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Equity Research

Insurance Industry 
 

Japan Earthquake Update: Potential Impact on Reinsurance 
Renewals 
 
AIR Worldwide has estimated that property losses should range from $15 billion 
to $35 billion. The key question is how the earthquake and tsunami affect the 
status of reinsurance renewals and prices. 
 
April 1 Japan renewal  
Reinsurance programs were in discussion when the earthquake hit. Pricing for 
Japanese catastrophe programs has been consistently down by 5%-10% for the 
last several years. Reinsurance pricing in Japan could go up more than 20%-
30%, or it could rise by multiples of previous levels. One major factor is whether 
the working layer will be redefined. Previously, many Japanese reinsurance 
programs had relatively high attachment points, and programs were priced at a 
high excess basis. If the earthquake losses are perceived as a frequency event, 
then reinsurance could be priced at a working layer level. This would translate 
into premium increases that are multiples of previous levels. One potential issue 
is that many of the programs are based on long-standing relationships, which 
could help to hold down rate increases. 
 
International markets 
Japan’s earthquake is the third major event in less than a year. There is a good 
chance that reinsurers will review how zonal exposures are underwritten and 
priced. The large Europeans reinsurers have significant influence on this market 
and will likely drive any potential change in these markets. International 
programs (excluding Japan) typically renew at year-end. We will have to wait 
until after summer renewals to get a clearer picture on the outlook for these 
programs. There is a low probability that there will be a significant increase in 
pricing, but there is more of a chance of stabilization. However, a lot can happen 
between now and year-end. 
 
June 1 and July 1 renewals 
Summer renewals are mainly focused on the American Southeast, and in 
particular, Florida. Renewal discussions typically do not become meaningful 
until after April 1. There is less of a chance that the Japanese earthquake will 
have a significant impact on summer renewals. Reinsurance capital strength will 
likely remain adequate even after the earthquake and tsunami. Stabilization of 
pricing is a possibility. 
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March 14, 2011 
 
Aon Corporation 
Stock Rating: Outperform 
Company Profile: Established Growth 
Symbol: AON (NYSE) 

Price: $51.25 (52-Wk.: $35-$53) 

 
Arthur J. Gallagher & Co. 
Stock Rating: Market Perform 
Company Profile: Established Growth 
Symbol: AJG (NYSE) 
Price: $30.85 (52-Wk.: $23-$32) 
 
Brown & Brown, Inc. 
Stock Rating: Market Perform 
Company Profile: Established Growth 
Symbol: BRO (NYSE) 
Price: $25.42 (52-Wk.: $18-$27) 
 
Marsh & McLennan Companies, 
Inc. 
Stock Rating: Market Perform 
Company Profile: Established Growth 
Symbol: MMC (NYSE) 
Price: $30.27 (52-Wk.: $20-$31) 
 
Willis Group Holdings Public 
Limited Company 
Stock Rating: Outperform 
Company Profile: Established Growth 
Symbol: WSH (NYSE) 
Price: $38.82 (52-Wk.: $29-$40) 
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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 Arthur J. Gallagher & 
Co. and Brown & Brown, Inc. 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 11, 2009 - Mar 11, 2011 Previous Close: $51.25

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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Arthur J. Gallagher & Co. (AJG)
Current Rating: Market Perform
Mar 11, 2009 - Mar 11, 2011 Previous Close: $30.85

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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Brown & Brown Inc. (BRO)
Current Rating: Market Perform
Mar 11, 2009 - Mar 11, 2011 Previous Close: $25.42

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 11, 2009 - Mar 11, 2011 Previous Close: $30.27

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 11, 2009 - Mar 11, 2011 Previous Close: $38.82

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. 
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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. 
 
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. 
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