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The outlook for the insurance industry
is finely balanced. The green shoots of
market hardening that appeared in 2018
appear to have taken root in 2019.
Losses from natural catastrophes were down.
And innovative technologies that promise benefits
across the entire re/insurance value chain are maturing.
But challenges remain. Political and economic headwinds
are strengthening. Growth forecasts are moderate at
best. Loose monetary policy shows little sign of easing,
maintaining pressure on investment returns. And the
impact of climate change is increasingly obvious, making
the risk outlook more difficult to predict.
Against this backdrop of increasing complexity, re/
insurance businesses around the world are looking
to balance the risks they face by pursuing the right
opportunities to deliver growth.
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M&A volume
up year-on-year
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A merger or acquisition has been a longstanding and popular route for re/insurers
to navigate barriers to growth and satisfy
shareholder demand for positive results.
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The volume of transactions in 2019 hit a four-year high, with
activity in the first half of the year driven by a spike in dealmaking in Europe, as transactions that had been put on hold
due to Brexit preparations finally made it over the line. M&A
subsequently dropped back in the following six months and
indications are that investors across some markets will be
adopting a more cautious approach in the coming months,
which may lead to a dip in the number of deals being
completed in some markets as we move into 2020.
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Top trends
for 2020
Market remediation will generate
opportunities
Following the Lloyd’s Decile 10 review, which acted as a
catalyst, the last 12 months have been characterised by re/
insurers across the London market and beyond reviewing
their books of business and deciding which classes they
should continue to underwrite and where they will
withdraw. This long overdue and welcome correction will
have the effect of releasing capacity that can be deployed
elsewhere and M&A opportunities will certainly be one
area in focus. At the same time, market remediation has led
to businesses – predominantly at Lloyd’s – being placed into
run-off. This trend will spread – first to the wider London
market and then beyond.

Overseas travel now a two-way street
The lure of new customers in new markets is a perennial
acquisition driver and cross-border transactions remained
popular in 2019. Japanese acquirors have long been active
overseas as they seek opportunities beyond their mature
domestic market and this trend continued in the past
12 months with acquisitions in fast-growing emerging
markets including India, Vietnam and Myanmar, one of the
world’s last frontier insurance markets. But at the opposite
end of the spectrum some players in international markets
continue to cut their losses, selling up and retrenching,
with Australia’s QBE exit from Argentina and AIG’s from
Oman just two recent examples.
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Does size still matter?

Technology is baked in

Regulation is a global driver

The advantages of the ‘bigger is better’ philosophy remain
hard to dispute. M&A can deliver increased scale and reach,
access to new customers and markets, and a wider pool
of customer data – an increasingly valuable commodity.
Mega-deals valued in excess of USD 1 billion continue to be
a feature of the market with 20 transactions of this size in
2019. M&A at the top end of the market will continue, but
may be harder to get over the line due to a shrinking pool
of targets and challenges in reaching agreement on price.
Meanwhile, many re/insurers are starting to take a more
considered view of M&A, aiming for smaller, more selected
targets that add discrete value to their operations.

While much of the noise around technology has died
down over the past year, its importance has continued
to intensify. We are now at the point where it is arguably
a key consideration in any deal. Potential buyers will be
looking at targets which can deliver technological benefits
at the back end – in terms of greater efficiencies – and
enhance their customer reach and offering in the market.
With many insurtech start-ups now reaching the point
of maturity where their business models are proven, we
expect a new wave of investment from carriers through
acquisition, joint venture or partnership.

Regardless of where re/insurers operate, rule changes are
having an impact on M&A in a range of ways. In South
Africa, regulations pertaining to group supervision will
increase compliance costs that we predict will lead to a
spate of businesses being put up for sale. Now that Brexit
planning in Europe is completed, we expect a second wave
of deals as re/insurers refocus on external opportunities.
In the US, recently introduced mechanisms will stimulate
the divesting of legacy books of insurance business. And
while China has seen a number of regulatory developments
designed to stimulate inbound investment, this has yet to
translate into action. Once the new rules bed in, we expect
this to change.
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Spotlight on:
The distribution dynamic
Access to new, better and different
distribution channels to secure access
to customers remains a key growth driver
than spans a number of areas of the
market. The deployment of technology
is chief among these, whether to improve
existing processes or develop new ones.

Re/insurers continue to look at the innovation that
insurtech companies can offer and how they might
acquire, invest or partner to benefit from this. Meanwhile,
technology giants are eyeing insurance opportunities –
especially in Asia – leading to some complex partnering
arrangements involving the likes of China’s Zhong An,
Tencent and Alibaba.

Another important distribution channel – Managing General
Agencies – has seen significant growth over the last two
years, which has been driven in part by technology. Carriers
have been increasing the capacity they offer to MGAs and
in some cases acquiring them, but rising valuations, driven
in part by an influx of private equity money, may lead to
declining interest from potential buyers.

Well established distribution channels like bancassurance
are also being disrupted by technology, with operators
looking at how they digitise their offerings to make them
smartphone-friendly. The smartphone has become the
primary channel for insurance distribution in markets as far
apart as China and South Africa, and while it is especially
prevalent in personal lines, its applications in the small and
medium-sized company market are being explored.

The Lloyd’s platform has historically been a popular
distribution channel that offers significant advantages
including access to international markets due to the
number of licences that it has around the world. However,
in today’s digital world, Lloyd’s is an expensive option and
it has recognised that it needs to change significantly and
reduce the costs of entering the market in order to remain
relevant. The arrival of its ‘Syndicate-in-a-Box’ initiative
promises a streamlined entry process that could prove
attractive to new, innovative syndicates as well as MGAs.

104

Cross-border
focus shifting
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Cross-border deals in 2019,
25% of global total

62

Percentage of outbound M&A deals by region

of the cross-border
deals in 2019 were intra-region

4%

While overseas targets remain popular for M&A –
accounting for around a quarter of deals worldwide
– there has been a shift in buying patterns. Americas
insurers completed 25% fewer cross-border deals in 2019
than they did the previous year, a shortfall that was picked
up by European buyers.
Asia-Pacific saw the biggest upwards shift in terms of
cross-border deals over the last 12 months, both in-bound
and out-bound. While a number of international players
have exited, or put their assets in the region up for sale
as they seek to redeploy capital and focus on their core
businesses, a number of markets remain attractive to those
with growth ambitions. As well as South-East Asia, India
has seen a spike in M&A activity on the back of regulatory
changes, a trend we expect to continue.
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Regional
picture
blurred
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Transactions valued
at USD 1 billion+ in 2019,
compared to

18

in 2018
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Mega-deals remain a feature
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M&A in the US could be impacted in 2020 by the
upcoming presidential election. Some deal-makers may
look to complete transactions ahead of a possible change
in administration, while others will opt to put plans
on hold until uncertainty over the result is resolved.
A similar situation exists in Europe, which should see
a return to business as usual now Brexit preparations
are mainly completed. However, as the details of the
future trading relationship between the UK and the EU
remain unclear, this may spur transactions during the
transition period. In Asia-Pacific the fundamentals are
in place for continued M&A, with the caveat that the
length and the severity of the Coronavirus outbreak has
the potential to deter potential investors and damage
insurers’ balance sheets.
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Outlook
of cautious
optimism
for 2020

We anticipate that M&A activity will
remain steady in the first half of 2020.
While it is unlikely to hit the heights of H1
2019, it will be more in line with recent
trends at just under 200 deals worldwide.
Although market hardening is starting to take hold, it is
not yet at the point where it will have a significant balance
sheet impact – so re/insurance businesses will continue to
look at transactions to deliver growth. Big deals will still
get done – provided the right targets at the right prices can
be found – but buyers will generally take a more strategic,
measured approach that will result in a greater number
of smaller transactions being completed.
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Activity up in Europe, APAC and MEA, slightly down in the Americas
– Europe saw the biggest gains in 2019 due to a standout H1
2019
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Outlook clouded by uncertainty
– H2 2019 saw a significant drop in M&A, but activity remained buoyant by historical levels
– Investor sentiment is likely to be one of heightened caution in the coming months
H2 2019

H1 2019
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