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Introduction

The signs of a softening market were 
unmistakeably apparent in mid-2007. 
As the January 2008 renewal season 
played out, premium rates continued 
to drift down across the property-
casualty spectrum. This, coupled with 
huge volatility in the capital markets, 
and looming uncertainty surrounding 
sub-prime professional liability losses, 
means that there is talk of comparison 
with the severe market turbulence of 
the late 90’s.

It was against this background that 
PricewaterhouseCoopers1 surveyed a 
substantial proportion of the Bermuda 
insurers and reinsurers (comprising 
both Bermuda domiciled companies 
as well as subsidiaries of international 
insurers and reinsurers) to find out how 
they are addressing their key strategic 
and operational challenges.

Bermuda companies have an enviable 
reputation for adapting to change in 
uncertain times. How will they react 
to a sustained soft market in a time 
of world economic instability and 
slowdown?

The clues are in their leaders’ answers.

The research effort for this report 
comprised two dimensions:

• In-depth questionnaires from 
participants who, in combination, 
provide a substantial proportion 
of the underwriting capacity of the 
Bermuda commercial insurance and 
reinsurance market (the “Bermuda 
Market”). Participants reflect a 
broad spectrum of capitalisation, 
product classes, insurance and  
 

reinsurance writers, and public 
(and subsidiary) and non-public 
organisations.

• Face-to-face interviews with 
executives.

The survey findings and interviews 
were further supplemented by 
significant desk research.

We are confident that you will find 
this report thought-provoking and 
insightful. Copies of this survey, along 
with our other publications, are all 
available free of charge from our web 
site (www.pwc.com/bm).

If you would like to discuss any of the 
issues raised in this report, please 
speak to your usual contact 

at PricewaterhouseCoopers or one 
of the editorial board members listed 
at the end of this briefing. We would 
also appreciate your feedback on 
this report as it helps to ensure that 
we are addressing the issues you are 
focussing on and would welcome 
suggested topics of analysis for future 
surveys.

A difficult road ahead. Hitting targets in a soft cycle is clearly a huge challenge for CEOs, but the untimely 
emergence of a series of other road-blocks in the form of the credit crisis, higher inflation and a global business 
slowdown will make the next 12 months very tough indeed.

1   In this publication, “PricewaterhouseCoopers” refers to PricewaterhouseCoopers (a Bermuda partnership) which is a member 
of the PricewaterhouseCoopers global network of Firms, each of which is a separate and independent legal entity.
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Executive summary

Against the background of a downturn 
in the underwriting cycle and 
unpredictable economic conditions, 
namely a very different environment to 
2007, we asked Bermuda reinsurance 
CEOs to update the Top Five issues on 
their agendas in 2008.

The road ahead is less certain. 
A sustained soft market, fall-out 
spreading from the credit crunch and 
increasing competition for available 
talent are just a few of the challenges 
they expect, our survey reveals.

While keeping these issues front and 
centre, the Bermuda CEOs want to 
grow their franchises. Diversification 
has moved strongly up the agenda 
this year. Bermuda CEOs are looking 
beyond their current businesses to 
find ways of sustaining and increasing 
shareholder value. 

 

The future arrives before the past has completely disappeared. Looking in the short-term rear view mirror, CEOs 
see favourable rates, benign loss experience and strong revenues.

Figure 1   Please select the top issues on CEOs’ agendas in 2008.

Improved cost control (excluding commission)

Improved rating agency management

New distribution channels

Improved management information

Embedding enterprise risk management within 
the day-to-day running of the business

Optimised reinsurance spend

Human capital challenges

Capital levels and allocation

Effective investment management  
and performance

Lowest
priority

Source: PricewaterhouseCoopers

Highest
priority*New risk in 2008

Institutionalising effective cycle management 
while maximising underwriting performance

Effective monitoring of aggregations of exposure

New markets (geographical)

Managing the challenges of the financial markets*

New markets (classes of business)
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New geographic markets and new 
classes of business are now key 
priorities for Bermuda companies.

There is, and continues to be, 
considerable debate as to whether 
current market conditions will lead 
to increased consolidation activity, 
perhaps mimicking what followed 
the soft market cycle of the late 90’s. 
Interestingly, CEOs are exactly split 
down the middle in their view of this. 

The Top Five…

Institutionalising effective cycle 
management while maximising 
underwriting performance

Cycle management and underwriting 
discipline have taken on added 
significance in the softer rate 
environment of 2008. Last year, 
Bermuda companies endeavoured 
to preserve top line ahead of the 
cycle turn; this year the emphasis 
is on rate adequacy. Some market 
commentators, however, believe 
that there is still some ‘boisterous’ 
competition.

The cycle downturn is now firmly with 
us and Bermuda CEOs are focussed 
on managing for a soft landing. While 
CEOs broadly agree that the downturn 
will be no more severe than in previous 
cycles, they generally expect the 
market to show year-on-year premium 
rate cuts through to 2010, across all 
business classes.  
 
New markets

Diversification, both in product line and 
geographical expansion, has moved 
up the CEOs’ agendas, partly as a 
response to the market entering a new, 
softer phase, but also when compared 
to the last survey carried out two years 
ago. The Class of 2005 “start-ups” 
have started to look beyond their 
original products as their business 
models evolve. 

Managing the challenges of the 
financial markets

Number three of the 2008 Top Five 
issues on CEOs’ agendas is managing 
the effects of turbulence in the 
financial markets. Few companies 
have escaped the sub-prime crisis 
totally unscathed; the unprecedented 
events, coupled with the ensuing credit 
crunch, clearly concerned CEOs.

Improved cost control (excluding commission)

Improved rating agency management

New distribution channels

Improved management information

Embedding enterprise risk management within 
the day-to-day running of the business

Optimised reinsurance spend

Human capital challenges

Capital levels and allocation

Effective investment management  
and performance

Figure 2   The top 5 issues on CEOs’ agendas in 2008.

Source: PricewaterhouseCoopers
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The relatively conservative investment 
policies of most Bermuda companies 
meant asset side losses generally 
were minimal. On the underwriting 
side, however, it is too early to 
tell how companies will be hit by 
professional liability and D & O claims. 
These impacts of the crisis have yet 
to fully unfold. Our survey does not 
specifically poll financial guarantors 
who clearly have additional exposures 
in this space. 

New geographical markets

The desire for increasing diversification 
is reflected in CEOs pushing new 
geographical markets higher up the 
agenda. 

They have expanded their global 
franchise either by acquiring 
established companies or setting 
up local representative offices as 
they look for growth in a softening 
market. In particular, after much 
market focus on inversions from 
London to Bermuda, a market trend 
has developed, particularly in respect 
of the Class of 2005 reinsurers, to 
establish insurance presence within 
Lloyd’s. Companies with previously 
established insurance and reinsurance 
units are looking further afield.

Effective monitoring of aggregations 
of exposure

This issue dropped in importance 
among CEOs in 2008 compared to 
2006, suggesting that companies 
feel that they have addressed many 
of the issues exposed by hurricanes 
Katrina, Rita and Wilma. Certainly, 
most companies consider that they 
improved their expertise in this area 
with better tools and the newer start-
ups have been investing heavily in 
model “science”.

The perceived improvements in these 
models can only be truly assessed in 
the event of a large catastrophe. 

Beyond the Top Five...

As might be expected in the prevailing 
financial climate, effective investment 
management and performance, 
along with capital management and 
allocation, were identified as important 
issues. 

As well as a soft reinsurance market, 
Bermuda companies now have to 
contend with investment market 
turbulence, the weak dollar, rising oil 
prices and a continuing decline in 

US interest rates. The corresponding 
decline in investment returns for 
these companies, which are typically 
focussed towards bond portfolios, 
will ensure that monitoring investment 
performance remains high on the 
agenda.

Equally, capital management and 
allocation stays on the agenda as 
rating agencies and stock analysts 
continue their scrutiny of Bermuda 
companies.

Linked to the above, embedding 
enterprise risk management practices 
into the day to day running of their 
businesses is undoubtedly an 
important factor. Rating agencies 
have an increased focus and display 
a continuing shift in expectations, 
perhaps creating more concern for 
CEOs since the 2006 survey. It is 
perhaps surprising, therefore, that so 
many CEOs are more comfortable 
this time around with their progress 
in this area. In particular, it is difficult 
to reconcile CEOs’ improving comfort 
factor, compared to the last survey, 
given the problems revealed by the 
sub-prime crisis in the intervening 
period and the fact that rating agencies 
are raising the bar. 

We were also surprised that “more 
effective management of the regulatory 
burden” has dropped out of the chart. 
While the full embedding of Sarbanes-
Oxley compliance into “business as 
usual” over the last two years will have 
definitely assisted, our expectation 
was that, with the onset of Solvency II 
and IFRS and the changing Bermuda 
regulatory environment, regulation 
would have featured higher on CEOs’ 
radars.
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Figure 3   If the market premium rating is normalised to 100 for the 2007 underwriting 
year, what level do you expect the market premium rating to be for the 2008, 
2009, 2010 underwriting years?   
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Property catastrophe (Peak Zone)          Property catastrophe (Non-peak Zone) and other property          Casualty

Marine energy, aviation, and satellite          Other

Managing the cycle

With the exception of Europe’s 
windstorm Kyrill, the 2006 and 2007 
underwriting years were notable for 
an absence of major insured natural 
catastrophes. This benign experience 
contributed to property catastrophe 
premium rates falling from historically 
high pricing levels. In addition, for 
many companies, the more prolonged 
downward trend in casualty rates 
only serves to exacerbate the overall 
concern over future returns. While a 
number of companies have seen a 
higher than normal proliferation of risk 
losses in the first half of 2008, most 
market observers believe that these 
will not notably impact rates.

Although CEOs see premium rates 
continuing to fall through 2010, they 
are uncertain about the length of the 
downcycle and view this as a major 
barrier to managing it effectively within 
their own organisations.

As a result, CEOs cite rate monitoring 
as their highest priority in managing 
the cycle downturn. The big question 
is will their underwriters “walk the 
walk” and be disciplined enough to 
decline technically inadequate risks 
and leave business on the table? 
 

CEOs expressed some doubt! 
Number three in the list of perceived 
barriers to managing the downturn 
was “difficulties in ensuring that 
underwriters adhere to and deliver 
the underwriting cycle management 
strategy”.

Survey results
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Less severe          About the same          More severe

Source: PricewaterhouseCoopers

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Figure 4   Do you think that the current cycle downturn will be less severe, about the 
same, or more severe than previous cycle downturns (e.g. mid to late 90’s)?

Marine, energy, 
aviation and satellite

Property catastrophe 
(Non-Peak Zone) and 

other property

Property catastrophe 
(Peak Zone)

Casualty

82% 18%

25%

23%

46%

67%

69%

46%

Figure 5   To what extent will the following controls be used by you to manage a cycle 
downturn?

Premium rate adequacy monitoring

Renewal rate movement monitoring

Underwriting guidelines

Actuarial type reviews on portfolio profitability

Peer review

New business/declinature ratio monitoring

Performance benchmarking

Pricing guidelines (extent of deviation from 
technical price)

Source: PricewaterhouseCoopers

Lowest
priority

Highest
priority

8%

8%

8%
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Figure 6   Please select the top barrier you perceive to be to an effective underwriting 
cycle management strategy within your organisation.

Difficulties in determining when the underwriting 
cycle will turn

Difficulties in determining the shape of the future 
underwriting cycle

Difficulties in ensuring that underwriters adhere to 
and deliver the underwriting cycle management 

strategy

Difficulties in identifying and/or monitoring the key 
drivers of the underwriting cycle

Difficulties in determining/monitoring premium 
rate adequacy

Difficulties in changing the attitudes and  
behaviours of staff

Difficulties in continuing to motivate/retain 
underwriters when their ability to write business 

is curtailed

Source: PricewaterhouseCoopers

Lowest
priority

Highest
priority
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Exposure aggregation and risk 

management  
 
In line with global insurers and 
reinsurers, Bermuda companies have 
revised their underwriting models to 
take account of the industry’s loss 
experience in 2004 and 2005. There 
has also been a discernible ‘ramping-
up’ of in-house exposure management 
expertise. 

It remains to be seen whether the 
improvements made to exposure 
aggregation management techniques 
have been as effective as respondents 
believe in view of the absence of 
significant loss activity yet to test 
them.

Figure 9 overleaf makes for interesting 
reading in this regard and likely reflects 
some of the significant investments 
individual companies have been 
making in this area (although on a peer 
comparison basis, it may reflect an 
impression that respondents do not 
believe that their peer companies have 
progressed as much). 

Figure 7   What is your perception of your underwriting cycle management techniques 
as compared to your peers?

Source: PricewaterhouseCoopers
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Source: PricewaterhouseCoopers

Figure 8   Which exposure-based catastrophe modeling packages do you use?

Wind Earthquake Flood Terrorism Tornado & Hail

Figure 9   What is your perception of your exposure aggregation and risk 
management techniques as compared to your peers?

Source: PricewaterhouseCoopers

46%

Well above 

Above

Comparable

Below

Well below

No view

54%

EqeCat          RMS          AIR          In-house



PricewaterhouseCoopers Confronting the downcycle: Seeking opportunity in uncertain times    13

Figure 10   Who is primarily responsible for developing, monitoring and executing the 
company’s enterprise-wide risk management capabilities/response?

Source: PricewaterhouseCoopers
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Managing capital and risk 

transfer

Capital management goes hand-in-
hand with managing the underwriting 
cycle. CEOs have to balance the 
constraints placed on them by rating 
agencies and regulators with delivering 
solid shareholder value that meets 
analysts’ and investors’ expectations. 
As attention turns towards the annual 
potential for an active wind season, 
following 2007’s big capital returns, 
many companies may decide to hold 
surplus capital for the medium term.

Over half of respondents said they 
either do use, or will consider using, 
the capital markets for risk transfer. 
Unsurprisingly, many see a reduced 
role for sidecar vehicles, instead 
choosing insurance linked securities 
such as catastrophe bonds, for 
example.

A counterpoint to this trend is that 
some Bermuda CEOs, most likely the 
“traditionalists”, perceive hedge funds 
and other capital market institutions as 
competitors.

Source: PricewaterhouseCoopers

25%

17%
8%

8%

Yes, and increasingly doing so

Yes, about the same as last year

Yes, but less than before

No, but considering

No, not considering42%

Figure 11   Do you plan to use (or have you used) the capital markets for risk transfer 
in 2008?
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Source: PricewaterhouseCoopers

Figure 12   If applicable, what capital market risk transfer products have you used  
previously and what capital market risk transfer products do you envisage 
using in 2008?

“Sidecar’ vehicle Catastrophe bonds Catastrophe swaps

Previous          Future

Source: PricewaterhouseCoopers

Figure 13   How does your capital level at December 31, 2007 compare to that of  
December 31, 2006 (earnings net of return of capital)?
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<+10%

+11% to +25%

+26% to +50%
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Source: PricewaterhouseCoopers

Figure 14   How do you view the impact of the significant capital provision into the 
market from the capital markets (hedge funds etc)?

66%

17%

17%
A positive factor

A negative factor

Neither

Figure 15   How do you view the duration of significant capital provision into the 
market from the capital markets (hedge funds etc)?

Source: PricewaterhouseCoopers

58%

42%
Short term

Long term
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Diversification and routes to 
growth 
 
Diversification, in product lines and 
geographic markets, feature high up 
the CEO agenda. The US and London 
emerge as markets where Bermuda 
companies are confident that they can 
win business from existing players. 

Strong growth          Small growth          No growth          Small decline          Strong decline

Figure 16   What growth in your book of business do you expect to see between 2009 
and 2012 from the following market places?

Source: PricewaterhouseCoopers

Continental Europe US London Ireland Asia

Source: PricewaterhouseCoopers

50%

Strong growth

Small growth50%

Figure 17   What is your perception of the level of consolidation activity that is likely to 
take place in 2008 to 2012?
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Contacts

If you would like to discuss any of the issues raised in this report, please speak 
to your usual contact at PricewaterhouseCoopers or one of the editorial board 
members listed below: 
 
Caroline J. Foulger 
Partner 
Phone: +1 (441) 299-7103 
Email: caroline.j.foulger@bm.pwc.com 
 
Colm A. Homan 
Partner 
Phone: +1 (441) 299-7116 
Email: colm.homan@bm.pwc.com 
 
Arthur Wightman 
Senior Manager 
Phone: +1 (441) 299-7127 
Email: arthur.wightman@bm.pwc.com

Survey participants 
 
We would like to take this opportunity to thank all those organisations and 
executives who agreed to participate in the development of this survey. We are 
extremely grateful for the time that they gave us, especially for the openness with 
which they discussed the key issues facing their industry. 
 
 
Additional copies 
 
For information on other insurance and financial services related publications or 
if you would like additional copies of this survey, please contact Louise Hayter, 
Senior Manager, Bermuda Marketing, on +1 (441) 299-7184 or email  
louise.hayter@bm.pwc.com.
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