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Robust growth in the cat bond market is ongoing in spite of increased capacities and
the current normalisation of the reinsurance market. A historic high was reached in
2024 with an issue volume of USD 17.7 bn. An additional USD 7.1 bn was issued
already in the first quarter of 2025, with cumulative volume rising by mid-year to more
than USD 15 bn. Parallel to this, alternative reinsurance capital climbed to USD 115
bn, and total global reinsurance capital marked a new high of USD 715 bn. Against
this backdrop, one can ask why primary insurers and reinsurers continue to opt for
cat bond issues even as the market environment is characterised by high reinsurance
capacities and falling prices.

A possible reason for this could rest with investors, as institutional investors continue
to seek uncorrelated risks with attractive yields. After the losses seen in 2017 through
2020 and again in 2022, the spreads of cat bonds have risen to an attractive level.
Fresh funds flowed back into ILS funds in 2023 and 2024 and can now be invested.
A driver is also discernible on the part of the issuers. Here a strategic consideration
warrants highlighting: Issuers who laboriously issued a cat bond following the difficult
market in 2022/23, establishing investor networks in the process, do not want to lose
this advantage simply because prices are now slightly lower.

Generally speaking, and from the current market perspective, issuance of a cat bond
does not make economic sense for small and medium-sized European primary
insurers if the exclusive focus is on insurance cover. The need to set up a special-
purpose vehicle (SPV), the design of the trigger mechanism, legal opinions and
investor road shows all entail high up-front costs — often in the amount of several
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million USD. The average lead time for placement of a cat bond also lasts six to
twelve months. This is reasonable for large reinsurers and multinational primary
insurers. For medium-sized European primary insurers, on the other hand, classic
reinsurance is still more economically efficient as long as there is sufficient capacity
available.

Nevertheless, insurers issue cat bonds not just for economic reasons, but also as a
strategic signal. The advantages can be found in diversification, proximity to the
capital market, developing of internal competence in alternative risk transfer and
multi-year structures (usually three years) offering planning security if reinsurance
prices fluctuate. Institutional investors also value the stable risk-return profile and the
low correlation to traditional classes of assets.

The current market trend exhibits an increasing functional and thematic expansion of
cat bonds beyond classic natural disasters. The focus is on novel risks with hard-to-
model characteristics, including cyber risks and hazards of terrorism. The choice of
trigger mechanism — parametric, index-based or indemnity — significantly influences
a bond’s risk-return profile and thus its marketability. The trigger represents the
central balancing of interests between issuers and investors.

An example of this trend can be seen in a number of recent transactions:

e Cumulus Re (Hannover Ruck): Since 2024, risks of cloud failure have been
hedged by means of a parametric trigger. This was reissued in an expanded
structure again in 2025.

e Pool Re: The UK's state-supported pool for terrorism insurance issued its third
terrorism bond in 2025. It employs an indemnity trigger with aggregated
annual cover.

e King Max Re (Versicherungskammer Bayern, 2023): This cat bond exclusively
covers risks in Germany and employs an indemnity trigger.

e Liongate Re (SV SparkassenVersicherung, 2025): This cat bond uses a dual
trigger structure: a parametric trigger for SparkassenVersicherung in Germany
and an indemnity-based trigger for Japanese cooperative insurer Zenkyoren
in Japan.

These transactions highlight the tool’s increasing structural flexibility. At the same
time, technological concepts are becoming increasingly important and include
blockchain-based emissions, tokenisation and the use of digital-platform models. In
the long run, these approaches can enlist fresh approaches to standardisation,
improved efficiencies and lower costs in the market for cat bonds.

Disaster bonds have established themselves as a complementary component within
modern reinsurance programmes. Their economic appeal to smaller insurers is
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currently limited, but they offer specific strategic advantages including capital-market
access, independence and diversification. Continued high demand by issuers and
investors alike suggests that cat bonds are increasingly becoming an integral feature
of the reinsurance market. The central question, however, remains: Is this a
phenomenon of tactical transition or a lasting transformation in the architecture of
global systems of risk transfer?

Discussion

e Why have medium-sized primary insurers scarcely participated in the ILS
market to date?
High initial costs, regulatory requirements and the complexity of structuring an SPV
(special-purpose vehicle) remain key barriers to entry. At the same time, targeted
entry with issuance limited in volume is increasingly regarded as a strategic learning
step, as seen in the case of SparkassenVersicherung and ‘Liongate Re’.

e What motives do insurers pursue in spite of the current soft reinsurance
market with sufficient capacity?
Issuance of cat bonds is viewed not so much as an economic imperative but as a
strategic signal instead. The main reasons given were the development of expertise,
the maintenance of contacts with institutional investors and the strengthening of a
company’s own capital-market capacity.

e What are the challenges on the part of investors?
In the view of some investors, there is currently a lack of sufficient transparency,
standardisation and placement volume. The quality of available data — concerning
reports of loss, for example — fails to meet expectations at times, as well. Without
marketing campaigns and structured road shows, market access remains difficult for
many international investors. In future, reinsurers with experience in asset
management could act as mediators in this regard.
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