
New York   London   Hong Kong 

The Insurance Industry Experts 

ILS MARKET UPDATE 

WILLIS CAPITAL MARKETS &  

ADVISORY 

January 2015 

Reaching New Heights 
Featuring Interview with Lane Financial’s Morton Lane 



January 2015 

2015 is set up to be a memorable year for the ILS market. Capital provided by the 

alternative markets increased over 20% in 2014 while spreads continued to 

tighten. As investors become more sophisticated, the gap between the coverage 

provided by investors and the traditional marketplace is shrinking (72% of 

catastrophe bonds used indemnity triggers in 2014, whereas only 30% used such 

triggers in the previous record-setting year of 2007). While it took 7 years to break 

the last issuance record set in 2007, it may take only 1 year to break the record 

set in 2014. We would not be surprised to see $9 billion of issuance in 

2015. Provided below are some trends to watch for as we move through 2015. 

 

2015 Cat Bonds Mirror 2014 Collateralized Re 

Some trends from 2014 seem certain to continue into 2015. First, cat bond-

backed reinsurance (really just a form of collateralized re) will continue to mirror 

collateralized re…with a lag. After all, the capacity is essentially the same, though 

filtered through different reinsurance products. By analogy, if a reinsurer with 

teams of underwriters in Bermuda and Zurich agrees to remove a standard 

exclusion (e.g., for cyber), then that same exclusion is unlikely to last in Bermuda 

for long. 

 

How might this impact cat bonds? Last year it was the expansion of commercial 

indemnity deals from the collateralized re market to the cat bond market. This 

year it might be the reemergence of retro indemnity deals in the cat bond market.   

Some investors have been using this supposed prohibition to earn outsized 

premiums on private placements of collateralized re. 2015 may see this end. 

 

Spreads Fall and AUM Rises 

Absent a major market moving event (e.g., a $100B+ U.S. catastrophe event), we 

expect that spreads will decline and AUM will grow. Nonetheless, a second trend 

we anticipate is that the rates of decline and growth respectively will fall off. Some 

investors will reach for yield and accept more risk. Other investors may lean 

towards more transparent risk transfer with more modest expected returns that 

can be underwritten with less expensive underwriting (e.g., a beta investment 

approach). Investors are a varied lot. Putting all of this together, we expect that 

2015 cat bond issuance will modestly exceed 2014 numbers. 

 

Large Ceding Companies Challenge the Status Quo 

A third trend to watch is the behavior of the largest ceding companies. Many of 

them have become active users of the capital markets with cat bonds, 

collateralized re and sidecars. Some have reached a plateau in their ILS 

strategies. They have as much XOL cat bond / collateralized re capacity as they 

need / want relative to traditional reinsurance. They are not willing to expand their 

capital markets participation substantially more under the supposed status quo 

(single limit, named territories, named modelable natural catastrophe, etc.). 
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Some large ceding companies may try to blow up the current model as they may 

have the most to gain from a radically new world. How might they do that? One 

idea is to move dramatically more of their reinsurance to both aggregate coverage 

and a much longer term, up to 7 to 10 years. The capital markets can support 

both of these features. With longer term reinsurance capital in place, these 

companies would have the advantage of being able to rely on stable reinsurance 

capacity in their underwriting. Interestingly, Solvency II seems to nudge EU 

companies partially in this direction by focusing on the retention at the 200-year 

return period on an aggregate basis and not on an occurrence basis.  

 

Asset manager / reinsurer partnerships – several of which have either been 

announced or are rumored to be in the works – may also provide a challenge to 

the status quo. 

 

What Can Gum Up the Works? 

Intervening events have a nasty way of shredding the best made predictions. Two 

relatively obvious ones to think about are a financial market meltdown (with or 

without a war or terrorism event) and a large natural catastrophe. The impact of a 

financial market meltdown seems unclear notwithstanding the relative non-

correlation of cat bond defaults with broader market movements. Even 2008 only 

saw temporary disruption of orderly access. 

 

With respect to a large natural catastrophe, two scenarios could unfold: the 

“expected” would be, for example, an Atlantic hurricane to cause large insured 

losses. We could also see an “unexpected” event such as a Pennsylvania 

earthquake causing $100 billion in insured industry losses. For the hurricane, we 

may see a muted premium / spread reaction and ready capacity but the 

Pennsylvania earthquake could cause a rethink for some investors as it would 

challenge their reliance on models to a degree. Nonobvious events, for example 

the insolvency of a large insurer / reinsurer rated AA- or better etc., could also 

wreak temporary havoc by causing a rush to access cat bonds and collateralized 

re.   

 

The good news is that both the investors and traditional rated reinsurers offer a 

variety of capacity sources and collectively can respond more resiliently to 

unforeseen events than either standing alone. 

 

In sum, we see 2015 as pretty interesting and less predictable than the last two 

years. While predictable may be good, uncertainty creates opportunity for those 

who are prepared to act in that moment. 
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Q4 was another busy quarter for sponsors following a relatively quiet Q3. P&C cat 

bond issuance for the quarter totaled $2.1 billion, capping a record year that saw 

over $8 billion of catastrophe bonds issued. 2014’s issuance easily surpassed that 

of the previous record-holding year, 2007. One can speculate that burgeoning 

interest by ILS investors played no small part in driving the record-breaking year. 6 

deals comprising 10 tranches came to market in Q4 2014, bringing 2014’s totals to 

25 deals and 35 tranches. 

Everest Re returned to the market with the 5-year, $500 million Kilimanjaro Re 

2014-2 covering U.S. and Canadian earthquakes. S&P assigned a BB- rating to 

the per-occurrence notes. The single tranche added to Everest’s $450 million April 

issuance, bringing the sponsor’s total cat bond coverage secured in 2014 to almost 

a billion dollars. Kilimanjaro Re 2014-2 was upsized by 43% from the initial $350 

million. The bond priced at a spread of 3.75%, the midpoint of initial guidance. 

The California Earthquake Authority sponsored two 3-year tranches totaling $400 

million of coverage on an annual aggregate basis via Ursa Re 2014-1. The $200 

million Class A notes grew $50 million in size and priced at a spread of 3.50%. The 

$200 million Class B notes – which have a higher expected loss – did not change 

in size and priced at a spread of 5.00%. Spreads for both tranches priced 12.5 bps 

higher than the midpoint of initial guidance. 

USAA tapped the capital markets again in Q4, securing $100 million of indemnity-

based coverage for 4 years via Residential Re 2014-2. The single tranche covers 

a range of risks in the U.S. including tropical cyclones, earthquakes (with fire 

following), severe thunderstorms and winter storms. The notes also cover volcanic 

eruption and meteorite impact, as did USAA’s two-tranched $130 million Res Re 

2014-1 offering. The 2014-2 bond did not increase from its initial size and priced at 

a spread 7.5 bps below the midpoint of initial guidance. 

Amlin sponsored the $200 million Tramline Re II 2014-1 to replace the $150 million 

Tramline Re 2011-1 set to expire in January 2015. This 4-year per-occurrence 

index bond will cover losses resulting from named storms and earthquakes in the 

U.S. as well as windstorm events in Europe. The bond’s one-year expected loss is 

a healthy 5.12%, which may partially explain the relatively high final spread of 

9.75%. Investors, possibly weary of compressing spreads, rewarded the high-

yielding issuance by driving the final spread 62.5 bps below the midpoint of initial 

guidance. 

AIG secured $500 million of coverage via three tranches of Tradewynd Re 2014-1. 

The notes cover risks similar to those included in previous Tradewynd issuances, 

notably named storms and earthquake for the U.S., Canada, Mexico and most of 

the Caribbean. The underlying risk includes both personal and commercial lines of 

business. Two of the tranches priced at a spread below guidance while the largest 

– which was upsized by $200 million – priced at the midpoint. 

Q4 2014 Cat Bond Market Issuance Overview 
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Source: WCMA Transaction Database as of 12/31/2014. 

Note: Data excludes private ILS deals which, in some cases, have the potential for some of the liquidity present in more traditional Rule 144A cat bonds. 
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Q4 2014 Cat Bond Market Issuance Overview (Continued) 
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Source: WCMA Transaction Database as of 12/31/2014. 

Note: Yellow shading indicates first-time sponsors.  

Data excludes private ILS deals which, in some cases, have the potential for some of the liquidity present in more traditional Rule 144A cat bonds. 

Sponsor Issuer / Tranche Issue Maturity Amount EL Spread Basis Risk Trigger

Q4'14 CAT Issuance

Zenkyoren Nakama Re 2014-2 (1) Dec-14 Jan-19 $175 0.58% 2.13% OCC Japan Quake Indemnity

Zenkyoren Nakama Re 2014-2 (2) Dec-14 Jan-20 200 0.70% 2.88% Term Agg. Japan Quake Indemnity

AIG Tradewynd Re 2014-1 (3-A) Dec-14 Jan-18 100 1.25% 5.00% OCC Named Storm & EQ - US, CAN & MEX Indemnity

AIG Tradewynd Re 2014-1 (1-B) Dec-14 Jan-16 100 2.41% 6.75% OCC Named Storm & EQ - US, CAN & MEX Indemnity

AIG Tradewynd Re 2014-1 (3-B) Dec-14 Jan-18 300 2.41% 7.00% OCC Named Storm & EQ - US, CAN & MEX Indemnity

Amlin Tramline Re II Ltd. 2014-1 (A) Dec-14 Jan-19 200 5.71% 9.75% OCC Named Storm, US EQ & Euro Wind PCS

USAA Residential Re 2014-2 (4) Dec-14 Dec-18 100 1.79% 4.80% OCC US Wind, US EQ, Sev. T-storm Indemnity

CEA Ursa Re Ltd. 2014-1 (A) Dec-14 Dec-17 200 1.20% 3.50% Ann. Agg. US Quake Indemnity

CEA Ursa Re Ltd. 2014-1 (B) Dec-14 Dec-17 200 2.62% 5.00% Ann. Agg. US Quake Indemnity

Everest Re Kilimanjaro Re 2014-2 Nov-14 Nov-19 500 1.46% 3.75% OCC US & Canada Quake PCS

Q4'14 Total: $2,075

Q3'14 CAT Issuance

State Fund Golden State Re 2014-1 Sep-14 Jan-19 $250 0.25% 2.20% OCC U.S. Quake Modeled Loss

Q3'14 Total: $250

Q2'14 CAT Issuance

TWIA Alamo Re 2014-1 Jun-14 Jun-17 $400 3.09% 6.35% Ann. Agg. Named Storms Indemnity

USAA Residential Re 2014-1 (10) May-14 Jun-18 80 11.31% 15.00% Ann. Agg. US Wind, US EQ, Sev. T-storm Indemnity

USAA Residential Re 2014-1 (13) May-14 Jun-18 50 0.63% 3.50% Ann. Agg. US Wind, US EQ, Sev. T-storm Indemnity

Zenkyoren Nakama Re 2014-1 (1) May-14 Apr-18 150 0.75% 2.25% OCC Japan Quake Indemnity

Zenkyoren Nakama Re 2014-1 (2) May-14 Apr-18 150 0.75% 2.50% Ann. Agg. Japan Quake Indemnity

Group Sompo Aozora Re 2014-1 May-14 Apr-17 99 0.52% 2.00% OCC Japan Wind Indemnity

Allstate Sanders Re 2014-2 May-14 May-17 200 0.88% 3.90% OCC FL Named Storms & US EQ Indemnity

Allstate Sanders Re 2014-1 (B) May-14 May-18 330 0.79% 3.00% OCC Named Storms & US EQ (ex. FL) PCS

Allstate Sanders Re 2014-1 (C) May-14 May-18 115 0.97% 3.25% OCC Named Storms & US EQ (ex. FL) PCS

Allstate Sanders Re 2014-1 (D) May-14 May-19 305 1.28% 3.90% OCC Named Storms & US EQ (ex. FL) PCS

ACIC Armor Re 2014-1 May-14 Dec-16 200 0.54% 3.48% OCC Named Storms Indemnity

FL Citizens Everglades Re 2014-1 May-14 Apr-17 1,500 2.68% 7.50% Ann. Agg. US Wind Indemnity

Everest Re Kilimanjaro Re 2014-1 (A) Apr-14 Apr-18 250 1.83% 4.75% OCC Named Storms PCS

Everest Re Kilimanjaro Re 2014-1 (B) Apr-14 Apr-18 200 1.65% 4.50% Ann. Agg. Named Storms & US EQ PCS

Assicurazioni Generali Lion I Re Ltd. Apr-14 Apr-17 262 1.00% 2.25% OCC Euro Wind Indemnity

Heritage Citrus Re Ltd. 2014-2 Apr-14 Apr-17 50 1.21% 3.75% OCC Named Storms Indemnity

Heritage Citrus Re Ltd. 2014-1 Apr-14 Apr-17 150 1.53% 4.25% OCC Named Storms Indemnity

Q2'14 Total: $4,491

Q1'14 CAT Issuance

State Farm Merna Re V Mar-14 Apr-17 $300 0.41% 2.00% OCC US Quake Indemnity

Great American Riverfront Re Ltd. Mar-14 Jan-17 95 1.34% 4.00% OCC Named Storm, EQ, Sev. T / Win. S Indemnity

Tokio M&F Kizuna Re II (A) Mar-14 Apr-18 200 0.21% 2.25% OCC Japan Quake Indemnity

Tokio M&F Kizuna Re II (B) Mar-14 Apr-18 45 0.57% 2.50% OCC Japan Quake Indemnity

American Strategic Gator Re Ltd. Mar-14 Jan-17 200 1.73% 6.50% OCC Named Storms & T-Storms Indemnity

Chubb East Lane Re VI 2014-1 Mar-14 Mar-18 270 0.89% 2.75% OCC Named Storm, EQ, Sev. T / Win. Storm Indemnity

Munich Re Queen Street IX 2014-1 Feb-14 Jun-17 100 2.92% 5.50% OCC US Wind & Australia Cyclone Index

Q1'14 Total: $1,210

2014 Total: $8,026

Zenkyoren’s Nakama Re 2014-2 was the final issuance of 2014. The two tranches, 

which cover Japanese quake, amount to $375 million of coverage. The occurrence 

Class 1 tranche was upsized by $75 million and priced at the midpoint of initial 

guidance. The aggregate Class 2 tranche grew by $100 million to a final $200 

million in size and also priced at the midpoint of initial guidance. The Class 2 

tranche is notable in that it consists of three overlapping 5-year risk periods for a 

total of five calendar years of protection. Taken together with May’s Nakama Re 

2014-1 offering, the notes brought Zenkyoren’s total 2014 cat bond issuance to 

$675 million. 

As seen below, 2014 represented a significant year for the catastrophe bond 

market in a number of ways. Veteran issuers often grew the amount of coverage 

secured from third party capital, and an array of new entrants tested the ILS 

waters in what continues to be a sponsor’s market. 

2014 Cat Bond Issuance 

($ in millions) 
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Figure 1: Growth in Deal & Tranche Size 
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“The average 

tranche size for 

2014 notes was 

roughly twice as 

large as in 2007” 

We have observed a number of trends related to catastrophe bond issuance since 

2007. As seen in Figure 1 below, the average tranche size has grown at a steady 

clip. Based on our calculations the average tranche size for 2014 notes was 

roughly twice as large as in 2007. Average deal size has similarly grown to over 

$300 million in 2014 while the number of deals and tranches brought to market has 

remained relatively steady since 2007. 

Not only has the average tranche size grown since 2007, the average original 

tenor has increased significantly as well. In 2007 the average original tenor, 

weighted for tranche size, was less than 3 years. Tranches issued in 2014, on the 

other hand, had an average weighted original tenor of over 3.5 years. These 

figures suggest that not only are sponsors securing more coverage per tranche 

brought to market, they are also locking in protection for a greater period of time. 

 

Figure 2: Annual Issuance and Average Weighted (a) Original Tenor of Tranches Issued 
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(a) Original tenor weighted for tranche size. 

Source: WCMA Transaction Database as of 12/31/2014. 

Note: Data excludes private ILS deals which, in some cases, have the potential for some of the liquidity present in more traditional Rule 144A cat bonds. 
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Source: WCMA Transaction Database as of 12/31/2014. 

Note: Data excludes private ILS deals which, in some cases, have the potential for some of the liquidity present in more traditional Rule 144A cat bonds. 

Another noteworthy recent development in the catastrophe bond market is the 

waning presence of (re)insurers. (Re)insurers represented less than one-fifth of 

total issuance – as measured by both dollar figure and count of unique sponsors 

– in 2013 and 2014. Had it not been for Everest Re and its $950 million of 

Kilimanjaro bonds, 2014 (re)insurers’ share of total issuance would have dipped 

below 10%. Our calculations suggest a marked decrease from prior years, when 

(re)insurers constituted almost 50% of total sponsors (Figure 3). While a number 

of factors likely influenced this development, one can assume that competing 

alternative risk transfer mechanisms (e.g., sidecars) are absorbing capacity that 

would otherwise find its way to the catastrophe bond market. Growing receptivity 

to cat bonds among other types of sponsors also likely plays a role. It will be 

interesting to see how the aforementioned trends play out in 2015 and beyond, 

as more than $6 billion of capacity matures over the next 12 months (Figure 4). 

Figure 3: (Re)insurer Percentage Share of Issuance – USD and Number of Unique Sponsors 

Figure 4: Upcoming Maturities by Quarter 

($ in billions) 
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Source: WCMA Transaction Database as of 12/31/2014. 

Note: Life data excludes private ILS deals which, in some cases, have the potential for some of the liquidity present in more traditional Rule 144A cat bonds. 

Excludes most XXX, AXXX and longevity deals. 

Figure 5: Life and A&H Cat Bond Capacity Outstanding by Year 

($ in billions) 
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On November 24, Reinsurance Group of America (“RGA”) announced a new Rule 144A embedded value (“EV”) 

transaction, Chesterfield Re. Initially targeting $200 million with a spread of 4.75%, RGA finally secured $300 

million at a spread of 4.50% following strong investor support, when the notes were issued on December 17. The 

whole structure has been approved by the Missouri regulator and the notes have been rated A- by S&P. 

Chesterfield Re is the second large EV securitization in the last 5 years, following the issuance of Vecta in 2011 

by Aurigen Re. Through Chesterfield Re, RGA is reinsuring 20% of a very large book of in-force yearly 

renewable term reinsurance treaties written between 2006 and 2010 and comprising approximately 2.65 million 

policies. Common to other EV transactions, the notes have an expected cash flow profile but maturity will 

ultimately vary based on the performance of the book. Under the baseline scenario, the notes have a duration of 

4.9 years, with a modelled maturity of 9.3 years. However, poor performance from the book will result in longer 

duration and maturity, and, for instance, a 10% increase in mortality throughout the life of the transaction would 

increase the duration to 7.4 years. 

In practice, the notes are mostly exposed to the most severe mortality events, however there is also exposure to 

the rating profile of RGA to a certain extent. This is in particular the case because the proceeds of the notes are 

used to pay a ceding commission to RGA and also because there is a recapture risk stemming from underlying 

cedants cancelling their reinsurance contracts with RGA. The possibility of this happening is deemed to be 

remote, unless RGA is downgraded below a certain rating. As a result, the notes are exposed to some limited 

credit and investment risk but we do not think that this has deterred most life ILS players from participating in the 

placement. 

We view positively any attempt by sponsors to use the ILS technology to transfer life insurance risks in the 

market. In the past eighteen months, only a couple of transactions have been brought forward to investors: 

Vitality Re, Atlas IX and an extreme mortality swap from Hannover Re and coupled with a series of redemptions, 

the life ILS market has actually been reducing in size (Figure 5). 
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Par Outstanding by Expected Loss at Issuance  Par Outstanding by Risk Peril 

Total: $22.9 billion(b) Total: $18.7 billion(a) Total: $22.9 billion(b) Total: $18.7 billion(a) 

U.S. Quake 

U.S. Wind & Quake U.S. Wind Other (incl. U.S. Wind) 

Other (ex. U.S. Wind) Euro Wind Japanese Perils <0.75% 

0.76% - 1.50% 1.51% - 2.50% 2.51% - 4.50% 

>4.51% 

Source: WCMA Transaction Database as of 12/31/2014. 

(a) In aggregate, 70% of all capacity outstanding exposed to U.S. Wind. 

(b) In aggregate, 67% of all capacity outstanding exposed to U.S. Wind. 
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Non-Life Cat Bond Issuance by Quarter (2010 – 2014) (c) 

($ in billions) 

Capacity Issued and Outstanding by Year 

($ in billions) 

(c) All issuance amounts reported in or converted to USD on date of issuance.   

Source: WCMA Transaction Database as of 12/31/2014. 

Note: Data excludes private ILS deals which, in some cases, have the potential for some of the liquidity present in more traditional Rule 144A cat bonds. 
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Quarterly LTM U.S. Wind Exposed Weighted Average Risk Premium & Expected Loss 

Source: WCMA Transaction Database as of 12/31/2014. 

LTM = Last twelve months. Data is for primary issuance and does not reflect secondary trading.  

Note: Data excludes private ILS deals which, in some cases, have the potential for some of the liquidity present in more traditional Rule 144A cat bonds. 
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Q4 2014 Cat Bond Market Statistics (Continued) 

“Secondary 

trading was 

quite active with 

many bonds 

trading towards 

the bid side” 

After a quiet Q3, investors welcomed the new primary offerings to put capital to work 

in the cat bond space, especially those with high absolute yields.  Secondary trading 

was quite active with many bonds trading towards the bid side as portfolio managers 

rebalanced into year end.  Short dates traded actively throughout the quarter even as 

the bid side faded away in the last few weeks.  Traders were pleasantly surprised to 

see the AIR event report, which followed shortly after the NOAA report, state that the 

Multicat C bonds were not triggered.  There was also much market chatter about the 

Gator Re bonds with many staking positions on loss development and whether the 

aggregate will be eroded by section B. 



January 2015 ILS MARKET UPDATE 

11 

WCMA Interview: Morton Lane 

WCMA Interview: Morton Lane 
Morton Lane is President of Lane Financial LLC 

1) How did you get involved in the ILS space? 

At the end of 1992 The Chicago Board of Trade first introduced derivatives on catastrophes. 

The contracts had been suggested by Richard Sandor and were approved by the CFTC and 

listed by the CBoT in December 1992, four months after Hurricane Andrew. The CFTC 

approval was for futures and options, and futures were the first to be listed. The contracts 

languished and did not trade very much at all. As it happens a climbing friend of mine (Pat 

Arbor) was elected as Chairman of the Exchange around that time and he asked me to get 

involved. I held a seat at the Exchange and acted as the Chair of the Catastrophic Insurance 

Task Force. 

 

2) How have things played out over time relative to your expectations at the inception of ILS solutions? 

My expectation when I got involved was that insurance derivatives would take off as trading and hedging instruments for 

insurance companies as fast as interest futures and options had taken off in the banking industry. I had been involved in the 

introduction of interest futures and options to banks all over the world for the previous 15 years where we had gone from 

curiosity to essential instruments of risk management. I thought cat options would be adopted in half the time; instead it 

took almost double the time. We did not allow for the native conservatism of the insurance industry. 

Nevertheless, that “cat options” period was an essential building block for the ILS industry. Among the earliest adopters and 

traders of cat options were Frank Majors and Greg Hagood, then at Willis and now industry leaders via Nephila. I met them 

and many of my current contacts in the industry as clients and prospects during this period.  

The shift from exchange traded products to insurance linked securities happened because we were all very successful at 

selling the “alternative” message; we were less successful in showing that exchange economics could work for all 

concerned. Insurance brokers saw both the potential, and the threat. They formed capital market units (and I personally 

formed a joint venture with Sedgwick called Sedgwick Lane). Several small securitizations took place in the mid-nineties 

including several that we did with Darren Redhead, then at Reliance and now a leader at Lancashire. The ultimate “proof of 

concept” was provided with the $480 million issue of Residential Re sponsored by USAA in 1997.  After that it has been 

“onward and upward” to today’s acceptance by nearly all concerned. 

3) To get real specific, do you find the FINRA TRACE disclosure on certain ILS trades helpful? Also, did you expect 

that modeling would ultimately prove more important to investors than ratings? 

The release of TRACE data is both helpful and intriguing. Prior to this event ILS valuation was largely based on quote sheet 

“price indications”, often from dealers who issued the securities in the first place and none of which was directly actionable. 

TRACE releases provide a check that helps gauge the price because it reports actual transactions, presumably between 

willing buyer and willing seller. TRACE releases will not solve all the problems; they just give additional helpful insights into 

a vexing issue – valuation. Exactly how we use the data is the intriguing part of my answer; there will still be an element of 

“art” to ILS secondary market pricing.  

To some extent the rating was always redundant, if all ILS were structured the same and if they all had identical credit risk. 

At present nearly all ILS have equal credit risk (US Treasuries) and structure (Reg 114 Trust or similar) so it is not 

surprising see the rating as an unnecessary expense. But come the day that some ILS diverge and start to give LIBOR on 

collateral or invent looser structures, and it surely will come, that is when a rating will be valuable – provided they can detect 

the shift.  

 

 

Essentially the Task Force did three things in the next few years. First we shifted the emphasis from futures to options 

spreads, which were more akin to excess of loss insurance. That first wind season in 1993 I twisted arms of “local” trader 

friends to put on spread positions and thereby generated open interest. Second, we shifted from an ISO-based contract to a 

PCS-based contract. Thirdly we (members and staff of the Exchange) did a whole lot of proselytizing about “cat options”.  

(continued on following page) 
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WCMA Interview: Morton Lane (Continued) 

4) Where do you expect growth in ILS markets to originate from? Cat bonds, collateralized reinsurance, new 

products, etc?   

Answer - all of the above plus geography, by which I mean the expansion of cedants from Asian and other emerging 

countries. I have learned that the obvious directions, e.g. auto, casualty, etc. require compelling economics for all 

concerned, not just clever ideas. One thing I do expect is that as we move into new areas we will see a resurgence of 

“modeled loss” ILS. 

5) What would you like to see change going forward if you could wave a magic wand? 

I am not a huge supporter of regulation but I do see virtue in some “standardization” and “best practice” conversations on 

the part of the industry itself. One example concerns valuation of NAV in hedge funds. Is every one using the same 

methodology - probably not? Is everyone marking-to-market, marking-to-model, seasonally adjusting or simply accreting 

linearly in their valuations? Is the practice consistent by instrument? At an even more minor level is everyone quoting 

secondary yields the same way? There are several ways to calculating discount margins, what should the standard method 

be? Ditto return calculations. 

6) What will happen to ILS prices as, and if, US interest rates rise? 

They will rise in concert, but not linearly. We periodically look at regression models for explaining what drives ILS prices (or 

equivalently, premiums). It is not a precise science but it is helpful to our understanding. The last time we did this was after 

the first quarter of 2014 and one of the leading results was that the market seems to start its pricing by looking at the 

competitive markets for investor funds – corporate bonds. Interestingly the best fit involved the spread between high yield 

and investment grade interest rates. (We use the FINRA-Bloomberg indices reported on TRACE.) The spread has widened 

out in the last month or so. We expect that to affect investor enthusiasm for ILS. 

7) What does the ILS (or more completely the whole insurance alternative risk transfer market) portend for the 

structure of insurance / reinsurance going forward? 

There are a couple of observations that can be made. First, it is striking to me that the current soft market (now three years 

old) has not until very recently brought forth traditional responses to soft markets – consolidation. Instead of mergers and 

acquisitions we have had sidecars and securitizations. This is a distinctly different response, protecting the balance sheet in 

contrast to joining balance sheets. Maybe this time round things are going to be different? 

On the other hand, as reported in The Insider, we have seen at least one company, RenaissanceRe begin to plow the 

opposite path. This is interesting too. Back in the day in the earlier 1990’s there was a school of thought that a standalone 

catastrophe reinsurer was not viable or sustainable. Catastrophe reinsurance formally resided within a generalized 

reinsurer. RenRe (and others) was started as refutation of that argument and they have been extraordinarily successful. For 

a long time they only underwrote cat and were they very innovative, producing the first and arguably longest surviving 

sidecars. Now they are acquiring Platinum essentially diversifying into casualty and specialty lines. (They have been 

growing the line for a while but this action cements it.) The question provoked by their action is, is the former argument 

“standalone cat is not viable or sustainable” being resurrected by the former revolutionaries. We will see – RenRe is very 

smart - perhaps the adage “all revolutions eat their children” is true after all.  

Note: Morton Lane is the President of Lane Financial LLC, and is not affiliated with Willis Capital Markets & 

Advisory or its affiliates. The views expressed herein by Mr. Lane are his personally and do not reflect the views of 

Willis Capital Markets & Advisory or its affiliates. 
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