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ropean insurers and reinsurers 
are maintaining strong balance 
sheets on a risk-adjusted basis 
DQG� WKLV� LV� UHȵHFWHG� LQ� WKH� RXW-
looks for AM Best-rated entities. 
As of November 30, 2014, 86% of 
companies had a stable outlook 
and 8% of ratings outlooks were 
SRVLWLYH� �VHH� JUDSK� ���� +RZHYHU��
AM Best expects a period of un-
certainty to continue in Europe as 
policymakers continue to work to 
resolve imbalances in the region. 
As lingering uncertainties in the 
eurozone remain, consequently 
6% of rating outlooks were nega-
tive as of November 30, 2014.

AM Best highlighted in 2014 
insurers cautiously shifted into 
riskier asset classes as chief in-
YHVWPHQW� RɚFHUV� VRXJKW� DOWHUQD-
tive investments in response to 
the low-yield environment. This 
trend is likely to continue with 
insurers cautiously increasing 
their investments in alternative 
asset classes such as infrastruc-
ture debt, renewable energy and 
direct commercial loans.
+HLJKWHQHG� VXSHUYLVLRQ� ZLOO�

continue to add pressure to 
western European re/insurers in 
2015. Solvency II, the EU’s har-
monised regulatory insurance 
UHJLPH�� WDNHV� HΉHFW� DFURVV� WKH�
28 member states on January 1, 
2016, after years fraught with 
delays. As companies prepare 
for Solvency II and regulators 
attempt to strengthen their over-
sight, re/insurers will need to 
maintain their focus on ensuring 
strong governance, internal con-
trols and regulatory compliance.

AM Best expects higher levels 
of retention by direct insurers 
are likely to continue, as well as 
a move toward the centralisation 
of reinsurance purchasing and 

further restructuring. Insurers 
and reinsurers will continue to 
gradually expand internationally 
as they look for growth and prof-
itability opportunities in less ma-
ture markets.

In competitive market con-
ditions, the insurance indus-
try needs to be vigilant in 
identifying emerging under-
ZULWLQJ� ULVNV�b 'HYHORSPHQWV� LQ�
science and technology create 
demand for risk transfer solu-
tions that present an appealing 
opportunity for insurers, which 
can support new, exciting busi-
ness ventures by developing 
FXWWLQJ�HGJH�SURGXFWV��+RZHYHU��
innovators must be cautious and 
re/insurers must be careful not 
to underwrite business without 
fully understanding the poten-
tial for claims emergence. �
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Flying over the war zones
This year was an unprecedented 
one for aviation disasters, but it 
is not just in the major loss arena 
where there have been significant 
developments

John Bayley and Gareth Jones
McLarens Aviation

This year’s succession of 
KLJK�SURȴOH� ORVVHV� Ȃ�0D-
OD\VLD� $LUOLQHV� VXΉHUHG�
the loss of two planes in 

OLWWOH� PRUH� WKDQ� ȴYH� PRQWKV�� DV�
ZHOO� DV� RWKHU� KLJK�SURȴOH� ORVVHV�
such as the Air Algerié crash in 
July – were tragic and hugely sig-
QLȴFDQW� IRU� WKH� LQGXVWU\�� :KLOH�
the aviation insurance market 
has long been highly competi-
tive, with loss frequency reduc-
ing pretty much year-on-year, as 
well as increased underwriting 
capacity, it will be interesting to 
see if the losses of this year have 
DQ�HΉHFW�� DW� WKH�YHU\� OHDVW� LQ� WKH�
ZDU� ULVN� PDUNHW�� 5HFHQW� ȴJXUHV�
from Lloyd’s estimated this year’s 
aviation hull war insurance loss-
es at $600m, almost 10 times the 
amount generated by global pre-
miums (roughly $65m).

Events modify what insurers 
will agree to cover and during 
renewals there will no doubt 
have been price considerations 
as well as a review the type of 
coverage provided. The fact is 
there are more places in the 
world that are politically unsta-
ble and risky, which is an inter-
esting conundrum for insurers 
DQG� VHUYLFH� SURYLGHUV� WR� RΉHU�
the support required to their re-
spective clients.

From a claims-management 
perspective this has presented a 
QXPEHU� RI� FKDOOHQJHV�� ,Q� WKH� ȴ-
nancially astute times we now all 
RSHUDWH� LQ�� PDQDJLQJ� ȴQDQFLDO�
expectations and handling claims 
settlements is a huge task. More-
over, given there are a number of 
ongoing wars, the practicalities 
and logistics of dealing with such 
FODLPV� DUH� PXFK� PRUH� GLɚFXOW��
We have had a number of our 
RZQ�VXUYH\RUV�ȵ\LQJ�RXW� WR�YDUL-
ous warzones, including Iraq, Lib-
ya, Afghanistan and Mali.

Of course, there are areas of 
the market that have not been 
DΉHFWHG� E\� WKHVH� WUDJLF� HYHQWV�
and on the more general hull and 
liability side there have not been 
any major incidents of this kind 
this year. On the hull side there 
have been consistent reductions 
in the number of major losses for 
the last decade or so: an indica-
tion of how good the industry has 
been from a safety standpoint. 
Passenger safety continues to im-
prove, with 2013 being the safest 
year on record and this year also 
impressive if you exclude those 
war risk losses.

Attritional loss
While major losses have been 
dominating the headlines, the 
number of attritional losses (typ-
ically in the $5m to $10m loss 
bracket) has, from our own claims 
data at least, held steady. Given 
equipment and technology values 
are increasing, such losses contin-
ue to be front of mind for insur-
ers: this is an area over which the 
industry has much greater con-
trol. That such losses have been 
consistently high in recent years 
eats into the premium base and, 
as such, insurers are increasingly 
aware that costs (including claims 
management) need to be con-
trolled. This is an area in which 
loss adjusters work closely with 
airlines, repairers and indeed the 
airlines’ insurers to develop eco-
nomic solutions to repairs all par-
ties can live with.

The ground handling pro-
cess is one from which a sig-
QLȴFDQW� DPRXQW� RI� DWWULWLRQDO�
losses derive. Ground handling 
DJUHHPHQWV��ZKLFK�GHȴQH�WKH�RE-
ligations and accountabilities of 
the parties involved in the ground 
handling process, have been grad-
ually changing over the past 20 

Unmanned aircraft systems (UAS), com-
monly referred to as drones, have been 
one of the hot topics of 2014. Indeed, the 
media recently picked up on the fact an 
XQLGHQWLȴHG� GURQH� FDPH� FORVH� WR� KLWWLQJ�
D�SODQH�DV� LW� ODQGHG�DW�+HDWKURZ��DV�FRQ-
ȴUPHG� E\� WKH� &LYLO� $YLDWLRQ� $XWKRULW\�
(CAA). Usage is on the up: in the UK, for ex-
ample (where anyone is operating a small 
unmanned aircraft of 20 kg or less and un-
dertaking aerial work for which they will 
receive remuneration needs permission 
to operate from the CAA), the regulator 
has reportedly issued more than 200 per-
missions for unmanned aerial work since 
2010. This year we even used a drone to 
obtain accident site data.

There are also some ongoing develop-
ments in terms of regulation. One study is 
being undertaken by the European Commis-
sion to look into the necessary liability and 

Unmanned aircraft systems
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years or so. These have arguably 
moved largely in favour of the 
carriers (transferring more liabil-
ities on to handling companies in 
the process) and it is fair to say in 
2014 we are still seeing carriers 
looking to get more.

The corporate jet arena has also 
been busy in this respect. There 
has been a notable increase in the 
ownership and use of corporate 
jets and in our own caseload we 
have certainly seen more knocks 
and impacts in 2014 than there 
were two or three years ago. 
There is also a recognition in the 
business jet world that the safe-
ty culture and procedures need 
to keep pace with the increase in 
QXPEHU�RI�DLUFUDIW�ȵ\LQJ�b�
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insurance requirements, with a view to de-
veloping a EU-wide regulatory framework.

As a result, we have been particularly 
EXV\�WKLV�\HDU�EULHȴQJ�LQVXUHUV�RQ�WKH�RS-
erations of UAS. The relatively closed na-
ture of the technology and its use means it 
is a topic in which the insurance industry is 
extremely interested. On the underwriting 
side there remain a lot of unknown factors. 
Insurers’ appetite to cover this class varies 
widely and the insurance aspect is main-
ly related to liability. There are also some 
complications that arise with hull insur-
ance, for example around values. On the 
one hand, the volume of production and 
regular software upgrades means values 
can decrease quickly. At the same time, the 
cheap production of vehicles at the lower 
end of the scale means some drones are al-
PRVW�GLVSRVDEOH�Ȃ�D�VLJQLȴFDQW�YDOXH�EHLQJ�
in the equipment they carry.

Australian and Dutch 
investigators examine 

pieces of Malaysia Airlines 
Flight 17 near the village of 
Hrabove, Donetsk, Ukraine
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Learning to live 
with the new reality
While we have not seen any genuinely market- 
moving event during the year, there were several 
noteworthy developments

The year gone by felt in 
many ways like more of 
the same – unremarkable 
from a catastrophe and 

large loss perspective and, for in-
surers, reserve releases continued 
WR� PDVN� WKH� GLɚFXOW\� RI� WUDGLQJ�
conditions. Like the year before, 
the market was characterised by 
ever-more intense competition, 
leading to rate reduction and a 
broadening of terms and condi-
tions. A perpetual state of falling 
prices is, of course, ultimately 
unsustainable and will, at some 
point, come to an end. Prudent un-
derwriters will now be taking the 
view a market-turning event or se-
ries of events might not come for 
some considerable time and the 
only hand of cards to be played is 
the one in front of you. This new 
realism will be informing under-
writing in 2015.

While we have not seen any 
genuinely market-moving event 
during the year, there were sev-
eral noteworthy developments. 
First, the extraordinary loss of the 
two Malaysia Airlines aircraft in 
utterly unrelated and unique cir-
cumstances highlighted the ability 
of reality to confound expected or 
PRGHOOHG�RXWFRPHV��+RZHYHU�WKH�
industry’s response to these losses 
was exemplary, with claims paid 
TXLHWO\��HɚFLHQWO\�DQG�FRPSHWHQW-
ly. From an underwriting perspec-
tive, however, the muted market 
reaction to those events, together 
with the huge and violent damage 
caused at Tripoli airport, is inter-
esting. Until very recently, these 
shocking losses would have been 
VXɚFLHQW� WR� WULJJHU� DQ� LPPHGL-
DWH�DQG�VLJQLȴFDQW�XSOLIW�LQ�UDWHV��
carriers this time opted instead 
to renew without increases, ap-
parently to protect market share, 
irrespective of rate adequacy. 

+RZHYHU��DUJXPHQWV�WKLV�LV�FRXQ-
terintuitive fail to consider these 
events in the context of benign 
environment in other areas and 
VLJQLȴFDQW�H[FHVV�FDSDFLW\�

In 2014 it became that much 
harder to imagine the set of cir-
cumstances required to change 
the market, perhaps partly be-
cause it is so unappetising to con-
template just how dreadful the 
FRQȵXHQFH�RI�FLUFXPVWDQFHV�PXVW�
be to absorb such huge quantities 
of excess capital. It is hard to see 
how a single event could change 
the status. It is likely to involve 
a combination of an insured loss 
emanating from unmodelled 
HYHQWV�� ȴVFDO� DQG�RU� HFRQRPLF�
change and judicial and/or po-
litical change, which would ease 
market transformation rather 
WKDQ�ȵLQJ�LW�IURP�RQH�H[WUHPH�WR�
another as was the pattern.

Collective focus
In terms of noteworthy moments 
LQ�������6WHYH�+HDUQ�DQG�WKHb/RQ-
don Market Group (LMG) deserve 
recognition for producing the 
LMG/Boston Consulting Group re-

port on the competitive position 
of the London market. This de-
livered a clear message about the 
threats and opportunities facing 
the market and also emphasised 
the value of the insurance market 
to the UK economy.

It has served as a rallying call 
and brought a collective focus re-
garding the sustainability of busi-
ness coming into London in light 
of the continued repatriation of 
premiums to local markets, and 
the necessity of our market struc-
ture to remain as globally compet-
itive as possible. It also caught the 
ear of politicians, with a fairly im-
mediate response from the chan-
cellor of the Exchequer, George 
Osborne, in his budget speech. 
This has been an extremely valu-
able piece of work, which marked 
D� GHȴQLQJ� PRPHQW� LQ� D� PDUNHW�
that is changing rapidly.

'LΉHUHQWLDWLRQ
Drawing on the collective mar-
ket experience of 2014, one vital 
consideration in 2015 will be the 
ability of individual organisations 
WR�LGHQWLI\�WKHLU�SRLQWV�RI�GLΉHUHQ-
tiation from competitors. If 2014 
showed one thing it is that the 
market is going to become even 
tougher and companies therefore 
need to play to their strengths. 
This may be through claims ex-
pertise and the ability to manage 
FODLPV� VLWXDWLRQ� HɚFLHQWO\� DQG�
HΉHFWLYHO\��RU�EUHDGWK�RI�SURGXFW�
RΉHULQJ�� %XW� RIWHQ� RYHUORRNHG�
factors such as service standards 
and immediacy of response will 
EH�SRLQWV�RI�GLΉHUHQWLDWLRQ�

At a time when the market is be-
coming tougher still, immediacy of 
underwriting response will become 
ever-more important in maintain-
ing and increasing market share. 
Achieving what sometimes appear 
to be the service basics, such as 
being available when brokers and 
clients want to trade and ensuring 
underwriters with appropriate 
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It is hard to see 
how a single 
event could 
change the 
status of the 
market. It is 
likely to involve 
a combination 
of an insured 
loss emanating 
from unmodelled 
events, fiscal 
and/or economic 
change and 
judicial and/or 
political change


