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The steady flow of investor capital lasering in on natural catastrophe risk in the last 18 months has elicited some wildly 

divergent responses. On the one hand, like fire fighters trying to slow down a raging forest fire with a squirt gun, a few 

naysayers have sounded the warning that a bubble is here or just around the corner (the impact of change on their well-

settled ways perhaps having colored their vision only slightly). On the other hand, some cheerleading convergence insiders 

have prematurely written obituaries for the traditional reinsurance model.   

Fortunately, away from the headline grabbing prognostications of the naysayers and the true believers, we see brokers, 

potential sponsors, reinsurers, investors and others engaging in pragmatic sober analysis as they set their course for the 

next three to six months and beyond. Brokers are redesigning reinsurance programs to better incorporate collateralized 

reinsurance and cat bonds in light of the opportunity to expand access to investors. Sponsors both old and new are trying to 

decipher market signals and evaluate broker advice in light of declining spreads and more flexible terms and conditions.   

Reinsurers are trying to convert the threat to an opportunity by managing increasing amounts of investor capital in funds and 

sidecars as well as by sponsoring deals themselves. Some investors are encouraging more cat bond issuance so that they 

can continue to fulfill mandates for liquid investments. Other investors are chasing the illiquidity in collateralized reinsurance 

as a mechanism to protect themselves from the ruthless price pressure in a well run syndication process (see Dr. Andreas 

Müller’s comments on this point). Less competition in placement is the investor’s friend but not necessarily the sponsor’s. 

Finally, modeling firms, rating agencies and regulators are sorting through their respective roles in the convergence market 

in fits and starts with uneven (but generally improving) levels of sophistication. 

There are two key questions for the next three to four months. Firstly, what will the relative split between cat bonds and 

collateralized reinsurance be? Both will likely grow. 2013 new issuance volume for cat bonds (non-life only), now seems 

likely to surpass 2007’s $7.2 billion. This represents substantial growth if you only focus on non-investment grade numbers 

of $5.7 billion in 2007 and $5.3 billion so far in 2013. The investment grade deals are very different because they transferred 

risk much more remote than traditional reinsurance. Because both products have a tendency to renew over time, decisions 

today, especially for new sponsors, will have a big impact for many years. Secondly, how will investors and sponsors react to 

the potential for more flexible terms and conditions (and or expansion of coverage beyond well modeled natural catastrophe 

risk)? It is possible for sponsors to overreach and alienate investors. It is also possible for investors to drive sponsors into 

the traditional and collateralized reinsurance markets where such terms are more readily accepted. The potential for large 

losses and/or drastic financial market movements (positive or negative), will also shape the market in Q4. 
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Q3 2013 Cat Bond Market Issuance Overview 

The third quarter of 2013 saw $1.4 billion of non-life catastrophe bond capacity issued through 7 bonds (Q3 2012 saw $0.5 

billion issued through 3 bonds). This Q3 issuance volume was approximately three times higher than the 5 year average 

and, indeed, the highest on record since 1998. As we move into the year’s final quarter, a Q4 issuance level similar to that 

of recent years will see the market record its largest ever issuance year, surpassing the 2007 record. Outstanding capacity 

has now grown in each of the past 5 years, with the currently outstanding capacity of $17.3 billion, representing an all-time 

high. 

The third quarter marked the return to market of several well-known issuers including Zenkyoren, Groupama and Swiss Re. 

First time Rule 144A sponsors were AXIS, RenaissanceRe and Metropolitan Transit Authority (MTA) of New York, which 

sponsored the inventive MetroCat Re through its captive reinsurer, First Mutual Transportation Assurance Co. (FMTAC).    

The first issuance of the quarter was Groupama’s Green Fields II Capital Ltd. The bond provides three and a half years of 

fully-collateralized European windstorm reinsurance cover, and represents the largest ever European wind bond issued. 

The notes collateralize a counterparty contract with Swiss Re, which will provide per occurrence protection against French 

windstorms on a PERILS index basis. The bond was significantly oversubscribed, upsizing to €280 million from its initially 

intended size of €150 million and priced at the bottom end of initial guidance at 2.75% (initial guidance was 2.75% - 3.25%). 

 

Source: WCMA Transaction Database as of 9/30/2013. 
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Swiss Re returned to the market with their Mythen franchise, sponsoring a single tranche of notes. The sponsor secured 

$100 million of per occurrence coverage against North Atlantic Hurricane events. The deal upsized from an initially marketed 

$75 million and incorporated a PCS industry index trigger. The deal had an expected loss of 3.01% (sensitivity) and was 

marketed at initial guidance of 8.00% - 8.25%, ultimately pricing at the bottom of this range.  

RenaissanceRe and its permanent third party capital reinsurance subsidiary Da Vinci Reinsurance Ltd. jointly sponsored 

Mona Lisa Re Ltd (Series 2013-2). The bond secured $150 million of fully-collateralized coverage against named storms in 

the U.S. and Puerto Rico and U.S. earthquake risk. The bond secured annual aggregate coverage for approximately four 

years and incorporated a PCS industry index trigger. The bond was initially marketed at a spread of 7.00% - 7.60% and 

priced at 7.30%. Mona Lisa Re was particularly interesting as it represented the first time RenaissanceRe has participated as 

a Rule 144A cat bond sponsor.  

American International Group (AIG) came to market with the innovative $125 million Tradewynd Re. Tradewynd secured 

$125 million of per occurrence, indemnity coverage against named storms and earthquake. The bond provides coverage for 

named storms in the U.S., the Caribbean and the Gulf of Mexico, in addition to providing earthquake coverage in the U.S. 

and Canada. The bond was unique in that it was issued with a five year term and covered a complex commercial book of 

business. Covered lines of business included refineries, aerospace, manufacturing and other highly protected risks. Non-

physical damage losses, such as those associated with business interruption, contingent business interruption and loss of 

use were also included as part of the bond’s subject business. The deal priced at 8.25%, at the top of its initial guidance 

(7.25% - 8.25%).   
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Q3 2013: Non-Life Cat Bond Issuance Summary 

Q3 2013 Cat Bond Market Issuance Overview (Continued) 

(a) All issuance amounts reported in or converted to USD. 

Source: WCMA Transaction Database as of 9/30/2013. 

The transaction incorporated a variant of the “name your own” reset mechanism. Groupama may elect to reset the 

attachment point annually to less than or equal to a maximum of 1.60% and the expected loss to less than or equal to 1.30% 

(and greater than on equal to 0.85%). This variable reset allows Groupama to vary the return profile of its bond on an annual 

basis. 

2 

($ in millions) 

Issue Risk

Sponsor Issuer / Tranche Date Maturity Amount 
(a) Spread Basis Risk Trigger

Zenkyoren Nakama Re Ltd. Class 1 8-Sep-13 15-Sep-16 $300 2.75% Occ Japan Quake Indemnity

AXIS Northshore Re  Class A 5-Aug-13 5-Jul-16 200 7.25% Agg US Wind & Quake PCS

FMTAC (MTA) Metrocat Re  Class A 30-Jul-13 5-Aug-16 200 4.50% Occ Named Storm (Storm Surge) Parametric Index

AIG Tradewynd Re Class 1 9-Jul-13 9-Jul-18 125 8.25% Occ US Wind, US and Canada Quake Indemnity

RenaissanceRe Mona Lisa Re Class A 8-Jul-13 7-Jul-17 150 7.30% Agg US Wind & Quake PCS

Swiss Re Mythen Re Class B-1 2-Jul-13 9-Jul-15 100 8.00% Occ US Wind PCS

Groupama Green Fields II A 1-Jul-13 9-Jan-17 370 2.75% Occ France Windstorm PERILS

Total: $1,445
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The groundbreaking MetroCat Re was sponsored by the New York Metropolitan Transit Authority’s (MTA) captive reinsurer,  

First Mutual Transportation Assurance Co. (FMTAC), in Q3. The deal represented FMTAC’s first catastrophe bond 

transaction and covered storm surge resulting from named storms in the U.S. MetroCat was a three-year parametric deal 

incorporating the use of tidal gauges in the New York City area to determine index calculation. It is interesting to note that 

Hurricane Sandy would have triggered the bond. The trigger is binary in nature, resulting in either a no-loss scenario or 

complete erosion of the $200 million fully-collateralized principal amount. As a back-up to the primary index calculation 

methodology, the bond utilized high water marks left on permanent structures. The bond was well received by investors and 

priced below guidance at 4.50% (initial guidance was 5.00% - 5.50%).  

The penultimate issue of the quarter was Northshore Re, sponsored by AXIS. The transaction provides cover on an annual 

aggregate basis incorporating a PCS state-weighted index trigger. Northshore Re secured $200 million of fully-collateralized 

coverage against U.S. wind and quake. The deal priced below initial guidance of 7.50% - 8.50% at 7.25%. 

The final catastrophe bond issued during the quarter was Nakama Re, sponsored by Zenkyoren. The bond secured three 

years of fully-collateralized, per occurrence indemnity coverage of Japanese earthquake. Nakama represented the first 

widely distributed Japanese indemnity trigger cat bond since 1998’s Pacific Re typhoon deal on behalf of Yasuda Fire & 

Marine. The deal was initially marketed at a size of $150 million, but closed with $300 million of coverage. The bond priced in 

the middle of initial guidance (2.60% - 3.10%) at 2.75% and was a highly sought after diversifier in many portfolios.  
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Q3 2013 Cat Bond Market Issuance Overview (Continued) 

Source: WCMA Transaction Database as of 9/30/2013. 
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Q3 2013 Cat Bond Market Issuance Overview (Continued) 

Par Outstanding by Expected Loss  Par Outstanding by Risk Peril 

Total: $17.3 billion(b) Total: $14.4 billion(a) Total: $17.3 billion(b) Total: $14.4 billion(a) 

Japanese Perils 

U.S. Wind & Quake U.S. Wind U.S. Quake Euro Wind 

Other (excl U.S. Wind) Other (incl U.S. Wind) <0.75% 

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

>4.51% 
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Source: WCMA Transaction Database as of 9/30/2013. 

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

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

In general, investors spent Q3 taking stock of the year’s activity to date, making slight adjustments to their portfolios. The 

first half of 2013 had seen an issuance period of low yielding bonds and funds with absolute target returns looked to adjust 

their portfolios with this in mind. In this climate of falling yields at issuance, most investors were pleased to see diversifying 

issuances come to market earlier than expected in 2013. Indeed, the $870 million of primary diversifiers fit in beautifully for 

most portfolios. It comes as little surprise that these three deals were all oversubscribed.   

As we approached wind season, most investors were comfortable with their positions and were hoping that the season 

would be a benign one. It is during August and September that cat bond seasonality rewards investors most and this year 

was no exception. With little wind in sight, bonds continued to rally right through the end of September.     

At the moment, investors are out of the summer doldrums and anxious to access new risk and find the next deal. Investors 

are preparing for a busy end of year, anticipating that cedents will be looking to come to market early to access capacity. 

 

Cat Bond Secondary Market Trading 
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Quarterly LTM U.S. Wind Exposed Weighted Average Risk Premium & Expected Loss 
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Source: WCMA Transaction Database as of 9/30/2013. 

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

Quarterly LTM Non-U.S. Wind Exposed Weighted Average Risk Premium & Expected Loss 
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WCMA Interview: Dr. Andreas Müller 

WCMA Interview: Dr. Andreas Müller 
Dr. Andreas Müller is Head of Origination / Distribution / ILS Investments with Munich Re’s Risk 

Trading Unit.  

How did you get involved in the space? 

Back in 2005 when I worked with Munich Re’s Finance Division, I was made part of a project group “Risk Trading”, 
investigating whether Munich Re should set up a dedicated division for ILS, insurance derivatives, etc. After the decision 
was made that Munich Re should get involved in this business, I took the chance to get a new position as Head of 
Origination, Distribution and ILS Investments in this newly formed unit. Before that, in the late nineties, I worked in the 
alternative risk transfer space at Munich Re as an underwriter in the finite risk reinsurance division, where we also worked 
on the early ILS structures.  

How important do you think it is for a global reinsurer to have a strong ILS offering in today’s market?  

Providing ILS services to our clients aligns with Munich Re’s objective to operate as a full-service provider. Even outside 
the boundaries of traditional reinsurance, we are able to provide significant value to ILS transactions, as we are risk-takers 
by nature and can support the process with some of the features of traditional reinsurance such as a bridge cover and 
capacity back-up. However, it is important to underline that we are risk-takers and don't need to offer ILS:  we are always 
happy to offer the client a traditional reinsurance solution if this better meets his needs. We always try to implement the 
best solution for the client. If the client prefers a cat bond, we also provide structuring expertise and we are of course eager 
to do so for any client who has chosen an ILS solution - that's what we are here for. 
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What roles does Munich Re currently play in the market?  Do you see these roles as conflicting, complementary or 
both? Do you anticipate this will change in the future? 

We act as an arranger for ILS solutions and we structure cat bonds for clients, as well as for our own retro program. In 
addition we are among the biggest European investors in ILS, active in both the primary and secondary markets. Those 
roles under one roof are definitely complementary and clients who have done transactions with us appreciate such a broad 
offering. 

With the increase in appetite from the financial markets for insurance risk over the past few years, how tangible 
has the change in cat bond pricing been for a sponsor like Munich Re? 

From a sponsor’s perspective this development is of course appealing, especially as we are very price sensitive when we 
consider using a cat bond for our own risks. We benchmark several solutions against each other, for instance comparing 
indemnity retro against cat bonds etc. Clearly, a decisive factor is always going to be our own cost of capital. 

Historically, just how favorable is cat bond pricing relative to traditional reinsurance right now, and how far can 
pricing fall?  How has this changed your view as an investor? 

We believe that we have reached a certain level of equilibrium with respect to the ILS market; at least, the development of 
pricing in the last few quarters confirms this assumption. As an investor we focus on those transactions that meet our return 
targets for the specified risks. Because of this, in the current environment we are less active than we were three or four 
years ago. Remember, we always have traditional reinsurance as a channel for deploying our capacity, and our capital, and 
we exercise exactly the same underwriting discipline when investing in ILS. 

Following the continued success of the Queen Street series, to what extent does it get easier (and cheaper) to 
sponsor a bond the more times you do it? In terms of having a familiar investor audience, deal team, process etc. 

As a frequent sponsor, of course we benefit from certain efficiencies, but the key to our success is our placement strategy. 
Munich Re and its Queen Street series is well known for moderate issuance volumes; the rationale behind that approach 
being that we usually achieve a lower spread with a smaller volume. Since we are content to issue a moderate size, we do 
not need to rely on the very last and most demanding investor for placement success. Our strategy is to offer moderate 
sizes and to do transactions more often which seems to more than offset the additional transaction side costs. With this 
placement strategy we have built relationships with a reliable investor base. 

What features of catastrophe bonds in particular attract sponsors like yourselves to market?  What is your view on 
the so called “cat bond light” transactions? 

As mentioned already, we use cat bonds as one instrument within our retro toolbox. However, we like that it is a well 
established tool, multi-year and fully collateralized. On the other hand, as a reinsurer, we are generally forced to offer bonds 
that are indexed or parametric in nature. Naturally, we prefer UNL retro cover, which we can get at better terms and 
conditions via other formats. With regard to private bonds, especially the “cat bond light” format, we have not issued one, 
but in general we prefer capital market structures that are broadly road-showed and syndicated, rather than those restricted 
to a certain number of investors. We really like the momentum of the book-building process and its impact on pricing. 

What product features and innovations in particular have pleased you in recent years and what developments 
would you like to see in the future? 

I think it was a good development that collateral solutions such as total return swap and tri-party repo disappeared and that 
investors supported this development. Going forward, one market development that I would like to see is a simplification of 
the 144A rules. 

 

  

 

WCMA Interview: Dr. Andreas Müller (Continued) 
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Note: Dr. Andreas Müller is Head of Origination / Distribution / ILS Investments with Munich Re and is not affiliated with Willis Capital Markets & Advisory or its 

affiliates. The views expressed herein by Dr. Müller are his personally and do not reflect the views of Munich Re or Willis Capital Markets & Advisory or its 

affiliates. 
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Willis Capital Markets and Advisory (“WCMA”) is a marketing name used by Willis Securities, Inc., member of FINRA and SIPC (“WSI”), and 
Willis Capital Markets & Advisory Limited, an investment business authorized and regulated by the UK Financial Conduct Authority 
(“WCMAL”).  Both WSI and WCMAL are Willis Group companies.  Securities products are offered through WSI and WCMAL.  Reinsurance 
products are placed through Willis Re Inc. in the United States and through Willis Limited in the UK, both also Willis Group companies.  
These materials have been prepared by WCMA based upon information from public or other sources.  WCMA assumes no responsibility for 
independent investigation or verification of such information and has relied on such information being complete and accurate in all material 
respects.  To the extent such information includes estimates and forecasts of future financial performance, WCMA has assumed that such 
estimates and forecasts have been reasonably prepared on bases reflecting the best currently available estimates.  No representation or 
warranty, express or implied, is made as to the accuracy or completeness of such information and nothing contained herein is, or shall be 
relied upon as, a representation, whether as to the past, the present or the future.  Readers should not place any reliance on any forward-
looking statements, noted by such words as “should”, “may”, “expect” and “believe” contained herein.  The information contained herein is 
not intended to provide the sole basis for evaluating, and should not be considered a recommendation with respect to, any transaction or 
other matter.  WCMA is not providing any advice on tax, legal or accounting matters and nothing in this communication constitutes an offer 
or solicitation to sell or purchase any securities and is not a commitment by WCMA (or any affiliate) to provide or arrange any financing for 
any transaction or to purchase any security in connection therewith.  WCMA assumes no obligation to update or otherwise revise these 
materials.  This communication has not been prepared with a view towards public disclosure under any securities laws and may not be 
reproduced, disseminated, quoted or referred to, in whole or in part, without the prior written consent of WCMA.  Information contained 
within this communication may not reflect information known to other employees in any other business areas of Willis Group and its 
affiliates.  WCMA and / or its affiliates may have business relationships with, and may have been, or in the future may be compensated for 
services provided to, companies mentioned herein. 
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