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Property & Casualty Insurance
Insurance Insider Conf Takeaways: Reinsurance Price
Declines Could Slow; Industry Seeks To Evolve
We attended the InsiderScope New York 2016 conference, which brought
together executives from reinsurance, insurance and insurance broker
companies. Our key takeaways are 1) industry participants are cautiously
optimistic that reinsurance price declines will continue to abate as we head
into June renewals, 2) industry M&A is expected to continue for the
foreseeable future, 3) the industry must continue to prove and enhance its
value proposition to remain relevant and grow, and 4) the industry needs to
continue to develop new and innovative technologies while attracting
younger millennial talent to the industry.
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 Many panelists believe the soft reinsurance cycle could be bottoming
after several years of price declines. Additionally the accumulation of
recent losses (Canadian wildfires, Texas storms and Japanese
earthquakes) could result in a further slowdown in reinsurance price
declines during the upcoming renewal period.
 Industry M&A is expected to continue for the foreseeable future. Most
believe deal prices in 2015 were reasonable with the exception of a few
large Asian deals and the deals made strategic sense.
 Panelists indicated that the insurance industry will need to evolve in
order to prove its value and that the industry has been slow to adapt to
emerging threats such as cyber, intellectual property, terrorism and
pandemic risks. For example, industry claims as a percentage of GDP in
the U.S. increased through the late 1980s to 3 percent of GDP, but have
since declined to around 2 percent of GDP. Meanwhile, insurance
premiums have fallen from 4 percent of GDP in the US to 3 percent
today.
 Our outlook for the P&C insurance sector is mixed. Near-term the group
could benefit from its defensive nature and less interest rate exposure
than the rest of financials (although low interest rates still depress
returns). Long-term, however, lower P&C insurance prices and slowing
reserve releases are headwinds. We prefer companies with growth
opportunities outside the soft P&C cycle including AON (where FCF
could accelerate), ALL (which we view as a turnaround story) or ACGL
(best-in-class insurers that are also growing in mortgage insurance).
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Additional Takeaways from InsiderScope New York 2016
 The panelists agreed that the industry must capitalize on growth opportunities in
emerging risks, with cyber being at the forefront. Regulators had difficulty
defining cyber and now the courts are faced with a similar challenge. Carriers are
having difficultly measuring cyber exposure and the risk associated with cyber
across multiple policies. In addition, the industry is attempting to achieve
national uniformity regarding data security and product liability.
 The industry's aging leadership was also highlighted as a key concern going
forward. According to McKinsey, the average age in the insurance industry is 59
with 25% of the workforce scheduled to retire by 2018. McKinsey also estimates
that 400,000 hires will be needed by 2020 to maintain the industry's current
headcount.
 Additionally, many insurers are not being opportunistic regarding reinsurance
purchasing as pricing has declined. However, price declines have enabled them
to manage capital and stabilize earnings. There is also a trend towards buying
more centralized coverage.
 The industry is addressing challenges as it tries to adopt universal standards for
guidelines and regulations. Given that Europe is implementing Solvency II, U.S.
regulators are trying to create an equivalent for domestic carriers.
 The conference believes that it’s too early to determine the impact of BCAR
model changes on reinsurance prices, although it could create some additional
demand for reinsurance.
 Panelists noted that the recent surge of non-traditional capital into property
catastrophe has resulted in capital slowly entering into specialty lines and
negatively impacting pricing. However, panelists cautioned that the skillset
required for property catastrophe is not the same as the core competencies needed
for specialty lines. This inexperience could result in losses that impact already
low margins. That said, the days of operating as a mono property catastrophe line
are finished and the race to special lines is the race to necessary diversification.
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any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per
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Market Maker: JPMS makes a market in the stock of Arch Capital.

Market Maker/ Liquidity Provider: J.P. Morgan Securities plc and/or an affiliate is a market maker and/or liquidity provider in
securities issued by Aon, Allstate, Arch Capital.
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past 12 months.
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 Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services
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Aon (AON, AON US) Price Chart
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