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Market Trends

Insurance-linked securities (“ILS”) offer an attractive risk return profile 
as a diversifying component within a broader fixed income portfolio

By bridging the insurance and capital markets, ILS are creating a 
range of attractive investment opportunities previously unavailable to 
those outside the insurance industry

Since 1997, approximately $42 billion in worldwide insurance and
reinsurance capacity has been created through the issuance of ILS, 
with much of the issuance linked to both natural catastrophe perils as 
well as life risks

A broad universe of investors have committed capital and resources 
to the sector
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ILS market to be a substantial market

ILS is growing at a high rate 

The ILS market is based on a broad set of perils and 
has moved away from a quasi-retrocession market to 
an investor-based market

Swiss Re is a leading participant both in volume as well 
as breadth and depth
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New issuance in 2007 YTD 
already exceeds that of 2006 
positioning the sector for 
another year of solid growth.  
Total non-life bonds 
outstanding are 
approximately USD 14 billion

Total non-life bonds outstanding, by year*



Swiss Re Financial Services
Page 6

14 USD billion 
outstanding

As of October 15, 2007
Source: Swiss Re Capital Markets

Total ILS capacity 
being provided 
directly by the 
capital markets in 
varying formats is 
estimated around 
$50 billion of which 
approximately $25 
billion represents 
natural catastrophe 
risk.

Non-traditional 
Investors

Traditional 
Fixed Income 
Investment 

Grade 
Investors

New Perils?

Non - life Life

Credit and 
Motor 

Insurance

Quota Share/ 
Side Car 
Vehicles

Club Deals

Collateralized 
Insurance and 

ILWS

Surplus Relief 
e.g. Reg XXX

Embedded 
Value

Life Cat

25 to 30   
USD billion

Life 
Settlements

20 to 25
USD billion

Cat Bonds

ILS Market: Market Segmentation and 
Size
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Risks Securitized Since 1997

As of October 15, 2007
Source: Swiss Re Capital Markets

XXX 22% ($8,880mm)

Embedded Value 13% ($5,448mm)

Multiperil 18% ($7,408mm)

US Wind 14% ($5,733mm)

Other – Life 6% ($2,617mm)

CA EQ 7% ($2,689mm)

JA EQ 3% ($1,229mm)

Extreme Mortality 5% ($2,059mm)

Euro Wind 3% ($1,093mm)

Auto 2% ($847mm)

New Madrid <1% ($226mm)

Mexico EQ <1% ($190mm)

Taiwan EQ <1% ($100mm)

Industrial Accident 1% ($405mm)

Pacific NW EQ 1% ($600mm)

Credit Reinsurance <1% ($305mm)

JA Typhoon 1% ($400mm)

Event Cancellation <1% ($256mm)

AXXX 1% ($590mm)
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Investor Segmentation

Capital market 
investors now 
dominate the ILS 
investor base, 
including large 
institutional money 
managers and many 
funds dedicated to 
the sector.

Dedicated cat funds, money managers and hedge funds have 
increased their participation in the sector in recent years

By Type

Money
manager

22%

Dedicated fund
40%

Hedge fund
15%

Insurer
4% Reinsurer

4%

Bank
15%

United States
63%

Europe
24%

Bermuda
9%

Japan
4%

Canada
>1%

By Region

As of October 15, 2007
Source: Swiss Re Capital Markets

Australia
>1%
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Investor Landscape

USD millions

Hedge funds are increasingly dominating the sector 
– Committing significant amount of capital
– Setting up reinsurance vehicles
– High risk tolerance with high return expectations
– Generally, will take other non-cat risks (life, aviation, terrorism, etc), whether 

or not in rated bond form
– Aggressive pricing

Traditional money managers still interested in ILS
– Require ratings from rating agencies
– Generally like lower expected losses (<2%)
– Renewed interest in committing significant capital

Dedicated ILS funds are the largest investors in the sectors
– Usually aim to have diversified portfolio across risks
– Will take risk across the capital structure
– Some can invest in bonds only, while others can invest in multiple formats (ie 

ILWs, derivatives)

Banks are increasing their interest
– Generally invest in investment-grade insurance-linked securities
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• Different points on a curve represent efficient risk/return profiles of different 
investment portfolios

• Goal: Maximise the ratio of Return/Risk subject to risk constraints

Investor Diversification

Standard Deviation

100% Stocks

0% Insurance Linked Securities

5% Insurance Linked Securities

10% Insurance Linked Securities

100% Bonds

Goal

Returns
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1.  The Sponsor enters 
into a financial contract 
with a Special Purpose 
Vehicle (SPV)

2.  The SPV hedges the 
financial contract by 
issuing Notes to 
investors in the capital 
markets

3.  Proceeds from the 
securities offering are 
invested in high quality 
securities and held in a 
collateral trust

4.  Investment returns are 
swapped to a LIBOR -
based rate by the 
Swap Counterparty

5.  In some transactions, 
principal and interest 
on the Notes may be 
guaranteed by a Note 
Guarantor

SPVSPONSOR Investors

Investments

Swap 
Counterparty

Principal
& interest

Cash 
proceeds

Premium

Contingent
claim payment

Notes

Investment
earnings

Scheduled
interest

Investment
earnings

1 2

3

4

Typical Cat Bond Structure

Note 
Guarantor

Financial Guarantee

5
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Cat Bond Trigger Types

An indemnity transaction is based on the 
actual losses of the sponsor

An industry index transaction is based 
on an industry-wide index of losses (e.g., 
Property Claim Services or “PCS” in the 
United States)

A pure parametric trigger is based on 
the actual reported physical event (i.e., 
magnitude of earthquake or wind speed 
of hurricane)

A parametric index is a more refined 
version of the pure parametric trigger 
using more complicated formulas and 
more detailed measuring locations

In a modeled loss transaction, losses 
are determined by inputting actual 
physical parameters into an escrow 
model which then calculates the loss

In a Modeled Industry Trigger 
Transaction (“MITT”)*, industry index 
weights are set post-event using modeled 
loss techniques

* Developed and patented by Swiss Re
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ILS Risk Monitoring

Nat-Cat Activity can be monitored through a number of reporting 
agencies.

Some of these reporting agencies have free automated email 
systems that will notify subscribers of any Wind or Earthquake 
activity instantaneously.

– US Wind:  The National Hurricane Center (NHC)

– Euro Wind:  UK Metrological Office, Meteo France, 
Deutscher Wetterdienst (DWD)

– US Quake:  U.S. Geological Survey (USGS)

– Japan Quake:  Japan National Research Institute for 
Earthquake Science and Disaster Prevention (NEID)
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Most wind events develop over time

For example, many North Atlantic hurricanes form off the 
west coast of Africa

Increase in intensity as they drift across the Atlantic

Either reach United States or begin to dissipate 7-14 days 
after formation

During this period, ILS bond market is updating prices

Updating estimates of making landfall

Updating estimates of losses given landfall

Depends on path and intensity of hurricane and 
geographic exposure of ILS bonds

Event Monitoring
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Contact Information

For additional information, please contact:

Brian O’Hearne, 212-317-5516

Managing Director, Head of Americas

Environmental and Commodity Markets

Swiss Re Capital Management and Advisory

Brian_OHearne@swissre.com

Luca Albertini, 44 207 933 4155

Managing Director, Financial Services 

London, UK

Luca_Albertini@swissre.com
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Important Notice

This information is issued by Swiss Re Capital Markets Corporation ("SRCM Corp") and Swiss Re Capital Markets Limited 
(“SRCML”), together Swiss Re Capital Markets (“SRCM”). SRCM Corp is a member of the National Association of Securities Dealers, 
Inc. (“NASD”) and the Securities Investor Protection Corporation (“SIPC”), and is regulated by the NASD. SRCML (FSA Register 
Number 187863, VAT Registration number 244797524) of 30 St Mary Axe, London, EC3A 8EP is a company authorised and 
regulated in the conduct of its investment business in the UK by the Financial Services Authority (“FSA”) and is entered in the FSA’s 
register. The FSA's website http://www.fsa.gov.uk/ contains a wide range of information of specific relevance to UK customers and 
provides access to the FSA register. This information is only intended for professional investors. Persons who receive this 
communication who are not professional investors should not reply or act upon its contents. The investments and investment services 
referred to are not available to private customers within the meaning of the rules of the FSA. Persons dealing with SRCML outside 
the UK are not covered by all the rules and regulations made for the protection of investors in the UK, and may not have the right to 
claim through the UK's Financial Services Compensation Scheme. This information is confidential and proprietary to us and is solely 
for your use and is not intended for any further dissemination. This document remains our property and must be returned to us on 
request and any copies you have made must be destroyed.  It may not be reproduced or circulated without our written permission 
and may not be distributed in any jurisdiction where such distribution is restricted by law or regulation. Nothing in this document 
should be construed as legal, tax or investment advice nor interpreted  as recommending any investment in any particular product, 
instrument or security and should not be relied on as the sole source of information upon which to base an investment decision. 
Unless otherwise agreed in writing, SRCM and its affiliates (“Swiss Re”) are not acting as your financial adviser or fiduciary. This 
document is for information purposes only and does not constitute an invitation or inducement or an offer or commitment, a 
solicitation of an offer or commitment, or any advice or recommendation, to conclude any transaction. While information herein has 
been obtained from sources believed to be reliable, we do not represent it to be accurate or complete. The information contained
herein includes illustrations, estimates and projections and involves significant elements of subjective judgment, assumptions and 
analysis. Any views or opinions (including illustrations, estimates, statements or forecasts) constitute our judgment as of the date 
indicated and are subject to change without notice. No representation is made as to the accuracy of such illustrations, estimates or 
projections or that all assumptions relating to them have been considered or stated or that such projections or returns will be realised. 
The returns or performance results may be lower than estimated herein. Note that past performance is not indicative of future results.  
The information contained herein does not purport to contain all of the information that may be required to evaluate such solutions 
and you are encouraged to conduct independent analysis of the data referred to herein. We do not undertake to update this 
document.  Before you enter into any transaction, you should ensure that you fully understand the potential risks and rewards of that 
transaction and you should consult with such advisers as you deem necessary to assist you in making these determinations.  Neither 
of us should rely on any representation or undertaking inconsistent with the above paragraphs. SRCM is not authorised to arrange
insurance or reinsurance products, and if any such solutions are required an appropriate entity within the Swiss Re group would 
arrange or provide such product.


