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Status quo in research

Insight into actuarial game theory: But tangible findings are lacking
 Negotiations via risk preference/aversion (actual for the stakeholders and for the regulators
vs. strategic) o0
» Negotiations via risk metrics and parameters » @ (i)
« Reinsurers anticipate the resulting demand and OOD 2?2 ? @&
determine the price function - ’ n
+ and much more — cf. in particular Tim J. Boonen =
= What aims are pursued in each case?
What does it mean to win/lose? (pay-off structures) « Market design C@)
Which strategies are good/bad? (dominant/dominated)

Status quo in practice — Well, how was the last round?

Recap and sharing of individual experiences

ﬁ (o] r% (o) * How many more rounds would have been needed to reach a better
2 Oa—GD result? ‘Improvement through another round’ vs. ‘no difference’
I » Were cover amounts concluded (retroactively) after 1 January?
* Who will play the next renewal with the same strategy?

Schematic progress
1/1 NatCat renewal (market view)

=1 Jan 22

# of contracts

Observations from the helicopter 100%

* The most recent renewal demonstrated that strategies can change and
that exceptions such as differential terms and cumulative placements are
more common. (Cf. Proceedings of the 15t Annual Meeting 2022)

+ Were there signs of a ‘waiting for more information’ on reinsurers’ part?
(‘Renewal congestion’)

+ Strategic behaviour or retro vulnerability
+ Focus: K-cession (side-car), JP Morgan stop-loss (retro)

75%

1 Movember 1 January

Strategic approach

Strategy 101 Strategy 201 Strategie 301, Design 101

1. Adopting fellow players’ Cournot and Stackelberg
perspective (Parallels to K-cession and
— Who does what when? JP Morgan s-1?)

Auction vs. mechanism

Placement

Ausubel vs. Hard market
Prisoner's dilemma
Winner's curse

2. Own behaviour as a
function of other
strategies

How do we reduce
information asymmetries

by design?

3. Maximising Antoine-Augustin Cournot Lawrence Ausubel
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Who’d like a round of reinsurance?
No way — | always lose at that!

Robert Joniec, PhD / FCII

Dr. Robert Joniec has been a member of academic |
staff at the Cologne Research Centre for
Reinsurance since 2015 and a member of the
Strategic Advisory Team at Guy Carpenter since
2018.

This year's research project revisited some key
points from previous years, but in a different way. The
focus is on the linkage between theory and practice, making possible findings more
tangible.

Learning more about the ways in which market participants in the reinsurance market
interact based on the logic of a game requires a realisation that the main research
that exists is in the mathematical/actuarial direction in which mathematicians deal
with ‘optimal reinsurance contracts’. In this connection, negotiations between cedants
and reinsurers are viewed in different ways, but always as a strategic game (cf. Chen
& Shen, 2019; Boonen, et al., 2021; Boonen & Ghossoub, 2023).

It can be assumed that the research offers insights into how players behave, or into
which factors play an important role. Still, applying the findings to the everyday life of
the marketplace can be challenging. In other words, despite their relevance for most
market participants/stakeholders (players) and for market supervisors (regulators)
alike, the findings are not necessarily tangible.

Hence, and as already noted in recent years, emphasis should be placed on market
design, as tangible insights play an important role for market participants, and even
non-ideal, ‘real’ situations come to the fore.

Questions that may be of interest include:
¢ What aims do the respective market participants seek to achieve?
¢ What does it mean to win or lose?

e As a link between these two questions: Which strategies are good/bad?

-3-



A pragmatic approach to the search for answers might be to ask the players: Well,
how was the last round?

Questions that can provide researchers with initial clues might include:

¢ How many more rounds (of negotiation) would you have needed to reach a
better result? Were improvements possible, or would another round have
made no difference?

e Were cover amounts concluded retroactively after 1 January? And if so, was
time the only component, or did other factors emerge with time?

e Which players will apply the same strategy when they play the next time? If
so, why? And if not, why not, and what will the new strategy be?

Moving from individual players’ (stakeholders) individual experiences to general
observations about the market, there is evidence to suggest that strategies may well
have shifted during the last renewal. Aspects that were once exceptions, such as
differential terms and cumulative placements, were seen more frequently. These two
factors, together with so-called ‘renewal congestion’, were discussed in greater detail
in recent years’ reports (Joniec, 2021; Joniec, 2022).

The temporal congestion of quotations or price indications can be mapped
schematically by plotting the progress of renewal from a market perspective on the y
axis and the timeline from the beginning of November to 1 January on the x axis.
There were market statements that reinsurers had quoted around half of the
programmes by early/mid-December, which was much later than in the previous year
(with the curve shifting to the right).

The question arises as to whether the reason for this was waiting for information on
the part of reinsurers. If so, was this because these programmes and structural
options were weighed up against each other, or because these factors were a
function of their retrocession and came to a halt? At a later point in time, it emerged
specifically that greater levers were activated in the retrocession market — such as
the ‘K-cession’ (‘K-Zession’) and what is essentially a stop-loss with JP Morgan as a
retrocessionaire.

All of these observations would certainly facilitate a grasp of the dynamics involved
in the game. So why is this even an issue to begin with? As the title of this report
suggests, one tends to prefer to play games that one understands and in which one
can influence whether one wins or loses. It is also clear that a game is not good if
everyone is dissatisfied in the end.

What does this mean for individual players, and how can they strategically adapt their
behaviour?

An important lesson is to understand one’s opponents as thoroughly as possible.
One seeks to understand who will do what, when and why. Based on this, opponents’
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behaviour is anticipated, and strategies are devised that will maximise one’s own
result.

At the same time, much can be learned from the competitive models of Cournot and
Stackelberg. These models address the ways in which providers (reinsurers)
compete with one another and offer different quantities (capacities) based on this
competition. One difference between the two is that Stackelberg defines a kind of
leader who makes the first move and is in a stronger position.

There are other relevant phenomena beyond this, such as the prisoner’s dilemma
and the winner’s curse. The prisoner's dilemma describes situations in which
cooperation by two players leads to a better overall solution if they proceed in
coordination — which also means that individual (dominating) strategies are not
pursued. The winner’s curse involves situations in which winning requires too much
from a player and inhibits playing behaviour as a result.

Consideration can also be given not just to players’ (market participants’) behaviour
and strategies, but to the impacts of the rules of the game as well. Another motivation
of this report is to cast auctions in a neutral light.

If it turned out that reinsurance auctions were not adequate, it is wrong to assume,
based on this, that auctions per se are a poor fit for the reinsurance market. After all,
the object is always about (allocation) mechanisms generally, not about specific
characteristics, such as eBay, or the familiar reinsurance auctions.

Most notably, there is a mechanism with a strong resemblance to the cumulative
hard-market placement mentioned above. The Ausubel mechanism is also designed
for situations that could be influenced by the winner’s curse, as well as for goods
(capacity) combining characteristics of both common and private value (cf. Joniec,
2021 and Joniec, 2022). Hence, many of the foundational aspects of the reinsurance
market can already be mapped in the Ausubel mechanism. This shows that, even
though an auction is involved, important findings should not be overlooked.

A key question in theory and practice should always be to look into ways in which the
asymmetric information — the winner’s curse and the prisoner’s dilemma — that lies at
the core of the challenge in transferring risk to third parties, can be narrowed by
design. This can benefit the market and society collectively. Hence, good rules of the
game should always aim to keep asymmetries to a minimum and to motivate market
participants to play uninhibitedly.

There was no discussion
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