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Following the widespread catastrophe activity of 2017, there was much uncertainty about 
the financial magnitude of insured damage, expected pricing of January 1 insurance and 
reinsurance renewals, and the status of alternative capital’s reentry into the reinsurance 
market. We published our 2018 Marketplace Realities report and forecast in the midst of that 
uncertainty with a promise to publish an update to our property section as soon as market 
conditions came into clearer focus. 

While we have more clarity, much remains up in the air. We have a better, but still incomplete, 
handle on the magnitude of the insured damage. Power is still out for many in Puerto Rico, 
where the ultimate damage tally will not become clear for some time. But we are closer to 
putting a number on the insured loss, a number that, wherever it ends up, will set a record for 
our industry. We can look back on January 1 insurance and reinsurance renewals and report 
increases that, for the most part, were not as steep as many initially feared. We have seen a 
remarkably positive response by the insurance-linked securities (ILS) industry to some very 
significant losses. This has kept the supply of capital in our industry at record levels, so the 
inexorable laws of supply and demand can do their work and benefit our clients. 

ILS has changed the marketplace
 

In fact, after a record year for ILS issuance in 2017, our ILS expert, Bill Dubinsky, in a recent 
report says, “Rather than running away from the losses, ILS capital is running toward both 
the short-term potential for modestly better risk spreads and the longer-term opportunity to 
partner with reinsurers, insurers and insureds to fuel assets under management and ultimately 
make insurance more available and affordable. We see no end in sight to ILS growth as a long-
term trend.”

Historically, following other major catastrophes, start-up insurance companies arose, mostly in 
Bermuda, to fill the need for new capital. After 9/11 and after the hurricanes of 2005, $11 billion 
and $10 billion of new insurance capital, respectively, were raised. Given legal and regulatory 
requirements, infrastructure build-out, hiring and staffing, this process typically took up to a 
year. This compares to ILS funds that can be raised in weeks. So, while it’s unclear if the losses 
of 2017 will stir demand for a new class of start-up insurers, it is clear that the swift fluidity of 
alternative capital has fundamentally changed marketplace dynamics. That may be the chief 
lesson from 2017.

It is important to note that there is a difference between the efficiency of insurer/reinsurer 
capital versus ILS capital. Historically, ILS capital has only provided $1 of capital for $1 of limit, 
whereas insurer capital can provide multiple limits for every $1 of capital. Even this is starting 
to change, as investors find ways to leverage their capital to more efficiently access risk. While 
the traditional insurance industry will not be replaced by ILS, the industry has been changed, 
and the changes are permanent.

Capital trumps catastrophes
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https://www.willistowerswatson.com/en/insights/2018/01/ILS-market-update-Q4-2017


Getting it right

The reason for our promise of an update to our November report was that, admittedly, 
we had trepidations about releasing a forecast while events were unfolding. Predicting 
the future is not easy even in the calmest conditions. So we are pleased to report that our 
published predictions aligned with actual market behavior; we were pretty much spot 
on. While it is nice to be right, even more satisfying is the confirmation of our process in 
arriving at our forecast. We brought to bear the same resources and approach we do 
in serving our clients: sophisticated analytics, deep knowledge of the markets and the 
alternative capital world, and a primary focus on what our clients, the insurance buyers, 
are hoping to achieve in the risk transfer marketplace: resilience in the face of a world 
that can deliver the kind of punishing losses that have hit North America in the past few 
months. 

As risk advisors and insurance brokers we are committed to helping clients achieve 
resilience. We hope you find the insights and analysis in Marketplace Realities useful, and 
we look forward to working with you to navigate this marketplace and develop a robust 
risk management strategy. We expect to publish our next update — a complete update 
of all lines we cover in the publication — in April.

Joseph C. Peiser 
Head of Broking 
Willis Towers Watson North America 
Senior Editor 
Marketplace Realities
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Property market update

Despite record natural catastrophe losses in 2017, the property market has proved its resilience. 
Willis Towers Watson’s predicted primary rate increases — low single digits for non-catastrophe-
exposed risks and low double digits for catastrophe-exposed programs — did materialize and we 
expect insurance buyers to face similar conditions in the property market well into 2018.

Catastrophe-exposed property programs with losses are facing the steepest price increases, 
between 20% and 25%.

Buoyed by record capital, the industry has digested the losses without major balance sheet 
impairment. To date, there have been no insurer insolvencies or financial rating downgrades. The 
market did not seize up and, in fact, performed in an orderly fashion (although we note that one 
rating agency has recently warned that downgrades are becoming “more possible” amid mounting 
losses). 

 
Global reinsurance perspective

Despite initial expectations of dramatic reinsurance rate increases, January 1 treaty renewals 
came in at average increases of 5%–7%, although there was significant upside deviation for cat-
driven treaties with heavy Caribbean and southeast U.S. exposures. Our key conclusions from 
the January 1 renewal season: 

�� The shape of the global reinsurance market in 2017-2018 is significantly different from prior 
catastrophe years. 

�� Despite record losses, reinsurance industry capitalization wound up slightly higher year over 
year, as traditional reinsurers remain strongly regulated and capitalized. So while underwriters 
feel compelled to increase profitability, continued oversupply of capital will inevitably militate 
against this desire.

�� While the recent losses are clearly a severe earnings event, the impact on capital 
has been relatively muted.

Alternative capital undaunted

�� Even more significantly, alternative capital providers in the form of insurance-linked securities 
(ILS) showed resilience in the face of their first major loss test and have even exhibited a 
growing appetite for risk taking and increased market share. 

�� The abundance and undiminished amount of conventional capital and the continued 
appetite of alternative capital will dampen the ability of underwriters to attain significant 
rate uplift and will diminish the likelihood of a sustained marketplace firming.

�� While some market forecasts put potential industry cat losses for 2017 at $200 billion, 
reported carrier losses and modeled results to date have coalesced around a cat loss 
estimate of $143 billion for all of 2017’s events. These included:

�� Hurricane Harvey — made landfall as category 4; the wettest tropical cyclone on record in 
the U.S., resulting in more than 40 inches of rain

�� Hurricane Irma — made landfall as a category 5

�� Hurricane Maria — category 5 hurricane, the worst natural disaster on record for Dominica 
and Puerto Rico

�� 2 major Mexican earthquakes
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The one thing

Have a plan, document your story 
and know what you are prepared to 
trade off to secure best terms and to 
diminish potential rate increases.

Price prediction 

Non-cat exposed property 
Flat to +5%

Cat-exposed property 
+10 to +20%

Cat-exposed property with losses 
+20% to +25%

Contact

Gary Marchitello  
Head of Property Broking 
+1 212 915 7914 
gary.marchitello@ 
willistowerswatson.com

  

�� 250 wildfires in Northern California and 29 wildfires in Southern California, resulting in the 
largest insured loss on record for wildfires

�� While the final tally of catastrophe losses is yet to be determined, it will be the highest on 
record; surpassing the 2011 total of $120 billion.

�� Although 2017 hasn’t turned out to be the Armageddon year that would severely dent (re)
insurers’ balance sheets and lead to immediate, drastic and prolonged firming in rates, it 
has provided an impetus for carriers to reappraise underwriting fundamentals and rate 
adequacy and seek a path to sustainable profitability. 

Guidance for primary insurance buyers 

�� We do not expect primary insurance rates to rise above the levels we are predicting in 
this report, although there will be much variation from the mean. Rate increases will be 
very targeted to an organization’s specific exposures, loss history, occupancy and the 
aggressiveness in historical trading relationships. For underwriters, a one-size-fits-all 
approach to rate increases is all but abandoned.

�� For buyers approaching renewals, aggressive marketing may be necessary, and may 
involve displacing incumbent insurer(s).

�� Get an early start on your renewal. 

�� Create a submission with distinguishing data and narrative to set your risk apart from 
peers.

�� Meet with current and prospective underwriters face to face, if possible.

�� Understand that insurers’ decision-making processes will take longer than in recent 
years.

�� Underwriter pushback on policy wording (particularly manuscripts) has not been drastic, 
although there is lingering vigor in pushing back on “non-physical” damage wordings and 
limits, as well as a desire to increase percentage deductibles and caps for cat exposures 
that had softened over recent years.

�� The reaction to 2017 losses by segments of the global property marketplace has varied by 
region:

�� U.S. markets have generally been very pragmatic, as have Bermuda markets, and both 
picked up some early market share from London.

�� London markets took a broad-brush approach to rate increases in the early days post-
storm. They have since pivoted and have become more targeted in their underwriting and 
pricing.  

�� True to its nature and history, London has often been more sensible in underwriting and 
rating accounts with difficult occupancies and troubled loss histories than domestics and 
Bermuda. 

Make no mistake, the marketplace is still in a state of some flux and should not be 
considered easy. While the rate increases that we’ve seen and that we predict are modest 
compared to some doomsday scenarios predicted a few months ago, they are still challenging 
for buyers. Moreover, there is some bleeding of the market-firming into other lines of insurance, 
which will also challenge buyers. That said, we do not see property rate increases escalating 
beyond our forecasts, and we think the duration of the current conditions will likely be 
limited to a few quarters.
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