	Tepid response to Munich Re capital raising hits buyers 

	THE lukewarm reaction of analysts and rating agencies to Munich Re's recently-announced E3.8bn ($4.4bn) capital-raising effort will ensure that buyers will see little relief at this coming year-end renewal round. And the decision by AM Best to downgrade rival Swiss Re from A++ to A+ will only serve to bolster the reinsurers' resolve as they seek to regain lost ground over the next couple of years.  On Friday, Munich Re revealed a plan to raise the fresh capital through a rights issue it said would improve the quality of its capital base and enable it to take further advantage of current hard market conditions. The issue is underwritten and led by Deutsche Bank and enables current shareholders to subscribe to two new shares for every seven old shares at E75 per share on a retroactive basis for the full-year 2003. The latest issue follows a record-breaking eurobond effort in the spring of this year that delivered E3.4bn of hybrid capital.  The combined E7.2bn of capital will be added to the existing E11.3bn of shareholders' capital before the bond issue. Insurance companies that were hopeful that the arrival of such a large chunk of new capital before the key negotiations get under way in Baden-Baden later this month would inject some badly-needed competitive pressure on pricing will, however, be disappointed, according to analysts.  The leading rating agencies all welcomed the well-signposted move, but cautioned that operating results would have to improve further and over a longer time period before any upgrades could be considered. "If they markedly outperformed the market we may consider changing the rating sooner rather than later. If it were solid but unspectacular it may also be enough. But we do need to see an improvement over the longer term, therefore it depends to a degree on over-performance," said Stephen Searby of Standard & Poor's (S&P).  Mr Searby added that S&P would need to take a long look at the reinsurance sector before considering any revision, particularly given the latest crop of reserving announcements from primary companies, such as Bermuda-based XL and Liberty in the US.  Jose Sanchez-Crespo, analyst with AM Best in London, explained that its decision to downgrade Swiss Re was based on its belief that the company simply did not merit the A+ rating on a risk-adjusted capital basis in the medium term.  Mr Sanchez-Crespo stressed that the downgrade was not prompted by any specific action. He said that the company's results to date and expectations for the full year were simply not as good as they need to be to maintain the current rating. And he does not expect to change that position, in the short-term at least.  "We take an action which we believe is accurate within our view of where the company is going prospectively. Therefore if we believed the position would change in the next six months we would have been silly to downgrade now," he said. Michael Huttner, analyst with the European equity research team at JP Morgan, said that, so long as the results are reported as expected, then Munich Re could reasonably expect an upgrade some time next year. But, he also said that if it did not achieve the upgrade it would be in some trouble for the 2004/2005 year-end renewal. The fact that Munich and Swiss Re are still under pressure form the agencies should ensure that pressure on rates at this coming renewal will be maintained, he added.  "Munich Re is on track for its (upgrade) target next year and if it does not get it next year's renewal could be difficult ... if these (reinsurance) companies ratings are still under pressure then they are not going to throw their money around at this renewal which is, at the end of the day, what investors want to hear," said Mr Huttner.  Mr Huttner predicted that Munich Re would opt for a "big bang" style issue before its third quarter results are reported on November 25, raising up to E4.5bn through a combination of equity, subordinated debt and reduction of stakes in Allianz and HVB, the bank.  He believes that Allianz will have reduced its stake in Munich Re from its current 16% to about 12.5% shortly by only taking up a portion of its allocated stake in the rights issue and will reduce it again down to 10% by February 20 through reallocation of a bond it holds. He said that the fate of HVB's 13.4% holding in Munich Re will be purely based on price.
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