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RVI Meeting notes
Date: 24 February, 2010

Venue: Jardine Lloyd Thompson Limited, London
Introduction
An invited group of 24 insurers, brokers and capital providers met at Jardine Lloyd Thompson to review the state of the current RV market, and to discuss how it could be improved.  Further participants from the US joined via conference call.
This was an informal meeting and adopted "Chatham House" rules - what was said in the room cannot be quoted or attributed to any individual or company.
Background
What has happened

Pre 2009 - lost Chubb, Brit, Mitsui, XL, Munich Re.
2009 - RVI Group downgraded, lost HSH Nordbank, rumours of possible new entrants, and significant interest from Asia.
2010 - lost QBE, continued interest from Asia, significant interest from the "periphery" and capital providers.
Where we are
Main providers of RV are now limited to BofA, GAIL, HCC, and RVI Group.
Capacity is limited and competition in some asset classes is nonexistent.
Certain insurers are in run-off, and their book of business is potentially "for sale".
There remains high demand from good risks - enquiries are no longer just complex, difficult to write deals that the banks would prefer not to be involved in.
What are the implications

Good opportunities are being lost
Reputation of RV as a solution is damaged

Key questions
How to pave the way for new entities?
How to remove / reduce the barriers to entry for existing insurers / reinsurers?
Comments from the meeting

The following were issues distilled from the comments made at the meeting.  We have endeavoured to put them into the form of a SWOT analysis.
Strengths

Demand is significant

Writing RV should be profitable given sufficient spread

Quality of the risk is in the people

Skills / expertise of the markets

Experience & process
Weaknesses
Solvency II monoline capital reserving

Asset risk on the balance sheet remains a big issue

Insurer management perception that RV "goes wrong"

Getting senior underwriters / managers to "buy-in"

Creating liquidity in an illiquid product to allow for short-term exit

Difficult to persuade banks to participate

It may take time to accumulate capital

Opportunities

Private investors appear willing to participate
Capital leverage for the banks through investment in insurance

Reinsurers appear more willing to participate

Threats

Return on capital - difficulty in defining the capital

No guidance on how much capital to put aside

Cyclical business - there will be claims

Insurers retreating to core business lines

If you have capital, would you want to invest it in assets or in RV?

Limited underwriting capability
Improving the market
That there is current opportunity is not open to doubt.  Neither is there doubt that RVI can be profitably written.  There are barriers to be overcome, including past perception by insurers of the business and establishing a critical mass of knowledge in the marketplace, but such barriers are not insurmountable.

As it is a given that demand far outstrips supply, the objective is not to establish small improvements in the market, but quantum change followed by sustained improvement.  Current initiatives being pursued should result in new entrants to the market during 2010; these need to be supplemented by the participation of more traditional markets, and it is this area which is broken and needs repairing.

There are several interwoven threads required to achieve quantum improvement of the traditional market:

The first is to have a critical mass of major brokers who are prepared to lobby these markets, and thereby begin to create interest, refute the market perception of RVI, and pressure the industry to respond.

Secondly, to have a well-developed entry route which offers low risk with acceptable return on capital, and is sustainable over a long-term cycle.

The third strand is to establish a shift in the business model which currently has the vast majority of risks being negotiated direct between the client and risk carrier.

Get this right, and the overall market will be improved for the client, and should be capable of providing the cover, capacity and competition expected of a healthy insurance market, with benefits to all.  The converse is that, if the brokers fail to convince the major markets to participate, the market at best plateaus and at worst stagnates and continues to contract - either way it would fail to support the needs of most clients.

Resources could also be an issue, but the structure of the market can be managed to utilise and develop the available skills base - perhaps by creating, for example, an underwriting joint venture providing a facility in London.

The key as we see it is to aim high, start small, and grow fast, ensuring the spread in asset classes and term is such that cycle risks are manageable, and that appropriate reinsurance is in place.
Next steps
Dialogue with insurers and reinsurers is already ongoing through various parties.  It would be valuable for the outcomes of these to be shared where possible.

JLT will contact other major brokers to try and obtain buy-in to a joint direct approach to the major insurance markets; this will include Aon - who are already involved in this sector, and Willis and Marsh who are currently not directly involved.

JLT will also help create a vanilla "RVI Business Plan" to help understanding and promote dialogue with these insurers.  Participation in this plan is open to all.

We will also re-convene with a sub-group of this RVI seminar in May 2010.  Those brokers, insurers and capital providers interested in participating are invited to advise us of their interest.
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