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In this edition of our Liability Market Review we provide commentary on 
current conditions and try to predict the future direction of the market. 
This is a task that prior to Hurricane Katrina would not have presented a 
great challenge at least through 2006. Most sectors of the liability market 
had been set on a downward trend prior to recent events. This had 
appeared likely to continue into next year.  
 
Although price reductions did not match those seen in the property 
market discounts of 5% to 15% have been achieved for many insureds 
through the first 3 quarters of 2005. This pattern was expected to 
continue into 2006. Events however have intervened. We now face a 
more volatile environment, making predictions of the future direction of 
the market uncertain to say the least.  
 
Hurricane Katrina has many of the ingredients of a cycle changing market 
shock. It may well be the largest natural catastrophe loss seen by the 
insurance market.  Current loss estimates are anywhere between $25bn 
and in excess of $50bn. New information on insurers’ reserving positions 
is emerging daily, some two months after the event. Onshore property 
losses form by far the largest element but the energy sector has also 
been hit badly both on and off shore. 
 
The direct impact on the liability market may be more limited although 
some claims have already been filed under workers comp and general 
liability programmes. General liability claims include potential pollution 
clean up on and offshore. The picture on such filings remains unclear but 
it is safe to predict that liability settlements will be a fraction of property 
losses. 
 
The major impact on the liability sector is the effect on market sentiment. 
Many have been calling the end of the soft market. This may be 
premature; much depends on the outcome of the reinsurance renewals 
now under way.   As much of the loss will hit short tail property market, 
the insurance industry will see fairly rapid outflows of cash.  
 
There is however, clear evidence that many insurers see the losses as an 
opportunity.  Already only 2 months after Katrina we estimate that 
something approaching $ 10 bn of capital is flowing into the Bermuda 
market to take advantage of the demand for catastrophe cover in a 
climate of rising property rates. 
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As events unfold there continues to be considerable tension in the still relatively competitive 
liability market between the desire to maintain income and the fear of pushing the market 
further along the downward slope. Prior to Katrina It seemed unlikely that many insurers would 
hit their income targets without an aggressive push for market share. The hope amongst 
liability insurers is that they can now hold the line on pricing and in some cases reverse the 
downward trend of the past 12 months to achieve budgets.  Rates generally have stabilised but 
some well managed accounts are still seeing reductions. The real test will come when 
reinsurance treaty pricing movements become clear.  
 
Whatever the outcome on pricing, insurers are attempting, with some success, to hold the line 
on coverage. Terrorism exclusions and the introduction of silica exclusions are recent 
examples of this trend.  Asbestos remains a no go area and will cast a shadow over the market 
for decades to come.  
 
It is important to remember that not all clients benefited from the softening market. The 
pharmaceutical sector remains very difficult particularly where there is a significant US 
exposure.  Other difficult sectors include tyre manufacturers and other safety related auto 
components and chemicals.  Again US exposures create additional capacity and pricing 
problems. 
 
In summary the market is calling for increased rates across all classes at the same time as 
piling up new capacity aimed at property exposures. This inevitably will put some restraint on 
price increases. It may be that some of the start ups will turn their attention to liability although 
this will probably not be immediate. 
 
We highlight below some sector specific trends.  
 
Pharmaceuticals  
 
 The pharmaceutical sector continues to face very significant problems with pressure on 
capacity and cover. Pricing has stabilised to some extent during 2005 following the extreme 
rate hikes in 2003 and 2004. This may be a reflection of insureds’ decisions to selectively buy 
capacity accepting lower limits rather than paying distress prices. Careful consideration of 
value balancing price capacity and conditions is being carried out before buying decisions are 
made.  A number of the largest pharmaceutical companies have taken the decision to stop 
buying insurance having undertaken such exercises.  
 
A key issue in this sector is cover. The list of excluded products is continually expanding and 
the availability of the more traditional follow form claims made capacity is reducing. Bermudian 
market capacity on the XL004 form or variations is becoming the standard approach above 
€200m.   A significant issue in 2006 will be the HDI acquisition of Gerling. It is almost inevitable 
that the combined capacity will fall. These markets are particularly critical in building the lower 
layers of programmes. 
 
Telecoms 
 
Rates have been falling on average 10% to 15% in this sector over 2004 which was 
relatively flat. A significant issue is the availability of cover for financial loss related to  
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failure to supply and EMF exposures (in respect of mobile networks).  Capacity has for 
a number of years been limited and is now tightening further. Available cover is 
generally sub limited, aggregated and offered on a claims made basis. EMF exposures 
for network operators are especially difficult to cover following realisation by the 
insurance market that handset suppliers seek to pass much of the potential liability to 
the operator via contract. 
 
Energy and Petrochemicals 
 
This sector has shown more resistance to price cuts than others although modest reductions 
have been achieved for some risks. A major issue is the oil price which has produced very  
significant turnover increases. This can push premiums up even if the rating is unchanged. 
Risks normally should be rated on throughput which is a more consistent measure of risk 
exposure.  Insurers are talking rates up following Katrina.  Our current view is that clients 
should budget for flat or slightly increased renewals over the next few months. 
 
Long term deals 
 
Long term deals (from 2 to 5 years) were virtually eliminated by insurers over the period 2001 
to 2004.  Such arrangements have become available again for some risks. They can be limited 
in value and often will have onerous break clauses relating to claims, change of risk and 
continued availability of reinsurance.  
 
Longer term deals have increased value where they have the effect of locking in, at least to 
some extent, difficult cover areas such as EMF’s. Looking forward, stabilisation of the market 
or even hardening of rates may make locking in of current pricing more attractive. 
 
Capacity 
 
Our current estimate of total A rated market capacity is illustrated below. There have not been 
any major new entrants into the liability market during the course of 2005. However a number 
of insurers have offered increased capacity. Gerling for example can now write up to €100m for 
certain risks (up from €50m) although this will be under threat following the recently announced 
acquisition by HDI.; 
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Future developments are far from clear. It seems likely that the steady increase in capacity 
seen over the past 3 years will not be sustained at the same rate although diversion of new 
property capacity to liability could become a factor.  It remains the case for many exposures 
that the available capacity substantially exceeds the needs of most buyers.  It should be noted 
that the capacity shown in the chart on the previous page reflects pure international liability 
capacity. When a programme includes US domiciled exposures the capacity available is 
significantly restricted, in particular when full follow-form is required. 
 
Terrorism 
 
Terrorism exclusions continue to be applied by many insurers despite the lack of successful 
liability claims to date. However for less exposed risks it has proved possible to avoid 
exclusions on many occasions.  
It continues to be necessary to use the specialist market for such risks as sports arenas, 
shopping malls and transport undertakings. Depending on the risk and territory stand alone 
terrorism liability with capacity of up to US$200,000,000 is available.  
 
Update on Emerging exclusions 
 
Silica – Industrial processes using silica (such as sand blasting) have produced a 
significant number of personal injury claims in the US. As a result it is becoming 
increasingly common to see silica exclusions being introduced. 
 
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 here. 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. This can 
affect companies that supply related products such as welding gases. 
 
MTBE – Methyl Tertiary-Butyl Ether is increasingly a problem. Insurers remain concerned 
about the environmental and human health impact of this substance. We have been 
successful in maintaining a degree of cover in some recent renewals where there is limited 
or no US exposure but the market is getting steadily more difficult on this issue.  Because 
of the environmental concerns a number of producers are converting production to ETBE 
(Ethyl Tertiary Butyl Ether). As yet there is no indication of exclusions for this substance. 
 
Product Recall 
 
The stand-alone primary market for Products Recall remains concentrated on London with still 
relatively few carriers.  Excess capacity though is increasing for certain sectors with markets 
such as Swiss Re, XL and Max Re providing indemnity where the pricing is right from their 
point of view.  A recent development has been the creation of new primary capacity for US 
automotive component manufacturing risks.  This fills the void left by the withdrawal of AIG 
from this particular market segment in late 2003. 
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In contrast to the general liability market, pricing has generally been rising over the past 12 
months but at a lower rate than in the previous 24 months.  Insurers are still targeting 
increases going forward in the region of 5% to 10%, however even in such a narrow market, 
there exists the potential for brokers to exert pressure to achieve close to flat renewals. 
 
Interest in the cover is continuing to grow and an increasing number of companies in other 
manufacturing areas are having to consider this particular risk transfer method more closely, 
especially where onerous contractual obligations are present. 
 
 
Conclusion 
 
Most insurance buyers have experienced a more benign market environment over the past 
18 months as compared to the previous 3 years.  Prices are down and capacity is freely 
available except in the most difficult sectors. The Pharmaceutical capacity being an 
example of the latter where the situation can fairly be described as a crisis. 
 
 The question mark hanging over the market is the actual impact of Hurricane Katrina on 
insurers’ strategy. Insurers are talking up the market.  The property losses are impacting 
profitability thereby increasing insurers’ resolve to halt the slide in pricing in all classes.  
Mitigating factors are the limited liability losses and the capacity both old and new in the 
market. If insurers’ income targets for 2006 are set aggressively to take advantage of rising 
rates they may undermine their own objectives.  
 
Our overall prediction is that for the less exposed sectors budgets for the first quarter of 
2006 should reflect flat renewals. If there is no reduction of capacity, we could expect a 
slow downward trend to reappear, possibly as soon as the second quarter.  
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