The end of SA’s reinsurance industry as we know it
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The local reinsurance market is set to change drastically, within two years the market as we know it today will not exist and local insurers may only be serviced by representative offices. The mandate of most local reinsurers has already been narrowed to such an extent that they effectively have little decision-making power left and underwriting decisions are inevitably referred offshore.
Despite the fact that this country has experienced no major catastrophes in recent years, bad underwriting decisions have returned dismal results for the local industry; and international reinsurers – facing poor results around the globe – have been closing down operations that are running at a loss, not only in South Africa. The “nice to have” aspect of an African operation has paled into insignificance as the mobility of capital becomes more and more critical. Reinsurers are now forced to put their money where it can make a profit, and this means taking money out of markets where losses are being made. Gerling Global is one such example, and its shareholders have withdrawn altogether from the reinsurance market worldwide.

Essentially, in order to survive, reinsurers are changing the way they do business.  The industry is in turmoil following poor equity returns reduced by up to 30% after the 11 September terror attacks in the USA and major provisions that need to be made for asbestosis (some reserves are estimated to be as high as $2 billion). 

A recent Benfield Group analysis of the Bermuda Reinsurance market highlights the change in the way reinsurers are now operating. Distinguishing between “new money” (reinsurers formed in the aftermath of the USA terror attacks) and “old money” (established, listed reinsurers); the report points out that the average retention of the “old money” companies increased from 67% to 73% in 2002, “bringing to an end, for the time being at least, the trend of decreasing net retentions evident since the 1995 peak of 94%”. By contrast, the average retention of “new money” reinsurers was 90%, confirming an earlier observation that they are not significant buyers of retrocessional cover.

Protection of local reinsurers by the Financial Services Board (FSB) may come to an end when the concept of approved and non-approved reinsurance falls away. The FSB is currently reviewing regulations whereby SA registered reinsurers get dispensation in terms of their capital requirements. This means that protection of the local industry could fall away, priming the market for representative offices as opposed to resident, registered reinsurers.

As reinsurers put their houses in order, those with high solvency levels will reap the benefit of being able to demand a premium for a high credit rating. In the long run, insurers will be forced to retain more risk themselves and this will translate to increased premiums and pressure on clients to retain more of their own risks. Alternative risk transfer vehicles and even other markets, like international capital markets, may provide some relief to beleaguered clients. 

