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Despite recent macroeconomic volatilities and geopolitical tensions, ILS has remained resilient with attractive 
income due to its low correlation with traditional financial market movements. This, according to LGT Capital 
Partners’ Mr Michael Stahel, means it remains a favourite among institutional investors as both a return 
driver and a portfolio stabiliser, rather than a standalone yield enhancement strategy. 
By Sarah Si

Low correlation 
with traditional 
financial market 
movements keeps 
ILS resilient 

At the moment, the current 
supply-demand dynamic for 
insurance-linked securities 

(ILS) capacity in APAC is “broadly 
balanced”, LGT Capital Partners, 
Partner, Michael Stahel said, 
speaking with Asia Insurance Review. 

But despite this, Mr Stahel also 
pointed out that “there is a trend 
towards softening, driven by the 
increasing availability of capital”. 

“Both reinsurers and ILS managers 
have strengthened their capital 
positions after several profitable 
years, largely through retained 
earnings,” he said. 

“This has led to more competition 
on the supply side. At the same time, 
demand for protection purchases 
from global insurance companies 
is also growing, supported by 
underlying exposure growth driven 

For instance, he noted that most 
recent new offerings in the primary 
market for CAT bonds and contract 
negotiations in the segment of private 
ILS indicated price reductions. 

“Overall rates have decreased by 
roughly 10% compared to the same 
point in time last year,” he said.

“Nevertheless, this softening is 
not uniform: riskier transactions, 
which typically offer a higher 
absolute return, are under greater 
pressure due to high demand, 
while higher‑attachment remote 
transactions remain relatively 
resilient and closer to a pricing floor.”

Moreover, he pointed out that 
on the back of the strong investor 
demand and capital inflows, “we have 
indeed seen some further yet modest 
spread tightening just before the 
start of the hurricane season”. 

by inflation, construction activity in 
CAT-exposed zones and increased 
insurance penetration.” 

At the same time, Mr Stahel 
highlighted that “regulatory capital 
models are resulting in increased 
capital requirements, primarily 
because capital models are becoming 
more sensitive towards the 
challenges of climate change”. 

“In short, the market can be 
characterised by steady demand and 
more than adequate capital supply 
resulting in gradually easing pricing 
conditions,” he said.

The gradual softening 
According to Mr Stahel, ILS pricing 
“is already in a phase of gradual 
softening, and current market signals 
point towards a period of stabilisation 
rather than a sharp correction”. 
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“However, pricing remains well 
above historical soft‑market levels 
and continues to support attractive 
risk‑adjusted returns,” he said. 

“Also, investors continue to value 
the low correlation attributes of this 
asset class, given the recent global 
tensions and increased volatility in 
the broader financial market.” 

But still resilient 
When asked why ILS remained so 
resilient despite recent macroeconomic 
volatilities, Mr Stahel put it down 
to the tool’s structure, saying, “ILS 
returns are driven by Nat CAT events 
and remain largely uncorrelated 
with traditional financial market 
movements such as those involving 
equities, credit or interest rates. 

“This was evident during recent 
geopolitical tensions when broader 
market volatility had no material 
impact on ILS performance.” 

But at the same time, he also 
pointed out that a significant share 
of this resilience “can be attributed to 
the re‑underwriting cycle of 2022”. 

According to Mr Stahel, 
following a period of increased 
CAT event activity which started 
in 2017, investors, such as LGT 
Capital Partners, “have shifted 
focus on higher attachment points, 
improved contract terms and stricter 

underwriting discipline”.
These changes, he said, have 

materially strengthened portfolio 
construction. 

“The result has been superior 
returns for the asset class in the past 
years and into 2026,” he said. “And 
while higher interest rates provide 
an additional benefit through the 
collateral income, they are not a 
relevant return driver in ILS. The 
key factor remains the improved 
structural quality of underwriting.”

The institutional investor point-
of-view 
In response to a question on whether 
he is seeing institutional investors 
like insurers still regarding ILS as a 
play for higher yields, or a necessary 
diversifier against systemic financial 
risk, Mr Stahel said, “Investor 
perception has evolved from a pure 
yield focus to a more balanced view 
that emphasises diversification 
benefits. 

“While ILS continues to offer 
attractive income, its low correlation 
to traditional asset classes has 
become a central element of its 
appeal. This has been reinforced 
during recent periods of market 
volatility when ILS performance 
remained stable while other asset 
classes experienced fluctuations.”

As a result, he said that 
institutional investors increasingly 
view ILS as both a return driver and 
a portfolio stabiliser, rather than 
a standalone yield enhancement 
strategy. 

“For obvious reasons, insurance 
companies are not a target investor 
group for this asset class: these 
companies have to meet regulatory 
capital requirements and sponsor 
CAT bonds and buy hedges via 
private ILS to manage their peak 
exposures,” he said. 

“Technically, insurance companies 
can invest in ILS, but any such 
exposure assumed on the asset side 
of the balance sheet must be taken 
into account on the liability side, 
via the calculation of the relevant 
regulatory capital requirement.”

As a result, he pointed out that 
investors in ILS tend to be pension 
plans, superannuation funds and the 
wealth management sector. 

Is there a future for ILS in 
cyber? 
“The main challenge for expanding 
ILS into areas such as cyber lies 
in data availability and modelling 
uncertainty,” said Mr Stahel. 

“From the outset, a catastrophic 
cyber event causing material 
monetary damage to an insurance 
company that sold cyber coverage 
to its clients is comparable to an 
earthquake event for a property 
insurer.” 

Despite this, he also noted that 
transferring speciality risks such as 
cyber to capital market investors in 
the form of ILS is challenging. 

“ILS relies heavily on probabilistic 
risk models. In areas where historical 
data is limited, risk quantification 
is difficult and impacts pricing,” he 
said. 

“This makes it difficult to 
structure products that meet 
institutional investors’ requirements 
for transparency and robustness, and, 
most importantly, diversification.”

As such, although Mr Stahel 
highlighted that there is clear 
long‑term potential, “the 
development of cyber-ILS will likely 
remain gradual and dependent on 
further advances in data quality and 
modelling capabilities, before it can 
be widely adopted in institutional 
portfolios”.

While higher interest rates provide an additional 
benefit through the collateral income, they are not a 
relevant return driver in ILS. The key factor remains the 
improved structural quality of underwriting.


