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The first quarter of 2013 saw $1.6 billion of new issuance non-life capacity marketed through 5 transactions (Q1 2012 saw 

$1.3 billion issued in 8 deals). Indeed, after a quiet January and February, a spate of activity in March suggests that 2013 

may build upon 2012’s issuance of $5.9 billion, which stands as the second highest ever issuance year. All of Q1’s 

catastrophe bond sponsors were repeat sponsors.  

Q1 2013: Marketed Non-Life Cat Bond Issuance Summary 

Q1 2013 Cat Bond Market Issuance Overview 
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The growing capital inflows into the ILS space suggest that the current drop in ILS pricing may be a long-term feature of the 

market. Both generalists and ILS specialists are putting more money to work. The first non-life transaction of the quarter, 

Caelus Re, demonstrated the prevailing investor demand for insurance risk, as Nationwide Mutual’s $270 million indemnity 

hurricane and earthquake risk bond issued at a tight spread of 5.25% per annum. This was down from a suggested initial 

range of 6.75% - 7.75%.  

Capitalizing on the attractive market conditions, Nationwide returned to the capital markets a few weeks later with an 

additional Caelus Re tranche. Like its predecessor, the deal secured indemnity, per occurrence coverage for U.S. hurricane 

and earthquake, albeit for a slightly riskier tranche. The initial guidance suggested for the bond was between 6.25% and 

7.25% and eventually priced in the middle of this range, even after upsizing to $320 million. Low market yields aside, the 

spread and the pricing dynamics of the Nationwide deal reflect the power of fully syndicated transactions in contrast to more 

narrowly placed deals.  

Following last year’s bumper $750 million placement, Florida Citizens issued a new $250 million indemnity, per occurrence 

bond in Q1, providing 3 years of coverage against Florida hurricanes. The deal had an initial attachment point of $5.1 billion, 

versus $6.4 billion in the 2012 transaction. Even with a riskier tranche, the transaction priced at a spread of 10.00% versus 

17.75% on the prior year’s issuance.  

State Farm’s Merna Re IV secured $300 million of indemnity, per occurrence coverage for U.S. earthquake, including fire 

following. The covered territory included 12 states within the New Madrid seismic zone. The bond issued at a tight spread of 

2.50% and upsized by 20% from the initial $250 million size. The 2.50% spread represented the lower end of initial pricing 

guidance of 2.50% to 3.00%. Merna Re IV was the first earthquake only catastrophe bond of 2013 and its tight risk spread 

speaks to investor demand for diversifying perils. 

The North Carolina Joint Underwriting Association (NCJUA) and North Carolina Insurance Underwriting Association (NCIUA) 

once again accessed capital markets capacity in Q1 through a reinsurance agreement with Munich Re.  The Tar Heel Re cat 

bond covers this reinsurance agreement, with investors exposed to the risk of North Carolina storms causing loss to the two 

residual pools. The deal upsized to $500 million (from an initial size of $200 million) and priced at 8.50% which was below 

the lower end of initial guidance (9.00% - 10.00%). 

Also of additional note was Cincinnati Insurance Company’s Skyline Re issuance in Q1, which was privately marketed as a 

“catastrophe bond light” deal. The deal secured $72 million of fully collateralized limit against severe convective storm on an 

an annual aggregate basis and quake on a per occurrence basis, each in a $100 million layer. The bond was zero coupon, 

only paying investor’s their 15% yield at maturity and hence putting their premium at risk until then. This coupon payment 

structure allowed Skyline to leverage the paid-in premium (15% of $72 million) and required investors to put up only $61.2 

million of funds to provide the $72 million of total cover exposed to both risks.  

With yields falling across the board, both the capital and traditional reinsurance markets will be looking to see how the 

(re)issuance market develops. In Q2 a total of $1.8 billion of bonds will be maturing, relative to just $0.3 billion in Q1. Overall 

market spreads (and effective ROLs) dropped  ~30% since H12012. With spreads already at all-time lows and investors 

continuing to show a strong appetite, the market certainly looks to be primed for new issuance.  

Source: WCMA Transaction Database as of 4/4/2013. 

(a) Transaction marketed in Q1 and closed at the beginning of Q2.  

(b) H1 2013E pricing trend estimate based on secondary trading, new issue prices and discussions with other market participants. 

(c) For prior Q1 issuance comparison, $520 million of bonds were issued in Q1, prior to April 1st.  

Issue Risk

Sponsor Issuer / Tranche Date Maturity Amount Spread Basis Risk Trigger

Nationwide Caelus Re 2013-2
(a) 4-Apr-13 7-Apr-17 $320 6.85% Occ US Wind & Quake Indemnity

NCJUA/NCIUA Tar Heel Re
(a) 9-Apr-13 9-May-16 500 8.50% Agg US Wind (NC) Indemnity

State Farm Merna Re IV
(a) 1-Apr-13 8-Apr-16 300 2.50% Occ US Quake (ex. CA) Indemnity

Citizens Everglades Re 2013-1 28-Mar-13 28-Mar-16 250 10.00% Occ US Wind (FL) Indemnity

Nationwide Caelus Re 2013 - 1 7-Mar-13 7-Mar-16 270 5.25% Occ US Wind & Quake Indemnity

Total
(c)

: $1,640
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Capacity Issued and Outstanding by Year 
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Non-Life Cat Bond Issuance by Quarter (2009 – Q1 2013) 

($ in millions) 

Q1 2013 Cat Bond Market Issuance Overview 
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(a) Includes 3 transactions which closed  in early Q2, 2013 (please see page 1). For prior Q1 issuance comparison, $520 of bonds were issued in Q1, prior to 

April 1st.  

(b) In aggregate, 69% of all capacity outstanding exposed to U.S. Wind. 

(c) In aggregate, 69% of all capacity outstanding exposed to U.S. Wind. 
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After a slow start, 2013 is roaring forward with a flurry of cat bond, sidecar, and collateralized re activity at the end of Q1 and 

into Q2. Non-investment grade cat bonds are once again on pace to break records. Brokers are restructuring programs to 

bring in one-shot capacity and conversely capital markets investors are trying to meet them half way with second-event 

solutions to make this unnecessary. Collectively, capital markets insurance capacity significantly outsizes the surplus of the 

leading non-life reinsurers (ignoring Berkshire). 

Where is the new capacity coming from and why is it driving down prices? The capacity is coming from two sources: new 

inflows to existing ILS specialists coupled with the return of the generalist investors. The existing investors are reinvesting 

bond redemptions and return of collateral from collateralized reinsurance in both new collateralized reinsurance trades and 

cat bonds. In contrast the generalists (both, those returning after a period of time, as well as those new to the class) value 

the price discovery of syndication and the transparency and liquidity of the bond structure. As these two investor sets clash 

in an effort to put their money to work, we see spreads dropping rapidly.   

As long predicted, cat bond spreads have now separated from traditional reinsurance pricing where the cost of capital rather 

than underwriting expertise is the main driver of spreads (for example, for some U.S. hurricane risk deals). This makes 

sense since the cost of capital for a traditional reinsurer to put its regulated and rated balance sheet to work in peak zones is 

quite high. In contrast because of the power of diversification over a larger portfolio and the absence of direct rating agency 

and regulator constraints, investors can make money even with the reduced spreads.   

Not surprisingly, companies see this spread separation and are jumping in line to sponsor deals and access protection. To 

the extent this trend persists as we fully expect, the pipeline will convert to record cat bond issuance through the remainder 

of the year. There is a delay in sponsor reaction to price signals.  Even now we see both insurers and reinsurers gearing up 

for H2 deals. Over time, we would expect that the increase in attractively priced cat bond capacity will flow through to make 

insurance more available and affordable, stoking demand and creating a “bigger pie” for everyone. 

A reaction in some quarters is to dismiss the recent capital markets growth as unsustainable. This is a convenient reaction 

for those who see the world changing around them and are perhaps in denial. That said, it might of course be true that some 

investors will enter and exit over time. That is simply a sign of a healthy mature market. Is reinsurance being transformed by 

the capital markets in the same way as the Internet and cellphones have transformed the publishing industry? Perhaps some 

reinsurers lacking differentiating underwriting expertise are on their way to becoming the next Encyclopedia Britannica.   

Many reinsurers are hedging their bets going forward between operating as traditional reinsurers holding risk on their 

balance sheets and acting as managers of third party capital. The idea is to use underwriting expertise in conjunction with 

both on- and off- balance sheet capital to deliver the most efficient reinsurance solutions for clients. All major Bermuda 

reinsurers (save one) have third party capital initiatives in place. We may be witnessing the moment when the capital 

markets have moved from the sideshow to the main tent.   

Primary insurers are likely wondering who they will be doing business with in 5 years. Perhaps their reinsurance partners 

and not their new capital markets relationships will be the ones on an unsustainable path. Some insurers think that now is 

the time to develop new capacity and relationships, not only for short-term gain but also as a long-term source of flexibility. 

Having choices is the real source of sustainability and it is not simply a case of clinging to tradition.  

Michael Stahel’s interview raises some interesting points. With cat bond spreads declining relative to collateralized 

reinsurance we see some ILS managers seeking protection from competition (especially from generalist investment 

managers with more liquid strategies) by negotiating private capital markets deals and “stepping in front of” syndications to 

lock in deals. The larger managers can sometimes look a lot like the largest reinsurers in this respect.   

The flip side of this is that primary insurers and their brokers understand that the power of syndication is necessary to keep 

pricing power in check. One-handed deals have a role (especially for bespoke structures) but probably not as the core of a 

program.  Without syndication, brokers (whether reinsurance brokers or securities broker-dealers) bring far less value to their 

clients.   

As brokers and their reinsurance customers have grown more confident, syndication of cat bonds has driven spreads lower 

creating spillover impacts on traditional programs by setting new benchmark pricing. In turn the lower spreads have attracted 

and will attract more cat bonds in a virtuous circle.  While the steep rate of spread decline may slow, the trend seems on 

track to continue in the near term. The next plateau may well then end up as the “new normal”.  

 

Market Outlook Q2 2013 
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Q1 2013 represented the first time in many years that a property catastrophe bond was not issued in the months of January 

or February. This was contrary to what the majority of ILS investors were primed for. The first quarter of 2013 was greeted 

with post Sandy, and post “fiscal cliff” eagerness, only to be disappointed with the first primary property cat bond issuance 

not settling until March. This led to a quarter marked by a low volume of secondary trading, despite aggressive bidding on 

outstanding securities.  

Following the first few weeks of the quarter, buy-and-hold investors became increasingly wary of selling any bonds into a 

well capitalized market with no issuance or alternatives in which to invest. The inflows of capital coupled with maturing bonds 

on the horizon set the tone for subdued secondary trading. The secondary market busied itself showing bids and marking 

itself continuously higher, with very light trading. Furthermore, as (re)insurers and PCS reported through the quarter, pricing 

on the Sandy exposed bonds adjusted accordingly, with little trading. 

Early in the quarter, many investors adjusted their short-dated assets to prepare for the eagerly anticipated primary 

issuance. This short dated adjustment trading soon came to a halt. Investors were shocked by the price-point of the first 

issuance (Caelus Re). Recognizing that future issuance will not have the high yields of the past, there has been an 

imbalance and migration towards the few cat bonds that do have high coupons. Increasingly, we are seeing that mandates 

vary across the curve,  and the demand for various coupons and perils is not equal across the board. This low-yield / low-

volatility environment, although unattractive for investors, represents an opportune time for sponsors to bring deals to 

market.  

 

Secondary Market 

WCMA Interview: Michael Stahel 

WCMA Interview: Michael Stahel 
Michael Stahel is the Head of Insurance-Linked Investments and one of four partners at LGT 

Capital Management’s Insurance-Linked Strategies 

You recently moved from Clariden Leu to LGT.  How has this worked out so far?  What are the advantages to 

being part of a cross-sector asset management as opposed to one more narrowly focused on ILS? 

The transition from Clariden Leu to LGT has in fact turned out to be a very successful move for both LGT and us four 

portfolio managers (Michael Stahel, Hilary Paul, Christian Bruns and Pascal Koller). With our insurance-linked 

investments capabilities, LGT is able to broaden their offering to their institutional client base, and we have won ourselves 

a strong partner with an excellent franchise in the area of alternative investments. LGT’s asset management units have 

been managing alternative assets with focus on private equity and hedge funds for over a decade. With over $40 billion of 

assets under management and close to 300 specialists on staff, LGT’s asset management units offer the perfect setting 

for us. We can rely upon specialists for business development, legal, fund and investment structuring, IT etc. and at the 

same time retain our entrepreneurial, boutique-style investment approach. Our clients have warmly welcomed the move 

which is emphasized by the fact that we have grown by over 30% since July last year and have been awarded with three 

sizeable mandates from large European pension fund investors.  

How big can ILS grow and what are the biggest challenges to the ILS industry’s expansion? 

We expect a considerable shift in the capital structures of primary insurance companies as a result of the regulatory 

changes brought to the industry by the new solvency regime, Solvency II. This will mainly be attributed to the fact that 

insurance companies have to focus closely on counterparty credit risk and consequently on the systematic risk of the 

reinsurance sector. Regulators understand that if a massive catastrophe event occurs, this may put severe pressure onto 

some of the smaller reinsurance companies. We expect that the awareness of the benefits of collateralized reinsurance, 

which mitigates counterparty credit risk to a very large degree, will be fuelling the growth of the sector. We are very active 

on the collateralized reinsurance market side yet we still really like cat bonds. We believe that fundamental growth in the 

industry will come if we manage to move more deals into the cat bond form. Structuring a cat bond is still very expensive 

and the bulk of this cost is coming from the legal reviews. What we need is to standardize elements around cat bond 

transactions. I know that the topic of standardization does come up quite a lot, yet we do feel it is one of the key issues 

that the sector will have to look at in order to grow. 

 
Note: Michael Stahel is a Partner and Portfolio Manager at LGT Capital Management and is not affiliated with Willis Capital Markets & Advisory or its affiliates. 

The views expressed herein by Mr. Stahel are his personally and do not reflect the views of LGT or Willis Capital Markets & Advisory or its affiliates. 
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What is your view of PCS and industry indices more generally after Sandy?  Do you think their performance in 

Sandy will help or hurt them? 

Independent agencies to assess the overall market losses, such as PCS or PERILS, are vital to our industry. All involved 

entities benefit from the activities of these agencies; reinsurers, insurers, brokers, third party modelers and financial 

markets investors alike. We have worked with PCS indices in the past and will continue to use PCS as a provider of 

valuable information on large catastrophe industry losses. Going forward, we would hope to receive a higher level of 

transparency with regards to the claims assessment process of the different agencies (data gathering, data accumulation, 

gross-up factors, etc.) which will enable us to even better determine the true value of the information. This in turn will help 

the agencies to price and sell their services to the industry, an important element for any sustainable data delivery service. 

At the extreme, some industry experts believe that high net worth (HNW) individuals and retail are not suitable 

investors. You seem to find ways to approach them that make sense for everybody involved.  Do you think they 

can share in the growth ahead if more of the business moves from ILS to collateralized re? 

A high net worth individual is fundamentally not different from an institutional investor when it comes to making an 

educated investment decision. Allocating assets to insurance-linked strategies is part of the strategic asset allocation 

process amongst investors. ILS is simply a means to further diversify any already diversified pool of assets. The key 

difference by serving both private and institutional clients is the regulatory element. We are regulated as an asset manager 

both in Switzerland and in the European Union. Funds which are open to private investors are subject to strict regulatory 

scrutiny and as such, these funds need to show a higher level of transparency than “normal hedge funds” would offer to 

investors (for example, regulatory approval for investment process, transparent valuation of assets, investment guidelines 

including limitation of maximum downside risk, etc.). By tapping into both the HNW market as well as the institutional 

investor pool, LGT aims at supporting the growth of the market with a more diversified, stable asset base. 

From the perspective of a fund manager with an emphasis on collateralized re and ILS, how do you see the 

growth / threat from sidecars for your business model?  Are they complementary or competitive threats? How do 

you see reinsurer management of third party capital more generally? 

Over the last 24 months, the perception of ILS investors within the insurance industry has changed fundamentally. Smaller 

reinsurance companies are starting to view us as true competitors, whilst primary insurance carriers are reaching out to us 

to transact business. Today we are in the same front offices of the reinsurance managers of the large primary insurance 

carriers as our peers from the reinsurance industry – and we negotiate our solutions to sell capacity for the extreme tail 

events in clear competition to some of the reinsurance carriers. As for sidecars, we see resistance amongst institutional 

investors to invest in such structures as they are sensing a conflict of interest for reinsurance companies to allocate 

business to a sidecar solution instead of running such business net against their capital base. Institutional investors are 

very "fee sensitive" and in the past, sidecar solutions have been offered with heavy commission levels charged by the 

underwriting reinsurance carriers. Lastly, sidecars may be useful in an environment where pricing is hard and capacity is 

scarce – certainly not the current market environment.  

Asset inflows far exceed ILS issuance and recent price movements in the primary and secondary markets show 

significant tightening. How will the asset class be perceived by your investors if the risk / return equation 

becomes less attractive for the investors? 

There are two ways to invest in our market, the first being an investment in insurance-linked securities (ILS, cat bonds). 

This market is only growing modestly and as such is only providing limited ways to invest money as of today. That is why 

over the last couple of years we have focused on the collateralized reinsurance market (the second way to invest in our 

market). We refer to such investments as financial insurance contracts (FIC). The entry barriers to invest in such positions 

are much higher from a regulatory and underwriting point of view than investing in cat bonds. As such, competition is 

limited and we see an unchanged attractive investment environment. In both investment cases, ILS and FIC, the level of 

return always depends on the level of risk an investor is willing to assume. With cat bonds, the return targets have always 

been heavily dependent on supply and demand of capital from the larger financial market. Currently, we see increased 

supply of capacity from the financial market and we have seen solid allocations of capital deployed in the cat bond market. 

As a result, it is currently more attractive to invest in less liquid collateralized reinsurance and FIC transactions than it is to 

invest in cat bonds. Yet this was a different case in early 2012 when cat bonds were more attractively priced and one 

would see higher premiums and therefore higher return possibilities on the pure cat bond side. FIC allocations are able to 

deliver higher returns and allow for an improved level of diversification within a portfolio. However, these positions are 

obviously less liquid and as a result, an investor is always facing the challenge to find a good fit between risk, return and 

liquidity requirements, always in clear comparison to other opportunities in the financial market at large. 

 

WCMA Interview: Michael Stahel (continued) 



May 2013 ILS MARKET UPDATE 

6 

Contacts 

Bill Dubinsky 

Head of ILS 
+1 (212) 915-7770 
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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 Services 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 
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Source: WCMA Transaction Database as of 4/4/2013. 

LTM = Last twelve months. Data is for primary issuance and does not reflect secondary trading.  
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WCMA Interview: Michael Stahel (continued) 

Quarterly LTM Non-U.S. Wind Exposed Weighted Average Risk Premium and Expected Loss 

Is there enough innovation in terms of ILS products? Where do you see innovation going? 

As a broad statement, any unexpected sudden insurance event that leads to a huge financial loss can be transacted as a 

financial market investment. We believe that the market will focus on new types of transactions which involve not just 

spreading out geographically but also across business lines. As a result, we expect to see new types of risks being 

transacted in ILS form. If you look at the developments in the aviation market, where larger planes are being built like the 

A380 and Boeing 777; these planes can carry four-to-five hundred people. Luckily we have not seen a real catastrophe in 

this area, but if we are looking at a massive aviation accident then we could be looking at a monetary loss to the insurance 

market well in excess off $2 billion. This is an event which could be absorbed by financial markets investors; it adds little 

correlation to an already diversified insurance-linked investments portfolio and to the overall strategic asset allocation of any 

institutional investor. So part of the innovation will lead to new risks being transacted in this form to financial market 

investors. Also, Solvency II and the pressure with regards to counterparty credit risk is expected to support such innovative 

growth. 


