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Reinsurance: A Tool for Risk Management...

Avoid not accept the risk - e.g. exit the business

A t t th l l f i k d t k f th ti tAccept accept the level of risk and take no further action to 
minimize it further

Transfer transfer the risk e g to a reinsurer or the capitalTransfer transfer the risk - e.g. to a reinsurer or the capital 
markets (securitization)

Mitigate take action to manage risk through natural hedges orMitigate take action to manage risk through natural hedges or 
other controls
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The Life Reinsurance Space...
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Reinsurance vs. Capital Market Solutions…

Reinsurance ILS
Credit risk Will depend on rating of the 

reinsurer
Cat bonds avoid credit risk to the 
issuer

Basis risk None as reinsurance is based on Significant as insurer pays ownBasis risk None – as reinsurance is based on 
company’s actual portfolio

Significant – as  insurer pays own 
losses but receives payoff on index

Moral Hazard Primary firm may be lax in uw – Defining ILS on index controls moral y y
reinsurer needs to align interests

g
hazard

Size & Costs Could be done for smaller deals & 
l tl b i

Need to be of a certain size to be 
i ll i bl C tlon a less costly basis. economically viable. Costly.

Capacity Limited capacity Independent capacity
Price Dependency Prices may depend on market cycle Limited dependency on insurancePrice Dependency Prices may depend on market cycle Limited dependency on insurance 

market cycle
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The 3 C’s of Reinsurance…
Motivation is to get reinsurer’s 
consulting service

Consulting
Service

CAPACITY

Motivation is risk transfer Capital 
Management

Motivation is to

Management

Motivation is to 
improve balance sheet 
or finance growth
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Cession Rates – market maturity & regulation 
impact cession rates
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Cession Rates & Growth Outlook….
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US Cession Rates… 
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US Life Reinsurance Structures….… 
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The Decomposition of Biometric Risk….
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Trend Risk – e.g. Longevity Risk
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Calamity Risk – e.g. Extreme Weather 
or Pandemic Risk
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Calamity Risk – Mortality Shocks
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Calamity Risk – e.g. Pandemic Risk
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Basis Risk – LTC Case Study…
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Basis Risk – LTC US Case Study…
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Basis Risk – LTC US Case Study…
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Basis Risk – LTC US Case Study…

1. Products heavily reinsured – but 
capacity now limitedcapacity now limited.

2. importance of having rates flexibility –
i.e. cannot guarantee LTC premium 
rates

3. lower lapses for lapse supported 
products

4. importance of dementia claims and 
dynamics around this (uw; trends; etc )dynamics around this (uw; trends; etc.)

5. importance of mortality assumptions –
for Active & Disabled Lives

6. market dynamics and competition can 
result in irrational behavior

7. pricing actuaries must be on the same 
page as the underwriters & claim 
managers

18

managers
8. future trends are not to be 

underestimated



Basis Risk – Australian DI Case Study…

Commonwealth bank
continuing adverse experience in

Asteron
unfavourable disability claims… continuing adverse experience in 

disability products… 
Dec 2011 Profit release

… unfavourable disability claims 
experience… 
Jun 2011 annual report

Munich Re
… reserve strengthening for 

AMP Hannover

Australian disability business of … 
Sept 2011

AMP
… AXA Australian income protection 
book was put into loss recognition 

ith capital losses recognised on

Hannover
… claims experience from Australian 
disability annuity business was 
unusual… additional expenditure in with capital losses recognised on 

merger… 
Dec 2011 Investor report

p
the low-double-digit million euros was 
incurred…
Jul 2011 Update 19



Basis Risk – Australian DI Case Study…

 Disability income products have been 
popular in Australiap p

 Individual disability (IDI) covers were more 
popular than Group disability

 Lenient definition – worsening over time
 Generous benefit features like
 agreed value
 high maximum per month benefits
 high replacement ratios & boosters
 lifetime benefits
 generous indexation benefits (over and 

above CPI)
 Lenient underwriting Increasing NML’s and 

simplistic occupational rating
 P l i t Poor claims management
 Reinsurance – alignment of interests & 

capacity may be limited. 20



Basis Risk – US IDI Survey…

Source: Munich Re America Life  2012 IDI SurveySource: Munich Re America Life  2012 IDI Survey
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Process Risk – Large Fac Cases…

 Increased need in 
k t f itmarket for capacity

 High Net Worth (HNW) High Net Worth (HNW) 
Market

 Insurers seeking 
capacity from their key 
reinsurersreinsurers 

 Insurers looking for Insurers looking for 
“one stop shop”
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Process Risk – High Face Amounts…
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Summary – Reinsurance – a tool for risk management…
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