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Overview

The seventh edition of Fitch Ratings’ Global Reinsurance Guide
provides reinsurance brokers, security committees and reinsurance
investors with the latest research on the global reinsurance sector and
views on the ratings in the agency’s universe of reinsurance coverage.
The 2017 Outlook: Global Reinsurance report discusses the key
drivers behind the negative sector outlook that Fitch maintains, as
well as outlining the conditions that could lead the agency to revise
its rating outlook to negative from stable. The report details four key
issues that are expected to pose a challenge to reinsurers during 2017:
1. Profit deterioration is key rating sensitivity;
2. Stabilising prices give false hope;
3. Alternative capital capacity slows;
4. Reinsurer consolidation stalls, but may heat up again.
The White Paper on Lack of Comparability of A.M. Best’s ‘A-‘
IFS Ratings to Those of Fitch was prepared by Fitch Ratings to
help users of Insurer Financial Strength (IFS) ratings, including
insurance brokers and reinsurance security teams, put the ratings
of the main credit rating agencies (CRAs) into better perspective.
Fitch believes there are common misperceptions with respect
to the comparability of IFS ratings among CRAs, particularly for
ratings at the ‘A–’ level.
The Insurance Peer Review: Major European Reinsurers report
compares and contrasts Fitch’s views on the key credit factors of
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the four major European reinsurance organizations: Hannover Re;
Munich Re; SCOR; Swiss Re.
The Global Reinsurers’ Mid-Year 2016 Financial Results
report provides a review of the financial results and performance
highlights released during the half-year 2016 reporting period by
Fitch’s monitored universe of reinsurers.
The Asian Reinsurance Markets report explores how regulatory
reforms are expected to boost reinsurance demand across the
region. The report also discusses the implications of China’s C-ROSS
capital regime and the narrowing gap between economic and
insured catastrophe losses.
The Latin American Reinsurance report discusses a number of
developments taking place across the region, including the effects
of slowing Latam economies on reinsurance demand and pricing,
and the vulnerability of economies to economic deceleration.
The Reinsurance in a Solvency II World report outlines why
Fitch believes that highly rated reinsurers in fully equivalent
countries will hold a competitive advantage over lower-rated
companies domiciled in non-equivalent countries. The report
also discusses why Solvency II is leading to an increased demand
for longevity reinsurance.
The final section of the report contains the most recent research
Navigators on a selected group of reinsurers that are rated by Fitch.
The Navigators provide an overview on the key rating drivers and
ratings sensitivities for each reinsurer.
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2017 Outlook: Global Reinsurance

Profit Declines in Underwriting and Investments Could Push Negative Rating Actions

Rating Outlook STABLE
(2016: STABLE)

Rating Outlooks
Positive

(%)

Stable

RWE

Negative/RWN
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Rating Outlook Stable: Fitch maintains a stable rating outlook
for the sector, reflecting an expectation that the majority of rated
reinsurers will maintain credit metrics commensurate with their
current ratings over the next 12-18 months. However, profits at
several companies have diminished notably since 2012 to levels
that could, if sustained, lower their respective financial strength. It
is highly likely that a further deterioration in the profit metrics of
those companies could result in rating downgrades, or their ratings
being moved to Negative Outlooks.
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Sector Outlook NEGATIVE
(2016: NEGATIVE)
•
•
•
•

Profit deterioration is key rating sensitivity.
Stabilising prices give false hope.
Alternative capital capacity slows.
Reinsurer consolidation stalls, but may heat up again.

Related Research
Other Outlooks
www.fitchratings.com/outlooks
Other Research
Latin American Reinsurance (August 2016)
Global Reinsurers' Mid-Year 2016 Financial Results (August 2016)
Asian Reinsurance Markets (August 2016)
Go to appendix for list of rated entities

Related Criteria
Insurance Rating Methodology (May 2016)

Analysts
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Sector Outlook Negative: Fitch Ratings’ fundamental outlook for
the reinsurance sector is negative. Premium prices and investment
yields are expected to decline further in 2017, diminishing reinsurers’
profitability. The agency’s base case forecast (see page 2), which
assumes major losses returning to the long-term historical average,
highlights the current sensitivity of the sector’s earnings, due to
thinning underwriting margins. A return of major loss costs to the
historical average would have a limited effect on improving prices.

Profit Deterioration Key Risk: The quality of earnings is
expected to deteriorate as underwriting margins and investment
returns continue to fall. Earnings assessments will give greater
consideration to operating ratios (combined ratio, less the ratio of
investment income to net earned premium) to assess reliance on
investment returns. Smaller companies with limited diversification
are at greatest risk of negative rating action. Conversely, major
Tier 1 diversified reinsurers should be among the winners of the
changing reinsurance landscape.
Prices to Fall Further: Fitch expects pricing conditions to remain
challenging during 2017, with surplus underwriting capacity
maintaining pressure on rates. Signs of stabilisation during 2016
are viewed cautiously, as better margined classes continue to see
greater price reductions.
Alternative Reinsurance Market Moderates: The growth of
the alternative reinsurance market has slowed, with reduced
catastrophe bond issuances and limited new formations of hedge
fund reinsurers. If this trend continues, it could signify that capital
market investors have a reduced appetite for reinsurance risk, which
could help provide a reinsurance pricing floor.
M&A Activity Stalls: Consolidation among reinsurers has waned
as companies digest recent deals. Nevertheless, M&A is likely to
resume in the near term as companies consider strategic options to
combat reinsurance market stress.

Outlook Sensitivities
Deterioration in Sector Profitability: The rating outlook could change
to negative if run-rate combined ratios move closer to 100% (2017
forecast is 99.2%) or return on equity (ROE) falls below 10% (2017:
8.0%), even if capital remains strong. Fitch recognises that since first
assigning these sensitivities in September 2014, interest rates and
the risk profile of many reinsurers have reduced. Individual negative
rating actions are possible if a raised combined ratio or sub-10% ROE
indicated a significant impairment in a company’s financial condition.

www.fitchratings.com
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Catastrophic Loss With Rate Spike: A significant catastrophic loss
event of USD70bn or more, coupled with significant unrealised
investment losses from an abrupt jump in interest rates, of 300bp
or more, could threaten the sector’s stable rating outlook. Such a
scenario would leave balance sheets temporarily more exposed to
adverse events and would be particularly concerning if reinsurers
lacked sufficient liquidity to pay claims and needed to sell
investments at a loss and/or raise new capital at a higher cost.

Key Issues
Profit Deterioration is Key Rating Sensitivity
Underwriting Margins and Investment Returns Expected
to Diminish
Fitch expects the majority of reinsurers to report lower profitability in
2017 compared to forecast 2016 results, driven by falling reinsurance
prices and declining investment returns, especially on reinvested
assets. This will make it more difficult for some companies to maintain
underwriting and profitability credit metrics close to current levels.
Low investment yields represent an increasing risk to the reinsurance
sector, with interest rates set to remain at current low levels for a
protracted period. The diminishing reinvestment rate achieved on
reinsurers’ investment portfolios, many of which are of a duration
of less than three years, will place a greater strain on earnings,
coinciding with falling premium rates.
Subsequently, we expect more reinsurers to receive lower scores
or be assigned negative forward indicator trends for their financial
performance and earnings assessments. Assuming that major loss

costs revert towards the long-term historical average, we do not
expect results to deteriorate to a level that leads to widespread
Negative Rating Outlooks or rating downgrades, but a small group
of companies are at risk of downgrade.
Fitch expects the reinsurance sector’s calendar-year combined
ratio to deteriorate to 99.2% in 2017 (2016F: 94.2%; 2015A: 86.8%).
This reflects the agency’s expectation that catastrophe losses will
increase to the long-run historical average of about 10 points on the
combined ratio. ROE is projected to decline to 8.0% in 2017 (2016F:
8.5%; 2015A 9.8%), with both underwriting and investment results
under pressure.

Earnings Suffer Due to Rise in Major Loss Claims
When assessing the quality of an individual company’s earnings,
Fitch looks to determine how sensitive underwriting profits may be
to even a modest uptick in major loss claims. We believe that the
variation between reported and normalised combined ratios, with
the latter adding back-budget variances for major losses and prioryear reserve development, provides a more intuitive indication of
how sensitive future earnings could prove to a rise in claims costs.
Results reported for 1H16 highlight that reinsurers’ underwriting
profits have become more sensitive to an uptick in major loss
claims costs. Insured losses arising from natural catastrophes were
a higher-than-average USD28bn (1H15: USD16bn), focused around
earthquakes in Japan and Ecuador, storms in the US and Europe
and a large fire in Alberta, Canada. The increase in the major loss
burden led reinsurers to release prior-year reserves to supplement
income. We view earnings sensitivity as a consequence of thinning
underwriting margins, brought about by four consecutive years of
falling reinsurance prices.

Non-Life Reinsurance Results and Forecast
(USDm)

2017F

2016F

2015A

102,060

101,050

99,067

10,135

7,065

2,500

2,990

3,945

4,833

Calendar-year combined ratio (%)

99.2

94.2

86.8

Accident-year combined ratio (%)

102.2

98.2

91.8

Accident-year combined ratio excl. catastrophes (%)

92.0

91.1

89.2

Shareholders’ equity (excluding Berkshire Hathaway)

271,500

268,810

266,146

Net income ROE (excluding Berkshire Hathaway) (%)

8.0

8.5

9.8

Net premiums written
Catastrophe losses
Net prior-year favourable reserve development

Source: Fitch monitored universe of reinsurers
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Reserve Sustainability Will be Tested in 2017
Fitch views the ability for reinsurers to continue to generate
positive prior-year reserve development as becoming increasingly
important and evermore challenging, within the context of difficult
market conditions. Reserves have been prudently managed across
the sector in recent years, with most reinsurers demonstrating a
positive track-record of prior-year development (reserve surplus
generated from earlier underwriting years).
Retaining the ability to generate positive development provides
flexibility to supplement future results, while any adverse
development (requiring reserves to be topped up) would prove very
difficult for an individual company to address within a competitive
and price-sensitive market. We believe that reserve buffers remain
sufficient to absorb the effects of higher major loss claims, should
these occur.

Limited Opportunity to Deploy Capital Profitably
Despite Fitch’s expectation of lower profitability, we expect
capitalisation to remain strong across the sector, with abundant
underwriting capacity being provided by both traditional and
alternative sources. Capital management will remain an important
consideration for reinsurers during 2017 and the agency expects a
significant proportion of earnings to be returned to shareholders
(through share buy-backs and special dividends), as opportunities
to deploy capital profitably remain limited.

Stabilising Prices Give False Hope

where cost of capital returns are close to or at breakeven. Classes
likely to remain better margined continue to experience greater rate
reductions, as reinsurers compete to retain or gain market share.

Property Classes Continue to Soften
On the surface, June and July 2016 renewals support the general
market view that the rate of overall reinsurance price reductions is
slowing. Price falls for the bellwether sub-classes of Florida wind and
US nationwide loss-free property catastrophe, previously lines most
exposed to low loss activity and intense supply-side competition,
were contained to low single-digits for a second consecutive year.
More broadly, price reductions for property classes were less than
in 2015. Less positively, there is evidence that terms and conditions
have weakened, with some policies renewed on multi-year covers
or with extended hours clauses.

Non-Proportional Lines Lead Price Reductions
A notable trend is the continuing differential between price
movements for non-proportional (excess-of-loss or XL) and
proportional classes, with rates for XL cover again seeing greater
declines. Non-proportional business is typically more volatile,
with premiums charged on the potential for loss. As reinsurers
are required to hold a greater amount of capital per unit of risk
to mitigate volatility, their return requirements for XL are typically
higher. As a consequence of four years of falling prices, some XL
classes have become amongst the worst performing on a price
adequacy basis, leading several reinsurers to reduce capacity in this
area of the market.

Casualty Continues to Attract New Capacity

Prices Continue to Fall for Better Margined Lines
Fitch expects pricing conditions to remain challenging for reinsurers
during 2017, with a surplus of reinsurance capacity creating further
downward pressure on premium prices. The agency views the
slowing rate of price reductions for some classes, indicated at
renewal points through 2016, as having limited significance in terms
of improving the near-term profitability of reinsurers. This is because
the majority of classes that have exhibited stabilisation are those

Competition within the casualty sector continues to be driven
by reinsurers looking to non-catastrophe lines for profit, with
margins being viewed as more attractive compared to property
classes by many companies. Fitch expects the subsequent growth
in underwriting capacity to extend rate reductions for the casualty
business into 2017. The growth of alternative capital within the
casualty sector is expected to be slower than within the property
market, due to more limited investor appetite for longer duration
risks that are less easily modelled.

Property

Casualty

(2016)

(2016)
No loss

XL no loss

Loss hit

XL loss hit

Cat no loss

US motor (L)

Cat loss hit

US motor (NL)

US cat no loss

US general TPL
-30

-20

-10

Source: Company and broker reports
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Alternative Capital Capacity Slows
Cat Bond/ILS Market Issuances Moderate
The market for property/catastrophe-specific cat bonds declined
in the first half of 2016, as a strong first quarter was followed
by issuance in the second quarter that was among the weakest
experienced over the past decade. Fitch expects deal volume to pick
up in the fourth quarter of 2016, following a typically muted third
quarter during the height of the Atlantic hurricane season. However,
outstanding issuance is not likely to increase in 2017 given the
amount of transactions maturing during the year.

Hedge Fund Reinsurers Face Underwriting and
Investment Challenges

hedge fund reinsurers’ ability to achieve success. Harrington Re
assumes medium- to long-tail casualty business from AXIS Capital
Holdings Ltd., while Blackstone Group LP manages Harrington Re’s
alternative investments.
In another sign of market difficulty, both XL Group Ltd. and Aspen
Insurance Holdings Limited recently shelved plans to launch hedge
fund reinsurance vehicles with Oaktree Capital Management
and Goldman Sachs, respectively. These entities inability to raise
sufficient capital reflects investor interest in the start-ups that
proved to be much less than anticipated.

Reinsurer Consolidation Stalls, For Now

Hedge fund-backed reinsurers are facing both underwriting and
investment challenges, while continuing to deal with increased
offshore tax scrutiny related to passive foreign investment company
regulations. The competitive reinsurance market conditions
and abundant capital make premium growth and underwriting
profitability difficult to achieve, with several hedge fund reinsurers
posting underwriting losses. In addition, hedge funds have
struggled to achieve promised investment returns, thus making it
more difficult to operate as a total return reinsurer.
Harrington Reinsurance Holdings Ltd. was the only major new
player entering the hedge fund reinsurance market in 2016, after
having been reported as early as 2014 to be in the works. The
company was capitalised with USD600m, well below the USD1bn
that was originally targeted, as investors remained sceptical of

Reinsurance sector M&A activity has slowed considerably recently,
with no major new reinsurance-specific deals having been
announced in 2016. This slowdown reflects increased valuations
and reduced interest from foreign buyers. This follows a flurry of
deals in 2014 and 2015 as companies embraced consolidation
as a strategic option to combat reinsurance market stress. Fitch
generally views larger reinsurers with strong franchises and diverse
operations as better positioned to succeed amid challenging
reinsurance market fundamentals.
Fitch expects M&A activity to pick up again in the not too distant
future, as market conditions remain ripe for additional transactions
and companies facing limited organic growth options look to
enhance scale and diversification. Opportunities for cost-savings
and more efficient capital management provide motivation for
future combinations.

Recent Global Reinsurance M&A Transactions
Buyer

Target

Reinsurance business

Deal size (USDbn) Closing date

RenaissanceRe

Platinum

Non-life reinsurance

1.9 March 2015

XL

Catlin

Global specialty (re)ins.

4.3 May 2015

Fairfax

Brit

Global specialty (re)ins.

1.9 July 2015

Endurance

Montpelier

Non-life reinsurance

1.8 July 2015

Mitsui Sumitomo

Amlin

Global specialty (re)ins.

5.3 February 2016

EXOR

PartnerRe

Global specialty (re)ins.

6.9 March 2016

China Minsheng Investment

Sirius

Non-life reinsurance

2.6 April 2016

Source: Company data, Fitch
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2016 Review
Non-Life Performance Weakens on Higher Cats
Non-life reinsurers’ underwriting results deteriorated in 1H16,
but remained profitable. Natural catastrophe losses increased
to slightly above the historical average, bucking the trend of
more benign first-half insured catastrophe losses from 2012 to
2015. The weaker results also reflect pressure on reinsurance
margins, with premium rate declines and a higher expense
ratio from increased ceding commissions and declining net
premiums earned.
The profitable underwriting results reflect sustained discipline in
the sector, as most reinsurers have been willing to walk away from
underpriced business. This will be imperative for future profitability
given the current competition, as the pricing gains made since 2011
have been given back to reinsurance buyers.
The 21 non-life global reinsurers that Fitch tracks reported an
aggregate reinsurance calendar year combined ratio of 92.7% in

1H16, up from 88.3% in 1H15. Total net premiums written grew 4.7%
in 1H16 from 1H15. The group’s 1H16 results included favourable
prior-accident-year reserve development, albeit slightly lower than
a year earlier.
The group experienced a modest 1.9% increase in shareholders’
equity in 1H16, driven by favourable underwriting results and
unrealised investment gains on fixed-income securities, due to
declining interest rates. Net income and unrealised investment
gains were partially offset by share repurchases and dividends.

Life Premiums and Profits Stable Overall
The group of seven life and health reinsurance operations monitored
by Fitch reported a slight increase in net premiums earned in 1H16
from a year earlier. Four of the seven had an increase in total net
premiums earned (using reported currency) from a year earlier. The
1H16, pre-tax income of the life reinsurance operations tracked by
Fitch declined by 7.0% compared with a year earlier. The group’s
shareholders’ equity (excluding Berkshire Hathaway) grew by 6.2%
from year-end 2015.

1H16 Non-Life Reinsurance Results
(USDm)

1H16

1H15

41,429

39,571

92.7

88.3

Shareholders’ equity (including Berkshire
Hathaway)

494,348

467,364

Shareholders’ equity (excluding Berkshire
Hathaway)

231,323

221,321

Net premiums written
Combined ratio (%)

Note: The above results include data only for those companies that had reported both 1H16 and 1H15 results on a comparable basis at this report’s publication date.
Shareholders’ equity is pro forma for mergers and includes equity that supports operations other than non-life reinsurance operations.
Source: Individual company data

1H16 Life Reinsurance Results
(USDm)
Net premiums earned
Pre-tax operating income

1H16

1H15

26,010

25,772

1,633

1,757

Source: Individual company data
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Appendix A:
Evolution of Reinsurers' Market Position and Size/Scale
Large

Munich Re:

Berkshire Hathaway

EUR50bn

Lloyd's of London

Swiss Re
Hannover Re

SCOR

Reinsurance
Group of America

Medium
XL

Fairfax

Arch Capital

Axis

Everest

Aspen

Partner Re

Validus

Alleghany

Endurance

RenaissanceRe

Small
Ace
W.R. Berkley.

10

Markel

Allied World

Non-Life Reinsurance

Life Reinsurance

Sirius

Primary

www.fitchratings.com
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Chart Notes
Solid bubbles represent 2015 and shadowed bubbles represent two years prior
PartnerRe acquired by Exor – moves to Medium from Large tier
XL acquires Calin – no change in tiering
Fairfax acquires Brit – no change in tiering
Everest Re moves to Medium from Large tier
Endurance acquires Montpelier Re – no change in tiering
Renaissance Re acquires Platinum Underwriters – no change in tiering
ACE moves to Small from Medium tier
Allied World moves to Small from Medium tier
Sirius acquired by CMI - moves to Small from Medium tier
Note: Bubble size denotes total NWP including non-life reinsurance, life reinsurance and primary business, where applicable. Primary includes all business not
designated as reinsurance segment.
Source: Fitch
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Appendix B

Fitch’s International-Scale Ratings on Select (Re)Insurance Organisations
Group

IFS Rating

ACE Tempest Reinsurance Ltd.

AA

Allied World Assurance Company Holdings, Ltd.

Long-Term IDR

Rating Outlook
Stable

A−

Stable

Allied World Assurance Company, Ltd.

A+

Stable

Amlin AG

A

Negative

Arch Capital Group Ltd.
Arch Reinsurance Company

A
A+

AXIS Capital Holdings Ltd.

Negative Watch
Stable

A−

Stable

AXIS Reinsurance Company

A+

Stable

Berkley Insurance Company

A+

Stable

Berkshire Hathaway, Inc.

AA−

Stable

China Taiping Insurance Holdings Co. Ltd.

A

Stable

Chubb Limited

A+

Stable

DEVK Rueckversicherungs-und Beteiligungs-AG

A+

Stable

Echo Rueckversicherungs-AG

A−

Stable

General Reinsurance Corp.

AA+

Stable

Hannover Rueck SE

AA−

Hiscox Insurance Company (Bermuda) Ltd.

A+

Stable

Hiscox Insurance Company (Guernsey) Ltd.

A+

Stable

Hiscox Ltd.

A+

A−

Stable

Stable

Lloyd’s of London

AA−

Stable

Malaysian Reinsurance Berhad

A−

Stable

Mapfre Re Compania De Reaseguros S.A.

A−

Stable

Mapfre SA

BBB+

Stable

Markel Corporation

A−

Stable

Markel Bermuda Ltd.

A+

MS Amlin plc

Stable
A−

Stable

Munich Reinsurance America, Inc.

AA

Munich Reinsurance Company

AA

MutRe

A−

Stable

National Indemnity Co.

AA+

Stable

Pacific Life Re Ltd.

A+

Stable

12

Stable
AA−

Stable
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Fitch’s International-Scale Ratings on Select (Re)Insurance Organisations
Group

IFS Rating

Partner Reinsurance Company Ltd.

A+

Long-Term IDR

Rating Outlook
Stable

PartnerRe Ltd.

A−

Stable

QBE Insurance Group Ltd.

A−

Stable

QBE Re (Europe) Ltd.

A+

Stable

QBE Reinsurance Corporation

A+

Stable

Reaseguradora Patria, S.A.

A−

Stable

Reinsurance Group of America, Inc.
Renaissance Reinsurance Ltd.

BBB+
A+

RenaissanceRe Holdings, Ltd.

Stable
Stable

A

Stable

RGA Reinsurance Company

A

Stable

RMB Financial Services Ltd.

BBB−

Stable

SCOR Global Life S.E.

AA−

Stable

SCOR Global P&C S.E.

AA−

Stable

SCOR Holding (Switzerland) AG

A+

Stable

A+

Stable

SCOR S.E.

AA−

SIGNAL IDUNA Rueckversicherungs AG

A−

Stable

Sirius America Insurance Company

A−

Stable

Sirius International Group Ltd.
Sirius International Insurance Corporation

BBB
A−

Society of Lloyd’s

Stable
Stable

A+

Stable

A+

Stable

Swiss Reinsurance Company Ltd.

AA−

Taiping Reinsurance Co. Ltd.

A

Stable

Thai Reinsurance Public Company Ltd.

BBB+

Stable

Transatlantic Holdings, Inc.
Transatlantic Reinsurance Company

A−
A+

Validus Holdings, Ltd.
Validus Reinsurance, Ltd.

Stable
Stable

A−
A

Stable
Stable

W.R. Berkley Corporation

A−

Negative Watch

XLIT Ltd.

A−

Stable

XL Bermuda Ltd.

A+

Stable

Ratings at 2 September 2016
Source Fitch
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Not All Insurer Financial Strength Ratings
Are Created Equal
White Paper on Lack of Comparability of
A.M. Best’s ‘A-‘ IFS Ratings to Those of Fitch
Executive Summary
This white paper was prepared by Fitch Ratings to help users of
Insurer Financial Strength (IFS) ratings, including insurance brokers
and reinsurance security teams, put the ratings of the main credit
rating agencies (CRAs) into better perspective. Fitch believes there
are common misperceptions with respect to the comparability of
IFS ratings among CRAs, particularly for ratings at the ‘A–’ level.

Our key conclusion is that an
IFS rating of ‘A–’ from A.M.
Best is most comparable
with a ‘BBB’ IFS rating from
Fitch, as well as Moody’s and
Standard & Poor’s (S&P).
Throughout this white paper we provide anecdotal evidence that
demonstrates this lack of ratings comparability. It is most apparent
with newly formed companies, insurers located in countries with
high country risks, captives and smaller insurers.
In addition, we examined historical statistical ratings performance
by comparing default and impairment rates by rating category
(over a 25- to 37-year period), using data reported to regulators
by the various CRAs. This analysis indicates that the historical
impairment rate for A.M. Best’s ‘A–’ IFS rating is approximately 7%
(estimated by Fitch). This is significantly higher than the estimated
2% historic default rate for Fitch’s ‘A–’ ratings, and falls between
Fitch’s 6.3% default rate at ‘BBB’ and 9.7% at ‘BBB–’. Fitch recognizes
impairments are expected to occur at a higher frequency than
defaults. However, Fitch also believes the noted difference at ‘A–’
falls outside normal impairment versus default expectations.

We believe the lack of ratings comparability reflects a combination
of differences with respect to how certain risks are weighed in the
respective CRAs’ ratings criteria, and the fact that the IFS ratings
scale used by A.M. Best does not directly map to the rating scales
used by the other noted CRAs.
Based on our findings, IFS ratings users that treat the ‘A–’ IFS
ratings of all four CRAs as directly equivalent are misestimating
credit risk and, therefore, should consider adjusting their
ratings standards accordingly. Specifically, Fitch believes the
equivalency should be changed to ‘BBB’ for Fitch, as well as
Moody’s and S&P, and retained at ‘A–’ for only A.M. Best. This
also coincides with how capital markets view debt ratings, where
debt ratings in the ‘BBB’ category (and above) are considered
investment grade.
Inaction by ratings users will potentially perpetuate the unintended
consequences of:
•

Less informed (re)insurance security decisions,

•

Higher risk of exposure to unexpected (re)insurer insolvencies
and unpaid claims, and

•

Fewer ratings opinions available in the marketplace for ratings
users to consider.

Furthermore, Fitch believes that misaligned ratings standards
used by many ratings users also encouraged so-called “ratings
shopping” by (re)insurance company management. Specifically,
many (re)insurers are incentivized to only seek A.M. Best IFS
ratings, since an ‘A–’ IFS rating is often more readily achieved than
from the other CRAs.
Note, this analysis does not suggest that A.M. Best’s approach is
wrong. Rather, it suggests that A.M. Best’s approach is different,
and that this difference, in turn, makes A.M. Best’s ratings less
comparable with those provided by Fitch and the other CRAs.
Further, we believe most IFS ratings users are either simply not
aware that such differences exist, or if they are aware, they are
not appreciative of the magnitude of the differences. This white
paper is intended to provide additional transparency around this
important issue.

Unlimited Redistribution Permitted
Subject to the copyright notice set forth on page 16, the white paper is being made freely available to any interested parties. Those in receipt
of this white paper may reproduce it (in full only) and redistribute it freely, and on an unlimited basis, to other interested parties at their
discretion in either printed or electronic form, or via provision of a web link.
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Part One – Background

There are regulations in place governing CRAs4 that require rigorous
controls that separate defined ratings and business activities and
that govern how CRAs approach unsolicited ratings.

What Is an IFS Rating?

Why Are IFS Ratings Important to Insurance
Markets, and How Are They Used?

IFS ratings are assigned to insurance and reinsurance companies,
and speak to the likelihood that policyholder obligations will be
paid in full and on a timely basis. The focus of the IFS rating on
policyholder obligations distinguishes it from credit ratings more
broadly used by investors across the capital markets that are
assigned to debt obligations.

Which Credit Rating Agencies Provide
IFS Ratings?
The most significant providers of IFS ratings are A.M. Best, Fitch,
Moody’s and S&P. A.M. Best is a specialty rating agency focused
primarily on the insurance industry. It was the first CRA to provide
IFS ratings1 and it offers the broadest IFS ratings coverage2. Fitch,
Moody’s and S&P have a more diverse analytical scope than A.M.
Best, and provide ratings across essentially all industries — most
of their ratings are debt ratings used by institutional investors.
Fitch, S&P and Moody’s added IFS ratings to their ratings coverage
beginning at different times in the mid-1980s through 1990s3.

How Do (Re)Insurers Obtain IFS Ratings?
IFS ratings can be obtained by a (re)insurer in one of two ways: the
(re)insurer can ask the CRA to provide an IFS rating, or the CRA can
initiate an IFS rating on an unsolicited basis.
In the case of an IFS rating requested by the (re)insurer, typically
a fee is paid to the CRA by the (re)insurer for the rating. Prior to a
newly requested rating being finalized and published under Fitch
policies, the (re)insurer is made aware by Fitch of the expected
rating outcome, and the (re)insurer usually has the option for the
rating not to be made final and to remain unpublished subject to
certain conditions. Often, the (re)insurer will keep the indicated
rating unpublished if the rating is lower than its expectation.
However, once a rating is published, the insurer no longer has the
option to keep any rating actions unpublished under Fitch policies.
Unsolicited ratings are used by CRAs when the CRA believes the
marketplace would benefit from the agency broadening rating
coverage to include certain (re)insurers that have not sought
a rating. Unsolicited ratings do not involve a fee, and represent
an investment of resources and costs by the CRA that is not
directly compensated. CRAs providing an unsolicited rating must
rely exclusively on public information should the (re)insurer’s
management decide not to participate in the rating process.
Thus from Fitch’s perspective, certain types of (re)insurance
companies typically cannot be rated on an unsolicited basis
without management participation because public information
is insufficient to support a rating. Examples are newly formed
companies, where a review of management’s plans and forecasts
are important, and captives that do not publically release their
financial statements.
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IFS ratings are used in the insurance marketplace to help buyers of
insurance or reinsurance judge if the (re)insurer is likely to remain
solvent and able to meet claim payments when they come due.
Key users of IFS ratings include broker security personnel, clients of
brokers who rely on broker advice, insurance regulators who monitor
(re)insurer solvency and/or establish capital standards based on
ratings, ceded reinsurance teams, corporate risk managers, fronting
companies for captive (re)insurance arrangements, as well as other
intermediaries who assist clients with insurer selection decisions.
While the exact standard used by IFS rating users may vary, most
commonly, IFS rating users employ a minimum ‘A–’ IFS rating
standard, particularly in developed markets. Stated another way,
typically IFS ratings users will place (re)insurers on their “approved
list” if they are rated ‘A–’ or higher and leave the companies off
their approved list if rated below ‘A–’. The ‘A–’ IFS “standard,”
therefore, plays a critical role in the (re)insurance markets.
(Re)insurers are aware of the ‘A–’ IFS standard used by most
insurance market participants in developed markets. Thus, it is rare
that a (re)insurer will seek to publish a solicited IFS rating that is
below ‘A–’.

What Scale and Rating Symbols Are Used
for IFS Ratings, and Do They Differ Among
Agencies?
The IFS ratings symbols and definitions used by the CRAs are very
similar across Fitch, S&P and Moody’s, but there are important
differences for A.M. Best.

IFS Rating Scales
Agency

Insurer Financial Strength (IFS) Rating Scale

A.M. Best

A++, A+, A, A–, B++, B+, B, B–, C++, C+, C, C–, D

Fitch

AAA, AA+, AA, AA–, A+, A, A–, BBB+, BBB, BBB–,
BB+, BB, BB–, B+, B, B–, CCC, CC, C

S&P

AAA, AA+, AA, AA–, A+, A, A–, BBB+, BBB, BBB–,
BB+, BB, BB–, B+, B, B–, CCC+, CCC, CCC–, CC, C

Moody’s

Aaa, Aa1, Aa2, Aa3, A1, A2, A3, Baa1, Baa2, Baa3,
Ba1, Ba2, Ba3, B1, B2, B3, Caa1, Caa2, Caa3, Ca, C

Source: Fitch Ratings.

As can be seen in the table above, the IFS rating scale used by Fitch
is a 19-category scale, ranging from ‘AAA’ through ‘C’. S&P uses a
very similar scale and symbols as Fitch5, with the main difference
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being use of plus and negative signs at ‘CCC’. Moody’s uses the
same scale but slightly modifies its symbols⁶, using ‘Aaa’ instead of
‘AAA’, ‘Aa1’ instead of ‘AA+’, and so forth.

financially distressed, that the two agencies could theoretically assign a
different rating — an IFS rating of ‘A–’ by A.M. Best and an IFS rating in
the ‘BBB’ category by Fitch.

In sharp contrast, A.M. Best currently uses a 13-category scale
for its IFS ratings, and prior to 1992, the scale was just seven
categories (the double plus and negative designations were
not used).

Fitch believes it is important to remind market observers that our criteria
allow Fitch to assign ratings to newly formed companies. There is no
minimum three- or five-year standard for a company to be rated. Fitch
simply believes the risks in the first five years of operations preclude an
IFS rating higher than ‘BBB+’. A.M. Best does not hold the same view.

The difference in scales and symbols used by A.M. Best relative to
the other CRAs presents fundamental challenges in defining points
of comparability that have long been confusing to many market
participants. In fact, several years ago, around the time A.M. Best
added insurance debt ratings to its coverage, the agency introduced
a parallel Issuer Credit Rating scale⁷. This scale more closely aligns
with the scales and symbols of the other CRAs that are more familiar
to institutional investors.

Part Two – Comparability Issues
At ‘A–’
There are four key situations where Fitch observed a significant
difference in application of the ‘A–‘ IFS rating between A.M. Best and
Fitch. Stated another way, Fitch recognizes a number of situations
under its methodologies where Fitch will rarely rate a (re)insurer as high
as ‘A–‘. However, under A.M. Best’s methodologies, as applied to A.M.
Best’s unique rating scale, an ‘A–’ IFS rating can be frequently achieved.
The four noted situations are: newly formed (re)insurers, insurance
companies with high country risks (i.e. low sovereign ratings),
captives and smaller-sized insurers.

1. Newly Formed (Re)insurance Companies
Fitch’s ratings criteria, with very limited exceptions, does not allow
for IFS ratings of ‘A–‘ or higher to be assigned to newly formed (re)
insurance companies⁸. A.M. Best, on the other hand, regularly assigns
ratings of ‘A–’ to newly formed companies if certain criteria are met⁹.
More recently, this included some “hedge fund” reinsurers (i.e. a
reinsurer sponsored by a hedge fund that in turn invests a significant
portion of its assets in that hedge fund)10.
Fitch’s belief is that even with strong management and a well-thoughtout strategic plan (coupled with reasonable levels of initial capitalization)
that there are inherent uncertainties for any newly formed company
that are inconsistent with the risk level associated with an ‘A–’ IFS rating.
A.M. Best’s publicly available materials on this subject also recognize
that there are noteworthy uncertainties linked to newly formed
companies not found in established companies. But in calibrating those
uncertainties to its unique ratings scale, A.M. Best will rate newly formed
companies at the ‘A–’ IFS rating category.
This potentially implies that even if Fitch and A.M. Best held the same
view of the risk that a given newly formed company may become
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2. High Country Risks/Low Sovereign Ratings
One of the more challenging aspects of credit analysis is judging how a
rated entity’s macroeconomic environment affects its creditworthiness.
Economic and political factors become especially acute when the
country of domicile/operation is under some financial stress.
The approach to country and sovereign risks is a further point of
difference between the insurance ratings of A.M. Best and Fitch, as
well as S&P and Moody’s. One of the key rating inputs available to
Fitch, S&P and Moody’s are sovereign ratings assigned to various
countries around the world, which address a country’s ability to
meet its own debt obligations. Sovereign ratings also act as a proxy
for measuring macroeconomic risks.
In Fitch’s view, the appropriate relationship between a (re)insurer’s
IFS rating and the rating of a sovereign is judgmental. That said, in
many but not all cases, Fitch will not rate an insurance company’s
IFS rating higher than the sovereign rating11. In effect, the more
linked the (re)insurer is to the country of domicile, the less likely
Fitch will rate the entity above the sovereign. This linkage becomes
especially strong when a (re)insurance company holds significant
proportions of its investment portfolio in government debt or local
bank debt/deposits. Such holdings directly align default risk on the
sovereign to risk that the (re)insurer will also become distressed.
Fitch is most likely not to employ a sovereign constraint for (re)
insurers in countries, such as Bermuda, where essentially all business
and assets are derived/held outside of Bermuda, and thus shielded
from local country risk. In this case, the linkage between the
sovereign and (re)insurer is minimal.

Countries with ‘A–’ or Higher A.M. Best
IFS Ratings
Country

Fitch Local Currency
Sovereign Rating

Brazil

BB

Costa Rica

BB+

India

BBB–

Panama

BBB

Slovenia

BBB+

Spain

BBB+

Source: Fitch Ratings.
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In contrast, A.M. Best’s analysis seems to place much less weight
on country/sovereign risks, as A.M. Best will often assign IFS ratings
that are above the sovereign ratings of Fitch, S&P and Moody’s. This
appears to be the case even when the previously noted linkages
between the sovereign and (re)insurer exist. The following is a list of
select countries where Fitch notes A.M. Best assigned at least one
(re)insurance company an IFS rating of ‘A–’ or higher (where the
uplift above the sovereign does not appear to relate to ownership/
support by a foreign parent), and where the Fitch local currency
sovereign rating is below ‘A–’12.
In addition to comparability issues between the different CRA
rating scales, Fitch believes these differences reflect A.M. Best’s
apparent philosophical viewpoint that country-related risks are not
as relevant for a number of (re)insurers as considered by Fitch. As
noted, A.M. Best does not publish sovereign ratings. However, A.M.
Best states that it conducts a multitier country risk assessment, with
country risk ranked on a scale of one through five13.
Regardless of which approach is considered more appropriate (this
is ultimately for ratings users to judge), what is clear is that A.M.
Best’s approach results in higher IFS ratings in lower rated countries
compared with the IFS ratings of Fitch.

3. Captives
Captive ratings clearly highlight the awkwardness of the use of a
uniform ‘A–’ IFS rating standard across all rating agencies. They
also point out how relative limitations in a rating agency’s ratings
process may influence the analytical perspective employed.

The use of a front mitigates the “lightness” of the regulation of the
captive, and the risks implied in linking the captive’s credit quality to
that of the parent.
Ironically, the insurance captives of ‘BBB’ category parent companies
would likely be viewed as unacceptable to many insurance market
participants if the captive carried a ‘BBB’ IFS rating from Fitch (based
on the parent’s rating), yet the debt of these same ‘BBB’ category
parent companies is readily acceptable to the largest institutional
investors in the world that target safe, investment-grade, fixedincome investments.
Fitch recognizes that some IFS rating users may not have much
exposure to ‘BBB’ category ratings used in the debt capital markets.
Thus, to further put the ‘BBB’ category in perspective, and to
demonstrate that ratings in that category assigned by Fitch are not
routinely assigned to inconsequential organizations, to the above
right is a select list of industrial corporate entities whose IDRs fall
in the ‘BBB’ category by Fitch. Readers should note that these are
all very large, established institutions with high-quality, brand-name
franchises and high levels of financial flexibility.
Captives are another situation in which A.M. Best applies a different
rating methodology to a different rating scale, and the outcome
is often ‘A–’ or a higher IFS rating in cases when Fitch would rate
in the ‘BBB’ category. Given the financial and operational linkages
between captives and their parents, captives are arguably the most
obvious case where the use of a uniform ‘A–’ IFS rating standard,
and the shunning of the ‘BBB’ category, is inappropriate.

Fitch’s rating criteria indicates that core captives, such as those
serving as the self-insurance arm of an industrial corporate, are
effectively extensions of the parent company’s credit quality. As such,
Fitch will typically set the IFS rating of core captives at the same level
as the parent’s primary credit rating, the Issuer Default Rating (IDR)14.

Select ‘BBB’ Category U.S. Corporates
Rated by Fitch

A.M. Best does not rate industrial corporate companies, nor does it
rate most non-insurance financial institutions15. A.M. Best’s criteria
for rating captives also does not focus on the same issues as Fitch.
Instead, A.M. Best typically rates a core captive based heavily on
the balance sheet and operating profile of the captive itself, or
stated another way, based on its “stand-alone” profile16. There is
often only limited consideration given to the parent company’s
credit quality.

Coca-Cola Enterprises, Inc.

The result of this approach is that captives rated by A.M. Best can
often be rated at levels of ‘A–’ or above, even when the parent is
rated less than ‘A–’ by Fitch, S&P and/or Moody’s17.
Fitch notes that in many jurisdictions, captive regulation is relatively
light, and in such cases, parent companies have relative ease in
accessing the captive’s assets (i.e. via a loan-back of a portion of
the captive’s assets to the parent) or capital (i.e. via a dividend). In
fact, when captives plan to write statutory lines of insurance, such as
workers’ compensation in the U.S., most regulations strongly incent
that a fully regulated and licensed fronting insurance company is
used to stand between the captive and any third-party claimants.
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Baxter International Inc.
CBS Corporation
eBay Inc.
Northrop Grumman Corp.
Macy’s Inc.
McDonald’s Corporation
Southwest Airlines Co.
Tyson Foods, Inc.
Whirlpool Corp.
Note: Ratings based on Issuer Default Ratings.
Source: Fitch Ratings.

4. Smaller-Sized Insurers
A.M. Best has a much higher propensity to assign a rating of ‘A–’ or
higher to smaller insurers than does Fitch. A.M. Best rates most small
insurers in the U.S., whereas the other CRAs’ coverage of small
insurers is quite limited18.
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In Fitch’s insurance criteria “small” U.S. insurers are defined as
having capital and surplus below $750 million for a property/
casualty (P/C) insurer, and $1 billion for a life insurer. Further, if an
insurer is designated as small under our criteria, the size-related
component of our IFS rating will be scored no higher than ‘BBB’19.
This is because often smaller companies are more vulnerable to
competition from larger companies with greater resources, have
less diversification and lower levels of financial flexibility, among
other limitations.
While the size-related component of our criteria does not formally
cap an IFS rating, this factor becomes heavily weighted for many
smaller companies, especially if capital is well below the thresholds
discussed above. To put this in perspective, while Fitch does not have
public ratings on many smaller insurance companies in the U.S., Fitch
has historically maintained private (i.e. unpublished) ratings and
opinions on numerous smaller insurance companies in support of
legacy collateralized debt obligations rated by Fitch (i.e. poolings
of debt issued by smaller insurers). A vast majority of these smaller
insurers have been assigned private ratings, opinions or scores no
higher than the ‘BBB ‘(or equivalent) IFS rating category by Fitch.
In contrast, based on information in the preface of the 2015 A.M.
Best’s Insurance Reports, more than 75% of the more than 850 U.S. P/C
insurance groups rated by A.M. Best carry IFS ratings of ‘A–’ or higher.
Of these 850 U.S. P/C groups rated by A.M. Best, approximately 85%
have capital and surplus below $750 million. For the more than 400
U.S. life insurance groups rated by A.M. Best, Fitch estimates that over
65% carry ‘A–’ or higher A.M. Best IFS ratings, and approximately 80%
of the more than 400 A.M. Best-rated life groups have capital and
surplus below $1 billion.
From these figures, one can easily extrapolate that a significant
proportion of U.S. P/C and life insurers designated as small by Fitch
have ‘A–’ or higher IFS ratings from A.M. Best.
In understanding A.M. Best’s perspective on size and ratings, it is
important to note that for many decades, in addition to providing
IFS ratings, A.M. Best also publishes a Financial Size Category (FSC)
for each (re)insurer it rates. There are 15 A.M. Best FSCs ranging from
roman numerals I (less than $1 million in capital) through XV (over
$2 billion in capital). A.M. Best clearly views size as an important
consideration for market participants to consider.
While the formal use of FSCs across the insurance marketplace varies,
Fitch understands that some insurance ratings users who employ an
IFS rating standard of ‘A–’ also employ a minimum A.M. Best FSC
standard. Thus, these market participants may remove from their
approved lists smaller carriers even if they have an IFS rating of ‘A–’ or
higher from A.M. Best. The screening out is not via the IFS rating, but
because the insurers are small and achieve a low FSC.
Size appears to highlight a meaningful inconsistency in both the
criteria and the IFS rating scales between A.M. Best and Fitch.
A.M. Best’s parallel use of IFS ratings and FSCs appears to be a
key manner in which they address size-related risks, in which size
is apparently addressed at least partially via the FSC, and risks
other than size seem to more heavily influence the IFS rating. The
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approach used by Fitch combines all risks, including size, in the
single IFS rating.

Part Three – Ratings
Performance Differences
Impairment and Default Studies
One objective way to judge ratings comparability is to look at
relative ratings performance across the various CRAs over time, by
rating category. As part of their regulatory oversight, the CRAs must
report to regulators on an annual basis the performance of their
ratings. Such default and impairment studies are a key way ratings
users can judge ratings comparability.
Fitch published its most recent analysis of cumulative default rates
for its corporate finance ratings in May 201620. This study focuses
on ratings performance of all corporate and financial industries
rated by Fitch. It covers the years 1990–2015. While non-insurance
entities make up a vast majority of the data included in the study,
Fitch’s criteria and methodologies are designed with a goal that
ratings across industries, sectors and regions are comparable
and imply similar levels of credit risk21. This default study is freely
available on Fitch’s website and is filed with the SEC and other
regulators globally.
Like Fitch, both Moody’s and S&P publish annual default studies on
the historical performance of their ratings. Details can be found on
their respective websites and in their regulatory filings22.
In August 2015, A.M. Best updated its historic U.S. insurance
industry impairment study23. A.M. Best provides cumulative insurer
impairment rates, by rating category, for U.S. life and P/C insurers
covering the years 1977–2014. This report is freely available as part
of A.M. Best’s regulatory filings with the Securities and Exchange
Commission (SEC) in the U.S. as part of Form NRSRO.
Fitch notes that impairments and defaults are not the same thing.
Defaults typically include missed interest or principal payments on
debt, as well as distressed debt exchanges and bankruptcy filings.
Impairments include not only missed claim or benefit payments
(which are difficult to measure/observe), but also intervention
of a regulator in an insurer’s operation due to financial solvency
concerns (such as a dangerously low capital ratio), liquidation,
conservatorship, supervision, rehabilitation, license revocation and
other similar actions.
Impairments would be expected to occur at a somewhat higher
frequency than defaults, though Fitch is not aware of any
statistical data or studies that define the exact degree of that
difference. Fitch believes the difference to be moderate, however,
as the noted definitions of impairment denote extreme financial
distress that typically results in cessation of a (re)insurance
company’s operations.

www.fitchratings.com
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A.M. Best Results Differ
In general, the various default studies of Fitch, Moody’s and S&P
indicate that historic default rates by rating category are similar
for all three CRAs. However, impairment rates by rating category
reported by A.M. Best vary significantly relative to the default rates
of the other CRAs.
Notably, the A.M. Best impairment study combined its ‘A’ and ‘A–’ IFS
rating categories into a single measurement category. As discussed
earlier in this report, the ‘A–’ rating was introduced in 1992, so a full
history does not exist for that category back to 1977.
A.M. Best reports a 10-year cumulative impairment rate of between
5% and 6% for the combined ‘A’/‘A–’ IFS rating categories. At the
next higher combined rating level of ‘A++’/‘A+’, A.M. Best reports an
approximate 2% impairment rate, and at the next lower combined
IFS rating level of ‘B++’/‘B+’, A.M. Best reports an impairment rate
slightly below 13%. Using simple extrapolation, Fitch believes it
would be reasonable to assume an approximate 7% cumulative 10year impairment rate for the ‘A–’ A.M. Best IFS rating.

Looking at the ‘A’ and ‘BBB’ categories, Fitch reports a 10-year
cumulative default rate of 0.54% at ‘A+’, 2.17% at ‘A’, 1.94% at ‘A–’,
1.94% at ‘BBB+’, 3.62% at ‘BBB’, 6.34% at ‘BBB–’ and 9.70% at ‘BB+’.
The default rates align with IDRs. Typically, Fitch’s IFS ratings are set
one notch above an insurance company’s IDR. Thus, default rates
implied for the Fitch IFS rating should be shifted by one notch, as
follows: 0.54% at ‘AA–’, 2.17% at ‘A+’, 1.94% at ‘A’, 1.94% at ‘A–’, 3.62%
at ‘BBB+’, 6.34% at ‘BBB’ and 9.70% at ‘BBB–’.
As noted, Fitch recognizes impairments are expected to occur
at a higher frequency than defaults. However, Fitch also believes
the noted difference at ‘A–’ falls outside normal impairment
versus default expectations24. Nonetheless, readers are cautioned
to keep the difference between impairments and defaults in
mind when drawing their own conclusions. Fitch also believes
that while historical ratings performance data is interesting,
the discussions in Part Two of this report highlighting various
criteria and rating scale differences form the core basis for Fitch’s
viewpoints and conclusions.

Fitch’s estimate of 7% as the impairment rate for A.M. Best’s
‘A–’ IFS rating implies a level of risk that is much higher than
the Fitch ‘A–‘ IFS rating (2% default rate), and falls between
the ‘BBB’ and ‘BBB–’ IFS ratings from Fitch (6.3%–9.7%
default rate range).

A.M. Best Impairment Rate Versus Fitch Default Rate at ‘A–’
A.M. Best Insurer Financial
Strength Rating

A.M. Best Estimated
Impairment Rate at ‘A–’

Fitch Default
Rate at ‘A–’

Closest Fitch IFS Rating to A.M.
Best ‘A–’ Impairment Rate

A–

7%

2%

BBB

Source: Fitch Ratings.
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Addressing The Differences

In Fitch’s opinion, the material difference between A.M. Best’s
‘A–’ IFS ratings and the IFS ratings of Fitch, as well as S&P and
Moody’s, means there are two key issues ratings users need to
be aware of, as they have the potential to distort the insurance
market: ratings shopping and misaligned ratings equivalency
standards.

Market Distortion Caused by ‘Ratings
Shopping’
Ratings shopping is a term used to describe the practice
undertaken by rated entities to find the CRA that they believe
will assign it the highest rating and to avoid ratings from the
other CRAs. As previously discussed, in the developed (re)
insurance markets, companies routinely seek out IFS ratings of
at least ‘A–’ in most sectors and will avoid CRAs that assign
lower IFS ratings. In each of the four situations described
earlier in this white paper, ratings shopping by (re)insurer
management has resulted in A.M. Best being selected as the
only CRA in many cases.
Ratings shopping skews the ratings coverage of the most
optimistic opinion, thus severely limiting ratings coverage
across other CRAs. This practice can put ratings users at
significantly heightened risks when making a (re)insurance
security decision, particularly in higher risk situations such as
newly formed companies, companies in developing/emerging
markets, smaller companies and captives.
As discussed earlier in this white paper, CRAs can partially dampen
the impact of ratings shopping by expanding ratings coverage to
the benefit of ratings users via use of unsolicited ratings. However,
as also discussed earlier in this white paper, because of limitations
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of publicly available information, for certain sectors such as newly
formed companies and captives, unsolicited ratings generally
cannot be assigned without management participation. Also,
because unsolicited ratings involve a cost expenditure by the
CRA, there is a practical limit on the number of unsolicited ratings
that can be maintained at any point in time. Fitch continues to
make an investment of resources in unsolicited IFS ratings to the
benefit of ratings users25.

Remedies for Ratings Shopping
One of the most effective ways for ratings shopping to be
addressed is for ratings users to more strongly request that (re)
insurers obtain multiple ratings. This scenario would mirror the
practice employed for decades in the debt capital markets, in
which most investors will rarely (if ever) purchase the debt of an
issuer if it does not have ratings from at least two of the three
largest CRAs (in a number of sectors, ratings from three CRAs is
the standard).
While movement to a minimum of two ratings still allows for
some element of ratings shopping, the impact would be greatly
dampened compared with the current case in the insurance
markets of just one rating often being accepted.
In terms of the (re)insurance markets specifically, Fitch believes
the major brokers’ market security functions, both individually
and collectively, could yield tremendous influence in helping
move the market from its current overreliance on A.M. Best
ratings, especially in the higher risk situations discussed
throughout this white paper. The same ability to influence the
market would hold true for major reinsurance buyers, especially
for the case of newly formed reinsurers.

www.fitchratings.com
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The issue can also be addressed by insurance regulators and
their treatment of ratings in their (re)insurance company capital
formulas. For example, in the U.S., the National Association of
Insurance Commissioners’ Risk-Based Capital Ratio (NAIC RBC)
for P/C insurers includes credit risk-based capital charges for
receivables on reinsurance ceded to non-affiliates. The capital
charges vary based on an NAIC classification system, which uses a
six-point scale ranging from “Secure 1” through “Secure 5” as well
as “Vulnerable 6/Unrated”.

Finally, under the NAIC’s system, when there are multiple
CRA ratings27, the 1–6 classification is based on the lowest
IFS rating. While Fitch applauds the intended conservatism
of this approach, it also has the unintended consequence
of promoting ratings shopping by (re)insurance company
management to avoid a CRA that would assign a less favorable
IFS rating than the other CRAs. In effect, it discourages rather
than promotes the attainment of multiple ratings by (re)
insurance company management.

The NAIC classifications are based on the IFS ratings of A.M.
Best, Fitch, S&P and/or Moody’s, using an equivalency table26.
Unfortunately, in Fitch’s opinion, consistent with broader market
practices discussed earlier in this white paper, the Secure 4
classification aligns the ‘A–’ IFS ratings of all four CRAs.

Fitch believes there is an opportunity for enhancements to the
regulatory use of ratings in the setting of ceded reinsurance
capital charges28.

Fitch believes the NAIC classification system would better serve
the insurance marketplace if it aligned the ‘A–’ IFS rating of A.M.
Best and ‘BBB+’/‘BBB’ IFS ratings of Fitch, S&P and Moody’s
(the NAIC would need to decide if this would fit Secure 4 or
Secure 5).
The IFS ratings used in the NAIC classification system must
be based on an interactive process between the CRA and
management, meaning unsolicited ratings based only on public
information will not be used. This approach is highly problematic
in Fitch’s view, since it hampers a CRA’s ability to help dampen
the impact of ratings shopping via use of unsolicited ratings.
It also effectively moves the choice on which CRA’s ratings will
influence NAIC capital charges solely to that of (re)insurance
company management because by withholding nonpublic
information from select CRAs, management has complete
control over which CRAs’ ratings are used by the NAIC.
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Conclusion on Misaligned Ratings
Equivalency Standards
In conclusion, Fitch believes IFS ratings users who employ
a uniform ‘A–’ IFS ratings standard for A.M. Best, Fitch, S&P
and Moody’s should consider whether they need to reassess
their practice. It is clear that such an approach results in an
inconsistent risk assessment and exposes ratings users
to a false sense of comfort. It can also result in unintended
consequences that are detrimental to a well-functioning
insurance marketplace, including encouragement of ratings
shopping and the distortions that practice brings.
Specifically, if a ratings user c rrently uses an IFS ratings
equivalency standard across all rating agencies of ‘A–’ to
support their decisions on (re)insurance company security,
Fitch believes the equivalency should be changed to ‘BBB’
for Fitch, Moody’s and S&P, and retained at ‘A–’ for only
A.M. Best.
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Footnotes
Part One – Background
1. We use “IFS Ratings” in discussing all rating agencies
throughout this report as a convenience. A.M. Best actually
uses the phrase “Financial Strength Ratings”. Moody’s uses
“Insurance Financial Strength Ratings.”
2. Based on Fitch estimate.
3. Several rating agencies originally used the phrase “claims
paying ability ratings”. Year range is a Fitch estimate.
4. The primary regulators overseeing rating agencies are the
Securities and Exchange Commission (SEC) in the U.S. and
the European Securities and Markets Authority (ESMA) in the
European Union, among numerous others in various countries.
5. See S&P Global Ratings Definitions: http://www.
standardandpoors.com/en_US/web/guest/article/-/view/
sourceId/504352
6. See report Moody’s Investors Service Rating Symbols and
Definitions, February 2016.
7. See A.M. Best’s Issuer Credit Rating Guide: http://www.ambest.
com/ratings/icrguide.pdf

Part Two – Comparability Issues At ‘A–’
8. See Fitch’s Insurance Rating Methodology, Section VII at https://
www.fitchratings.com/site/re/881564
9. See the following two criteria reports published by A.M. Best:
Rating New Company Formations at http://www3.ambest.
com/ambv/ratingmethodology/OpenPDF.aspx?rc=197691 and
Rating Reinsurance/Insurance Transformer Vehicles at http://
www3.ambest.com/ambv/ratingmethodology/OpenPDF.
aspx?rc=227390
Also see article A.M. Best’s Sellek: A very singular focus
published by Insurance Day, Dec. 3, 2014.
10. Recent examples include Greenlight Capital Re, Ltd. (2006),
Torus Insurance Holdings Ltd. (2008), PaCRe Ltd. (2012), S.A.C.
Re Ltd. (2012), Third Point Reinsurance Ltd. (2012), Watford Re
Ltd. (2014) and Fidelis Insurance Bermuda Limited (2015).
11. See Fitch’s Insurance Rating Methodology, Section I.B. at
https://www.fitchratings.com/site/re/881564
12. List was compiled by Fitch based on various searches at http://
www3.ambest.com/ratings/entities/search.aspx
13. See A.M. Best’s criteria report Evaluating Country Risk Criteria,
published May 2, 2012 at http://www3.ambest.com/ambv/
ratingmethodology/OpenPDF.aspx?rc=197697
14. See Fitch’s Insurance Rating Methodology, Section X. at https://
www.fitchratings.com/site/re/881564
15. Per Fitch, based on review of A.M. Best’s website (under
Industry and Market Centers).
16. See A.M. Best criteria report Alternative Risk Transfer (ART)
published on Dec. 27, 2011 at http://www3.ambest.com/ambv/
ratingmethodology/OpenPDF.aspx?rc=197659
17. See select A.M. Best captive ratings at http://www.ambest.com/
captive/captiveupdate.pdf
18. All information in this section cited on A.M. Best is per Best’s
Insurance Reports, 2015 U.S. Property & Casualty and Life/
Health editions. S&P and Moody’s information is per review by
Fitch of ratings listed on the agencies’ respective websites.
19. See Fitch’s Insurance Rating Methodology, Section I.D., as well
as the Fitch Sector Credit Factor reports Property/Casualty
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Insurance (U.S.) and Life Insurance (U.S.), at https://www.
fitchratings.com/site/criteria/fi.html

Part Three – Ratings Performance
Differences
20. See Fitch information at https://www.fitchratings.com/site/
re/879357
21. In the report Fitch U.S. High Yield Default Insight dated
May 18, 2016 at https://www.fitchratings.com/site/re/881533, Fitch
published Insurance-specific default statistics (page 18). These
indicate an average annual default rate from 2000 to 2015 of 3.6%
for insurance compared with the overall corporate finance average
of 4.3%. This insurance statistic is based on a limited number of
insurance defaults, and thus may fluctuate in the future.
22. See Standard & Poor’s Global Corporate Default And Rating
Transitions Study, April 29, 2015 at http://www.spratings.com/
documents/20184/774196/2015+Annual+Global+Corporate
+Default+Study+And+Rating+Transitions/6d311074-5d564589-9ef8-a43615a6493b. See Moody’s Annual Default Study:
Corporate Default and Recovery Rates, 1920–2015 (Excel Data)
https://www.moodys.com/Pages/GuideToDefaultResearch.aspx
23. See Best’s Impairment Rate and Rating Transition Study —
1977 to 2014, Aug. 21, 2015 at http://www.ambest.com/nrsro/
FormNRSRO_Ex1_RatingsImpairment.pdf
24. In contrast, in its noted 2015 impairment study, A.M. Best suggests
that an impairment is a substantially wider category of financial
duress than an event of default, and that in A.M. Best’s opinion, this
leads to substantially higher impairment rates at any given rating
level than would be observed purely using default data.

Addressing The Differences
25. To put this investment in perspective, approximately 17% of
the U.S. insurance groups with public IFS ratings from Fitch are
provided on an unsolicited basis.
26. See the publication, NAIC Risk-Based Capital Forecasting &
Instructions — Property/Casualty — 2015, pages 13–15 and
PRO12A. Secure 1 is defined as ‘A++’ from A.M. Best and ‘AAA’
from Fitch, S&P and Moody’s; Secure 2 is ‘A+’ from A.M. Best
and ‘AA+’/‘AA’/‘AA–’ from Fitch, S&P and Moody’s; Secure 3 is ‘A’
from A.M. Best and ‘A+’/‘A’ from Fitch, S&P and Moody’s; Secure
4 is ‘A–’ from A.M. Best and ‘A–’ from Fitch, S&P and Moody’s;
Secure 5 is ‘B++’/‘B+’ from A.M. Best and ‘BBB+’/‘BBB’/‘BBB’from Fitch, S&P and Moody’s; and Vulnerable 6 or Unrated is
any lower rating or reinsurers that are unrated.
27. The number of ratings that are required is not stated in the NAIC
Risk-Based Capital Forecasting & Instruction — Property/Casualty
— 2015 document. However, Fitch notes that in the NAIC’s Credit
for Reinsurance Model Law (# 785), two ratings are required.
28. To add a global perspective, it should be noted under Solvency
2 in the European Union, ceded reinsurance capital charges
are based on a formula tied to probability of default (PD) and
loss given default assumptions, where PD can be based on
the ratings of over 25 designated CRAs. The equivalency table
aligns the A.M. Best ‘a’ category Issuer Credit Rating (ICR),
not the IFS rating, with the ‘A’ category IFS ratings of Fitch,
Moody’s and S&P. In its 2015 impairment study report, A.M.
Best equates the ‘a’ category ICR with its ‘A’/‘A–’ IFS ratings.
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For More Information
While this white paper is primarily analytical in nature, certain ideas,
such as views held by Fitch with respect to ratings users’ potential
realignments of their ratings equivalency standards (Addressing the

Differences), or certain market implications of ratings shopping and
the role of unsolicited ratings, are those of Fitch business personnel.
Reader inquiries can be directed accordingly.

Business-Related Inquiries

Jose Santos
Business Group Head –
Financial Institutions
+34 93 323 9044

David Turner
Business Group Head –
Global Insurance
+44 203 530 1442

John Bareiss
Business Regional Head –
North America Insurance & FI
+1 312 368 3162

Analytical/Criteria-Related Inquiries

David Weinfurter
Analytical Group Head –
Global Financial Institutions
+1 212 908 0336

Keith Buckley
Analytical Group Head –
Global Insurance
+1 312 368 3211

August 2016

Chris Waterman
Analytical Regional Head –
EMEA Insurance
+44 20 3530 1168

Julie Burke
Analytical Regional Head –
North America Insurance
+1 312 368 3158
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Insurance Peer Review:
Major European Reinsurers
This Peer Review report compares and contrasts Fitch’s views on
the key credit factors of the four major European reinsurance
organizations listed to the right. As summarized below, Fitch’s
scoring of these key credit factors, including their trend and relative
importance, form the basis for the Insurer Financial Strength (IFS)
ratings of these organizations. The information in this Peer Review is

Business Profile
Factor Level
Scores

Industry Profile
& Operating
Environment

derived from the most recently published Ratings Navigator report
on each organization, which is developed based on application
of Fitch Insurance Rating Methodology. Links to the individual
Navigator reports, applicable criteria and other related research can
be found on the final page of this report.

Financial Profile
Market Position
& Size/Scale

Capitalization &
Leverage

Debt Service
Capabilities
& Financial
Flexibility

Financial
Performance &
Earnings

Investment &
Asset Risk

aaa

SCOR SE

Swiss Re

Swiss Re

Munich Re

Munich Re
SCOR SE

Hannover RE

Swiss Re

SCOR SE

Munich Re

Hannover RE

Swiss Re

SCOR SE

Hannover RE

SCOR SE

Hannover RE

Swiss Re

SCOR SE

Munich Re

a+

Hannover RE

aa-

Munich Re

aa

Hannover RE

Swiss Re

Munich Re

aa+

a

a-

bbb+
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Hannover Rueck SE

IFS AA- / Stable

Munich Reinsurance Company

IFS AA / Stable

SCOR SE

IFS AA- / Stable

Swiss Reinsurance Company Ltd

IFS AA- / Stable

Bar Colours = Relative Importance
Higher Influence

Moderate Influence

Lower Influence

Bar Arrows = Rating Factor Outlook
Positive

Negative

Evolving

Stable

Financial Profile
Factor Level
Scores

Asset/Liability
& Liquidity
Management

Reserve Adequacy

Reinsurance, Risk
Mitigation &
Catastrophe Risk

Other Factors &
Criteria Elements

Insurer Financial
Strength

aaa

aa+
Munich Re

Munich Re

Swiss Re

SCOR SE

Munich Re

Swiss Re

SCOR SE

Hannover RE

Swiss Re

SCOR SE

Hannover RE

SCOR SE

Swiss Re

Swiss Re

Hannover RE

SCOR SE

a

Munich Re

a+

Hannover RE

aa-

Hannover RE

Munich Re

aa

a-

bbb+
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Higher Influence:
Market Position & Size/Scale

Factor Levels

Market Position & Size/Scale
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Reinsurer Market Position & Size/Scale: Major Europeans
EUR50bn

Non-Life Reinsurance

Life Reinsurance

Primary

EUR13bn

Munich Re

Swiss Re

Hannover Re

SCOR

Note: Bubble size denotes total NWP including non-life reinsurance, life reinsurance and primary business, where applicable.
Primary includes all business not designated as reinsurance segment.
Source: Fitch
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Top Tier Reinsurers
Fitch Ratings considers that the four major European reinsurers rank
among the top tier (tier 1) of global reinsurers, based on market
position, size and scale. In reinsurance premium terms, they are the
four largest reinsurance companies globally. Business diversification
is a positive rating factor, with each company writing a combination
of property & catastrophe (P&C) and life reinsurance, as well
as primary business in the case of Munich Re and Swiss Re. The
moderate influence of Swiss Re’s factor assessment, versus higher
influence for the other three companies, reflects Fitch’s view that
capitalisation is the key driver of Swiss Re’s rating.

Strong Market Positions Evidenced by Renewal Discipline
Large-scale franchises and a high degree of diversification underpin
the ‘very strong’ assessment assigned to each company. These
factors are viewed as key competitive advantages for maintaining
profitability in current market conditions, hit by a protracted period
of falling prices and declining investment yields. The strength
of each reinsurer’s market position is evidenced by the pricing
discipline achieved at major renewals in recent years. Each of the
four companies reported low single-digit decreases for renewed
business over that time, while policy terms and conditions were
largely stable.
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Munich Re & Swiss Re: Dominant P&C Reinsurance
Market Positions
Of the four, Munich Re and Swiss Re occupy the strongest market
positions. Their franchises are supported by dominant P&C
reinsurance market shares that are long-established and have
endured through tough (re)insurance market pricing and credit
cycles. Both have the scale to deploy underwriting capacity in larger
volumes than smaller ‘A’-rated peers (wider market) across multiple
classes, a requirement that has grown in importance as reinsurance
is progressively transacted with larger primary insurers that place
centralised multi-risk covers through global broker programmes.
The capability to lead programmes provides the reinsurers with
greater ability to influence pricing and terms and conditions. These
two reinsurers typically occupy the strongest and most secure
positions on reinsurance panels.

Hannover Re & SCOR: Developing Group Franchises
Hannover Re and SCOR have notably smaller absolute scale and
more modest market shares, especially within the major reinsurance
classes. Significantly, each writes a smaller proportion of volatile
property and catastrophe business than larger peers, allowing them
to operate with more efficient capital structures, as evidenced by
the higher proportion of hybrid debt. Their franchises continue
to develop, with SCOR successfully building its life reinsurance
business through two major acquisitions in recent years. Both
companies have seen strong growth in financial solution-type and
specialist products.
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Higher Influence:
Capitalisation & Leverage

Factor Levels

Capitalisation & Leverage
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Regulatory Solvency: Strong Level of Coverage
Company Solvency Target

(%)

312

320
280
240
200
160

302

120

221

211

223

Hannover Re¹

SCOR

Swiss Re²

80
40
0
Munich Re

223% represents coverage under Swiss Solvency Test, the regime that Swiss Re operates under. 312% represents S2
coverage. ² Hannover Re minimum and optimal targets. Source: Fitch
¹
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‘AA’ Financial Strength a Competitive Advantage
Financial strength, underpinned by strong capitalisation, is a
key competitive differentiator and positive rating factor for each
reinsurer. While an ‘A-’ rating is commonly considered a minimum
financial strength requirement by brokers looking to place business
with reinsurers, ‘AA’-range ratings provide additional security
for ceding insurers. This is reflected in lower capital charges for
counterparty default risk under risk-based regulatory capital regimes
including Solvency II (S2). All four companies have demonstrated
good stability in the strength of their capitalisation in recent years.
This is an important consideration for ratings at this high category.

Very Strong Capital Adequacy
The capital adequacy of all four companies based on Fitch’s risk-based
Prism FBM assessment, is either ’very strong’ or ’extremely strong’.
Differentiation is observable when analysing the quality of available
capital captured within the Prism FBM assessment. It is viewed as
marginally lower for Hannover Re and SCOR due to the presence of
higher proportions of softer forms of capital including value of inforce (VIF) and equity credit for subordinated hybrid debt.

Consistent View Based on EU/Swiss Solvency
The regulatory-assessed solvency coverage for each company is
consistent with Fitch’s Prism FBM view, being ‘very strong’. The
ability to absorb major losses whilst protecting own solvency funds
is a fundamental necessity for all reinsurers, a point emphasised by
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the robust capital buffer maintained by each company. Hannover
Re, Munich Re and SCOR, started operating under Solvency 2 on
1 January 2016, and in each case, the solvency coverage ratio sits
within or above the target range set by each company – levels they
consider to be optimal for their businesses (see chart).

Modest Financial Leverage
The major European reinsurers have lower financial leverage than
the major primary insurance groups, with the financial leverage
ratio (FLR) for the four reinsurers ranging from moderate to average.
SCOR and Swiss Re’s FLRs are higher in the group, reflecting greater
use of debt funding within their respective capital structures. Fitch
does not expect FLRs to materially increase while soft market
conditions remain. Reinsurers are currently returning capital to
shareholders due to limited opportunities to deploy it profitably.

Letter of Credit Use Influences TFC Leverage
Reinsurers typically have total financing and commitment (TFC)
ratios that fall within the range of ‘average’ to ‘above average’ (a
higher ratio is less favourable), due to the significant use of letters
of credit (LOC). LOCs are used in a number of ways throughout
reinsurers’ businesses, typically as collateral, and determining the
appropriateness of how the LOCs are used within each reinsurer’s
business helps to decide the relative influence of the TFC ratio
within the Capitalisation & Leverage credit factor. The TFC ratio
is not currently a constraining factor for any of the four major
European reinsurers.
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Higher Influence:
Financial Performance & Earnings

Factor Levels

Financial Performance & Earnings
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Major European Reinsurance
Reported versus Fitch normalised combined ratio

Swiss Re reported
Swiss Re normalised
(%)
120

Munich Re reported
Munich Re normalised

Hannover Re reported
Hannover Re normalised

SCOR reported
SCOR normalised
120

110

110
100

100
93
90
80

102

90
81

94

94

99
93

94

99

99

99

99

99 100
95

94

95

94

94

96

100
90

83

84

86 114

91

92

93

90 104 96

95

95

94 105 94

94

91

91

2011 2012 2013 2014 2015 2011 2012 2013 2014 2015 2011 2012 2013 2014 2015 2011 2012 2013 2014 2015

80

Note: Reserve and natural catastrophe budgets vary annually for each company, figures rounded.
Source: Company reports, Fitch

30

www.fitchratings.com

Global Reinsurance Guide 2017

P&C Reinsurance is Main Profit Driver
Of the key credit factors, financial performance and earnings scores
exhibit greatest variation across the four companies. As underwriting
performance metrics form a significant part of this factor assessment,
differing product mix is the key driver of score variability. For each
company, P&C reinsurance is the main generator of operating
profit, accounting for half to three quarters of operating earnings.
Life reinsurance provides some earnings diversification and reduces
portfolio volatility for each company, but the overall contribution
to group profits for this business line is modest in each case. Fitch
expects the earnings contribution of life reinsurance to increase as
this class of business develops.

Stability of Earnings an Important Differentiator
The ability to maintain very strong earnings metrics when faced
with a protracted period of challenging market conditions is an
important differentiator for ‘AA’ rated companies, compared with
other lower rated companies. At group level, earnings for the four
reinsurers have shown less volatility versus smaller, less diversified
reinsurance peers, in years with high catastrophe losses. Among the
four, Hannover Re and SCOR operate more similar, lower risk, less
catastrophe exposed, business profiles than Munich Re or Swiss Re.

SCOR and Hannover Re Maintain Lower Risk Profiles
Evidence of Hannover Re and SCOR’s lower risk profile is partly
reflected in less volatile combined ratios. It is also observable in the

August 2016

difference between expected and actual major loss costs. In 2014
and 2015, the average benefit of lower-than-expected major loss
costs to reported combined ratios was 2.5pp and 3.8pp for Hannover
Re and SCOR respectively, versus 5.3pp and 7.6pp respectively for
Munich Re and Swiss Re. The variation is explained by the latter
pair’s higher exposure to catastrophe business (see chart).

Primary Insurance Businesses Provide Mixed Benefit
Munich Re and Swiss Re write primary insurance business within
their respective groups. Munich Re’s primary business is represented
by the ERGO brands, which comprise large domestic German
operations, in addition to international business. Recently, Munich
Re’s earnings have shown the strain of the losses in the ERGO
business, which it is in the process of restructuring. Profit guidance
has been revised down and we see an increased possibility of
lower earnings in the future than in recent years. Fitch reflects this
weakness in the Negative forward trend in the Navigator score.
Swiss Re’s P&C reinsurance earnings have been highly resilient,
even through a protracted period of restructuring and the
repositioning of some of the company’s business operations.
These included repricing some of the life and health business and,
after 2009, exiting and winding down its CDS business. As with
Market Position & Size/Scale, the moderate influence of Swiss
Re’s factor assessment, versus higher influence for the other three
companies, reflects Fitch’s view that capitalisation is the key driver
of Swiss Re’s rating.
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Moderate Influence:
Reserves

Factor Levels

Reserves Adequacy
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Reserving Standards are Prudent
For all four reinsurers, discipline and prudence are two key factors that
underpin reserving approaches that have been applied consistently
and led to many successive years of positive development. Each
company has demonstrated a positive track record of prior-year
development (reserve surplus generated from earlier underwriting
years). Partly due to each insurer writing a large amount of longertail business, the size of reserves as a proportion of the overall
balance sheet (reserve profile) is viewed as ‘High’, elevating the
importance of reserving within the overall credit assessment.
Concluding that prior-year reserve surplus is being released to
supplement earnings is more difficult to make. Each company
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follows a different philosophy about the level of carried reserve
margin (most often described as surplus over best estimate), as well
as when and how much should be released. Among the four, Fitch
considers Munich Re as employing the most conservative approach,
as the reinsurer carries a larger reserve buffer (4pp per annum), as
a minimum.
Fitch considers the ability to continue to generate positive
development from prior year reserves as important for each
company, because it would prove difficult for an individual company
to address any deterioration or adverse development in current
market conditions. Fitch believes that each of the four companies
has retained sufficient buffers to absorb the effects of higher major
loss claims, should these occur.
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Moderate Influence:
Reinsurance, Risk Mitigation & Catastrophe Risk

Factor Levels

Reserves Adequacy
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Strong Risk Management Programmes Protect
Financial Strength
Fitch considers that risk protection is strong for each reinsurer
with capital well shielded through the execution of prudent risk
management programmes. Given the fundamental nature of their
respective businesses, which includes managing volatile losses,
strong risk management is viewed as a key part of the foundation to
maintaining financial strength through periods of major loss activity.
Compared with primary insurance companies, reinsurers
purchase less traditional reinsurance (retrocession) cover (less
than 5% by Munich Re, Swiss Re and about 10% by Hannover Re
and SCOR). This is largely explained by their ‘AA’ range financial
strength, which limits the options for placing business with
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financially stronger counterparties. There is also a reluctance
to retrocede significant proportions of potentially profitable
business, with the main purpose of risk transfer being to remove
peak exposures, usually through the purchase of excess of loss
(XL) retrocession cover.
The large scale of the four companies’ reinsurance portfolios
has enabled them to utilise a variety of alternative risk transfer
mechanisms, including insurance-linked securities (ILS) or
catastrophe bonds (cat bonds). Each is a regular issuer of cat bonds,
transferring a variety of peak natural catastrophe exposures, as well
as longevity and mortality risk associated with life reinsurance. The
ability to transfer peak exposures in this way provides additional
flexibility when underwriting lines, as well as bringing diversification
to risk programmes.
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Moderate Influence:
Industry Profile & Operating Environment

Factor Levels

Industry Profile & Operating Environment
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Operating Environment Remains Tough
The P&C reinsurance operating environment is challenging. In
recent years, low barriers to entry, in combination with declining
investment yields, have resulted in the encroachment of alternative
capital, especially into US property catastrophe lines. With major
loss activity below the long-term historic level, these factors have
intensified competition, leading to falling prices. A rash of M&A
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activity occurred in 2015, as small and mid-tier specialist reinsurers
reacted to limited organic growth opportunities and tough market
conditions. The four major European companies have proved more
resilient to market pressures and have shown little interest in M&A
activity, with further scale being of limited value to them. However,
we do not rule out one or more striking a deal, possibly to develop
specific business segments, but large transformational transactions
are unlikely.
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Low Influence:
Debt Service Capabilities & Financial Flexibility

Factor Levels

Debt Service Capabilities & Financial Flexibility
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Moderate to Strong Fixed-Charge Cover

Strong Financial Flexibility

Interest coverage is moderate to strong, with each company
demonstrating a strong ability to service debt even in years with high
major insured losses. Of the four reinsurers, Hannover Re reports
the highest level of fixed-charge cover. The moderate influence
of SCOR’s factor assessment, versus lower influence for the other
three companies, reflects the increased issuance undertaken by the
reinsurer since 2011, compared with years prior to that, which elevates
the importance of demonstrating a good ability to service debt.

Financial flexibility is strong for each reinsurer, supported by the
ability to access a diverse range of financing sources, should they
be required. The ability to access funding at short notice is often
a key requirement in the days and weeks following a major loss
event, although the soft market conditions of recent years has seen
the four reinsurers returning capital to shareholders due to limited
growth opportunities.
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Low Influence:
Investment & Asset Risk

Factor Levels

Investment & Asset Risk
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Asset Risk Well Managed,
Quality Very Strong
Reinsurers’ investment strategies are designed to fulfil two core
outcomes; maintain sufficient liquidity to meet and settle liabilities
(claims) in a timely manner, and the avoidance of excessive balance
sheet volatility. An additional influence when considering risk
appetite is that each company operates under a risk-based capital
supervisory regime.
Investment asset quality across the peer group is conservative with
portfolios being well managed to minimise excessive volatility and
optimise risk exposure. The asset allocation within each company’s
investment portfolio is similar with fixed-income investments
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representing the predominant (more than half) weighting. The
allocation of fixed income between corporate and government
bonds is similar, at about half and half. Cash, short term investments
and a small proportion of equities represent about one-quarter of
the allocation. The remaining asset allocation varies slightly, with
Munich Re holding a large loan portfolio, Swiss Re invested in
highly rated securitised and asset-backed instruments and SCOR
and Hannover with allocations in covered bonds.
Asset quality is very strong for each of the four reinsurers, with
investments well diversified across a range of asset classes and with
no significant exposure concentrations. The main variation between
the companies relates to the weighting of lower-rated corporate
bonds, which is marginally higher for Munich Re and Swiss Re.
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Low Influence:
Asset/Liability & Liquidity Management

Factor Levels

Asset/Liability & Liquidity Management
Hannover RE

Munich Re

SCOR SE

Swiss Re

aaa
aa+
aa
aaa+
a
a-

Well Managed ALM, Strong Liquidity
Asset/liability management (ALM) is strong for each company,
with duration gaps being well managed to minimise interest-rate
sensitivity. ALM is of lower importance for traditional life reinsurance
and P&C reinsurance products, as they have shorter durations and
do not contain features that increase interest-rate sensitivity, such
as embedded options and guarantees.
ALM is more important for Munich Re and Swiss Re as they have
exposure to primary life insurance liabilities that contain features
that increase interest-rate sensitivity. To minimise balance sheet
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volatility, a number of hedging tools including derivatives and
inflation swaps are used. In Munich Re’s case, assets and liabilities
are matched at group level, with the gap between reinsurance assets
and liabilities being the reverse of that in its primary operations,
therefore offsetting each other at a group level.
All four reinsurers maintain strong liquidity positions to allow them
to settle claims in a timely manner, which is especially important
following major loss events. Liquidity is supported through access
to significant high quality, marketable assets, while receivables are
well controlled.
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Hannover Rueck SE
Capitalisation and Leverage

2011

2012

2013

2014

2015

Gross leverage (x)

5

4

5

4

4

Net leverage (x)

5

4

4

4

4

Net written premium/total equity (x)

1

1

1

1

1

Financial leverage (%)

24

27

26

22

16

TFC ratio (x)

<1

<1

<1

<1

<1

Combined ratio (%)

103

96

94

94

94

Return on equity (%)

13

15

15

15

15

Loss reserves/CY incurred losses (x)

3

4

4

4

4

Loss reserves/equity (x)

3

3

3

2

3

Change in loss reserves/earned premium (x)

2

(10)

2

10

(5)

One year development/PY equity (%)

(6)

(6)

(6)

(4)

(6)

One year development/PY loss reserves (%)

(2)

(2)

(2)

(2)

(3)

2011

2012

2013

2014

2015

Net written premium/gross written premium (%)

91

90

90

91

90

Reinsurance recoverables/equity (%)

35

31

27

25

32

Risky assets to equity (%)

16

16

17

16

21

Non-investment grade bonds to equity (%)

13

14

15

14

14

Unafilliated equities to equity (%)

<1

<1

<1

<1

5

130

141

137

139

130

130

141

137

139

130

7

11

9

13

19

Total Assets

47.8

52.6

52.0

58.3

60.3

Total Equity

5.6

6.7

6.5

8.3

8.8

12.1

13.8

14.0

14.4

17.1

0.6

0.9

0.9

1.0

1.2

Financial Performance and Earnings

Reserve Adequacy

CY paid losses/Incurred losses (x)

Reinsurance, Risk Management
and Catastrophe Risk

Investment and Asset Risk

Liquid assets to loss and LAE reserves (%)
Asset/Liability and Liquidity Management
Liquid assets to technical reserves (%)
Debt Service Capabilities and Financial Flexibility
Fixed-charge coverage (x)
Key Financial Metrics (EUR Bn)

Gross Written Premiums
Net Income
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Munich Reinsurance Company
Capitalisation and Leverage

2011

2012

2013

2014

2015

245

278

262

308

-

Gross leverage (x)

4

3

4

3

3

Net leverage (x)

4

3

3

3

3

120

100

110

90

80

Financial leverage (%)

18

19

16

15

14

TFC ratio (x)

<1

<1

<1

<1

<1

114

91

92

93

90

3

13

12

11

10

Loss reserves/CY incurred losses (x)

2

2

2

3

3

Loss reserves/equity (x)

2

2

2

2

2

(3)

(8)

13

10

7

1

1

1

1

1

One year development/PY equity (%)

(3)

(4)

(3)

(5)

(5)

One year development/PY loss reserves (%)

(2)

(2)

(2)

(3)

(3)

2011

2012

2013

2014

2015

96

96

97

96

96

Risky assets to equity (%)

36

37

48

55

56

Non-investment grade bonds to equity (%)

10

9

12

16

20

Unafilliated equities to equity (%)

21

23

29

34

32

5

5

6

5

4

79

78

72

77

76

4

13

9

5

10

Total Assets

241.9

252.7

249.0

273.0

276.5

Total Equity

23.3

27.4

26.2

30.3

31.0

Gross Written Premiums

49.4

52.0

51.0

48.8

50.4

0.7

3.2

3.3

3.2

3.1

Regulatory capital ratio (%)

Net written premium/total equity (x)

Financial Performance and Earnings
Combined ratio (%)
Return on equity (%)
Reserve Adequacy

Change in loss reserves/earned premium (x)
CY paid losses/Incurred losses (x)

Reinsurance, Risk Management
and Catastrophe Risk
Net written premium/gross written premium (%)
Investment and Asset Risk

Liquid assets to loss and LAE reserves (%)
Asset/Liability and Liquidity Management
Liquid assets to technical reserves (%)
Debt Service Capabilities and Financial Flexibility
Fixed-charge coverage (x)
Key Financial Metrics (EUR Bn)

Net Income
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SCOR SE
Capitalisation and Leverage

2011

2012

2013

2014

2015

Regulatory capital ratio (%)

-

-

-

-

-

Gross leverage (x)

4

4

4

3

3

Net leverage (x)

3

3

3

3

3

Net written premium/total equity (x)

1

1

1

1

1

18

21

24

24

28

1

1

1

1

1

104

93

93

90

90

8

9

11

10

11

Loss reserves/CY incurred losses (x)

4

4

4

4

4

Loss reserves/equity (x)

2

2

2

2

2

CY paid losses/Incurred losses (x)

-

-

-

-

-

One year development/PY equity (%)

6

(7)

(4)

(5)

(6)

One year development/PY loss reserves (%)

3

(3)

(2)

(2)

(3)

2011

2012

2013

2014

2015

90

90

89

90

89

39

41

41

35

35

9

15

19

13

15

Unafilliated equities to equity (%)

28

25

21

20

18

Liquid assets to loss and LAE reserves (%)

60

62

63

65

66

60

62

63

66

66

8

10

11

10

11

Total Assets

30.0

31.4

33.0

36.2

40.3

Total Equity

4.4

4.8

5.0

5.7

6.4

Gross Written Premiums

7.6

9.5

10.3

11.3

13.4

Net Income

0.3

0.4

0.5

0.5

0.6

Financial leverage (%)
TFC ratio (x)
Financial Performance and Earnings
Combined ratio (%)
Return on equity (%)
Reserve Adequacy

Reinsurance, Risk Management
and Catastrophe Risk
Net written premium/gross written premium (%)
Investment and Asset Risk
Risky assets to equity (%)
Non-investment grade bonds to equity (%)

Asset/Liability and Liquidity Management
Liquid assets to technical reserves (%)
Debt Service Capabilities and Financial Flexibility
Fixed-charge coverage (x)
Key Financial Metrics (EUR Bn)
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Swiss Reinsurance Company Ltd
Capitalisation and Leverage

2011

2012

2013

2014

2015

208

213

245

249

223

Gross leverage (x)

5

4

4

3

3

Net leverage (x)

5

4

3

3

3

Net written premium/total equity (x)

1

1

1

1

1

20

25

23

24

22

2

1

1

1

<1

Combined ratio (%)

103

84

84

85

57

Return on equity (%)

10

13

14

10

13

Loss reserves/CY incurred losses (x)

6

7

5

4

4

Loss reserves/equity (x)

4

3

2

2

2

CY paid losses/Incurred losses (x)

1

1

1

1

1

One year development/PY equity (%)

(4)

(3)

(3)

(2)

(3)

One year development/PY loss reserves (%)

(2)

(2)

(2)

(2)

(3)

2011

2012

2013

2014

2015

79

78

95

98

98

14

18

40

27

29

Non-investment grade bonds to equity (%)

6

7

7

5

6

Unafilliated equities to equity (%)

8

11

33

21

24

100

98

94

104

97

100

98

94

104

97

4

4

9

7

7

Total Assets

214.1

211.4

205.2

197.5

189.6

Total Equity

31.3

34.0

33.0

36.0

33.6

Gross Written Premiums

28.7

31.7

33.0

33.3

32.2

2.6

4.3

4.5

3.6

4.7

Regulatory capital ratio - SST (%)a

Financial leverage (%)
TFC ratio (x)
Financial Performance and Earnings

Reserve Adequacy

Reinsurance, Risk Management
and Catastrophe Risk
Net written premium/gross written premium (%)
Investment and Asset Risk
Risky assets to equity (%)

Liquid assets to loss and LAE reserves (%)
Asset/Liability and Liquidity Management
Liquid assets to technical reserves (%)
Debt Service Capabilities and Financial Flexibility
Fixed-charge coverage (x)
Key Financial Metrics (EUR Bn)

Net Income

a Swiss Solvency Test - risk based capital based on preceding year-end capital position (minus projected dividends)
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Global Reinsurers’ Mid-Year 2016 Financial Results
Profitability Declines as Underwriting and Investment Returns Pressured; M&A Stalls

Related Research
Latin American Reinsurance - Managing Through
the Global Headwinds (August 2016)
U.S. Hurricane Season 2016 – A Desk Reference
for Insurance Investors (May 2015)
Global Reinsurers’ 2015 Results and 2016 Forecast (May 2016)
Bermuda 2016 Market Update: Consolidation Surges as
Market Pricing Has yet to Reach a Floor (January 2016)

Sector Outlook Negative; Rating Outlook Stable: Fitch Ratings’
fundamental outlook for the reinsurance sector is negative. We
expect premium prices and investment yields to continue to decline,
weakening profitability. Fitch maintains a stable rating outlook for
the reinsurance sector, reflecting an expectation that the majority
of rated reinsurers will maintain credit metrics in line with their
current ratings over the next 12-18 months. However, profitability
for several companies has declined recently to levels that could
ultimately diminish their financial strength.
Non-Life Results Deteriorate: Non-life reinsurers’ underwriting
profits were lower in 1H16 due to increased natural catastrophe
losses and a higher underlying run-rate loss ratio. Results were
still profitable with catastrophe-related losses near average and
continued favourable loss reserve development. The 21 nonlife global reinsurers that Fitch tracks reported an aggregate
reinsurance calendar year combined ratio of 92.7% in 1H16, up
from 88.3% in 1H15.

Fitch: Jan ’16 Renewals Point to Further
Pressure on Reinsurers (January 2016)
Reinsurance (Global): Sector Credit Factors (August 2013)

Analysts
Brian Schneider
+1 312 606 2321
brian.schneider@fitchratings.com

Capital Abundant: Shareholders’ equity grew by 1.9% in 1H16
from year-end 2015, as profitable underwriting results and
unrealised investment gains on fixed maturities were partially
offset by increased share repurchases. Reinsurance capacity
remains ample as traditional reinsurers continue to compete with
alternative markets.

Martyn Street
+44 20 3530 1211
martyn.street@fitchratings.com
Jeremy Graczyk
+1 312 368 3208
jeremy.graczyk@fitchratings.com

Results Steady at Life Reinsurers: Net premiums earned increased
a slight 0.9% in 1H16 for life and health reinsurers overall, with most
companies reporting higher net premiums earned. Pre-tax income
for life and health reinsurance business declined 7.0% in 1H16 as
the market remains competitive and investment returns are low.
Catastrophes Losses Increase: The (re)insurance industry had
higher, albeit manageable, natural catastrophe losses of USD28bn
in 1H16. That was significantly up from USD16bn in 1H15 but
only slightly above the USD26bn 10-year first-half average. The
majority of losses in 1H16 were from earthquakes in Japan, severe
thunderstorms and hail in the US, flooding in Europe and a wildfire
in Canada.

1H16 Non-Life Reinsurance Results
(USDm)

1H16

1H15

41,429

39,571

92.7

88.3

Shareholders’ equity (including Berkshire
Hathaway)

494,348

467,364

Shareholders’ equity (excluding
Berkshire Hathaway)

231,323

221,321

Net premiums written
Combined ratio (%)

Note: Shareholders’ equity is organisation-wide equity and includes equity
that supports operations other than non-life reinsurance operations.
Source: Individual company data
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M&A Activity Wanes: Consolidation among reinsurers slowed
as companies digest recent deals. Nevertheless, M&A is likely to
resume in the near term as companies consider strategic options
to combat reinsurance market stress. Consolidation should reduce
capacity, which could moderate competitive pressures. However,
Fitch is likely to view negatively any individual deal that is driven
solely to achieve greater scale and diversity without a clear
strategic rationale.
Favourable Reserve Releases Declining: Favourable reserve
development was lower in 1H16, benefiting the combined ratio by
5.2% versus 6.0% in 1H15. Fitch expects this to decline to 2%-4%
of net earned premiums in 2016/2017, adding pressure to run-rate
profitability. Furthermore, Fitch does not expect pricing to improve
until reserve redundancies dry up.
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1H16 Financial Results
Non-Life Underwriting Performance Weakens on Higher Cats
Non-life reinsurers’ underwriting results deteriorated in 1H16 but
remained profitable. Natural catastrophe losses increased to slightly
above historical averages, bucking the trend of more benign firsthalf insured catastrophe losses from 2012 to 2015.
The weaker performance also reflects pressure on reinsurance
margins with premium rate declines and a higher expense ratio
from increased ceding commissions and declining net business
written. The rising industry expense ratio is adding pressure to
underwriting profitability in the face of a challenging, low-yield
investment environment. Reinsurers need to be diligent on expense
management in order to stay competitive as premiums continue to
decline and interest rates remain low.
The deterioration was also due to a reduction in excess-of-loss
property catastrophe business written by traditional reinsurers and
an increase in casualty reinsurance. With pressure on excess-of-loss
premium rates pushing prices down to inadequate levels, reinsurers
have shifted more into quota share. Quota-share reinsurance
business carries a higher, but less volatile, average loss ratio than
excess-of-loss property catastrophe business.
The group of 21 reinsurers that Fitch tracks generated a calendaryear reinsurance combined ratio of 92.7% in 1H16, up from 88.3% in
1H15. Sixteen of the group reported a higher reinsurance combined
ratio in 1H16 than in 1H15.
The group’s 1H16 results included favourable prior-accident-year
reserve development, albeit slightly lower than a year earlier. The
profitable underwriting results reflect sustained discipline in the
sector, as loss cost trends on most lines of business are in line with
earned pricing trends. This will be imperative for future profitability
given the current competition, as much of the pricing gains made
since 2011 have been given back to reinsurance buyers.

Non-Life Reinsurers Find Pockets of Opportunity in
Specialty Lines
Reinsurers continue to expand into specialty lines, such the currently
very profitable mortgage (re)insurance market. This is partially offset
by reductions in property catastrophe reinsurance business as prices
continue to drop, with competition from the alternative reinsurance
market. Flat or declining prices in both property and casualty reinsurance
lines, reduced overall reinsurance demand and opportunistic
retrocessional reinsurance purchases are serving to dampen growth.
Reinsurance net premiums written (NPW) rose 4.7% in 1H16 from
1H15 (for the group of (re)insurers that reported on a comparable
basis). Of the Bermuda-based (re)insurers, AXIS Capital Holdings
Ltd., Aspen Insurance Holdings Ltd. and Validus Holdings Ltd.
had double-digit increases in reinsurance NPW as they found
opportunities in specialty liability lines, although these gains were
partially offset by declines in property. Reinsurance premiums in
1H16 at Endurance Specialty Holdings Ltd., RenaissanceRe Holdings
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Ltd. (RenRe) and XL Group plc benefited from the 2015 acquisitions
of Montpelier Re Holding Ltd., Platinum Underwriters Holdings Ltd.
and Catlin Group Limited, respectively.
US reinsurers Alleghany Corporation and Markel Corporation also
posted double digit reinsurance NPW growth driven by a large
whole account quota share treaty at Alleghany and increased liability
and mortgage business at Markel. Of Europe's big four reinsurers
(using reported currency), only Swiss Reinsurance Ltd. had sizable
1H16 NPW growth at 15.6%, while Munich Reinsurance Company,
SCOR S.E. and Hannover Re AG, were near flat to down slightly.

Capital Strong and Growing as Capacity Remains Ample
Capital increased for this group of reinsurers in 1H16, driven by
favourable underwriting results and unrealised investment gains on
fixed-income securities due to declining interest rates. Reinsurers
continue to actively manage capital in the challenging market
conditions, returning current operating earnings to shareholders
through share repurchases and special dividends, as well as pursuing
M&A transactions while organic growth opportunities remain limited.
Should catastrophe losses return to above normal levels, Fitch
expects the reinsurance sector would manage capital prudently
while maintaining overall capital strength. However, given the lack of
large recent catastrophes and deterioration in market fundamentals,
there is a greater chance that any individual reinsurer may have
picked up unintended aggregations to retain shrinking business that
will only manifest when a sizeable catastrophe event occurs.
Shareholders’ equity grew a modest 1.9% in 1H16 from year-end
2015 (excluding Berkshire Hathaway) for this group of reinsurers
that had reported (3.8% increase including Berkshire Hathaway).
Net income and unrealised investment gains were partially offset
by share repurchases and shareholder dividends.
Total share repurchases increased 12.5% in 1H16 compared with
1H15, as several companies that had reduced activity in 1H15
due to pending acquisitions returned to repurchasing shares,
including AXIS Capital, Endurance, RenRe and XL. Fitch expects
companies to continue to use capital to repurchase shares and
for additional M&A.

Life and Health Premiums and Profits Stable Overall
The group of life and health reinsurance operations monitored by
Fitch reported a slight increase in net premiums earned in 1H16
from a year earlier. Four of the seven reinsurers that reported
had an increase in total net premiums earned (using reported
currency) from a year earlier, led by Swiss Re, with a 10.7% increase.
Reinsurance Group of America Inc., SCOR, and Hannover Re, each
posted single-digit increases, while Berkshire Hathaway, Munich Re
and PartnerRe reported double-digit earned premium declines.
The 1H16 pre-tax income of the life reinsurance operations tracked
by Fitch declined by 7.0% compared with a year earlier. The group’s
shareholders’ equity (excluding Berkshire Hathaway) grew by 6.2%
from year-end 2015.
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Sector Performance Highlights

Reinsurer Common Share Repurchase
Activity
(USDm)

Spike in 1H16 Catastrophe Losses

1H16

1H15

53

41

139

246

Arch Capital Group Ltd.

75

362

Aspen Insurance Holdings Ltd.

44

84

266

26

Berkshire Hathaway Inc.

0

0

Chubb Limited (legacy ACE Limited)

0

750

Endurance Specialty Holdings Ltd.

230

0

Everest Re Group, Ltd.

186

125

Fairfax Financial Holdings Limited

29

60

Markel Corporation

15

23

438

340

0

71

RenaissanceRe Holdings Ltd.

265

1

Validus Holdings, Ltd.

129

143

XL Group plc

684

0

2,555

2,271

Alleghany Corporation
Allied World Assurance Company
Holdings Ltd.

AXIS Capital Holdings Ltd.

Munich Reinsurance Company
PartnerRe Ltd.

Total
Source: Company reports

1H16 Life & Health Reinsurance Results
(USDm)
Net premiums earned
Pre-tax operating income
Source: Individual company data
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1H16

1H15

26,010

25,772

1,633

1,757

Worldwide insured natural catastrophe losses in 1H16 for the (re)
insurance industry were above average at USD28bn, which is about
the same amount as that in all of 2015, according to Swiss Re’s
sigma study. This 1H16 total was slightly above the USD26bn 10year average insured losses for the first-half periods from 2006 to
2015 and 75% above the USD16bn in 1H15. This increased level of
catastrophe losses could help stem a further decline in property rates.
The largest 1H16 insured industry catastrophe loss was from two
earthquakes (Mw 6.2 and 7.0) that hit southern Japan in April, near
the city of Kumamoto, causing an estimated USD5.6bn of insured
losses. Severe property damage occurred with collapsed structures
and widespread fires. Numerous production facilities were also
damaged and forced to suspend operations for weeks, adding
business interruption claims.
Thunderstorms and hail in the US caused three of the top six
insured loss events in 1H16, including an USD3.1bn loss event that
hit Texas in April. Europe’s largest loss events were storms Elvira and
Friederike that swept through Germany and France in late May and
early June. These storms brought torrential rain, thunderstorms and
floods, resulting in an estimated USD2.8bn of insured losses.
Canada suffered its most expensive natural catastrophe insured loss
in history and one of the largest ever insurance industry wildfire
losses, with the Fort McMurray, Alberta wildfire in May. Swiss Re’s
preliminary industry insured loss estimate of USD2.5bn could very
well increase as the quickly spreading fire destroyed homes, forced
the entire town of 80,000 to evacuate and drastically reduced oil
sands production in the region. The magnitude of the event led to
a larger proportion of losses borne by reinsurers.

Reinsurer Consolidation Stalls, But May Heat Up Again
Reinsurance sector M&A activity has slowed down considerably
recently, with no major new reinsurance specific deals having been
announced in 2016. This slowdown reflects increased valuations and
reduced interest from foreign buyers. This follows a flurry of deals in
2014 and 2015 as companies embraced consolidation as a strategic
option to combat reinsurance market stress. Fitch generally views
larger reinsurers with more diverse operations as better positioned
to succeed amid more challenging reinsurance market fundamentals.
Fitch expects M&A activity to pick up again in the not too distant
future as market conditions remain ripe for additional transactions –
companies continue to face limited organic growth options and are
looking to enhance scale and diversification. Opportunities for costsavings and more efficient capital management provide motivation
for future combinations. Furthermore, the lack of adequate returns
on reinsurance capital will continue to push (re)insurers to acquire
diversifying businesses outside of reinsurance with favourable
profitability prospects. This was highlighted recently with Arch
Capital Group Ltd.’s announced USD3.4bn acquisition of United
Guaranty Corporation, the largest US mortgage insurance company.
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Largest Insured Natural Catastrophe Events, 1H16
Date

Event

Location

Economic loss (USDbn)

Insured loss (USDbn)

April

Earthquakes

Japan

22-48

5.6

April

Storms/hail

US

3.5

3.1

May/June

Storms/floods

Europe

4.0

2.8

April

Storms

US

3.5

2.7

May

Wildfires

Canada

3.6

2.5

March

Storms/hail

US

2.0

1.5

1H16 total

68.0

28.0

1H15 total

46.0

16.0

10-year avg. 1H

102.0

26.0

30-year avg. 1H

63.0

15.0

Source: Swiss Re - except 30-year average 1H, which is attributed to Munich Re NatCatService

However, near-term M&A deals may not match recent levels given
the reduced number of companies currently looking to consolidate
following recent activity. In addition, the price required to entice
sellers into a transaction has climbed. Several (re)insurance
acquisitions priced near and above 2x book value. These have been
primarily driven by buyers looking to diversify and grow outside of
their home region.
The largest recent reinsurance transaction was the March 2016
purchase of PartnerRe by EXOR S.p.A., with the Italian-based listed
investment company looking to diversify outside of Europe and away
from the auto and capital goods sectors. This rationale contrasts with
AXIS Capital’s original proposed 100% stock merger of equals with
PartnerRe that would have resulted in additional reinsurance sector
consolidation and expanded PartnerRe/AXIS into a meaningfully
larger global specialty (re)insurer, with greater size and scale.

Other recent deals involving buyers seeking to deploy capital
abroad include: Japan’s Mitsui Sumitomo Insurance Co.’s February
2016 purchase of U.K. (re)insurance company Amlin PLC; and
China Minsheng Investment Co., Ltd., a Chinese private investment
company, purchasing Sirius from White Mountains Insurance Group
Ltd. in April 2016.
Larger operating scale and diversification of earnings and business
profile are attributes that can provide longer-term positive credit
benefits. However, Fitch is likely to negatively view M&A that is
driven solely by the desire to achieve a greater scale and diversity, if
any new, larger entity does not result in a stronger market position
and improved profitability profile. An M&A strategy also has
inherent risks related to successful integration of acquired entities,
as well as valuation errors particularly relating to estimating a
target’s loss reserve adequacy.

Recent Global Reinsurance M&A Transactions
Buyer

Target

Reinsurance Business

Deal size (USDbn)

Closing date

RenaissanceRe

Platinum

Non-life reinsurance

1.9

March 2015

XL

Catlin

Global specialty (re)ins.

4.3

May 2015

Fairfax

Brit

Global specialty (re)ins.

1.9

July 2015

Endurance

Montpelier

Non-life reinsurance

1.8

July 2015

Mitsui Sumitomo

Amlin

Global specialty (re)ins.

5.3

February 2016

EXOR

PartnerRe

Global specialty (re)ins.

6.9

March 2016

China Minsheng
Investment

Sirius

Non-life reinsurance

2.6

April 2016

Source: Swiss Re - except 30-year average 1H, which is attributed to Munich Re NatCatService
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Calendar- and Accident-Year Combined Ratio Comparison
1H16

1H15

2015

2014

2013

2012

2011

Calendar-year combined ratio (%)

91.7

87.7

90.5

88.5

88.3

93.3

104.0

Accident-year combined ratio (%)

96.9

93.7

95.5

93.8

94.5

99.7

110.8

5.2

6.0

5.0

5.3

6.2

6.5

6.8

Difference (pp)

Data is from 15 (re)insurance organisations in North America with significant reinsurance operations
Source: SNL financial

Reserve Redundancies Declining
Reinsurers continue to report favourable prior-accident-year
reserve development, with 2016 likely to be the 11th consecutive
year of overall reserve releases. This trend is driven in part by loss
cost stability with claims inflation experience falling consistently
below underwriters’ base assumptions.
Most reinsurers are reporting a mid-single-digit percentage-point
benefit on the combined ratio from prior period reserve development
with several recording a double-digit favourable impact. All reinsurers
posted favourable reserve development, although the group
aggregate figure is down slightly from a year earlier.

Fitch expects that favourable reserve development from prior years
will continue to decline, as it has since 2010, adding pressure to runrate profitability. However, development should remain favourable
overall at 2%-4% of net earned premiums in 2016/2017 as reinsurers
have broadly maintained conservative reserving practices.
Reinsurers have sustained favourable development, in part due to
reserve releases from catastrophe losses that date back to 2012
and prior years. Lower claims costs arising from major losses in
recent underwriting periods narrow the possible sources for future
releases. Some reinsurers have reported reserve deficiencies in
certain product lines, particularly longer-tail classes, such as casualty
and specialty reinsurance.

Reserve Development / Net Earned Premiums, North America (Re)insurers
(%)
8

7

6

5

4

3

2

2008

2009

2010

2011

2012

2013

2014

2015

1H16

Note: Positive values are favourable development. GAAP.
Source: SNL Financial. Data is from 15 reinsurance organisations in North America with significant reinsurance operations.
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Appendix A

Data on Select Non-Life Reinsurance Operations
IFS Rating

Net premiums written (USDm)
1H16

1H15

2015

2014

Alleghany Corporation

A+

2,067

1,659

3,387

3,410

Allied World Assurance Holdings Ltd.

A+

509

595

766

903

Arch Capital Group Ltd.

A+

613

601

1,038

1,266

Aspen Insurance Holdings Ltd.

Not Rated

756

680

1,154

1,124

AXIS Capital Holdings Limited

A+

1,693

1,431

1,915

2,127

AA+

NR

NR

7,049

9,889

Chubb Limited (legacy ACE Limited)a

AA

431

534

828

935

DEVK Rueckversicherungs AG

A+

NR

NR

303

323

Endurance Specialty Holdings Ltd.

Not Rated

1,046

1,035

1,275

1,725

Everest Re Group, Ltd.

Not Rated

1,629

1,757

4,052

4,190

Fairfax Financial Holdings Limited

Not Rated

1,310

1,385

2,464

2,752

AA−

4,620

4,869

8,962

9,145

Not Rated

NR

645

1,247

1,319

AA−

NR

6,662

10,544

11,037

Mapfre Re

A−

NR

NR

2,151

2,299

Markel Corporation

A+

629

532

824

957

Munich Reinsurance Company

AA

9,609

9,432

18,519

21,133

PartnerRe Ltd.

A+

2,194

2,349

4,022

4,500

Reaseguradora Patria, S.A.

A−

NR

65

138

131

RenaissanceRe Holdings Ltd.c

A+

837

737

1,140

1,330

AA−

2,764

2,758

5,606

5,834

A−

46

48

132

170

AA−

10,883

9,417

15,703

16,141

A

1,143

1,036

1,149

1,077

A+

2,500

1,446

2,029

3,527

41,429

39,571

92,803

101,545

Berkshire Hathaway Inc.

b

Hannover Re AG
IRB-Brasil Resseguros S.A.
Lloyd’s of London

SCOR S.E.
SIGNAL IDUNA Rueckversicherungs AG
Swiss Reinsurance Company Ltd.
Validus Holdings Ltd
XL Group Ltd.

d

Total

e

NR: Not Reported
Combined ratio: Net losses and loss-adjustment expenses divided by net premiums earned plus underwriting expenses divided by net premiums earned
Shareholders’ equity is organisation-wide equity and therefore depends on the company’s reporting practices; includes equity that supports operations other than
property/casualty reinsurance operations
a Pro forma for ACE/Chubb merger, which closed on 14 January 2016
b Pro forma for Endurance/Montpelier merger; 1H15 excludes 2Q15 for Montpelier and 2015 excludes Montpelier from 1 April 2015 through the acquisition date of
31 July 2015
c Pro forma for RenRe/Platinum merger; 1H15 and 2015 excludes Platinum from 1 January 2015 through the acquisition date of 2 March 2015
d Pro forma for XL/Catlin merger; 1H15 and 2015 excludes Catlin from 1 January 2015 through the acquisition date of 1 May 2015
e To aid comparability, totals for 1H exclude Lloyd’s, IRB-Brasil and Reaseguradora Patria as 1H15 was not reported at publication date, totals for 1H shareholders’
equity exclude Mapfre Re as 1H15 was not reported at publication date and totals for net premiums written exclude Endurance, RenRe, and XL as 1H15 and 2015
pro forma reported data is incomplete due to acquisition timing.
Source: Company annual reports, financial supplements and SEC filings
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Combined ratio (%)

Shareholders' equity (USDm)

1H16

1H15

2015

2014

1H16

1H15

2015

2014

94.4

88.6

89.5

89.6

7,992

7,650

7,580

7,482

81.6

85.4

82.2

77.4

3,584

3,625

3,533

3,778

80.0

75.1

76.1

73.6

7,493

6,932

6,944

6,899

87.8

76.0

80.4

77.6

3,617

3,364

3,420

3,419

89.3

85.5

86.0

81.3

5,964

5,949

5,867

5,880

91.5

93.5

91.4

91.0

263,025

246,043

255,550

240,170

78.6

69.5

65.1

72.3

47,226

45,473

45,829

45,883

NR

NR

92.0

94.5

NR

NR

1,186

1,263

77.9

72.8

69.4

71.2

5,104

5,272

5,124

5,100

85.7

81.2

76.5

77.4

7,985

7,727

7,609

7,451

92.6

88.8

85.1

85.3

12,559

11,442

12,019

9,744

95.7

95.6

94.7

95.0

10,120

9,313

9,538

9,994

NR

93.7

92.5

89.5

NR

947

802

1,112

NR

85.3

86.7

81.3

NR

34,529

35,750

35,114

NR

NR

93.9

93.1

NR

1,344

1,276

1,428

84.1

94.4

89.7

95.7

8,438

7,742

7,834

7,595

94.3

92.8

89.7

92.7

35,460

34,239

33,651

36,698

101.7

86.7

85.6

86.2

7,023

7,082

6,903

7,104

NR

89.2

85.2

97.2

NR

106

111

102

71.1

60.9

56.9

50.7

4,703

4,837

4,732

5,604

92.4

89.6

89.8

90.2

6,959

6,721

6,915

6,938

98.3

100.9

98.3

98.7

155

153

153

169

97.2

88.7

86.0

83.7

37,002

33,410

33,606

36,041

64.1

66.1

66.9

53.0

4,078

4,167

3,794

3,879

89.9

74.6

81.0

76.1

13,664

14,205

13,654

15,428

92.7

88.3

86.8

86.2

494,348

467,364

515,561

506,294
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Appendix B

Data on Select Life Reinsurance Operations
(USDm)

IFS Rating

Net premiums earned
1H16

1H15

2015

2014

Berkshire Hathaway Inc.

AA+

2,622

3,151

5,951

5,842

Hannover Re AG

AA−

3,702

3,465

7,162

7,148

Mapfre Re

A−

NR

NR

505

515

Munich Reinsurance Company

AA

4,942

5,555

11,008

12,716

PartnerRe Ltd.

A+

552

614

1,210

1,222

Reinsurance Group of America Inc.

A+

4,504

4,153

8,571

8,670

SCOR S.E.

AA−

4,017

3,713

7,740

7,534

Swiss Reinsurance Company Ltd.

AA−

5,671

5,121

10,914

11,212

26,010

25,772

53,061

54,859

Total

NR: Not reported at publication date. shareholders’ equity is organisation-wide equity and therefore depends on the company’s reporting practices; may include
equity that supports operations other than life reinsurance operations
Source: Company annual reports, financial supplements and SEC filings
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Pre-tax operating income/(loss)

August 2016

Shareholders’ equity

1H16

1H15

2015

2014

1H16

2015

2014

NR

NR

NR

NR

263,025

255,550

240,170

199

222

447

348

10,120

9,538

9,994

NR

NR

19

16

NR

1,276

1,428

244

302

552

608

35,460

33,651

36,698

NR

NR

NR

NR

7,023

6,903

7,104

461

398

745

1,009

7,581

6,135

7,023

195

176

407

384

6,959

6,915

6,938

535

659

1,234

331

37,002

33,606

36,041

1,633

1,757

3,403

2,696

367,169

353,574

345,397
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Asian Reinsurance Markets

Regulatory Reforms to Boost Asian Reinsurance Competitive Dynamics

Analysts
Siew Wai Wan, CFA
+65 6796 7217
siewwai.wan@fitchratings.com
Jeffrey Liew
+852 2263 9939
jeffrey.liew@fitchratings.com

Regulations Affect Competitive Dynamics: Fitch Ratings believes
that various regulatory initiatives could lead indirectly to greater
demand for reinsurance, as direct insurers rethink risk-management
strategies and appetite. Asian regulators have implemented – or are
in the process of implementing – a range of measures which would
alter the operating and business climate in the region.
China’s Enhanced Capital Regime: Fitch believes that the
new risk-based capital framework (RBC) – China Risk-Oriented
Solvency System (C-ROSS) – is likely to prompt greater placement
of reinsurance within the local market rather than overseas. This
is attributable mainly to the difference in capital charges imposed
on reinsurance receivables from locally incorporated reinsurers
compared with that for overseas reinsurers. The agency also expects
market competition to intensify with several new local reinsurers
being set up in China in 2015-2016.
Emerging Markets – Protectionistic Measures: Legislative
changes in Indonesia, Vietnam and India are trending towards more
protectionistic in nature, with attempts to increase the percentage
of insurance business to be placed with domestic reinsurers. Local
reinsurers are being constantly challenged in their ability to improve
their risk-management sophistication and controls, to keep up with
the upcoming surge in premium volume.
Wide Protection Gap Remains: The gap between insured losses and
total economic losses arising from natural catastrophes improved in
2015, but Fitch believes it is still far too wide. Many Asian markets
have low insurance penetration, which Fitch believes will provide
solid business growth potential – including the relatively untapped
Indonesian, Chinese and Indian markets. The total insured losses in
Asia improved to 19% of the region’s total economic losses in 2015
from 10% in 2014.
Continued Wave of M&A: The agency expects the operating
landscape of Asian reinsurance to be shaped by a combination of
three factors – new operations established by foreign reinsurers in
Asia; start-ups by Asian insurers themselves; and ongoing M&A
activity in specific Asian reinsurance markets. This will in turn raise
the level of competition, alongside a plausible transfer of technical
expertise and knowledge from the foreign entrants.

Asian regulators have
implemented various
initiatives which would
enhance the financial strength
of (re)insurers as well as alter
the competitive dynamics of
the Asian reinsurance markets.
52

Decline in Premium Rates: Asia has been affected by an increase
in the frequency and severity of natural catastrophes in the last
few years, although there were fewer events in 2015 – and thus far
in 2016 – than in 2011. Consequently, premium rates for regional
reinsurance policies which were renewed during 2015-2016 have
dropped by 5%-10% on average, depending on the extent of
catastrophe exposure of the specific Asian market.

Various Upcoming Regulatory Initiatives –
Key Challenge
Fitch believes that the wide range of regulatory initiatives is
likely to alter the business climate and revolutionise the way
Asian reinsurers operate in these markets. For instance, the
enhancement of a regulatory capital regime in China leads
(re)insurers to rethink their capital and risk-management
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strategy, thereby affecting the extent/structure of reinsurance
protection being arranged by the direct insurers. The increase
in protectionistic measures in various emerging markets to
retain more reinsurance premiums within the local markets will
affect the opportunities for business growth and participation of
foreign reinsurers in these markets.

China’s Regulatory Capital Regime to Affect Reinsurance
Arrangements
Fitch sees several implications from the implementation of C-ROSS
on the local insurers:
1.

2.

3.

4.

Reinsurance receivables from local reinsurers and overseas
reinsurers carry different capital charges, as C-ROSS
encourages the placement of reinsurance within the local
market rather than overseas. Direct insurers will therefore
need to review the appropriateness of their reinsurance ceding
programmes, and assess the impact of their reinsurance panel
used on the capital requirement;
C-ROSS places more emphasis on the insurers’ catastropherisk exposure after reinsurance in determining their individual
capital resources. Insurers would need to obtain extra
reinsurance cover if their net catastrophe exposures are
evaluated to be significant relative to their capitalisation;
The demand for life reinsurance is likely to be reduced as
C-ROSS requests the life direct insurers to use a more realistic
actuarial approach in deriving their life insurance liabilities. The
effect of doing so is that the life direct insurers will be able
to capture the profit of these long-term insurance liabilities
upfront, thereby reducing the need for insurers to use
reinsurance to mitigate any new business strain. However, the
impact of this varies from company to company depending on
their business portfolio; and
Newly set-up insurers or smaller insurers with thin
capitalisation will need to rely on reinsurance to mitigate
their solvency strain due to ongoing new business growth.
The growth dynamics of China’s non-life insurance sector
remains positive, though, despite slower economic activities.
In terms of direct written premiums, China’s non-life insurance
recorded a growth of 11.6% in 2015 and 9.4% during 5M16 on
a year-on-year (yoy) basis.

Indonesia’s Plan to Boost Local Reinsurance Capacity
Legislative changes in Indonesia in the past three years have
revolutionised the reinsurance market dynamics by favouring
reinsurance premiums to be underwritten by local reinsurance
firms, rather than overseas counterparts. Fitch thinks that such
protectionistic measures will be beneficial for the Indonesian
industry in the long run, as this would eventually raise the
level of sophistication in capital management, reserving and
catastrophe-modelling for the domestic (re)insurers. They have
traditionally been heavily reliant on international reinsurers for
their reinsurance arrangements.
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The Indonesian Financial Services Authority, Otoritas Jasa Keuangan
(OJK), issued a circular in December 2014 to require Indonesian
insurers to reinsure all their motor, health, surety, credit, life and
cargo business with local reinsurers. For the remaining classes, 25%
of the business must be placed with local reinsurers. Indonesian
insurers had only been previously required to cede 10% of their risk
to domestic reinsurers.
To ensure there is sufficient capacity in the local market to contain
the risks, the Indonesian government merged the operations of two
state-owned reinsurers, PT Reasuransi Indonesia Utama (Persero)
(Indonesia Re) and Reasuransi Internasional Indonesia (ReINDO) in
December 2015.

Protectionistic Measures in Other Emerging Markets
Vietnam is following in the footsteps of Indonesia to retain
reinsurance premiums within the local market. The Ministry of
Finance announced in 2Q16 that it is proposing to control the
extent of reinsurance premiums underwritten by foreign reinsurers
outside the country. Only about two thirds of the country’s
reinsurance premiums were retained within the country, according
to the Association of Vietnam Insurance.
The Indian market, by contrast, has opened up cautiously to allow
overseas reinsurers to set up branch operations. These foreign firms
are required to retain a specified minimum amount of reinsurance
business within the country, while the Indian direct insurers would
need to give priority to a local reinsurer to accept their reinsurance
business. The government has also raised the foreign-ownership
limit in Indian insurance companies to 49% from 26%.

Asian Earthquake Insurance Schemes to Mitigate
Catastrophe Losses
Fitch believes that the potentially devastating losses from
earthquakes will be managed more effectively should there be a
collaborated effort between the private sector (re)insurers and the
Asian regulators. In this light, the agency takes a favourable view
of the initiatives by various regulators to implement earthquakeinsurance schemes in their respective catastrophe-prone markets.
In May 2016, the China Insurance Regulatory Commission (CIRC)
and China’s Ministry of Finance (MoF) jointly issued an earthquake
insurance plan to protect households in the country from catastrophe
losses such as earthquakes and tsunamis. The earthquake insurance
will be underwritten by insurers either on a standalone basis or as
an add-on to the household insurance policy. Forty-five insurance
companies have since joined this plan. The basic insurance coverage
will be CNY50,000 for urban dwellers and CNY20,000 for rural
residents. A household can purchase higher coverage if they wish.
The maximum cover is CNY1mn per household.
Taiwan’s Financial Supervisory Commission established the Taiwan
Residential Earthquake Insurance Fund (TREIF) in 1995 to offer
property protection of households. However, the take-up rate of
such a scheme thus far has been below 50%, indicating much room
for improvement.
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Catastrophes: Insured Loss up, But Still
Lagging Economic Loss
Fitch believes that the gap between insured losses and total
economic losses arising from natural catastrophes improved in
2015. This was attributable mainly to the increase in risk-awareness
for proper (re)insurance protection, as well as a relatively benign
environment in 2015 without any major natural catastrophes as
severe as those in the previous years. As an illustration, the total
insured losses as a percentage of total global economic losses
improved to 40% in 2015 from 32% in 2014.

The wide gap between
economic and insured losses
from Asian catastrophes
indicates significant underinsurance in the region

The Asian landscape was relatively free of major catastrophes in
2015, with two notable exceptions. The earthquake in Nepal in
April 2015 claimed almost 9000 casualties and total economic
losses of USD6bn, of which a mere 2%-3% was insured. The
insured losses from a series of massive explosions at a chemical
warehouse in Tianjin, China in August 2015 fell in the range of
USD2.5bn-3.5bn, based on Swiss Re’s latest estimates. The high
insurance penetration rate in this area made the blasts one of the
most costly catastrophe claims for the Chinese insurance sector in
the last few years.
In Australia, the largest losses were from a series of storms in April
and May 2015 that hit eastern Australia, and the last reported
losses were AUD1.55bn. The period from May to November is
usually a benign one in Australia as it includes the winter period,
and December has historically been the largest month for losses.
There have been no significant credit issues around recoveries;
reserves are starting to contract as claims become finalised, and
credit quality amongst reinsurance counterparties remains strong.

Data Scarcity on Asian Catastrophes Being
Addressed Gradually

Asia experienced the largest proportion of total global economic
losses from catastrophes in 2014 and 2015, at 47% and 41%,
respectively. The total insured losses in Asia amounted to 19% of
the region’s total economic losses in 2015, almost double from the
10% in 2014. Asia’s total economic losses fell from USD52bn in 2014
to USD38bn in 2015.

Fitch feels that the Asian region is in dire need of an established
and comprehensive set of loss statistics for (re)insurers to better
understand and manage its catastrophe-risk exposure, and takes a
positive view the latest initiative by the industry players to address
this challenge.

Losses of Natural Catastrophes by Region in 2014-2015
Insured losses

Economic losses

2014
(USDbn)

(%)

2015
(USDbn)

(%)

2014
(USDbn)

(%)

2015
(USDbn)

(%)

5.2

15.0

7.0

19.1

51.7

47.0

37.7

41.1

17.5

50.4

17.3

47.1

28.6

26.0

28.6

31.2

Europe

6.6

19.1

6.2

16.9

15.9

14.5

12.6

13.7

Latin America

2.3

6.5

3.2

8.7

8.2

7.4

7.5

8.2

Africa

0.8

2.3

0.0

0.0

1.5

1.3

1.2

1.3

Australia/New Zealand

1.0

2.9

2.1

5.7

2.3

2.1

3.0

3.3

Others

1.3

3.8

0.9

2.5

1.7

1.5

1.1

1.2

34.7

100

36.7

100

109.9

100

91.7

100

Region
Asia
North America

Total

Source: Swiss Re Sigma 1/2016, Swiss Re Sigma 2/2015
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A new initiative – the Singapore-based Natural Catastrophe Data
and Analytics Exchange (NatCatDAX) established in April 2016 –
aims to plug this gap on data scarcity by aggregating and analysing
natural catastrophe data obtained from both the private and public
sectors. NatCatDAX will first build up its statistics on Indonesia, the
Philippines, Taiwan and Thailand before moving on to other Asian
markets. Led by the Institute of catastrophe Risk Management at
Nanyang Technological University in Singapore, this is a collective
effort from its various partners which include (re)insurers, broker, and
catastrophe risk-modelling firm. This initiative is further supported
by the Singapore regulator, the Monetary Authority of Singapore.
Impact Forecasting, Aon Benfield’s catastrophe-development team,
is also developing catastrophe models for Malaysia and Indonesian
flood risks.

Decline in Premium Rates in Latest Renewals
Fitch believes that the premium-pricing rates in the region are
likely to soften during the rest of 2016 – given the less frequent
and severe natural catastrophes in Asia-Pacific in 2015 coupled with
healthy reinsurance capacity. For instance, the premium rates of
the earthquake and wind/flood policies in Japan were renewed at a
discount of 5%-10% in April 2016.

M&A Activities Capitalising on Asian
Reinsurance Growth
Fitch believes there is solid business potential for the Asian
reinsurance market to flourish. This consequently gives rise to a
wave of M&A activities as well as new reinsurance set-ups in the
region, to tap into the vast business growth opportunities. The

agency takes a positive view of these changing dynamics. This will
enhance the capacity/growth of the Asian reinsurance markets, with
greater transfer technical knowledge and expertise.
Asian economies constitute on aggregate a significant
component of global economies, at about 34% of global GDP
and 59% of the world’s total population , respectively, in 2015.
However, the total penetration rate in Asia was a meagre 5.3%
in 2015 (2014: 5.2%), compared with 7.3% in the US (2014: 7.3%)
and 10.0% in the UK (2014: 10.6%). Three of the most densely
populated emerging markets in Asia – China, India and Indonesia
– have registered low penetration rates from 1.7% to 3.6%.
These markets – characterised by rising affluence, a growing
number of middle-income earners and rapid industrialisation –
collectively represent above 65% of Asia’s population, and 40%
of global population.
The market dynamics of the Chinese market looks set to change
in 2016-2017 with the expected set-up of several new reinsurance
companies. In early 2016, the CIRC has approved the establishment
of a new reinsurance company, Qianhai Re in Shenzhen city. This
is jointly joined by several Chinese companies, including Zhejiang
Aishida Electric, Fujian Septwolves Industry and Shenzhen Tempus
Global Business Service Holding. The People’s Insurance Co (Group)
of China (PICC) group also plans to set up a new reinsurance firm,
PICC Reinsurance.
Pacific Life Re Ltd set up a branch in South Korea, after obtaining
regulatory approval in March/ April 2016. The reinsurance unit
MAPFRE Re, Compania de Reaseguros SA, also set up branch
operations in Singapore and Malaysia in 2015.

The solid growth potential for
Asian reinsurance markets has
attracted interest from both
foreign companies and Asian
companies to expand their
businesses in the region

1 Source: Swiss Re Sigma No 3/2016
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Appendix

Fitch’s Ratings on Select Asian Reinsurers
Name

Country

Insurer Financial
Strength Rating

Rating Outlook

Malaysian Reinsurance Berhad

Malaysia

A-

Stable

PT Maskapai Reasuransi Indonesia Tbk

Indonesia

A+(idn)/BB

Stable

PT Reasuransi Internasional Indonesia

Indonesia

AA(idn)

Stable

PT Reasuransi MAIPARK Indonesia

Indonesia

A-(idn)

Stable

PT Tugu Reasuransi Indonesia

Indonesia

A(idn)

Stable

PT Reasuransi Nasional Indonesia

Indonesia

AA-(idn)/BB

Stable

Taiping Reinsurance Co. Ltd

Hong Kong

A

Stable

SCOR Reinsurance Co Asia Ltd

Hong Kong

AA-

Stable

Singapore

AA-

Stable

Thailand

BBB+

Stable

SCOR Reinsurance Asia-Pacific Pte Ltd
Thai Reinsurance Public Company Limited
Source: Fitch

Statistics of Selected Asian Reinsurers
Gross premiums (USDm)
Name of reinsurer
ACR Capital Holdings
Central Reinsurance Corporation

Loss ratio (%)

Combined ratio (%)

2015

2014

2015

2014

2015

2014

763

924

74.1

62.4

101.7

91.4

430

517

68.8

65.3

101.4

97.0

Korean Reinsurance Companyª

5,580

5,637

80.6

81.8

97.3

99.4

Malaysian Reinsurance Berhad

354

413

61.3

58.6

93.5

90.1

PT Maskapai Reasuransi Indonesia

78

73

64.1

65.2

95.8

96.0

National Reinsurance Corporation
of the Philippines

46

61

74.6

100.6

141.2

165.7

a

PT Reasuransi Internasional Indonesia

278

162

80.7

64.2

97.7

95.5

PT Asuransi MAIPARK Indonesia

21

18

6.6

4.0

65.1

63.1

Singapore Reinsurance Corporation Limited

91

111

61.5

59.6

103.0

95.0

1,033

788

59.8

54.3

91.4

88.2

109

93

54.3

70.1

94.8

101.3

Taiping Reinsurance Co. Ltd

b

PT Tugu Reasuransi Indonesia

a Financial year ended 31 March; b The loss ratio and combined ratio pertain only to the non-life operations.
Source: Company reports, Fitch’s calculations
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Insurance Penetration Data for 2015
Life premiums
(USDm)

Country

Insurance
Insurance
penetration life penetration non-life
Non-Life premiums (USD premiums as % (USD premiums as %
(USDm)
of GDP)
of GDP)

Population
(million)

Japan

343,816

105,891

8.27

2.55

126.5

China

210,763

175,737

1.95

1.63

1,376.8

South Korea

98,218

55,402

7.3

4.12

50.6

India

79,627

15,101

2.72

0.72

1,313.0

Taiwan

56,675

16,352

15.74

3.23

23.4

Hong Kong

41,255

4,494

13.31

1.45

7.3

Singapore

16,258

11,746

5.55

1.69

5.5

Thailand

14,619

7,063

3.7

1.79

68.0

Malaysia

9,588

4,762

3.37

1.68

30.4

Indonesia

11,013

3,916

1.28

0.45

257.9

Philippines

4,010

1,539

1.37

0.53

100.9

Vietnam

1,583

1,414

0.83

0.74

93.4

Sri Lanka
Asia total
Australia

383

508

0.49

0.66

20.7

904,569

446,405

3.59

1.74

4,311.8

43,663

26,924

3.51

2.16

23.9

United States

552,506

763,766

3.05

4.22

321.4

Europe

872,115

596,763

4.16

2.73

820.1

2,533,818

2,019,967

3.47

2.77

7,330.2

World

Source: Swiss Re, Sigma No 3/2016

NPW/GPW
(retention ratio) (%)

NPW/SH equity (%)

ROE (ie. net income/SH
equity) (%)

SH equity/
total asset (%)

2015

2014

(retention
ratio) (%)

2014

2015

2014

2015

2014

43.4

59.8

48.9

53.0

2.3

3.0

30.3

29.5

142.0

161.4

93.6

93.4

8.2

9.2

28.1

27.8

217.4

213.6

68.7

65.6

9.2

6.4

22.5

21.7

97.3

111.3

91.6

92.9

12.3

14.3

39.9

37.9

137.4

146.2

79.7

81.5

21.7

23.0

43.4

40.2

18.9

18.4

42.5

37.2

3.6

0.1

36.5

39.2

201.7

246.5

62.3

84.7

17.7

21.5

18.1

20.4

65.0

60.2

70.4

69.9

21.1

19.7

64.2

61.5

22.8

24.0

41.4

38.6

5.2

7.7

34.1

32.5

102.9

127.7

79.6

93.4

6.8

8.7

31.7

35.0

158.3

263.7

62.8

78.9

31.9

20.3

26.4

18.6
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Related Criteria
Insurance Rating Methodology (May 2016)

Soft Market and Economic Slowdown: Fitch Ratings expects soft
market conditions in Latin America will remain, reflecting global
reinsurance conditions. Latam economies have struggled under the
decline in commodity prices, which threaten the region’s insurance/
reinsurance demand. New risk-based capital solvency regulations
will also challenge in the long run the demand for regionally
domiciled reinsurers, with sovereign-constrained ratings.
Stable Profile of Rated Entities: Despite the previous threats, Fitch
expects Latam reinsurers’ ratings will remain stable. This assumes a base
case scenario that over the next 12–18 months most Latam reinsurers
will maintain overall adequate profitability and capitalization despite
softening prices, and that any declines in earnings will be within the
ranges that current ratings can tolerate. Fitch expects to affirm ratings for
most Latam reinsurers, though a couple of highly leveraged companies
could suffer downgrades or be given Negative Outlooks.
Vulnerability to Economic Deceleration: Growth forecasts for
some of the largest Latam economies have been reduced given
their vulnerability to macroeconomic factors. Interest rates hikes
due to inflation levels have been common, resulting in slower
growth forecasts for the insurance market, which reduce reinsurance
demand. However, a strong franchise, market position and deeper
knowledge on regional markets have left major reinsurers well
placed to adapt and profit from the changing market.
Market to Remain Soft: Fitch expects soft market conditions in
Latam reinsurance will continue reflecting global pricing conditions,
with no convincing signs that a price floor has been reached. Given
its small size in global terms, the Latam reinsurance sector tends
to follow trends, and has no influence on international prices. In
addition, 2015 insured global catastrophe losses decreased for a
fourth consecutive year and were at their lowest levels since 2009,
thus weakening reinsurance demand.
Interest Rate Hikes: Fitch expects that while higher investment yields
will favor profitability, their effect will be outweighed by adverse market
conditions. Major Latam economies have increased interest rates to
offset high inflation levels. However, as these result in higher investment
portfolio yields, they also reduce the value of fixed-rate securities. This
could become a concern if reinsurers do not have sufficient liquidity to
face a sizable loss event and need to sell investments at a loss.
Deterioration in Sector Profitability: Fitch’s central scenario expects
that Latam reinsurers’ capital and liquidity will remain strong, but with
profitability deteriorating in 2016 and 2017.This could be driven by
further softening pricing, low net financial income, unexpected shifts
in loss ratios, reserve deficiencies, or if pricing proves inadequate to
respond to a sizable loss event in the region.
Catastrophic Loss with High Inflation: Persistent increases in loss
ratios from higher inflation levels, a high magnitude catastrophic
loss event with significant unrealized investment losses from asset
quality deterioration and/or restrictions on upstream dividend
payments and other capital movements could leave balance
sheets more exposed to adverse events. It would also be a concern
if reinsurers lack sufficient liquidity to pay claims and need to sell
investments at a loss and/or raise new capital at a higher cost.
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Fitch Rated Latin American Reinsurers’ Key Ratios
(USD Mil.)

2015

2014

Premiums Written

610

414

Net Premiums Written

468

341

Shareholders' Equity

446

355

1.0

1.0

Net Claims Ratio (%)

46.0

47.3

Net Expense Ratio (%)

46.6

43.5

Combined Ratio (%)

92.6

90.7

Return on Equity (%)

9.3

9.2

Net Premiums Written/Total Equity (x)

Source: Fitch rated Latin American reinsurers (excluding captive reinsurers).

Resilience Tested by a Complicated
Environment
Fitch expects the Latam reinsurance sector will continue facing
soft market conditions, based on its marginal influence on global
premium pricing and the region’s dependence on major economies
and macroeconomic factors. Premiums written by major Latam
reinsurers in 2015 totaled USD2.0 billion, making them a small sector
compared with global reinsurance premiums written (greater than
USD100 billion). This has made reinsurance capacity a commodity
in the region.
Market indicators suggest that demand for reinsurance in
Latam will remain subdued during 2016 and 2017 given
the high vulnerability of Latam economies to weak global
economic growth, which poses a threat to insurance growth.
Increased regulatory changes, which have tightened reserves
constitution and increased operating costs for insurance
companies to comply with the new requirements, will also
challenge reinsurance demand. Higher investment yields on
Latam reinsurers’ portfolios are expected to only have a limited
offsetting effect on overall profitability.
Fitch expects the credit profile of the rated Latam reinsurers will
remain stable. Over the next 12–18 months, the agency expects to
affirm the majority of ratings with a Stable Outlook. Ratings will
be supported by continued balance sheet strength and adequate,
if declining, profitability. Fitch views major Latam reinsurers as the
most resilient to the changing reinsurance landscape. Conversely,
a couple of highly leveraged companies that are facing less
financial flexibility remain vulnerable to negative rating actions
through extended periods of further price declines.
Fitch’s central scenario expects that Latam reinsurers’ capital and
liquidity will remain strong, but with profitability deteriorating
in 2016 and 2017, mainly due to a decline in prices. The group
of Latam reinsurers that Fitch rates generated a calendar-year

August 2016

reinsurance combined ratio of 92.6% at year-end 2015, up from
90.7% at year-end 2014. Four of the nine reinsurers reported a
higher reinsurance combined ratio in 2015 than in 2014, though
all but one company was above 100%.
These results saw manageable loss ratios due to lower insured
catastrophe losses, but with higher net expense ratios that
decreased their profitability. Acquisition costs represented a
large share of Latam reinsurers’ income, increasing to 37.5%
of net premiums earned in 2015, up from 33.7% in 2014 as a
result of increased ceding commissions under the softer terms
and conditions context. This high expense ratio is traditionally
due to the relevance of proportional treaties in the premium
portfolios of the Fitch-rated Latam reinsurers (approximately 60%
of the total portfolio). With pressure on excess of loss premium
rates pushing prices down to inadequate levels, Latam reinsurers
are shifting into quota share. Quota share reinsurance business
carries a higher, but less volatile, average loss ratio than excess of
loss and property catastrophe business.
Increases in interest rates due to high inflation levels have been
common in the last year. Even though the recent increases should
favor investment yields, Fitch expects that unrealized investment
losses on fixed-income securities could increase the volatility on
financial income should some reinsurers face the need to sell
investments at a loss.
The year-end 2015 net income of the Latam reinsurance operations
rated by Fitch increased by 26.6% in terms of U.S. dollars compared
with a year earlier, due to lower insured catastrophe losses and
after Reaseguradora Patria faced higher expenses related to
the opening of a Chilean representation office. The profitable
underwriting results reflect continued underwriting discipline in
the Latam sector, as loss-cost trends on most lines of business are
about in line with earned pricing trends. This will be imperative,
given the current competition in pricing that will test reinsurers’
underwriting discipline.
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Insured Latam catastrophe losses in 2015 decreased for a second
consecutive year, which, to some degree, has weakened demand
for reinsurance coverage in the region. Furthermore, increased
fixed costs and counterparty default risk requirements arising
from the adoption of risk-based regulations in the region are
additional significant challenges that Latam reinsurers face.
If adverse circumstances deepen in the Latam reinsurance
environment, Fitch would expect to take negative rating actions
on companies with weaker credit profiles. Such a scenario
could involve either a shock to capital or an enduring decline in
profits, even if balance sheets stayed strong, or if there was an
unanticipated and severe shock to capital.
Profitability pressure is likely to be driven by an acceleration of
current competitive market conditions, with continued price
softening. An unexpected jump in loss ratios at a greater rate
than earned premium increases would more quickly result in
deteriorating underwriting profitability. A shock to capital could
come from a significant catastrophic loss event or series of events,
either natural or manmade. This would be particularly problematic
if retrocession contracts do not provide appropriate coverage for
each peril. Furthermore, financial flexibility and overall liquidity
could also be reduced in the event that reinsurers need to pay out
an increased level of claims along with investment losses in a high
interest rate environment.

Slow Economic Growth May Pressure
Reinsurance Demand
The largest economies in the Latam region have recently been
softening their economic growth forecasts, given the international
financial volatility, and a sluggish U.S. industrial sector continues

to place pressure on their finances. The sharp decline in oil prices
has negatively affected state budgets of oil-producing countries
such as Mexico, Venezuela, Colombia and Brazil. These factors have
resulted in slower growth forecasts on the insurance markets, which
diminish the region’s reinsurance demand.
Despite the IMF raising its 2016 GDP projections for Mexico and
Brazil in the latest release of its World Economic Outlook, Mexico’s
increase of 0.1% goes against the trend from local analysts
participating in the monthly forecast survey of the Mexican Central
Bank (Banxico), who lowered their 2016 GDP projection to 2.28%
from 2.36%. In Brazil, IMF’s expectations are in line with local
analysts’ expectations, but still on recession levels of more than
a 3% contraction in GDP for 2016. Overall, growth forecasts from
Mexican insurance companies have softened, but are still expected
to be above inflation levels. In Brazil, second-quarter results posted
by some of the largest insurance companies showed that they have
not been able to escape the country’s deep recession and registered
decreases on their net income.
In addition, Colombia’s central bank completed a 300 basis-point
increase in its interest rate up to 7.50% in 10 consecutive meetings
since September 2015. Annual inflation increased to 8.6% in June,
more than double the central bank’s target range of 2%–4%. The
effects of the El Niño climate cycle on food prices and the Colombian
peso depreciation are driving the persistently high inflation.
Although Fitch expects that high interest rate environments
will favor investment yields, these would have a smaller effect in
offsetting adverse market conditions. The recent interest rate
increases in major Latam economies are being used as a means
to slow the increasing inflation levels. However, as these result in
higher investment portfolio yields, they reduce the value of fixed-

2015 Major Latin American Reinsurers
Country

Premiums
Written (USD Mil.)

Total Equity
(USD Mil.)

Brazil

1,110.5

813.0

Barents Re Reinsurance Company Inc.

Panama

220.5

N.A.

Istmo Compañía de Reaseguros Inc.

Panama

135.1

163.1

Venezuela

129.4

47.0

Mexico

127.9

116.7

Provincial de Reaseguros, C.A.*

Venezuela

111.3

53.6

Reaseguradora Delta, C.A. *

Venezuela

65.9

43.9

Brazil

40.0

184.7

Ecuador

20.7

10.4

Company
IRB-Brasil Resseguros S.A.

Americana de Reaseguros C.A.*
Reaseguradora Patria, S.A.

J.Malucelli Resseguradora S.A.
Reaseguradora del Ecuador S.A.

*Using official exchange rate SICAD I and data as of year-end June 2015. N.A. – Not available.
Source: Publicly available data, Fitch.
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2015 Ceded Insurance Premiums by Country
(USD Bil.)

5.0
4.5
4.0
3.5
3.0
2.5
2.0
1.5
1.0
0.5
0.0
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Paraguay

The regulatory environment has gradually implemented risk-based
capital models in the most important Latam insurance markets

Uruguay

In an extended soft market, greater scale and diversity become
increasingly important. Larger diversified international reinsurers
are typically more able to influence pricing and terms and
conditions. Conversely, Latam reinsurers are considered to be
small relative to most global reinsurance competitors, mainly as
a consequence of more limited capital resources. Additionally,
Latam reinsurers are characterized by a limited client base and
geographic spread of business. Both of these factors play a key
role in the rating level assigned to Latam reinsurers. Nevertheless,
multi-line reinsures domiciled in the largest Latam economies
have important market positions in the region, where they are
considered medium scale.

Bolivia

Fitch maintains the view that the current adverse global
reinsurance environment extends beyond a normal soft market
cycle, with the decline in pricing being led by the growth of
alternative capital. The Latam reinsurance sector tends to follow
the overall trend of international prices, considering that a great
majority of participants are global reinsurers who deliver the
international pricing context. Given its small size and scale in
global terms, the Latam reinsurance sector has no influence on
international prices.

Panama

Limited Influence on Global Pricing
Conditions and Shifting Landscape

Ecuador

However, Fitch views major Latam reinsurers as among the sector’s
winners as the market faces headwinds from a complicated
environment and slow economic growth. This group’s largest and
best positioned players possess a strong franchise and deeper
knowledge of regional markets. They are subsequently well
placed to adapt to and potentially profit from the changing global
reinsurance market. Results reported at year-end 2015 confirm that
reinsurers within this top group are successfully managing their
business portfolios, with their earnings being more resilient to
price softening.

Peru

rate securities and would be particularly concerning if reinsurers do
not have sufficient liquidity to face a sizable loss event and need to
sell investments at a loss.

Central America

Colombia

Argentina

Chile

Brazil

Venezuela

Mexico

Source: Insurance regulators, Fitch.

(Brazil, Mexico, Chile, Colombia and Peru). Fitch believes that
regulatory initiatives will favor reinsurance penetration, as they
will promote confidence in the region’s insurance industry and its
use as a valid risk transfer tool. However, Latam reinsurers have
seen a rise in their expense ratios as they have had to develop
the risk management frameworks to meet reporting requirements
for the risk-based solvency regimes. The increase in expenses is
proportionately higher for smaller reinsurers, creating additional
earnings pressure. Furthermore, risk-based capital regimes consider
low counterparty default risk, which also challenge the demand
for relatively low rated regional reinsurance companies, since the
country ceiling in which they are established may restrain their
rating levels.

Major Catastrophe Events in 2015
Economic and insured losses derived from 2015 natural catastrophes
in the Latam region were below the 2000–2014 average and even
lower than the incurred losses in 2014. The region has only incurred
economic losses beyond USD20 billion three times (2005, 2010 and
2013) and insured losses beyond USD10 billion once (2010) in the
last 15 years.
In 2015, three of the four costliest events on an economic loss
basis occurred in Chile. The most significant was a major flood
event in the northern regions in late March and early April that
damaged or destroyed more than 28,000 homes. On Sept. 16,
an 8.3 magnitude earthquake struck just offshore the Coquimbo
Region and damaged thousands of structures. Most of the damage
was due to a tsunami and not from ground shaking, because Chile
has strict building codes that are among the best in the world. Each
of these events caused USD1.5 billion in damage. The third event,
the April volcanic eruption of Mount Calbuco, left a USD600 million
economic loss.
Multiple tropical cyclones affected the Americas from both the
Atlantic and Pacific Ocean basins. The most meteorologically
significant event was Hurricane Patricia, which came ashore in
rural Mexico as a Category 5 storm in October. Patricia, which
made landfall between the cities of Manzanillo and Puerto Vallarta,
narrowly avoided causing catastrophic damage in the country. The
storm led to USD410 million in economic losses, most of which
occurred in the agricultural sector.
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Country

Event

Economic Loss
(USD Mil.)

Insured Loss
(USD Mil.)

March–April

Chile

Flooding

1,500

450

September

Chile

Earthquake

1,500

600

April

Chile

Volcano

600

N.A.

Caribbean

Tropical Storm Erika

512

50

Mexico

Hurricane Patricia

410

100

—

—

4,522

1,200

Date

August
October
Total
N.A. – Not available.
Source: AON Benfield.

Participation of Alternative Capital Still Low
in the Region
The reduced financial effect of natural catastrophes has
influenced reinsurers and insurers to maintain a similar risk
appetite and management strategy. That is why alternative
capital or diversified sources of funding have not been a
significant driver of excess capacity for the industry in Latam.
In addition, as supply growth continues to outpace reinsurance
demand, companies do not face the need to reduce their
dependence on reinsurers.
Outside of Mexico, where MultiCat is a catastrophe bond
that provides the Mexican government’s natural disaster fund
with a multiyear, fully collateralized reinsurance protection
for both earthquakes and major hurricanes, the amount of
catastrophe bond in activity in Latam has been limited. This

is partly because the accurate capture of insurance data is
fundamental in ensuring adequate catastrophe protection. This
limitation partially poses constraints on the use of alternative
capital. Thus, modeling capabilities and the compilation of more
comprehensive statistics need to improve for alternative uses of
capital to become more prevalent. Insurance-linked securities,
which have not gained traction in the region, are in a similar
situation. Alternative capital will have a growing role to play in
the evolution of the Latin American reinsurance and insurance
market, as some of the current limitations improve over time.
Guy Carpenter’s GC Securities investment banking arm has
placed the first catastrophe bond issued by the World Bank
on behalf of the Caribbean Catastrophe Risk Insurance Facility
(CCRIF). This bond provides the 16 Caribbean countries that
participate in the CCRIF with three years of annual aggregate
protection against hurricanes and earthquakes.

Latin American Reinsurers’ Ratings
International IFS

National IFS

Company

Country Origin

Country Domicile

Rating

Outlook

Rating

Outlook

Segment

Istmo Compañía de Reaseguros

Panama

Panama

—

—

BB+(col)

Negative

Composite

Black Gold Re

Panama

Bermuda

BBB

Negative

AAA(col)

Stable

Captive

Maxseguros EPM

Colombia

Bermuda

BBB+

Stable

—

—

Captive

REHSA

Dominican Rep.

Dominican Rep.

—

—

BB+(dom)

Stable

Non-Life

Reaseguradora Santo Domingo

Dominican Rep.

Dominican Rep.

—

—

BB+(dom)

Stable

Non-Life

Reaseguradora Patria

Mexico

Mexico

A–

Stable

AAA(mex)

Stable

Composite

Der Neue Horizont Re

Mexico

Mexico

B

Stable

BBB–(mex) Stable

Agriculture

Provincial Re Panama

Venezuela

Panama

—

—

BBB+(pan) Stable

Composite

Mortgage Credit Reinsurance

Panama

Turks & Caicos

—

—

A–(pan)

Stable

Captive

Americana de Reaseguro

Venezuela

Venezuela

—

—

A–(ven)

Stable

Composite

Provincial de Reaseguro

Venezuela

Venezuela

CCC

Stable

A–(ven)

Stable

Composite

Reasegura Delta

Venezuela

Venezuela

—

—

A–(ven)

Stable

Composite

IFS – Insurer Financial Strength.
Source: Fitch.
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Related Criteria
Insurance Rating Methodology (May 2016)

Higher-Rated Equivalent Reinsurers Advantaged: Higher-rated
reinsurers domiciled in countries with full equivalence for Solvency
II (S2) have a competitive advantage over those with lower ratings
or domiciled in non-equivalent countries. Higher reinsurer ratings
mean lower capital charges for ceding companies under the Solvency
Capital Requirement (SCR) calculation. Full equivalence makes it
simpler to transact reinsurance, so that it is more attractive for
European insurers to deal with reinsurers domiciled in such locations.
Higher Ratings Reduce Capital Charges: In the SCR calculation,
capital charges for counterparty default risk are lower for higherrated reinsurers. This makes them more attractive to cedents
operating under S2. From a S2 capital perspective, reinsuring to
one ‘AA’ rated reinsurer entails lower capital requirements than
spreading the reinsurance across a large number of ‘A’ rated
reinsurers. Posting collateral can also reduce capital charges.
Full Equivalence an Important Advantage: Full equivalence
simplifies the process of transacting reinsurance with carriers
domiciled in countries that are designated equivalent to European
Union (EU) regulations for reinsurance supervision – currently
Switzerland, Bermuda and Japan (temporary). We expect these
benefits to have the greatest influence on more generic, short tail,
commoditised reinsurance products, e.g. property, where cost and
price considerations are more sensitive.
S2 Driving Longevity Reinsurance: UK life insurers with annuity
businesses are becoming much more active in reinsuring longevity
risk. As interest rates are very low, longevity risk significantly
increases capital requirements for new annuity business as a
consequence of the S2 risk margin. These capital requirements make
it more desirable for insurers to reinsure the risk, as the associated
capital charges for counterparty risk with highly rated reinsurers are
much lower than those for retained longevity risk.
Bulk Annuity Market Growing: In the UK, the historical prevalence
of defined benefit staff pension schemes has left many companies
exposed to increasing pension funding requirements. This is driven
by low interest rates and rising life expectancy, fuelling demand
for bulk annuity transactions, whereby companies can offload their
pension liabilities to the life insurance sector. Life insurers writing bulk
annuities will often seek to reinsure most of the associated longevity
risk to avoid the higher capital requirements that S2 brings.
Expertise/Diversification Add Value: For larger or more complex
transactions, like longevity transfer, the value added by reinsurer
technical expertise and reduced pricing achieved through
diversification benefits may be more important factors than
equivalence. Reinsurers that take longevity risk typically also have
substantial mortality risk on their books, allowing a significant
reduction in capital requirements from diversification benefit, as
these two risks largely offset each other. In contrast, few life insurers
have such a well-balanced business mix.
Major Europeans Strongly Capitalised: S2 started to apply to
leading European reinsurers, Hannover Re, Munich Re and SCOR on
1 January 2016. Each company achieved very strong SCR coverage.
Swiss Re operates under the Swiss Solvency Test (SST) but also
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Solvency II: An EU directive that harmonises EU insurance
regulation. The directive is primarily focused on the amount of
risk-based capital that EU insurance companies must hold to
reduce the risk of insolvency.
published its S2 position, achieving a significantly higher level of
SCR coverage than that achieved under the SST. The regulatory
solvency view for these companies is in line with Fitch’s own Prism
factor-based capital model (Prism FBM) view.

Influence of S2 on Reinsurance Landscape
Fitch considers financially stronger, higher-rated reinsurers to be best
placed to capitalise on any increase in demand for reinsurance products
by insurers operating under S2. At a global level, full equivalence
will make it more attractive for insurers operating under S2 to cede
business to reinsurers in fully equivalent countries. For larger more
complex transactions, however, we believe technical knowledge and
diversification will be more important factors than equivalence.

Reinsurer Credit Ratings Provide Competitive Edge
The credit rating of a reinsurance company has an important
influence on the amount of capital that ceding insurers are required
to hold in respect of counterparty default risk, when calculating the
company’s Solvency Capital Requirement (SCR). All else being equal,
the higher the reinsurer credit rating, the lower the counterparty
default risk capital charge applied by the ceding insurer in their own
SCR calculation.
The table below illustrates how counterparty default capital charges
vary according to the credit rating of the reinsurers used and the
number of reinsurers. In this example transaction, the amount of
capital held in respect of one ‘AA’ rated reinsurer is only EUR19
compared with EUR30 when using a panel of five ‘A’ reinsurers.
However, the reduction achieved by ceding to a single higherrated reinsurer will differ in each case, due to the high number of
variables in the calculation. For instance, the example below does
not consider the capital charge-reducing effect of posting collateral,
which can be achieved if the custodian holding the collateral can be
proven as bankruptcy-removed.

Reinsurers in Fully Equivalent Countries Set to Gain
For insurers operating under S2, we believe that full equivalence
will simplify the process of transacting reinsurance with carriers
domiciled in countries that have been designated equivalent for
reinsurance supervision. We expect these benefits to have the
greatest influence on more generic, commoditised reinsurance
products, where cost and price considerations are more sensitive.
The table below shows the types of equivalence that can be granted
by the European Commission and the effect that each equivalence
decision has. Where an assessed element is deemed to be
equivalent, the third country is treated as if it were an EU member
state, for that element.

Solvency Capital
Requirement: The amount
of capital held by an insurer
to meet the financial
requirements (Pillar I) under
S2. If a firm breaches the SCR,
it must consider an action plan
to restore its capital position
and/or reduce its risk profile.

Counterparty Default Capital Required by Rating and No. of Reinsurersa
Number of Reinsurers
Reinsurer Credit Rating

1

2

3

4

5

AAA

8

7

6

6

6

19b

16

15

14

14

A

42

35

32

31

30b

BBB

92

77

71

68

66

BB

340

284

263

252

245

B

625

523

483

462

448

AA

a Based on loss given default of EUR1,250: total reinsurance recoverable of EUR1,000, total risk-mitigating effect of EUR500, no collateral considered
b Lower default risk for a single AA-rated reinsurer than for a panel of 5 A-rated reinsurers
Source: Munich Re
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Equivalence: An assessment
of countries outside the
European Union (termed
third countries). The purpose
is to determine whether
the regimes and systems
assessed are equivalent to the
comparable provisions of S2.

In the absence of equivalence, European Union (EU) member states
could impose additional requirements on third-country reinsurers,
most commonly collateral. Additional representations to national
supervisors may also be necessary.
The graphic below summarises progress to date on equivalence.
Switzerland and Bermuda are the only two countries deemed to
be fully equivalent. Australia, Brazil, Canada, Japan, Mexico and the
US have been granted provisional equivalence in respect of the
solvency calculation. There are no conclusions yet on equivalence
for reinsurance and group supervision as these elements have not
yet been assessed (except that Japan has been granted temporary
reinsurance equivalence).

Types of Equivalence
Assessment Element

Effect of Equivalence

Reinsurance supervision

Third country reinsurer treated in same manner as an EU reinsurer (cannot be subject to additional
requirements)

Solvency calculation

Third country subsidiary of EU reinsurer can use local methods to calculate own solvency1

Group supervision

Third country reinsurance groups supervised by third country supervisor exempt from certain S2
supervision requirements when operating in EU

Level of Equivalence

Period

Full

Unlimited

Temporary

Limited period (until 31/12/2020 with possibility to extend by 1 year)

Provisional

Limited period (10 years, renewable for further 10-year periods)

Where SII group uses deduction and aggregation method (alternative method)
Source: European Commission, Fitch

1
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Global Progress for Equivalence
Bermuda and Switzerland

Global Progress for Equivalence
Bermuda and Switzerland

Canada
Switzerland
USA
Mexico

Bermuda

a

Japanb

Brazil
Australia

Full equivalence
Provisional - Solvency assemssment only
a
b

Excludes captives and SPVs
Reinsurance supervision granted temporary equivaence for 5 years

Source: Fitch
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Reinsurance Opportunities Created by
Solvency II
Fitch expects that S2 will increase demand for reinsurance products
as insurers can strengthen their S2 capital positions through risk
transfers that reduce volatility or improve the certainty of cash
flows. A more complete picture of S2 influence on reinsurance
demand will emerge as the regime beds down. However, a marked
growth in longevity reinsurance is already visible.

Longevity Reinsurance Growing
For large reinsurers that write life reinsurance, longevity risk
can represent an attractive business opportunity, due to the

diversification benefit that can be achieved in relation to
other exposures, particularly mortality risk. The benefit of risk
diversification typically lowers the reinsurer’s longevity capital
charges, often significantly compared to those faced by the life
insurer, even when both companies are operating under the S2
framework. We view S2 as having been a significant driver in the
growth of longevity reinsurance transactions (see below).
The use of various tools, including reinsurance, to transfer longevity
risk from life insurers’ balance sheets is well established. A
combination of low interest rates and an ageing demographic has
led to a marked increase in the use of longevity transactions since
2012 (see below), as many companies look to insure the longevity
risk within their pension schemes.

Hannover Re

SCOR

Munich Re
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Longevity Swaps, Risk Transfer and Reinsurance Transactions
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S2 Increases Longevity Risk Transfer by UK Annuity Writers
UK life insurers with annuity business are becoming much more
active in reinsuring longevity risk. When interest rates are very
low, longevity risk significantly increases capital requirements for
annuity business as a consequence of the S2 risk margin. This
makes it more desirable for insurers to reinsure longevity risk, as
the associated capital charges for counterparty risk with highly
rated reinsurers are much lower than those for retained longevity
risk. However, this is much less of an issue for existing annuity
business as it benefits from transitional relief.
The UK individual annuity market has declined steeply as a
consequence of low bond yields (which translate into low annuity
rates) and the introduction of pension freedoms in 2015. However,
the decline has been more than offset by an increase in activity in
the bulk annuity market, as insurers seek to deploy their annuity
risk appetite in the bulk market to make up for lower individual
annuity sales. Demand from companies to transfer their defined
benefit pension liabilities to the insurance sector is robust, as
low interest rates and rising life expectancy increase the risk of
funding shortfalls.
Increased demand for longevity reinsurance by UK insurers could
prove to be short-lived, as the risk margin is currently being
reviewed by supervisory authorities. The outcome could result in
lower capital requirements for life insurers writing UK bulk annuity
business in the future, than at present.

August 2016

Risk Margin: Additional
amount of capital added to
the best estimate of liabilities,
to achieve a market-consistent
value. The market-consistent
valuation of liabilities reflects
the current values at which they
could be traded in financial
markets. The risk margin is
required as S2 considers firms
on a going concern basis,
rather than a gone-concern
basis, as under Solvency I.
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Capitalisation Through S2 Lens

other solvency lenses including those of local accounting regimes
and rating agencies.

Major European Reinsurers Achieve Very Strong
SCR Coverage
Following years of internal preparation, the major European
reinsurers, Hannover Re, Munich Re and SCOR, started operating
under S2 on 1 January 2016. The introduction of a supervised
economic risk-based regime, which represents a key change under
S2, has been less of a change for these companies as they already
managed their businesses through internally developed risk-based
economic capital models.
From a solvency perspective, there have been no big surprises,
with each company achieving very strong SCR coverage (see
below). In each case, the SCR coverage sits within or above the
target range set by each company – levels they consider to be
optimal for their businesses.
Each company has prepared their group SCR using the accounting
consolidation basis. This method considers group diversification,
which provides significant solvency benefit to large reinsurers (also
reflected in Prism FBM). The consolidation basis also provides a purer
solvency view than the deduction and aggregation (alternative)
method, which produces a SCR combining S2-calculated and nonequivalent solvency calculations.
Each company maintained strong capital under the previous
regime, Solvency I (non-risk-based), and under their own risk-based
economic measures. They also managed their businesses using

To aid comparison, Swiss Re, which operates under the Swiss
Solvency Test (SST), published details on its solvency position under
the S2 regime. It achieved a significantly higher level of SCR coverage
compared with the SST, confirming the market’s impression that the
SST is more conservative.
The regulatory solvency view for these companies is in line with
Fitch’s Prism FBM view, with each company scoring either ’very
strong’ or ’extremely strong’. The intrinsic volatility faced by the
sector emphasises the importance of a robust capital buffer.
Munich Re’s SCR coverage is, at 302%, well above the 220% top
end of its target range. We expect the company will manage this
down over time, but a closer look at Munich Re’s SCR sensitivities
illustrates why such a cautious buffer may be appropriate at present.

Munich Re SCR Sensitivities Illustrate Importance of
Strong Buffer
The chart below shows some sensitivity scenarios that Munich Re’s
business could be exposed to. The two most adverse relate to financial
market risks (interest rate fall, credit spread widening), while an insurance
risk (Atlantic hurricane) features as a third. The sensitivity to market risk
events is largely explained by the presence of a primary life operation
within the group. Considering the current environment and Munich
Re’s business mix, a further decrease in interest rates, as assumed in
the most adverse scenario, is perhaps more likely to occur at this time.

Regulatory Solvency: Strong Level of Coverage
Company Solvency Target

(%)

312

320
280
240
200
160

302

120

221

211

223

Hannover Re¹

SCOR

Swiss Re²

80
40
0
Munich Re

223% represents coverage under Swiss Solvency Test, the regime that Swiss Re operates under. 312% represents S2 coverage. ² Hannover Re minimum and optimal
targets. Source: Fitch
¹
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SCR Sensitivity

Target range

Actual

350
300
250
200
150
100
50
0
Interest rates
+100bps

Source: Munich Re, Fitch

Equity markets
+30%

FX -10%

Equity markets - Atlantic Hurricane Spread +100bps
30%

High Quality of Reinsurer’s Capital Provides Flexibility
S2 places significant importance on the quality of capital held by
reinsurers. In the case of Munich Re (see below), the quality of capital
is very high, with 85% of the SCR covered by unrestricted Tier 1
capital, the highest quality of capital capable of absorbing losses

Interest rates 100bps

on a day-to-day going concern basis. The strength of coverage is
underscored by the absence of the tiering effect, a situation that
arises due to restrictions on the amount of capital that can be held
in each of the three main tiers. Tier restrictions can reduce financial
flexibility in cases where they apply.

SCR Limits – Munich Re
Fully eligible

Tier 1
(Unrestricted)

SCR

Tier 1

Tier 2

Tier 3

Source: Munich Re, Fitch
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Appendix 1

Fitch’s International-Scale Ratings
Major European Reinsurance Organisations
Group

IFS rating

Long-term IDR

Rating outlook

Hannover Rueck SE

AA−

A+

Stable

Munich Reinsurance Company

AA

AA−

Stable

SCOR S.E.

AA−

A+

Stable

Swiss Reinsurance Company Ltd.

AA−

A+

Stable

Ratings at 2 June 2016
Source Fitch
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Action

Positive

Neutral
Negative

A+

d or rd

c

cc

b-

b

b+

bb-

bb

Lower Influence

30-Sep-2010
05-Aug-2014
25-Sep-2012
A-

A

21-Sep-2012
03-Mar-2008

A

A

-1
n.a.

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

A substantial decline in the holding company’s cash position could result in a downgrade.

Holding Company Cash

The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating
company subsidiaries of the noted holding company.

Sizable deterioration in subsidiary capitalization that caused net written premiums to surplus to exceed
1.0x for reinsurance operations and 1.2x for insurance operations could result in a downgrade.

Financial leverage maintained above 25% could lead to a downgrade. Run-rate operating earnings-based
interest and preferred dividend coverage of less than 7x could result in a downgrade.

Significant adverse loss reserve development or a movement to material below-average underwriting or
operating performance could result in a downgrade. Continued favorable underwriting results in line with
higher-rated property/casualty peers could lead to an upgrade.
Significant acquisitions that reduce financial flexibility could lead to a downgrade. Enhanced competitive
positioning into a larger market position and size/scale while maintaining strong profitability with low
earnings volatility could result in an upgrade.

The combined ratio of 89.0% in 2015 included 1.5 points for catastrophe losses and 5.1 points of
favorable development. This compares with a 2014 combined ratio of 88.8%, which included 2.2 points
for catastrophe losses and 4.9 points of favorable development.
Alleghany’s exposure to potential adverse development is higher than companies that focus more on
property business. However, this risk appears to have been conservatively managed, as its loss reserves
consistently developed favorably.

Alleghany posted net earnings of $560 million in 2015, compared with $679 million in 2014. These
favorable results are driven by solid underwriting performance in its reinsurance and insurance segments.

Alleghany Corporation uses a reasonable amount of operating leverage compared with its peers, with net
premiums written to total stockholders' equity of 0.6x. Total GAAP equity of $7.6 billion at Dec. 31, 2015
is up from $7.5 billion at Dec. 31, 2014.
The financial leverage ratio of 15.6% at Dec. 31, 2015 is reasonable. Fixed-charge coverage was a strong
8.4x in 2015 and 9.0x in 2014. Alleghany maintained a beneficial amount of holding company cash and
marketable securities of $821 million at Dec. 31, 2015.

D or RD

C

CC

CCC

B-

B

B+

BB-

BB

Stable
Stable

Capitalization

Financial Leverage and
Coverage

Competitive Position
and Acquisitions

Earnings and Reserve
Development

Sensitivities

Higher Casualty
Reserve Risk

+0
A+

Date Changed

Final:

Final:

A+

White Mountains Insurance Group, Ltd

Global Re (Blended US): SCF Report

Previous IFS

n.a.

No

+0

Favorable Combined
Ratios

Strong Earnings

Financial Leverage and
Coverage

+0

+0

+0

+0

A+

Axis Capital Holdings Limited

XLIT Ltd.

Insurance Rating Methodology

A+

AAA

No

AAA

Negative

Neutral
No

Ineffective

Some Weakness

Current IFS
A+

Allied World Assurance Company Holdings, Ltd

Arch Capital Group, Ltd.

Direct Peer Group

+1 312-368-3263

christopher.grimes@fitchratings.com
Relevant Criteria & References

2nd

brian.schneider@fitchratings.com
Christopher Grimes

IFS Recovery Assumption

Issuer Default Rating (IDR)

+1 312-606-2321

Good

Yes

Start-up / Runoff Cap

Evolving

Insurer Financial Strength (IFS)

Yes

Sovereign-Related Cap

Country Ceiling

Negative
Yes

Other Criteria Elements

Positive

Effective

Positive

Ownership

Non-Insurance Attributes

Corporate Governance & Management

Moderate Influence

Other Credit Factors

Drivers

Stable

A-

A

A+

AA-

AA

AA+

AAA

Insurer Financial
Strength

BB+

Conservative
Capitalization

Analysts
Brian Schneider
1st

Other Factors &
Criteria
Elements
(see below)

bb+

Unadjusted Insurer Financial Strength

Bar Arrows = Rating Factor Outlook

Reinsurance,
Risk Mitigation &
Catastrophe
Risk

BBB

Other Factors & Criteria Elements

Higher Influence

Reserve
Adequacy

BBB-

Affirmed

Affirmed

Not Applicable

Credit Factor

Asset/Liability &
Liquidity
Management

bbb-

ccc

Affirmed

Investment &
Liquidity

Global Re (Blended US)

bbb

Affirmed

Affirmed

Financial
Performance &
Earnings

Bar Colors = Relative Importance

Stable

Stable

Stable

Affirmed

Affirmed

Debt Service
Capabilities &
Financial
Flexibility

Vertical Bars = Range of Rating Factor

Bar Chart Legend:

A+

5-Sep-13

Stable

A+

A+

3-Oct-14

26-Mar-15

6-Mar-14

Stable

A+

A+

27-Aug-15

Stable

Stable

A+

A+

28-Mar-16

IFS

13-Oct-15

Date

Ratings History

13-Apr-15

AAA

Country Action Date:

Country Ceiling:

Market Position Capitalization &
& Size/Scale
Leverage

Financial Profile

BBB+

a-

Affirmed

Country IDR Action:

Industry Profile
& Operating
Environment

Business Profile

Insurance Ratings Navigator

bbb+

a

AAA

Country IDR:

a+

United States of America

Stable

aa

aa-

Developed Markets - Americas

Region:

Sector:

Country:

aaa

Factor
Levels

aa+

29-Mar-16

Global Re (Blended US)

Sector Details:

Publish Date:

Global Re (Blended US)

Alleghany Corporation

`
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A+

A+

A+

A+

A+

A+

31-Aug-15

27-Aug-15

19-Feb-15

26-Aug-14

27-Mar-14

-1
n.a.

07-Jun-2002

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Stable

Improvement in ACGL's competitive market position and successful management of the expansion of
its mortgage operations could lead to an upgrade. Failure to successfully integrate UGC could result in
a downgrade.
Demonstrating favorable run-rate earnings and low volatility, with a combined ratio in the low 90%
range, could result in an upgrade. Sizable adverse prior-year reserve development could lead to a
downgrade.
Continued growth in equity while maintaining a net written premiums-to-equity ratio of 0.8x or lower
could lead to an upgrade. An increase in the underwriting leverage above a net written premiums-toequity ratio of 1.0x could result in a downgrade.
Maintaining a financial leverage ratio at or below 20% and fixed-charge coverage of at least 10x could
generate positive rating pressure. A financial leverage ratio above 25% could generate negative rating
pressure.

Fitch would expect to downgrade the holding company ratings by one notch following the increase in
financial leverage or upon the closing of the UGC acquisition.

Arch Capital Group, Ltd. (ACGL) announced Aug. 15, 2016 that it is acquiring United Guaranty
Corporation (UGC) from American International Group, Inc. for total consideration of $3.4 billion.
The close is expected in late fourth-quarter 2016 or early first-quarter 2017.
The transaction is viewed as a slight near-term credit negative given the execution and integration risk,
as well as the increased financial leverage. Successful execution could provide longer term positive
credit benefits related to increased size/scale in mortgage insurance.
The acquisition also favorably increases ACGL’s business diversification with a pro forma gross
premiums written business mix (excluding Watford Re) of 24% mortgage, 51% insurance and 25%
reinsurance. This compares with 8%, 61% and 31%, respectively, for ACGL currently.
Financial leverage increases sizably from 11.9% at June 30, 2016 to approximately 20%–25% pro
forma. The increase is due to an expected $1.125 billion of debt issued to partially finance the cash
consideration for the acquisition.
The Rating Watch Negative on ACGL’s Issuer Default Rating and debt ratings reflects increased
financial leverage to finance the deal. Fitch’s action also reflects an anticipated change to a Ringfencing environment classification from a Group Solvency approach.

D or RD

C

CC

CCC

B-

B

B+

BB-

Stable

Stable

Stable

The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating company
subsidiaries of the noted holding company.
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Martha Butler
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The Fitch-calculated 2015 combined ratio remained stable at 94% despite major losses of EUR573m.
Catastrophe losses accounted for 7pp (2014: 6pp) of the combined ratio. Hannover Re's combined ratio
is less volatile than peers'.

Lower Volatility Than
Peers

The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating company
subsidiaries of the noted holding company.

Increased Leverage

Upgrade Unlikely

An upgrade unlikely in the near term, but could be achieved over the longer term if financial leverage
declines to 15%, the combined ratio remains below 93% and capitalisation, as assessed by Fitch,
remains very strong.
A downgrade may occur if financial leverage remains consistently above 25% or if the fixed charge
coverage is consistently below 9x. A combined ratio consistently above 102% could also lead to a
downgrade.

Earnings remained strong in 2015, with strong growth in both the life and non-life segments. Earnings
stability in recent years reflects the diversified business profile and prudent investment strategy.

Solid and Consistent
Earnings

Sensitivities

Capital adequacy is very strong and a positive rating factor. The quality of capital is marginally
weakened by the high level of hybrid debt in the capital structure but this has declined in recent years.

Hannover Rueck SE’s (Hannover Re) financial leverage declined to 16% at end-2015 as the company
redeemed its EUR500m subordinated bond in June 2015.
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An extended period of underperformance or a proportionally larger net catastrophe loss versus peers
or market share could also lead to a downgrade.

If capital adequacy, as measured by Fitch's Prism Factor Based Model falls to a 'Strong' level (2014:
'Very Strong'), the rating may be downgraded.

A downgrade may occur if the net combined ratio remains above 97% for a prolonged period of time.

An upgrade is unlikely in the near to medium term unless Lloyd's consistenly outperforms its 'AA-' rated
(re)insurance peers, while maintaining a 'Very Strong' capital adequacy.

Lloyd's maintains a disciplined approach to underwriting, reinforced by the strong oversight of the
Performance Management Directorate.

Fitch's assessment of Lloyd's risk-adjusted capitalisation is 'Very Strong' according to the agency's
Prism Factor Based Model.

Fitch believes that Lloyd's exposure to worldwide natural and man-made catastrophes is somewhat
higher than its peers'.

Lloyd's has a strong track record of underwriting profitability. In 2014, Lloyd's Fitch-calculated
combined ratio was strong at 87.5% (2013: 83.8%).

Lloyd's strong market position, which Fitch considers as falling within the large market position and
scale category, supports its rating.
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subsidiaries of the noted holding company.
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Downgrade triggers include a sustained material drop in risk-adjusted capital position to below ‘very
strong’, as measured by Prism FBM, cross-cycle combined ratio of 97% or above, or significant
underperformance relative to peers.

Munich Re has the joint-highest IFS rating among European (re)insurance groups and an upgrade is
unlikely in the near term.

Debt leverage of 14% at end-2015 is moderate and commensurate with the reinsurer's ratings. Total
financing and commitments ratio was steady at 1.0x at end-2015, which is 'average'.

The restructuring of Munich Re's primary insurance group ERGO Group AG led the reinsurer to lower
its profit guidance to EUR2.3bn for 2016 (actual 2015: EUR3.1bn), increasing the probability of lower
earnings than in recent years.

Munich Re's score in Fitch's Prism factor based model (Prism FBM) is 'very strong'. Its Solvency II
ratio at end-2015 was also very strong at 302%.

Fitch expects P&C reinsurance earnings metrics will remain commensurate with an 'AA' rating in the
next 12 to 18 months.

Munich Re’s reinsurance operation is one of a select group that have the scale, diversity and financial
strength to attract the highest quality business being placed in the global reinsurance market.
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subsidiaries of the noted holding company.
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Deterioration in EXOR’s credit profile could lead to a downgrade.

Demonstrating favorable run-rate earnings and low volatility, with a combined ratio in the low 90s, could
result in an upgrade. Failure to maintain consistent underwriting profitability or posting sizable adverse
prior-year reserve development could lead to a downgrade.
Growth in risk-adjusted capital while maintaining a net premiums written-to-equity ratio of 0.8x or lower
could result in an upgrade. A net premiums written-to-equity ratio increase to more than 1.0x could lead to
a downgrade.
Maintaining a financial leverage ratio at or below 20% and fixed-charge coverage of at least 8x could
result in an upgrade. A financial leverage ratio above 25% or failure maintian a fixed-charge coverage of at
least 6x could lead to a downgrade.

Improved competitive position in the challenging reinsurance environment could result in an upgrade.
Changes to PRE’s operating profile that Fitch views as increasing overall risk could lead to a downgrade.

PRE’s loss reserves exhibited consistent redundant development experience. Over the most recent five
year period (2011-2015), the company produced prior-year reserve releases totaling $3.4 billion, or 16.7%
of net premiums earned, averaging 6.6% of beginning of year reserves.
PRE’s capitalization provides solid protection for the underwriting and investment risks it faces. Fitch
views PRE’s capitalization as very strong as measured by traditional underwriting leverage ratios and
moderate equity credit-adjusted financial leverage.
Profitability will continue to be pressured and reduced from historical favorable levels. PRE’s most recent
five-year average (2011–2015) combined ratio of 94.1% and return on common equity of 7.3%, compares
with the 10-year averages (2006–2015) of 90.6% and 11.6%.

PRE has limited business diversity outside of reinsurance, which results in higher overall earnings
volatility and renders PRE more susceptible to the current unfavorable reinsurance market conditions.

PartnerRe Ltd. (PRE) has a large reinsurance market position and scale, although its overall market
position trails several of its larger, more diversified (re)insurance peers. PRE's change in ownership to
EXOR does not improve its near-term competitive position.
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The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating
company subsidiaries of the noted holding company.
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GAAP asset leverage of 12x or higher could lead to a downgrade, and GAAP asset leverage below 10x
could lead to an upgrade.

Asset Leverage

The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating company
subsidiaries of the noted holding company.

Sustained maintence of financial leverage over 35% could widen notching between the holding
company and operating company. Financial leverage maintained around 28% could lead to an
upgrade.

A Sustained RBC of 400% or more at RGA Reinsurance Company could lead to an upgrade.
Conversely, a decline in the RBC ratio below 300% on a sustained basis could lead to a downgrade.

Improvement in GAAP earnings-based interest coverage to 9x or more could lead to an upgrade, and a
decline in GAAP earnings-based interest coverage to below 6x could lead to a downgrade.

Statutory capitalization of the U.S. subsidiary is adequate, although the company relies on support
from the parent and the use of captive reinsurance to maintain target capital levels.

RGA has grown its asset-intensive businesses, which Fitch views as riskier and outside of RGA's core
competence of managing mortality risk.

Reinsurance Group of America, Incorporated (RGA) maintains a leading position in the North
American life reinsurance industry. The company has expanded globally by building primarily on
existing customer relationships.
Pro forma financial leverage following the June 2016 issuance of $800 million of new senior and
subordinated debt and the March 2017 maturity of $300 million is 35%, among the highest in Fitch's
universe of rated North American life insurance companies.
Fitch expects profitability over the medium term will be constrained by competitive challenges in RGA's
core U.S. traditional business, ongoing low interest rates, higher interest expense and the impact of
weak foreign currencies.
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Continued favorable underwriting results relative to other property-focused reinsurers and comparably
rated P/C (re)insurer peers could lead to an upgrade. Sustained combined ratios above 80% and
returns on common equity below 13% could lead to a downgrade.
Material risk-adjusted capital growth could result in an upgrade. NPW to shareholders' equity above
0.5x, a catastrophe event loss that is 25% or more of shareholders' equity or equity credit-adjusted
financial leverage above 25% could lead to a downgrade.
If more than 30% of earnings or capital is from outside of Bermuda, holding company ratings could be
lowered by one notch to reflect ring-fencing. Hybrid ratings could be lowered by one notch to reflect
nonperformance risk should Fitch view Bermuda's regulatory environment as controlling.

Deterioration in market conditions that impair RNR's leading position in the property catastrophe
reinsurance market could result in a downgrade.

Significant improvement in RNR's competitive position in profitable segments outside of property
catastrophe reinsurance, including specialty reinsurance and Lloyd’s business, could lead to an
upgrade.

RNR's financial leverage ratio is modest at 15.4% as of June 30, 2016 and Dec. 31, 2015. GAAP fixedcharge coverage has been very strong, although it declined to 7.7x in first-half 2016 from 10.4x in 2015
due to debt related to the Platinum acquistion.

RNR uses a reasonable amount of operating leverage, with a ratio of net premiums written (NPW) to
shareholders' equity of approximately 0.3x.

Year-to-year underwriting profitability is volatile, but with low average combined ratios over extended
periods. RNR's average combined ratio over 2006–2015 was 61.9%, with a standard deviation of
22.6%.

RNR responded to challenging reinsurance market conditions by reducing its property catastrophe risk
exposure. In 2015, catastrophe reinsurance business fell to 43% of GPW from 60% of GPW in 2014.

RNR increased its diversification into casualty specialty reinsurance with its March 2015 acquisition of
Platinum and the continued growth of Lloyd’s of London. Specialty reinsurance and Lloyd’s business
accounted for 57% of gross premiums written (GPW) in 2015.
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The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating company
subsidiaries of the noted holding company.
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IFS

Fitch-calculated financial leverage will remain above 25% through most of 2016, but we expect it to
return to being commensurate with SCOR's rating category by end-2016 following two calls.
Capitalisation is 'very strong' based on a Prism FBM assessment. A qualitative offset to the overall
score achieved is the high proportion of 'softer' forms of capital present within the assessment.

Increased Financial
Leverage Temporary
Very Strong
Capitalisation

An upgrade is unlikely in the near term, but could be achieved if financial performance improves
further, market position strengthens relative to peers, and quality of capitalisation, as assessed within
Prism FBM, improves.
A downgrade may occur if financial leverage were to rise and remain over 25% or if the capitalisation
assessment deteriorated to 'strong'. A combined ratio consistently above 100% could also lead to a
downgrade.

The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating company
subsidiaries of the noted holding company.
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Sensitivities

The operating environment is challenging for SCOR and the wider (re)insurance industry. The agency
expects SCOR's diversified business profile and prudent underwriting policy to prove resilient to any
protracted soft market.

Fitch views the P&C reinsurance division, which has grown into a well-diversified portfolio, favourably.
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Reinsurance Business

Challenging Operating
Environment

SCOR is a diversified reinsurer with the ability to offer wide variety of reinsurance products. The
development and defence of SCOR's market position will depend on its ability to increase its share of
key markets and reinsurance lines.
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Upgrade drivers are: financial leverage reduced under 15%; the risk-adjusted capital position, as
assessed by Prism FBM, increasing to ‘extremely strong’; and maintenance of strong underwriting
performance relative to similarly rated peers.
Downgrade drivers are: Financial leverage above 25%; a sustained material drop in risk-adjusted
capitalisation measured by Prism FBM below 'very strong'; and underperformance relative to similarly
rated peers.

Completion of the run-off of Swiss Re’s credit derivatives portfolio and a reduction in operational debt
have significantly reduced the reinsurer’s financial commitments.

The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating company
subsidiaries of the noted holding company.
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Fitch believes management actions taken to address underperforming business lines within the
division should eliminate the drag on the performance of the life and health segment and improve its
results.

Fitch expects Swiss Re’s earnings generation to remain strong despite the challenges in some parts of
the reinsurance market. We expect the P&C reinsurance segment to be the core earnings generator.
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Fitch regards capitalisation as measured by the agency's Prism factor based model (Prism FBM) as
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The property and casualty (P&C) reinsurance had a Fitch-calculated FY15 combined ratio of 86%
(FY14: 84%). The normalised metric deteriorated to close to 100% (breakeven), reflecting the effects
of a protracted soft market.
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Fixed-charge coverage of at least 7.0x–8.0x could result in an upgrade. Fixed-charge coverage below

Capitalization at 'Very Strong' or higher levels could result in an upgrade, while failure to maintain at least
'Strong' capitalization could result in a downgrade. Significant reserves charges that affect equity and
capitalization could lead to a downgrade.
Failure to effectively integrate Catlin as evidenced by underwriting losses or sizable goodwill impairments
could result in a downgrade.

Capitalization
Integration

The Navigator summarizes the main IFS rating(s) of the noted operating company, and/or operating company
subsidiaries of the noted holding company.

A financial leverage ratio maintained at or below 20% could result in an upgrade. A financial leverage ratio
maintained above 25% or debt plus preferred equity/total capital above 30% could lead to a downgrade.

Sustained favorable earnings with low volatility, including a net return on average common equity of 10%
or better could result in an upgrade.
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XLIT Ltd. (XL) posted net income of $104 million in first three months of 2016 as favorable underwriting
results were offset by increased corporate expenses from the integration and operation of Catlin and
dividends on preference shares. This follows net income of $982 million in 2015.
XL's core P/C operations posted a favorable three-month 2016 GAAP combined ratio of 92.5%, which
included 2.3 percentage points for natural catastrophe losses and 1.9 points of favorable prior-year
reserve development.
Fixed-charge coverage has been weak overall, averaging a low 4.5x from 2011 to 2015 with 3.7x in 2015
and 3.9x in the first three months of 2016. Fixed-charge coverage is anticipated to remain near 4.0x–5.0x
with increased debt from the Catlin acquisition.
XL maintains a modest financial leverage ratio of 17.1%, with debt plus preferred equity/total capital of
27.9% at March 31, 2016. Net premiums written to shareholders' equity increased to 0.6x in 2015 from
0.5x in 2014 due to increased premiums from Catlin.
XL has reasonably managed the integration of Catlin during the first year of the acquisition, with the
transaction having closed on May 1, 2015. However, significant risks remain as the operations and risk
management practices of the two companies continue to be combined.

Fixed-Charge Coverage 4.0x–5.0x could lead to a downgrade.
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