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Proprietary Notice

The material contained in this presentation has 
been prepared solely for informational purposes 
by Gen Re. The material is based on sources 
believed to be reliable and/or from proprietary 
data developed by Gen Re, but we do not 
represent as to its accuracy or its completeness. 
The content of this presentation is intended to 
provide a general guide to the subject matter. 
Specialist advice should be sought about your 
specific circumstances. 



2

A G E N D A

FINANCIAL OVERVIEW OF THE
P/C INSURANCE INDUSTRY

P&C Industry has been Fabulous

P&C Industry has been Pathetic

What is Different This Time?

Final Comments
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The P/C Industry is “Fabulous!”
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GUESS THE NUMBER

• U.S POPULATION 300 MILLION

• NUMBER EMPLOYED 115 MILLION

• NUMBER EMPLOYED 2.4 MILLION

BY INSURANCE INDUSTRY

• INSURANCE INDUSTRY 281 BILLION

CONTRIBUTION TO GDP
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2007 Combined Ratio at Near Record Low
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P/C Net Income After Taxes
1991-2008F ($ Millions)*

-$10,000

$0

$10,000

$20,000

$30,000

$40,000

$50,000

$60,000

$70,000

91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07

08
F

Sources: A.M. Best, ISO, Insurance Information Inst .

Who else made
$$$ in 2008???
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We’re Not a Bank!
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Insurance Markets—Unlike Banking—Are 
Operating Normally

Orderly Transfer of Risk from Client to Insurer 
Continues Uninterrupted

The Promise is Being Fulfilled

Insurance Information Institute
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Insurance is Operating “Normally”

This Means that Insurers Continue to:

� Pay claims (whereas many banks have gone 
under)

� Renew existing policies (banks are reducing 
and eliminating lines of credit)

• Write new policies (banks are turning away 
people who want  or need to borrow)

• Develop new products (banks are scaling 
back the products they offer)

Insurance Information Institute
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Reasons Why P/C Insurers Have Fewer 
Problems Than Banks: 

• Emphasis on Underwriting
– Matching of risk to price (via experience and 

modeling)
– Limiting of potential loss exposure
– Some banks sought to maximize volume and fees 

and disregarded risk

• Strong Relationship Between Underwriting and 
Risk Bearing
– Insurers always maintain a stake in the business 

they underwrite, keeping “skin in the game” at all 
times

– Banks and investment banks package up and 
securitize, severing the link between risk 
underwriting and risk bearing, with (predictably) 
disastrous consequences—straightforward 
moral hazard problem from Econ 101

Insurance Information Institute
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Reasons Why P/C Insurers Have Fewer 
Problems Than Banks:

• Low Leverage
– Insurers do not rely on borrowed money to underwrite 

insurance or pay claims� There is no credit or liquidity 
crisis in the insurance industry

• Conservative Investment Philosophy
– High quality portfolio that is relatively less volatile and 

more liquid

• Comprehensive Regulation of Insurance Operations
– The business of insurance remained comprehensively 

regulated whereas a  separate banking system had 
evolved largely outside the auspices and understanding 
of regulators (e.g., hedge funds, private equity, complex 
securitized instruments, credit derivatives—CDS’s)

• Greater Transparency
– Insurance companies are an open book to regulators 

and the public

Insurance Information Institute
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Invested Assets Mix
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You Can Always Find a Silver Lining
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The P/C Industry is “Pathetic”

Or…From the
Analyst’s Perspective
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P/C Industry Just Can’t Stand Prosperity!
(Combined Ratio)
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Drastic Combined Ratio Jumps
00 to 01 and 07 to 08E
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Policyholder Surplus, 
2006:Q4 – 2008:Q4(Est.)
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2006 P/C Industry “Underperforms”
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1st YOY Premium Decrease since 1943
is Forecast for 2008
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Cost of Capital Formula

COC = Rf + B (Rm – Rf)

• COC = Cost of Capital

• Rf = 1 year T-Bill Rate (Risk Free Rate)
– Traditionally about 3%

• B = Beta.  A Volatility Measure Compared to the Ove rall 
Market (Overall Market Beta is “1”)
– This “Beta” number for an individual company can be  obtained 

at bloomberg.com or other financial websites

• Rm = Market Rate (Average Stock Market Return)
– Historically Between 11-12%
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Reasons for the P/C Industry’s Lackluster 
Performance

• Industry Characteristics

– Undifferentiated products

– Ease of shopping and switching

– Decentralized decision-making

– Rating engines that lag external trends

– Low barriers to entry – high barriers to exit

• External Forces

– Runaway litigation costs

– Unsupportive regulatory and rating agency 
system

Source:  McKinsey and Company
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Combined Ratio:  P/C Industry
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I.I.I. estimate.
Source:  Insurance Information Institute; Fortune
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U.S. Commercial Lines Pricing
2001 to 2008 YOY Premium Rate Changes
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”The property/casualty business 

is/was/will 

always be a lousy business…it is a 

notoriously cyclical industry which 

regularly behaves poorly.”

…VJ Dowling, Dowling & Partners Securities, LLC
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What’s Different This Time?

• “ Excess Capital” is probably “Gone”

• Significant Reduction in Investment Income

• Lots of Uncertainty

• Less “Room for Error”

• Trends

– Loss Costs?

– Inflation?

• Impact of a Major Event

Underwriting Skills Are More Important Than Ever
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Combined Ratio Required to Produce a 15% ROE
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What’s Different This Time?

• Enterprise Risk Management (ERM)

• Sarbanes Oxley 

• More Sophisticated MIS Tools

• Tighter Regulatory and Rating Agency Controls

• Risk Management Acumen

• Low Interest Rates & Dire Investment Returns

• Updated Catastrophe Models

• Loss of Excessive Capital

• Analysts / Investors
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The Impact of Rate

RATE
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R.O.E.
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Premium
Expense Ratio

Combined Ratio
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Impact of a 10% Rate Decrease
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F o r e c a s t
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Forecast

We are in the beginning stages of a hardening marke t, but 
countervailing economic forces are turning this int o our 

first ‘invisible’ hard market. Normally when we stand in the 
door of a hardening market, we know it.  But other factors 
are at work that blind us from seeing the normally positive 
effects for our industry.  Thus the instant gratification that 
usually comes from a hard market won’t be available  this 

time around.”

…Brian Duperreault (Marsh & McLennan Companies)
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Quotes to Ponder

“We must all suffer from one of two pains:  the 
pain of discipline or the pain of regret.” (Jim Rohn, 
Business Philosopher and Consultant)

“During the last of the market upsets it was ‘well,  
how did you die?’  The answer was ‘slowly, then 
very quickly’ because people were dying 
underneath without realizing it and then the Cats 
came along and that was the end of that.  You 
have to be looking both forward and backwards.”
(Mark Berry, XL Re Europe)
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Quotes to Ponder

In the past insurers vowed to maintain 
“discipline” by walking away from potential 
customers rather than insure them at inadequate 
rates.  But they’ve never done that. These 
lemmings follow the prices all the way down, 
Wall Street spanks them for that, then Wall Street 
gives them more capital to play with.”

…(Anonymous Analyst)
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“Insurance is a simple 
business ”

Finally, Remember that…
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