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Another strong month for ILS funds
Cat bonds prices bottom out in May
The average ILS fund was up by 0.52% in May and 1.66% year to date
as measured by the Eurekahedge ILS Advisers Index. May was the
strongest month for the index so far this year. This is even more remarkable since May is typically a low-risk, low-return month.
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The cat bond market was up in May for the first time since September
2011 by 0.24% as measured by the Swiss Re Cat Bond Price Index and
by 1.04% in the Total Return Index, as new capital came into the sector
and stopped the downward pressure on cat bond prices in the secondary
market.
In May the primary and secondary market activity remained strong with
two new cat bonds of USD 450m coming to the market, which brought the
year-to-date issued cat bond volume to USD 3.6bn. The strong primary
market activity will now come to a halt as we have entered the US wind
season and is expected to resume from late Q3 into Q4. In our April
newsletter we mentioned “Everglades Re” which was the largest single cat
bond issue ever. In early June this bond traded at 103.5 cents to the dollar.
The same holds true for most cat bonds issued in 2012. This is the result of
new money flow into the asset class that managers need to deploy. Our
recent meetings with managers in Europe confirmed the continued strong
interest in the sector from institutional investors. Many managers have
seen their asset base grow recently. This does not come as a surprise
since pension funds especially in Europe struggle to find non-correlated,
stable returns. So far it seems that inflows stem rather from existing investors increasing their allocations as a result of their good experience
rather than from new entrants. We expect these dynamics to change as
the financial crisis lingers on and many more professional investors can no
longer afford to ignore the benefits of the asset class.
93% of the constituent ILS funds in the Eurekahedge ILS Advisers index
delivered a positive performance in May. As opposed to April there was no
clear divide between pure cat bond funds and funds with higher allocations
to financial insurance contracts. The two major earthquakes in Northern
Italy of magnitude 6.1 and 5.8 during the month did not have an impact on
the performance of the funds in the index. However some funds were
negatively impacted by a tornado loss.
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The Eurekahedge ILS Advisers Index
The Eurekahedge ILS Advisers Index
tracks the performance of the participating Insurance Linked Investment
funds. It is the first benchmark that
allows a comparison between different
insurance-linked securities funds in the
insurance-linked securities, reinsurance
and catastrophe bond investment
space. The index is calculated and
maintained by Eurekahedge. It includes
funds that allocate at least 70% of their
assets to non-life risk. The index was
base weighted at 100 in December
2005. It does not contain duplicate
funds and is denominated in local currencies.
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