
Insurance Linked Securities Panel
WRMA 12th

 

Annual Meeting

Mariagiovanna Guatteri, PhD

Director

Swiss Re Capital Markets Corporation

Mariagiovanna_Guatteri@swissre.com

+1 917 368 4361



Slide 2

14 USD billion 
outstanding

As of May 2010
Source: Swiss Re Capital Markets

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

Vo
lu

m
e

Liquidity

Quota Share/ 
Side Car 
Vehicles

Collateralized 
Reinsurance 

Cat Bonds

Insurance Linked Security Market: 
Liquidity and Size –

 
Nat Cat Risk

Estimate of 5-10 USD billion notional

Exchange-

 
Traded 

Contracts

Catastrophe 
Derivatives



Slide 3

Relative Cat Bond Returns

High Yield Performance from 1 January 2005 –

 
26 March 2010

* Compound Annual Growth Rate

“Swiss Re Global Cat Bond Index Total Return, calculated by Swiss

 

Re Capital Markets, is a market value-weighted basket of nat

 

cat bonds tracked 
by Swiss Re Capital Markets, calculated on a weekly basis; past performance is no guarantee of future results.  Underlying data for Swiss Re 
Global Cat Bond Index Total Return is based on indicative prices

 

only. 

Underlying data for Barclays Capital High Yield Corporate Index is provided by Barclays Capital, a division of Barclays Bank Plc.

Underlying data for S&P 500 Index is provided by Standard & Poor's, a division of the McGraw-Hill Companies, Inc.

Cat bonds have 
exhibited relative 
safety and high 
returns compared to 
comparable 
investments due to 
the nature and 
integrity of the 
structures
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9.2%*

7.4%*

-0.1%*
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Swiss Re Cat Bond Trading Volume
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ILWs/Catastrophe Derivatives: 
What are they?



 

Industry Loss Warranties (ILWs)

 

are reinsurance contracts whose payouts are linked to a 
predetermined trigger of estimated industry losses. A second trigger tied to the insured 
actual losses of the protection buyer allows to receive reinsurance treatment



 

Catastrophe derivatives

 

remove this second trigger. These derivatives

 

can be used by 
hedge funds, money managers and other investors familiar with trading in derivative 
instruments to gain exposure to, or hedge, natural catastrophe risks.



 

Exchange-Traded/Cleared products (IFEX, CHI, EUREX) offer an alternative platform to 
buy/sell cat risk  



 

Other indices/triggers

 

are available, such as PARADEX, pure parametric (e.g. EQ 
Intensity/Magnitude, Wind speed, Saffir-Simpson Scale, …)



 

Recent important developments:



 

Standardization of documentation: The ISDA working group has finalized the first 
standard ISDA catastrophe swap document –

 

The U.S. Wind Event Confirmation (May 
2009)



 

PERILS

 

-

 

a new European Market Loss Index –

 

became operational in 2009 and 
should improve the tradability of European Wind in an index format (to replace Swiss 
Re Sigma or Munich Re Nat Cat indices)



 

Typical buyers include: 
Insurers and reinsurers; 
governmental agencies, 
corporations



 

Purpose: To hedge 
portions of their  risk or to 
balance their portfolios

Buyers



 

Typical sellers include: 
Insurers, reinsurers, hedge 
funds, and money 
managers



 

Purpose: To take on more 
risk or to diversify their 
portfolios

Sellers
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Important Notice
These materials have been prepared by Swiss Re Capital Markets Corporation ("SRCM") and its affiliates (together "us" or "we") solely to provide 
information that may be useful in analyzing the markets and products discussed herein; however, the information herein should not be construed 
or interpreted as recommending any investment in any particular product, instrument, security or securities and should not be relied on as the 
sole source of information upon which to base an investment decision.  These materials shall not constitute an invitation or inducement or an 
offer to sell or a solicitation of an offer to buy, nor shall there be any sale of these products in any jurisdiction in which such offer, solicitation or 
sale would be unlawful.

Swiss Re Capital Markets Corporation is a member of the Financial Industry Regulatory Authority ("FINRA") and the Securities Investor Protection 
Corporation ("SIPC"), and is regulated by the FINRA. 

The information contained in these materials was obtained from sources believed to be reliable; however, we make no guarantee regarding its 
accuracy or completeness.  Any discussion in these materials reflects the views and judgment of the party or parties that prepared it as of the 
date of hereof, and is subject to change.  We are not responsible to you for any of the information or content herein and any use you make of this 
information is your own responsibility and at your own risk.  The securities and other products discussed in these materials are

 

highly complex 
and suitable only for sophisticated investors that are experienced with and understand the risks of these and/or similar securities or products.  
Any decisions you make to invest in the securities or other instruments discussed in these materials will be based solely on your own evaluation 
of your financial circumstances, investment objectives, risk tolerance, liquidity needs and any other factors that you deem relevant. If you believe 
that you need assistance, you should consult appropriate advisers before entering into the transaction. 

One or more of the companies in the Swiss Re group may have sponsored, or may trade for their own account(s) in products discussed herein, 
including but not limited to securities, or options or other derivatives based on securities, of companies mentioned in these materials. 

Investments in the securities or other instruments discussed in these materials may not be suitable for all investors, and some of the securities or 
other instruments referred to in these materials may be illiquid, have limited markets or no ready market for resale at any particular time.  Some of 
the securities or other instruments discussed in these materials

 

may not be offered or sold in, or purchased by, persons in various jurisdictions.  
Any prices set forth herein are indicative prices only.

These materials may not be reproduced or circulated without our written permission, and may not be distributed in any jurisdiction where such 
distribution is restricted by law or regulation.
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