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Gala Reinsurance and Catastrophe Issue 
Reinsurance Alchemy 

I f there's any part of the insurance 
business that can actually be called 
glamorous, then surely it's the rein­
surance business. Reinsurers, 

unlike primary underwriters, are rela­
tively unencumbered by rules and 
regulations, and the scope of their busi­
ness is often international. In general, 
reinsurance people are better paid, 
better dressed, and better traveled. 
They are, in a sense, the financiers of 
the insurance world and, as such, 
probably have more'in common with 
investment bankers than they do with 
auto underwriters, claims adjusters, and 
property inspectors. 

Although the Property/Casualty rein­
surance business has been in a cyclical 
downturn for the last six years or so, the 
ten largest U.S. reinsurers have posted 
surprisingly strong results. For 1990, 
1991, and 1992, their mean return on 
statutory surplus was 16%, 17.3%, and 
10.5%. A potential investor in the rein-
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"/'ve got it! Let's form a reinsurance company and taite it public! 

surance business can't help but specu­
late what the returns might look like 
during an upturn in the cycle. 

Despite this show of strength, a rein­
surance company is not—at least in the­
ory—a license to coin money. In prac­
tice, though, it has become the next best 
thing (for the moment, anyway) and sev­
eral recently formed companies have 
already sold stock to the public at prices 
significantly higher than their founders 
paid a short while earlier. 

Why is it that well-capitalized rein­
surance companies are suddenly as pop­
ular as Sharon Stone at a bachelor party.'' 
The answer has more to do with the cur­
rent imbalance between supply and 
demand than with any secular trend in 

the insurance industry. After Hurricanes 
Andrew and Iniki, insurance companies 
realized the obvious: catastrophes actu­
ally happen. They also realized, to their 
horror, that they were overexposed to 
catastrophe losses. As a result, primary 
underwriters began looking for ways to 
reduce their exposure, or at least lay it 
off on someone elsel Unfortunately, the 
reinsurance version of musical chairs had 
come to an end. 

Although the resulting shortage of 
catastrophe reinsurance (and consequent 
higher prices) is considered positive by 
most reinsurers and reinsurance inves­
tors, there are potential negatives. At a 
meeting of the Association of Insurance 
and Financial Analysts earlier this year. 
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