
Market Update
This Market Update is being written at a time of great enthusiasm and vim.  A broad 

range of indicators showed positive signs for much of 2019 and the sense of momen-

tum amplified as 2020 approached.  Nothing we have seen or heard so far this year 

quenches our optimism that trading conditions in Lloyd’s are the most favourable for 

a number of years.  Of course, there are some areas of the market that are performing 

better than others and these segments will be addressed as we reflect and comment 

on:

1. Market conditions at 1st January and expectations for the future

2. Reserve analysis 

3. Review of prior years – 2017, 2018 and 2019 

4. Detail on the Lloyd’s Blueprint and the strategic choices facing managing  

 agents

5. Identifying future opportunities

Should readers have any questions or queries about any other relevant items, please do 

not hesitate to contact either the research team – whose details can be found on the left 

of this page – or your usual Argenta contact.

The Market and Lloyd’s as at 1st January 2020

The renewal season at 1st January continues to be an important part of the annual 

business cycle for syndicates at Lloyd’s.  More than 20% of business at Lloyd’s is rein-

surance and around 50% of that has an annual renewal date of 1st January.  A number 

of the larger reinsurance brokers make their commentaries available online, and we met 

with a number of the leading reinsurance underwriters in the early part of January to 

take their views on the renewal season.  The reinsurance market has lagged behind in-

creases for direct business and also for retrocessional business (retro) (that is, reinsur-

ance of reinsurance) in what is widely described a “U-shaped” market, as the illustration 

on page 2 indicates.  This trend has continued with the 1st January renewals, but there 

are reasons to be cheerful about how the market is expected to develop in 2020.
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It was not a surprise that reinsurance underwriters reported mixed experiences at renewal.  Clean renewals were 

generally flat, especially for territories such as Europe and Asia, although there were increases on average for 

the US book.  Although the reinsurance industry was loss making in 2017 and 2018, there has not been a broad 

increase in rates across territories and classes, instead there is a reluctance for good accounts to pay increased 

prices to recover losses elsewhere in the portfolio.

Most underwriters commented that, in the reinsurance market, the more interesting renewal dates will be those 

that are more complicated – specifically renewals challenged by loss activity in 2019, such as Japanese and Gulf of 

Mexico exposed insurers.  These renewal dates fall later in the year.  Japanese reinsurance typically renews at 1st 

April and much US regional (including Floridian) and Caribbean reinsurance treaties renew in June and July.  The 

general expectation is that there will be more comprehensive pay-back for reinsurers in these renewals later in the 

year and that the middle of the U-shaped market will rise to a level more commensurate with the buoyant primary 

and retro markets.

Two positives from the U-shaped market that has been in existence for the last year or so are that the primary and 

retro markets are seeing very positive trading conditions.  Hyperion – a broker – estimated that, in some January 

renewals, retro rates were up as much as 40% and in some classes the direct market is seeing a similar story.  

Whilst the retro market is being driven by a relative retraction in insurance-linked securities (ILS) due to trapped 

capital and a cooling of investor appetite, the direct market is being driven by familiar forces such as the restricted 

appetite of AIG and FM Global, as well as the robust performance management measures that Lloyd’s put in place 

at the end of 2018.  These impacts continue to be felt and, in the direct market, some underwriters are talking about 

the most attractive conditions seen since 2001.  There is widespread belief that this rally will continue through the 

year and into 2021.

On Lloyd’s, one point worth mentioning is the impending departure of Jon Hancock.  Mr Hancock has been a key 

driver of syndicate performance oversight since he took up his position in late 2016.  His presence has been keenly 

felt in the market in recent years as he has been central to Lloyd’s firm grip on business planning – feeding through 

into better trading conditions in the market.  Several voices in the market have expressed surprise, not at the idea 

of his departure, but rather at the timing of it.  A lot of work has gone into the turnaround we are all starting to see, 
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but the fruits of this labour are still ripening and will start to be harvested throughout 2020.

Nevertheless, Jon Hancock leaves Lloyd’s in a far stronger position than it was when he joined, and for that we all 

applaud his diligence and clarity of thought.  We wish him well in the next stage of his career – Mr Hancock has 

confirmed he is seeking a commercial role with “hard P&L business accountability” and his precise departure date 

from Lloyd’s is still to be confirmed, but it is expected during 2020.  We will monitor Lloyd’s progress in appointing 

Mr Hancock’s successor with keen interest.

Reserving Judgment 

Lloyd’s syndicates have enjoyed a remarkable run of favourable results from reserves.  For the Lloyd’s market in 

aggregate, reserve releases since 2005 exceed £14 billion on a GAAP basis.  All years in this period have produced 

a prior year surplus, although it was preceded by three years where reserve levels were, in aggregate, inadequate. 

Looking at the traditional three year underwriting account, members have seen results improve by an average of 

4.2% of capacity over the closed years 2005 to 2016.  The eleventh quarter forecasts for the 2017 account show 

an expected release of 2.6% of capacity, and our experience has been that these releases have tended to increase 

when managing agents complete their reinsurance to close processes.  

Nevertheless, across the insurance and actuarial industries there are concerns that reserve levels have been al-

lowed to run down and that there can be no certainty that the levels of reserve redundancy of the past decade will 

continue into the next one.  In particular, so-called social inflation is increasing US casualty claims’ costs, and this 

phenomenon is also becoming a factor in the UK, Ireland, Australia and Canada.  Particularly in the US, jury awards 

are increasing under the combined impacts of hard-hitting plaintiff attorneys and more consumer friendly juries.  

The emergence of litigation funding as an alternative asset class has led to better funding of the plaintiff bar.  Here, 

third parties can provide some or all of the costs of litigation in return for a share of the total award.  Bloomberg 

estimates that US$9 billion has been committed to this industry.  There has been an 18% average annual increase 

in the level of court awards made by US, as shown in Chart 1 below. 

Chart 1
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It was against this backdrop that the Prudential Regulation Authority (PRA) wrote to all chief executives and chief 

actuaries of UK general insurers, including all Lloyd’s managing agents, setting out its priorities for the sector in 

2020.  This included a focus on reserve adequacy and associated reserving governance and controls.  In particu-

lar, the letter drew attention to management challenge on actuarial judgement at a time of heightened commercial 

pressure.  The implication is that some businesses may be leaning on the actuarial function to manufacture better 

results out of old years when the pure years are marginal at best.

What makes this a particularly relevant matter for Lloyd’s is the increasing quantum of casualty premium being 

written.  Since 2010, aggregate casualty premiums at Lloyd’s have increased 36% (Chart 2).  There have been de-

creases in the levels of aviation, energy and motor business, while reinsurance and marine have grown more slowly 

than the market has in aggregate.  The most significant growth has been in direct property business (up 58% since 

2010) and in casualty business (up 98%).  In both cases, a large part of the increase is by way of business written 

under delegated authority agreements which put greater distance between the original insured and the underwriter.

Chart 2

This shows that casualty risk is growing as a class at Lloyd’s.  However, there are good reasons to believe that, in 

broad terms, the Argenta portfolio (the aggregate of syndicate capacity supported by members advised by Argenta) 
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sufficient funds in place to meet their future liabilities.

One way to measure the adequacy of reserves is to analyse the IBNR held by syndicates.  IBNR is a ‘set-aside’ 
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The ‘core’ syndicates in the Argenta portfolio hold large reserves relative to outstanding claims, as the table below 

shows:

2013 2014 2015 2016

Hiscox 33 93.1% 93.8% 83.1% 82.4%

TMK 510 64.4% 58.7% 70.4% 77.9%

Atrium 609 152.8% 155.2% 129.2% 113.2%

Beazley 623 185.0% 176.1% 173.1% 151.6%

MAP 2791 153.4% 167.5% 167.1% 188.0%

What this shows is that, for Atrium 609, in 2016, £1.13 is being held in IBNR for each £1 of outstanding claims, 

whereas TMK 510 is holding 78p.  There is no ‘right’ amount of IBNR to hold against outstanding claims, as it will vary 

with the mix of business written.  By way of reference, at the close of 2016, the Argenta portfolio held an average of 

69p for every £1 of outstanding claims.

A second test is to look at the level of claims development in the later stages of each underwriting year.  Chart 3 

below shows the development of incurred casualty claims for each year of account, expressed as a percentage of 

the position at 12 quarters.  The lines in grey are earlier years of account between 1999 and 2010 and provide some 

context to the range of development post-quarter 12.  Years where reserves are proving inadequate are at the top 

of the range.  Chart 3 below shows that 2011, 2012 and 2014 are running warmer in comparison to predecessors, 

although more recent years 2015 and 2016 are not currently looking exceptional. 

Chart 3
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Lloyd’s centrally is keen to underline how robust the reserving is and sets out a multi-stage process that ensures 

reserving is consistently strong.  

1. Syndicate level

• Under Solvency II, all syndicates are required to set reserves at least equal to actuarial best estimate.  

71% of syndicates include a margin over this best estimate. 

• Actuarial review of reserves.  All syndicates are required to have an independent signing actuary con-

firm the adequacy of the reserve position.  Currently, this independent review confirms that there is a 

significant surplus of reserves over the bottom-up assessment of syndicate liabilities. 

2. Lloyd’s market level

• Lloyd’s analysis concludes that overall market reserves are above the 75th percentile, providing a 

healthy margin above the best estimate.

• An independent review of reserves which confirms reserve adequacy and the level of surplus estimated 

by the Corporation. 

We will be looking hard at reserving for all syndicates at the year-end and will report further.  Syndicates with larger 

casualty accounts will be a particular focus of our scrutiny.  Our continued preference is for syndicates that exhibit 

stable reserving, resulting in more prior year surpluses than deficiencies.  Our expectation is that reserve releases 

will continue, but at a lower level than the bumper releases we have enjoyed over the past decade and a half.

The 2017, 2018 and 2019 Years of Account

Managing Agents are currently busy completing their year-end processes and at the end of 2019, the 2017 year 

of account will close at a loss for the Lloyd’s market.  Between the end of 2018 and September 2019 – the eighth 

to eleventh quarters of the 2017 year of account – the midpoint loss improved by an average of two percentage 

points for our clients.  We are optimistic that the final position will be a little better again when the final numbers 

are delivered in March, especially as the full year investment income is likely to be better than most expected.  

Our current projections have the average loss for Argenta clients at 6.7% of capacity, compared to the Managing 

Agents’ current forecasts which show an average loss of 7.6% of capacity.  We expect 2017 to be the worst year 

in the current cycle, with private capital results better in loss making conditions just as they have been throughout 

the profit part of the cycle.

2018 is also currently forecast to be a loss.  Again, we would hope that this will improve in the final year of devel-

opment, and an overall breakeven result is still possible at closure at the end of 2020.  Our midpoint forecast for 

Argenta clients is currently a loss of 0.6% of capacity, compared to the Managing Agents’ forecasts for a loss of 

3.3% of capacity. 

As noted in our recent Chairman’s letter, 2019 was not completely free of catastrophic activity; a category five hur-

ricane caused devastation in the Bahamas, but spared the mainland of the USA.  Two significant typhoons buffeted 

Japan and the year ended with some of the worst and largest wildfires burning enormous parts of the Australian 

states of Victoria and New South Wales, with tragic human and wildlife consequences.  Overall, however, it seems 

that the insured catastrophe loss tally for the year will be lower than average and a long way below the record levels 

of 2017.  Munich Re published an estimate in early January for total 2019 insured natural catastrophe claims of 

$52bn, which is far below the $138bn of 2017 and $80bn in 2018.
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There is still some way to go on the 2019 year of account, with much business remaining on risk, but initial 

indications are that the market will return a respectable profit by the time the account closes at the end of 2021.  

Our current estimate for the average result for our clients is a profit of over 6% of capacity.  There will be a number 

of preliminary forecasts included in the 2019 syndicate annual reports, but there is no requirement for Managing 

Agents to make formal forecasts for each year of account until the fifth quarter (using data as at 31 March 2020).  

These first estimates will be released in May.

The prospects for the 2020 account are the best for a number of years as the underwriting conditions continue to 

be very favourable.  Our current projections, which at this stage include an assumption of an “average” catastrophe 

year, show an average profit for our client portfolios of 8.8% of capacity.  We will update this figure throughout the 

year depending on reserve development, loss activity and syndicates’ performance against plan. 

Lloyd’s Blueprint – Current Position and Impact on Private Capital

Lloyd’s is deeply committed to the ideas introduced in the Future at Lloyd’s prospectus and the subsequent Blueprint 

1 paper.  In December 2019, it was announced that Lloyd’s has raised £300m in senior debt to fund the programme 

of transformation that will arise from these broad-ranging market consultations.  The purpose is to allow Lloyd’s to 

fund the innovation without the need to increase market levies.  John Neal has invested such political capital in the 

innovation agenda that the duration and success of his tenure as CEO of Lloyd’s will be determined by the changes 

he is trying to shape.

On 27th February, Lloyd’s will move to the next stage of the process when Blueprint 1a will be published, providing 

an update on progress in this transition phase before the initial pilots are launched.  Of course, Argenta will keep our 

clients informed of what is in Blueprint 1a, but until then, the runes we are reading in the market do warrant sharing 

at this early stage because some of the concepts could have a material impact on how Lloyd’s and the Managing 

Agents operate in the very near future.

Syndicate In A Box (“SIAB”)

SIAB was explained in Blueprint 1 as “a new way to bring innovative new syndicates into the Lloyd’s market and 

give them the best chance of success”.  Certain tests need to be met for a SIAB to be given approval by Lloyd’s, 

including:

• An ability to promptly achieve profit and expense ratio targets

• An accretive or innovative contribution to Lloyd’s

• Aspiration to become a full syndicate, but start with less than £100m gross written premium in year one, 

to limit the risk to the market

• Limited exposure to Lloyd’s peak perils (being US wind and earthquake, Japanese typhoon and earthquake 

and European wind)

• A short-tail to allow prompt assessment of profitability.

It is expected that some SIABs may seek support from third party capital, although the first confirmed SIAB is a 

Munich Re vehicle looking to write parametric covers and renewable energy risks.  Given that this syndicate is 

wholly aligned to its parent, there is no opportunity for third party capital.  Nevertheless, future SIABs may seek 
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support from third party capital and Argenta will endeavour to source, review and (where relevant) present such 

opportunities to our clients.  We are very excited about the opportunities presented by the SIAB concept and feel 

that its enterprising ethos maintains Lloyd’s very close links to balancing risk and reward.

One of the key themes of SIAB is speed and flexibility.  Lloyd’s has talked of using SIABs to test new ideas and 

strategies in the market in as safe an environment as possible.  This includes a streamlined entry process – 90 days 

compared to 6-18 months for a traditional ‘full’ syndicate – as well as a robust path after three years of trading.  All 

SIABs need to demonstrate, prior to being authorised by Lloyd’s, an exit-plan to cover each of the three possible 

paths that it may take:

1. Graduation to ‘full’ syndicate status; or

2. A cessation of trading should annual performance conditions fail to be met – thereby triggering a pre-determined 

closure or run-off plan; or

3. Reapplication for a further three-year period as a SIAB.

What this means for private capital is that, in 2020 and 2021, it is possible that some SIABs will seek support from 

our clients.  When they do, there will likely be a very limited window for considering participation.  Lloyd’s will be 

assessing the business plan for the SIAB and it is anticipated that Argenta will be doing so at roughly the same time.  

The precise timings still need more clarification, but our expectation is that we may require a very prompt response 

from our clients as and when these opportunities arise.  

Lead / Follow – Modern Syndication of Risk

One of the key elements of Blueprint 1 which garners the most emotional response from managing agents is the 

concept of the new lead / follow model.  Lloyd’s is looking to transform the market – “modern, efficient and digitally 

empowered ways of working will enable risks to be syndicated by leaders operating to accredited world-class 

standards, with followers who trust them.”  This has been further developed with Lloyd’s and the Lloyd’s Market 

Association (LMA) to the extent that marine hull and casualty binders have been selected as the pilot lead / follow 

classes for 2021; the idea being to deliver better underwriting by leaders and making it cheaper and simpler to be 

a follower.

What this means is that each Managing Agent will choose whether to attest during the business planning process 

that they are capable of meeting ‘leader’ standards of underwriting, claims and regulatory compliance.  Lloyd’s 

will then oversee whether each Managing Agent is able to maintain these standards – if they are, they can be 

considered a leader.  Lloyd’s has said that it believes a number of firms already meet the leader criteria – most likely 

the A-rated syndicates in our client portfolios.

Less clear is the potential impact on Managing Agents whose underwriting teams do not, or cannot, reach ‘leader’ 

status.  In 2021, the pilot will focus on two line of business (being marine hull and casualty binders) only – but our 

initial expectation is that a number of underwriting teams who today consider themselves as leaders will ultimately 

trade as followers.  If the pilot is successful, then this bifurcation will be rolled out to more lines of business until the 

whole market is split into leaders and followers for each class of business. 
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Lloyd’s is at pains to identify upsides for followers, including improved standards and performance as demonstrably 

more suitable leaders will be leading; opportunities to reduce costs as follow classes and syndicates will require 

less infrastructure (e.g. people such as wordings teams, claims or risk engineers); the ability to test the market in 

new areas without committing the significant investment of a full underwriting team; and less oversight from Lloyd’s 

for follow classes.  What is less clear is the pathway for syndicates that are resourced as leaders who will ultimately 

fall into the follow cohort.  It is likely that these are the 4th and possible 3rd quartile performing syndicates – or 

at least in many of the classes within these syndicates.  The question that seems pertinent is around how these 

underwriters will morph into followers and whether they will be willing to make these adjustments.  Whilst change 

is often a constant in the world today, it seems like a rocky path to push certain classes at certain syndicates into 

follow-only status.  There will likely be some that see the opportunity and become better followers very quickly – 

and Beazley’s Smart Tracker Syndicate 5623 is an early example – but others are likely to drag their feet and so 

erode value and impair performance.

In summary, lead / follow seems to offer

• Good opportunities for those true leaders – the cream of the cream

• Good opportunities for nimble and humble operators who embrace the opportunities afforded by following

• Uncertainty for the marginal leaders and those unwilling or unable to be good followers

Of course, as ideas coalesce and pilot studies start to be implemented, Argenta will keep our clients informed.

Future opportunities  

Many of our clients closely followed our syndicate selection recommendations, including Beat Syndicate 4242 and 

Beazley 5623.  We believe that these two syndicates, as well as the rest of the panel that we recommend, are very 

well positioned to create positive, attractive returns for our clients.  The horizon is constantly being scanned to 

ensure that as many strong opportunities are presented to our clients as possible – the key issue here being strong 

opportunities.  In the last few months, a number of syndicates have ceased trading and others have started their 

lives at Lloyd’s.  Examples of the former include Neon 2468, Pioneer 1980, Acappella 2014 and Vibe 5678 – and of 

the latter, Victor Syndicate 2288 and AIG’s high net worth Syndicate 2019.  There are also a handful of syndicates 

that are supported by third party capital that continue to do business without any advised capacity from our clients.

As we proceed through 2020, the research team at Argenta will be analysing all syndicates that might accept third 

party capital – including start-up SIABs – to ensure that the best opportunities are presented to our clients for their 

2021 underwriting.  There is much change in the market and, whilst we are very confident of the enduring position 

of Beazley, Hiscox, Atrium, MAP, QBE and others of their ilk, the dynamic in the market outside the top quartile 

indicates that new or alternative opportunities may be recommended in the near future.  Our guiding principle 

remains to work in our clients’ best interests, to judiciously review opportunities and communicate our analysis as 

diligently and clearly as possible.  We remain available for further discussions at our clients’ convenience and are 

very keen to share our conclusions at all times.
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