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Copyright © 2023 by A.M. Best Company, Inc. and/or its affiliates (collectively, “AM Best”). All rights reserved. No part of this report or
document may be distributed in any written, electronic, or other form or media, or stored in a database or retrieval system, without the prior written
permission of AM BEST. For additional details, refer to our Terms of Use available at AM BEST’s website: www.ambest.com/terms. All information
contained herein was obtained by AM BEST from sources believed by it to be accurate and reliable. Notwithstanding the foregoing, AM BEST does not
make any representation or warranty, expressed or implied, as to the accuracy or completeness of the information contained herein, and all such
information is provided on an “as is” and “as available” basis, without any warranties of any kind, either express or implied. Under no circumstances
shall AM BEST have any liability to any person or entity for (a) any loss or damage of any kind, in whole or in part caused by, resulting from, or relating
to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AM BEST or any of its directors, officers,
employees, or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any
such information, or (b) any direct, indirect, special, consequential, compensatory, punitive or incidental damages whatsoever (including without
limitation, personal injury, pain and suffering, emotional distress, loss of revenue, loss of present or prospective profits, loss of business or anticipated
savings, or loss of goodwill) resulting from the use of, or inability to use, any such information, in each case, regardless of (i) whether AM BEST was
advised in advance of the possibility of such damages, (ii) whether such damages were foreseeable, and (iii) the legal or equitable theory (contract, tort
or otherwise) upon which the claim is based. The credit ratings, performance assessments, financial reporting analysis, projections, and any other
observation, position or conclusion constituting part of the information contained herein are, and shall be construed solely as, statements of opinion and
not statements of fact or recommendations to purchase, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor
do they individually or collectively address the suitability of any particular financial obligation for a specific purpose or purchaser. Credit risk is the risk
that an entity may not meet its contractual, financial obligations as they come due. Service performance risk is the risk that an entity may not meet its
contractual service performance obligations on behalf of its insurance partners. Consequently, neither credit ratings nor performance assessments
address any other risk, including but not limited to, liquidity risk, market value risk or price volatility of rated securities. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR ASSESSMENT OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AM BEST IN ANY FORM OR MANNER
WHATSOEVER. Each credit rating, performance assessment or other opinion must be weighed solely as one factor in any investment or purchasing
decision made by or on behalf of any user of the information contained herein. Each such user will, with due care, make its own study and evaluation of
each security or other financial obligation, and of each issuer and guarantor of, and each provider of credit support, and an independent view of service
provider performance for, each security or other financial obligation that it may consider purchasing, holding, or selling or for each service contract that
it may consider entering into. For additional detail on credit ratings or performance assessments, and their respective scales, usage, and limitations,
refer to the Guide to Best’s Credit Ratings (http://www.ambest.com/ratings/index.html) or the Guide to Best’s Performance Assessments
(https://www.ambest.com/ratings/assessmentMethodology.html).

http://www.ambest.com/terms
http://www.ambest.com/ratings/index.html
https://www.ambest.com/ratings/assessmentMethodology.html
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US Securities Laws explicitly prohibit the issuance or maintenance of a credit rating where a person involved 

in the sales or marketing of a product or service of the CRA also participates in determining or monitoring the 

credit rating, or developing or approving procedures or methodologies used for determining the credit rating.

No part of this presentation amounts to sales / marketing activity and AM Best’s Rating Division 

employees are prohibited from participating in commercial discussions.

Any queries of a commercial nature should be directed to AM Best’s Market Development function.
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Is There Actually a “Capacity Shortage”? 

Are Previously Insured Risks Becoming “Less Insurable”?

Business Models Evolving – Hybrids, Role of ILS, Distribution

Results Improving, but still Playing Catch-Up / IFRS 17 Transition

Outlook, Main Drivers, Key Themes

AM Best’s Expectations – The Next 12 Months
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Tailwinds

Reinsurers remain well capitalized despite 

buffers having shrunk

Demand remains strong, characterized by 

flight to quality

Technical results continue to improve

Underwriting discipline expected to last

Reinsurers have shown in the past their 

ability to innovate and re-invent 

themselves

Headwinds

“Available” capital ≠ “Deployed” capital
Investor caution

More complex and evolving risk 

environment

Volatile investment markets

Inflationary pressures, rising interest rates

Higher cost of capital

Protection gap bound to widen

Pressure to innovate to maintain relevance 

in broader economy
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Is There Actually a 

“Capacity Shortage”? 
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Single major event:

Hurricanes

Earthquakes

Terrorism

Material capital 
erosion

Sharp rates 
increase in a short 

period of time

Leading indicators to historic reinsurance company formations New 2023/24 class?

Rising interest rates only 
since 2022

Higher cost of opportunity

Gradual rate increases before1/1/23

Alternative Capital

Plateaued since 2018

No single major 
catastrophe event

Accumulation of more frequent 

secondary perils

Global reinsurers remain 
well capitalised
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Why is this Cycle Different? 
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Sources: Estimates by Guy Carpenter and AM Best

Sustained lower interest 

rates for over six years

Japan and NZ Earthquakes

Thailand Floods

Hurricane Sandy

COVID-19 

Pandemic

Decline in 

interest rates

Expansionary 

monetary 

policies

Hurricanes –

Katrina, Rita, 

Wilma

9/11 

terror 

attack 

Hurricane Andrew

Increase in interest 

rates 

Hurricanes –

Harvey, Irma, 

Maria

New Reinsurers enter the market in response to these events No new 

entrants 

High inflation

Rising interest 

rates

Low 

unemployment

Secondary 

perils

Limited number of 

new entrants
New reinsurers enter the market in response to these 

events
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Notes and Sources: Estimates by Guy Carpenter and AM Best

Estimate – Total Dedicated Reinsurance Capital (USD Billions)

*: For reinsurers that have ample cash liquidity to support their potential shock losses, the “fixed-income equity” 

adjustment captures the amount of capital that AM Best anticipates will be recovered as bonds mature over time
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 Negative Factors

• Fixed-income unrealized investment 

losses

• Persistent high claims activity

• Weather-related and secondary 

perils

• Best’s Capital Adequacy Ratios 

declined, but balance sheet strength 

remains unchanged

• Operating performance impacted

 Positive Factors

• Capital buffers protection

• Higher interest rates

• Asset Liability Management

• High credit quality of investment 

portfolios

• Dividend policy / share buybacks 

unaffected

• Balance sheet strength assessment 

remains unchanged 

• Underwriting discipline
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Results Improving, but

Still Playing Catch-Up

IFRS 17 Transition
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12Based on the 25 largest reinsurance groups.
Source: AM Best data and research
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Reinsurers' Median Weighted Average Cost of Capital (WACC)

Compared to Median Return on Capital Employed (ROCE) (%)

Sources: Return on Equity - AM Best data and research,
WACC and ROCE - Bloomberg
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Combined Ratios and Favourable Reserve Development (%)

Source: AM Best data and research
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IFRS 4 IFRS 17

Financial Leverage 
(Debt/[IFRS Equity+CSM+Debt])

IFRS 4 IFRS17

Munich Re

IFRS 4 IFRS17

Hannover Re

US GAAP IFRS17

Swiss Re

IFRS 4 IFRS17

SCOR

  Capital & Surplus    Contractual Service Margin
(For illustrative purposes only – Not to scale)
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Transition to IFRS 9 and IFRS 17

Comparisons against US GAAP writers will become more challenging 

Favourable Movements in Combined Ratio
Transitioning from Premiums Written 

to (Re)insurance Revenue

GWP (IFRS 4) Reinsurance Revenue (IFRS 17)

Typically, 

down between 

10-20%

Return on Equity (Income/IFRS Equity)

IFRS 4 IFRS 17

16
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Are Previously Insured Risks 
Becoming “Less Insurable”?
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Business Models Evolving – 

Hybrids
Role of ILS
Distribution



Our Insight, Your Advantage™

Evolution of Business Models

19

Investors seem to 

prefer diversified, 

flexible companies, 

with a proven track 

record

High demand for 

reinsurance, driven by 

flight to quality. 

Financial strength is 

paramount

Well diversified, nimble and established 

reinsurers in a strong position

Specialised reinsurers have become rare

Expansion of established players

more likely than new entrants

Alternative capital has become more of a

partner than a competitor

Evolving distribution models

critical to expand business
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What to Expect for the Next 

12 Months?
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Underwriting profits –

to continue

Disciplined expansion of the reinsurance 

segment –

led by major players

Inflationary pressures and 

high interest rates –

to remain

Emerging risks –

slow expansion

Rate increases –

to continue at a slower pace

Significant new capital / number of new 

entrants –

unlikely

Renewed appetite for volatile lines of 

business –

but with tighter terms and conditions

Higher retentions –

here to stay
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There is no capacity shortage
just smarter allocation

Results improving
but reinsurers still catching up

Business models evolving
the death of the specialist?
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Q&A
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