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Catastrophe risk not a pure commodity: Rettino  

Catastrophe risk has not become a pure commodity product and the pricing cycle for such risk is "asleep" rather 
than dead, Elementum Advisors founding principal Tony Rettino has said. 

Speaking at the Trading Risk New York Rendez-Vous 2015, Rettino conceded that there were commodity-like 

elements in the way catastrophe risk was delivered. 

However, he noted that historically there has been an enormous variation in the difference between insurers' actual 
and modelled losses from cat events. 

"If...this is a commodity then why is there such a dispersion [in results]?" 

He said that if the difference was only due to faulty models, then there would be a more consistent miss across the 
market. 

"That is not what happens. There are well and poorly managed businesses in each sector of this market."  

Meanwhile, the Elementum founder said that the reinsurance market pricing cycle was "asleep" rather than dead 
and would be awoken by a surprise loss. 

"There is a self-fulfilling prophecy here - if everyone thinks that the market cycle is dead then it absolutely isn't," 
Rettino said. 

"If people start to underwrite with less discipline, if disclosure suffers, if people try squeeze the last dollar out - then 
that is going to increase the likelihood of a surprise loss and reaction. It's bound to happen." 

Rate increases after an event would come in the form of localised spikes in pricing, but the periods of dislocation 
would be shorter than in the past because the markets now react much more quickly due to more flexible capital, he 
noted. 

Additionally, Rettino said that the rise in capital following passive strategies over the past ten years would also 
increase the chances of a surprise loss as this led to less scrutiny of the underlying risk. 

He said that ILS funds would have to do more direct deals, rather than standing behind other carriers, in order to 
maintain their value. 

He argued that taking insurance risk on a proportional passive basis across whole accounts would not bring 
investors closer to the risk.  
"That is just accessing a certain [distribution] channel," he noted. 

Rettino said that ILS funds could continue to add value by focusing purely on catastrophe risk within a collateralised 
framework, rather than trying to resemble diversified reinsurers. 

"If your investors want to have a pure focus on cat risk, it doesn't make sense to have a rated reinsurer- it's not an 
efficient capital model." 

Rettino was one of the founding backers behind Elementum Advisors, which has now grown to oversee $2bn-$2.5bn in 
assets under management 
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