


Insurers are able to choose their preferred
reinsurance offers at the best price

Strong positive correlations between
NMG’s Business Capability Index (BCI)
- of which price factors make up less
than 2% - and key business outcomes
for reinsurers are apparent in each
segment. This is consistent with our
assertion that non-price factors remain
important.

‘Low-price-low-value® offers have
consequently had limited traction.
Equally, we note that a reinsurer’s
ability to charge a price premium
for higher value offers has been
significantly constrained.

Programme evidence strongly supports
the view that reinsurers with favourable
BCI scores represent good partner
options for insurers, and that insurers
have in general acted accordingly in
placing business. It follows too, that
reinsurers are commercially rational not
to participate at current pricing levels,
provided they maintain a competitive
BCI positioning.

“ Programme evidence
strongly supports the
view that reinsurers with
favourable BCI scores
represent good partner
options for insurers.”

6. Value defined as BCI score

Diversifying Purchasing Models

Insurers have progressively spread their reinsurance
purchases as a way to diversify counter-party risk (at a time
when confidence levels in financial ratings models have fallen
considerably), and to find the best combination of required
capabilities and price points.

Across all companies, insurers increased the number of
reinsurers on their panels by 15% (to 3.8 reinsurance partners).
Within each segment, insurers directed an increased proportion
of individual new cessions to their 2nd ranked reinsurers,
normally at the expense of the ‘most important’ reinsurer.

Since 2006, in the Large Cedant segment, share of wallet
returns to ‘most important’ reinsurers have fallen to 40% (from
48%) for individual business, and the new business portfolio
has been spread across more reinsurers (4.7 v. 4.3 a year
before). Small Cedants have followed similar strategies.

Only faster growing Medium Cedants have bucked this
trend, concentrating their new cessions towards their ‘most
important’ reinsurers, and marginally reducing the size

of their panels, underlying a differential set of purchase
objectives which include new business financing.

Figure 5: Share of wallet - (Individual)
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Large Cedant Segment
- A buyer’s market with
contracting supply options

In 2008, the Large Cedant segment
comprised six insurers, collectively
accounting for 60% of new reinsurance
premiums. While there is much in
common between the buying values of
Large Cedants, any of these insurers is in
effect a ‘segment of one’ by virtue of the
size of their new cession placements, and
thus a significant target for any reinsurer.

Swiss Re and RGA each have open
treaties with every insurer in the Large
Cedant segment, and between them
account for 60% of segment premiums.
Swiss Re continues to lead in terms of
the number of companies at which it
is rated the ‘most important’ reinsurer,
and with RGA accounts for nearly

all nominations of ‘most important’
reinsurer in the Large Cedant segment.

On the Large Cedant segment BCI, RGA
followed by Swiss Re were the clear
leaders. SCOR significantly improved
its segment effectiveness to become
third-ranked, potentially marking the
beginning of a successful entry into the
domain of Large Cedants.

“On the Large Cedant
segment BCI, RGA followed
by Swiss Re were the

clear leaders.”

Large Cedant buyer behaviours appear
commercially rational: the segment’s
three leading reinsurers on the BCI
accounted for 15 of the 19 new treaty
lines won in the past 12 months,
illustrating the value of non-price factors
in decision making, once the price

is right. Awards of ‘most important’
reinsurer were largely if not solely made
to companies with high BCI scores.

As Figure 7 illustrates, terms and
conditions remain central to the placing
of business. Reinsurers with a relatively
uncompetitive price proposition were
essentially unable to win business,
although those with the sharpest pricing
were to some extent able to compensate
for their weaker BCI positioning.

In the past 18 months, reinsurers have
had to work harder for their success.
Reinsurer solicitation activity more than
doubled year-on-year in the Large Cedant
segment, even though the number of
treaty lines awarded remained largely
unchanged.

In our opinion there is little doubt that
the Large Cedant segment is at present
a buyer’s market, where insurers can
engage their preferred reinsurer at

or close to their preferred terms and
conditions.

This said, the pricing pendulum may
soon swing back in favour of reinsurers
given that the number of active
competitors has gravitated to just three
reinsurers, between them accounting
for 80% of new cessions. Of course, there
is always the potential for new entrants,
in the form of UK-based reinsurers with
renewed risk appetites, or reinsurers not
currently operating in the UK.
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“The number of active
competitors has gravitated
to just three reinsurers,
between them accounting
for 80% of new cessions.”

Business Capability

The NMG Business
Capability Index (BCI)

IS a composite measure
that consolidates
reinsurer effectiveness
across key capability
areas: business
acquisition, relationship
management,
operational management
(including underwriting
and claims), technology
deployment and product
management.



Figure 6: BCI - Large Cedant Segment (Key Decision Makers)
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Figure 7: Large Cedant Segment - Solicitation Effectiveness

Treaty line share Pricing Solicitation approaches
Losses / Gains Uncompetitive / Competitive Unsuccessful / Successful
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Medium Cedant Segment
- Growth-oriented
partnerships

The Medium Cedant segment comprises
12 companies, and accounts for a
projected one-third of new cessions.

SCOR has the leading segment share

of new cessions, followed closely by
Munich Re, although the segment
shares are generally evenly dispersed.
These two reinsurers together accounted
for 37% of new cessions, and the top four
reinsurers for just 687%.

The Medium Cedants have notably
different buying values and behaviours,
making understanding the segment’s
composition - beyond simply being
‘in-between’- important. The analysis
suggests that Medium Cedants place
a greater emphasis on relationship
management factors alongside a
continued attention to price. The
segment comprises two distinct
groups: mid-sized domestic life
specialists with mature books, and
local subsidiaries of multi-national
specialists with growth agendas.

The growth expectations for the multi-
nationals are well above the industry
average, lifting growth for the Medium
Cedant segment in tandem. Growth-
oriented insurers in the UK (similar to
those of fast-growing insurers in other
markets) attach increased importance
to reinsurers’ services and new
business financing.

Several of the mid-sized specialists
were Irish companies. Irish insurers
in general place a greater value on
relationship management factors than
do UK insurers, fitting the profile of a
remotely-serviced market.

Insurer satisfaction levels improved
markedly for Medium Cedants year-on-
year. Those reinsurers with favourable
BCI scores (from a year before) have
increased or maintained their number
of insurer relationships within the
segment, while those with relatively
low BCI scores have lost relationships,
suggesting rational decision making on
the part of Medium Cedants.

On the BCI for the Medium Cedant
segment, SCOR and RGA are the
only two reinsurers to be positively
differentiated. Lead relationships are
diversely held within the segment,
with most reinsurers having just one
lead relationship.

Solicitation activity remained steady
in this segment. The large number

of citations for price competitiveness
suggests that this segment is -
unsurprisingly - keenly targeted by
many reinsurers, with Munich Re
currently the most active. So insurers
in this segment are likely to be well-
supported for the foreseeable future.

“Those reinsurers with
favourable BCI scores
(from a year before) have
increased or maintained
their number of insurer
relationships within the
segment, while those with
relatively low BCI scores
have lost relationships,
suggesting rational
decision making on the
part of Medium Cedants.”




Figure 8: BCI - Medium Cedant Segment (Key Decision Makers)
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Figure 9: Medium Cedant Segment - Solicitation Effectiveness
Treaty line share Pricing Solicitation approaches
Losses / Gains Uncompetitive / Competitive Unsuccessful / Successful
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Small Cedant Segment -
More supply options

The Small Cedant segment in this study
comprises 15 insurers and accounts for
just 7% of individual reinsurance new
premiums.

Munich Re has the dominant share
of segment new cessions, and along
with SCOR accounts for almost three-
quarters of individual new cessions.

In 2006 and 2007, the Small Cedant
segment was distinctive in that

it identified a greater need for
underwriting, technical support and
other services. At the time, a larger
number of Small Cedants also reported
a willingness to pay a premium for
differentiated services or propositions
from reinsurers.

In the 2008 analysis, however, Small
Cedant behaviour has gravitated
towards a focus on price over capability
and service factors. In part, the trigger
for this may have been the increased
choice associated with more reinsurers
competing in the segment.
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Significant changes took place within
the segment year-on-year:

Munich Re increased its segment
penetration to 70% and secured a
dominant share of segment premiums

Pacific Life Re (followed by Hannover
Re) captured the highest BCI ratings
for the segment, albeit on smaller
portfolios

The three most price-competitive
reinsurers for this segment (SCOR,
Munich Re, and Swiss Re) secured three
quarters of new treaty lines awarded.
Comparatively, the highly-rated BCI
reinsurers captured just over half of
new treaty lines underscoring the
dominance of price over non-price
factors in the segment.

Again, reinsurers with consistently
uncompetitive pricing had limited
success.

Increased competitive activity in this
segment implies that new treaty line
awards are likely to be spread more
evenly across reinsurers going forward,
and insurers will consequently enjoy

a larger number of reinsurance offers
from which to select.

i
}

i

“The three most price-
competitive reinsurers
for this segment (SCOR,
Munich, Re, and Swiss Re)
secured three quarters
of new treaty lines
awarded. Comparatively,
the highly-rated BCI
reinsurers captured just
over half of new treaty
lines underscoring the
dominance of price over
non-price factors in the
segment.”



Figure 10: BCI - Small Cedant Segment (Key Decision Makers)
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Figure 11: Small Cedant Segment - Solicitation Effectiveness

Treaty line share Pricing Solicitation approaches
Losses / Gains Uncompetitive / Competitive Unsuccessful / Successful
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Reinsurers have deployed differing
strategies for the UK and Ireland, which
have resulted in dissimilar market
structures and different levels of
service delivery.

UK insurers were more satisfied with
reinsurance services (measured by the
BCI) than were Irish insurers. More
noticeably, five reinsurers had a BCI
score of 65 or more in the UK, compared
to just two in Ireland.

Furthermore, the market share of
individual new business cessions is
more concentrated in Ireland where
the largest three reinsurers (Munich Re,
SCOR and Swiss Re) account for c. 75%
of total new cessions.

“ Pacific Life Re’s success as
a new entrant is noteworthy
given the complexity of its
Journey to market in the UK.”

It follows that reinsurance offers

are more polarised in the eyes of

Irish insurers, due to their having
comparatively fewer options than their
UK counterparts.

On the aggregate BCI measure for the
UK market, Pacific Life Re, Hannover Re
and SCOR rate most highly, each therefore
having attractive platforms for growth
in the UK. Pacific Life Re’s success as

a new entrant is noteworthy given the
complexity of its journey to market in
the UK.

SCOR remains the dominant reinsurer
in Ireland, in terms of BCI and insurer
coverage. BCI scores were widely
dispersed, with three reinsurers scoring
less than 55 (versus just one in the UK).

Our view is that these performance
variances are at least in part explained
by the challenges faced by remote-
servicing models. Operational
resourcing for reinsurers differs between
the UK and Ireland, with reinsurers
generally centralising sales and servicing
from London. Partner Re has recently
established Dublin-based operations,
and it will be interesting to measure the
response of Irish insurers.

UK 1nsurers have more choice
than their Irish counterparts

Figure 12: BCI - UK (Key Decision Makers)
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Figure 13: BCI - Ireland (Key Decision Makers)
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Interestingly Ireland, when measured by
individual new reinsurance premiums, is
the third largest market in Europe. Hence
we would argue that the Irish market has
possibly been under-served by London-
based reinsurers who have instead
focused on the larger UK segment.
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About Business Quality
Management (BQM)

NMG is a specialist multi-national consulting firm focused on the insurance

and investments industries. NMG runs Business Quality Management (‘BQM’)
evidence-based consulting programmes in the UK & Ireland, Continental Europe,
South Africa, Asia-Pacific, Australia and North America, across life insurance, life
and non-life reinsurance and wealth management segments.

BQM programmes are based on an annual cycle of structured, face-to-face
interviews with key clients in each market. Because BQM focuses on the most
important (and influential) clients, and on the quality factors that ultimately
drive changes in their business allocations, we regard BQM as providing a
leading indicator of competitive success.

BQM programmes serve two distinct groups of participants. In each market
NMG partners with leading providers (insurers and reinsurers) who utilise the
programme as a consulting tool to drive strategy and business quality and track
changes in competitive positioning and capability.

BQM also gives key clients a voice, and creates a transparent feedback loop
between clients, providers and the broader market. Our Insights reports support
this second purpose. Our Insights reports are published annually to frame our
perspective on topical industry-level issues and help advisers, insurers and other
stakeholders make informed decisions on the future use of their insurance and
reinsurance suppliers.

Mark Prichard Janar Weerasingam Hamish Worsley
Director Director Director
NMG Group Business Quality Strategy Practice, UK




Asia Pacific

Singapore

NMG Financial Services Consulting Pte Ltd
141 Market Street

#11-05/08

International Factors Building

Singapore 048944

Tel: 65 6325 9855

Fax: 65 6325 4700

Contact: Matthew Maguire

Kuala Lumpur

NMG Financial Services Consulting Sdn Bhd
A-13A-5 Block A, Northpoint

Mid Valley City

No 1 Medan Syed Putra Utara

59200 Kuala Lumpur

Malaysia

Tel: 60 3 2283 6478

Fax: 60 3 2283 6487

Contact: Amy Tan

Hong Kong

NMG Financial Services Consulting Limited
Suite 2207-9

Tower Two, Lippo Centre

89 Queensway

Hong Kong

Tel: 85 2 2530 8881

Fax: 852 2530 8100

Contact: Andrew Tang

Sydney

NMG Financial Services Consulting Pty Ltd
Level 27-03, Grosvenor Place

225 George Street

Sydney NSW 2000

Australia

Tel: 61 2 9251 7888

Fax: 61 2 9251 2888

Contact: Mark Prichard

Perth

NMG Financial Services Consulting
Tel: 61 8 9285 0424

Contact: Geoff Baars

Europe and Africa

London

NMG Financial Services Consulting
23 Charlotte Street

London W1T 1RN

United Kingdom

Tel: 44 207 631 3087

Fax: 44 207 462 5719

Contact: David Burns

Stamford

NMG Financial Services Consulting
25 Stamford Walk

Stamford

Lincolnshire PE9 2]JE

United Kingdom

Tel: 44 1780 761 383

Fax: 44 1780 759 142

Contact: Jonathan Gunby

Milan

NMG Financial Services Consulting
Piazza Liberty, 8

20121 Milan

Italy

Tel: 39 2 7631 7567

Fax: 39 2 7600 1653

Contact: Marcella Frati

Johannesburg

NMG Consultants and Actuaries
NMG House

411 Main Avenue

Randburg 2125

South Africa

Tel: 27 11 509 3000

Fax: 27 11 886 2046

Contact: Richard Smith

North America

Montreal

NMG Financial Services Consulting
6795 Des Coquelicots

St-Hubert

Quebec J3Y 8P1

Canada

Tel: 1450 656 4694

Fax: 1 450 462 8358

Contact: Robert Mallette





