
Convergence 2.0
Bermuda drives a new era for 
the alternative reinsurance, 
convergence & ILS markets



FOREWORD

A rock amidst the shifting sands
 

Bermuda is built on a history of innovation and collaboration
between businesses, government and regulators.

 

Our collaboration enables us to solve problems and continue to
expand our commitment to meet the needs of insurance

 and reinsurance customers around the world. 
 

The World’s Risk Capital
Excellence in Global Risk Management Solutions

www.ilsbermuda.com

ILS Sands Advert.indd   1 13/12/2018   10:58



4  Welcome to the world’s risk capital
The success of the ILS market on the Island underscores the 
innovation and quality of our entire model, writes the Hon. 
David Burt, JP, MP, Premier of Bermuda.

6  Far out in front
The idea of anchoring Bermuda as a centre of excellence for 
ILS structures and hosting an exclusive event was conceived 
by ILS Bermuda, says Greg Wojciechowski, CEO of the BSX 
and chair of ILS Bermuda

8  Intersecting aspirations
Kathleen Faries, head of Bermuda at Tokio Millennium Re, 
gives her thoughts on the conference—and what needs to 
be done to help Bermuda lead the ILS market.

10  Investing with confidence
Andre Perez, chief executive officer of Horseshoe Group, on 
the state of the ILS market.

12  Six years of success
Greg Wojciechowski takes a look at how ILS Bermuda and 
the ILS Convergence conference have evolved over the past 
six years.

14  Bermuda continues to evolve 
Paul Scope, chair of the Bermuda Business Development 
Agency, explains why he is optimistic about Bermuda’s place 
in the international insurance market.

16  Risk and research
Mark Guishard from the Bermuda Institute of Ocean Sciences 
describes what the institute does for the risk industry on 
Bermuda and beyond.

20  The power—and the responsibility
Technology makes business more efficient and convenient 
but it raises questions about the responsibilities of the tech 
giants, says Kara Swisher, executive editor of Recode.

22  A quickening pace
With technology changing at a rapid pace, new opportunities 
are increasingly being highlighted, as delegates at 
Convergence 2018 found out.

23  Plugging the gaps
A panel at Convergence 2018 looked into the protection gap 
in a Q&A session on the first day.

26  Peering into the crystal ball
ILS Bermuda assembled a panel of key executives to take a 
look at the future of the ILS market.

28  Eyes on the horizon 
John Seo, co-founder & managing director of Fermat Capital 
Management, speaks on where the road is taking the ILS 
market and over what time-frame.

29  Lessons in lucidity
Participants in the transparency session at Convergence 
2018 explain how important the issue is to the market.

Six years and counting
Contents

CONVERGENCE 2.0   3   

FOREWORD

It’s a bit sobering to think that this year’s ILS industry 
conference, Convergence 2018, was the sixth such 
meeting—have six years really passed so quickly since 

that first one? For half a dozen years the insurance-linked 
securities (ILS) community has been gathering on the 
Island and hearing the latest news about what has been 
a fast-growing area of the market.

The first ILS conference on Bermuda was in 2013 and was 
a relatively small affair. This year showed just how much 
the event has changed since then. Instead of the small 
affair of 2013, this year’s conference was at the Hamilton 
Princess, where more than 300 delegates assembled.

This special supplement, produced in cooperation with 
ILS Bermuda which organised the conference, covers this 
year’s event. It looks at some of the main themes and 
leading topics that emerged at the 2018 conference.

ILS Bermuda said that initial feedback from delegates 
and sponsors indicated that Convergence 2018 was a 
resounding success. Expectations were exceeded in the 
number of delegates and there was a record number 
of guests from overseas including from the US, the UK, 
the UAE, Netherlands, Guernsey, Switzerland, Barbados, 
Australia, Canada, Ireland, France, and Germany.

It was, as always, an interesting and informative event. 
Delegates were welcomed with keynote speeches and 
Q&A sessions involving a wide range of ILS-related topics, 
ranging from the CEO forum in which Dr John Seo and 
others gazed at the horizon, to the technology forum that 
looked at how the market might get to that horizon.

One message from this year’s event was that the ILS 
market has shrugged off the losses from the natural 
catastrophe events of 2017. Hurricanes and wildfires led to 
a number of payouts, but investors seem to have reloaded 
capital into the market without much difficulty. 

This is particularly interesting—once upon a time the ILS 
market was seen as a threat to the existing, ‘traditional’, 
capital market. Nowadays however it’s seen as an adjunct 
to it—an area that runs side by side with traditional capital, 
an option rather than a threat.

With ILS here to stay it will be interesting to see where 
the market stands next year, as it digests the losses from 
the 2018 hurricane season, as well as yet more California 
wildfires.

Marc Jones, deputy editor, Bermuda:Re+ILS
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The success of the ILS market on the Island underscores the innovation 
and quality of our entire model, writes the Hon. David Burt, JP, MP, 
Premier of Bermuda. 

Welcome to the world’s risk capital

According to the BMA, Bermuda remains a leader in 
the ILS industry. “ILS issued from Bermuda represents 74.5 
percent ($24.8 of $33.3 billion) of total outstanding capacity 
at the end of Q1 2018.”

The BMA’s figures further showed a total of 104 foreign 
ILS are listed on the Bermuda Stock Exchange (BSX), with 
an aggregate nominal value of $25.8 billion. Indicators 
within the insurance and reinsurance industry show the 
ILS market will only grow in coming years. 

According to BSX figures, Bermuda currently claims the 
largest depository of ILS listings ($30 billion, or more than 
80 percent of global capacity at September 30, 2018.)

Over the last five years, I have attended every ILS 
Convergence event in Bermuda and I have witnessed the 

Despite its size, Bermuda plays a significant role 
in the international insurance and reinsurance 
arena. Our tiny island in the middle of the Atlantic 

Ocean, 700 miles away from our closest neighbour, has 
become home to the world’s largest insurance-linked 
securities (ILS) and captive insurance sectors in the world. 
Additionally, we have the second-largest reinsurance hub 
after London, and the most significant property casualty 
market.

In Bermuda we pride ourselves on bringing industry 
professionals, the government and regulators together to 
innovate and collaborate. This strategy has served us well 
over the years, as highlighted in the Bermuda Monetary 
Authority’s (BMA) Q1 Bermuda Insurance-Linked Securities 
Market Report. 
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4   CONVERGENCE 2.0



“We pride ourselves on 
bringing industry professionals, the 
government and regulators together 

to innovate and collaborate.”

ILS market’s evolution, from an upstart alternative to what 
today is recognised as “partner capital”. Alternative capital 
in the market is now the norm and has proved itself when 
needed. Abundant capital in the natural catastrophe (nat 
cat) space means tighter margins, more emphasis on 
underwriting expertise, and ultimately, profitability.

Bermuda has long been described as the “World’s Risk 
Capital.” To this end, the success of the ILS market on the 
Island underscores the innovation of our entire model. 
Bermuda continually finds dynamic solutions for global 
problems. In 2018 that paradigm played out once again as 
the BMA launched a Regulatory Sandbox and Innovation 
Hub specifically for insurance technology companies. 

The Sandbox allows startups to test new technologies 
for a limited period. In a controlled environment, they can 

examine delivery modalities to a limited number of clients, 
including policyholders. The Innovation Hub provides 
opportunities for companies that aren’t quite ready for the 
Sandbox, allowing them to communicate with the BMA, to 
“think out loud”. They will receive regulatory guidance as 
they create insurance solutions. 

This is what makes Bermuda the perfect home for ILS and 
other risk solutions. There are many other reasons, too: 
our infrastructure, accessible location between capital 
markets, financial and political stability, world-class 
regulation, top-tier talent, blue-chip reputation, speed to 
market, capital optimisation and flexibility. 

It’s a winning combination, and one we invite you to 
experience as you seek risk solutions. n
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Bermuda has been a leader in the modern risk 
industry for more than 70 years. The island’s well 
respected and regulated financial services market 

has led the Island to be known as the “World’s Risk Capital”.

While Bermuda has a long track record with traditional 
insurance and reinsurance, it was only 20 years ago that 
the first collateralised insurance contracts were written. 
While initial growth in this sector was slow and measured, 
during the past decade this sector has grown in leaps 
and bounds and the Bermuda Stock Exchange (BSX) is 
now the global exchange leader in supporting the listing 
of vehicles in the insurance-linked securities (ILS) markets.  

The BSX accounted for just over 80 percent of the global 
market capitalisation of ILS at the end of the third quarter 
of 2018 to the tune of $30 billion of the outstanding volume. 
The Bermuda Monetary Authority reported at year-end 

FOREWORD

2017 a total of 325 ILS bonds issued of which 203 were 
issued by Bermuda-domiciled special purpose insurers. 

In the past decade ILS has grown its share of the 
natural catastrophe market as well as its penetration 
into other exposures as innovative financial techniques 
are developed. In comparison to the traditional capital 
markets, ILS is still relatively small in its notional issuance. 

With the broader alternative capital market space 
estimated at approximately $90 billion at year-end 2017 
and with continued and growing interest from capital 
markets, pension funds and other investors, it’s clear the 
market has room to grow. 

The catastrophes of the last few years including 
hurricanes and unprecedented wildfires have not 
diminished investor appetite for the ILS market.  

Far out in front
The idea of anchoring Bermuda as a centre of excellence for ILS 
structures and hosting an exclusive event on the Island was conceived 
by ILS Bermuda, writes Greg Wojciechowski, CEO of the Bermuda Stock 
Exchange and chair of ILS Bermuda
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(BDA), as well as overseas and local corporate sponsors 
support the event. 

While other jurisdictions such as the US and London are 
keen to emulate our success, it is clear that Bermuda is 
far out in front in terms of volume and expertise. This is in 
large part thanks to our many competitive advantages 
such as speed to market, our expertise in property-
catastrophe risk and catastrophe modelling, actuarial and 
underwriting, our first-class regulatory regime, and world-
class infrastructure and technology, as well as Solvency II 
equivalence and NAIC recognition.

The future is bright for ILS and the alternative risk transfer 
market—and for the foreseeable future Bermuda will be 
at the epicentre of this market. 

To learn more about ILS Bermuda, the annual Convergence 
Event and more, visit www.ilsbermuda.com n

As the leader in the ILS market, it’s no surprise that 
the Island also hosts the annual Convergence event, 
held in October with hundreds of attendees from more 
than a dozen countries flying in each year. Now in its 
sixth year, Convergence is a networking event covering 
the alternative reinsurance, ILS, and collateralised 
reinsurance landscape. 

It’s an event where investors, asset managers, reinsurers, 
regulators and service providers gather to learn the latest 
market trends, forge relationships and make deals. 

The idea of anchoring Bermuda as a centre of excellence 
for the creation and listing of ILS structures and hosting an 
exclusive event in Bermuda was conceived by ILS Bermuda, 
which comprises industry executives working together 
on a volunteer basis to promote Bermuda’s expertise in 
the sector. The Bermuda Business Development Agency 

“It is clear that Bermuda is 
far out in front in terms of volume 

and expertise.” 
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Intersecting aspirations

The average financial impact from catastrophes on 
society each year is $380 billion, of which only $80 
billion is insured. This calculation from AIR covering 

nine major risks across over 100 countries, is one of several 
estimates of the insurance protection gap. 

The estimate highlights the huge potential for the re/
insurance sector together with convergence capital 
partners to reduce this gap based on efficient risk transfer 
solutions such as insurance-linked securities (ILS). 

At Convergence 2018 industry leaders discussed the 
transformation of the industry through our many ILS 
presentations and panels. We discussed the transforming 
value chain, the need for speed, accuracy and efficiency, 
and an aspiration to get to $300 billion—or even more—of 
“convergence” capital in the market.  

On the opening day of Convergence 2018, I spoke to 
Premier David Burt about his aspirations for Bermuda. 
The Premier has been clear that he wants to build on 
Bermuda’s innovative DNA, reputation and success in the 
reinsurance market to grow a new pillar in the Bermuda 
economy, that is fintech and digital assets. 

There is clearly an intersection between two clearly 
defined aspirations and a huge potential, facilitating 
the growth of the ILS market and Bermuda becoming 

an important centre of innovation and transformation 
to move our industry from what is now to what will be. In 
order for innovation and transformation to happen you 
need passion, drive, collaboration and investment. 

Bermuda’s secret sauce is its nimbleness thanks to our size 
and the expertise of our people. Premier Burt has brought a 
new level of drive and passion to Bermuda. A young person 
with aspirations and vision, he is a firm believer that, if he 
can bring more young fintech and insurtech entrepreneurs 
to Bermuda to collaborate with and invest in the insurance 
and reinsurance industry Bermuda could reinforce and 
perpetuate its leadership position at the forefront, thus 
facilitating another evolution of the industry. 

Because of our flexibility and demonstrated innovative 
history, it would not surprise me to see a new wave of 
passionate business thinkers working together with 
government and the Bermuda Monetary Authority (BMA) 
to drive efficiencies across the industry. Here is exactly 
where the intersection of aspirations of an industry and 
a country come together and take shape to define the 
future. 

In order for the market to continue to grow, we need to 
find new more efficient and trustworthy ways to provide 
important economic protections to governments, 

LEADING THE MARKET

Kathleen Faries, head of Bermuda at Tokio Millennium Re, gave the opening 
address at Convergence 2018. She gives her thoughts on the conference—
and what needs to be done to help Bermuda lead the ILS market.
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municipalities, states, and individuals. As our world 
becomes more interconnected regulation becomes 
more complex. We need technology to help regulators to 
enable innovation so new products and solutions can be 
easier to deliver. The Bermuda regulatory sandbox is an 
interesting step and one to watch.

Further steps
What else can Bermuda do to become a facilitator and 
enabler of our industry’s transformation? 

1) Bermuda needs a modern efficient government with 
a well-defined long-term vision to facilitate this type 
of growth. Not a simple task, and a task that needs 
continuity. Yes, bring in young fintech and digital 
pioneers but get them working first on ensuring that 
immigration, regulation, and compliance are efficient 
(fast), transparent and accurate. 

 Make sure that our infrastructure is future-proofed and 
ready to lead the transformation. Make the necessary 
investment into ensuring that the BMA is properly staffed 
and able to handle the fintech pillar without jeopardising 
their work and focus in other more established sectors. 

2) Next, focus on talent, education and training. If you want 
to lead on the innovation and technology front, we will 
need talent. Yes, build this from within but know that it will 

take time and investment. Bring in the best to enable the 
best. Data science and analytics, AI, machine learning, 
coding, distributed ledgers, and problem-solving, are all 
skills that would be worth developing locally—perhaps 
with the help of new university partnerships.  

3) Collaboration and innovation. Size and proximity are 
important for driving innovation and collaboration. We 
have an advantage given that Bermuda is home to 
many of the industry’s traditional reinsurers, the hub for 
ILS transactions, home to many ILS asset managers and 
increasingly home to insurtech and fintech startups. 

Bringing these groups together alongside government 
and the BMA to find new ways to move risk and solve 
problems is what Bermuda is made for. It is our advantage 
and we need to leverage it again. 

I meant what I said in my Convergence 2018 opening 
remarks: Bermuda is the rock standing firm and solid in the 
middle of the Atlantic amid shifting sands and could be the 
logical place for the industry’s transformation to take shape. 

Bermuda needs to bring together the right individuals, 
with the vision, passion and drive to aspire and lead us to 
risk transfer 2.0—where more people and economies are 
protected and $300 billion or more of ILS capital is easily 
deployed in the market. n

“Bermuda needs to bring 
together the right individuals, 

with the vision, passion and drive to 
aspire and lead us to risk transfer 2.0.”
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2017 was a year of large natural catastrophe losses, 
first from the Atlantic hurricane season and then from 
the California wildfires. In the wake of the payouts 

in response to these losses many market observers 
wondered whether ILS investors would avoid ILS as an 
investment class.

But according to Andre Perez, chief executive officer of 
Horseshoe Group, this did not happen—just the opposite 
in fact. 

“So much for traditional reinsurers saying that after a big 
loss ILS investors would run away,” he said. “Instead we 
have seen, time and again, especially after last summer’s 
three hurricanes, that while the ILS market had significant 
losses, investors reloaded—and then some. They probably 
reloaded more than the net loss stemming from hurricanes 
Harvey, Irma and Maria.”

According to Perez, the ILS market is still growing and 
there are new ILS platforms being formed with new 
investors coming into the market. In addition he claimed 
that the ILS market is growing not only from asset size 
perspective but also from geographic diversification and 
non-property risk standpoints.

UK and Bermuda
Now that the UK’s ILS regime is in place the market is 
starting to see some ILS deals in the pipeline in London, so 
it’s encouraging to see that becoming a new area for ILS 
activity.

“While Horseshoe is licensed as an insurance manager 
in pretty much all the major ILS domiciles, we are quite 
bullish on London,” he explained. “We have been in the ILS 
market for almost 14 years and the key similarity between 
Bermuda and UK versus other domiciles, aside from the 

Investing with confidence 
Andre Perez, chief executive officer of Horseshoe Group, was a speaker 
at ILS Convergence 2018. He gave his views on the state of the ILS 
market just after the conference.

talent pool, the expertise and the regulatory framework, is 
deal origination.

“In my opinion the secret ingredient to a successful ILS 
domicile is deal origination. We are seeing the Bermuda 
market committed to the success of Bermuda, and it is 
the same in London, where they will be committed to the 
success of ILS in the UK. 

“Even though at this stage it’s a lot more complicated 
and a lot more expensive to set up an ILS transaction in 
the UK they will still do it because they are committed, and 
to me that’s quite exciting.”

Horseshoe opened an office in London in March 2018 and 
since then it has become the insurance manager of what 
Perez said was the first ever cat bond using the new UK ILS 
regime: Atlas cat bond sponsored by SCOR. Horseshoe is now 
working on four other transactions to be launched shortly. 

According to Perez, the biggest hurdle at the moment in the 
UK is the speed of approval from the Prudential Regulatory 
Authority (PRA). While the PRA is still learning, as is the market, 
how to handle ILS structures in the context of the UK ILS 
regime and Solvency II framework, contrary to Bermuda, 
Perez said that the PRA seems far less “commercial” and 
focuses more on the trees rather than the forest. 

This is reminiscent of when the BMA implemented its ILS 
regime in Bermuda in 2009 when far more information was 
required than necessary but it is a learning process and his 
hope is that the PRA will get better at it and reach out to the 
regulators of veteran ILS domiciles to learn from them as well.

“I am hoping that progress will be made and 
transactions will be done more quickly, more easily and 
more cheaply in the UK—it’s not happening right now, 
but maybe once we get several type of ILS transactions 

STATE OF THE MARKET
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Perez claimed that the model many of them are going 
to pursue is what in London is called binding authorities, 
or in the US managing general agent/managing general 
underwriter business. He was an underwriter not that long 
ago and it’s not that easy a business to underwrite as you 
have to be extremely hands-on, monitoring it 24/7, he said. 
So it doesn’t come without risk, which is his only word of 
caution for those who are doing it that way.

Another factor to that third source of growth are 
companies that already have an ILS platform by virtue 
of acquisition, such as AIG which technically now owns 
AlphaCat, which was the Validus ILS platform, or others 
that already had an ILS platform as a large insurance 
group who happen to have very large insurance portfolios.

“We’re not even talking about origination,” he said. “They 
already have a portfolio, they already have a track record 
so for them it’s creating a pool of risks that would attract a 
different kind of investor. What you don’t have with them is 
the origination risk because they already have it.

“In the backdrop of all that you have brokers and 
wholesalers who are thinking ‘wait a second, I own that 
distribution, it’s not their distribution’. 

“It will be very interesting to see whether at some point as a 
defensive mechanism they say ‘look, we have the business, 
why don’t we set up our own balance sheet, why don’t we 
set up our own ILS fund—we’ll just feed the business into 
that?’. That could be a very interesting evolution.

“The confluence of all those market forces is going to 
contribute to the growth of the ILS market and into a bigger 
slice of the insurance and reinsurance market. There are a 
lot of dynamics at play right now, so it is hard to predict 
how it will all pan out,” he concluded. n

done that might change, there is definitely a learning 
curve,” he said. 

“We are operating in a market where time is of the essence 
and regulatory delays don’t aid in developing ILS. What 
complicates the matter further is that, contrary to other 
jurisdictions, the UK opted to not have an insurance manager 
regime, despite my recommendations to do so, and as a 
result every new insurance special purpose vehicle (iSPV) is 
treated as a standalone company for licensing purposes. 

“I realise that it is not easy to implement such legislation 
in the UK but I truly believe in the long term it will be 
beneficial if we want to develop the UK ILS market.”

Diversification
Another aspect of recent growth is that the market is seeing 
ILS funds being a little more open to doing more than just 
property cat, with the ILS market starting to diversify more 
into short-tail lines of business. That risk diversification is 
going to contribute to growing the asset class.

“A third aspect—which doesn’t surprise me that much 
because I’ve been saying it for a while—is that we are 
seeing ILS firms moving down the food chain and getting 
closer to the risk,” he said. 

“Some are trying to get themselves lined up with a 
fronting carrier in the US and trying to get some of that 
business in. I am watching that with interest because it’s 
going to be very interesting how that all pans out. 

“Some ILS funds are becoming massive—north of $10 
billion for some of them. They are thinking that they are as 
big as an insurance company or sometimes even bigger 
than an insurance company from a capital position, so 
why can’t they short-circuit some of the ancillary costs 
and get closer to the risk?”

“They already have a portfolio, 
they already have a track record so 

for them it’s creating a pool of risks that 
would attract a different kind of investor.”
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The Island has done a great job at keeping in touch 
with the market realities and has worked hard to evolve 
with the changes in the sector, balancing innovation and 
discipline in order to support the global risk markets, as 
well as making them more competitive. 

Six years later, the global ILS and insurance industries 
come to Bermuda every year to attend this flagship event.

This year was the sixth ILS Convergence. How 
much has it changed?
The ILS market has changed so much over the last six years. 
What started as a small, niche part of the property catastrophe 
reinsurance sector has developed into an asset that is now 
recognised as having transformed the reinsurance market, as 
it brings third party capital into the reinsurance sector. 

The subject matter of the conference has changed to 
address the evolution of the market. As there have been 
developments, a recent example being the influence of 
insurtech on the ILS space, the subject matter has shifted 
to provide a platform for the exchange of ideas. 

The first conference was a pure networking event that 
acted as an extension of the Monte Carlo Rendez-Vous, 
which allowed ILS market participants to discuss trends, 
deals and developments. Since then it has evolved into a 
platform for information exchange.

How important is the conference to Bermuda?
For those on ILS steering committee, it was very important to 
provide a platform for the global industry to showcase the 
level of experience and critical mass that exists on the Island 
to support the creation, trading and listing of ILS structures. 

When market professionals come here for the event, they 
also have access to the world’s top thought leaders and 
to top-class reinsurance experience. The idea was for the 
conference to be a business facilitator as well as a pure 
networking event.

Why was ILS Bermuda founded?
Bermuda has built a reputation for blending new capacity, 
new ideas and new talent with traditional reinsurance, and 
ILS Bermuda was created to honour that. ILS Bermuda was 
founded by the industry for the industry, with the main aim 
of creating a networking and educational event for the 
alternative reinsurance, convergence and ILS marketplace. 

Now in its sixth year, this two-day event attracts investors 
and industry participants from the global insurance 
markets to Bermuda. Backed by years of reinsurance 
experience and knowledge, Bermuda is now considered 
a specialised centre of excellence and a global point of 
convergence of the insurance and capital markets. 

ILS Bermuda wanted to showcase the depth and critical 
mass of experience, as well as the well-developed technical 
and support infrastructure that the Island provides to the 
global insurance industry—and by extension, to the global 
ILS industry. 

What was the purpose of the first ILS 
Convergence conference?
Bermuda has been at the forefront of the global boom 
in ILS investment, with the Island being one of the first 
jurisdictions to embrace the creation, support and listing 
of these structures. The idea of the first ILS Convergence 
conference was to highlight the critical mass of experience 
on the Island, as well as the existing infrastructure that 
can support the ILS asset class. 

Bermuda was well-positioned to accelerate the 
development of the alternative insurance and ILS space, 
and to be a major contributor to the development of that 
asset class. Risk and risk transfer are in Bermuda’s DNA, as 
is an entrepreneurial and innovative spirit, and as a result 
the Bermuda Stock Exchange (BSX) is very much in tune 
with the nuances of the market. We felt it was important 
to showcase that.

BERMUDA STOCK EXCHANGE

Six years of success
Greg Wojciechowski, ILS Bermuda chairman and chief executive officer 
of the Bermuda Stock Exchange, takes a look at how ILS Bermuda and 
the ILS Convergence conference have evolved over the past six years.
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What can ILS offer Bermuda?
There has never been as much choice of where sponsors 
can place their securitisations as there is now—the 
competition for ILS has intensified in recent years as more 
domiciles started to target the sector. 

Bermuda was one of the first jurisdictions that embraced 
the creation, support and listing of ILS structures and it 
is now the number one domicile and leading centre of 
excellence for this business with the greatest global market 
share of ILS. In 2017, the BSX recorded a record number of 
ILS listings: 103 catastrophe bonds and listings representing 
$26 billion in value—a year-on-year growth of 23 percent.

ILS has illustrated and continues to offer to Bermuda and 
the global audience a fundamental shift in the way the 
reinsurance sector operates. It has spawned creativity 
and innovation. Rather than seeing alternative capital as 
a direct challenge to its reinsurance business, Bermuda 
set up funds for third parties to invest in catastrophe risk, 
and it is supporting the fund managers who are taking the 
next step of setting up their own reinsurance companies.

Bermuda has done this by ensuring its infrastructures 
are strong and sound, and that its regulatory standards 
are fit for purpose in order to provide the foundation and 
entrepreneurial support to work and evolve with changes 
in the market conditions and the wider industry.  

Why have so many ILS companies come to 
Bermuda?
Bermuda’s history, depth of talent and reputation will make 
it an attractive jurisdiction for many global firms, given its 
longevity in the reinsurance sector, which has spawned 
a critical mass of global experience and expertise. The 
Island has also been supporting and providing important 
coverage and has been a dependable partner when it 
comes to paying claims after property catastrophe events. 

Bermuda has an advantageous geographic location 
between two of the deepest capital markets in the world, a 
highly-regarded regulatory framework, and a sophisticated 
legal system based on English law. The Island also has an 
internationally recognised stock exchange that is focused 
on the ILS space, mature, professional infrastructure, and 
global companies with physical presence.  

As a result, the Island is well-recognised as a solid partner 
to the global industry in times of stress.

Do you foresee further growth ahead for the 
ILS market in Bermuda?
Bermuda has all the pieces in place to help support the 
global industry in the development of ILS as an asset class. 

As the sector develops and ILS becomes more broadly 
accepted as an investable asset class, this will help to 
provide opportunities to expand the sector, for example, 
into other risk profiles, such as cyber or life. 

Parts of the world that are developing, under-insured or 
particularly prone to natural disasters, could be helped 
by innovations in ILS. While many of these vehicles are yet 
to be developed or are in their infancy, there is a window 
of opportunity for capital market-backed structures to 
provide cover for some of the least insured or hardest to 
insure risks in the world. 

Capital market participation could be a source of 
funding to help narrow the exposure gap that exists in 
parts of the developing world and for populations that 
are most vulnerable. Regulated exchange platforms like 
the BSX can play a role in creating the bridge supporting 
ILS products and capital flow to where it is needed most.

The Bermuda framework is tried and tested and ready to 
evolve to support the securitisation of new perils, as well 
as to support areas of the world where insurance is most 
needed. n

“When market professionals come 
here for the event, they also have access 

to the world’s top thought leaders and to 
top-class reinsurance experience.”
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Today, the Bermuda market has expanded so much, its 
current robust infrastructure allows it to be truly proactive.

“We are continuously looking for new business—not 
just to enhance the risk cover but, as Premier Burt told 
2018 conference delegates, to encourage digital assets 
businesses to move to the Island,” Scope said.

“He mentioned putting the right legislation, with teeth, on 
board, so we can keep any bad actors out, and promote 
our world-class reputation for world-class regulation. 
As long as we do that, we should be proactive and not 
miss an opportunity to bring in new asset classes beyond 
insurance and reinsurance.

“It’s a maturation issue: Bermuda’s been in the industry 
for 35 to 40 years and in that time, we have developed 
top-tier talent here that can address and respond 
to events, but also get ahead of others and create 
opportunities. 

“The Island has benefited from what is known as the 
cluster effect as more and more companies enter what 
is a vibrant community on Bermuda, something that is 
unparalleled—and very hard to recreate anywhere else,” 
he said.

According to Scope, Bermuda is now well ahead of 
competitors that don’t have the kind of infrastructure 
Bermuda does. Once the global surge of ILS business 
began, Bermuda soon became the only market in town, 
and that’s something that still holds true.

He added that whenever you achieve that kind of success, 
you have to guard against complacence. Despite this, 
he feels, Bermuda has had enough challenges, enough 
“knocks over the years”, to keep its market from becoming 

Paul Scope is the chair of the Bermuda Business 
Development Agency (BDA). He took part in the opening 
keynote session of Convergence 2018, welcoming 

delegates to the event and speaking about how Bermuda is 
open for insurance-linked securities (ILS) business. 

As he explained at the event, the Island’s current 
dominance of the ILS market is part of a larger evolution of 
the jurisdiction’s risk management industry; it has come a 
long way to get to its present position.

Bermuda got its first real taste of the international 
insurance market in the 1950s, when AIG established a 
headquarters on the Island to write non-life business. 
The world’s first captive insurance company was set 
up in Bermuda in 1963, leading to a flourishing captive 
management sector; by 1980, Bermuda had 1,000 
registered insurers. 

In the mid-1980s, XL and ACE were created, solving a capacity 
crisis and launching a new era of excess liability, D&O, and 
global property casualty insurance and reinsurance. 

Yet, as Scope pointed out, at that time Bermuda was a 
reactive market, responding to events such as Hurricane 
Andrew or litigation over class action suits for illness 
caused by asbestos and tobacco which made insurance 
companies wary of America.

Bermuda reacted well, Scope noted, and its market 
benefited and grew thanks to the fact that it is a 
convenient location, with speed to market, English law, 
English language, and a growing pool of industry expertise 
and service providers. The Island didn’t have a huge 
infrastructure, but it had a strong foundation that would 
set the stage for continued growth and innovation. 

Paul Scope, chair of the Bermuda Business Development Agency, 
explains why he is optimistic about Bermuda’s place in the international 
insurance market.

Bermuda continues to evolve

BERMUDA BUSINESS DEVELOPMENT AGENCY
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complacent. Competition from other jurisdictions ensures 
the Island stays alert.

Public and private
Another Bermuda advantage identified by Scope is the 
unique collaboration that exists between the public 
and private sectors—a culture the BDA fosters and 
encourages. Three different government administrations 
over recent decades, including the current one, have 
kept Bermuda’s international business market a top 
priority. 

“They may have all had different styles and different 
ways of getting there,” he said, “but what was consistent 
was that they all had Bermuda’s interests in mind and 
wanted to work with the private sector to do it.” 

The BDA was formed from the merger of Business 
Bermuda and the Insurance Development Council, and 
Scope feels the market has benefited thanks to a ready, 
well-staffed, well-qualified body that has worked with 
the government, with the regulator and with industry 
stakeholders, acting as an ally and liaison between all 
three. 

He added that he remains impressed with Premier Burt’s 
current PLP government, which has demonstrated the 
same commitment to Bermuda’s global business market 
and injected a fresh dynamism as well. 

Scope also praised the Island’s regulator, the Bermuda 
Monetary Authority (BMA), saying its world-class 
approach is pragmatic but “shows teeth” when needed—
giving Bermuda a credibility that many other jurisdictions 
can’t claim. Scope cited how Bermuda’s regulators won 
Solvency II equivalence as a perfect example.

While merger and acquisition (M&A) activity continues to 
affect markets the world over, including Bermuda’s, Scope 
says disruption on the Island has been minimal.

“We have been lucky; we have been on the right side of the 
recent M&A activity,” he said. “XL is a very robust entity, so when 
AXA bought XL, it valued XL’s excellent Bermuda operation, 
and put in more business, thus supporting the jurisdiction. 

“We’ve seen that with other scenarios as well. Will we 
eventually be on the wrong side of one of those M&As? The 
law of averages means we might be one day, but I wouldn’t 
be surprised if we continue to make our own luck in that area. 

“Our companies are very attractive, and you see that with 
the premium that’s paid for them. We’re not complacent, 
but I am very confident.

“Bermuda has a core, a critical mass, that we need to 
drive all the service industries; it allows us to be proactive 
with regard to diversification. There is recognition that we 
need to diversify: we can’t rely only on the re/insurance 
pillar—we have to spread it out to emerging industries and 
technologies, as well as to established asset management 
services and other industry sectors. 

“We need to protect the core, but we also need to 
diversify to stay healthy.”

As Bermuda’s evolution in that vein continues, its market 
can continue to count on the exceptional talent it has 
attracted over many years.

“Our industry focus groups, that help us shape jurisdictional 
strategy, are very talented; they drive developments. The 
ILS Bermuda team behind the Convergence event, for 
example, have more or less invented their own industry in 
this jurisdiction themselves. That’s a very impressive story.” n

Bermuda continues to evolve “When AXA bought XL, it valued 
XL’s excellent Bermuda operation, and 
put in more business, thus supporting 

the jurisdiction.”
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Mark Guishard is the director of corporate and 
community relations of the Bermuda Institute 
of Ocean Sciences (BIOS), a US-based privately 

funded non-profit research and education marine science 
institution, which is also a Bermuda-registered charity.

BIOS has been around since 1903, decades before the 
reinsurance industry came to Bermuda. The answer to 
why a US research entity is in Bermuda comes down to 
the need to access the deep ocean around the Island, as 
well as its coral reefs.

“What does this have to do with risk?” asked Guishard. 
“About 25 years ago there was a conversation between 
what was at the time a burgeoning property/catastrophe 
(P/C) reinsurance market here on Bermuda and climate 
scientists like BIOS about questions regarding climate 
change and hurricane activity. 

“Hurricane Andrew had happened, so there was a real 
interest in what science can bring to what has become 

catastrophe modelling. Out of that conversation grew a 
programme that I run, called the Risk Prediction Initiative 
(RPI), which has been around now since 1994,” he explained.

As a consequence of this BIOS has now developed, 
funded and facilitated scientific research on natural 
catastrophes for the benefit, and with the backing, of 
the reinsurance industry. Unlike other organisations 
that receive sponsorship from large foundations in the 
US, such as the National Science Foundation, where 
most science funding comes from, BIOS’s sponsors 
prefer privately funded research that has real societal 
benefit but which also gives the industry an insight into 
such aspects as hurricane variability, sea level rise and 
other areas.

“We’ve been working for 25 years and we’re now in a 
position where we realise how much value we have given 
the marketplace in terms of human talent—we have 
developed researchers, scientists who are experts in 
hurricane activity, experts in European winter windstorms 

One of the speakers at this year’s ILS Convergence conference was  
Mark Guishard from the Bermuda Institute of Ocean Sciences. He explained 
what the institute does for the risk industry on Bermuda and beyond.

Risk and research

BERMUDA INSTITUTE OF OCEAN SCIENCES
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and BIOS-related work has facilitated the thesis topics of 
many students. 

As a result many of those people who have worked as 
interns or graduates with BIOS have ended up working 
for Willis Towers Watson, or RMS, or AIR Worldwide, or 
various other companies as catastrophe experts. Others 
have gone on to work for other advisory firms that are not 
necessarily in the traditional reinsurance market. 

Ideal for hurricanes
Guishard is a meteorologist and spent about 15 years in 
the Bermuda weather service. He has a PhD from Penn 
State and he is very interested in hurricane activity and 
sub-tropical storms. BIOS’s RPI was very much a natural fit 
for someone like him and has in the past attracted people 
with climate and weather backgrounds. 

He has also dabbled in geophysical hazards, but stated 
that the ‘bread and butter’ hazards have been very much 
weather and climate-related. According to Guishard, US 

and Japanese typhoons or geophysical risks like tsunamis 
and earthquakes,” said Guishard. 

According to Guishard many of those scientists who 
have benefited from an RPI research grant have been 
able to collaborate with a professor in a private academic 
network, and now work with the insurance industry. As a 
result, he said, this has allowed natural climate scientists 
that would otherwise have had nothing to do with the 
risk industry and have no real concept about risk, to 
gain valuable experience in the industry and learn not 
just about the reinsurance market but also about risk in 
general, risk as a concept, and develop a risk mindset, 
something that is vitally important as they are the next 
generation in catastrophe scientists. 

Guishard explained that interns have also come to 
BIOS to work with him and his team and in addition get 
access to the reinsurance member companies that BIOS 
is involved with. Scientists have also been involved in some 
of the research projects that BIOS has funded in the past, 

Risk and research “Many of those people 
who have worked as interns or 

graduates with BIOS have ended 
up working for Willis Towers Watson, 

or RMS, or AIR Worldwide.”
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to 2050 to see how each of those regions and scenarios 
fare in terms of population size and the number of housing 
units—not just individual buildings but apartments and 
any housing unit,” Guishard explained. 

“That’s one piece of the puzzle, the other being sea level 
rise—how is housing changing in relation to that. How 
many housing units have there been and will there be 
within 10 feet of the coastline? As the sea level rises, that 
will change exposure levels—and we need to get realistic 
scenarios as to how that will affect areas.”

Due to this combination of his meteorology background 
and forecasting, his research into the variability of hurricanes 
and RPI’s interaction with the Bermuda risk market Guishard 
thinks that BIOS is poised to take on more of a leading role 
in the education and training of the next generation of 
catastrophe and climate risk specialists on Bermuda.

“I’ve got an intern at the moment looking into a hurricane 
that was near Bermuda in 2008, looking at how fast it was 
and the relationship between ocean temperature and 
other issues. 

“We are trying to pivot towards taking on more interns 
and more educational assets to build the human capital 
that Bermuda needs to help with developing its own 
offering and to widen the knowledge base. 

“Being a Bermudian, that’s a priority for me. We should be 
focusing on trying to get students interested in this area 
before they get through high school and start thinking 
about careers,” he concluded. n

hurricane remains the one big P/C market and Bermuda is 
a great place to study hurricanes.

“One of our projects, which was published last month, 
indicates after some detailed investigation of the physical 
constraints on hurricane seasons that 2005 can reasonably 
be treated as a benchmark for hurricane activity in terms 
of the sheer number of storms,” he said. 

“The next question is what about their intensity and where 
do they go, how large are they, how much rain do they have 
and all these things which have more bearing on impacts, 
so that segues nicely on to how accounts themselves and 
intensities themselves are not sufficient to assess why 
there has been an increase in the number of loss-driving 
events in the reinsurance market, as highlighted by many 
sources including Munich Re.”

According to Guishard, the aggregated US hurricane 
damage by season tracks at the same rate as US GDP 
growth. The number of hurricanes, their characteristics, 
and where they go are not the main drivers of risk—instead 
it is exposure. At ILS Convergence he highlighted a project 
that BIOS is running with a group called Climate Central 
at Princeton who have generated some interesting ways 
of visualising sea level rise for several jurisdictions, not just 
in the US but around the world. 

“As a part of their project with us they examine how 
coastal population and housing stock has grown, by 
county, by zip code and by city around the US since 1940, 
and then via some economic modelling projecting that 

BERMUDA INSTITUTE OF OCEAN SCIENCES
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Attendees at this year’s Convergence event had the chance to see 
more of Bermuda than just the conference venue, when they were 
entertained on a specially chartered boat that took them out into 
the Great Sound.

Convergence 2018



For better or worse, widespread technological change 
is now a constant, with people’s identities, movements, 
buying behaviours and many other aspects of their 

lives now an integral part of how businesses push new 
technologies and platforms.

This is according to Kara Swisher, American journalist 
and executive editor of technology website Recode, who 
gave a keynote speech at the ILS Convergence 2018 in 
Bermuda.

“You have to think about these major tech companies as 
nation states. The power they have is massive and vast,” 
Swisher said.

Some of the key trends reshaping the landscape are 
artificial intelligence (AI), robotics and automation, self-
driving vehicles, and the endless choice that consumers 
now have, but also concerns around privacy. 

The likes of Amazon, Google and Facebook are providing 
services that provide the greater convenience, but present 
issues around privacy and surveillance and what they are 
doing with customers’ data.

“No-one can agree on what privacy is; we have to have 
a baseline,” said Swisher. 

Europe is taking steps towards combating this with 
the General Data Protection Regulation (GDPR) and the 
“right to be forgotten” but, she says, the situation is more 
complex in the US due to the First Amendment.

She called for the tech giants to be more transparent 
about what they do with their users’ data—Facebook, 
for example, has third parties using the platform which 
benefit from this personal information.

“You are the product, and you are for sale,” Swisher said. 
“They own your data, use it and sell it.”

Companies such as Amazon and Google have provided 
retail sales on demand and endless choice in the sense 
that customers are getting exactly what they want, when 
they want it.

However, she suggested, these companies are moving 
towards the anticipation of needs, and in the future 
technologies such as Google Home and Amazon Echo will 
know what you are consuming, and when to replenish items.

“It’s super convenient, but it certainly raises questions 
around who is running your life,” she said.

Quoting Voltaire, Swisher added “with great power 
comes great responsibility”. 

“This rings true for the tech giants that are reshaping 
the landscape. They have the great power, although 
they pretend they don’t have the power, and they don’t 
understand the responsibility they have,” she said.

China is far ahead of the US in terms of developing, 
manufacturing and investing in new technologies, she 
explained, “especially in controversial areas such as facial 
recognition which is widely accepted, with a population 
willing to endure it”.

“You say facial recognition, I say surveillance,” said 
Swisher. “You have to think about what it means for society 
to be completely scrutinised. 

“The amount of data into people’s movements, how they 
behave, what they want, what they are looking at and 
everything they do—it’s disturbing and fascinating.”

TECHNOLOGY

While technology makes day-to-day life and business more efficient and 
convenient, it raises questions about privacy, security and the responsibilities 
of the tech giants facilitating this new landscape, according to Kara Swisher, 
executive editor of Recode.

The power— 
and the responsibility
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Disruption in the workplace
Changes in the workplace as a result of a more digitised 
world are going to be major, and it is still not entirely clear 
what new jobs will be available in the future.

“When people think about what can be digitised, you’re 
not being creative enough,” Swisher said. “If it can be 
digitised, it will be.”

She believes that almost every job—legal, medical, 
accounting—is at risk, “apart from creative ones”. 

All repetitive jobs will be replaced by robotics—for example 
in mining, manufacturing and in warehouses, as can be seen 
in distribution centres such as those operated by Amazon. 

“Amazon has a whole AI-generated, robotics-enabled 
system; things just come in and come out in boxes,” she said.

Skillsets will change, and with this the very nature of 
jobs available will change too which, Swisher said, may 
bring forth a more prevalent gig economy—a free market 
system in which temporary positions are common and 
companies contract with independent workers for shorter 
periods of time.

As a result of this, governments will have to “radically 
rethink” their schooling systems in terms of the skills they 
teach in hierarchical systems, she said.

Against this backdrop, Swisher emphasised the idea that 
human creativity cannot be replicated. Instead of being 
concerned that robotics are becoming more human, 
humans should think about how they can implement and 
become robotic, she said, for example with digital lens 
technology that can display information in a person’s eye.

Self-driving and shifts in transportation
With the advent of driverless cars and the huge amount 
of investment going into this space, Swisher believes that 
in future almost all forms of cars will be self-driving, and 
owning a vehicle will be a thing of the past.

“Car ownership will not be a thing, there’s not going to be 
anything to insure,” she said. “It’s impacting all parts of the 
retail chain from insurance to packing garage.”

While there has been a slow roll-out of this technology 
due to regulatory issues, there is movement state by state, 
but there will have to be more coordination at a federal 
level in the US, Swisher said.

“The technology is a lot better than is reported by the 
media,” she added, which tend to focus on the crashes which 
are small in comparison to collisions caused by people.

“When a human has an accident, that person may learn 
from whatever situation they were in,” she explained. 
“When a car gets into an accident, a million cars learn. 
And it iterates and iterates from there.”

One city may try to pioneer a self-driving policy that 
keeps it car and truck free, and she suggested there will 
probably be increased privatisation of public transit.

“Uber is trying to do deals in San Francisco where you 
can buy metro tickets with your Uber app,” she said. “A lot 
of these companies will become public transportation.”

The reverberations of a self-driving city are larger than they 
seem, however, and Swisher said this environment poses a 
“security nightmare”, in terms of the hacking exposure and 
also privacy as people’s movements can be tracked. n

“You say facial recognition, I say 
surveillance. You have to think 

about what it means for society to be 
completely scrutinised.”
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RESILIENCE

The impact of technology on the ILS market was the 
topic of the opening session of the second day of 
Convergence 2018, with presentations from three 

experts on the subject.

According to Ben Rose, lead consultant & engagement 
leader at Aon Inpoint, one key technology trend facing 
the insurance market will be the introduction of new data 
sources into the value chain, with the internet of things 
(IoT) being a real game-changer.

“We’re talking about a device that is capable of 
producing data about itself and its surroundings through 
sensors that are able to touch, sense, hear, see, smell, and 
taste,” Rose explained. 

“These devices are getting smaller every day, and more 
durable. They can be as small as a human hair.” 

Rose said that according to one prediction, by 2012 there 
will be 26 billion of such devices in the world, which will be 
paid for by people, many of them customers, who will be 
spending an estimated total of $310 billion per year on 
IoT-related devices. This will in turn produce an ‘internet 
of risks’, as these devices lead to the rapid and detailed 
dissemination of information about incidents that might 
result in insurance payouts. 

He added that it was very important for insurers to have 
access to as much of this data as possible, as primary 
methods of pricing depend on such information. He said 
that telematics was one approach—but that it might lead 
to the cost of insurance rising for some and falling for others, 
depending on the kind of information that comes in.

Early days for cyber
Ari Chatterjee, chief underwriting officer at Envelop Risk 
Analytics, said that cyber reinsurance was an opportunity 
for the market, albeit one that is still in the early days of 
its evolution, with just five lead markets and estimated 
written premium income of around $750 million, while the 

structures available at the moment include quota share 
and excess of loss. 

He added that although there was unmet demand in this 
area, there was also limited risk quantification as well as 
limited structuring and pricing capabilities. 

“We saw almost exponential growth in the cyber primary 
insurance market,” said Chatterjee. 

“There was almost 25 percent year-on-year growth in this 
area, which puts pressure on the insurance market. The 
demand for capacity has never been greater than it is today.”

He added that the average loss ratio in the primary market 
over the past 10 years was less than 40 percent, so the early 
adopters in this market made quite a bit of money as a 
result. However, he added, the cyber retro market barely 
exists at the moment, with only a few quota share deals. 

Chatterjee stressed that trends in cyber attacks were 
also changing. In the past some attacks came from 
individuals or small groups of criminals, but there has 
been a growing trend in recent years of cyber attacks by 
nation states such as North Korea, which is leading to an 
increasingly urgent need to understand the risks involved.

Using blockchain 
The final technology presentation was by Cedric Edmonds, 
partner, portfolio management at Solidum Partners, 
who spoke about blockchain and how it had helped his 
company when it had trouble with an external banking 
partner that was facing problems.

Solidum was able to use blockchain after the bank pulled 
out, allowing it to deal with payments and securities in a 
reliable and safe manner, although Edmonds did stress 
that companies that consider using blockchain need to 
look at the drawbacks to this new technology as well as 
the advantages, due to the differences from the traditional 
systems they might be more used to. n

TECHNOLOGY

With technology changing at a rapid pace, new opportunities are 
increasingly being highlighted, as delegates at Convergence 2018 found out.

A quickening pace
Below from left: Ben Rose, Ari Chatterjee and Cedric Edmonds
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RESILIENCE

One of the panels on the first day of Convergence 
2018 was titled “Building Resilience through 
Innovative Market Solutions and Closing the 

Gaps”. Samantha Medlock, senior vice president & North 
America lead for capital, science and policy at Willis 
Towers Watson; Michael Coles, managing partner of 
Cedent; Stephen Weinstein, senior vice president, chief 
compliance officer, group general counsel & corporate 
secretary at RenaissanceRe Holdings; and Matt Coleman, 
director of strategic partnerships at Nephila Climate; 
discussed possible solutions.

Michael Coles: Stephen mentioned a $300 billion market, 
Matt mentioned a $500 billion market in terms of climate 
resilience, which I tend to agree with. Samantha, do you 
have a number in terms of the public sector and risk 
volume?

Samantha Medlock: It’s massive. If we look at three 
quarters of the world’s losses on average that are 
completely uninsured some of the figures just around 
flood risk are about $550 billion in flood losses between 
2000 and 2016.

Coles: We’re talking about trillions of dollars’ worth of risk 
that resilience will bank, but what I wanted to look at is 
that we have a ton of capital sitting here that doesn’t even 
equal that risk in the market today. In terms of timelines, 
how long is it going to be before the industry transfers that 
risk?

Stephen Weinstein: It’s happening now. We have to step 
back a bit. You’re right, it’s part of the risk to governance, 
corporations, communities and households that is so 
large and it’s also the scale of the attractive opportunities 
for all of that. 

But we don’t need to raise dollar for dollar to address all 
these risks. The magic of portfolio diversification can help. 
I’ve seen a number—I won’t necessarily endorse it, but 
just to give an idea of the dimension—for the Noah’s Ark 
scenario for US flood risk is $2 trillion, but we’re not going to 
encounter that Noah’s Ark scenario because there’s a way 
to model that risk in a supported and more efficient way. 

Some of the things we’re advocating are already 
happening and we want to see acceleration in these 
areas. There are perils that we are underwriting now and 
by ramping up the scale of what we are collectively doing 
we’ll make the supply of cost and capital support for that 
risk even more efficient.

Coles: What products today are available off the shelf? 
The quake and flood products I understand. Matt, in your 
case, what is the role of product development?

Matt Coleman: When people think about the weather 
market historically they often go back to the energy 
trading days of the early 2000s. A lot of those products 
were parametric in nature, meaning that the product on 
the shelf means we will measure rainfall or temperature, 
add it up over some period of time and then if you 
breach a threshold you’ll get paid—sometimes derivative, 
sometimes insurance or reinsurance. 

What we see today is an acknowledgement that this 
doesn’t always solve the problem for a risk holder—because 
they care about the weather, they don’t necessarily think 
in terms of degrees of temperature or inches of rain. What 
they’re thinking about is the impact on their operations 
and their financials. 

So to the extent that we can come up with adjacent 
parametric indexes and products we’re effectively taking 

The insurance market is looking to fill some of the coverage gaps that have 
become increasingly evident in recent years. A panel at Convergence 2018 
looked at this area in a Q&A session on the first day.

Plugging the gaps
From left: Michael Coles, Stephen Weinstein, 

Samantha Medlock, and Matt Coleman. 
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basis risk rather than the risk holder. Then, if our goal is 
to execute transactions that’s something we have to get 
comfortable with, working with partners to understand 
how much of the risk is weather or something else, and 
doing a lot of internal analytics as well to try and answer 
that question and get comfortable with offering and 
selling that form of protection. 

Coles: Another hot topic around resilience is data and the 
modelling that does into it. Samantha, give us an idea of 
the role that data and technology are playing.

Medlock: It’s absolutely fundamental. What’s been really 
fascinating to watch is communities that perceive their 
risk in a particular way. Whether these are public sector 
entities or corporate clients, if they have not necessarily 
been engaging with insurance in a very robust way, the 
way they perceive their risk is often through the lens of 
Federal disaster aid. 

They think about it in terms of they know they have a 
problem, but if they just wait and don’t take on the seemingly 
insurmountable challenges of how to address it, such as 
adopting stronger codes and standards and enforce 
them well, and simply wait for the disaster to come, then 

the perception would be that the US government is going 
to fly over in a C130 dumping cash out of the back end.  
It obviously doesn’t work that way—we need look no 
further than the modern era of federal disaster aid to 
recognise how utterly mythological that is, but that it’s also 
an incredibly inefficient way to plan. The solutions that our 
industry can bring about have to be much more efficient 
and much more responsive. But it has to be spoken in the 
language that mayors and local leaders can understand. 

In some ways we as an industry tend to come together and 
‘geek out’ on this stuff. We understand what we are saying, 
but if the local mayor or the governor or their technical staff 
do not understand it then we are spending a lot of time on 
that education effort. Where I think we can bring forward 
advanced modelling, we also have to translate that for them 
so that they understand, and we’re getting a lot better at that. 

The translation of all that analysis and the data we 
gather from them, the modelling we do and the structuring 
we serve up to them also needs to be used to inform the 
design of products that can be deployed efficiently.

Coles: Where is the role of structuring and technology 
being played today?

RESILIENCE

“When I think of weather and the climate risk market, I think of it 
as a three-legged stool.” Matt Coleman
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Weinstein: It’s all of those things and partly a policy 
question. If we snapped our fingers and changed the 
policy rules tomorrow in three days we’d have a market 
that’s not politically feasible, even in California. The reason 
we have this education problem is that we’re telling people 
that they’re safe when they’re at risk, and I view that as a 
link to the policy problem.

It’s very acute in flood. Outside a one-in-100-year zone 
you’re safe—you’re behind a levee that’s been certified 
and is made from mud and straw, and you’re perfectly 
safe. Then we sell you a subsidised policy that tells you 
you’re not a great risk. We’ve disabled the pricing signal 
that’s in these policies and that gives rise to the education 
gap, which is a big contributor to the insurance gap. How 
do we address this problem? 

I want to showcase something that Bermuda does—the 
Bermuda framework that combines robust regulation and 
operational transparency with a sandbox that permits a 
degree of innovation. It’s a unique model that provides 
that foundation and allows people to go forward and talk 
about ways of solving their problems. n

Coleman: When I think of weather and the climate risk 
market, I think of it as a three-legged stool, with two long 
legs being data and capital, as we’re describing, and the 
short leg being effective advisory services that are doing 
this work of translation that we’re discussing. 

When you have everything from the large, traditional 
insurance and reinsurance brokers and their analytical 
teams you see they are ingesting all the data out there—
the natural, environmental type of data. As a result you 
have specialty advisors springing up who are deciding 
to become experts in a certain sector or geography or a 
certain risk, which is something we find very interesting. 

One startup on the data side may be focused on water 
risks but they want to solve hydroelectricity problems, 
whereas another one might want to solve coastal flood 
problems. When they are becoming experts in these areas 
and leveraging data and technology to do that, then we’re 
having much more productive conversations that actually 
lead to the transfer of risk.

Coles: The problem isn’t necessarily the capital solution 
or the modelling and product development, but it’s a 
distribution or an education question. Is that correct? 

“We have a ton of capital sitting here that doesn’t even equal 
that risk in the market today.” Michael Coles
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On the second day of the Covergence conference 
a panel of insurance and insurance-linked 
securities (ILS)-related executives sat down at a 

panel discussion in front of delegates to talk about where 
they see the ILS market going.

There is an increasing realisation that the ILS market is 
continuing to grow, according to John Seo, co-founder 
& managing director at Fermat Capital Management. 
Speaking in a keynote speech that kicked off the discussion 
Seo said that getting to a market size of $300 billion was 
no longer a case of if, but more a case of when and how.

Seo pinpointed China as one area that the market might 
be able to access as insurance penetration increases in 
that country.

“Most of us are taking it for granted—most, not all—that 
the market is going to continue to grow and that there’s 
a lot of efficient capital available; there’s always more 
work to be done on that side,” he said. However, he added, 
many would agree that the market is a little lopsided and 
that there was more work to be done outside the ILS part 
of it.

Michael Millette, founder & managing partner at Hudson 
Structured, pointed out that one vector of growth that is 
a mainstay of conference discussions is underpenetrated 
risk—risks that have not been insured and which lead to 
the insurance protection gap. However, he said, he is not 
a believer in this. Sometimes people do not buy insurance 
for a reason and the industry needed to look at that. He 
added that there are coverages that people have not 
bought in the past but which they might buy in the future, 
such as US flood and Californian fire insurance, after 
recent events.

Millette also highlighted the potential for growth in 
existing markets. He said that even without any major 
events the market in Florida will double in value over the 
next decade, as the Florida insurance market will likely 
double in size, going from $100 billion to $200 billion, and 
that the capital market will have its share.

A third vector identified by Millette was the rest of the world, 
and he echoed Seo’s earlier point by pointing to places 
such as Guangdong in China as having the potential to 
become like Florida in terms of insurance market size. 

“It’ll happen at some point,” he said. “It hasn’t happened 
yet, but it will reflect insurance penetration in China.”

He also identified other risks such as cyber, pointing out 
that the ILS market already has a thriving market in legacy 
casualty, as well as in run-off life insurance, adding that 
the path to the goal of $300 billion in ILS funds will not be 
purely through property-catastrophe instruments.

The lens of today
Kathleen Faries, head of Bermuda at Tokio Millennium Re, 
said she had been reflecting on the market at the event 
and that one problem people have in looking at the future 
is that they tend to look at tomorrow through the lens of 
today. 

“We like to think of ourselves as innovators,” Faries said, 
“but we come from very traditional organisations where 
we really haven’t changed the way we move risk from 
the customer to the balance sheet. It certainly hasn’t 
transformed.”

She said that if the ILS market is to put itself out there in a 
world that is increasingly digitising and mechanising, the 
market has to step away from where it is at the moment 
and make the most of the opportunities that the new 

CEO PANEL

ILS Bermuda assembled a panel of key executives to take a look at the 
future of the ILS market.

Peering into the crystal ball
From left: Tim Tetlow, John Seo, Lixin Zeng, Aditya Dutt, Kathleen Faries and Michael Millette.
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electronic world can offer, including new concepts such 
as blockchain, which can create efficiencies, especially 
when used on a large scale. She sees technology as 
getting increasingly involved in the total supply chain, 
making the front end more efficient.

“We know this is happening,” Faries said. “If we think it isn’t 
happening we are kidding ourselves. A lot of very smart 
people are applying themselves to this because they see 
wealth generation around all of that. The ability to scale is 
going to become our reality.”

Aditya Dutt, president & senior vice president, corporate 
treasurer at RenaissanceRe Ventures & RenaissanceRe 
Holdings, said that many of those present at the 
conference had over the past decade done an incredible 
job of connecting capital to risk as it has been traditionally 
underwritten. He added that the ILS market has now 
succeeded in bringing a new type of capital to the table 
and interacts with the risk the market originates in a fairly 
traditional manner.

“We can grow this number to $300 billion, $400 billion—it 
has potential even beyond that. If we do the other side of 
the equation, which is to originate and distribute risk in a 
more efficient fashion, I think that’s an imperative, and it’s 
not just cat risk, it’s non-cat risk such as cyber.”

The speed of technology
Dutt said he was not focused on the types of risk the 
market needs to look at but rather that attention needs 
to be turned to the way the market deals with those risks. 

“The speed at which we can apply technology to originate 
and distribute risk in a more efficient fashion is probably 
beyond our comprehension, but it is going to happen and 
part of it we can already see in the market,” he said. 

“AIG and Validus have come together and now have 
a huge source of risk on one side and the expertise on 
capital management and bringing capital to the table 
on the other. It’s the kind of marriage that could be one 
way to proceed in the future to get to the risks side of the 
equation.”

Seo asked Lixin Zeng, chief executive officer of AlphaCat 
Managers, whether the winners are going to be the gritty 
insurance startups that get lucky and hook up with an 
ILS fund, or the more recognised brands that change 
themselves as companies in the market become fewer, 
leaner and lighter.

Zeng said he wanted to sound a more optimistic note, 
and that he did not feel the market needs the insurtech 
revolution or improvements in technology to get to that 
$300 billion target—the ingredients to get there were 
already present in the people at the conference. 

“The reason I am saying that is the coverage gap everyone 
knows about. Why it exists, why there is a reluctance 
for people to buy protection against rare and severe 
events—that’s behaviour that’s hard to change. Another 
factor is that such a protection gap has, historically, been 
very expensive, and with more of this kind of capital the 
protections will become less expensive,” he said.

He pointed out that if the capital becomes more efficient 
then insurance companies can afford to buy more 
protection, as well as the fact that there are many natural 
catastrophe risks that have not even made it to the 
insurance market yet, let alone the reinsurance market. 

Zeng concluded by saying that the time has now 
come for ILS capital to work more closely with insurance 
companies. n

“If the capital becomes more efficient then 
insurance companies can afford to buy more 
protection.” Lixin Zeng, AlphaCat Managers
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At Convergence you spoke about how the ILS 
industry can grow to $300 billion. How can this 
be achieved?
The natural growth of underlying catastrophe risk alone 
guarantees that the milestone will be reached. The 
increasing industry adoption of ILS finance is the icing on 
the cake. 

The time-frame is the only question. When, not if, do we 
hit $300 billion? I’d say 10 to 15 years, but I was surprised 
to hear at the conference that many were saying five to 
10 years. I’m no longer the most optimistic person at the 
conference. I’m not used to that!

Is $300 billion a maximum, or could it grow 
even further?
$300 billion is definitely not a maximum. Depending on 
your time-frame and your definition of ILS itself, I’d put the 
top closer to $1 trillion. 

The distribution of insurance products and the distribution 
of ILS fund products both need to continue improving their 
transparency and efficiency to the point that consumer 

Q&A TRANSPARENCY

At Convergence 2018 John Seo, co-founder & managing director of Fermat 
Capital Management told delegates that the ILS market is growing quickly. 
We asked him afterwards where the road is taking the ILS market and over 
what time-frame.

Eyes on the horizon

benefits are clearly felt. Only that will give the ILS market 
sustainable growth at scale.

What could potentially jeopardise the market 
size?
Decreasing transparency and efficiency of product 
distribution, on either the insurance produce or the fund 
product side, is the only thing that could set us back. 
Anything else would cause only a fluctuation or blip, up or 
down, around our long-term growth trajectory.

In what way do you see the ILS market 
evolving?
ILS will eventually be seen as a generalisable finance 
technology. It will no longer be strongly associated with 
natural catastrophe risks. For every potential threat or 
stagnation, there exists an investment manager with 
expertise. 

The ILS market will evolve as a generalisable platform 
for mobilising specialist expertise in a risk to any potential 
threat or stagnation. n

“When, not if,  
do we hit $300 billion? 
I’d say 10 to 15 years.”
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The transparency panel at the second day of 
Convergence 2018 was assembled because 
hurricanes Harvey, Irma and Maria (HIM) in 2017 had 

the potential to present a significant test to insurance-
linked securities (ILS). While there was no significant 
market dislocation in the end, interesting lessons around 
transparency were highlighted. 

Transparency has been an issue for the ILS market for 
some years now, as concerns have been raised by some 
observers, such as ILS consultancy Lane Financial, that the 
price transparency of the ILS market has been declining. 

In a 2017 briefing note Lane Financial said: “It has been 
an article of faith with Lane Financial that transparency is 
good for all participants in the reinsurance market. And it 
was our hope that the ILS market would provide some of 
that transparency. 

“In large part it has been so. More people know more 
about reinsurance (particularly cat) than 20 years ago.”

The panel was asked how reserving philosophies 
differed for these events. How significant was trapped 
capital and are there any lessons for market participants? 
What can be learned around the real-time loss estimation 
experience from HIM? 

There were three presentations on this topic: first, Matthew 
Ball, senior director, ILS consulting practice, and David 
Third, director, ILS consulting practice, from Willis Towers 
Watson (WTW) spoke on “2017 Events: Lessons Learned”.

According to WTW, last year presented the first real test 
to the ILS market since the explosive growth of the past 
five years. Ball and Third examined lessons from the 2017 
catastrophe events, including a look at reserving practices 
and philosophies, trapped collateral, capital flows, post-
event transactions and hedge effectiveness, as well as 
looking forward to how future events might shape the market.

Tom Johansmeyer, assistant vice president at PCS, spoke 
next. His topic was “Industry Loss Estimate Transparency: A 
Balancing Act”.

Johansmeyer provided a candid view of loss reporting 
agency transparency, from opportunities to disclose 

information to obligations to protect it. He then also 
shared the approaches PCS uses to address these unique 
challenges to balance access to data and produce a 
usable solution.

Brent Poliquin, assistant vice president, ILS at AIR 
Worldwide, concluded with his presentation, titled “Speed, 
Accuracy, and Transparency in Real-Time Modelling: 
How AIR Modelled Maria”, in which he discussed how to 
estimate accurately and efficiently insured loss potential 
for extreme events in near real time.

After the event we approached the speakers to gain 
some more perspective on their presentations.

Matthew Ball
Why were you asked to speak about transparency?

Our ILS consulting practice works with ILS funds and end 
investors providing advice, solutions and software across 
a wide variety of situations including operational due 
diligence reviews. We were asked to give our views on 
topics including transparency and governance.

How important is transparency to the ILS market?

One of the challenges for the industry has been valuation 
of illiquid (level 3) assets. Alternative reinsurance capital 
has grown from $23 billion at the end of 2011 to $88 billion at 
the end of 2017 and collateralised reinsurance has been a 
key driver of this growth, so valuation of these assets has 
become more important from an overall market perspective.

Given that ILS funds usually report NAVs on a monthly or 
more frequent basis, there can be estimation challenges 
early on after loss events. This was illustrated in the 
aftermath of Hurricane Maria, where there were estimates 
from two of the property cat model vendors with non-
overlapping ranges. When cedant estimates started to 
come in, some initial cedant estimates were closer to the 
ultimate estimate than others. 

There is nothing particularly new in this. The 2017 events 
were a reminder that valuation techniques need to adapt 
to the context—for example, the type of event, time after 
the event, local legal and claims environment and cedant 
valuation philosophy.

TRANSPARENCY

Participants in the transparency session at Convergence 2018 explain how 
important the issue is to the market. 

Lessons in lucidity
From left: Brent Poliquin, Tom Johansmeyer, 

Matthew Ball and David Third.
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We see valuation practices improve over time, but there is 
still work to do on improving some of the technical aspects 
(eg, valuation of losses close to attachments points or 
aggregate excess of loss contracts), the operational 
efficiency of internal valuation processes post-event, and 
the governance and overall transparency. 

Currently, only a third of ILS funds are using independent 
third party valuation for level 3 assets (as found in WTW’s 
recent ILS survey), although this demand is increasing. We 
have also seen a growing demand from ILS funds for our 
valuation technology and software solutions to improve 
operational efficiency. 

With a growing desire for more transparency in the 
industry, we expect the governance demands from 
internal and external stakeholders will also increase. 
Funds that can demonstrate a more robust, transparent 
and efficient valuation process than their peers, all else 
being equal, should be able to assume more market share 
over time.

What was the message you brought to the conference?

Trapped collateral and liquidity have proved challenging. 
Despite the events of 2017 and the amount of trapped 
collateral, the market still managed to more than reload 
on January 1, 2018. Nonetheless, there were questions from 
clients: how much collateral was trapped and for how long? 
Should we move from a direct model to a fronting model? 
How can we improve the collateral release mechanisms? 

The opportunity here is for the funds that can manage their 
collateral more efficiently and potentially a broader market 
opportunity to allocate capital to collateral release solutions. 
There seems to be a general desire to improve some of the 
underlying collateral release mechanism structures. 

Are there any issues you would like to highlight?

One area we focus on is helping clients improve the 
governance and transparency of their operations. The 
Standards Board for Alternative Investments is also 
pushing for greater transparency in the space. The industry 
has progressed in terms of governance and transparency, 
yet there is still work to be done, and we would like to see 
this progress more quickly. 

Good governance and transparency are grease for 
the wheels of operations within the ILS industry and will 
ultimately assist with faster growth in the space.

Tom Johansmeyer
Why were you asked to speak about transparency?

The HIM events in 2017 represent the first major wave of 
property-catastrophe activity in more than a decade. 
They’re the first significant test of a much-evolved ILS 
sector, given the growth and maturation we’ve seen since 
the storms of 2004 and 2005. 

Like the rest of the panel, PCS was given the opportunity 
to help the market understand the PCS operation, as well 
as our plans to update our approach to transparency 
based on the market’s needs following events such as HIM. 

PCS is in the process of investing in several new efforts 
around transparency, all of which are grounded in market 
research and direct feedback from our clients. Ultimately, 
transparency among loss reporting agents worldwide 
has been somewhat limited, and PCS is proud to take the 
global lead on this important issue.

How important is transparency to the ILS market?

While folks love to contemplate transparency in absolute 
terms, the reality is much more nuanced. When it comes to loss 
reporting agencies, too much transparency can compromise 
the ability to remain in the market. The companies who 
provide data, of course, need some amount of privacy. 

This balancing act extends to other areas of the ILS 
market. Managing the benefits of transparency against 
the protections necessary to the organisations disclosing 
information is vital to the ongoing health and growth 
of ILS. When one reaches the limits of transparency, 
communication is crucial.

What was the message you brought to the conference?

We decided it was important to focus on ourselves at ILS 
Convergence. While there are many ways for the market 
to improve, the PCS team believes that we can invest in 
our operation and market communications in ways that 
will benefit the industry as a whole. 

Rather than tell the market about how to become more 
transparent, PCS has chosen to lead by example. For the 
next few months, we’ll be working closely with our clients and 
other market stakeholders to deliver greater transparency 
in accordance with specific market feedback.

Brent Poliquin 
Why were you asked to speak about transparency?

In order for insurance-linked risks to be transferred efficiently 
to the ILS market, there needs to be transparency in the 
assessment and quantification of that risk. Comprehensive 
risk analysis performed and reported by independent experts 
in catastrophe risk modelling adds that level of transparency.  

AIR was asked to speak, with the level of transparency for 
which we are known to provide, about how catastrophe 
models are used to estimate the loss potential of 
catastrophes in real-time.

What was the message you brought to the conference?

AIR Worldwide (part of ISO/Verisk) is committed to 
answering the market’s call for us to continue to push the 
envelope in terms of improving transparency, accuracy, 
certainty, and speed of delivery regarding our real-time 
loss estimates of extreme events. n

TRANSPARENCY
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