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UPfront

JLT named best Lloyd’s 
insurance broker
 
JLT has been voted Lloyd’s Broker of the Year in Reactions’ 2017 Lloyd’s 
Broker Survey. Reactions is one of the insurance industry’s leading 
reinsurance magazines, and the award was made as a result of interviews 
carried out with more than 100 senior Lloyd’s underwriters.

JLT featured in the top five in all six of the survey’s insurance broker 
categories, including second place for contract certainty within the  
Lloyd’s market.

JLT Re also ranked in the top five in every reinsurance broker category, 
with three top-three rankings. “JLT evidently has a very strong offering in the 
Lloyd’s market,” says JLT CEO Dominic Burke.

He puts JLT’s success down to building the right corporate culture, 
investing in people and recruiting technical expertise to ensure JLT puts  
the right skill sets in front of clients.

“We aspire to be the world’s leading specialty insurance broker, defined 
by respect, capability and deep-seated technical skills,” says Burke.

JLT Specialty Energy also won Insurance Broking Team of the Year.  
Lucy Clarke, CEO of JLT Specialty Energy, comments: “We have 
experienced some of the most extreme market and industry conditions in a 
generation, and the determination and resilience of this team in spite of such 
challenging conditions has been amazing.”

Separately, JLT Specialty has been voted the top political violence broker 
by political violence underwriters, according to a study of the terrorism 
insurance market by The Insurance Insider’s rankings team.

The Insurance Insider’s Political Violence Rankings Survey 2017 is a  
league table of underwriters and brokers generated by the publication’s 
rankings business.

AWARDS

For more information, please email jltspecialty@jltgroup.com

GLOBAL CONFERENCE

JLT to host Food & Agri 
Conference in 2017
 
JLT Specialty is hosting its first international Food & Agri Conference in 
Madrid from 8-10 November 2017.

Key speakers from the insurance and food and agri industries will 
discuss a wide range of insurance and risk issues with a focus on product 
safety, reputation, supply chain and emerging risks.

The conference, to be held at the Silken Puerta América Hotel, will 
provide a unique opportunity for JLT and preferred insurers and professional 
advisers to deepen relationships with each other, clients and prospects. 

Additionally, it will provide a platform to share ideas and learn more  
about emerging risks, smart decision-making and innovation in risk 
management strategies.

We aim to arrange a number of smaller workshop sessions to discuss 
what is important to clients and where services might assist.

To register your interest, please email helen_popple@jltgroup.com

SPONSORSHIP

A successful six months for JLT’s 
sponsorship partners
Building on the sporting successes of 2016 was always going to be a 
challenge but, in the first six months of 2017, JLT’s sponsorship partners have 
already delivered a World Championship bronze medal and victories on two 
wheels both at home and overseas.

Lizzy Yarnold returned to race action with the British Skeleton team after a 
12-month sabbatical and delivered a medal in the IBSF World Championships 
in Germany in March, finishing only 0.73 seconds behind the two local 
German athletes. Preparation now focuses on next year’s Winter Olympics in 
Pyeongchang, South Korea.

JLT Condor began the New Year with wins in Australia and New Zealand 
and followed these up with stage wins in races in Croatia and Taiwan. Back on 
 home soil, new signing Brenton Jones has shown his sprinting abilities with 
several wins in the criterium form of road racing in which the team specialises. 

For all the latest news and information, follow @teamjltcondor on twitter

Image by Mike Varey
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INSURANCE ACT

Airmic says more work 
needed on Insurance Act
The UK’s insurance and risk management association Airmic has said 
market practice has a long way to go before insurance buyers take full 
advantage of the Insurance Act, which came into force on 12 August 2016.

In its analysis of the Act’s impact, Airmic found “inconsistencies, 
uncertainties and potential shortcomings” in the way the market has 
responded to the new regime.

The reform of insurance contract law has not increased the levels of 
insurer and buyer engagement as was hoped, according to Airmic.  
Instead, the focus has been more legal and contractual, it said.

Airmic warned that a common interpretation of the law is yet to emerge, 
which could potentially create “unnecessary uncertainty” around the 
outcome of claims.

It concluded that more work needs to be done by the market in a 
number of areas, most notably around fair presentation of risk, proportionate 
remedies and conditions precedent.

“We urge Airmic members and the wider market to remember the Act’s 
guiding principle – a greater understanding of risk by all players.”

JLT will be hosting a two-hour workshop with Airmic on the basic 
principles of insurance-related law, and how these practically affect the 
operation of key insurance policies on 27 July 2017.

The workshop will concentrate on the key principle of indemnity and 
how this can affect claim settlements, and the importance of establishing 
proximate cause.

For more information, email graham_terrell@jltgroup.com

CHARITY PARTNERSHIP

RISK MANAGER SURVEY

Articulating the value of insurance is a 
challenge, survey shows
JLT, in partnership with Airmic, has conducted a comprehensive survey after 
being faced with the conundrum of how to make insurance more interesting 
and strategically relevant in an organisation.

The study concluded that risk and insurance managers find it challenging 
to explain the value and strategic importance of insurance – 47 per cent of 
risk managers find it hard to articulate the value of what they do.

The study suggests that one way risk managers can articulate value 
effectively is to translate boring insurance jargon into corporate language that 
is understood by the board, executive management, business units and joint-
venture partners. 

JLT believes, by having the right conversations with the right stakeholders, 
the value and importance of risk management will be recognised beyond 
buying insurance policies.

To download the full report, visit www.jltspecialty.com/insurancevalue

JLT Specialty is partnering with Alzheimer’s Society 
to raise £50,000 to help combat dementia.

Dementia is the leading cause of death in women 
in the UK and the third-leading cause for men, yet 
nearly half of people with dementia go undiagnosed. 
Worldwide there are 7.7 million new cases diagnosed 
every year. By 2030 there is expected to be over 
75.6 million sufferers worldwide.

Alzheimer’s Society aims to develop awareness 
and understanding of dementia, improve the quality 
of life for those with the condition and fund research 
into improved treatments. While some treatments 

can help people live with their symptoms, there are 
currently none that slow or stop diseases such  
as Alzheimer’s.

“One in six people over 80 in the UK have 
dementia but it can begin as young as 30, so we 
are proud to assist Alzheimer’s Society with their 
vital work,” says JLT Specialty Chairman Adrian 
Girling. “We look forward to supporting their 
initiatives through fundraising and volunteering  
over the course of 2017.” 

To date, JLT Specialty has raised £45,000 for 
Alzheimer's Society.

To find out more, visit www.jltspecialty.com/alzheimers 

JLT launches campaign to 
tackle dementia7.7m

new cases of dementia 
every year worldwide

1in6
people over 80 in the  
UK have dementia

£50k
JLT Specialty’s target to  
help combat dementia

mailto:graham_terrell%40jltgroup.com?subject=
http://www.jltspecialty.com/insurancevalue
http://www.jltspecialty.com/alzheimers
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A top to bottom outlook on the insurance and reinsurance market

Soft markets and the rate 
reductions available for good 
risks have been with us for 

several years. Currently, we almost 
take it for granted that insurance 
must get cheaper every year, but 
there are signs this phase of the cycle 
might be coming to its end.

Although that doesn’t mean there 
will be rate increases in most classes 
anytime soon, there is definitely a 
flattening out of the downward curve 
in a number of sectors. Normal loss 
exposures with average risks are 
unlikely to see any hardening of rates 
this year. The distressed risks will start 
facing some challenges. However, we 
have already seen some international 
markets tightening up and new risks 
coming to London as a result.

Every client would be wise to 
start preparing themselves for some 
upward pressure on rates as we 
head towards 2018. Claims are in the 
pipeline – not catastrophes but still 
significant enough to start impacting 
rates as underwriters no longer have 
any margin to help them absorb 

losses. Only recently we have seen 
insurers withdrawing from sectors 
and Lloyd’s of London is increasing its 
focus on poor performing sectors.

Due to Cyclone Debbie, Australia 
experienced some major claims 
and there were several significant 
tornadoes in the US in the first quarter 
of this year, which continue to build 
strain into the market.

Even in the UK the sudden 
change to the Ogden rate caught 
the market by surprise. Of the many 
insurers who had factored in some 
change no one had expected it to be 
as big. Now it is already forcing motor 
insurance rates up and will also feed 
through to employers’ liability and 
personal accident covers.

The one challenge we all face as 
these pressures combine to force the 
market to turn is that we have lived 
with a soft market for so long that 
firms don’t have a corporate memory 
of insurance rates rising. Having 
early sight of underlying risks and 
any changes in the risk profile will be 
key in ensuring the right results are 

delivered for clients and relationships 
are maintained with underwriters and 
this is where the strong, long-term 
relationships will be important.

Expertise around Brexit is another 
topic of concern for clients; they 
want to retain access to the London 
market, its intellectual capacity, 
experience and breadth of coverage. 
Current threats are the additional 
regulation and tariffs making London 
uncompetitive for EU risks.

Ongoing uncertainties around 
Brexit mean we are working on a range 
of contingencies around possible 
Brexit journeys and scenarios. 

Valuable access to the London 
market for our clients is one of our 
main objectives.

Extra uncertainty has contributed 
to a calming down of the merger 
and acquisition (M&A) activity in the 
insurance market. Recently, there 
has been lot of private equity in the 
insurance sector so we haven’t seen 
the end of M&A in the market, but it 
looks like it’s staying subdued until 
the end of this year.

Words by PAUL KNOWLES
Chief Executive Officer of JLT Specialty

MARKETinsight
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Many underwriters in the airline 
market have been losing money 
for the past two or three years and 
their tolerance of the pain is running 
low. The rate reductions that have 
become almost expected as airline 
safety has improved over the past 
15-plus years can no longer be 
taken for granted. 

The losses hitting underwriters 
today are caused by attritional 
claims, which can be large for 
modern, hi-tech planes. They may 
be very safe but any damage – 
even minor – is expensive to repair. 
For instance, a bird strike on an 
engine a few years ago would 
have typically cost $1 million to $2 
million to repair. Now it might be 
$20 million. Similarly, the routine 
damage caused to planes by 
vehicles when they are on the 
ground costs far more to repair.  
This sort of damage used to be 
below the deductible but now it is 
going through it.

Underwriters are therefore 
getting picky about risks. They still 
offer attractive rates for good risks: 
top among them the fast-growing, 
low-cost airlines that operate to 
high standards with a preference 
for narrow-bodied aircraft, with 
correspondingly smaller liability 
limits required. Risks with high 
limits and/or poor loss records may 
experience a much tougher attitude 
from insurers.

Tips for buyers
There has never been a better 
time to crystallise partnerships 
with underwriters into long-term 
relationships. It is hard to say we 
are at the bottom of the market 
but we can be sure that if you 
wait for the bottom, you’ll miss it. 

Aerospace
NIGEL WEYMAN 
CEO of Aerospace, 
JLT Specialty

Cargo Casualty Real Estate
& Property

Mining Power Specie 
& Fine Art

The collapse of South Korean 
shipping company Hanjin last 
September is still reverberating 
around the market. Clients wanted 
guidance on how their policies 
would respond, which has been a 
sharp reminder of how important it  
is to ensure policy wordings cover 
all elements of the supply chain.

The current focus point in 
insurers’ minds at present is  
the risk of misappropriation.  
The London cargo market has 
suffered several large losses 
during the last 12-18 months 
and currently looking at policy 
language to clearly define 
misappropriation and, where 
appropriate, include policy sub-
limits and deductibles. For clients, 
it is important to have a robust 
stock monitoring and checking 
process to ensure they always 
have evidence of the existence  
of their goods.

Piracy continues to be a cause 
of losses in parts of the world.  
In South-East Asia recent incidents 
have been notable for the lack of 
kidnapped crew. It is important 
for owners and charterers to have 
a robust and appropriate piracy 
kidnap and ransom cover for all 
areas of the world. A standard 
piracy policy excludes cargo  
theft, and the cover must be built  
in separately.

Tips for buyers
Historically, it has been the age 
of the vessel that has attracted 
market attention, not the financial 
viability of the shipping company. 
Clients should consider adding 
the financial stability of their 
shipping line to their risk 
assessment as underwriters  
are likely to ask about this.

Cargo
JAY PAYNE 
Senior Partner, Cargo, 
JLT Specialty

Market conditions continue to 
provide a highly competitive solution 
for large, complex and/or capacity 
driven risks, with continued pricing 
reductions being seen although the 
level of reductions are seen to be 
reducing in percentage.

Facilities and managing general 
agent (MGA) arrangements appear to 
be a key focus for traditional London 
construction capacity providers in an 
attempt to maintain margins, market 
share and premium income. 

Loss frequency remains at 
relatively low levels.

Many big projects are looking 
for softer enhancements to cover, 
including innovative claims solutions 
and risk management.

Clients and brokers continue 
to challenge standard coverage 
parameters where flexibility from 
markets continues. 

Economic, financial and 
potential Brexit influences continue 
to be more likely influences to drive 
market conditions.

The construction market is often 
required to embrace enhanced 
technologies and we are starting to 
see our sector being tested with the 
evolution within industry of the use 
of robotics. 

There is a greater use of drones 
on construction sites and the 
market has adapted and developed 
some innovative covers for the risks 
they pose, especially through the 
London market.

The impact of the amendment to 
the Ogden rate will almost certainly 
impact on premiums, but traction has 
been slow.

Tips for buyers
Shop around more. Look at the 
options available. Clients should 
challenge the market to come up 
with innovations.

Construction
ALISTAIR URQUHART
Head of Construction Broking, 
JLT Specialty

Credit and political risk (C&P) market 
conditions are generally soft but with 
hard pockets. 

This reflects claims activity: post 
‘commodity super cycle’ mining and 
soft commodity pre-financing are 
challenging. Mozambique's default 
and expropriation in Colombia add 
to this with notified credit & political 
risk claims at an estimated $3 billion 
globally. Insurers remain hungry 
for state-sponsored infrastructure 
development, however.

Conditions in the terrorism 
and political violence (PVT) market 
and the kidnap and ransom (K&R) 
market remain soft and very 
favourable to clients, although the 
successful hijacking of ships off the 
horn of Africa (the first since 2011) 
is an interesting development and is 
being closely monitored by insurers. 
At this stage the attacks have been 
limited to small, unsecured vessels, 
travelling close to the coast, and 
have not affected market rates.

Latent concerns relative to global 
volatility remain the main driver of 
demand for credit and political cover, 
exacerbated by uncertainty post 
Brexit, Trump and in relation to the 
EU’s future. For banks, regulatory 
capital relief continues to be a major 
motivation. For corporates, prudent 
management against the backdrop 
of geopolitical and macro-economic 
uncertainty is a significant underlying 
driver. With PVT, there is a move from 
purchasing sabotage and terrorism 
to full political violence cover.

Tips for buyers
Request a 10-minute catch-up 
with one of the CPS specialists 
as both product and risk 
developments mean that policies 
you've relied on over the years 
may now be out of date.

CPS
EDWARD NICHOLSON
Senior Partner, Credit, Political  
& Security Risks, JLT Specialty
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There are some major £100-million- 
plus losses from cyber attacks that 
should act as a wake-up call for 
businesses that haven’t fully assessed 
and insured their cyber liabilities. 

These losses have been 
accompanied by more frequent 
smaller losses but don’t expect 
these to have a significant impact on 
premiums such as the huge upward 
adjustment in 2013.

There is a more rigorous attitude 
among underwriters as they scrutinise 
risks more closely. For instance, 
retailers without point-to-point 
encryption or firms that haven’t got 
tight control of outsourcing are finding 
it harder to get cover or are facing 
increased deductibles and lower limits.

The Internet of Things is emerging 
as a serious concern. Connected 
devices can be used by botnets to 
launch cyber attacks on firms, causing 
liability issues. A security flaw in a 
domestic microwave could lead to a 
complex claim involving reputational 
damage, product recall and extensive 
third-party liabilities.

Cyber crime and ransomware 
are also prominent among clients’ 
concerns, with about 25 per cent of 
new enquiries relating to crimes using 
phishing emails, for instance, to trick 
staff into paying fraudulent invoices.

It is important to ensure that 
crime policies – especially those 
covering social engineering fraud – 
and cyber policies don’t leave gaps 
or have unnecessary crossover  
and duplication. 

Tips for buyers
Stop hitting snooze on your 
cyber exposures. If you haven’t 
thought about them in a 
measured way, it is time to do 
so. New risks are emerging so 
continuous reassessment of 
exposures is essential.

Cyber Risk
SARAH STEPHENS 
Head of Cyber, Content and New 
Technology Risks, JLT Specialty

The directors’ and officers’ liability 
(D&O) insurance market is at a point 
of uncertainty unlike anything seen 
since the financial crisis for those in 
the banking sector or 2001 for the 
tech companies following the dot.
com bubble bursting in 2000. 

This month saw the first 
insurer withdrawal of note from the 
financial lines insurance classes 
in the past five years, with the 
insurer citing unsustainability and 
lack of profitability. While we are 
not forecasting this to be the first 
in a line of withdrawals, it is an 
indicator that greater scrutiny needs 
to be placed on future programme 
planning and counterparty scrutiny.

At the same time, sector/
geography specific claims trends 
that previously would have been 
weathered by the market have begun 
to result in changes to terms and 
conditions. Where this is relevant 
to clients of JLT, we are giving fair 
warning as early as possible to allow 
for longer-term budgeting.

Aggressive re-marketing efforts 
can still produce savings. However 
the returns are diminishing and the 
sacrifice of continuity of insurer is a 
concept to be treated carefully.

Finally, there were over 120 US 
securities class actions brought in Q1 
2017. Taken on an annualised basis, 
this would make 2017 the record 
year for claims of this nature and 
would eclipse levels seen in 2001. 

Tips for buyers
Look carefully at your budget 
for D&O insurance. Consider 
whether the quality of coverage 
and counterparty is more crucial 
than the price tag. Your policy 
is more likely than in the past to 
suffer claims; how comfortable 
are you with the insurer you  
have selected?

D&O
KURT ROTHMAN 
Senior Partner, Financial Lines 
Group, JLT Specialty

This is the softest market for 
many years as a consequence of 
underwriters finding themselves 
operating in an incredibly competitive 
environment. The market has to be 
close to the bottom as some of the 
premium reductions over the last 
year have been huge – 30 to 40 
per cent in some cases – and have 
eroded underwriting margins. 

Part of the reason for the 
competitive environment is the 
number of new players who have 
come into the market. There are now 
almost 50 underwriters for fine art 
and jewellery cover compared with 
less than 35 in 2012. New players 
have been attracted into the market 
because it has been a very profitable 
sector with a good claims experience 
in recent years. 

That growth does appear to be 
slowing, however.

There have been some large 
losses in South America, especially 
with cash in transit in Brazil and Chile, 
although in many other parts of the 
world cash in transit losses have 
been fairly benign. Part of the reason 
for this is that the organised criminals 
previously active in this area have 
been drawn to other targets such as 
cybercrime and wire transfer fraud.

There is still potential for 
coverage to be stretched further.  
For instance, in the jewellery industry 
third-party fidelity losses can now 
be covered for risks with a good 
claims experience, allowing greater 
protection for clients. 

Tips for buyers
With the market nearing the 
suspected bottom, now is 
the time to secure long-term 
arrangements. By locking in  
the low rates, this will give 
protection from any sudden 
upswing in rates. 

Fine Art & Jewellery
BARRY VICKERY
Senior Partner, Fine Art and  
Jewellery, JLT Specialty

We are not predicting any significant 
change in market conditions in 
the near future, although there are 
signs we may have reached the 
bottom of the cycle. Benign loss 
ratios in most marine classes have 
given underwriters scope for cutting 
premiums in recent years but those 
trends are flattening out.

One consequence of the soft 
market is that we have been through 
a period of corporate consolidation 
among insurers and further 
investments have been made into 
the London market, most notably 
from Japan and Qatar. There have 
only been two noteworthy markets 
that have withdrawn from the 
marine sector, both in New York.

The oversupply of capacity in 
the marine market and the collapse 
of hull values have ensured that 
rating levels have continued to drop 
in the past few years and, while 
some underwriters now attempt to 
stick to their models, the need to 
deliver on top-line revenue growth 
continues to apply downward 
pressure on ratings. 

Ship owners are also still enjoying 
lower protection and indemnity  
(P&I) costs. The International Group 
of P&I Clubs saw rates reduce 
during the P&I renewal season 
earlier this year although this will 
not have any tangible impact of the 
very strong financial position of the 
mutual P&I system.

Tips for buyers
The prevailing market conditions 
provide a good opportunity to 
purchase additional coverage 
and protect revenue streams 
cost- effectively. It is also 
possible to protect future net 
asset values for certain types 
of vessels, which can benefit 
owners’ financing structures. 

Marine
SEAN WOOLLERSON
Senior Partner, Marine,  
JLT Specialty
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The market has become softer as 
competition has intensified. A few 
years ago there were only five or six 
insurers offering cover for warranties 
in a sale agreement. Now there are 
13 to 14. As a further consequence 
of this increased market capacity 
and subsequent competition, 
there are some significant policy 
enhancements and extensions of 
coverage available to clients. We are 
seeing low risk known issues – such 
as tax and legal liabilities – being 
covered for no extra cost and limits 
increasing for the same premium.

A year or two ago it was fairly 
black and white in terms of what 
was excluded and what was 
covered. Now clients can get 
coverage for things previously never 
offered and some things that were 
previously uninsurable.

It is now also possible to 
include US-style coverage (that 
has been developed to respond 
to a more litigious climate) within 
UK policies, which was never 
done before. This extension of 
cover married with the continued 
drop in premium rates has drawn 
more clients into the market. 
Traditionally, only about 5 per 
cent of corporate transactions 
used this type of insurance – now 
that percentage is pushing up 
towards 20 per cent. It is especially 
attractive to private equity firms, 
fund wind-ups and liquidators 
looking for a clean exit from 
problematic deals.

Tips for buyers
Almost every week something 
changes in this market so don’t 
rest on your laurels. Constantly 
look around for better cover  
and keener pricing, and expect 
your broker to do the same on 
your behalf. 

M&A
CHARLES RUSSELL 
Broker, Mergers & Acquisitions, 
JLT Specialty

The market may be ready for 
a change. It is unlikely to be 
significant at this stage and will 
remain a buyers’ market, but a 
number of primary insurers released 
unfavourable loss ratios earlier in the 
year, which could shrink the pool  
of mining/property capacity. 

Loss ratios north of 100 per 
cent being reported, suggesting 
that underwriters are simply not 
making money. Losses such as  
Cyclone Debbie in Australia 
have had an impact on business 
interruption claims, especially at 
a time of rising commodity prices 
further reducing the appeal of 
writing mining business.

It is still possible to achieve 
reductions if underwriters are 
pushed, paired with the continuation 
of new capital entering the market. 
In addition to this, there are also 
some attractive extensions to 
coverage available. This is partially a 
consequence of the shift away from 
the specialist company market and 
into Lloyd’s where underwriters are 
more likely to offer cover for niche/ 
specialist risks and to extend cover 
for risks such as tailings and pit walls.

Alongside this, deductibles are 
still being squeezed for the right risks.

To obtain savings and 
improvements in the current market, 
clients need to differentiate their 
risks by providing detailed risk 
information and engineering.

Tips for buyers
Now is the time to consider 
locking into long-term deals. 
These haven’t been common in 
the mining space but, with the 
market threatening to turn and 
an element of uncertainty around 
rating, this is the ideal time to  
look afresh at them.

Mining
STUART HILL 
Partner, Mining, 
JLT Specialty

There continues to be downward 
pressure on P&C rates, driven by 
the quantity of capacity available in 
the market. However, margins are 
being squeezed ever tighter by costs 
and claims. The full impact of Ogden 
discount rates has not yet been seen 
but will undoubtedly add to insurers’ 
reduced profitability (through both 
increased reinsurance costs and 
the recalibration of retained losses). 
The main mitigation is the lack of 
significant Nat Cat activity around 
the world. 

There are signs therefore that 
the bottom of the market will soon 
be reached, but good deals are 
still available for well-managed 
risks, especially those emerging 
from long-term deals. There are 
also some attractive extensions 
to cover available (which can be 
substituted for premium reduction) 
especially around cyber, terrorism 
and business interruption.  
In addition, insurers are keen to 
package as many lines as possible 
and maximise their leverage with 
key clients.

Ultimately, if premiums don’t 
rise, the focus of insurers will turn 
to costs and this could have an 
adverse impact on the service 
clients receive. The role of the 
broker is to challenge all aspects 
of insurer delivery – premium, 
service (especially claims service) 
and coverage – to ensure the right 
balance is struck.

Tips for buyers
Build relationships with your key 
insurer partners and ensure they 
prioritise your objectives, such 
as long-term stability and policy 
enhancements.

Property & Casualty
TREVOR YOUNG
Senior Partner, Specialty Property 
& Casualty, JLT Specialty

The Special Risks portfolio has 
expanded beyond its established 
remit of sports, media, entertainment 
and contingency risks. 

Brands are increasingly enquiring 
about protection for reputational 
risk. They see stories, such as the 
possible contamination of Coca-Cola 
cans, and the hacking at TalkTalk. 
We find more and more companies 
want to protect themselves. 

Understanding the potential 
nature of the threats and where the 
value is contained in a brand is crucial. 
The more data and information 
there is, the easier it is to engage 
underwriters and find solutions.  
Often this means bringing in legal  
and finance teams as well as the 
traditional risk functions.

Expectations on basic event 
coverage have increased, with 
organisers looking for automatic 
protection against political & civil 
disruption, terrorism and earthquakes 
as well as the more conventional 
adverse weather perils.

With the continued shift in 
contractual obligations, we are 
working with our contingency markets 
to address the growing interest from 
major construction projects and the 
marine salvage sector for greater 
protection to cover losses arising from 
unforeseen events which result in 
major and costly delays. 

The high-end personal accident 
market has seen some major losses in 
the past year, with two incidents alone 
costing $85 million. However, rates 
have held steady despite these losses.

Tips for buyers
Spend time with us and share your 
data and risk analysis. We want to 
understand your business and use 
this to translate that into precisely 
what insurance you need.

Special Risks
EDEL RYAN
Partner, Special Risks,  
JLT Specialty

Cargo Casualty Real Estate
& Property

Mining Power Specie 
& Fine Art
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Faced with an ageing 
workforce, digitalisation 
and stiff competition from 

rival industries, a generational 
talent gap is fast emerging in the 
insurance sector. 

According to KPMG, as many 
as 40 per cent of insurance sector 
employees – including most senior, 
experienced and high-skilled staff – are 
set to retire in the next few years, with 
claims management, underwriting and 
reinsurance under particular threat. 

If this mass exodus happens, 
there are currently not enough 
highly skilled younger practitioners 
to step into the shoes of outgoing 
senior managers, which would force 
companies to compete to buy in 
external talent and push up costs. 

Meanwhile, graduates are being 
lured in their droves into perceived 
‘sexier’ industries such as tech, with 
its forward-thinking work environments 
and opportunities to develop new 
skill sets. Against this backdrop, the 
insurance sector has never been 
under more pressure to rebrand itself. 

KPMG says talent management 
is now a business-critical process 
for every organisation, advising 
insurers to “hardwire talent risk 
into their wider enterprise risk 
management frameworks”. 

Unlocking potential
“As an industry we need to attract 
more young talent,” says Sarah 
Dunmore, Director of Talent and 
Development at JLT Group.  
Offering opportunities to travel could 
be key, along with flexible working, 
training on the job or the chance to be 
involved in creating emerging products 
for example, it could help younger 
prospective employees to view the 
insurance sector as a more attractive 
career option. And to improve 
retention, insurers could adapt talent 
development strategies to suit a more 
demanding generation of employees. 

According to Dunmore, young 
insurers’ want career progression 
clearly defined by their employers; 
they are well travelled, willing to work 

overseas and want international 
experience; and they are much more 
willing to up and leave in search of 
better opportunities elsewhere in  
the industry.

“The next generation think 
differently to the one before. 
They want to know where they 
are heading, they expect career 
support, and will typically only stay 
in a role for a few years – they don’t 
have the same sense of loyalty as 
previous generations,” she explains. 

In response, JLT has launched 
an initiative, ‘Unlocking Potential’, 
aimed at young talent who have 
been with the company for three to 
five years and may be considering 
their options. 

“We want them to stay in the 
industry and with JLT. Bearing in 
mind how hungry they are for career 
progression and skills, the initiative 
aims to help them build self-
awareness around their strengths, 

understand what they need to do to 
get to the next stage of their career, 
and broaden their skills beyond their 
area of expertise,” Dunmore says. 

This can include, for example, 
learning about support functions 
such as IT, finance or communications, 
or developing soft skills such as 
networking, presentation or  
business knowledge. 

JLT also has a graduate scheme, 
offering potential employees the 
chance to enter the insurance industry. 

This could lead to a permanent job 
in one of its specialist insurance 
divisions. The scheme highlights 
the importance of not following the 
crowd by joining something a bit 
different. As graduates at JLT put it: 
“A role in insurance is the best kept 
secret in the city.”

But getting graduates to take 
that first step into the insurance 
sector will require a fresh approach.
KPMG suggests “deeply ingrained 

company cultures may need to 
change” in order to create an 
environment of innovation and 
collaboration. This may mean 
overhauling long-established norms 
in the working environment, such 
as allowing flexible hours or working 
remotely by laptop, which is now 
common in many rival industries. 

A new culture
For many lines of insurance, it may 
no longer be necessary to work 
exclusively from a desk, let alone 
walking distance from Lime Street. 
However, while some in the insurance 
sector are opening up to new ways 
of working – Swiss Re, for example, 
has introduced ‘hot-desking’ spaces 
in its London headquarters – most 
remain wedded to the conventional 
9-5 working week.

“Insurance is a traditional 
industry and there is still a stigma 
around flexible working; insurers 
and brokers usually kit their offices 
out with a desk for each person, 
and expect staff to come into the 
office each day,” says Dunmore. 
“This probably needs to change.”

Traditional approaches to training 
are also fast becoming a thing of the 
past, she notes. “There’s little point 
attending a course six months before 
you get to put those new skills to 
use, by which time you’ve forgotten 
what was learnt. Development will 
increasingly be delivered just in time, 
in flexible, bite-sized formats that can 
be accessed at the touch of a button.”

With this in mind, JLT aims to 
create an online training directory 
that will contain webinars, learning 
modules and other resources to help 
people learn in a flexible manner and 
at a time that suits them.

“We are also rolling out an initiative 
called ‘Growing Every Day’, which 
moves away from traditional annual 
appraisals to a much more dynamic 
way of setting objectives that drive 
business performance, measuring 
progress and giving feedback and 
support to help people with their 
career development,” Dunmore adds.
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“The next generation think differently 
to the one before. They want to know 
where they are heading, they expect 
career support, and will typically only 
stay in a role for a few years.”
Sarah Dunmore, Director of Talent & Development at JLT Group

The digital age is here. Insurance must rebrand itself as a career  
and take a fresh approach to development to avoid a talent crisis. 

Words by ANTONY IRELAND
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Embracing the digital revolution at 
every level of the insurance business 
will not only facilitate flexible working 
and on-demand learning – it will 
increase the appeal of insurance as a 
career for tech-minded youngsters. 

The increased use of digital 
technology will almost certainly reduce 
the number of people needed in some 
roles in the workforce – particularly 
as certain standardised coverages 
become more automated. But it will 
also give young people with different 
skill sets a reason to enter insurance. 

One of the key challenges the 
sector faces is redefining insurance 
roles for the digital world while 
ensuring the smooth transfer of 

traditional core insurance skills from 
seasoned practitioners to the next 
generation. However, it is clear that 
young members of the industry still 
believe human relationships not only 
remain central to success in the 
insurance business, but also to the 
appeal of insurance as a career.

A careful balance must therefore 
be struck between embracing 
digital technology and preserving 
insurance’s unique relationship-
based environment. 

It is also essential that insurance 
looks not just into tech and other 
sectors for new talent but into 
more diverse demographic groups. 
According to Dunmore, there is 

still a stark lack of diversity in the 
talent pool, with new recruits often 
recommended by someone they 
know who works in insurance.

Widening the talent pool 
While insurance graduate schemes 
get a strong pipeline of applicants, 
they are often heavily over-subscribed, 
with most graduates seeking work in 
London. JLT is attempting to combat 
this by building relationships with 
academy schools to recruit school-
leavers into apprenticeships at regional 
offices, helping to both nurture local 
talent and improve diversity.

“We need to make sure our 
employee base is representative 

of our diverse global client base,” 
says Dunmore. “Our clients have 
been recruiting people from different 
backgrounds longer than we have, and 
this is something we must do better.”

There is evidently much work 
to be done – from modernising 
the work and career development 
environment to promoting insurance 
careers to a wider audience – if 
insurance is to avoid being left 
behind in the digital age. ■

Antony Ireland is a financial journalist 
and editor specialising in insurance and 
emerging markets.

For more information  
sarah_dunmore@jltgroup.com

“I like that insurance is forged and continues to 
thrive on relationships. My role allows me to build 
relationships with people from various walks of life, 
which is something I value greatly.

“There is a movement towards digitalisation 
within the industry, but business would not be as 
smooth without that personal interface. 

“Some of the most complex insurance 
placements I have been involved with have been 
successful because they were devised with 
someone I have great rapport with.

“A challenge for the industry is to ensure  
that clients continue to get bespoke advice  
and expertise.”

“Insurance is still very traditional in some areas. 
Some things are still done by hand, many legacy 
systems will remain and women and young 
people are still underrepresented. Theory says 
you have to diversify before you disrupt so, in order 
to modernise, the insurance sector has to attract 
people from different backgrounds and skill sets  
to drive that change.

“There are so many talented computer science 
graduates who probably want to work for Amazon 
or Google, but they may find more excitement 
joining an industry with further to go. However, I 
don’t think we are positioned as an industry that 
would be attractive to them.

“Insurance is barely represented at university job 
fairs and I didn’t know a lot about it when I joined. 
We need to show that insurance is an industry with 
a lot to offer – it’s an ecosystem of its own, offering 
careers people probably wouldn’t think of.”

Young underwriter
VICTORIA KNIGHT, 23 
RSA

Young client
TOM POOLE, 27 
Macquarie Group Limited

Young broker
CHLOE COX, 27
JLT Specialty

“Perhaps some people 
may get restless waiting 
for that senior position 
during that middle 
period as they refine 
their skills.”

“Some of the most 
complex insurance 
placements I have been 
involved with have 
been successful because 
they were devised with 
someone I have great 
rapport with.”

“Insurance is 
barely represented at 
university job fairs and 
I didn’t know a lot about 
it when I joined.”

YOUNG TALENT ON A CAREER IN INSURANCE

“I was looking for a people-related job. Friends of 
mine were on insurance graduate schemes 
and the idea of going to Lloyd’s and meeting 
underwriters was appealing. I didn’t want to be 
sat at a desk all day. While doing more things 
electronically streamlines the process, there is  
a danger I will get to do less of what attracted  
me to insurance in the first place.

“When you start as a graduate there are a 
million things to learn and new skills to grasp. 
As you get to the mid-level you concentrate on 
getting better at your job; becoming an expert. 

“Perhaps some people may get restless 
while waiting for that senior position during  
that middle period as they refine their skills.  
That’s where retaining good people may  
be challenging.”

mailto:sarah_dunmore%40jltgroup.com?subject=
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LOOKING FOR THE PEACE 
OF MIND THAT COMES FROM 
PROTECTION OF YOUR FINE 
ART AND JEWELLERY?
DIFFERENCE THROUGH DETAIL 
The Fine Art, Diamonds and Jewellery team at JLT Specialty has  
the ability to overcome any insurance challenge you might face.  
Our collective experience means there are very few problems that  
we haven’t seen before. Put us to the test and see for yourself.

Visit our website to find out more 

www.jltspecialty.com/fajs

http://www.jltspecialty.com/fajs 
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cracking  
the C-suite code
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R isk is moving up the 
corporate agenda, and 
today’s risk managers have 

arguably never had a more important 
role to play in their organisations. 
The rise of intangible assets and 
non-physical threats such as 
data, brand and reputation means 
insurance is now much more about 
finding solutions to support growth 
rather than simply buying bricks-
and-mortar protection. 

Some larger corporations have 
created chief risk officer (CRO) 
positions on their boards and, in the 
UK, risk reporting requirements under 
the Corporate Governance Code 
will only increase the importance 
of risk discussions at board room 
level. Yet many risk managers are still 
struggling to articulate the value they 
bring to their organisations. 

According to Airmic, 82 per cent 
of risk managers believe the value of 
risk management to their company 
will rise in the next three years. Yet 
almost half (47 per cent) find it hard 
to express what they do and 39 per 
cent say they struggle to explain how 
insurance helps their company meet 
its goals and protect its balance sheet. 

Defining the role of risk managers 
can be tricky. Is a risk manager  
the person who buys insurance? 
The person who mitigates risk? 
The person in charge of workplace 
safety? Or all of the above?

The risk manager can be a 
position in its own right, or a function 
carried out by the CFO, treasurer 
or head of compliance. Some may 
report up a chain of command, while 
others report directly to the board via 
the CFO, CRO or other senior figures.  

All organisations have their own 
unique approach to risk, and the 
risk manager has his or her own set 
of responsibilities and position in the 
reporting hierarchy.

Risk managers have touchpoints 
across entire organisations, from 
legal and compliance to finance, 
IT, HR, security, quality control and 
project management. 

Yet many are seen within their 
organisations as little more than a 
cost centre that purchases insurance 
in a commoditised fashion.

“Many CFOs see insurance 
as a frustrating product with 
inconsistencies and a cost,” 
explains Hamish Roberts, Business 
Development Director at JLT Specialty. 

“Accordingly, we find risk managers 
are struggling to articulate what 
they do and the value they bring to 
their organisations. 

“We think we can help them do 
this better, so that they will move 
higher up the value chain.”

Talking the right language
A JLT study, in partnership with 
Airmic, found that, generally, risk 
and insurance managers find 
it challenging to articulate the 
value and strategic importance of 
insurance. One of the first steps 
risk managers can take to better 
articulate their role is to speak 
in a language that makes sense 
to people who aren’t experts in 
insurance. “Insurance can be very 
dull for a CEO, treasurer or company 

secretary. Risk managers have to 
make complex simple, and speak 
the stakeholder’s language to make 
a boring topic more interesting,” 
says Roberts.

While there is little in the way 
of tangible evidence for insurance 
performance beyond the cost of 
premiums and the result of settled 
claims, the real value of insurance 
is its ability to protect the balance 
sheet against unforeseen volatility. 
Risk managers often measure 
success in premium reductions, 
deductibles, limits, exposures, 
and cost of risk or claims against 
premium ratios. These are insular 
terms that are only really relevant to 
the insurance team.

“Often risk managers are talking 
a different language to the C-suite, 
leading to a translation crunch,” 
says Roberts, explaining that a CEO 
or CFO talks in terms of earnings 
per share, cost of capital, market 
capitalisation, shareholder dividends 
and cash versus debt. 

“We believe the risk or 
insurance manager should learn 
how to translate the benefit that 
insurance has on one or more of 
these key corporate measures. 
By speaking the right language, 
risk management ceases to be a 
function and becomes, instead, a 
strategic activity within the group.”

In order for risk managers to 
effectively communicate the value 
of their work to these various 
stakeholders, Roberts argues 
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How can risk managers better demonstrate the  
strategic value of insurance and elevate their roles? 

Words by ANTONY IRELAND

“We find risk managers are struggling 
across the board to articulate what they 
do and the value they bring to their 
organisations.”
Hamish Roberts, Business Development Director at JLT Specialty

|JULY 2017 |  www.jltspecialty.com
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that they must be a “multilingul”, 
tailoring language to each 
stakeholder’s particular objectives 
while aligning the risk and insurance 
function to the company’s overall 
strategic goals.

While the finance department 
may be interested in balance sheet 
efficiencies, for example, joint venture 
(JV) partners may be more interested 
in trust and transparency, while 
business users might want to know 
how certain coverages can help  
them overcome operational risks  
and challenges.

Roberts believes risk managers 
should engage their marketing 
colleagues and even request their 
own marketing budgets to create 
an internal ‘brand’ to help get 
their message across. Creating an 
insurance intranet, for example, is 
one way of building a brand internally.

“Simply keeping people 
informed of what you are up to can 
raise insurance’s profile within the 
organisation and help insurers get 
comfortable with the culture of the 
company,” Roberts explains.

“Marketing isn’t just for 
customers – it can help risk 
managers promote themselves 
and elevate their function internally. 
Competitions, reports, mouse-
mats, a blog, a party – anything 
that raises the profile of insurance 
can sell the function internally, and 
make it interesting, relevant and 

strategic.” Tap into your companies 
marketing resources.

Relationships with insurers 
deeply affect the value risk managers 
can bring to their organisations.  
A good relationship has a direct 
impact on service, pricing and the 
terms and conditions of cover, as 
well as the likelihood of full and 
timely claims responses. 

The better an insurer 
understands a company’s risk, 
the more comfortable it becomes, 
and the more likely it is to provide 
coverage that serves the company’s 
strategic plans. It is therefore 
essential that risk managers 
promote their brand externally to 
ensure insurers truly get to know 
the company’s culture.

“Risk managers talk to their 
insurers about limits, deductibles, 
losses, exposures and perils. But how 
many take a copy of their company’s 
annual report to the meeting? Take 
your CEO statement. Take marketing 
or PR with you. Seeing an insurer is 
no different to meeting a customer  
or JV partner,” says Roberts. 

“And make time to see your 
insurers when you’ve got nothing to 
talk about. Ask them how they are 
and what challenges they are facing. 
Make a good impression, and do it 
outside of the transaction,” he adds. 
“Don’t just see them when there is 
something to negotiate – that is  
not strategic.”

Better still, he says, risk  
managers should invite senior 
management to meet insurance 
markets. “CEOs and CFOs who visit 
insurers quickly understand that 
meeting people and talking about 
your business, strategy and risk 
pays dividends. It turns a commodity 
purchase into a relationship.”

Measurable success
In order to clearly demonstrate 
the value they bring to their 
organisations, risk managers 
may want to consider engaging 
an independent broker to 
conduct a 360-degree study of 
their engagement with internal 
and external stakeholders, and 
presenting the findings to their 
boards in language they understand.

Demonstrating the hard financial 
benefits these relationships bring to 
the organisation, and that insurance 
can play not just a transactional but a 
strategic role in helping meet corporate 
objectives, will make the C-suite sit 
up and take note. This could lead not 
just to greater acknowledgement, 
but potentially bigger budgets, more 
involvement in key decisions and 
greater latitude to explore strategic 
ideas such as forming captives. 
Roberts says: “By effectively better 
articulating the value you add to your 
organisation will get you the C-suite’s 
attention and help you take your role 
to the next level.” ■

What number is missing from  
the risk manager’s calculator?

16

06

68

88

?

98

Take the answer(a) and use this in the next code overleaf.

a

Articulating the value  
of risk management

Speak the language of 
stakeholders, not  
insurance jargon

Align insurance to financial 
metrics to get the attention 
of the C-suite

Focus on balance sheet 
protection in addition to  
cost savings

Identify important  
stakeholders and engage  
in regular dialogue

Engage marketing to  
create colourful, easy-to-
read reports with diagrams

Request an insurance/ 
risk management  
marketing budget

Introduce senior  
management to your 
underwriters

Build relationships to 
ensure insurers understand 
your company

Consider ways to turn  
risk management into a 
profit centre

How to create an 
internal ‘brand’

Develop an intranet 
presence with live case 
studies

Create an insurance blog 
and a social media  
community

Hold seminars/lunches  
to educate staff on  
ongoing projects

Publish a 360-degree 
review on how insurance 
helps meet strategic goals

Distribute an internal 
newsletter updating staff 
on insurance team activity
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An introduction to SSE 

Earlier this year, SSE’s joint Heads of Insurance, 
James McCallum and Craig Goodnight, engaged 
JLT to conduct an extensive 360-degree study of 
the utility firm’s insurance function. Hired in 2011 to 
help develop SSE’s insurance strategy, McCallum 
and Goodnight transformed the company’s insurance 
programme to better align it with SSE’s corporate 
goals, but were looking for an innovative way to 
independently validate the benefits of the new 
approach to internal stakeholders.

Key milestones in the transformation were the 
streamlining of the main SSE group insurance 
programme, the creation of an owner controlled 
construction programme across the business and 
a focus on developing closer strategic relationships 
with key insurer partners.

“Apart from the premium change, everything we 
were saying about how our engagement with insurers, 
brokers and internally was benefiting the organisation 
seemed woolly and intangible,” admits Goodnight. 
“We needed an independent review to document 
how our change in approach was delivering results.”

JLT interviewed scores of internal and external 
‘customers’ (underwriters, JV partners and internal 
SSE stakeholders), asking them to rate the insurance 
function on a wide range of criteria. JLT conducted 
a peer review, comparing SSE with other multiline 
corporate buyers on internal and external stakeholder 
engagement, programme design, data quality and 
claims management.

The study found that SSE’s engagement had 
improved markedly since 2011, as had SSE’s 
performance compared with peers. Insurers and 
brokers had a better understanding of SSE and 

were more willing to compete for its business. 
McCallum and Goodnight had also improved 
engagement and understanding of insurance internally, 
with colleagues increasingly considering insurance 
strategically within their decision-making processes. 
“We now get more calls in advance of an activity rather 
than reactively,” notes Goodnight.

However, admits McCallum: “We were 
comfortable with how we had improved our external 
brand, but more work was needed to strengthen our 
internal brand. Our challenge had always been to 
demonstrate the value of insurance. We had done a 
lot of work over the past six years but needed to find 
a way to ensure the wider business understood the 
insurance programme and the valuable role it played in 
protecting their business.”

JLT presented an executive summary of the 
study in a simple four-page booklet that linked 
the evolution of the insurance function to the key 
financial performance of SSE. Detailed survey 
results were presented in a secondary booklet 
featuring easy-to-read graphs that helped illustrate 
the pair’s achievements. 

“This report helped us reinforce the importance of 
focusing on developing relationships with the insurance 
market and internal stakeholders,” says McCallum. 

The report provided SSE with the opportunity 
to both take stock of the maturity of the function, 
understanding the aspects of the programme change 
that were most successful, and also identify areas in 
which progress can still be made. “We live in a world 
of constant change,” says McCallum. “The JLT report 
provided us with a reference point which will hopefully 
allow us to measure further success in the future.”

For more information  
hamish_roberts@jltgroup.com

Antony Ireland is a financial journalist 
and editor specialising in insurance and 
emerging markets.

Craig Goodnight 
Joint Head of Insurance at SSE

James McCallum 
Joint Head of Insurance at SSE

Solve the mathematical equation!

What number do you have? Go to this page for the final, most testing puzzle.

b

– ÷ =?( )

mailto:hamish_roberts%40jltgroup.com?subject=
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Price is what you pay, but 
value is what you get, 
Warren Buffett famously 

counsels investors. But when it 
comes to insurance and premiums, 
buyers face a different problem –  
the two are all too intimately 
connected. Understate the value 
of a building or asset in search of 
cheaper insurance and you’re likely  
to find yourself underinsured when  
it comes to a claim. 

It’s a frequent issue, according 
to Trevor Young, Senior Partner 
at JLT Specialty. Among small to 
medium enterprises (SME), the FCA’s 

report on claims in 2015 found an 
“alarming degree” of underinsurance. 
Meanwhile, last November, the 
British Insurance Brokers’ Association 
(BIBA) launched a guide to help 
small businesses avoid problems.  
Getting a professional valuation was 
the first of its ‘top tips’.

However, SMEs are not alone 
in running into problems, according 
to Young: “It’s surprisingly common, 
and it’s a risk that needs to be 
better understood.” 

Getting valuations right is 
even more important following the 
Insurance Act 2015, which came 

into force last year. The Act provides 
both a stick and carrot to promote 
improved practice. 

On one hand, commercial 
clients have a duty of ‘fair 
presentation’ to disclose all 
material circumstances, including 
information to give notice to insurers 
where they ought to make further 
enquiries. It is hard to see how 
this can exclude clear information 
on asset values and how these 
were determined. On the other 
hand, provided this is given, the 
opportunities for insurers to decline 
claims are reduced.

Words by PETER DAVY

The obligations under the Insurance Act of ‘duty of fair presentation’ ensure 
risk managers understand the importance of accurate insurance valuations. 

VALUE
finding thetrue
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Once the valuation process has 
been signed off, as it were, there 
isn’t so much comeback for the 
insurer,” says Young. “However, 
where there has been deliberate or 
grossly negligent misrepresentation 
of the valuation, then the insurer will 
retain the right to void the policy, 
even in cases where the valuation 
process was originally signed off 
and agreed.”

In some cases, of course, 
values are deliberately under or 
(less often) overstated. But it is also 
easy to go wrong unintentionally, 
says Susan Davies, Managing 
Director of specialist valuations firm 
Rushton International. 

“The mistake could be using a 
net book value or a market value 
for the asset or property, which 
is not what it would cost to put 
back,” she says. Instead, insurers 
usually need a reinstatement 
value providing for costs such as 
demolition and clearing, as well  
as rebuilding.

Regular valuations
Perhaps more commonly, valuations 
stray over time. A survey of brokers 
by Insurance Times and insurer 
Zurich in 2015 found that close to 
two thirds said a failure to carry out 
regular valuations was the main 
cause of underinsurance.

A range of factors should 
prompt regular revaluations.  
In November, for example, BIBA 
reminded businesses to take 
account of currency fluctuations 
following the Brexit vote. These can 
have a huge impact of valuations, 
according to Davies.

‘Indexation creep’ is another 
common issue, where an initial 
accurate figure updated annually 
according to an index (to take into 
account inflation, for example) 

compounds minor errors until they 
become big ones. 

“You gradually get further and 
further away from the true value 
because you are indexing indexed 
figures every year,” says Davies.

Regardless of the cause, the 
result of underinsurance is always 
the same – the policyholder risks a 
shortfall in their cover.

Don’t know what you’ve 
got ’till it’s gone
At claims consultant Echelon, Ian 
Fulton regularly sees the problems 
valuations 20 per cent or even 30 
per cent lower than the actual value 
at risk can cause. In one recent 
flood case, the affected building  
was underinsured by 60 per cent. 

In this case and similar cases, 
firms like Echelon can put forward 
a case for a higher valuation and 
work in other ways with the loss 
adjuster to negotiate a settlement. 
In the case in question, for example, 
Echelon was able to successfully 
argue that a greater proportion 
of the loss fell under the contents 
cover, where there were adequate 
limits, rather than the buildings 
insurance in place. 

“We did manage to lessen 
the effect, but only lessen it,” says 
Fulton. “There was no getting away 
from the fact they were hopelessly 
underinsured,” he says.

In these cases, insurers will 
usually apply average, reducing the 
claim in proportion to the amount 
underinsured. 

Avoiding this is the principle 
benefit of having a robust, 
preferably professional, valuation 
process, says Fulton. Insurers 
may agree at the outset to a less 
onerous average clause in the 
policy, so premises or assets are 
not individually named and itemised, 

making it less likely the insurer will 
apply average on any individual 
loss. They may even agree to 
waive average completely, so that 
underinsurance ceases to be a 
possibility for that asset or property.

Particularly post Insurance Act, 
the certainty a robust valuation 
provides benefits both to the insurer 
and client. This is because it assists 
in providing a fair presentation of 
the risk.

Traditionally insurers have seen 
the challenges around valuation 
as the policyholder’s problem. 
The Insurance Act provides an 
opportunity to persuade insurers to 
contribute to the costs of valuation. 
However, this change in insurance 
market attitudes remains to be 
seen, according to Young. 

Nevertheless, there’s still a 
strong case to consider investing  
in professional valuations – and  
not just to avoid underinsurance.  
Proper valuations give a greater 
insight into the real risks the 
business runs.

“If businesses don’t understand 
where the values are located then 
they cannot work that through 
into a proper estimated maximum 
loss following an event,” points 
out Davies. One service Rushton 
provides, for example, is a risk 
map, helping visualise the spread 
of values, and therefore risk, a 
business has across its sites.

As Young concludes: 
“Valuations help you really 
understand your exposures and 
your risks. They determine a lot 
more than just the sum insured.” ■

For more information  
trevor_young@jltgroup.com

Peter Davy is a risk and insurance 
specialist journalist and former trade 
magazine editor.

“Valuations help you really 
understand your exposures and your 
risks. They determine a lot more  
than just the sum insured.”
Trevor Young, Senior Partner at JLT Specialty
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Words by STUART COLLINS

Donald Trump’s first months in office have not been without controversy but, for companies  
that can rise above the media hype and manage the risks, there are big opportunities to be had.

opportunities
changeBRINGS
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80% OF US EXECUTIVES 
EXPECT THEIR COMPANY TO 
ACTIVELY PURSUE M&A OVER 
THE NEXT YEAR
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Donald Trump has had 
a bumpy ride since 
his inauguration on 20 

January 2017. But one clear trend 
has emerged – the Republican 
President Trump is pursuing a much 
more business-friendly policy than 
his predecessor.

President Trump has promised 
to cut red tape, lower taxes and 
invest in America. As a result, 
confidence in financial markets and 
business is running high. 

During the President’s first one 
hundred days in office, the Dow 
Jones Industrial Average climbed 
6.1 per cent while the S&P 500 
index rose 5.3 per cent – the fifth 
best stock market reaction to a 
presidency since 1923.

The 2017 International Business 
Report from Grant Thornton found 
that business confidence in the US 
was at a 14-year high. 

“Business is bullish on the 
expectation of free market reforms 
and reduced government 
involvement, as well as greater 
opportunities for capitalism.  
There is certainly a lot of  
anticipation in the business world  
of better things to come,” says  
David Payne, Chief Revenue Officer 
at JLT Specialty USA. 

Reasons for optimism
Business optimism in America is being 
driven by expectations in three main 
areas: tax reform, deregulation and 
infrastructure investment. All three have 
implications for insurable risk.

For example, less federal 
intervention could see barriers to 

mergers and acquisitions (M&A) 
lowered, creating new opportunities 
to expand. According to EY, almost 
80 per cent of US executives it 
surveyed say they expect their 
company to actively pursue M&A 
over the next year.

“The first quarter of 2017 had 
the strongest cross-border M&A 
deal flow since 2007. US CEOs 
are buoyed by their rising stock 
prices and the stronger dollar, which 
make foreign acquisitions more 
affordable,” says Payne.

“There has been significant 
growth in M&A insurance and we are 
seeing increasing interest from US 
companies in Bermuda and London 
capacity for warranty and indemnity 
cover,” he says.

Deregulation could also 
have a beneficial effect on US 
directors’ and officers’ exposures. 
Regulatory enforcement actions 
are a significant severity risk for US 
companies and, in recent years, 
there has been a rise in regulatory 
enforcement and massive fines 
levied against US and foreign 
businesses by US prosecutors  
and regulators.

“A Trump presidency could 
result in fewer directors’ and 
officers’ claims, with implications for 
limits and premiums,” says Payne.

A more relaxed regulatory 
environment might also have 
implications for cyber exposures.  
If the Trump administration were  
to ease federal fines and penalties 
for data breaches, the focus  
could instead shift to the courts to 
drive behaviour. 

“Insurers would have to deal 
with any potential shift away from 
tough regulatory penalties in favour 
of civil actions. Policies will need to 
be able to respond,” says Payne.

Energy boost 
The energy sector is another area 
where regulation is being relaxed 
and government interference 
reduced. President Trump has 
signed a number of executive 
orders relaxing environmental rules 
and restrictions for coal, oil and 
gas, including one order to extend 
offshore drilling in US waters. 

“Combined with a more stable 
oil price, changes in energy and 
environmental regulation could 
lead to an increase in drilling and 
exploration, which in turn could 
boost demand for insurance,”  
says Payne.

 
Infrastructure 
One of the policies that could have 
the most economic impact is the 
promised revitalisation of America’s 
ageing infrastructure. 

According to the American 
Society of Civil Engineers (ASCE), 
the US can no longer afford to defer 
investment in infrastructure and must 
address years of underfunding.  
It estimates the US needs to  
spend an additional $2 trillion on 
infrastructure by 2025 if it is to 
make the grade. Failure to do so 
would cost the US economy an 
estimated $4 trillion and $7 trillion  
in lost business sales by 2025. 

“The clearest opportunities 
for business are the promised 
investments in infrastructure.  
The US has major infrastructure 
needs and many US cities badly need 
investment in transport and power 
generation,” says Nick Robson, CEO 
of Credit, Political and Security Risks 
at JLT Specialty.

A large investment in 
infrastructure – Trump suggested 
$1 trillion was needed during his 
presidential campaign – would 
represent a big opportunity for the 
construction industry, engineering 
and financial institutions, and the 
specialty insurers who support 
these sectors, as well as the 
specialist credit risk insurers who 
are increasingly underwriting the 
fundamental credit and performance 
risks necessary to support and 
secure the financing of such projects. 

But the benefits of infrastructure 
investment would go far beyond 
the construction sector. A sizeable 
infrastructure investment would drive 
demand for raw materials and require 
new plant and machinery, services 
and logistics. 

The wider and deeper economic 
impact of a large investment in 
infrastructure cannot be 
underestimated, says Robson.

“From mines in Africa to 
turbine manufacturers in Europe, 
infrastructure investment on this 
scale would impact the whole supply 
chain, stimulating sectors around the 
world. And, longer term, improved 
infrastructure would mean greater 
efficiency for business and lower 
costs for consumers,” he says. 

“The US has major infrastructure 
needs and many US cities badly 
need investment in transport and 
power generation.”
Nick Robson, CEO of Credit, Political and Security Risks at  
JLT Specialty USA

80% OF US EXECUTIVES 
EXPECT THEIR COMPANY TO 
ACTIVELY PURSUE M&A OVER 
THE NEXT YEAR

p Source: Ernst & Young
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Much has been made of Trump’s 
‘America First’ rhetoric and the 
potential for increased protectionism. 
But Trump’s tough approach may 
hold some unexpected positives for 
international business, according  
to Robson. 

For example, a more direct 
approach towards China does 
present risk but may deliver better 
trade results for multinational 
companies. Many foreign 
businesses that have invested in 
China have not yet seen the returns 
they had hoped for, despite China’s 
miraculous economic growth,  
he notes.

The effort to reset relations with 
Russia are challenging but should 
also be welcomed, says Robson.

“It’s clear that a more positive 
engagement with Russia should 
be constructive for everyone and 
could potentially restore some sanity 
to the situation in Syria, as well as 
bring about some positive economic 
consequences in the future.”

Political risk
However, Trump’s foreign policy 
could potentially expose US 
businesses to increased political 
risk in overseas markets. 

“There is always the risk that 
unpopular policies could make  
US companies vulnerable to  
popular discontent, strikes or riots. 
For example, during riots in Mexico 
in January, US companies were 
deliberately targeted by protestors 
and looters,” explains Robson.

Aggrieved governments may also 
be more inclined to look for reasons 
to withhold payments, disrupt civil 
disputes or frustrate contracts, he 
adds. However, the opportunities 
for US companies investing and 
trading overseas are substantial and 
these risks can all be managed, and 
the consequences mitigated with 
effective insurance solutions, if they 
are properly understood. 

US friendly 
America First could also create 
problems for foreign companies 
operating in the US, although all 
businesses should theoretically 
benefit from Trump’s main reforms. 

The US is obliged under 
international trade agreements to 
treat foreign investors fairly and 
ensure parity with US companies.  
But the political reality could see 
President Trump push the barriers  
of such agreements. 

For example, the administration 
may want to see US engineers, 
banks and contractors get the lion’s 
share of infrastructure projects, 
while foreign companies could face 
increased scrutiny when tendering 
for US contracts.

“There will be great opportunities 
for foreign companies, but more so 
for those deemed American friendly,” 
says Robson. “Non-US firms will 
need to demonstrate that they are 
committed to investing in America, 
using US services and suppliers,  
and creating jobs in America,”  
he says.

Despite Trump’s emphasis on 
America First, the US will need foreign 
investment and expertise, as well 
as finance and insurance. This is 
especially true given the scale of the 
President’s ambitions in infrastructure.

“Clients will need the right 
expertise and advice from their 
broker at a time of business 
opportunity,” says Payne.

London and Bermuda are 
important sources of capacity for 
large and complex risks for US 
companies, especially in sectors such 
as construction, energy and financial 
institutions. London is also a centre 
for speciality risks, including political 
risk, credit risk, cyber, M&A insurance 
and more complex liability risks.

Companies, investors and 
lenders will want to de-risk the 
construction and infrastructure 
projects that should follow 
Trump’s promised investment 
in infrastructure. This is likely to 
see them look to their brokers for 
additional capacity and for innovation 
on insurance structures. 

Risk transfer
“As companies look at expansion and 
the need to transfer more complex 
risks, there will be continued demand 
for specialist insurance markets. 
Some risks can only be placed in 
London or Bermuda, while some 
large programmes cannot be filled 
without global markets,” he says. 

A large increase in infrastructure 
spending could put pressure 
on domestic insurance capacity 

for construction risks, requiring 
brokers to source capacity from 
international markets, says Payne.  

US companies might also seek 
out international markets to reduce 
any overreliance on US capacity. 
Similar to developments in banking, 
US risk managers want to tap into 
more diversified sources of capital 
for their insurance programmes. 

“Looking to London and 
Bermuda as markets to create more 
global diversity appears to be a 
wise move for many US companies, 
especially in the age of increasing 
carrier consolidation,” he says. 

So far, the Trump presidency 
has been good for the US economy, 
which is also a positive for the global 
insurance industry. The US insurance 
market is the world’s largest, and 
insurers stand to benefit from a more 
prosperous US economy.

“We should see strong growth 
in infrastructure investment and 
M&A volumes, as well as increased 
complexity in an interconnected world, 
which will drive demand for new 
insurances like cyber,” says Payne.

“And despite the plentiful  
supply of insurance capital, there 
will be opportunities for those 
carriers that bring innovation to 
the market and focus on the most 
interesting industries.” ■

For more information  
nick_robson@jltgroup.com

Stuart Collins is a risk and insurance 
freelance journalist specialising in finance 
and business.
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WHAT IS THE #1 
GLOBAL RISK FOR 
BUSINESSES?
COMPANIES WORLDWIDE RANKED 
BUSINESS INTERRUPTION AS THE  
TOP RISK IN 2017*
When disaster strikes, Echelon Claims Consultants, part of  

JLT Specialty, has the knowledge and experience to guide you 

through the challenges of your business interruption claim. 

For more information, contact:

CANDY HOLLAND

+44 (0)20 7558 3230 

candyholland@echelonccl.com 

www.echelonccl.com

Fire &  
Explosion

*Allianz Risk Barometer 2017 was conducted among Allianz corporate clients, brokers, risk consultants, underwriters, senior managers  
and claims experts. It was based on 1,232 respondents from 55 countries. Research was carried out in October – November 2016.

Natural 
Catastrophes

Supplier Failures 
& Lean Processes

Cyber Machinery 
Breakdown
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Words by TONY DOWDING

Businesses are looking for increased cost-efficiency, consistency and 
transparency and there is much to be gained from bringing general insurance 

and employee benefits teams together to work on global solutions.

Employee benefits and general 
insurance have long been 
kept separate. The service 

companies are often unconnected, 
and the people looking after the two 
areas are very different – the risk 
and insurance manager and human 
resources/benefits manager.  
But there are many advantages in 
having a closer relationship between 
the two and in taking a global 
approach to benefits programmes. 

Global insurance programmes 
have been around for a long time and 

the benefits of such an approach 
are well known to risk and insurance 
practitioners. These include centralising 
insurance buying, providing control, 
enhanced coverage, cost savings and 
consistency of coverage. For employee 
benefits, it is all about local policies. 
However, there is a trend emerging 
for global benefits management, 
where similar advantages around 
cost, compliance, transparency and 
control are achievable. 

“The benefits of global 
programmes for non-employee 

benefits risks still apply to employee 
benefits programmes but are achieved 
in a different way,” says Lee Thurston, 
Global Benefits Director at JLT 
Employee Benefits. “Rather than 
having a global plan, a client may  
be looking to buy, for example, 
stand-alone life insurance in a 
number of countries around the world. 
They will look for an insurer that has 
representation and an underwriting 
capability in those countries, and try 
to buy the individual policies with the 
one underwriter. 
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“Although at their heart the 
plans are local policies, we’re 
finding that there is a growing 
preference to place policies with 
insurers that have a regional or 
global presence where they might 
link the underwriting and pricing 
of policies – a collection of local 
policies placed with one insurer, 
and potentially one premium rate. 
There has been more traction 
around some of these regional 
plans, but they are still local 
policies and not global plans.”

Global benefits management, 
he says, can allow a client to 
achieve transparency over costs, 
compliance with local legislation, 
visibility of the benefits provided, 
improvements in terms and 
conditions, and control of the 
employee benefits programme. 

He explains that boards are 
increasingly recognising that similar 
benefits from global insurance 
programmes are achievable in 
employee benefits. “This is where 
JLT is getting traction in talking 
to those multinationals around 
some of the strategies they have, 
and helping them to achieve their 
objectives. So we have established 
a global benefits strategy where 
we use our network to deliver that 
advice, insurance procurement  
and administration.” 

The captive option
Global employee benefits 
commonly use a facility known 
as multinational pooling, where 
policies are bought from a 
multinational pooling network, 
which returns any surplus (after  
all expenses, including fees, claims, 
commissions and reinsurance 
costs have been subtracted) as a 
dividend to the parent company. 

Thurston says, in the past three 
to five years, there has been the 
realisation that there isn’t a lot 
of difference between a general 
insurance policy and an employee 
benefits policy and, where a 
company has a captive insurance 
company, it may make sense to 
fund employee benefits through  
the captive. 

“It is not a trend as yet, but 
a number of large multinationals 
are funding employee benefits 
through a captive, and there is an 
increasing amount of discussion 

and interest, not least because 
of the advantages for the captive 
such as diversification and better 
use of capital. At JLT, our captive 
teams are working closely with 
employee benefits teams to talk 
to insurance managers and are 
getting much more traction in this 
area,” he says.  

Working together
One of the challenges is to 
encourage greater collaboration 
between risk and insurance and 
human resources teams who have 
not traditionally worked together. 
They tend to have very defined 
roles and responsibilities, but 
Thurston believes that there is 
much to be gained from greater 
co-operation.

“Both sides need to be talking 
together more to ensure that they 
are leveraging the best that the 
consulting community and carrier 
markets can offer them, whether 
that is in terms of service levels, 
terms and conditions, ideas, 
use of technology, or funding 
methodologies. It is beginning 
to happen but it is not common, 
and is not a trend. With the more 
forward-thinking global players, 
HR, insurance managers and  
CFOs are talking together about 
the issues. 

“But generally there is a lot more 
work to be done to bring them all 
together,” he explains. One of the 
benefits of greater co-operation is 
that it makes it easier to identify 
overlapping coverages and 
duplication of premiums. 

For example, a personal 
accident policy will have a death 
benefit element, which may 
duplicate the cover provided in  
a life insurance policy. 

Collaboration
Wendie Brackstone, Head of 
Global Service Team at JLT 
Specialty, says there can be 
advantages in collaboration 
between the two disciplines. 

She says it is more 
decentralised on the employee 
benefits side simply because 
HR teams themselves are more 
likely to be decentralised as they 
focus on their immediate local 
employees, whereas risk and 
insurance managers are more 

likely to be part of a centralised 
function that is comfortable seeing 
things as a global risk exposure. 
Their organisation will have 
considered risk exposure as part of 
their wider corporate governance 
responsibilities and how business 
activities such as moving stock/
people between countries might 
impact the business objectives. 

“There are well-established 
protocols and practices for dealing 
with non-employee benefits  
global programmes,” she says.  

“The benefits in terms of 
compliance, efficiency, cost 
savings, and so on, could equally 
be applied to the employee benefits 
side. Everything that is good about 
non-employee benefits programmes 
can also be applied to employee 
benefits programmes.” ■
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“The benefits of global programmes 
for non-employee benefits risks 
still apply to employee benefits 
programmes but are achieved in  
a different way.”
Lee Thurston, Global Benefits Director at JLT Employee Benefits

For more information  
lee_thurston@jltgroup.com

Tony Dowding specialises in commercial 
insurance and risk management with  
30 years' experience.
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Optimising a captive insurer’s role with an overall risk programme is an ongoing process. 

Words by ANTONY IRELAND
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Forming a captive subsidiary 
to self-insure a portion of 
your organisation’s risk is a 

big decision, and the first step is 
to identify its key purpose in your 
corporate risk strategy. 

According to Steve Arrowsmith, 
CEO of JLT Insurance Management, 
the decision to form a captive is 
often driven by the need to access 
improved coverage, reduce the 
cost of insurance and assert greater 
control over risk. 

Coverage and cost saving are 
often the primary motivations, but 
once a captive is up and running, the 
wealth of loss information generated 
can significantly improve a company’s 
risk management and strategic 
decision-making. “Governance and 
risk control often become a captive’s 
most valuable benefit to the parent 
company,” says Arrowsmith.

Before licensing a captive, 
prospective owners must first gather 
as much information about their 
risks and losses as they can, and 
work with brokers to map a captive 
placement over their existing risk 
programmes to determine which 
lines of business can be written 
profitably within the captive, how 
much risk to retain and the cost  
and return on capital. 

Captives usually favour 
underwriting manageable exposures, 
while ceding catastrophic risks 
to the commercial market. But 
Arrowsmith says: “Virtually any line 
of pure risk can be written within a 
captive, provided there is enough 
geographical or operational diversity 
to avoid risk aggregation.”

It is, of course, important that 
the combined underwriting and 
operational running cost of a captive 
is comparable or preferably cheaper 
than transferring risk to a third-
party carrier. However, forming a 
captive does not necessarily mean 
removing a line of business from the 
commercial market altogether. 

“A captive does not replace 
commercial risk transfer – it 
complements it,” says Arrowsmith.  
“Far from sitting alone, the captive 
sits strategically within the parent’s 
risk programme and is driven by 
their risk appetite.” 

Participating alongside the 
commercial market allows the 
captive to choose a retention level 
at which it is comfortable, while 
maintaining the parent’s long-term 
relationships with carriers.  

It also means captives do not  
need to have huge retentions.

“A common misconception 
is that captives are only for large 
corporations, but the entry point 
to owning a captive may be much 
lower than many people think,” says 
Arrowsmith. “It is feasible to run a 
captive with as little as $1 million of 
retained risk premium, provided there 
is a level of risk complexity.”

Evolving participation 
In the first couple of years of captive 
participation, it may be sensible 
to take small retentions within the 
captive while utilising significant 
reinsurance protection to allow the 
captive to grow a stable capital 
base and get a strong grasp of the 
business it is writing. Used prudently, 
a captive’s participation then evolves 
along with the parent’s risk profile.

“We recommend reviewing 
your captive’s role within your risk 
strategy every two to three years to 
consider how the captive sits within 
your five-year strategic business 
plan, what its capabilities are, and 
what it could potentially do in the 
future,” says Arrowsmith. 

“Corporates are good at 
predicting what will happen within 
their industries in the next 12 to 18 
months, but often underestimate the 
role a captive can play in forward 
planning,” he adds. 

Through regular reviews, an 
owner may uncover economic and 

strategic benefits to increasing 
retentions or adding new lines of 
business into the captive. An existing 
vehicle with a strong capital base 
should be able to absorb a degree 
of volatility, allowing the parent to 
underwrite fairly aggressively on  
new lines of business – though it is 
vital each new line of business can 
stand on its own feet without  
relying on existing lines for support, 
says Arrowsmith. 

“If adding a new line, you  
need to thoroughly assess historical 
losses and exposure to establish 
which level of participation will 
generate the kind of performance 
you are looking for.”

Captives can also act as 
‘incubators’ of emerging risks within 
an organisation. “If the parent wants 
coverage with specific wording that 
is not available in the commercial 
market, for example, a captive might 
be a good place to build up loss 
experience with relatively small limits 
within a prescribed policy form,” 
Arrowsmith explains. Over time, data 
is gathered and the risk may become 

more attractive to commercial 
insurers. There are a number of 
reinsurers who are willing to work with 
captives to develop emerging risks 
in this way, provided the captive has 
enough ‘skin in the game’.

These are just some of the ways 
a captive can be used not just as a 
stand-alone insurer, but as a strategic 
tool to help businesses plan, grow 
and overcome market challenges. 

“Companies often say:  
‘We’re not insurance people, so 
why would we set up an insurance 
company?’ But you don’t have to 
be an insurance expert to set up a 
captive,” says Arrowsmith. 

“You do, however, need a 
strong focus on risk management.  
If you are a company that is 
interested in your risk and 
understand your risk appetite,  
we can help you do the rest.” ■

For more information  
steve_arrowsmith@jltgroup.bm

Antony Ireland is a financial journalist 
and editor specialising in insurance and 
emerging markets.

“Virtually any line of pure risk can be 
written within a captive, provided there 
is geographical or operational diversity 
to avoid risk aggregation.”
Steve Arrowsmith, CEO of JLT Insurance Management

A captive’s road to maturity 

CAPTIVE CONCEPT 
Assessment of parent’s risks, loss record and strategy while analysing 
the benefits and considerations of a captive vehicle.

FEASIBILITY

In context of commercial market conditions, determine risk retention 
appetite and appropriate captive structure (stand-alone, cell, rent- 
a-captive) that will deliver the desired risk financing objectives.  
Domicile assessment against key selection criteria, namely: proximity 
to parent operations; strong, established captive-specific insurance 
legislation; a flexible, fair regulator; high quality local service providers 
(actuaries, lawyers and custodians) with a reputation for transparency; 
and affordable operational costs. Tax rates and capitalisation 
requirements vary by domicile, so should also be considered.

FORMATION AND LICENSING 
Deliver against the critical path established to form your captive  
vehicle and engage service providers including Captive Managers. 
Beyond co-ordinating and running operations on the ground, managers 
are increasingly providing risk consultancy to optimise performance 
and strong governance practices to demonstrate substance. 

FULL MANAGEMENT
Once operational, managers will conduct regular reviews to ensure capital 
base growth in line with objectives, ensure profitability, re-evaluate risk 
retention, and identify expansion opportunities. They will add value by 
increasing retentions/adding new lines to overcome market challenges, 
plan ahead and meet parents’ strategic objectives.
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From the rising price of salmon to bicycle part shortages, past El Niños 
have caused wide-ranging – and surprising – impacts. But the ability  

to understand and protect against them is growing. 

Words by PETER DAVY

EL NIÑO
the

EFFECT

Caused by warmer waters 
moving across the Pacific 
and interacting with the 

atmosphere, El Niños occur on 
average every five years. Lasting a 
few months, the phenomenon results 
in above average temperatures in the 
central and eastern equatorial Pacific. 
Strong El Niños cause everything 
from flooding to droughts, bringing 
widespread disruption to agriculture. 

In 2010, a moderately strong El 
Niño helped push up prices of grain – 
among the causes of the Arab Spring 
that brought, along with conflict, 

widespread disruption to supply 
chains of businesses around the world 
(including bicycle retailer Halfords). 

The most recent El Niño, over the 
winter of 2015 and 2016, was among 
the strongest on record. In many 
places the results were catastrophic, 
says Kimberly Roberts, Vice President 
and Meteorologist in the Catastrophe 
Risk Management Services business 
of JLT Re.

“It caused abnormal weather 
conditions across the entire globe, 
and a lot of them in key agricultural 
areas,” she says. 

“Whether it’s unexpected rainfall 
or lack of it, or a change in air or 
water temperatures – all can have 
an adverse effect. Agriculture relies 
on a normal range of expected 
temperature or precipitation patterns. 
When you fall outside them, it can 
really disrupt production.” 

As Simon Lusher, Head of Food 
and Agri at JLT Specialty, puts it: 
“In certain places it causes severe 
weather and in other places it 
causes unseasonably mild weather. 
Both of them are problems for the 
agriculture industry.” 
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“El Niño caused abnormal weather 
conditions across the entire globe, 
and a lot of them in key  
agricultural areas.”
Kimberly Roberts, Vice President and Meteorologist in the Catastrophe 
Risk Management Services business of JLT Re

In Chile, the world’s second-
biggest salmon exporter, warmer 
waters in 2015 and 2016 promoted 
the growth of algae that remove 
oxygen from waters through 
photosynthesis and in sufficient 
amounts to result in oxygen-free 
dead zones. The unprecedented 
algal blooms killed millions of 
fish – about a fifth of the country’s 
production, worth $800 million.  
Only about $150 million was insured. 

In Mexico, meanwhile, tuna 
off the Baja coast left their normal 
habitats and travelled north –  
a boom to fisheries in California, 
but devastating for the economy 
further south.

The effects of the El Niño are 
also apparent on land, and are 
continuing to be felt this year, 
being blamed for much of the 
recent rainfall and flooding that’s 
wreaked havoc in Peru. Ten times 
the usual rainfall has not only 
killed dozens of people and made 
more than 70,000 homeless, but 
caused widespread disruption to 
supply chains owing to flooding, 
mudslides and blocked roads.

“It’s obviously a huge problem 
for the farmers affected, but it also 
impacts the commodity traders, 
food producers and supermarkets 
down the line,” says Lusher. “We’re 

no longer used to seasonal eating; 
we’ve come to expect to be able 
to buy a wide range of foods 
throughout the year.”

Meeting demand
The ability of farmers and 
producers to meet that demand 
may be even more challenging 
in future, with some suggesting 
climate change may bring stronger 
El Niños in future.

“It's a huge area of active 
research,” says Roberts. It is an area 
where help is increasing, however. 

Traditionally, the models insurers 
and reinsurers used for assessing 
the risk of natural catastrophes have 
focused on large-scale events such as 
earthquakes and hurricanes, according 
to Keith Leung, Head of Catastrophe 
Modelling at JLT Re in London.

“While catastrophe modelling is 
still an evolving science, the analysis 
of how insured assets (buildings) 
respond to external forces generated 
by hurricanes and earthquakes and 
therefore how that translates into 
financial losses is reasonably well 
understood. This type of modelling 
has become an industry-standard 
way of measuring the risk of  
natural hazards.”

“The effect of El Niño, by 
contrast, is much more complex,  

far-reaching and yet with highly 
localised consequences. “It sits in 
this awkward space between short-
term weather forecasts and the 
current incarnations of catastrophe 
models,” says Leung.

On the other hand, he says, 
despite the fact that the current 
catastrophe models do not explicitly 
quantify the frequency and severity 
of El Niño-related phenomena, 
the general impacts as well as its 
counterpart, La Niña, are actually 
fairly well known and accepted  
by the scientific community:  
“For instance, we know El Niño is 
associated with reduced wind shear 
in the Gulf and a reduced likelihood 
of the formation of hurricanes. 

“In Australia, El Niño is 
associated with a reduction in rainfall 
in the eastern part of the country, 
which brings an increased risk of 
bushfires, heatwaves, and droughts 
in that region. “That awareness is 
really useful to businesses.”

Risk transfer
There are two key ways a broker 
can help. One is an awareness of  
the risk transfer solution available. 
Even in developed nations, agricultural 
insurance penetration is low, says 
Roberts. In the developing world, 
it is even scarcer. Partly this can 
be addressed with education, and 
increasing understanding of the 
risks. Partly it’s also likely to be 
addressed by new solutions.

“The industry is increasingly 
innovative,” says Roberts. “Companies 
like JLT’s Capital Markets business 
work with a range of corporations and 
others to craft solutions to manage 
their weather risks.”

Many of the alternative risk 
transfer products are based on 

weather indexes, using data from 
weather stations – once rainfall 
or temperatures in a particular 
area reach a threshold that would 
damage production, for example, 
they pay out. These products are 
both helping make risk transfer more 
affordable and enabling producers 
to tailor cover more closely to the 
particular factors that most impact 
their business. 

The other area brokers can 
help is to combine the long-term 
perspective on weather trends, 
drawing on more than a century of 
data, with an understanding of a 
business’s specific risks and needs 
over the coming year. It’s particularly 
helpful when considering supply 
chain risk, according to Lusher.

“What we’re seeing with weather 
patterns at the moment is that the 
impact can be global. Businesses need 
to be mapping that supply chain to 
where the risks are so they can make 
appropriate decisions,” he says. Part 
of his role, he adds, is to encourage 
conversations between those in the 
organisation with a good understanding 
of the supply chain and the risk 
managers attempting to mitigate the 
potential impacts of weather events.

“It gives you options,” 
says Lusher. “If you have an 
understanding of the supply 
chain, you can make contingency 
arrangements. With the increasing 
impact we’re seeing from all kinds 
of weather, every business should 
be looking at where products come 
from and where their alternative 
sources are.” ■

For more information  
simon_lusher@jltgroup.com

Peter Davy is a risk and insurance specialist 
journalist and former trade magazine editor.

The unprecedented algal blooms killed millions of fish – about a fifth of the country’s 
production, worth $800 million. Only about $150 million was insured.

Ten times the usual rainfall has made 70,000 
homeless and killed dozens of people in Peru.
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There is a very different 
approach to health and 
safety in the workplace such 

as an office or factory than to people 
driving while working, despite health 
and safety regulations also applying 
to motor activity. 

From a legal perspective, 
employers have a duty under the 
Health and Safety at Work Act 
1974 to ensure that on the road 
activities are safe and compliant. 
But, with driving for work, it can 
sometimes be a case of ‘out of 
sight, out of mind’. 

Unfortunately, when  
employees are out on the road, 
they are not treated in the same 
way as, for example, someone 
operating a piece of machinery in 
the workplace.

The risks are clearly there.  
If someone is spending more than 
80 per cent of their time driving for 
work, they are over 50 per cent 
more likely to have an injury. And 
there are considerable financial 
costs associated with motor 
risks, many of them hidden, such 
as vehicles being out of action, 
employees off work, deliveries or 
meetings missed and reputational 
damage, not to mention a potential 
cost in terms of fines.

To improve their risk profile and 
reduce costs, organisations need 
to change the culture throughout 
the company, from the top down.  
It requires a complete buy-in from 
all levels of the company to enable 

a cultural change that means motor 
accidents are not acceptable 
and the issue is addressed in a 
proactive way.

The construction industry 
is a good example of positive 
cultural change in the area of risk 
management. The sector is very 
heavily regulated, especially in 
Central London, with strict rules 
as to what construction vehicles 
can and can’t do from a safety 
perspective. For example, if 
construction vehicles do not meet 
certain standards, then they are 
not allowed into Central London. 
Therefore regulation has been the 
catalyst to drive cultural change, 
with many positive initiatives being 
introduced as a result. 

More than 90 per cent of motor 
claims and incidents are down to 
human error. Generally, that is not 
down to a lack of training, but to 
distraction, attitude or behaviour. 
Training can help with these but it is 
more about awareness, the culture 
of the company and the drivers. 

All of this requires a 
collaborative effort between the 
fleet/transport manager, the risk 
manager and human resources, 
because motor risk management 
and health and safety can 
sometimes fall outside of a person’s 
remit or management abilities. 

Technology is set to dramatically 
change motor risk management 
with telematics, in-vehicle cameras 
and ultimately autonomous vehicles. 

With human error playing  
such a major role in incidents, 
autonomous vehicles should, 
theoretically, dramatically reduce  
the number of accidents. 

What we currently have is a 
mixed bag of technology, and some 
companies are very good at utilising 
that, making the most out of it, 
identifying problems and bringing 
in solutions. Unfortunately there are 
too many who ‘fit and forget’ and, at 
the end of the day, data is only data 
unless you do something with it. 

The challenge in motor risk 
management is the transitional period 
between early stages of technology 
and semi-autonomous vehicles, to 
fully autonomous vehicles. There 
will be a combination of different 
capabilities out on the road, which 
could mean interesting challenges. ■

Managing risk when on the road
There is a great deal of attention given to health and safety in the 
workplace, quite rightly. However, the same cannot be said when it 
comes to driving. Motor risk management is not seen as a priority; 
indeed, it can be seriously lacking in some organisations.

Words by STEVE VACHRE, 
Motor Specialist at JLT Specialty

“With human 
error playing 
such a major 

role in incidents, 
autonomous 

vehicles should, 
theoretically, 
dramatically 

reduce the number 
of accidents.”

Steve Vachre, Motor Specialist at 
JLT Specialty

For more information 
steve_vachre@jltgroup.com
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For all other queries please 
contact Lucky Lelly 
+44 (0)20 7528 4676 
lucky_lelly@jltgroup.com

DIRECTORY
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DON’T TAKE
OUR WORD 
FOR IT!

97%
of our clients say we 

understand their business 

and their needs*

When you work with us you will 

receive service from technical 

specialists who will partner with 

you and your business.

We look forward to working with 

our clients and winning together.

For more information, contact:

HAMISH ROBERTS

+44 (0)20 7528 4141

hamish_roberts@jltgroup.com

*2016 JLT Specialty client survey
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