
Copyright © 2015 by A.M. Best Company, Inc. ALL RIGHTS RESERVED. No part of this report or document may be distributed 
in any electronic form or by any means, or stored in a database or retrieval system, without the prior written permission of the A.M. Best 
Company. For additional details, refer to our Terms of Use available at the A.M. Best Company website: www.ambest.com/terms.

BEST’S BRIEFING
Our Insight, Your Advantage.

Global Reinsurance

Analytical Contacts
Mariza Costa, Oldwick
+1 (908) 439-2200 Ext. 5308
mariza.costa@ambest.com

Greg Reisner, Oldwick
+1 (908) 439-2200 Ext. 5224
greg.reisner@ambest.com

Intense 
competition 
drives 
strategic 
decisions

February 19, 2015 Global Reinsurers: M&A – A Strategy 
or Ultimatum?
In the words of Stephen Catlin Chief Executive Officer of Catlin Group Limited (Catlin) since 
the announced transaction with XL Group plc on January 9, 2015: “…if the industry is consolidating, 
wouldn’t you rather choose the partner with which you want to work rather than have your partner 
chosen for you…?”  These words may one day become prophetic for companies that are at the 
moment reluctant to accept the potential need to find a suitable partner in order to compete in the 
current market.   

A. M. Best notes that size alone is not a substitute for an organization’s overall discipline, 
conscientious and proactive risk management, underwriting, and focus on emerging risks that could 
impact the company’s financial strength. Underwriting discipline and anticipation of possible market 
risks allow companies to remain prosperous and possibly ahead of market conditions.  Some of the 
more successful companies have a history of being conservative, methodical and even bashful at 
times. Growing for the sake of garnering market share, or for the sake of simply getting bigger, can 
lead to disastrous outcomes when the wind blows and the earth shakes.  That said, not realizing 
or accepting that the market is becoming more challenging and ignoring the need to find suitable 
alternatives in order to remain relevant in the market for customers, brokers and investors could turn 
into a less than ideal situation for some.  

What is driving the recent M&A actions?
Recently announced deals seem to reflect the need for attaining greater global scale and diversified 
product lines and distribution (see Exhibit 1).  There is also appeal in the potential for significant 
expense savings associated with some of these transactions. Whether these expense savings 
actually materialize is yet to be seen but out there in the market it is getting more attention. Mono-
line companies or companies that are focused solely on reinsurance or predominately property 
catastrophe solutions will likely be a thing of the past and are probably under the greatest pressure. 
Not long ago, it was thought that catastrophe models put the floor under property catastrophe 
pricing for the market. While historically they did, that is not the case today and some market 
players are willing, and have the appetite, to price that business more aggressively than traditional 

Exhibit 1
Global Reinsurance - Mergers & Acquisitions
Selected reinsurance industry mergers & acquisitions announced in 2014 and 
2015

Date 
Announced Acquirer Location Target Location

Announced 
Deal Value 

(USD Million)
Price-to-Book 

Value
6/23/2014 Validus Bermuda Western World Insurance USA 690 1.33x
8/22/2014 Allied World Bermuda Hong Kong operation of RSA Hong Kong 215 NA
11/24/2014 RenRe Bermuda Platinum Underwriters Bermuda 1,900 1.12x¹
12/12/2014 ACE Switzerland Fireman’s Fund Personal Lines USA 365 NA
1/9/2015 XL Group Ireland Catlin Group Limited Bermuda 4,100 1.27x¹
1/26/2015 PartnerRe* Bermuda AXIS* Bermuda $11,000² PRE: 0.90x¹ 

AXS: 1.05x¹
2/17/2015 Fairfax Canada Brit London $1,880 1.73x

* Merger of equals
¹ BV= Assets-intangibles-liabilities
² Pro-forma market value of the combined organization
Source: AM Best research, Bloomberg, and company reports
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reinsurance companies.   In addition, cedents want companies that have a wide product offering and 
a strong market presence, essentially replacing the days of specialty focused reinsurance companies. 

Reinsurers need to be able to maneuver through market cycles by having the ability to move in and 
out of various business classes and geographies as market conditions dictate.   Market players that 
accept this new stage of the cycle will have a first mover advantage for possible suitable alternatives 
that will allow for the development of more efficient, focused, and diversified companies.  A. M. Best 
anticipates companies with well-diversified businesses and a global reach will likely see the majority 
of the deals in the market while players with limited books of business or limited geographic reach 
may feel like they have to ride this pricing cycle down and hope they’ll be in a position to later ride it 
back up. 

For several years it was thought, particularly in Bermuda, that there were too many companies 
competing for the same business and that sentiment was probably true.  However, as companies 
continued to thrive in strong market conditions and delivered attractive returns to investors no 
one seemed to care that the market was overcrowded.  At the current stage of this cycle, however, 
companies, customers, and investors alike are all aware that something has to give as the challenges 
facing the reinsurance market are expected to stay in place for the foreseeable future. Add to that the 
abundant amount of capacity from third party capital providers and today the market is flooded with 
record breaking capital fighting for diminishing premiums. Additionally, with lower priced business 
coupled with investment yields that remain less than impressive; respectable returns become 
dependent on benign catastrophe activity.    

Stock price-action for the top US traded reinsurers delivered less than exciting returns last year 
(up 6.5%) with a few actually seeing their stock price decline for the year versus the market total 
return of 11.4% for 2014. With current market conditions of double digit price declines, increasing 
commissions, lower premiums and increased competition, the need for M&A is becoming clearer 
particularly for investors that are not seeing the investment returns they have become accustomed to 
from the reinsurance market players. 

Aside from investor demands, companies understand that their market environment is changing 
and they will need to adapt to the new reality.  Brokers are getting larger and more controlling and 
demanding; customers are buying less but demanding better service and products, and stronger and 
reliable partners and external threats are calling for larger investments in technology and people.  
Expense controls, capital adequacy, disciplined underwriting, strong ERM and anticipation to what is 
emerging in the market needs to remain the focus for companies.

Will M&A Continue in 2015? 
In an A. M. Best Briefing Global Reinsurers: Who Will Gain Despite All the Pain? (Jan. 12, 2015) 
it was highlighted that the global reinsurance sector remains by all accounts over capitalized. 
Additionally, market conditions are expected to remain competitive and challenging, as primary 
companies retain more business, and/or seek higher ceding commissions or multiyear contracts for 
sharing their profitable business. Continued margin compression is also anticipated as third-party 
capital sources seek a larger piece of a smaller pie. 

Therefore, will M&A continue in 2015? A. M. Best’s opinion is the short answer is “yes,” particularly 
as competition intensifies and returns continue to decline.  Some companies have mentioned they are 
booking business in mid to high single digit ROEs and the expectation is for even lower returns going 
forward.  Hence companies with limited market reach and fewer lines of business are more likely to 
seek potential merger partners as expected weaker market conditions continue to develop over the 
next few quarters. 
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