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Renewals
Fleet Value
Movement
(% change)

Passenger
Movement
(% change)

Expiring
Premium 
(US$m)

Renewal
Premium 
(US$m)

Premium
Movement
(% change)

July 31 +9 +10 210.86 177.49 -16

August 9 +24 +17 32.20 34.27 +6

September 9 +44 +27 30.63 33.27 +9

October 11 +10 -3 48.64 44.08 -9

November 26 +9 +6 210.77 189.55 -10

December (to date) 31 +10 +9 588.89 523.03 -11

2007-to-date 180 +10 +9 1,395.67 1,227.70 -12

The last three months has seen the airline insurance
market settle into a consistent pattern of around -10%
average premium reductions for lead airline hull and
liability insurance. 

If this level of reduction continues for the remainder of
2007, the lead hull and liability premium total for 2007
will be around US$1.46bn, compared to US$1.69bn in
2006 and US$2.04bn in 2005. 

An average reduction in the airline insurance market's
lead figure of 40% over two years is eye-catching
enough. The more concerning factor, however, is that
total premium in 2007 is likely to be below the year's
total claims, currently at US$1.53bn. This suggests that
2007 will be the first unprofitable year for the 
underwriting community since 2000.

As the near certainty of a loss on aviation insurers’
portfolios has become apparent in the final quarter, the
following market has begun to push for reductions that
are significantly lower than the lead price.

As a result, the premium reductions will be less than
the current lead market trend on a market-wide basis. 

Insurers at the lowest vertical margins have felt the
threat of being unprofitable earlier, and their reaction
has led to falling vertical market levels. In some cases
they have been quoting their own renewal premium
irrespective of the lead price.

There are a number of reasons why the market may
only gradually become less soft, rather than actually
harden in the short term, however. Primarily, the 
aviation insurance market has been very profitable for

the last five years and as a result, global underwriting
operations will be unwilling to pull out as a result of a
single challenging year.

Equally, the Excess AVN 52 war and terrorism liability
risk market is likely to have delivered significant profits
during 2007. Although the market has declined rapidly
during the last 12 months, there have been no claims
for the last six years, so it has been a consistent source
of profit since it was created in the wake of 9/11.

Also, market participants have made significant 
investments to attract and retain staff, and are unlikely
to make a snap decision to pull back from the market.  

A final factor is the underwriting cycle itself. There is a
lag from the underwriting year, which means that
some losses in 2007 will go against the 2006 
underwriting year, complicating the view of whether
the market is profitable or otherwise.

As a result, the market fluctuations will create winners
as well as losers in 2007, and the numbers are very
rough at this stage, but if the level of claims outweighs
the total hull and liability premium paid again next
year, it seems likely that the markets will be a 
significantly tougher place to do business in the 
medium term. Global capacity providers are likely to
pull back from markets that are unprofitable in the
medium term.

After December it unfortunately becomes very difficult
to reliably gauge market direction. We only expect a
single renewal in January, two in February and only
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The year-to-date loss total, excluding attritional losses,
was US$1.07bn at the end of November, around 20%
above the US$0.8bn reported for the same period last
year. Taking a pro-rata figure for an annual estimate of
attritional losses into account, the overall loss total is
currently US$1.53bn, compared to US$1.23bn last
year.

There have been two significant losses that will have a
direct impact on the airline insurance market since the
last main edition of this newsletter, as well as a further
major hull loss of an undelivered aircraft. 

On November 9, an Airbus A340-600 wide-bodied jet
belonging to Iberia, registration EC-JOH, sustained 
substantial damage after running off the runway at the
end of a flight from Madrid, Spain, to Quito, Ecuador.
None of the 349 people onboard were seriously
injured, but the aircraft, which had a maximum value
of US$200m, has been declared a partial loss. It had a
reserve of US$79m.

On November 30, an Atlasjet Boeing MD-83 hybrid
jet, registration TC-AKM, crashed on approach from
Isparta following a flight from Istanbul, Turkey. All 56
people onboard perished. The aircraft was valued at
US$8m.

Finally, on November 15, an Airbus Industrie A340-600
wide-bodied jet suffered significant damage during
testing. The aircraft had not been delivered to the
buyer at the time of the incident and as such is likely
to have more impact on the aerospace insurance 
market going forward, but it is included here for 
completeness sake. No valuation is available.
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Market Overview (continued)

six in March. As a result, April will be the first opportu-
nity to realistically quantify market direction for 2008/9
renewals

The first quarter of 2007 delivered less than a third of
the second quarter lead hull and liability premium. If
there is no reduction in lead hull and liability premium,
the first quarter's nine renewals will only deliver around
US$35m premium in 2008.

This low level of activity will mean that the market 
figures that we report on will be very susceptible to
fluctuation for the first few months of 2008. 

There is now a lot of evidence that the market is

becoming less soft, but this is still based on under half
of the expected 68 renewals in December. As a result,
there is a lot of focus on what the year's final results
will be.

In the end, while losses have been high in 2007, there
has not been a catastrophic loss for some time, and a
large amount of underwriting capacity is still available
at the moment. 

If there is a second year where losses, catastrophic or
otherwise, look like outweighing total premium, 
capacity is very likely to contract, however. This will
make 2008 another interesting year in the airline 
insurance market.

Market Losses

Renewals
Fleet Value
Movement
(% change)

Passenger
Movement
(% change)

Expiring
Premium 
(US$m)

Renewal
Premium 
(US$m)

Premium
Movement
(% change)

Quarter One 13 -6 -9 59.84 45.78 -24

Quarter Two 51 +13 +15 224.32 188.41 -16

Quarter Three 49 +14 +13 273.69 245.03 -10

Quarter Four (to date) 68 +10 +8 848.26 756.66 -11

2007-to-date 180 +10 +9 1,395.67 1,227.70 -12

Source: Aon Market Data
Numbers on a like-for-like basis
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Aon has produced new research to help global 
enterprises understand how they compare to peers
with regard to implementing enterprise risk 
management (ERM). 

The independent research identifies three key elements
to successful ERM implementation among the world's
leading 1,500 organizations: culture, resources, and
strategy. 

Most of the global organizations currently taking an
enterprise-wide view of their risks have found that 
significant cultural, resource, and strategy challenges
exist when they attempt to fully embed ERM within
their organization. 

The report's highlights include:

• Only one in ten organizations describes their ERM
program as embedded and integrated into the busi-
ness process
• Performance-driven cultures are most effective in
implementing ERM
• Only one in four ERM programs has had an impact
on the organization's strategic planning process
• Only 45% of those surveyed significantly take 
organizational culture into account when 
implementing ERM

The report features case studies of organizations across
various regions and sectors, demonstrating how ERM
has impacted their culture and business performance. 

If you would like to receive a copy of the report, please
contact aviation@aon.com, or go to the ERM website
via www.aon.com

Aon Launches ERM Research 
Enterprise Risk Management: The full picture

The end of the year has seen a flurry of activity in the
airline industry and its associated insurance markets
that could have an impact on the business 
environment in 2008.

Deutsche Lufthansa has taken a 19% equity investment
in JetBlue Airways Corporation. The move represents
the first significant investment by a European air carrier
in a US point-to-point air carrier, the companies say.
Both boards have approved the agreement, which is
expected to close in the first quarter of 2008.

There is wide speculation that this could be a 
preparatory move to enable the German flag carrier to
move quickly into the US market if there is any change
in the legal position surrounding foreign ownership of
domestic US carriers.

From an insurance point of view, JetBlue renews in
December and has an average fleet value of just over
US$5bn. Lufthansa, one of the world's largest airlines,
also renews in December, and has an average fleet
value of over US$40bn if all of the carriers included in
its group placement are included. 

Elsewhere, the 19 current member airlines of the Star

Alliance have voted to accept Air India's application to
join. Air India's recent merger with Indian Airlines has
made it the prime player in the Indian region and it is
growing rapidly, the airline says.

Meanwhile, Tokio Marine & Nichido Fire Insurance
(TMNF) has acquired Kiln, the Lloyds-based insurance
group. TMNF says that it sees Kiln as playing a pivotal
role in the expansion of its international underwriting
operations and enhancing its existing international
activities.

Kiln's culture, identity and brand are expected to be
retained, and its board intends to unanimously 
recommend that the deal is approved by shareholders
at a special general meeting. The acquisition is expect-
ed to become effective during the first quarter of
2008, the companies say.

The deal is worth just under US$900m. Kiln has five
areas where it focuses its activities: aviation, 
reinsurance, accident and health, marine and special
risks, and property.

Finally, Aon Aviation & Aerospace has won the Thai
Airways International account.

Market Update

mailto:aviation@aon.com
www.aon.com
www.aon.com/aviation


AON AVIATION |  AIRLINE INSURANCE MARKET NEWS December 2007  |  Page 4

This is the Aon Aviation Airline Insurance Market News, which is our attempt to keep our clients
and others informed of developments in the airline insurance market. We welcome any com-
ments or suggestions to add to or improve our product.

All figures detailed in this newsletter include all known information at time of production on the
lead London terms of airlines renewing with fleet values in excess of US$150
million. They do not take into account any coverage changes and are not weighted in any way
with regard to the size of the airline’s fleet or the volume of premium paid.

Our loss information covers Western built equipment only and we only include losses with a
total incurred loss of US$1million and above.

We must point out that due to the nature of this type of bulletin, Aon UK cannot be held respon-
sible for any loss or damages caused through the use of any 
information contained herein. While we try to comment on issues we know to be fact, 
we are fully aware that in gathering the information contained from various sources there is
always the possibility of inaccuracy. We can therefore only claim that the 
information in this newsletter is correct to the best of our knowledge at the time 
of publication.

Aon Limited is authorised and regulated by the Financial Service Authority for insurance medi-
ation services only.

Reproduction permitted with written
authorisation. 

Registered Office: 8 Devonshire Square,
London, EC2M 4PL

Registered in London No.210725 VAT
Registration No.480 48

© Copyright 2007 by Aon Aviation. 
All rights reserved. FP4297

If you have any comments regarding this newsletter, please contact: Magnus Allan: +44 20 7086 1277, magnus.allan@aon.co.uk 

For information and analysis, please contact: Kelly Fuller: +44 20 7668 9589, kelly.fuller@aon.co.uk; Paul Mitchell: +44 20 7216 3641, paul.mitchell@aon.co.uk

We expect 68 renewals in December, an increase on
2006 activity despite the general trend for 
organizations to move away from the final quarter avi-
ation renewal season. The main reason for the increase
in activity in 2007 is the soft market conditions and
the general expectation that they may not be as
attractive for 2008/09 renewals. 

By bringing renewal dates forward, organizations and
their brokers are hoping to enjoy the best possible
price. The rising levels of technical underwriting means
that airline insurance programs are increasingly based
on an organization's actual experience, however,
rather than the application of a market average.

Meanwhile, the first quarter's low level of activity
means that the average hull and liability premium 
levels will be susceptible to fluctuations. If there is only
one renewal in January, we will not be able to be able
to report on the direction of the market. 

The fall in the number of renewals in January over the
last few years has been the result of a variety of
changes in the market, including extensions to later in
the year, cancel and replacement of policies, and 
consolidation in both the airline industry and airline
insurance programs.

One of the key reasons for the relatively high level of
changes is that it tends to be smaller organizations
that renew during the first quarter of the year. These
have less established patterns of insurance buying and
are more likely to move their renewal to achieve the
best price possible.

Any January renewals are likely to have been 
negotiated during December, so even if there turns
out to be five renewals, it is unlikely to represent an
indication of market direction for the rest of the year.

We expect the first few months of the 2008/09 
renewal cycle to see the market continuing to become
less soft, but market direction is unlikely to become
clear until well into the second quarter.

Blue Wings 01 Jan
Lineas Aereaas Aztecas 25 Feb
Tradewinds Airlines 29 Feb
Air Nostrum 01 Mar
KD Avia 10 Mar
Free Bird Airlines 13 Mar
Iran Air 21 Mar
Avolar Aerolineas 28 Mar
Bangkok Airways 28 Mar

Airline Renewal Date

Airline Renewals
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