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Global Reinsurance 2014 Outlook

Global Re Outlook Remains Stable; 
Abundant Capital Weighing on Market

The rating outlook for the global reinsurance segment remains stable, indicating that over 
the next 12 to 18 months, A.M. Best believes the majority of rating actions within the 
segment will be affirmations, with only a limited number of upgrades or downgrades. 

The stable outlook is predicated on strong risk-adjusted capital, discerning enterprise 
risk management and a slow improvement in the global economic environment under-
pinned by the United States, which represents the world’s largest insurance market. 
Reinsurance companies continue to be disciplined on both the underwriting and 
investing sides, and net favorable loss-reserve development has cushioned deterioration 
in underwriting margins and weakness in investment earnings. Risk-adjusted capital for 
global reinsurers remains excellent, and companies have the wherewithal to endure 
significant losses from a combination of events, including natural and manmade catas-
trophes and volatile financial market risks. 

Traditional reinsurance companies are flush with capital as a result of successfully man-
aging their exposures in recent years. However, in the supply/demand equation, too 
much capital chasing the same opportunities has put pressure on reinsurance pricing, 
terms and conditions. Despite less than robust market opportunities, capital from third-
party investors such as hedge funds and pension funds continues to enter the reinsur-
ance market, creating additional underwriting pressure within the overall reinsurance 
segment as available capacity is reallocated to classes other than property catastrophe. 
These challenges are exacerbated by primary insurance companies increasing reten-
tions and decreasing the pool of opportunities available to reinsurance companies. 
With third-party capital taking the higher layer exposures and primary companies 
increasing their retentions, reinsurance companies seem to be stuck in the middle.  

While the risk-sharing struggle between primary and reinsurance companies is significant, 
it is much different from the inflow of capital entering through insurance-linked securities 
(ILS) and also into collateralized structures and even rated balance sheets. This external 
threat (with vast amounts of money) is of concern and could be the game-changer going 
forward. Reinsurers that have global reach and diversified business platforms, including 
primary insurance distribution capabilities and the ability to manage third-party capital, are 
better positioned to withstand these competitive pressures over the near term. 

Capital and cycle management remain the keys to long-term success. Reinsurers have 
been lowering their cost of capital through refinancing of debt and right-sizing their 
capital base, mostly through share repurchases.  A.M. Best expects share repurchases to 
run between 50% and 75% of net income for the global reinsurance segment, depend-
ing on the level of future catastrophe activity and market opportunities. Operating and 
total return on equity nonethelesss will be squeezed as underwriting margins are pres-
sured by increased competition and low investment yields. Companies are expected 
to produce average returns in the high single-digit range, which includes the benefit of 
favorable reserve releases from older accident years. Despite these lackluster returns, 
however, risk-adjusted capital is expected to remain extremely strong as companies 
also reduce their retained exposure to less attractively priced, volatile business classes.

Rising 
retentions 
among primary 
insurers bring 
additional 
leverage.
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