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> The information featured in this review is representative of

market trends only. We regret that due to vertical or

fragmented marketing, sourcing exact percentage rate

movements and/or shifts in premiums can prove difficult.

Our analysis is therefore representative of all airline

programmes with an insured average fleet value equal to or

greater than US$150 million. 

Due to the sensitive nature of the issues involved, the losses

overview features only those incidents with an incurred hull

and liability loss value of US$1 million or above, with

liability being reported as a monthly, quarterly and year-to-

date figure.

Rate and premium movement percentages are based on

the London lead rate in 2007 against the London lead rate

in 2006.

Where airlines have replaced their programmes or have

implemented short-term policies, the full annual figures

have been used for calculation purposes on their accounts.

If placements have, through the addition or deletion of

airlines, changed, no allowance has been made in the

expiring figures.

It should also be noted that for comparison purposes all

local currencies are converted to US dollars.

Reproduction permitted with written authorisation

© Copyright 2007 by Aon Aviation. All rights reserved. FP4092



Welcome to the Airline Insurance Market Pre-Renewal

Season Review 2007, which provides an overview of

activity so far this year to ensure that our clients, the

insurance market and the airline industry as a whole has

a clear picture of the what has happened during the first

nine months and how it may impact activity as we enter

the frenetic last two months when around half of the

total number of airline insurance programmes are

expected to be placed.

If there is one word to describe the airline insurance

markets over recent months it is unique. I doubt that there

are many other insurance markets that have ever witnessed

such a long period of very soft conditions. On average,

lead premium prices have fallen by around 15%

throughout 2007 so far, while at the same time exposures

have been growing and look set to continue to grow as

new aircraft come off the production lines and swathes of

new passengers come to fly in them.

Although falling prices are generally a good thing from an

insurance buying point of view, underwriters are

increasingly under pressure. The consistent nature of the

reductions are now bringing us to the point where the

market begins to lose money, and when that happens,

capacity is likely to contract and prices will climb as a result.

Despite being based on a wide variety of factors, purchasing

airline insurance should be a simple and predictable

process, but we could be moving to a situation where

forecasting lead hull and liability premium prices becomes

increasingly difficult from one year to the next. In my

experience, a boom and bust cycle does not suit anybody

attempting to budget expense on revenue, although is

reflective of a fully functioning free market environment.

While renewing top line aviation all risk insurance is a

well-handled process, the risks that airline organisations

face as they carry out their day-to-day activities are 

rapidly evolving. The Airline Business and Aon Risk

Management Survey 2006/07 highlighted that one of the

key issues that is being faced by organisations of every

size and type is cyber-risk. This is just one of the issues

that Aon’s aviation executives can help our clients with by

working with experts from other areas of the business to

satisfy the full range of risk management and insurance

needs. You’ll find an overview of our cyber-risk

capabilities elsewhere in this review. 

Foreword
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The analysis in this review is based on data from the first

nine months of the year. Given the continued industry and

market focus on the final quarter of the year, it should be

remembered that the many of the world’s major airlines

have yet to renew, but the activity that takes place in the

first three quarters does represent a number of important

indicators of how the market has evolved and its potential

direction in 2008. 

As I say, the airline insurance market is at a unique

juncture at this point, and knowing how it is likely to

evolve as we approach the end of the year and enter the

renewal season is going to be vitally important for many

aviation organisations. I hope this review provides a useful

basis of knowledge that helps the markets and the

industry move forward transparently.

DOUG PETERSON

Chairman – Aon Global Aviation



Executive Summary

The reductions that began in the final quarter of 2006 have

continued so far in 2007, with average hull and liability

lead premium falling by over 15% during the first nine

months of the year. 

Out of the total 112 programmes that we have renewal

data for, 68% saw their hull and liability premium fall, 55%

by over ten percent.

The high level of reductions is likely to be making a

number of insurers take a second look at their

commitment to the airline insurance market. A reduction in

capacity would lead to a hardening of the hull and liability

premium market, although this may not happen until the

2008/09 renewal period. 

Loss frequency has increased so far this year but those that

have taken place have been confined to specific states,

ensuring that there is global focus on these states safety

record for some time. 

That said, the number of losses has meant that currently the

total insurable value of the airline losses is higher than both

last year and the ten-year average. There has not yet been a

market challenging loss, however, and the soft market

conditions have continued into the final quarter.

The number of fatalities so far this year has been relatively

high compared to last year.

Fleet Value: only 21% of the expected operations with

an average fleet value of more than US$5bn have

renewed, although more than 59% of US$150m-1bn

fleets have renewed. 

Region: an estimated 63% of European programmes have

been renewed, but only 32% of North American.

Sectors: around 70% of low-cost airlines have already

renewed, but under 31% of flag carriers.
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January-September 2007 Exposures 

Compared to the same period in 2006:

Premium has fallen by -15%

Fleet values have grown by +11%

Passenger numbers have risen by +12%
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Market Overview

The main headline for the airline insurance market over the

last 12 months has been the very soft market, which has

delivered average lead hull and liability premium reductions

of nearly a fifth in each month since October 2006. During

2007 so far, reductions have averaged around 15%.

Aon's data shows that 2006 was the first time since 2001

that the total annual lead hull and liability premium fell

below the 1992-2006 average. Discounting the 2001-06

period and it could seem that there is still some room for

reduction given that much of the activity during the last

five years could be suggested to have been significantly

influenced by the market's response to 9/11. 

A continuation of the average reductions of around -15%

during the renewal season would mean that the total hull

and liability premium for the year would be around

US$1,377m, compared to US$1,673m in 2006 and

US$2,153m in 2005. With adjustment for inflation this

would bring it very close, but still above, the average level

of annual lead premium recorded between 1992 and 2000

when third party AVN 52E coverage was included in overall

premium volume.

Despite undergoing something of a decline the renewal

season in the airline insurance market remains key. If the

market reductions were to tighten from October to an

average of -5%, the total lead premium for 2007 will be

US$1,557m, only -7% below the 2006 total.

Equally, if the market flattens in the final quarter, the total

annual premium for the year will be US$1,617m, still

above the 1992-2000 average. This looks highly unlikely at

this stage, however.

The decline in the prominence of the October to

December renewal season looks set to continue this year,

with at least two major operations moving their renewals

out of the final quarter. There were a number of reasons

for the changes, notably programme and organisational

mergers, but perhaps also recognition by some airlines

that they might receive better attention from underwriters

if they renewed earlier in the year away from the crowd.

One of the most significant moves has been the decision by

a major European flag carrier to move its renewal date from

November to April, which means that April’s premium

volume is significantly higher in 2007 than it was in 2006.

Looking historically, April 2000 represented around 4% of

the total lead hull and liability premium for the year, while

November represented around 26%. Based on the

projected numbers, April is likely to represent around 8%

of the annual total for 2007, while November may have

declined to around 13%. Last year they represented 5%

and 15% respectively.
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Year

Average 

Premium 

Change

2007*

2006

2005

2004

2003

2002

2001

-15%

-17%

-7%

-7%

-18%

-4%

+55%

-2%

Passenger

Movement 

Change

+12%

+9%

+11%

+12%

-3%

+3%

N/A

+7%

Fleet

Value 

Change

+11%

+4%

+7%

+4%

+2%

+3%

+4%

+5%

Source: Aon Market Data

7 Year Average

* Year to date



While the changes are significant, the process is slow, and

it will be a long time before it could be suggested that the

airline insurance market has a balanced pattern of activity

and the benefit of the changes proven.

Simon Knechtli, Aon Aviation, observes “The market is

becoming more technical and focused on the

requirements of individual operations, rather than simply

looking at sector averages. 

“As a result, it is increasingly important to ensure that

there is time for a full discussion between an airline

organisation and its underwriters. This can be difficult

during the frenetic activity of the renewal season, and

some operations have been seeing an improvement in

their relationships with the markets as a result of moving

their renewal date to earlier in the year,” he continues.

Meanwhile, as a result of the tumbling average lead hull

and liability premium, underwriters have been offering

some fast pay discounts for early payment of premium and

profit commissions based on loss experience. This is being

used as a way of softening the impact of falling lead rates.

There has however been a closing in the level of vertical

pricing differential.

While the level of competition is undoubtedly high, there

has not yet been a massive amount of jostling in terms of

broker changes. Around fifty organisations have changed

broker so far this year, around half of which are changes at

organisations with an average fleet value of under

US$150m. The number of changes within the larger

operations is around the average for this time of year. The

end of the year, when the majority of major programmes

renew, may see more changes occur as brokers fight to

attract business by achieving improved pricing at the same

time as the market begins to harden.
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Industry Overview
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Global Fleet Value
1992 – 2007

The growth of average fleet value has continued so far this

year, building on a fairly consistent growth trend that has

been in place since at least 1991, only faltering in 2001

and 2002 when some fleets contracted following 9/11.

The current average fleet value, based on the average value

of an insurable fleet during the course of an annual policy,

has grown by 11% so far this year, although this does not

represent a firm forecast for fleet value growth for 2007

given that the majority of the world’s major fleets do not

renew until the final quarter. The figure is likely to be

somewhat lower than the current 11% as a result of a

number of these large global fleets being early adopters of

the new generation of super-jumbos that are expected to

come into commercial service over the next couple of

years, although some programmes will be beginning to

take the Airbus A380 into account.
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The level of growth in the value of the fleet globally does

not directly relate to the growth in the number of aircraft

taking off. The value of aircraft is growing through new

capacity being introduced but also through retirement as

older planes are replaced with modern aircraft that match

the changing demands of airlines.

Environmental considerations continue to dominate the

agenda in many parts of the world. Nowhere was this

more apparent that the launch of Boeing’s 787 which

focused on the new aircraft’s environmental credentials. 

While there is a great deal of debate about how

responsible airlines actually are for the climate change that

is perceived to be occurring currently, there is little doubt

that there is a significant level of scrutiny on the industry at

this point. The protests at Heathrow in the UK during

August highlight the strength of feeling that currently

exists, and aviation organisations need to ensure that they

continue to be seen as good corporate citizens.

Meanwhile, the price of jet fuel has continued its pattern of

steep climbs between January and September, although so far

the price is still slightly below the peaks of 2005 and 2006.

Consolidation in the European tour operator sector of the

airline industry continues. MyTravel, which renewed in

February, completed its merger with Thomas Cook in June,

having gained approval from the European Commission a

month previously. The merger creates a combined group

carrying just less than 20 million passengers annually and

a fleet valued at over US$4.5bn before synergies.

The programme is branded Thomas Cook Airlines and the

combined group renewed in August.

Shortly after Thomas Cook and MyTravel announced their

intention to merge, UK tour operator First Choice Holidays

and Germany-based TUI Group's tourism division also

moved to come together, forming a new entity called TUI

Travel. It has subsequently received permission from the

European Commission as well as the blessing from First

Choice shareholders. The merger was completed at the

beginning of September.

First Choice most recently renewed its insurance

programme in November, while TUI renewed in April.

Bringing the two operations together is expected to create

an organisation with a combined fleet value of US$6.25bn

before synergies and passenger numbers of around 34.6m.

Also in Europe, low-cost carrier Air Berlin has bought

Dusseldorf-based LTU, having gained the approval of the

German regulators. Air Berlin, which has a fleet value of

around US$2.4bn, renews in April, while LTU previously

renewed under Lufthansa in December and had an estimated

fleet value of around US$1.5bn in 2004. According to Air

Berlin, which purchased another German DBA carrier at the

end of 2006, the acquisition will create the fourth largest

airline group in Europe in terms of passengers. 

The Italian government’s attempts to reduce its stake

holding in Alitalia, meanwhile, have run into difficulty after

potential buyers shied away from the conditions that were

to have been attached to the sale. Air France-KLM has

suggested that might still be interested in a potential deal

for the Italian flag carrier.

Meanwhile, the merger of Air India and Indian Airlines has

been completed. The combined operation will have a fleet

value of US$4.7bn and carry over 16 million passengers

annually, prior to any synergies being realised, and Indian

merged into the Air India insurance programme when it

renewed in October. 

Jet Airways completed its protracted purchase of Air Sahara

in April, re-branding the latter as Jet Lite. The pattern of

consolidation globally will have a significant impact on the

total premium volume going forward, particularly because

the insurance market rewards economies of scale. 

In North America, after a lengthy negotiation process with

AirTran Airways, Midwest Airlines has been purchased by

TPG Capital, a purchase which had involvement from

Northwest Airlines. The airline is likely to be included

within the Northwest Airlines programme.

Mike Smith, Aon Aviation, observes “As the airline industry

consolidates, there will be a corresponding reduction in the

number of airline insurance programmes. The growth of

group insurance programmes that are being brought together

to take advantage of economies of scale, means that the global

airline insurance market will be increasingly influenced by a

small number of large insurance programmes.”
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Losses Overview

From a safety point of view, 2007 so far stands out from

recent years in terms of the high number of fatalities, hull

losses and liabilities. Compared to the same time last year,

there have been nearly 80% more fatalities, the value of

the hull losses is around 18% higher and the value of the

liability losses has doubled.

The relatively high level of global losses has been driven by

a high number of incidents in specific countries, rather

than a general change in the overall safety trend for the

industry. Given that the number of successful take-offs and

landings continues to grow, it may be that by the end of

the year 2007 will still prove to be relatively safe overall.
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Source: Aon Market Data

* To date

1st Quarter

2nd Quarter

3rd Quarter * 

Totals

7

13

12

32

Crew

125

132

293

550

Total

118

119

281

518

Pax &

Ground

29.56

52.50

325.50

407.56

Liabilities 

(US$m)

Hull Losses 

(US$m)

99.28

151.65

169.77

420.70

5

4

8

17

US$5m+

10

12

12

34

Total

Incidents Fatalities

Source: Aon Market Data

January

February

March

April

May

June

July

August

September

Totals

3

3

4

7

3

2

6

3

3

34

Number of Losses

31.73

18.50

49.05

71.50

73.65

6.50

101.59

50.88

17.30

420.70

Hull Loss (US$m)

29.56

0

0

0

52.50

0

315.50

0

10.00

407.56

Liability Loss (US$m)

61.29

18.50

49.05

71.50

126.15

6.50

417.09

50.88

27.30

828.26

Total Loss (US$m)

Major Losses Summary 2007



What the high level of losses so far this year has proved,

however, is that no matter how technologically advanced

the industry becomes, how much the training of the pilots,

cabin and ground staff improves and how much better the

servicing of aircraft becomes, aviation still involves a high

level of potential risks, even though there are a relatively

low level of incidents.

The recent incident in Japan, when a Boeing 737-800 was

successfully evacuated prior to the aircraft being totally

destroyed in a fire, shows that even when something goes

catastrophically wrong in a modern, well-managed

aircraft, the chances of escape are significantly higher than

they would have been ten or twenty years ago. 

The challenge for the industry is working to ensure that

the countries where there has been a string of major

aviation losses are able to learn from other states where

the safety rates have been improved. This should be

actively encouraged by the underwriting community and

the international aviation community through

accreditations such as the International Air Transport

Association’s Operational Safety Audit.

Interestingly, the concentration of loses in a limited number

of states should continue to encourage the trend towards

more in-depth assessments of what level of risk an

individual programme represents, rather than the insurance

market applying a blanket price based on the perceived

safety of the entire industry.

There continues to be a debate over whether the

introduction of new aircraft at the larger organisations

leads to a trickle down effect that improves the 

hardware available across the industry. At this stage it is

difficult to comment with any certainty as to whether

this is having an impact, although the major aviation

manufacturers’ bulging order books and the new

generation of aircraft entering commercial service over

the next few years may make it clearer.

11
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Like the main airline hull and liability insurance market, the

hull war market is currently very soft. The third quarter

continued the trends witnessed in the second quarter, with

average premium reductions of around -17%. This builds

on the -15% recorded in both the first quarter of 2007 and

the final quarter of 2006. The question is how long the

hull war insurance market can sustain the current level of

reductions and remain profitable.

The soft market continues to be influenced by the

absence of claims for over five years, as well as the high

capacity in the aviation insurance markets generally. This

is keeping the level of competition very high for

programmes with a good loss history.

The market has also been significantly influenced by the

US Homelands Security Bill, which has meant that a

number of the world’s largest carriers are covered under

US government insurance rather than buying hull war

coverage from the main market. This continues to keep a

significant amount of premium from the global total.

The most concerning part of the continued market

reductions is that coverage can currently include wide-

bodied aircraft with hull values of more than US$250m,

but in 2006, the total annual premium was only

US$118m. Any major claim could have a significant

impact on market direction as a result.

The excess third party war and allied perils liability

market (XS AVN 52) has plummeted even further so far

this year. Although the data we have is limited in

comparison with the main market, it seems that the

market income has fallen by nearly 40% in terms of cost

per passenger and by nearly 50% in terms of cost per

departure. The main driver for this has been the

continued high level of capacity, the lack of losses and,

perhaps, a reassessment of the view on exposure.
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360o Article: Journey to Success

Helping businesses take-off

Doyle suggests that implementing a risk management

information system (RMIS) enables businesses to manage

growth far more effectively. “International mergers and

acquisitions were sometimes ruled out or failed in the past

because it was impossible to bring together the information

from across a business,” Doyle adds. “But an efficient RMIS

can support growth by showing where the risk is and where

it could be developing. It not only looks at losses that lead

to insurance claims but also those that fall below the

threshold but can still erode the bottom line.”

As the aviation industry evolves, information demands

placed on firms are growing rapidly, such as ensuring that

they are compliant with the requirements of global

alliances or code-shares. The need for companies to ensure

that they are compliant with a variety of legal jurisdictions

is also driving demand for efficient RMIS.

Doyle points out that the benefits can be extended as far

into the business as it is needed. “Systems such as

RiskConsole will enable clients to manage their claims

effectively while also identifying and responding to trends

that they see emerging,” he explains. “For example, it can

increase the speed and reporting of deductible claims and

measure the total cost to the business of such an incident,

and manage other classes of business beyond basic aviation

that represent a risk to a company. It can also be used to

track claims, such as the cost of putting people in hotels

after a breakdown, providing a far clearer view of the 

knock-on effects of an incident on the business. It opens the

company to a far wider understanding of actual exposure.”

Doyle suggests that RiskConsole meets a variety of data

demands in an efficient and scalable manner. “The

increasing requirements for data are here to stay, not only

for the global flag carriers but also for regional operations.

The implementation of an effective RMIS can help support a

quick response to any requests that a legislative body may

have,” he concludes. “RiskConsole can help companies

respond to external pressures and make the most of internal

opportunities. We expect demand to be very high from the

aviation industry over the next few years.” 

This article originally appeared in 360o, Aon’s eSolutions Magazine,

which is intended to provide our clients and prospects with real-life

examples of how companies internationally are benefiting from the

range of risk management tools and services are available from Aon’s

eSolutions group. If you are a client or prospective client and would

like to receive the magazine, please contact aviation@aon.com.

Aviation is one of the world’s most complex industries,

with many companies operating globally and expanding

quickly. Because of its high profile nature and the potential

for catastrophic incidents with significant loss of life and

major property damage, it is also under intense scrutiny

from investors and regulators alike.

As a result, aviation companies need to ensure that they have

access to clean data about how the entire business, from top

to bottom, is operating. They need to interrogate the data

quickly to respond to issues as they occur and before they

become problems. They also need to be confident that the

data is high quality, up-to-date, reliable and flexible enough

to meet the needs of a variety of different audiences, be it

their own executive boards, international and national

regulators, or the insurance markets.

Steve Doyle, Aon Aviation, comments, “Aviation continues

to grow both in terms of the number of passengers using

aircraft and terminals and the physical capacity of aircraft.

New technology and construction methods, varying

routes and new business models are being introduced

across the world. It is vital that aviation businesses have a

system that enables them to keep abreast of the exposure

they have and where new risks are emerging.”

Risky business

The industry is no longer about moving a passenger or

piece of cargo from one airport to another. Airports are

evolving from transport hubs into major retail outlets,

while airlines are being forced to offer an increasing variety

of services to maintain their positions in hugely

competitive marketplaces. 

Some companies have different business models operating

under a unified global corporate structure, such as flag

carriers with a budget airline arm. Furthermore, airports

can be owned by and report back to a board that is

physically located on the other side of the globe. 

To ensure that the level of risk matches their risk

tolerance, operations increasingly expect to be able to

drill into data from a top-level all the way down to

reports on an individual aircraft or ground vehicle. They

need to take data from a wide variety of sources and

convert it into meaningful reports. 
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Airline Risk Management Survey Results

Aon and Airline Business magazine have completed the

second Airline Risk Management Survey. The anonymous

survey was carried out at the end of 2006, with over 60%

of the top 200 airlines globally by revenue offering views

on the evolution of risk management during the year.

Around two thirds of respondents described themselves as

major or flag airlines, compared to just under half in 2006.

This suggests that the survey is gaining traction as the

industry's major players recognise the value of an

independent, anonymous survey of their risk tolerance. 

Respondents were again well distributed geographically.

Just under a third of came from Europe, and just under a

quarter were from both Asia Pacific and North America.

Reflecting the larger organisations that responded, the

proportion of operations claiming to have company-wide

risk management strategies rose from 67% in 2005/06 to

86% in 2006/07.

The average risk strategy length is 2.5 years compared to

the 3.3 years reported last year. This reflects the rapid

evolution of the industry and the recognition of the need

for flexibility to take advantage of opportunities as changes

occur. Equally, the number of organisations with risk

strategies of longer than four years has dropped to 14%

from 39% in 2005/6, and nearly three quarters of

operations have interim strategies.

Reflecting the soft airline insurance market, risk

management budgets fell to 1.6% percent of total revenue,

from 2.1% in 2005/06. 

There is also less pessimism about market direction in

comparison with the last survey. In 2005/06, 44% of

respondents expected risk management costs to increase

during 2006, but in 2006/07 this has fallen to 31%.

Similarly, only 21% of respondents expected risk

management costs to decline for their 2006/07 renewal, a

number that has risen to 35% for the 2007/08 renewal.

That said, this may reflect the larger number of flag carriers

and majors that participated in the survey this year, given

that airline insurance market's propensity to reward scale.

Interestingly, the proportion of total risk spending

represented by insurance coverages has fallen from around

70% to just over 60% in 2006/07. Nearly 40% of this is

comprised of mandatory coverages.

Attitude to risk is broadly unchanged, with 74% of

respondents comfortable to retain some level in the 2006/07

survey compared to 68% last year. The number of operations

that said they were comfortable retaining a high level of risk

has fallen from 8% to 4% between the two surveys, again

potentially a function of the respondent profile.

Reflecting the level of debate in certain regions and the

current focus on corporate responsibility, environmental

pollution has become the highest future risk requirement,

having been sixth in the 2005/06 survey. This change

knocked computer crime insurance into second place,

while business interruption climbed to become the third

highest additional risk that organisations will be looking to

insure against in the next three years.

Risk priorities have only changed slightly, with aircraft

accident, aircraft-related war/terrorism and property

(damage) still the three highest priorities. 

Premium price remains the main issue for the majority of

respondents, while transparency, gratifyingly, has fallen in

importance below financial strength and claims services.

"The results prove the value of carrying out this in-depth

survey," says Steve Doyle, Aon Aviation. "It ensures that we

as risk management consultants and insurance brokers can

match our offerings to the needs of the airline industry,

and make sure that we provide a full range of risk services

that meet our clients' evolving requirements. It also lets

organisations benchmark their approach to risk

management and insurance against their competitors." 

A copy of the Airline Business article that accompanies the survey

results can be found on the aviation section of aon.com.
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Cyber-Crime Risk Management

Businesses are recognising that being careless with

information can hurt a business as much as being careless

with money. Good corporate governance demands that

directors put adequate controls on the vast amounts of

information they hold electronically, but organisations are

increasingly at risk from cyber-crime.

The 2006/07 Airline Risk Management Survey, conducted by

Airline Business magazine in conjunction with Aon, found

that computer crime insurance is one of the most important

future risk requirement among the world's top airlines.

Cyber-crime's ongoing prominence reflects the growing

recognition that while IT provides massive efficiencies in

terms of competitor, client and regulatory activities, it also

creates a swathe of new risks.

While many picture a hacker as a lonely, disaffected young

man or woman simply making mischief on the internet,

the reality is of an increasingly organised, professional

criminal, carrying out targeted attacks to steal data for

illicit profit from operations of all sizes around the world.

Most companies and their insurers prefer not to disclose

incidents of computer crime. The British government,

however, estimates that cyber-crime currently costs UK

businesses about GBP2.5billion per year, a number that is

rising quickly. Other governments around the world have

made comparable estimates.

Modern cyber criminal activities include data theft to

facilitate industrial espionage, credit card and passport

fraud, human trafficking and straightforward theft, all of

which can be directly applied to aviation organisations. 

Call centre hijacks, where hackers attack and gain control

of centres through technology back-doors before

demanding a ransom to restore the service, are becoming

more common. Similar denial of service (DoS) attacks have

been launched on bookmakers prior to major sporting

events. The impact of a DoS attack on an airline in the 

run-up to a holiday period, for example, would be very

significant. For an aviation organisation, every minute that

an online booking system is unavailable, be it a result of

criminal activity or otherwise, can cost it large amounts of

lost ticket revenue. 

So-called Bot software scams, where viruses are used to

take over large numbers of computers that can

subsequently be programmed remotely to send spam to

targeted victims or used for DoS attacks, are rampant.

Criminal gangs are making a lucrative business from

renting out these so-called zombie machines to each other

to bolster the strength of their attacks.

The use of bogus websites and emails to extract consumer

data such as credit card details, known as phishing,

increased significantly in 2006, while ready-made

spamming programmes can be bought over the counter in

certain countries. Given the type of data some airlines hold

about their ticket buying customers, and the bad press that

any security lapse could cause, aviation organisations need

to ensure that they take as many precautions as possible to

ensure data security.

Protecting and maintaining data from cyber-crime is a key

issue facing organisations going forward, and the industry

needs to be aware of the risks it faces.

Aon cyber-crime specialists have worked with aviation

operations globally to ensure that senior management is

aware of the full plethora of cyber-crimes that they face.

They can work to ensure that an organisation's actual risk

position reflects its risk tolerance and help reduce the

potential for sudden shocks if there is ever an issue.
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The main feature of the next few months in the airline

industry will be the testing and delivery of the two 

super-jumbos, which could be the make or break of some

very high profile global organisations. A great deal of

coverage has been given to the different niches that these

new aircraft are aimed at, but there is every possibility that

both strategies could work in the long term, suiting

different types of consumer at different times.

Despite activity early on in the year, there have been

limited mergers or acquisitions this year. There has also

been limited rumours of mergers, which, naturally, could

mean that there is a big deal waiting to happen. Certainly

the global factors continue to point towards the benefits

of fleet consolidation, although it is notoriously difficult to

achieve and achieve successfully in the airline industry.

From an insurance market point of view, it seems unlikely

that the soft market conditions can continue at their

current levels in the longer term. 

Despite the high level of capacity and the improving

technology in the insurance industry that is removing the

need for many of the supporting roles and reducing the

cost of entry to the insurance markets, the simple fact is

that the current levels of rate reduction are not

sustainable because people will simply exit the market,

capacity will contract and prices be forced up.

The questions that remain are when the change will take place

and how hard the markets will become when it does occur.

The best outcome for the long-term stability of the market

would be for a gentle reduction in the soft markets for the rest

of the year, although this does not appear to be taking place.

The alternative would be a continuation of the very soft

market conditions through the 2007/08 renewal season,

which could mean that the reductions will continue until

potentially September 2008. If this occurs, then there is

likely to be a rapid reduction in the market capacity as the

capital providers of the underwriting units that operate in

the airline insurance market look at the returns they receive

and reduce their commitment. If this occurs, then capacity

is likely to contract rapidly and the soft markets will very

quickly become hard markets.
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If this peak and trough scenario evolves, then planning will

become more difficult in the long-term because

organisations will not be able to tell what their cost of

insurance will be the next time it comes to renewing their

airline programme. 

The likelihood is that there will begin to be a contraction of

the market as we move into the 2008/09 renewal season,

but the hardening may not be as severe as might be

expected. There are a number of reasons for this.

Primarily the excess third party war liability AVN 52 market,

was created in the aftermath of 9/11 to cover terrorist risk,

but there has not yet been a claim on it. As a result, it has

offered consistent returns along the core hull and liability

market for the last five years. While the market has tumbled

alongside the main market over the last year, it has

provided strong returns and as a result might well provide

some measure of stickiness.

Equally the insurance markets have been slow to embrace

new technology in comparison with other financial

markets, but change is slowly seeping through. 

One of the key things that is changing is the falling cost of

administration as a result of the falling reliance on paper

and also the removal of the need for re-keying. This will

mean that the cost of remaining in the markets has come

down and may again stall some operations from leaving

the market.

Finally technology in the airline industry itself has been

instrumental in reducing the frequency and severity of

losses in most of the last five years. With fewer claims, it is

easier for underwriters to operate in the market even if the

prices continue to fall. Losses, however, are inevitable in

the airline industry, and the danger is always that there will

be a sudden contraction of capacity in the aftermath of a

loss that will add to the cycle of peaks and troughs that

appears to already be in place.

It may be that the airline insurance market has always

operated in a peak and trough cycle, but the last decade

has simply seen the greatest peak and the longest sustained

fall as a result of the response to 9/11. The market is now

hopefully returning to more normal levels and will be more

stable as a result, which is better for everybody involved.





Analysis

> Monthly Analysis

> Regional Analysis

> Fleet Value Analysis

> Sector Analysis 



Monthly Analysis

22

Source: Aon Market Data

* To date

1st Quarter

2nd Quarter

3rd Quarter *

Total/Average

-22%

-17%

-11%

-15%

-7%

+14%

+13%

+12%

-4%

+12%

+13%

+11%

Percentage 

Change

Percentage 

Change

Percentage 

Change

50.76

198.24

238.26

487.26

2007

(US$m)

65.29

237.69

268.80

571.06

2006

(US$m)

7%

23%

21%

51%

Estimated %

of Annual

15

51

46

112

2007

Total Renewals Fleet Value
Passenger

Movement
Premium Hull/Liability

15

45

46

106

2006

Source: Aon Market Data

* To date

January

February

March

April

May

June

July

August

September

Total/Average

-14%

-19%

-26%

-18%

-14%

-16%

-16%

+6%

+7%

-15%

+24%

+4%

-19%

16%

++15%

+3%

+10%

+16%

+29%

+12%

+17%

-1%

-13%

+13%

+11%

+8%

+9%

+24%

+41%

+11%

11.97

8.81

29.99

120.04

46.63

31.57

177.49

34.27

26.50

487.26

13.97

10.91

40.41

146.12

54.03

37.54

210.86

32.47

24.75

571.06

-25%

-25%

+29%

+19%

+15%

+0%

+11%

-0%

-33%

-10%

3

3

9

25

15

11

31

9

6

112

4

4

7

21

13

11

28

9

9

106

Percentage 

Change

Percentage 

Change

Percentage 

Change

2007

(US$m)

2006

(US$m)

Percentage 

Change

2007

Total Renewals Fleet Value
Passenger

Movement
Premium Hull/Liability

2006
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1st Qtr 2nd Qtr 3rd Qtr * Oct 06 Nov 06 Dec 06

2007 2006

1st Qtr 2nd Qtr 3rd Qtr * Oct 06 Nov 06 Dec 06

2007 2006

Source: Aon Market Data

* Numbers to date

Source: Aon Market Data

* Numbers to date

Airline Monthly Renewal ProfileAirline Monthly Premium Profile

The limited number of renewals during January 2007 meant

that the average hull and liability premium change was

susceptible to any major changes at any of the three

renewals that occurred.

Activity during the month declined compared to 2006 as a result

of one operation moving its renewal to March, and a second

cancelling and renewing its policy in July. Another carrier entered

our criteria following a 50% increase in fleet value.

Given that the renewals were mainly negotiated during the

2006 renewal season, and the low level of activity, the month

provided little indication about market direction for 2007/08

renewals: two programmes received an increase, but one

received a significant decrease.

Total/

Average

Year

2006

2007

Renewals

4

3

US$bn Percentage Change

3.18

3.03

+11%

+17%

+24%

+24%

+6%

-14%

Fleet Value

Jan
Millions Percentage Change

9.24

10.28

Passenger

US$m Percentage Change

17.83

11.97

Premium

Please Note: The following monthly tables include all of the industry data that has been

collected during 2007, rather than being a like-of-like comparison with activity in 2006.
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February also offers little activity or insight into market direction

and it looks set to become the quietest month in the 2007

airline insurance market, with only three programmes that meet

our criteria being placed. It appeared to continue the trend for

reductions of around a fifth that began in October 2006.

In 2006, the month delivered less than 1% of the total annual

hull and liability premium, and there is no reason to expect

this proportion to change.

The reduction in activity was the result of one programme

change, which had a reduction in average fleet value which

took it below our criteria for inclusion.

Despite the limited activity, the very soft market conditions

appeared to continue.

Total/

Average

Year

2006

2007

Renewals

4

3

US$bn Percentage Change

2.24

2.06

-7%

-1%

-2%

-4%

-13%

-19%

Fleet Value

Feb
Millions Percentage Change

9.23

8.30

Passenger

US$m Percentage Change

12.94

8.81

Premium

Completing the least active quarter of the year, March saw

nine renewals, a slight increase in last year’s figures. There

were various changes in the renewals some of which were the

result of a programme changing its renewal date from January,

another leaving the month to renew in December and the

addition of the VRG programme, which has replaced the old

Varig programme following the South American carrier’s

difficulties two years ago.

Even with the addition of these new programmes, March is

still a relatively inactive month.

In terms of activity, four of the month’s programmes received

double-digit reductions. There were only two increases, a

cargo carrier that incurred a loss and a South American carrier

whose exposures rose by over 100%.

The seven renewals that took place in 2006 represented 47%

of the total hull and liability lead premium for the first quarter.

When it came to the end of the year, however, the month

represented less than 2% of the total premium renewal

amount for the full year. There is little expectation that this

proportion will change significantly during 2007.

March saw what at first glance could be seen as a further

softening in the airline insurance market, but was actually the

result of unique circumstances at two airlines, VRG and also a

Middle East-based flag carrier that scaled back its operations as

a result of fears of political instability. Factoring the impact of

these two operations out, and the hull and liability lead

premium would have only fallen by an average of around 

-10%, but the year-to-date average reduction would have been

unchanged at around -18%.

Total/

Average

Year

2006

2007

Renewals

7

9

US$bn Percentage Change

2.44

5.82

+7%

-13%

+14%

+19%

0%

-26%

Fleet Value

Mar
Millions Percentage Change

18.85

23.62

Passenger

US$m Percentage Change

29.50

29.99

Premium
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April was once again the first month to confirm that the

reductions witnessed during the preceding quarter were not

simply the result of changes at individual renewals influencing

monthly averages. The month saw the renewal of operations

of all types, and seven of the 25 renewals during the month

had average fleet values of over US$1bn, compared to four

during the whole of the first quarter.

The addition of a major European flag carrier into the month’s

activity meant that there was nearly 50% more premium

renewed compared to 2006. The carrier also added another

airline to its group programme, meaning that it also had

significant fleet growth.

In total, 15 of the month’s 25 renewals enjoyed double-digit

reductions, while five received double-digit increases, mainly

the result of significant fleet investment. One European low-

cost airline raised its average fleet value from US$300m to over

US$1bn as a result of merger activity.

The month’s largest reduction was the result of an airline that

went through its renewal process at the same time as merger

discussions with a major European charter airline. Despite the

discussions being broken off, the airlines were placed in

parallel this year and the smaller operation enjoyed significant

reductions as a result.

Total/

Average

Year

2006

2007

Renewals

21

25

US$bn Percentage Change

21.97

47.21

+12%

+13%

+20%

+16%

-10%

-18%

Fleet Value

Apr
Millions Percentage Change

108.59

203.56

Passenger

US$m Percentage Change

88.66

120.04

Premium

May’s 15 renewals delivered about a third of the premium of

April, and there were only three renewals with average fleet

values recorded at over US$1bn. All three of these received

double-digit reductions.

A further five airlines received double-digit increases on 

their 2007/08 policies, mainly the result of significant 

fleet investments.

The month is the third most active of the first three quarters,

and again had a variety of different operation types renewing.

In terms of the differences in renewals, one operation has

extended into June, while another has joined a group

programme that renews in November.

Total/

Average

Year

2006

2007

Renewals

13

15

US$bn Percentage Change

14.91

16.31

+14%

+11%

+18%

+15%

0%

-14%

Fleet Value

May
Millions Percentage Change

67.76

78.65

Passenger

US$m Percentage Change

51.90

46.63

Premium



26

The 31 renewals in July continued the very soft market

conditions that prevailed throughout the first nine months 

of 2007, delivering a -16% reduction in hull and liability on

average. Six of the total number of renewals received 

double-digit increases, the result of losses and massive 

fleet expansion.

Factoring these six out of the months figures, and the average

reduction would have been more than -19%, at the same time

as the average fleet value growth would have been over +8%.

July's position as the third largest month of the year in terms

of premium renewed is fairly assured, given that October,

which was formerly the third largest month, only saw US$87m

renew in 2006, and is significantly smaller than July based on

the lead hull and liability premium reported so far in 2007.

While this may suggest that there is some shift away from the

focus on the final quarter renewal season, realistically there is

a significant distance to go before the airline insurance market

moves to a more balanced calendar spread. July is still around

US$100m short of challenging November's position as second

most active month in terms of premium, and activity in the

month is only expected to be less than 20% of December's

total premium placed.

Total/

Average

Year

2006

2007

Renewals

28

31

US$bn Percentage Change

52.36

61.18

+1%

+9%

+11%

+10%

-8%

-16%

Fleet Value

Jul
Millions Percentage Change

188.28

206.34

Passenger

US$m Percentage Change

193.71

177.49

Premium

There were eleven renewals during June, the same number

as took place in 2006 although there were changes. There

were two new renewals during the month, one of which

took another into its programme while another has changed

renewal date as a result of ongoing operational changes. This

month saw the former Cintra programme finally split with

the Mexicana portion renewing while Aeromexico extended

its programme until September.

With May’s results at a similar level, June’s activity could at first

glance have suggested that the soft market conditions were

beginning to turn, with a -16% reduction in average lead hull

and liability premium compared to the average of nearly a fifth

for the rest of the year to date. 

It was not actually the case: nine of the month’s eleven

renewals enjoyed significant reductions, but the eleventh saw

its premium increase of over 150% as a result of adding a third

airline to its group insurance programme. Factoring this

renewal out of the month’s results would have meant a -19%

average reduction for the month.

June is the least active month in the second quarter, reflecting

a pattern that appears to be evolving where the majority of

renewals in each quarter occur during the first month,

although the renewal season is a notable exception to this.

Total/

Average

Year

2006

2007

Renewals

11

11

US$bn Percentage Change

11.69

9.96

+13%

+8%

+18%

+3%

-3%

-16%

Fleet Value

Jun
Millions Percentage Change

51.71

36.63

Passenger

US$m Percentage Change

45.25

31.57

Premium
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For the first time in twelve months, August saw the hull and

liability premium average increase. The question this raised is

whether the +6% rise marked a change in market direction,

or was simply the result of the relatively limited level of

activity during August.

The increase was highly influenced by two of the largest

operations that renew during the month that had significant

hull and liability premium increases.

The first of these, a Latin American operation saw a significant

increase in its exposure as a result of passenger and departure

growth. The second has suffered a major loss that led to

significant premium increases.

It appeared that the market was still delivering significant

reductions as a result of the high level of capacity available 

in the aviation insurance market as the final quarter 

loomed into view.

Total/

Average

Year

2006

2007

Renewals

9

9

US$bn Percentage Change

4.22

9.85

+9%

+24%

+33%

+16%

-12%

+6%

Fleet Value

Aug
Millions Percentage Change

21.36

40.02

Passenger

US$m Percentage Change

28.06

34.27

Premium

September has the third lowest number of renewals for the

year, with only January and February being smaller. It

subsequently has little impact on the year overall.

It saw the largest increase in exposures in percentage terms

for the year so far, with all of the renewals showing growth in

their fleet values. 

A European low cost carrier’s fleet grew by almost 200% and a

Latin American carrier 100% compared to this time last year,

helping the month show average fleet value movement of over

40%. This was mirrored by the passenger growth at almost

30%, although the largest renewal of the month, Aeromexico,

recently separated from Mexicana in the Cintra Group and only

had minimal growth.

Despite receiving rate reductions in line with the market

average for the year so far, this growth effected the premium

movements of the month, leading to a 9% increase in

premium compared to 2006.

Total/

Average

Year

2006

2007

Renewals

9

8

US$bn Percentage Change

3.22

5.64

+19%

+43%

+59%

+27%

+31%

+9%

Fleet Value

Sep
Millions Percentage Change

18.91

36.05

Passenger

US$m Percentage Change

28.06

30.62

Premium



28

Regional Analysis

Africa

Asia

Europe

Latin America

Middle East

North America

Total/Average

875.00

912.56 

927.66

817.86

1,021.43

1,111.54

934.95

Total 

(US$m)

-6%

-9%

-18%

-18%

-21%

-14%

-15%

Percentage 

Change

13.77

119.12

175.26

44.29

18.88

115.94

487.26

2007

(US$m)

14.66

131.22

212.70

53.71

23.89

134.88

571.06

2006

(US$m)

6

25

47

14

7

13

112

2007

55%

45%

63%

93%

54%

32%

53%

Estimated %

of Annual

23%

25%

39%

59%

23%

22%

29%

Estimated %

of Annual

Total Renewals Premium Average Liability Limit

6

23

47

10

7

13

106

2006

2.39

0.76

0.63

0.76

1.89

0.86

0.76

US$

-15%

-12%

-38%

-23%

-4%

-18%

-24%

Percentage 

Change

+10%

+23%

+13%

+6%

-18%

+5%

+12%

Percentage 

Change

5.76

156.98

277.74

58.26

10.00

134.72

643.46

Total (m)

+13%

+23%

+12%

+6%

-7%

+4%

+11%

Percentage 

Change

2,411.98

39,150.44

64,561.57

13,393.62

2,710.16

38,837.79

161,065.56

Total

(US$bn)

Credit Balance Fleet Value Passengers Cost Per Passenger

62.61

628.02

921.61

178.82

128.79

570.48

2,490.33

Total

(US$m)

Africa

Asia

Europe

Latin America

Middle East

North America

Total/Average

Source: Aon Market Data

North AmericaMiddle EastLatin AmericaEuropeAsiaAfrica

Source: Aon Market Data

Renewals Premium Credit Balance

Regional Overview
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Africa, the smallest of the regions in terms of total hull and

liability premium, continues to be dominated by a small

number of renewals that occur during the renewal season. As a

result, while over half of the number of expected programmes

have been placed, only around 20% of the total expected hull

and liability premium has been renewed so far this year.

The region continues to enjoy a gradual growth in the number

of aviation organisations that meet the criteria for inclusion in

this review. The growth is not stunning, but it is steady.

With only two exceptions, all of the African renewals have enjoyed

double-digit reductions so far this year. The first is the result of a

massive increase in average fleet value since the last renewal,

while the other is the result of a start-up last year significantly

increasing its activities. These changes have meant that both

passenger and fleet value growth have been healthy. The growth

follows a +15% rise in average fleet value and a +20% growth in

passenger numbers recorded for the same period last year.

The cost of insurance per passenger is still the highest in the

industry, but has fallen.

Africa

The number of renewals in Asia appears to be continuing to

grow, with 17 renewals reported at the same time in 2005

compared to 25 renewals in 2007. More than half of the

expected activity is still due to take place during the final

quarter, which translates to around three quarters of the total

annual hull and liability premium.

Both average fleet values and passenger numbers have grown

by nearly a quarter compared to last year, when they had also

demonstrated significant growth.

While the impressive growth in fleet value and passengers carried

has continued, the decline in average hull and liability lead

premium has also continued. The first three quarters of the year

saw premium decline by -9%, the second smallest reduction in

the market, but it is built on a -20% reduction last year.

It could be suggested that the Asian insurance cycle is running

slightly ahead of the rest of the world, driven by the region’s

hunger for air travel and the lack of historic structural issues

that have dogged the industry elsewhere. Given that Asia’s

relative importance has been increasing over the last few

years, it will be interesting to see what the picture is at the end

of the year. In terms of the premium contribution made by the

region so far this year, Asia is only behind Europe and

fractionally in front of North America so far this year, although

the gap will expand significantly when the North American

majors renew during the final quarter.

Despite losses and the issues that have developed in the aviation

industry in certain countries in the region, Asia currently has the

second highest credit balance at this point in the year.

Asia

Africa Asia Europe Latin 
America

Middle 
East

North 
America

Africa Asia Europe Latin 
America

Middle 
East

North 
America

Source: Aon Market DataSource: Aon Market Data

Passenger Numbers by Region YTD 2007Fleet Value by Region YTD 2007
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Because of North America’s focus on the final quarter, this is

the most difficult region to draw conclusions about at this

stage in the year. While nearly a third of operations have

renewed, only about a fifth of the total expected annual

premium has come to market.

The activity that has occurred has seen an average premium

reduction of around -14%, although this is built on the second

lowest fleet value growth and the lowest rise in the number of

passengers carried, reflecting that this is the most mature of

the regions at this stage.

North America

With over 90% of the expected Latin American programmes

renewed and nearly 60% of the total expected hull and liability

premium for the year now renewed, the region’s average

premium reductions of about a fifth are likely to be a pretty

good reflection of the final year’s position.

There has also been strong growth in the number of

programmes renewing so far this year, although the picture is

slightly complicated by some airlines being split as they come

out of state ownership and others re-emerging having gone

through economic difficulties and undergoing fundamental

reconstruction.

The region’s total average fleet value has only grown by +6%,

and passenger numbers have only risen by the same amount,

although this compares to a +10% and a +14% respective

growth at the same time last year.

The cost of insurance per passenger has fallen by nearly a

quarter, basically reflecting the low level of average pay-outs.

Latin America

Reflecting the size of some of the operations that are currently

active in the Middle East, despite over half of the region’s

expected annual renewals having now taken place, only

around a quarter of the total premium has been renewed.

The main reason for this is that the region’s largest group

programme will not renew until the November, and will

dominate the full year totals. That said, given that there have

been limited losses in the region there is no reason to expect

that the addition of the major programme will change the

averages significantly, so even if the market is slightly less soft

by November, the airline insurance market tends to reward

economies of scale and so the current rate may stand.

The region’s -21% reduction in lead hull and liability premium

so far this year, the highest level of reduction of any of the

regions, builds on the -13% the Middle East enjoyed for the

whole of 2006, and reflects the high current levels of

competition for attractive airline operations such as many of

those in the region.

Fleet values and passenger numbers have declined in the

Middle East, mainly as a result of geopolitical considerations

having an impact on one flag carrier in the region. The order

books for new aircraft heading for the region over the next few

years is also impressive, so this is likely to be simply a pause

before the growth continues.

Middle East

Europe has been the most active region in terms of the

numbers of renewals that have taken place year-to-date.

Reflecting the division that still exists between the approach

that low-cost and budget airlines take to the insurance market

in comparison with the rest of the industry, only just over a

third of the expected premium has been placed so far this year,

compared to the 60% of programmes that have been placed.

The region’s reputation for safety and the highly competitive

insurance environment has meant that the airlines that have

renewed so far this year have received the joint second highest

average reductions. Exposure growth has been less impressive

however, although a +12% growth in fleet values and a +13%

growth in passengers in a relatively mature market should

keep the majority of shareholders content.

Also reflecting the weight of budget and low-cost airlines that

have renewed so far this year, Europe has the best cost of

insurance per passenger of any of the regions and has also

enjoyed the best reduction by a significant margin. Last year at

this stage, Asia had the best cost of insurance per passenger,

with Europe running second.

Europe
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US$5bn+

US$2-5bn

US$1-2bn

US$500m-1bn

US$150-500m

Total/Average

US$5bn+

US$2-5bn

US$1-2bn

US$500m-1bn

US$150-500m

Total/Average

1,783.33

1,316.67

1,107.69

925.93

718.78

934.95

-24%

-22%

-9%

-4%

-2%

-15%

155.76

85.78

59.81

67.02

118.89

487.26

204.27

109.93

65.91

69.97

120.98

571.06

6

12

13

27

54

112

21%

40%

54%

73%

59%

53%

17%

29%

39%

58%

59%

29%

4

10

7

22

63

106

0.69

0.50

0.60

0.91

1.63

0.76

-26%

-27%

-28%

-29%

-17%

-24%

+3%

+6%

+26%

+36%

+18%

+12%

227.01 

172.34 

97.38 

73.72

73.00 

643.46

+0%

+16%

+32%

+36%

+12%

+11%

69,955.88 

39,970.70 

18,666.69 

17,854.36

14,617.94

161,065.56

1208.89

483.52

289.15

205.51

299.09

2,490.33

Source: Aon Market Data

US$ Percentage 

Change

Percentage 

Change

Total (m)Percentage 

Change

Total

(US$bn)

Credit Balance Fleet Value Passengers Cost Per Passenger

Total

(US$m)

Total 

(US$m)

Percentage 

Change

2007

(US$m)

2006

(US$m)

2007 Estimated %

of Annual

Estimated %

of Annual

Total Renewals Premium Average Liability Limit

2006

US$150-500mUS$500m-1bnUS$1-2bnUS$2-5bnUS$5bn+

Source: Aon Market Data

Renewals Premium Credit Balance

Fleet Size Overview
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When dividing the market in this way, the largest of the sectors

has been the least active, with only around 20 percent of both

the expected total number of renewals and the estimated

proportion of the total premium being renewed so far this year.

That said, there has been an increase in the sector’s activity at

this point in the year compared to last year as a result of two

operations with an average fleet value of over US$5bn moving

their programme renewals out of the final quarter.

The moves are thought to be an attempt to take advantage of

the high level of current capacity as well as taking an

opportunity to differentiate themselves from their peers and

attract more focus from the underwriting community.

Fleet value in the sector has been static, and passenger growth

has been the lowest in the industry. This is the result of the

sector tending to serve the most mature passenger base in the

industry as well as it including the majority of early adopters

of the new generation aircraft that are expected to enter

commercial service over the next few years. Investment has

been limited at this stage as a result of operations waiting for

the delivery of their new aircraft.

This has also been one of the most active sectors in the

industry in terms of changing route structures and moving to

more efficient aircraft on those routes, particularly by the

major US carriers. This has been an attempt by some to ensure

survival following what has been a very difficult few years as

the top end of the aviation industry has tried to respond to the

challenges created by some of the smaller, arguably more

nimble, operations.

US$5billion+

The US$2-5bn sector has seen around two fifths of the total

expected programmes renew so far this year, which translates

to just under 30% of the total amount of expected premium.

Reflecting the airline insurance market’s tendency to reward

economies of scale, the sector has enjoyed an average

premium reduction of over -20% so far this year, building on

the -12% reduction recorded for 2006 as a whole.

There has been considerable fleet investment over the last few

months, with average fleet values among the programmes

that have renewed so far this year growing by around +16%.

This builds on a +16% improvement recorded during 2006.

While passenger growth has been relatively modest at around

+6%, it is in addition an increase of nearly a quarter last year.

This sector of the industry has built up a good credit balance

during the year so far, and also enjoys the lowest cost of

insurance per passenger. It is dominated by Asian operations,

which represent 60% of the renewals so far this year, while

European and Latin American operations each represent 20%.

US$2-5billion 

US$5bn+ US$2-5bn U$S1-2bn US$
500m-1bn

US$
150m-500m

US$5bn+ US$2-5bn U$S1-2bn US$
500m-1bn

US$
150m-500m

Source: Aon Market DataSource: Aon Market Data

Passenger Numbers by Fleet Value YTD 2007Fleet Value by Fleet Value YTD 2007
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Reflecting the growth in the number of operations at the

smaller end of the market, the number of operations with a

fleet value of US$500m-1bn has continued to rise from 15

renewing to August 2005 to 27 this year.

Over 70% of the sector’s total number of programmes have

renewed, representing nearly 60% of the total estimated

premium. Growth continues to be vibrant, with average fleet

values rising by over a third and the number of passengers

growing by the same amount. This builds on the +14% and

+19% respective growth recorded for the whole of 2006.

This sector still has the second highest cost of insurance when

looking at the industry in this way, although it has enjoyed as

good a year-on-year reduction as any of the other sectors.

US$500million-US$1billion

The number of airlines with an average fleet value of US$150-

500m that renew during the first nine months of the year has

continued to decline, falling from 58 in 2005 to 54 in 2007.

There are a number of reasons for this, but the main change

has been the continued growth of group airline insurance

programmes, which combine a number of similar airline

operations when it comes to programme placement in order

to help them benefit from the credit that the airline insurance

market gives to economies of scale.

Highlighting this point, this sector of the industry received the

least impressive premium change, although there has been

some exposure growth with fleet values growing by +12% and

the number of passengers growing by +18% compared to

2006. The sector had seen passengers grow by +30% annually

in 2004, 2005 and 2006.

Reflecting the dominance of Europe in this sector, over a third

of renewals in this sector come from the region, although this

dominance will be diluted somewhat by the time that the full

year’s numbers have been collated.

The smaller airlines tend to concentrate their renewals in the

first nine months of the year as they try to attract some focus

from the airline insurance market. This has meant that just

under 60% of the expected annual programmes have now

renewed, representing well over half of the total estimated

premium for the year.

US$150-500million

Over half of the expected number of programmes have been

renewed so far this year in the US$1-2bn fleet value sector,

representing just over a third of the annual premium that we

estimate will have renewed by year end.

This sector has enjoyed a strong growth in both fleet value,

+32%, and passengers carried, +26%, surging after a slight

decline in fleet value and a modest +5% growth in passengers

recorded during 2006.

The -9% reduction in average lead hull and liability premium

recorded so far this year is the third lowest amount in any of

the sectors, which compares to a -21% reduction recorded for

the whole of 2006. This may suggest that the sector operates

as something of an indicator for the rest of the industry, with

an average premium cycle that is slightly ahead of the rest of

the industry.

US$1-2billion 
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Flag

Low-Cost

Charter

Regional

Cargo

Other

Total/Average

1,228.95

773.91

1,121.88

669.63

1,083.33

887.50

934.95

Total 

(US$m)

-25%

-4%

-16%

-14%

+8%

-5%

-15%

Percentage 

Change

186.04

76.66

50.19

30.18

37.85

106.34

487.26

2007

(US$m)

249.38

80.24

59.46

35.23

34.93

111.83

571.06

2006

(US$m)

19

23

16

16

6

32

112

2007

31%

70%

64%

64%

38%

64%

53%

Estimated %

of Annual

19%

41%

57%

28%

59%

39%

29%

Estimated %

of Annual

Total Renewals Premium Average Liability Limit

21

23

19

8

9

26

106

2006

0.75 

0.47 

0.65 

0.73 

n/a 

0.95 

0.76

US$

-26%

-27%

-27%

-27%

n/a

-16%

-24%

Percentage 

Change

+1%

+30%

+16%

+17%

 n/a 

+13%

+12%

Percentage 

Change

248.78 

164.24 

76.99 

41.32 

n/a 

111.89 

643.46

Total (m)

+1%

+37%

+17%

+14%

+19%

+12%

+11%

Percentage 

Change

65,981.82 

22,774.46 

17,575.77 

7,187.11 

15,557.32 

31,989.08 

161,065.56

Total

(US$bn)

Credit Balance Fleet Value Passengers Cost Per Passenger

1,462.18 

305.37 

247.23 

129.62 

39.85 

306.08

2,490.33

Total

(US$m)

Flag

Low-Cost

Charter

Regional

Cargo

Other

Total/Average

Source: Aon Market Data

Source: Aon Market Data

Renewals Premium Credit Balance

OtherCargoRegionalCharterLow-costFlag

Sector Overview
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As would be expected, the operators under the flag carrier

sector have seen the lowest percentage of activity and the

lowest proportion of expected annual premium at this point in

the year. That said, the 31% of flag carrier renewals that have

been placed in the market have generated over a third of the

total amount of premium recorded so far this year.

The airline insurance markets reward economies of scale and

there is also a great deal of competition for the insurance

programmes of the world’s leading airlines. As a result, flag

carriers have enjoyed a reduction of around a quarter on their

hull and liability premium compared to last year. 

This compares to a reduction of over a fifth for the whole of

2006 compared to 2005. At this stage last year, however, flag

carriers were only receiving reductions of around -9%,

highlighting both the speed with which the market softened at

the end of last year, and the importance that the final quarter

still has for the flag carriers.

Interestingly, the significant reductions in hull and liability

averages are not occurring in tandem with the exposure

increases that are taking place in other sectors. While this

could be perceived as a lack of investment on the part of some

of the major global fleets, it should be pointed out that the

new generation of aircraft are due to enter commercial service

shortly, and flag carriers tend to be the launch customers. As a

result the relatively modest exposure growth may simply be a

lull before the new hardware is delivered.

The premium reductions are also influenced by the excellent

loss record and therefore the significant credit balances that

the sector has accrued over the last six years.

Flag

Flag Low-cost Charter Regional OtherFlag Low-cost Charter Regional Cargo Other

Source: Aon Market DataSource: Aon Market Data

Passenger Numbers by Sector YTD 2007Fleet Value by Sector YTD 2007

Reflecting the low-cost operations’ position as virtually the

antithesis of the flag carriers, around 70% of the total expected

airline programmes in this sector have renewed. This equates

to around 40% of the total expected annual premium that the

sector will deliver during 2007.

The sector has had what seems at first glace to be a relatively

miserly -4% average reduction in hull and liability premium

during 2007 so far, but on closer examination, the value of the

low-cost fleet has risen by over +35% and it has carried around

+30% more passengers. This builds on a respective +15% and

+22% increase reported for the whole of 2006 and a

respective +20% and +24% increase reported for 2005. This

level of exposure growth goes some way to justify the

relatively low level of premium reductions.

The number of low-cost carriers renewing during the first nine

months of the year has continued to fall. In 2005, around 83%

of the total number of low-cost carriers renewed before the

final quarter, while this year only around 70% of the expected

annual total have placed their programmes. That said, more

low-cost programmes have renewed compared to last year,

reflecting the vibrancy of the sector.

This is also a factor in the number of low-cost carriers that

have either been involved in mergers and acquisitions during

the last year, which has had a significant impact on the

operations that have seen their premiums increased in

comparison with last year.

Low-cost
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The number of charter operations renewing during the first

nine months of the year has declined slightly, although there

was an increase in the number of programmes that renewed

during the same period last year in comparison with 2005.

With nearly two thirds of the expected programmes now

renewed and well over half of the expected premium, it seems

that the average hull and liability premium reductions of around

-16% are likely to be close to the eventual total for 2006.

Fleet value and the total number of passengers carried by

operations in the sector have climbed by +17% and +16%

respectively, a slight improvement on the numbers reported

for the same period last year.

Only three of the 16 renewals recorded so far this year have seen

premium increases, two Europe-based and one in North

America. These were all the result of significant fleet investments.

The sector is dominated by European operations as a result of

the historical development of the industry.

Charter

Nearly two thirds of the total number of expected programmes

have been renewed at this point in the year, but this translates

to just over a quarter of the total expected amount of

premium. Premium reductions averaged at just under -14%,

the third highest level of reduction of all the sectors.

Regional carriers continue to enjoy increases in fleet value and

passenger numbers, growing by +14% and +17% compared to

2006. This builds on a +10% and a +16% respective increase

recorded for the sector for the whole of last year, but has

slowed somewhat from 2005 when fleet value surged by

+32% and passenger numbers by +37%.

As a result of the growth in exposure and the premium

reductions the cost of hull and liability premium per passenger

so far in 2007 has fallen by over -25%, and is the third

cheapest in the sector.

The sector is dominated by European and Asian carriers,

mainly as a result of the way that the industry is structured in

North America, where the majority of regional carriers renew

under group programmes lead by the flag carriers.

Regional

Reflecting the safety issues that have faced the cargo carriers

over the last few years, average lead hull and liability premium

has increased in this sector, and the sector has the lowest

credit balance by some margin.

Unusually, the cargo sector has only renewed around 40% of

the total number of expected programmes for the full year, but

this translates to nearly 60% of the expected total premium.

The growth in fleet value in the sector, up by nearly a fifth

compared to last year, reflects cargo carriers’ continued

attempts to improve their risk profile through the introduction

of new, often purpose built fleets, as well as the growth of the

global economy. This is reflected by the fact that four of the six

cargo operations that have renewed so far this year have seen

their fleets grow by more than +10%.

The outlook for the sector continues to be favourable as the rise

in low-cost carriers, with their swift turn around times creates

more landing windows for pure cargo operations globally.

Cargo
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Publications Produced by

Aon’s Aviation & Aerospace

Division During 2007

> Airline Insurance Market Review 2007

> Airline Insurance Market News January 2007

> Airline Insurance Market News February 2007

> Airline Insurance Market News March 2007

> Airline Insurance Market News April 2007

> Airline Insurance Market News May 2007

> Airline Insurance Market News June 2007

> Airline Insurance Market News July 2007

> Airline Insurance Market News August 2007

> Airline Insurance Market News September 2007

> Airline Insurance Market News October 2007

> Aerospace Insurance Market Review 2006

> Aerospace Insurance Market News, Quarter One 2007

> Aerospace Insurance Market News, Quarter Two 2007

> Aerospace Insurance Market News, Quarter Three 2007

> Aerospace Insurance Market News, Quarter Four 2007

Solution and Services Briefs:

> Aon Trade Credit

> Cyber-Crime eDiscovery Services 

> Insurance Training and Seminars

> IPO Protection

If you would like to subscribe to Aon airline or aerospace

newsletters and reviews, which provide monthly industry

analysis of both the aviation and aerospace industries,

quarterly updates and special reports, please email

aviation@aon.com

To read back issues of our publications, go to

www.aon.com/aviation.
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