation for 
the sidecar partner lies in the asset management 
fees generated between the moment premiums 
are received and claims are paid out. This is the 
float that Berkshire Hathaway Chairman Warren 
Buffett has keenly advocated. In the current 
environment, instead of investing in equities, 
alternative asset managers deploy their insurance 
float in fixed-income instruments and charge their 
limited partners for asset management fees. 

V. Are investors looking for 
underwriting returns or to make 
an asset management play?
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While “sidecar” vehicles are often painted with the same brush, these three types can operate quite 
differently from one another: 

• Typically set up as a quota share (QS) of the entirety or a subset of the (re)insurance 
portfolio of the cedant written by a special purpose reinsurer backed by investors

• Because of the length of the payment tail, it often involves an asset play involving 
private credit or similar strategies

• Considerations involve the capital level, investment guidelines, and how the ending 
reserves (“tail”) are managed

Direct Cession
(incl. Casualty) 
Sidecars

• Ceded re strategy whereby set proportions of outwards reinsurance treaties are 
ceded to a sidecar vehicle backed by investors

• Historically, these have been done both as rated vehicles (i.e., ABR Re) or 
collateralized special purpose vehicles (i.e., Lifson Re)

• More recently, the Lloyd’s London Bridge platform has been utilized for these 
transactions (i.e., AIG and Allianz)

Multi-Treaty and 
Ceded Re Strategy 
Sidecars

• Similar to other sidecars in that they are typically QS transactions written by 
investor-backed special purpose reinsurers

• However, the ultimate sponsor is a wholesaler and MGA with the motivation of 
additional capacity and improved economics

• Usually involves multiple classes and shorter-tailed lines of business (LOBs)

Wholesaler and
MGA Sponsored 
Sidecars
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There are broadly 3 types of financial 
investors backing (re)insurance risks: 

•	 Specialized reinsurer-backed funds. Many 
reinsurers would have their in-house alternative 
capital unit often invest on behalf of third-party 
investors. Reinsurers such as Swiss Re, Munich Re 
and Hannover Re would have their own cat bonds 
funds and would participate in the market as a 
financial investor. 

•	 Specialized insurance-linked securities 
managers. The largest of these players would 
typically have over US$10 billion in assets under 
management (e.g., Nephila, Fermat, Twelve Securis), 
while many other players would have about 
US$5 billion. 

•	 Institutional investors. A few large institutional 
investors have been key players in the cat bonds 
space (e.g., Schroders, Pimco, Pioneer) for many 
years now. More recently, a few large alternative 
asset managers have also been allocating 
significant capital in the form of sidecars (e.g., 
Blackstone with AXA and AIG, Oaktree with Allianz). 
These large quota shares are not included in the 
current market estimates, leading to believe they 
are on the conservative side. More recently, there 
has been a growing interest from many other, 
largely credit, funds. They have been attracted to 
the “float” of insurance: the insurance business 
has a negative working capital, whereby premiums 
come in upfront, and it’s only after a few years that 
the claims (“cost of goods sold”) are known. That 
duration has an economic value in a 4-5% interest 
rates environment. 

VI: Investors’ universe

Figure 6: Percentages of reinsurance risk backed by different investment sources.

Source: Guy Carpenter

0%

20%

40%

60%

80%

100%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Types of investors backing (re)insurance risks

Independent ILS Managers Reinsurance Sponsored ILS Managers Direct Institutional Investors

Types of investors backing (re)insurance risks — cat bonds



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

Figure 7: Various types of investors show interest in (re)insurance risks.

Source: Guy Carpenter
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