
ILS Market Update 

January 2019 

Growth in the gaps 



Convergence and industry size estimates 

Our estimate of non-life ILS capital brings all of these definitional debates front and 

center. Different market definitions and methodologies lead to different estimates. As 

detailed below, we estimate non-life ILS capital at year-end 2018 as $93 billion –  up from 

$88 billion the prior year. We aim for a generally consistent approach year to year leading 

to a good indicator of market growth or decline. The trend is more important than the 

absolute number and it remains up notwithstanding the noise over the past few months. 

This year, our consistent approach may have missed something important, the blurring of 

lines within the space – the convergence of convergence, if you will. This is not the first 

time a mechanical approach missed something. We only need to look back five years or 

so as the divide between bilateral private “collateralized re” and cat bonds crumbled to the 

consternation of those focused on specific products instead of solving cedant needs with 

all the tools in the toolbox. The overall ILS figure is today a much more meaningful 

measurement of market size than focusing on cat bond and sidecar issuance alone.  

Focusing on the definition 

Stepping back, ILS or alternative capital more broadly is essentially capital other than the 

common equity invested in “promise to pay” insurers and reinsurers who write a 

leveraged multiple of limit to surplus. On this basis the specific underlying insurance risk 

(non-life in our case) is not the defining feature. Accurately following the broader definition 

would yield a much larger figure than $93 billion.  
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Q4 2018 market perspective: Growth in the gaps 

Do Manchester United and the New 

England Patriots play the same sport? Both 

teams call their sport “football,” but other 

similarities are a stretch. Sometimes 

boundaries move. Ester Ledecka winning 

double gold medals in skiing and 

snowboarding in 2018 was perhaps one of 

those times. It made some wonder if the 

two sports were really just two disciplines 

of the same sport. 

While less likely to cause a commotion at a 

sports bar, we argue about definitions all 

the time in ILS, insurance and reinsurance. 

Take conventions: No one would confuse 

most of the attendees at ReFocus with 

those at RIMS. On the other hand, SIRC, 

PCI, and Baden Baden seem pretty 

connected. 

“We estimate 

non-life ILS 

capital at year-

end 2018 as 

$93 billion – up 

from $88 billion 

the prior year.” 

“The overall ILS 

figure is today a 

much more 

meaningful 

measurement of 

market size 

than focusing 

on cat bond and 

sidecar 

issuance 

alone.” 
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The reality is that the alternative capital is in many other places. For example, as 

sometimes mentioned, the runoff business is essentially a form of alternative capital as 

are some of the bank facilities providing alternative capital in the life and annuity space. 

Sometimes the boundaries between traditional insurance and reinsurance equity capital 

and alternative capital blur too as insurers and reinsurers strive to become more efficient 

in the solutions they can deliver. 

We have nearly the smallest published industry figure for cat bonds every year, not 

because we believe the market is actually that small, but as with our overall non-life ILS 

figure, for consistency’s sake. We would define cat bonds as ILS transactions with 

meaningful liquidity. Some private ILS transactions, mortgage insurance ILS and other 

assorted ILS transactions would also qualify on this basis but are more difficult to track 

consistently and accurately. While they do not show up in our annual figures, these other 

transactions are clearly part of the cat bond market. The trouble is, where do you draw the 

line? If you include mortgage insurance ILS, do you also include the Fannie and Freddie 

deals with similar risk profiles that do not, technically speaking, work the same way as 

2018’s numerous mortgage ILS deals? 

Looking forward 

The punch line is that ILS capacity and products grow organically and dynamically. 

Innovation and market necessity create new capacity and products. Gaps between 

different products and subsectors fill in – redefining markets. We need to take note of this 

activity to see what is really going on. A dynamic marketplace is more exciting for 

participants and well-suited to meeting emerging cedant needs that may not fit traditional 

labels and products. This feature of the market, very much in evidence in 2018, bodes 

well for a continued healthy ILS market in 2019 and beyond. 

This blurring of lines may even help with some of the specific and very real issues that the 

market faces at the start of 2019, such as prompt loss reporting and accurate valuation of 

investments, collateral release and rollover, and increasing volatility. The idea that the 

more transparent and liquid the ILS investment, the more accurate the valuation is no 

longer a theoretical concept to end investors looking at divergent ILS fund performance 

the past few years. 

Make no mistake: These are real challenges that need to be addressed, but solutions 

seem close at hand. “Back to basics” will be an important part of overcoming these 

challenges, but further convergence will help too. For example, ILS and reinsurance 

industry outsiders can potentially solve some of the illiquidity issues that have emerged 

for ILS investors. Whether from the convergence of convergence or otherwise, confidence 

in the speed with which new solutions will emerge gives us a favorable outlook for the ILS 

market in 2019. 
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Q4 2018 market perspective: Growth in the gaps 

“We would 

define cat 

bonds as ILS 

transactions 

with meaningful 

liquidity.” 

“A dynamic 

marketplace is 

more exciting 

for participants 

and well-suited 

to meeting 

emerging 

cedant needs 

that may not fit 

traditional 

labels and 

products.” 

“The idea that 

the more 

transparent and 

liquid the ILS 

investment, the 

more accurate 

the valuation is 

no longer a 

theoretical 

concept to end 

investors.” 



Non-life Q4 2018 ILS issuance(a) 

Source: Willis Towers Watson Securities Transaction Database as of 12/31/2018. Aggregate data exclude most private ILS deals as well as mortgage insurance ILS. 

(a) All issuance amounts reported in or converted to USD on date of issuance. EL for HU deals is based on WSST conditioned catalog for AIR and medium-term catalog for RMS. 

(b) If fronted, beneficiary listed if known. 

(c) Issued at 79.75 of par value. 
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Q4 2018 ILS market issuance overview 

In the face of 2018 loss events (and on the heels of a meaningful series of loss events in 

2017), non-life cat bond issuance remained strong in 2018, with about $9.2 billion in new 

capital (the second-most active calendar year after last year’s record of $9.7 billion). 

Of the $535 million issued in Q4, $125 million of capacity will provide protection from 

California Wildfire Liability, $200 million will provide Peak Multiperil protection and $210 

million will provide U.S. Earthquake (Workers’ Compensation) protection. 

First-time corporate sponsor Sempra Energy quickly followed up on the market’s first 

California Wildfire Liability deal (Cal Phoenix Re 2018-1) with a single $125 million 

tranche issued through Bermudian special purpose insurer SD Re. Sempra Energy is an 

energy company that invests in energy infrastructure and provides gas and electrical 

services to North and South America with significant exposure to its home state of 

California. This deal will ultimately provide Sempra Energy with indemnity coverage on an 

annual aggregate basis over a three-year risk period. It has a risk spread of 4.00% (mid-

point of initial guidance) and has an expected loss of 0.21%, as modeled by AIR. 

USAA followed up on its two annual aggregate tranches launched in May with two 

additional tranches that will provide per-occurrence protection on an indemnity basis 

against a variety of perils. This is the fifth year in a row that USAA has followed up a 

series of annual aggregate tranches with per-occurrence tranches and the 32nd USAA-

sponsored transaction since 1997. The $50 million of Class 1 Notes have been structured 

in zero coupon form and were issued at 79.75 of par value with an expected loss of 

15.66%. The $150 million of Class 2 Notes will pay a risk spread of 11.50% and have an 

expected loss of 7.36%.  

California State Compensation Insurance Fund reengaged the ILS market with its third 

cat bond issuance. This single $210 million tranche has an expected loss of 0.14% and 

will pay a risk spread of 2.20% while earning a LIBOR-based collateral return via 

European Bank for Reconstruction and Development puttable notes. The layer covers 

workers’ compensation claims arising from California Earthquakes (shake only) on a per-

occurrence basis with a modeled loss trigger over a four-year risk period. 

“Cat bond 

issuance 

remained strong 

in 2018, with 

about $9.2 

billion in new 

capital (the 

second-most 

active calendar 

year after last 

year’s record of 

$9.7 billion).” 

($ in millions)

Sponsor
(b) Issuer/Tranche Issue Maturity Amount EL Spread Basis Risk Trigger

SCIF Golden State Re II 2018-1 Dec-18 Jan-23 $210 0.14% 2.20% OCC U.S. Quake (Workers' Comp.) Modeled Loss

USAA Residential Re 2018-2 1 Nov-18 Dec-19 50 15.66% Zero
(c) OCC Peak multiperil Indemnity

USAA Residential Re 2018-2 2 Nov-18 Dec-22 150 7.36% 11.50% OCC Peak multiperil Indemnity

Sempra Energy SD Re 2018-1 A Oct-18 Oct-21 125 0.21% 4.00% Annual AGG California Wildfire Liability Indemnity

Q4'18 Total: $535

“This is the fifth 

year in a row 

that USAA has 

followed up a 

series of annual 

aggregate 

tranches with 

per-occurrence 

tranches and 

the 32nd 

USAA-

sponsored 

transaction 

since 1997.” 
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Historical loss developments for select cat events 

“Assessing the 

value of some 

private ILS 

products may 

require reliance 

on other 

sources in the 

absence of a 

third-party 

mark-to-

market.” 

In our exercise of estimating year-end alternative capital outstanding, one part to our 

approach involves analyzing changes in non-life ILS assets as reported by investors. 

While reporting requirements will vary by fund structure, domicile and regulatory 

environment (among other things), all investors should be factoring in potential losses and 

impairments across their portfolio holdings. While this can be fairly straightforward in the 

more liquid ILS market segments with secondary market price indications, assessing the 

value of some private ILS products may require reliance on other sources in the absence 

of a third-party mark-to-market. 

For example, if in the private ILS market there was an initial investment of $10 million and 

the estimated ultimate loss is $6 million with $1 million paid, $6 million of the original 

investment has been lost from an assets under management perspective. The remainder 

would likely be on the investor’s books at $4 million. In this case, there may still be more 

than the $5 million backing reserves vested in a SPI and remaining in trust to support the 

contract because of the buffered loss tables or similar approach protecting the cedant 

against the potential for adverse development.  

Turning to industry data, we see that estimates of ultimate losses from cat events quite 

often increase over time. As shown in the figure below for selected events, in some 

cases, loss developments occur over 30 months or more (as captured by PCS, a Verisk 

business). Of course individual events and company losses can vary considerably, and 

reductions in ultimate loss estimates are not unheard of either. This bias to increasing 

estimates of ultimate losses is no surprise to industry participants whatsoever and should 

be no surprise to investors either. Reinsurers and investors are not necessarily bound to 

follow the reserves of a particular primary reinsurer in making their own reserves or 

valuations, but to the extent they do, further loss increases for the 2017 and 2018 events 

would be fully consistent with past losses at the industry level. 

Loss estimate developments for select cat events 

“We see that 

estimates of 

ultimate losses 

from cat events 

quite often 

increase over 

time.” 

Source: PCS, a Verisk business 
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Q4 2018 ILS market statistics 

Source: Willis Towers Watson Securities Transaction Database as of 12/31/2018. Aggregate data excludes private ILS deals. 

(c) All issuance amounts reported in or converted to USD on date of issuance. Outstanding amounts adjusted for actual principal losses. 

Par outstanding by expected loss at issuance  Par outstanding by risk peril 

Total: $25.5 billion(b) Total: $27.8 billion(a) Total: $25.5 billion Total: $27.8 billion 

Peak Multiperil U.S. Wind U.S. Quake 

Euro Wind 

Japan Quake 

Japan Wind Others Non-Life 2.51% – 4.50% 

<0.76% 0.76% – 1.50% 1.51% – 2.50% 

>4.50% 

Non-life ILS issuance by quarter (2014 – 2018)(c) 

($ in billions) 

Non-life capacity issued and outstanding by year(c) 

Source: Willis Towers Watson Securities Transaction Database as of 12/31/2018. 

(a) In aggregate, 65% of all capacity outstanding exposed to U.S. Wind. 

(b) In aggregate, 68% of all capacity outstanding exposed to U.S. Wind. 

($ in billions) 
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Q4 2018 ILS market statistics 

Source: Willis Towers Watson Securities Transaction Database as of 12/31/2018. Aggregate data excludes private ILS deals. 

LTM = Last 12 months. Aggregate data are for primary issuance and do not reflect secondary trading.  

The quarter started with very light orderly trading. Primary issuance outside of mortgage 

insurance ILS was limited relative to Q4 activity from recent years past. Mid-Q4 markets 

began to focus on further 2017 loss developments and the wildfires, which were 

spreading across California. Despite the wind season coming to an end, concerns about 

potential trapped collateral and renewal management kept the market well offered going 

into December. Dead cat bonds began trading at increasingly higher yields – indicating 

an increased demand for liquidity in the cat bond market. Throughout December a flurry 

of trading took place on the bid side of the market – pushing yields higher as we closed 

the year out. 

Weighted average risk premium Weighted average expected loss 

“Dead cat 

bonds began 

trading at 

increasingly 

higher yields – 

indicating an 

increased 

demand for 

liquidity.” 

Quarterly LTM U.S. Wind exposed weighted average risk premium and expected loss 
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Willis Towers Watson Securities (“Willis Towers Watson Securities”) is a trade name used by Willis Securities, Inc., a licensed broker dealer authorized and regulated by FINRA and a 

member of SIPC (“WSI”), Willis Towers Watson Securities Europe Limited (Registered number 2908053 and ARBN number 604 264 557), an investment business authorized and 

regulated by the UK Financial Conduct Authority and exempt from the requirement to hold an Australian Financial Services License under ASIC Class Order [03/1099] (“Willis Towers 

Watson Securities Europe”) and Willis Towers Watson Securities (Hong Kong) Limited, a corporation licensed and regulated by the Hong Kong Securities and Futures Commission 

(“Willis Towers Watson Securities (HK)”). Each of WSI, Willis Towers Watson Securities Europe and Willis Towers Watson Securities (HK) are Willis Towers Watson companies. 

Securities products and services are offered through WSI, Willis Towers Watson Securities Europe and Willis Towers Watson Securities (HK). Reinsurance products are placed 

through Willis Re Inc. in the United States and through Willis Limited in the UK, both also Willis Towers Watson companies. 

These materials have been prepared by WTW Securities based upon information from public or other sources. WTW Securities assumes no responsibility for independent 

investigation or verification of such information and has relied on such information being complete and accurate in all material respects. To the extent such information includes 

estimates and forecasts of future financial performance obtained from public sources, WTW Securities has assumed that such estimates and forecasts have been reasonably prepared 

on bases reflecting the best currently available estimates. No representation or warranty, express or implied, is made as to the accuracy or completeness of such information and 

nothing contained herein is, or shall be relied upon as, a representation, whether as to the past, the present or the future. The information contained herein is not intended to provide 

the sole basis for evaluating, and should not be considered a recommendation with respect to, any transaction or other matter. WTW Securities is not providing any advice on tax, 

legal or accounting matters and the recipient should seek the advice of its own professional advisors for such matters. Nothing in this communication constitutes an offer or solicitation 

to sell or purchase any securities and is not a commitment by WTW Securities (or any affiliate) to provide or arrange any financing for any transaction or to purchase any security in 

connection therewith. WTW Securities assumes no obligation to update or otherwise revise these materials. This communication has not been prepared with a view towards public 

disclosure under any securities laws and may not be reproduced, disseminated, quoted or referred to, in whole or in part, without the prior written consent of WTW Securities. 

Information contained within this communication may not reflect information known to other employees in any other business areas of Willis Towers Watson and its affiliates. 

The contents herein are provided for informational purposes only and do not constitute and should not be construed as professional advice. Any and all examples used herein are for 

illustrative purposes only, are purely hypothetical in nature, and offered merely to describe concepts or ideas. They are not offered as solutions for actual issues or to produce specific 

results and are not to be relied upon. The reader is cautioned to consult independent professional advisors of his/her choice and formulate independent conclusions and opinions 

regarding the subject matter discussed herein. Willis Towers Watson is not responsible for the accuracy or completeness of the contents herein and expressly disclaims any 

responsibility or liability based on any legal theory or in any form or amount, based upon, arising from or in connection with for the reader's application of any of the contents herein to 

any analysis or other matter, nor do the contents herein guarantee, and should not be construed to guarantee any particular result or outcome. 

Willis Towers Watson (NASDAQ: WLTW) is a leading global 

advisory, broking and solutions company that helps clients 

around the world turn risk into a path for growth. With roots dating 

to 1828, Willis Towers Watson has over 40,000 employees 

serving more than 140 countries. We design and deliver solutions 

that manage risk, optimize benefits, cultivate talent, and expand 

the power of capital to protect and strengthen institutions and 

individuals. Our unique perspective allows us to see the critical 

intersections between talent, assets and ideas — the dynamic 

formula that drives business performance. Together, we unlock 

potential. Learn more at willistowerswatson.com. 
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