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The global insurance market finally emerged at the beginning of 2004 
from one of the most intense hard markets for decades. The overall 
shape of the cycle conceals significant variations in timing and amplitude 
of the cycle dependent on class of risk and geography. 

The liability market peaked after the property market and up to this point 
the effect of the turn has been less dramatic. Property rates started to fall 
in mid 2003. The liability market however peaked in the first quarter of 
2004. Our mid year review of the market predicted rates would generally 
be flat with reductions of 10 to 15% for some insureds through the 
remainder of 2004. This has been borne out in practice as we reach the 
end of the year.  In contrast in some sectors of the property market 
reductions of 30% and more are not unusual and indeed some insureds 
are seeing the second year of property reductions. 

There is no evidence yet that the unprecedented hurricane losses in the 
United States or the typhoons in Japan have had a significant impact on 
liability market sentiment. 

There are significant geographical variations in pricing and risk appetite in 
the insurance markets. Asia for example has remained more competitive 
over the cycle for local risks as compared to Europe.  The international 
liability market, particularly in London, is now showing more interest in 
central and South American based risks. 

There are industry sectors where the cycle is not following the general 
pattern. The energy, tyres and railway sectors remain relatively firm.  The 
pharmaceutical sector continues to face very significant problems which 
are examined in more detail later in this review. The market remains 
stable for any client with a significant US exposure and for those 
purchasing high limits of indemnity.

The short term reaction of the market to increased competition does not 
conceal the underlying issue of its long term lack of profitability and the 
adequacy of reserves. Whilst pricing discipline is under attack, insurers 
(with an eye on their re-insurers and capital providers) are attempting,
with some success, to hold the line on cover. Terrorism exclusions and 
the introduction of silica exclusions are recent examples of this trend. 
Asbestos remains a no go area.
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Underwriters continue to be very conscious of past poor loss ratios and are also 
mindful of continuing claims inflation in the liability sector. This is being caused by a 
steady rise in the average levels of awards, and by the introduction in many countries 
of “No win, No fee”/Contingency fee arrangements, which mirrors the situation in the 
US and is fuelling a “compensation culture” worldwide.  

To some extent, competing forces are therefore at work as insurers try to reconcile 
their desire to maintain underwriting discipline and long term profitability against the 
need to compete in order to meet their immediate premium income targets. It is 
becoming very apparent that many insurers are falling significantly short of their 
premium budgets for 2004. At the date of writing (late December) this is producing 
evidence of more aggressive competition and flexibility on conditions in a last ditch 
attempt to meet budgets.

Looking forward a key question is will insurers senior management set budgets for 2005 
which will accelerate price pressure? The alternative perhaps, having reviewed the 
promises of underwriting discipline given to capital providers, would be a pulling back 
and an acceptance that targets have to be lowered. There is much talk from senior 
members of the industry of managing the cycle. This, of course, requires some action 
beyond riding it out. It will be interesting to see whether any of the major capacity 
providers make explicit decisions to sit out the next phase. It has been said that every 
market cycle reaches the point where it does less damage to balance sheets to send 
the underwriters home on full pay rather than allowing them to chase down premiums.

It is certainly the case that overall capacity in the market is buoyant with limits available in 
excess of the needs of all but the insureds buying the highest limits. Many reinsurance 
treaties are currently being renewed. On current evidence pricing is soft with rate 
reductions not uncommon.

A continuing concern is the relatively small number of markets with a truly global 
capability. This does limit options where locally admitted primaries are required. This has 
certainly increased interest in direct writing captives particularly for risks in Europe where 
there is a single regulatory regime.

In summary there is likely to be a more favourable environment for most clients in 2005 
allowing more flexibility in the way programmes are structured and developed.  Whether 
this represents a market that has cooled off following an over reaction or a return to 
uncontrolled price competition will become apparent as we emerge from the treaty 
renewal season. 
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Capacity

Whilst overall capacity fell during the hard market most insureds could access sufficient 
limits although often at a price.  Maximum capacity has been edging up but we do not 
expect to see a dramatic expansion in 2005.

We are seeing some insurers increasing individual capacity. QBE for example will have 
$30m in 2005 up from $25m. One new player, Glacier Reinsurance based in Switzerland 
and backed by George Soros, will commence writing property and casualty in 2005 with a 
clean and unencumbered balance sheet.

The exception to the general rule will be Pharmaceutical risks where available capacity will 
reduce.

Focus on the Asian market

As highlighted above, the Asian insurance market has remained relatively soft compared to 
Europe and the US.

Japan and Australia remain the major centres but significant insurance capital is going into 
Korea and increasingly China. Commentators predict 4% to 5% growth in the Korean 
insurance market over a sustained period.

Economic conditions clearly have a major impact on the insurance sector.  The increasing 
pace of recovery has been feeding demand for insurance capacity. However, the capital 
allocated to the region by insurers still outpaces growth in demand from industry thus 
keeping competitive pressures strong. 
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As a consequence the local markets meet most needs.  The wider international market has 
a role to play on larger and more complex risks where higher limits are required or in 
specialist sectors, such as energy, where expertise may be more thinly spread.

As markets soften elsewhere there is little reason to believe that the story will change in 
this part of the world. It seems likely that downwards pricing pressure will be maintained 
through 2005.

The Pharmaceutical sector

The major exception to what is, on balance, good news for insureds is the pharmaceutical 
sector. Prices have remained very firm with ever closer scrutiny of product lines and policy 
terms and conditions. The real problem lies with those major firms with heavy US exposure.  
According to one major reinsurer this sector of the market has consistently made losses 
over the past 10 years. A relatively small number of class actions in the US have caused 
much of the damage.  Fen-Phen, Vioxx and HRT are just some examples of products 
which have produced significant class actions. 

The major pharmaceutical companies have seen extreme increases in prices combined 
with reductions in cover and available or affordable limits. Very little follow form claims 
made capacity remains, with variations of the XL 004 occurrence reported form becoming 
the standard approach. 

The perception of the pharmaceutical companies is that insurers are eliminating cover for 
products at the first sign of a problem, real or imagined. Insurers may well argue that in the 
current legal climate in the US, even imagined problems are being compensated. 

Whatever the underlying realities it is clear that the situation is unlikely to improve in 2005. 
A number of significant insurers have undertaken in depth reviews of this sector driven at 
board level.  So far these reviews have not resulted in market withdrawals. However AIG 
have recently cut their capacity from $50m to $25m. AWAC have taken similar action.

A particular focus will be the reporting of circumstances which may result in claims. There 
will be requirements for reporting of even quite minor issues involving small numbers of 
cases. The concern is that the consequence will be the exclusion of cover for future sales 
of significant product lines when there is no evidence of a major problem.  

Some major pharmaceutical companies question the value they obtain from the insurance 
market when they examine the price/cover equation. However, most take the view that the 
catastrophe protection available from the market still provides valuable protection.

Paradoxically there may be better news for the smaller pharmaceutical companies with 
limited exposure to the US market. There is some evidence that insurers who specialise in 
the pharmaceutical industry are targeting this sector as it may provide a better profit 
opportunity. This is introducing at least some element of competitive pressure on pricing.
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Terrorism

Terrorism continues to be excluded from many liability policies. However recently there has 
been some evidence of a softening of attitude by some insurers on less exposed risks 
where it has been possible to avoid the exclusion. As yet it is unclear whether this trend will 
be short-lived.

The lack of coverage is an obvious problem for clients who are responsible for the security 
of large numbers of people (such as shopping malls and stadia), however third party 
damage and injuries resulting from an attack on the energy industry could be catastrophic 
and the resulting costs of defending civil actions could impact severely on profits and 
capital.

Terrorists are unlikely to find themselves as defendants in a civil trial as they are likely to be 
dead or otherwise beyond the reach of the civil court systems.  It is however quite 
predictable that those plaintiffs and their lawyers will seek recompense against third party 
defendants. Such liability may be tenuous but defendants may be perceived as having the 
financial resources to compensate victims of terrorist attacks. This is starkly illustrated by 
the numerous actions following 9/11.

The insurance market has responded to the challenge and there is now a stand alone 
terrorism liability product with capacity of up to US$200,000,000 (depending on the risk). 
Whilst this product is in its infancy, the market is already responding with improved pricing 
and a flexible approach to coverage as clients needs are better understood. 

Asbestos

Asbestos exclusions are now almost taken for granted. However many insureds are 
becoming increasingly concerned about the cover gap as regulations tighten worldwide. 
This is a particular problem for the asbestos remediation industry which is reliant on a small 
number of insurers who are prepared to provide cover. However, the focus is switching to a 
much wider range of companies particularly property owners. Legal requirements to identify 
asbestos in buildings and ensure its proper management have highlighted the exposures 
faced in relation to occupants. As yet, the insurance industry has provided few solutions to 
this problem beyond avoiding the issue. However, the asbestos problem has much wider 
implications. The legacy issues represent one of the most significant uncertainties when 
predicting the future of the liability cycle. Costs associated with compensation will continue 
to rise and reserves continue to increase. This could yet lead to further fall out from the 
market or turn capital provider sentiment.

Emerging exclusions

Silica – Industrial processes using silica such as sand blasting have produced a significant 
number of personal injury claims in the US. It is becoming increasingly common to see 
silica exclusions being introduced. 
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Welding Fumes - Actions are underway in the US and elsewhere alleging ill health as a 
result of breathing fumes emitted in the course of welding. A principal focus has been 
Parkinson’s disease following exposure to Manganese metal fumes released from 
consumable welding rods. Some insurers are starting to introduce exclusions. The 
exclusion wordings can be quite wide and apply to all liability flowing from fumes generated 
during the process rather than being restricted to the welding rods themselves.

 
MTBE - Methyl-Tertiary Butyl Ether is the latest example of a substance in widespread use 
that the liability insurance market is increasingly unwilling to insure. 

MTBE is an additive to petrol originally designed to replace lead as an anti knock agent. 
The concern in relation to MTBE has arisen following the identification of widespread 
groundwater pollution in areas where its use has been most extensive particularly the US. 

This has led to a reversal of policies encouraging the use of MTBE. The state of California 
will be phasing out its use.  Whilst in Europe MTBE’s have not been used so extensively 
there are also groundwater issues and heightened concern from the regulators.  

From the point of view of liability insurers it is the potential, however, low for long term 
health effects which give rise to the concern. The groundwater problems themselves are in 
any case subject to existing pollution exclusions. This illustrates the perhaps 
understandable sensitivity of reinsurers and ultimately capital providers to any exposure 
that could be the “next asbestos”. There is little evidence that MTBE would fall into that 
category but on this subject caution still reigns. 

Conclusion

In summary the international liability market is showing more flexibility on pricing for many 
insureds. However problems remain for sectors which insurers believe have higher 
exposures particularly to the US legal system.  

There is less flexibility in relation to policy terms. A particular concern being emerging risks, 
some of which we have highlighted above.

The key message is that preparation and high quality presentation of the risk to the market
remains vital if the best results are to be achieved in what is still a volatile marketplace with 
many uncertainties.
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