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Underwriting Cycles Are a 
Reality

• US liability crisis mid 1980s.
• Property catastrophe reinsurance crisis early 

1990s.
• Significant hardening of the reinsurance 

market early 2000s.
• ...



Causes of Underwriting Cycles

• Irrational expectations
• Institutional interventions
• Feedback of profit and losses into surplus
• External factors
• Underwriting profits follow an AR(2) 

process



Model Assumptions

• Insurance markets are driven by supply and 
demand

• Supply is driven by the amount of capital
• Demand is driven by the size of the 

economy
• Profits are defined by the equilibrium of 

supply and demand
• Profits feedback into capital



Model

• Insurance quantity = 
pure risk premium (P)

• RBC = P/leverage
• Insurance price = rate 

of return on RBC (r)
• Supply function
• Demand function 0
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Market Equilibrium
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Feedback of Profits into Capital
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Simplified Model
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Simplified Model   (cont‘d)
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Simplified Model   (cont‘d)
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Summary of Findings

Underwriting cycles are caused  by:
• Supply side factors (retained earnings, 

capital flows)
• Demand side factors (fluctuations in base 

demand growth)
• External factors (changes in the value of 

financial assets, adverse loss developments)
• Interaction of the above factors
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