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Executive Summary

· Immediate short-term impacts are already being felt in the global aviation sector.  Japan’s two leading airlines have seen their rates rise sevenfold, amounting to almost US$140 million.  The US airline industry has already secured US$15 billion in government-sponsored financial help, including assistance with insurance and liability issues for the next six months.  

· Sources concede that the industry will be forced to change its focus back to risk analysis and be less customer acquisition-focused (in the sense that premiums will need to rise to compensate).  Moody’s has already indicated that several insurance and reinsurance companies would be rated negatively following the impact of the attacks.

· Other generally accepted long-term impacts include a reduced capital base, higher risks and expected losses, acquisition of smaller players, better investment opportunities for insurers and reinsurers, and possible government involvement.

· Several well-informed industry sources have serious doubts about Lloyd’s stability.  Most of their policies are not guaranteed.  Significant Lloyd’s shareholders such as Ace and XL are also negatively impacted.  

· Table 1 shows revised claims estimates to date for the major insurance and reinsurance companies.

· Table 2 shows total estimated losses and change in stock price to date for the major insurance and reinsurance companies.  

Short-term Impact

Immediate impacts are already being felt in the aviation sector.  Japan’s two leading airlines have seen their rates rise sevenfold to cover crashes and other air accidents.  The new premiums amount to almost US$140 million, representing a further burden to the carriers, in addition to the event-related drop in demand and increase in security costs.  Given the underlying weakness of the Japanese economy, Japan’s airlines are very likely to request—and receive—government support. 

The US airline industry has already received $15 billion in government-sponsored financial help, as well as assistance with insurance and liability issues for the next six months.  In the EU, insurers have notified airplane owners that they will limit liability for damage caused on the ground in the case of a crash to US$50 million per incident—a drop by US$700 million.  If insurers are unwilling to extend greater coverage, EU funds can almost certainly be expected to be forthcoming.

Long-term Impact

Sources concede that the industry will be forced to change its focus back to risk analysis and be less customer acquisition-focused (in the sense that premiums will need to rise to compensate).  The attacks have only speeded this process up and will likely result in sizable shakeout.  However, some sources believe that acquisitions will not be as forthcoming or numerous as feared.  Those insurers that run into financial trouble will seek to manage existing policies and through attrition and gradually shutdown, a process that could take many years. 

Other long-term impacts include the following:

· Reduced capital base  

Losses have already begun to substantially tap into the capital base of many insurers and reinsurers.  Table 2 shows the industry’s estimated losses to date, presumably offset by liquidating equity positions. 

· Higher risk  

Terrorist attacks are going to be very hard to rule out, regardless of the outcome of the US Administration’s “war on terrorism.”  Expected losses will increase, and additional capital is going to be needed.

· Consolidation  

The trend towards consolidation will continue. Larger size firms have an advantage with diversification, as well as in bearing the personnel costs associated with modelling potential losses.  In the short run, well-capitalized players with small losses are going to do well, as they will be able to charge relatively high prices yet be able to offer capacity with low credit risk.

· Investment opportunities  

New opportunities for investment will begin to take hold much more quickly than was the case after Andrew and Northridge.  Catastrophe bonds and other vehicles make it increasingly feasible to offer instruments to investors linked to such losses.  In the short run, reinsurers and insurers, not capital markets, will be price setters.  

· Government involvement  

Government involvement in “terror insurance” is not yet clear.  For many manageable disasters, even those associated with terrorism, the market has proven to respond without intervention.  For a less manageable, large disaster, it makes little sense to set up a government program in advance.  It is impossible to foresee what the requirements will be, and, because the event probabilities of such an event are, by definition, low, it is probably better to wait and respond after the fact.  This will frustrate many, but there is a strong sense in Washington generally, and in the Bush Administration in particular, that (beyond the airline bill) it is too early to act or even to plan for new insurance support programs now.

Impact on Lloyd’s and Specific Companies

Several well-informed industry sources have serious doubts about Lloyd’s stability.  Most of their policies are not guaranteed.  They may not pay out on their policies if the costs continue to mount, and it still remains unclear what the total exposure Lloyd’s has through its many syndicates.  

Given the very significant capital losses imposed by the asbestos crisis (and fraud) in recent decades, Lloyds has still not reformed its accounting procedures, which are run several years in arrears.  This lack of transparency will further affect Lloyds’ access to capital and, possibly, future premium income as more customers and regulators come to share these concerns.

We spoke with two underwriters and two brokers from Lloyd’s, who understandably trumpeted Lloyd’s robust capital holdings and their capability of sustaining up to US$50 billion in probable losses.  

Significant Lloyd’s shareholders such as Ace and XL are also impacted.  Even though they are limited liability companies (fortunately for their shareholders), sources note that Ace and XL’s own liability on their Lloyds exposure is as unlimited as that of the individual members, and substantial capital charges could be placed upon them.  

Ace and XL are direct writers, as well as reinsurers.  They also have a far more concentrated book of business than similar longer-existing companies.  Because they are Bermuda-based, they cannot take advantage of backup liquidity that the Federal Reserve or other state and federal programs may offer.  Any official US support for insurance industry liquidity will not benefit these companies.

Among the most stable companies at this point appear to be AIG and Chubb.  Sources inside AIG have been complaining for several weeks prior to the attack that there was a downward trend in their share prices with no apparent explanation.

Table 1: Revised Claims Estimates 

(updated as of 9/24/01)

	Company
	Exposure Estimates (in millions US$)

	 
	9/20/2001
	9/21/2001
	9/24/2001

	Commercial Property and Casualty
	 
	 
	 

	Citigroup
	 500
	500 
	500 

	GMAC Commercial Mortgage
	80
	80
	80

	Hartford Financial Services Group
	420 net
	420 net
	420 net

	Hartford Financial Services Inc. (HSFI)
	
	
	

	HCC Insurance Holdings
	
	
	

	Lloyds
	1.5 bn
	1.5 bn
	1.5 bn

	Ohio Casualty Corporation
	5 to 7
	5 to 7
	5 to 7

	OneBeacon Insurance Group
	to 175
	to 175 
	to 175

	Travelers Property and Casualty Co.
	
	
	

	Underwriters
	 
	 
	 

	Amlin Plc (for Lloyds)
	66 
	66 
	66 

	BRIT Insurance (for Lloyds)
	 
	 
	 

	Chartwell Managing Agent (owned by TGL for Lloyds)
	
	
	

	Chaucer Holdings, Plc
	11.7 to 17.5
	11.7 to 17.5
	11.7 to 17.5

	Hiscox Plc (for Lloyds)
	 
	 
	 

	Goshawk
	12
	12
	12

	RJ Kiln
	24
	24
	66

	St. Pauls Cos. (for Lloyds)
	 
	 
	 

	SVB Holdings
	29 
	29 
	29 

	Reinsurers
	 
	 
	 

	Ace Limited
	400
	400
	400

	American Re
	
	
	

	Converium (formerly Zurich Re)
	
	
	

	Element Re
	
	
	

	Employers Re (owned by Berkshire Hathaway)
	1 bn
	1 bn
	1.1 bn

	Employers Reinsurance Corp (owned by GE)
	600
	600
	600

	Enterprise Re
	
	
	

	Everest Re Group Ltd.
	75
	75
	75

	General Re (owned by Berkshire Hathaway)
	1 bn
	1.5 bn
	1.1 bn

	Hannover Re
	365
	365
	365

	Interpolis Re
	
	
	

	IPC Holdings (under AIG)
	75
	75
	75

	La Salle Re Ltd. (owned by TGL)
	
	
	

	Lloyds (all syndicates)
	multi-bn
	multi-bn
	multi-bn

	     Lloyds (Catlin Syndicate)
	400
	400
	400

	     Lloyds Syndicate 510
	40
	40
	40

	     Lloyds Syndicate 557
	27
	27
	27

	Marsh
	
	
	

	Max Re
	
	
	

	Munich Re Group (parent American Re)
	910+
	1.95 bn
	1.932 bn

	Odyssey Re Holdings Corp.
	80
	80
	80

	Partner Re
	350 to 400
	350 to 400
	350 to 400

	PXRE Group Ltd.
	400
	400
	400

	Renaissance Re Holdings Ltd.
	
	
	

	SCOR
	150 to 200
	150 to 200
	150 to 200

	Stockton RE
	
	
	

	St. Pauls Companies
	700
	700
	700

	Swiss Re
	1 bn
	1.25 bn
	1.261 bn

	Transatlantic Holdings Inc.
	100
	100
	100

	Trenwick Group Ltd. (TGL)
	50 to 75
	50 to 75
	50 to 75

	Workers Compensation
	 
	 
	 

	HCC Insurance Holdings
	 
	 
	 

	Citigroup
	 
	 
	500

	Health and Accident
	 
	 
	 

	Aetna
	10 to 15
	10 to 15
	10 to 15

	UnumProvident Corp.
	20 
	20
	20

	General Commercial (business interruption, 
	 
	 
	 

	property damage, personal accident, workers comp)
	
	
	

	Aegon NV
	to 30 net
	to 30 net
	to 30 net

	American Financial Group
	to 20
	to 20
	to 20

	American International Group (AIG)
	500
	500 to 800
	500 to 800

	Citigroup
	500
	500
	500

	Chubb
	100 to 200
	200 to 300
	500 to 600

	CNA Financial Group
	130 to 230 net
	130 to 230 net 
	130 to 230 net

	Harleysville Group
	3.6
	3.6
	3.6

	HCC Insurance Holdings
	
	
	

	Liberty Mutual Group
	200 to 300 net
	200 to 300 net
	200 to 300 net

	White Mountains Insurance Group
	
	
	

	XL Capital Ltd.
	600 to 700
	600 to 700
	600 to 700

	Life Insurance
	 
	 
	 

	Aetna
	1 bn
	1 bn
	1 bn

	Aon
	50 to 55
	50 to 55
	50 to 55

	AXA
	300 to 400
	550
	550

	Citigroup
	500
	500
	500

	Clarica Life
	to 25
	to 25
	to 25

	Fortis
	14
	14
	14

	GE Financial Assurance
	
	
	

	Hartford Life
	30 net
	30 net
	30 net

	ING Group
	46
	46
	46

	Lincoln National Corp.
	
	
	

	Manulife Financial Corp.
	to 100
	to 100
	to 100

	MassMutual
	
	
	

	MetLife
	250 to 300
	250 to 300
	250 to 300

	New York Life
	50 to 75
	50 to 75
	50 to 75

	Northwestern Mutual
	
	
	

	Prudential Financial
	
	
	

	Aviation
	 
	 
	 

	Aeon
	
	
	

	Arab Insurance Group
	
	
	

	CGNU Plc
	to 51
	to 51
	to 51

	Chartwell Managing Agent (owned by TGL)
	350 to 400
	350 to 400
	350 to 400

	NYMAGIC, Inc.
	9
	9
	9

	Not Classified
	 
	 
	 

	Allianz AG
	634 net 
	927
	927

	Ace Global Markets
	
	
	

	American Internatinal Group (AIG)
	500
	500
	500

	Cantor Fitzgerald
	
	
	

	Commercial Risk
	
	
	

	Farifax Financial
	65 to 80 net
	65 to 80 net
	65 to 80 net

	Generali
	5 to 10
	5 to 10
	5 to 10

	Gerling
	150 to 200
	150 to 200
	150 to 200

	Independence Holding Company
	
	
	

	Kemper Insurance Cos.
	60 to 80 net
	60 to 80 net
	60 to 80 net

	Markel
	To 75
	To 75
	To 75

	PMA Capital Corp.
	30
	30
	30

	Royal & Sun Alliance Plc
	221
	221
	221

	Safeco
	25
	25
	25

	Zurich Financial
	under 400
	under 400
	under 400


Table 2: Estimated loss by company

	Company
	% change in stock price from September 9, 2001
	Estimated losses million US $

	Insurance
	
	

	Ace
	-37.9
	500

	AIG
	-9.7
	500

	Allianz
	-13.0
	-- **

	AXA Sa
	-38.4
	550

	CGNU*
	-98.3
	51.4

	CNA Financial
	-73.8
	200-350

	Chubb
	-63.4
	500-600

	Citigroup
	-12.2
	500

	Fairfax Financial/*
	-25.5
	125

	FM Global
	
	250

	Hartford Financial
	-19.1
	450

	Kemper Indemnity
	
	60-80

	Liberty Mutual
	
	200-300

	Manulife
	-17.1
	63

	Markel Corp
	-12.0
	75

	Metlife
	-12.5
	250-300

	Royal and Sun Alliance
	-33.4
	220

	SAFECO
	-12.4
	30-35

	White Mountains Insurance
	-10.9
	175

	Zenith National Insurance 
	-11.7
	7-15

	Reinsurance
	
	

	Berkshire Hathaway
	-8.1
	2,200

	Everest Re
	-19.7
	75

	Ge/Employer’s Re
	-20.5
	400

	Hannover Re
	-46.0
	370

	IPC Holdings
	-20.6
	75

	Lloyds of London
	
	2,000

	Munich Re*
	-12.6
	2,000

	Odyssey Re
	-31.5
	80


	Partner Re
	-28.3
	350-400

	Renaissance Re
	4.1
	45

	SCOR
	-40.6
	150-200

	St. Pauls
	-13.9
	700

	Swiss Re*
	-15.4
	1,250

	Transatlantic Holdings
	-1.3
	100

	Trenwick Group
	-53.7
	50-75

	XL Capital
	-24.4
	600-700

	Zurich Financial*
	-37.7
	<400


Note: * represents foreign-traded firms. ** Allianz details to follow.
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