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This year’s research topic concerns the allocation mechanism in the reinsurance 
market and the potential disadvantages it can entail. The project can thus be 
classified in the discipline of ‘market design’, which builds upon microeconomics and 
game theory. As the project progresses, first the theoretical framework will be 
established and placed in the reinsurance context. The second part will offer insight 
into and an outlook upon current research questions.  

Market design is a research field in which a market’s architecture is combined with 
its objectives. The basic assumption holds that the rules of a market influence the 
incentives of market participants and hence the overall outcome (price, allocation). 
The totality of rules thus describes what is referred to as the ‘allocation mechanism’. 
Even tiny differences in the allocation mechanism and in the motivation of market 
participants can have a major impact on results. This results in a very wide range of 
applications, e.g. from organ transplants to the labour market or financial markets, 
and hence the market for reinsurance as well. The link between the allocation 
mechanism in reinsurance and efficient allocation has not yet been sufficiently 
investigated. In the financial context, the ask-bid spread that arises during brokerage 
is used to measure a market’s efficiency. The difference between capital costs and 
capital gains could be interpreted as a counterpart to this, assuming reinsurers act 
as brokers between risk and capital (at least in their asset-liability management). An 
additional dimension concerns the volatility of the actuarial risk, as this can strongly 
influence capital gains. The average spread between capital gains and capital costs 
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in the reinsurance market is high and relatively volatile over time – as already 
suggested, claims from major natural disasters play a role here as well. These claims 
are not necessarily the only explanation, however. To gain a better grasp of the 
situation, the role of reinsurers as brokers must be considered more closely.  

The main tasks of a broker include: 

• Market clearing, i.e. pricing with the aim of achieving a correspondence between 
purchases and sales, 

• Generating information, 
• The product and quality guarantee and  
• Monitoring and contract services. 

 
All of these tasks are also true of the work of reinsurers. They have greater success 
in fulfilling some of these tasks and less success in others. For example, the 
reinsurance cycle presents an obstacle to a particularly efficient market clearing. On 
the other hand, product and quality guarantees are very strong in the reinsurance 
sector (where some of the largest reinsurers have been operating for well over 100 
years). Based on these tasks, we identify three challenges with regard to the 
allocation mechanism in reinsurance. 

1. The moment they seek to maintain a predefined equity level while underwriting 
reinsurance business at the same time, reinsurers are exposed to inventory risk. 

2. Backlogs of renewals – through information-dense interaction over a short period 
of time (renewal periods) – lead to an operational bottleneck as a result of which 
insurers and reinsurers might not be optimally paired (stable allocation) and the 
market will grow ‘thinner’. 

3. The average degree of standardisation in reinsurance is very low.  
 

One impact of these backlogs becomes evident with the aid of data from last year’s 
research project (‘How valid are research results?’). Only approx. 65% of the 
contracts (excesses for natural disasters from the USA) were effective 1 January. 
The remaining contracts were renewed on other reference dates – sometimes for 
historical reasons (thawing of the Bering Sea in spring), but also because better 
conditions are expected outside the main renewal period. Theoretically speaking, as 
many market participants as possible are desirable at any given time, as the number 
of participants has a positive impact on market efficiency. 

With a reinsurance auction, we can take a first step in the direction of the research 
question that seeks to examine how challenges such as these affect allocation in 
reinsurance. Reinsurance auctions provide a laboratory-like setting in which clearly 
defined rules can be linked to recorded bidder behaviour and outcomes. Auctions are 
thus quite well-suited to the effort to determine which rules are appropriate to 
reinsurance, depending on the desired result.  
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The brokers AON, Guy Carpenter and Tremor currently offer auction platforms that 
they themselves have developed for reinsurance placement. With the aid of records 
from the Guy Carpenter platform, we gained an initial insight into 17 auctions and 
approx. 165 bids from reinsurers. At first glance, it is striking to note that none of the 
bidders pursued a clear strategy. Based on the rules and the results, however, it can 
also be seen that there may well be strategies in effect. Earlier participation is more 
likely to lead to success than later participation, for instance. Auctions remain open 
for 7 days, with success measured by a reinsurance premium that exceeds that of 
the bidders in the final allocation. Unfortunately, the information is not sufficient to 
generate meaningful results based on empirical studies. Further insights are needed 
(in our view, a game-theoretical study would be particularly exciting!) and highly 
relevant for the reinsurance market of the future. Further steps will develop potential 
rules for auctions, with their advantages and disadvantages in the reinsurance 
context. This is intended to help create a framework in which firms and researchers 
can undertake further investigations. 

 

 

Discussion 

• Why have the existing platforms been unsuccessful thus far? 

The reasons for this might involve the continued low level of standardisation and 
automation of the steps antecedent to pricing – modelling, contract negotiations 
(wording), etc. Market participants can view the ultimate placement as a final step 
for which no auction is required. This is particularly true if prices do not create a 
pressure to act during a soft market phase. Research also has an important role 
to play, however. Advantages and disadvantages at the enterprise and market 
level have not yet been sufficiently investigated.  

In response to the question of whether uniform contracts play an important role 
for company representatives, the premise of the question was underscored even 
further. Uniform contracts are a high priority for the companies.  

 
Please contact Robert Joniec (robert.joniec@th-koeln.de) with any questions or 
comments. 
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