
Marketing material for professional clients and qualified investors only.

DB Strategic Investment Forum 

Edinburgh

CAN ESG BE INTEGRATED INTO THE 
INSURANCE LINKED SECURITIES 
MARKET?

15th September, 2021

Head of Products and Solutions ILS
Mark Gibson



CONTENTS

2

ILS OVERVIEW

2021 US WIND SEASON

INVESTMENT RATIONALE

CLIMATE CHANGE OVERVIEW

CONCLUSIONS



3

Source: Schroders Capital; images: freepic.com and dreamstime.com.

Structure of insurance and reinsurance market

Insurance Linked Securities (ILS) market

Securitisation/Capital markets:

Traditional reinsurance and Retrocession

Primary insurance 

Catastrophes

Insurer 

Re-insurer 

Life
Homeowner/ 
Renters Property 

Auto Commercial

ILS

ILS

- Allows insurers and reinsurers to buy additional protection, primarily against losses from large natural catastrophes

- Capital markets participants compensated for assuming some of that risk

- Structured to pass on only pure insurance risks: uncorrelated to traditional asset classes and the market cycle

- $100 billion in total, across the tradeable (cat bonds) and non-tradeable forms of ILS

ILS
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Diversification across perils, regions, transaction types and risk levels

What types of risk are transferred to the ILS market?

Source: Schroders Capital; world map for illustration purposes only.

Natural catastrophe risks 
– Hurricanes, tornadoes, typhoons 

– Winter storms 

– Earthquakes

– Hail and winter freeze

– Drought

– Flood

– Wildfire

Other non-life-related risks 
– Marine and Offshore Energy 

– Motor 

– Aviation

Life related risk 
– Mortality/extreme mortality 

– Lapse risk

– Embedded value/
Value of in-force   
(life insurance policy pools)

– Longevity (not active in this 
area)
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Category 4 storm hits Louisiana and creates damage inland

Source: Schroders, NASA, National Hurricane Center, 6 September 2021. 1Bloomberg, 2AIR Worldwide

Hurricane Ida

Atlantic hurricane season 2021

The storm

– Ninth named storm and strongest hurricane of the season to date

– Rapid intensification over the Gulf of Mexico (red arrows) fuelled by warm sea 
surface temperatures

– Powerful impact at landfall caused widespread damage, power outages and some 
loss of life

The impact

– Economic losses expected to exceed $50 billion1

– Insured losses forecast to reach $25 billion2

– ILS has some exposure, but after insurers and reinsurers

– Flood protection infrastructure held in New Orleans, after being updated in the 
wake of the destruction caused by Hurricane Katrina in 2005, mitigating losses

Where it ranks

– Second most damaging storm on record to hit Louisiana (after Katrina)

– Sixth most costly hurricane on record



Past performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down as well as up and investors may not get back the amounts originally invested.
Source: Schroders Capital. Bloomberg, monthly returns from 31 January 2002 to 31 August 2021 in USD. Cat bonds: Swiss Re Global Cat Bond TR Index, US Treasuries: BofA Merrill Lynch US Treasury, Global Equities Developed: MSCI World, 
High yield bonds: BofA Merrill Lynch Global High Yield Index, Commodities: S&P GSCI, Emerging Markets Debt: JP Morgan EMBI+.

Low correlation of ILS to all major financial assets

ILS diversification benefits persist through market volatility
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Source: Schroders Capital. The World Bank, November 2013: Building Resilience – Integrating Climate and Disaster Risk into Development. See also Schroders ‘Climate change and insurance-linked securities’ September 2020. The views and 
opinions shared are those of the Schroders ILS team, and are subject to change.

ILS market confronted with near- and long-term phenomena

Climate-related risk

Climate Prediction and Projection

Seasonal to Interannual Climate Prediction

Weather Forecasting

1 century

1 decade

1 year

1 month

1 day

1 hour

1 minute

Characteristic Lifetime of Event

10 m 100 m 1 10 100 1,000 10,000 100,000
Characteristic Size of Event (kilometers)

Tornado

Thunderstorm
Cold Front

Tropical Cyclone

Climate Change

Mid-latitude Weather System

Monsoon

El Niño



Climate change
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Impact on ILS market can be catered for if it can be modelled

Source: Munich Re.

Global increase in population From 4bn (1975) to 7.6bn (2018)

Improved standard of living Middle class is growing rapidly world-wide

Concentration of people/assets in 
urban areas

Share of urban population is increasing continually: 37% 
(1975) – 50% (2010) – 57% (2025)

Settlement and industrialisation of 
vulnerable areas

Especially coastal areas, areas close to rivers

Increase of complexity and 
interdependencies

Increasing complexity of value chains 
(i.e. production cycles) in industrial facilities

Climate change
Intensification and accumulation of extreme weather events 
in certain areas

Not necessarily problematic 
for risk carriers (premiums grow proportionally 

with risk)

Problematic for risk 
carriers if risk models are not

adjusted accordingly
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Source: Schroders Capital

ILS as an asset class and climate change impacts on severity of perils

Conclusions

– A recognised phenomenon in science and finance

– Disasters/losses related to many different factors including  
population and urbanisation in addition to climate change

– Not all perils are affected by climate change (e.g. Earthquake, 
Tsunami) but those that are can be more severe

– Growing subset of ILS transactions brought to market by 
supranational and governmental bodies for aid and disaster 
relief (World Bank, Red Cross etc.)

Impact of climate change

− Long-term phenomenon vs short duration investments that are 
uncorrelated to the economic cycle

− Market reprices regularly to capture climate science findings

− Invest in risks only if fully understood and that 
are adequately compensated, including climate-
related risks

− Continue to embed ESG research into the investment process

ILS as an asset class
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Past performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down as well as up and investors may not get back the amount originally 
invested.  Exchange rate changes may cause the value of any overseas investments to rise or fall.

Schroders has expressed its own views and opinions in this presentation and these may change.

This information is not an offer, solicitation or recommendation to buy or sell any financial instrument or to adopt any investment strategy.  Nothing in this material should be construed as advice or a recommendation 
to buy or sell.  Information herein is believed to be reliable but we do not warrant its completeness or accuracy.

Any data has been sourced by us and is provided without any warranties of any kind.  It should be independently verified before further publication or use.  Third party data is owned or licenced by the data provider and 
may not be reproduced, extracted or used for any other purpose without the data provider’s consent.  Neither we, nor the data provider, will have any liability in connection with the third party data.

The material is not intended to provide, and should not be relied on for accounting, legal or tax advice.  Reliance should not be placed on any views or information in the material when taking individual investment 
and/or strategic decisions.  No responsibility can be accepted for error of fact or opinion.

The forecasts included in this presentation should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are based on our own assumptions which may change. We accept no 
responsibility for any errors of fact or opinion and assume no obligation to provide you with any changes to our assumptions or forecasts. Forecasts and assumptions may be affected by external economic or other 
factors.

Any references to securities, sectors, regions and/or countries are for illustrative purposes only.

Schroders will be a data controller in respect of your personal data. For information on how Schroders might process your personal data, please view our Privacy Policy available at www.schroders.com/en/privacy-policy 
or on request should you not have access to this webpage.

For your security, communications may be recorded or monitored.

Issued in September 2021 by Schroder Investment Management Limited, 1 London Wall Place, London EC2Y 5AU. Registered in England, No. 1893220. Authorised and regulated by the Financial Conduct Authority 

UK003322
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Important information


