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Dear Commission Team: 
 
On behalf of the 21 members of the Association of Bermuda Insurers and Reinsurers (ABIR) we offer 
these comments in response to the EU Green Paper on the Insurance of Natural and Man-Made 
Disasters. ABIR members employ 8,600 people in the European Union; and our members are noted 
for their commercial wholesale and reinsurance market expertise and capacity. 
 
ABIR members provide an estimated 35% of natural catastrophe reinsurance purchased by EU ceding 
insurers from via EU brokers. Most of this catastrophe reinsurance is supplied on a cross border basis, 
but ABIR members also write in the European market property insurance and reinsurance via legal 
entities licensed in 11 EU jurisdictions; in the UK ABIR members have 16 licensed legal entities. Bermuda 
has two reinsurers in the Standard and Poor’s top 10 list of the largest global reinsurers; and has 14 on the 
S & P top 40 list. Five of the largest reinsurers in the world are European based, so the Bermuda reinsurers 
allow European ceding insurers a choice of robustly regulated, highly rated, reinsurers to diversify their 
counterparty credit risk.    
 
Current market conditions are characterized by an abundance of capacity for insurance and reinsurance 
of natural catastrophe risk. The long run trend since Hurricane Andrew in 1992 shows a continuing 
growth in the amount of capital seeking to earn a return by managing property catastrophe risk. This 
trend has now continued for more than 20 years and capacity grew even following Hurricane Katrina in 
2005 and the record setting Asian market losses of 2011. This track record should provide confidence to 
EU policymakers that insurance and reinsurance capacity is available to meet market needs. Outside the 
US and the EU, the growth in developing markets is also encouraging. As property values grow, 
development expands and insurance penetration naturally increases, benefits will accrue to the EU. 
Additional premiums will move into the risk pools taking on these large risks and benefits will be 
achieved due to the successful diversification of risk.  
 

Question 
(4) How can state or state-mandated disaster (re-)insurance programmes be designed and financed to 

prevent the problem of moral hazard? 
 
It is essential that government managed or mandated insurance programs charge risk based prices. 
Insurance prices can “signal” hazard risk to consumers. When informed of this hazard risk, consumers 
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can make better choices. We off three simple examples of how these incentives work with risk based 
insurance prices: faced with higher prices consumers can choose to not live in a flood plain; or chose to 
strengthen homes to prevent wind damage; or choose higher deductibles.   
 
In a notable US example – Louisiana, the site of the Hurricane Katrina landfall in 2005—the Citizens 
Property Insurance Corporation (the state’s government run residual market) statute compels it to 
charge rates that exceed those of private sector competitors in the market. This is the main reason why 
the Louisiana fund is shrinking rather than growing. In fact Commissioner of Insurance Jim Donelon has 
noted that Citizen’s today insures fewer Louisianans than the residual market did prior to Hurricane 
Katrina. Thus the Louisiana experience is a stark reminder of basic insurance fundamentals — if insurers 
can earn a profit on the business they write they will make a market. Policy measures which limit the 
ability for an insurer to earn a profit will limit private sector capacity and will in turn lead to inflated 
residual market populations. As a result of Louisiana’s reduced regulatory red tape, a number of Florida 
domestic home insurers have expanded into Louisiana in order to take advantage of business 
opportunities in that state while also diversifying their Florida hurricane risk. 

 
State run programs should not be the only providers of natural disaster exposed property insurance 
and the evidence is clear that some jurisdiction’s policy makers have made choices that have led to 
small, government subsidized markets; while others have made choices that have led to large, 
government subsidized markets. If property insurance prices are to be subsidized, they need to be done 
in a transparent way and be means tested. Ideally the subsidy would be external to the insurance 
pricing mechanism so as not to distort insurance market pricing. Without such measures price signals 
will be prevented from working their natural economic function. 
 

Question 
(5) Do you see any difficulties, barriers or limitations in using information to generate parametric  

insurance? Which factors could scale-up the promotion and uptake of such innovative insurance 
solutions? 

 

Alternative capital providers ’ interest in taking on catastrophe risk is at record levels; increasing 
reinsurance supply 
Capital markets investors have found their way already into the market. It’s not clear that any 
additional regulatory measures are needed to remove possible barriers to entry.   

 
Evercore Group L.L.C. Research in May 2013 estimated (citing Guy Carpenter data) that alternative 
markets supplied $44 billion in property catastrophe limits while traditional reinsurance supplied 

$268 billion (summing to the $312 billion previously cited by Guy Carpenter).i Goldman Sachs broke 
this $44 billion in non-traditional capacity down to $6 billion in cat bonds; $10 billion in retrocession; 
$13 billion in collateralized reinsurance (here defined as unrated entities that collateralize policy limits 
for the customer), and $15 billion in industry loss warranties.ii 
 
Guy Carpenter commenting on this record alternative capacity noted: 

“In general terms, it is safe to say that capacity from alternative markets has never been more 
competitive and in some cases it is clearly priced below the traditional market.”iii 

 
Carpenter further reported that cat bond risk capital outstanding is at an all-time high and that for 2013 
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it expected new issuances would exceed the previous record of $7 billion. 
Much attention has been focused on the record low interest rate environment as the primary reason 
driving new capital into assumption of catastrophe risk. The Insurance Insider quoted GC Securities as 
follows: 

“This is stable capital that has spent years evaluating the catastrophe risk asset class, looking 

for both steady returns and, in the aftermath of covered events, orderly payment of losses.”iv 

 
The Insider further quoted GC Securities global head of distribution Chi Hum as saying: “Conservative 
institutional asset managers had largely accepted catastrophe risk as a component of a mainstream 
investment strategy. The broadening investor base is certainly a positive trend for the long term, as it 
increases the level of available capacity without leaving the market susceptible to reckless capital.”v 
 
The impact of this record inflow of capacity was documented by Deutsche Bank in their recent ILS 
Market Update: 

“The most notable theme in 2013 has been the sharp downward shift in ILS pricing, supported 
by robust capital inflows chasing limited product in both the primary and secondary markets. 
New issue pricing for deals with US wind exposure has fallen approximately 50% YoY at the 
1.0% E(L) mark.”vi 

 
The dedicated insurance linked securities investment vehicles represent pension funds, capital 
investors, reinsurers and their sidecars, mutual funds, specialized collateralized reinsurers. According 
to Goldman Sachs, nine are located in Bermuda; and seven each in the European Union, Switzerland, 
and the United States.vii  
 
 
Question 
 (6) Could risk-based pricing motivate consumers and insurers to take risk reduction and 

management measures? Would the impact of risk-based pricing be different if disaster insurance 
was mandatory? Do insurers in general adequately adjust premiums following the 
implementation of risk prevention measures? 

 
(7) Are there specific disasters for which flat-rate premiums should be suggested? Should flat-

rate premiums be accompanied by caps on pay-outs? 
 
(8) What  other  solutions  could  be  offered  to  low-income  consumers  who  might otherwise be 

excluded from disaster insurance products? 
 

We’ll focus on risk based pricing and incentives for hazard mitigation in our answer to this series of 
questions.   

 

ABIR supports of the work of individuals and communities to better manage the catastrophe risk that 
threatens lives and properties. Insurers have long supported hazard mitigation research.  

 

The industry’s work assists with the construction and product engineering science that allows 
communities and individuals to make informed choices on how to protect their families and property. 
Hazard mitigation retrofits for homes to protect against hurricane or earthquake damage are cost 
effective and can be done in a manner that is affordable to most home owners. The additional costs of 



ABIR Comments 
European Green Paper on the Insurance of Natural and Man-Made Disasters 
 

4 
 

building new homes to meet the best standards also are affordable, as evidenced by the fact that 
Habitat for Humanity has incorporated such standards into a number of its new home projects. The 
payback is great; US government research has shown that every dollar invested in hazard mitigation 
returns four dollars in savings (2005 study, National Institute of Building Sciences’ Multi-hazard 
Mitigation Council). Research post Hurricane Charley in Florida found that homes built to modern 
building codes suffered 60 percent less damage, and that the frequency of damage among houses built 
to such codes was 40 percent lower than among homes that were built to older codes. The Insurance 
Institute for Business and Home Safety (IIBHS) cites to other research which notes that had modern 
building codes been in place at the time of 1992’s Hurricane Andrew (Florida) insured losses would 
have been cut in half. Lower insured losses correlates with lower insurance prices. 

 

We’d encourage policymakers to target their local financing resources to hazard mitigation measures so 
that funds are available for community wide improvements or to support low income home owners. 
Investments in these hazard mitigation projects will provide a long term payback to the community and 
citizens as contrasted with the using bonds to subsidize annual consumer insurance costs – these bonds 

produce no long term value; in fact just the opposite occurs – consumers are saddled with an ever 

growing long term debt as losses on subsidized insurance programs accumulate over time. 

 
In order to gain value from building codes, communities must keep them up to date and enforce them. 
One of the lessons from Hurricane Andrew was that a good building code was devalued by lax 
enforcement.  

 

 
Question 
 (15) How can the Union most effectively help developing countries to create solutions for  financial  

protection  against  disasters  and  shocks  and  what  should  be  the priority actions? What 
types of partnerships with the private sector and the international institutions should be 
pursued for this purpose? 

 
Reinsurance capacity available to take on natural catastrophe risk is at record levels  
The best way to assist developing markets in property catastrophe risk management is to lead by 
example. Governments should work to move risk out of government run funds into private sector 
mechanisms, that way taxpayer costs are reduced and available taxpayer funds are carefully focused 
on hazard reduction projects. The current environment is characterized by an abundance of capital 
willing to support catastrophe risk. Now is the perfect time for governments to lead in transferring this 
risk and act as an example for developing world governments. Government resources should be 
devoted to infrastructure and hazard mitigation measures.   
 
There are various methods of measuring reinsurance capital. The world’s largest broker Aon Benfield 

calculates reinsurance capital as the capital available to insurers and reinsurers that underwrite 

reinsurance. The firm estimated this at $505 billion at year end 2012.viii The firm’s subset of 31 

traditional reinsurers reported capital of $313 billion at year end 2012.ix Guy Carpenter (a unit of Marsh) 

reported that year end 2012 reinsurance capital amounted to $201 billion but that overall capacity when 

leveraged from this capital base amounted to $312 billion at April 1, 2013.x 
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Property catastrophe reinsurance is a subset of this reinsurance market. Dowling and Partners, in a 

review of Guy Carpenter data, concluded that $240 billion of limit (coverage) was written in 2012 in 

property catastrophe. The US accounted for one third ($79 billion) of this limit. Europe accounted for $43 

billion of this limit.xi 

Numerous other broker and trade publication sources document that capital available to assume 
catastrophe risk is at record levels. This ample supply is exceeding demand thus creating market 
conditions where reinsurance prices are declining. 
 
Based on the current market conditions, excess supply compared with demand, reinsurers have been 
returning capital to shareholders via increased dividends and stock repurchases. This capital 
management strategy is simply another documentation of additional available capacity that could be 
put to work to manage EU property catastrophe risk; and to manage additional risk in developing 
markets as demand grows. 
 
Conclusion 
ABIR appreciates the opportunity to present these comments and looks forward to an opportunity to 
meet with the Commission team to answer questions and further engage in a dialogue about these 
matters.  
 
Sincerely, 
 

Bradley L. Kading 
President and Executive Director 
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