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Equity Research

Insurance Industry 
 

Early Read on Japanese Earthquake and Tsunami 
 
Magnitude: It is very early, but the effects of the earthquake and tsunami in 
northern Japan on March 11 could be materially larger than the recent 
Christchurch earthquake loss (estimated at $5 billion to $10 billion). The tsunami 
will affect several types of insurance coverage areas and the Japanese market 
has some very large reinsurance programs. 
 

 Japan is a sizable reinsurance market that has been underpriced for 
years. This means that reinsurers have been selling capacity at 
relatively low rates and will likely incur a good share of this loss. 
 

 Tsunami exposure is a covered peril. This means that losses related to 
this event where insurance is in place will be covered.  
 

 Exposed insurance coverages include agriculture, marine, commercial 
property, and transportation (trains and harbors); these lines of 
business could incur significant losses. Homeowners’ insurance, for the 
most part, is not handled by the insurance/reinsurance market.  
 

 The northern part of Japan is heavily agricultural. A large Japanese 
mutual insurer that covers most farms in this area has typically 
purchased $7 billion to $10 billion of reinsurance coverage. The large 
European reinsurers usually handle most of this program. 
 

 Marine and transportation insurance/reinsurance will likely be another 
source of significant losses. This includes boats and ships, harbors, 
railroads, and similar areas affected by the event. Lloyd’s of London and 
Bermuda reinsurers will likely have material exposure, particularly the 
insurers or syndicates with significant marine books of business. 
 

 Market impact is too early to call. There is a good probability that pricing 
will go up materially in Japan, particularly as the market has been soft 
for some time. It is too early to tell if the event could have spillover 
effects to other property-/marine-oriented reinsurance markets. The 
magnitude of the loss to the large Europeans reinsurers is a key factor 
to watch. 
 

 Positive for the brokers. The brokers Aon, Willis, and Marsh should 
have at least a moderately favorable impact from the event through their 
reinsurance brokerage subsidiaries. Aon/Benfield has the largest share 
of the international market (upwards of 40%) and Willis Re and Guy 
Carpenter have closer to a quarter of the market. However, reinsurance 
brokerage has the highest impact on Willis (over 20% of earnings) 
versus closer to 10% for Aon and Marsh. If the impact of the tsunami 
spills over the other markets, this could be a significant positive for the 
reinsurance brokers. 

 

Financial│Insurance Brokers 
 
March 11, 2011 
 
Aon Corporation 
Stock Rating: Outperform 
Company Profile: Established Growth 
Symbol: AON (NYSE) 

Price: $49.91 (52-Wk.: $35-$53) 

 
Marsh & McLennan Companies, 
Inc. 
Stock Rating: Market Perform 
Company Profile: Established Growth 
Symbol: MMC (NYSE) 
Price: $29.20 (52-Wk.: $20-$31) 
 
Willis Group Holdings Public 
Limited Company 
Stock Rating: Outperform 
Company Profile: Established Growth 
Symbol: WSH (NYSE) 
Price: $37.86 (52-Wk.: $29-$40) 
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Bottom line: The tsunami is another in a string of recent negative catastrophe events for property-
oriented reinsurers unless the event is sufficient to change pricing across markets. For now, the 
potential for higher pricing is a moderate positive for the brokers. Willis likely has the most incremental 
leverage, although it is also a positive for Aon. 
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Ticker Rating Price 2010 2011E 2012E 2010 2011E 2012E 2010 2011E 2012E 2010 2011E 2012E

AON O 49.91 $3.07 $3.25 $3.84 16.3x 15.4x 13.0x 15.1x 13.8x 9.6x 9.9x 7.2x 6.6x
AJG M 30.46 $1.41 $1.50 $1.75 21.6x 20.3x 17.4x 15.8x 16.1x 14.1x 11.5x 9.9x 8.8x
BRO M 24.92 $1.13 $1.17 $1.32 22.1x 21.2x 18.9x 16.7x 16.1x 14.6x 11.1x 10.6x 9.6x
MMC M 29.20 $1.66 $1.82 $2.04 17.6x 16.0x 14.3x 16.9x 15.4x 13.8x 10.1x 9.8x 9.2x
WSH O 37.86 $2.69 $2.80 $3.55 14.1x 13.5x 10.7x 12.4x 12.3x 10.0x 9.6x 9.4x 8.0x

Average 18.3x 17.3x 14.9x 15.4x 14.7x 12.4x 10.4x 9.4x 8.5x
Median 17.6x 16.0x 14.3x 15.8x 15.4x 13.8x 10.1x 9.8x 8.8x

Source: Company reports, Thomson One, and William Blair & Company L.L.C.

Insurance Brokers
Valuation Comparison

GAAP EPS GAAP P/E Cash P/E EV / EBITDA
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A principal or employee of William Blair & Company, L.L.C. is a member of the board of directors or advisory 
board of Aon Corporation. 
 
William Blair & Company, L.L.C. is a market maker in the security of Aon Corporation and Marsh & McLennan 
Companies, Inc. and Willis Group Holdings Public Limited Company and may have a long or short position. 
 
Additional information is available upon request. 
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AON Corp. (AON)
Current Rating: Outperform
Mar 10, 2009 - Mar 10, 2011 Previous Close: $49.91

Source: William Blair & Company, L.L.C. and FactSet Legend: I = Initiation, D = Dropped, R = Restricted, NR = Not Rated @ = Analyst Change
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Marsh & McLennan Cos. (MMC)
Current Rating: Market Perform
Mar 10, 2009 - Mar 10, 2011 Previous Close: $29.20

Source: William Blair & Company, L.L.C. and FactSet Legend: I = Initiation, D = Dropped, R = Restricted, NR = Not Rated @ = Analyst Change  
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Willis Group Holdings PLC (WSH)
Current Rating: Outperform
Mar 10, 2009 - Mar 10, 2011 Previous Close: $37.86

Source: William Blair & Company, L.L.C. and FactSet Legend: I = Initiation, D = Dropped, R = Restricted, NR = Not Rated @ = Analyst Change  
  
  
Current Rating Distribution (as of 02/28/11) 
Coverage Universe  Percent  Inv. Banking Relationships*  Percent 
 
Outperform (Buy)  65  Outperform (Buy)  9 
Market Perform (Hold)  34  Market Perform (Hold)  1 
Underperform (Sell)  1  Underperform (Sell)  0 
 
*Percentage of companies in each rating category that are investment banking clients, defined as companies for 
which William Blair has received compensation for investment banking services within the past 12 months. 
 
Adam Klauber attests that 1) all of the views expressed in this research report accurately reflect his/her personal views 
about any and all of the securities and companies covered by this report, and 2) no part of his/her compensation was, 
is, or will be related, directly or indirectly, to the specific recommendations or views expressed by him/her in this report. 
We seek to update our research as appropriate, but various regulations may prohibit us from doing so. Other than 
certain periodical industry reports, the majority of reports are published at irregular intervals as deemed appropriate by 
the analyst. 
 
Stock Rating: William Blair & Company, L.L.C. uses a three-point system to rate stocks. Individual ratings reflect the 
expected performance of the stock relative to the broader market over the next 12 months. The assessment of 
expected performance is a function of near-term company fundamentals, industry outlook, confidence in earnings 
estimates, valuation, and other factors. Outperform (O) – stock expected to outperform the broader market over the next 
12 months; Market Perform (M) – stock expected to perform approximately in line with the broader market over the next 
12 months; Underperform (U) – stock expected to underperform the broader market over the next 12 months; Not 
Rated (NR) – the stock is currently not rated. 
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Company Profile: The William Blair research philosophy is focused on quality growth companies. Growth companies by 
their nature tend to be more volatile than the overall stock market. Company profile is a fundamental assessment, over 
a longer-term horizon, of the business risk of the company relative to the broader William Blair universe. Factors 
assessed include: 1) durability and strength of franchise (management strength and track record, market leadership, 
distinctive capabilities); 2) financial profile (earnings growth rate/consistency, cash flow generation, return on 
investment, balance sheet, accounting); 3) other factors such as sector or industry conditions, economic environment, 
confidence in long-term growth prospects, etc. Established Growth (E) – Fundamental risk is lower relative to the 
broader William Blair universe; Core Growth (C) – Fundamental risk is approximately in line with the broader William 
Blair universe; Aggressive Growth (A) – Fundamental risk is higher relative to the broader William Blair universe. 
 
The ratings and company profile assessments reflect the opinion of the individual analyst and are subject to change at 
any time. 
 
The compensation of the research analyst is based on a variety of factors, including performance of his or her stock 
recommendations; contributions to all of the firm’s departments, including asset management, corporate finance, 
institutional sales, and retail brokerage; firm profitability; and competitive factors. 
 
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading 
strategies—to our clients and our trading desks—that are contrary to opinions expressed in this research. Our asset 
management and trading desks may make investment decisions that are inconsistent with recommendations or views 
expressed in this report. We will from time to time have long or short positions in, act as principal in, and buy or sell the 
securities referred to in this report. Our research is disseminated primarily electronically, and in some instances in 
printed form. Electronic research is simultaneously available to all clients. This research is for our clients only. No part of 
this material may be copied or duplicated in any form by any means or redistributed without the prior written consent of 
William Blair & Company, L.L.C. 
 
THIS IS NOT IN ANY SENSE A SOLICITATION OR OFFER OF THE PURCHASE OR SALE OF SECURITIES. THE 
FACTUAL STATEMENTS HEREIN HAVE BEEN TAKEN FROM SOURCES WE BELIEVE TO BE RELIABLE, BUT 
SUCH STATEMENTS ARE MADE WITHOUT ANY REPRESENTATION AS TO ACCURACY OR COMPLETENESS 
OR OTHERWISE. OPINIONS EXPRESSED ARE OUR OWN UNLESS OTHERWISE STATED. PRICES SHOWN 
ARE APPROXIMATE.  
 
THIS MATERIAL HAS BEEN APPROVED FOR DISTRIBUTION IN THE UNITED KINGDOM BY WILLIAM BLAIR 
INTERNATIONAL, LIMITED, REGULATED BY THE FINANCIAL SERVICES AUTHORITY (FSA), AND IS DIRECTED 
ONLY AT, AND IS ONLY MADE AVAILABLE TO, PERSONS FALLING WITHIN COB 3.5 AND 3.6 OF THE FSA 
HANDBOOK (BEING “ELIGIBLE COUNTERPARTIES” AND “PROFESSIONAL CLIENTS”). THIS DOCUMENT IS 
NOT TO BE DISTRIBUTED OR PASSED ON TO ANY “RETAIL CLIENTS.” NO PERSONS OTHER THAN PERSONS 
TO WHOM THIS DOCUMENT IS DIRECTED SHOULD RELY ON IT OR ITS CONTENTS OR USE IT AS THE BASIS 
TO MAKE AN INVESTMENT DECISION. 

 
“WILLIAM BLAIR & COMPANY” AND “WILLIAM BLAIR & COMPANY (SCRIPT)” ARE REGISTERED TRADEMARKS 
OF WILLIAM BLAIR & COMPANY, L.L.C. Copyright 2011, William Blair & Company, L.L.C. 
 

 
 


