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INTERNATIONAL INSURANCE MARKET TRENDS, ESPECLL.TY IN THE FIELD OF

INDUSTRIAL RISKS, HO'W DO YOU FORESEE THE FUTURE |OF THESE MARKETS?

One of the problems I - and all e platform speakers - facé y is that the toplcs we
are going to discuss during this s SFIDI'I are intimately related. |We cannot discuss, for
example, the future of thé msuram e market without consid%dng trends in servicing.
Hopefully, I have avoided oo m ;h repetition, but I will bq addressing a common theme
throughout this session. l i 'l

The key supposition is thal org tions, whether in the ménufact&ring of services
sectors, will continue to néed to protect their assets and thdse elements of their
busingsses which generate|profit from events which could signi cantly impalr their
ability|to generate acceptable retdms for their shareholdcrs !

. | ] _
Given |that such needs coxh nue, I, ieve that the in.surance market will be the preferred
vehicle for transfer of risk; even by]the largest industrial concems. ;

f
i

However, particularly in the EEC, Where the ratio of insurers 10 populadon is unusually
high, i} seems inevitable that the sumber.of insurers able o rqusner the resources
ncccssj.ry to meet the requ) cmenﬁ of major industrial concerns will contract

signifi fmr.iy ! . l

Many xpsurers currently operating wixrhin Europe are likely to have no effective future
role Hr.hln the insurance pgogrammes of such major client organisations because of
merger or acquisition or by refocus:pg within narrow speda]jtiT A*ready within Europe
we have flve major and mcreasmgly‘dozmmant insurance groups ;

|
Just as throughout the world there; Wil be- dominant economiesl and ?-nthin those
economies dominant mulﬂ-nanonal 'indusmal Lroups, so we can exppct dominant

companies 1o emerge wmﬂa the inﬁurance sector. : ) ?:

Thus it|is possible to foresee that there will be an effective ;ction in cholce for the
transfen of those risks which ma]orr dustrial organisations will contifue fo need to place
'off balance sheet’ 1o protety bomom| line damnings. Reducuoq cholce equals a
contraction of the competitive ele qnt that.a free market exists| to supply; a situation
which ig averse to the best h1tcrcst§ of indpstrial clients.

I b
In this ¢vent it is wholly prcdlctablé:{‘hat such clients will need, kmore| than ever before,

professional and independént advice 10 explore, design and im lemeanaltema:ives 1o
the increasingly limited optipns available off the shelves of the ominant' insurers. This
becomT more {mperative with thej likely hardening of some; rket sectors.
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So, in the field of industrial risks, particularly for the medtuin !to lacge buyers of

insurance, it can be expec

ed that the Pan European and/oé globai professional

mtennedlary fiems wiil gain In strength. Their success will depend on thetr ability to

proviqie true ‘added value!

service; The smaller buyers may pe attracted to these

intermediaries, but will also condmle to support the smallet brokers, whose role will
diminish unless they are aple 10 provide cost effective and sousht after ‘specialist’

services within their local

Let me end, if I may, wnth few a k:l.monal general prophemes|

- A great deal of hyp
the year 2000, Incre

accelerate,

Freedom of Services

ketb‘ \

surrouqu 1992. Freedom of servid:es is not going o be a

reality on the symbalic date of 15t January 1993, but happen t will and certainly by

gly, large and medium risks be written on the basis of
whﬂsé_ regulatory reforms Eumpg-widc e likely to

i | _

|

- Small to medium sized buv)ers will benefit from greaternchcnqe of market and

- {n Where insurers are-
'V

continue, with the

olving the transfef of risk

ronsuming at least 50% of tp@ premiums.

product alongside betrer phces, and suppliers from reduced|costs and
thopefully) greater:profits,
measures and an enlarged 1

bth because of 2 reducﬂon in nadonal protectionist
ket place offering econormies of scale. larger

buyers will not see shch scalgs of Benefits, because they are y looking to the
market as a whole i{r thelrigrotection - and because of the mergers and
acquisitions [ have already ¢ ; l-f:rrf:d.- 10. ' T

hys:mnjr located will be less hnpo&am and the current trend
I
out of the traditonal conunerc:iql lines market will

'vﬁ, mutuals, etc, -

nauvq Marker - self insurance, cap

- The financial sccurity of msuners will have greater prormnencq generally with
governments workin to,gcther in agreeing common rcgula:ory procedures and

eguards,

[
i
|

- oyd's of London will undetgo fundamental change with an increasing number of

names.

¢ composite syndf{cates ?.ﬂd possible limired liabillty rr cohecdve munality for

i .
|

- e can expect to seg very ct::‘}'l.ﬂderable investments beirl}g rmade in training and
agement development with the view to improving produgtivity. Whilst IT

play an important

part ag well, Lramingwﬂlbethekeym ring that the

otential benefits of twchnolog'y are realised and the de].ivery quallty service ls

chieved.

l |
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The trend towards [clients; paying fees to their intermediaries instead of brokerage

will become the norm for jor buyers, with propér ricing of services being
_ fundamental for thtia Europ;i/global intermediary. ' !

- The overall ownersLJp scene will be more complex within the whole finandal
services industry. In parttular, more foreign own ship of UK companies will
oceur, whilst the large globgl insurance companies will prosper. The large

. Japanese insurers will also't#e more active. A fragment#d Europe was of little
interest to them - but a sing]e market place is. The brokers or independent

_intermediaries will not escé;?c unscathed - a maximum of three global firms are
likely 10 survive. ] :

- Similarly, the growing dereglilation of the banking seetdr in Europe will leave its
‘mark. Whilst the banks will not be a direct challenge to the major independent
' advisers/intermedianies, the)J( will efther increasingly compete with the insurance
companies (as insurers) or |will coroperate with them in providing enlarged
distribution channels. | ‘
| F ! ) .

- Finally, the world :‘vﬂ:onﬂiﬁ.xe t shrink and the business pace to quicken. A
freer competitive climate whl(l emerge and companies‘leshing to compete will
require higher professional standards. The amateur will [lose out, but clients of the
true 'professional' irtermec'lﬂ%ry will benefir.

|

W.R. Wte—Cooper »
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MARKETS ARE MOVING INTO THE FIELD OF SERVICING, THUS (CREATING NEW
CHALLENGES BETWEEN THESE| PROFESSIONALS. REINSURERS NOW DEAL
DIRECTLY WITH INSUREDS VIA| CAPTIVES, INSURERS ENTER THE LOSS CONTROL
BUSIYESS WHICH WAS PREVIOUSLY RESERVED TO BROKERS. WHO IS DOING

WHAT TODAY AND WHO WiLL po WHAT TOMORROW?

!

It is St ggested that the ral play%_d by insurers, reinsurers énd brokers are becoming

incr

gly blurred. But are insysers now capable of perfoming isk control functions

and pfoviding direct service 1o industrial clients? Although }'e nsurers do deal directly

with ¢
and b

Loockis
is dimj
accou

llents via captive ory atidns, can they really eliminate|the direct writing insurers
-okers? . | ;
g first at rein.sumnccf whﬁét!most reinsurance comes fr m Lhe non-life sector, this

nishing as more and more iqsurers gre either retainin isk for their own
¢ or shifting from a roportional sharing of risk to coy loss § In excess of

prudent underwriting, So'a number of reinsurers are reposi;l ing With shareholdings in

direct

time reinsurance brokers

which

In the

nsurers and involve

t inl fisk and claims management services. At the same
e adjustng by offering consuldag ervices to their clients,
are geared towards provi complete protection rather than mere capacity.

| ‘
May 1991 Internatioral Insurancc Report and, I quote,;"t insu{ers seem only 100

willing{to play the accomm‘)dating misr:css, entering into all sqsts off ruses to justify the
relztonship - setting up thelr own| ect dealing insurance subdidiari s, encouraging the
formation of captives and dgrowdm both the captive management and the captive

reinsurance programme,
buyer into the net, .....".

veloping risk management services|or sations to draw the
P g

~| : |

|

Refererice is made to Insurers enteﬂ.ng the loss control busmess previously reserved for
brokers. Independence and objecqnhty are essential in areas hke c and risk control.
It hardly needs spelling out fbut obviously a risk control surveycpr employed by an insurer
owes his primary duty to hig employers and, irrespective of ho : y chinese walls may
in thechy be erected, is unlikely totrgcommend a course of aEn n diametrically opposed
to the ihterests of his masters. At the risk of being controversial the use of insurers' 'in-

house'

fisk control resources is not 4dlways in the clients best in ercs“I
jor component of

Protectibn is the key o the urvwaf of the insurance market, b ta

protectipn is advice - imp

source
manag
lead to

mal advic-.'e on the need for purchdsed pratection and the best
o purchase from. For Lhose; of you responsible for you own organisations' fisk
ment affzirs, T question whe er this is 2 healthy deveIOp ent, and one that can

rards tnuly independent and tDb)ecnve advice.
| |
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So, T‘rhere can you go to. Tek th!Tq impartal advice? “

Tradibonally, in many counr.nes ‘msurance brokers were relauvely unknown with the

largcr industrial orgamsarions bemg provided with insurance sewlces directly by the
majof insurers or via agenk:y networks, Only in a few countriEs are brokers dominant

and these tend 10 be markets w % were generally less reguJated and where the

countries have a trading history. |
(O

At this stage let me say that we Epkers generally deplore tihql term 'insurance broker as

it does not really illustrate ction today. Rather we should be known and seen as

independent risk advisers 'and m.ﬁb.rance intermediaries; thé hroking function presently

being|a part of our resour es Whifﬁl may or may not be re!eVa t whtn advising clients.

For thf’ most part, &t is in the prcwHion of high value, fec—based risk management
consulting services which wi driv¢ the strategles of the 1a:g  intermediaries in Europe.
BccaLjLe these consultancy semceslcan be provided plecemeal (or undied), 1 see no
confligt with any client's m-house f*mction, as the services canibe ptirchased to
complpment a client's own resources and requirements. A.nd‘ irrespective of whether
the appointment includes. ﬁuc trada onal broking role, mtermep.lan are already
anreaj ingly being rcmuncq;ted on a fee basis calculated on actual ‘time expended'. This
removes the implication that broqus/mte:medxaﬁes cannot provide truly impartial risk
management advice In areas like sﬁ:]wf insurance and captives. . r

In the Ruture, it is the provider of xioducus and services which ‘gjve t}>est value for money
who will come 1o the forcfront ane; the origin of the product of serv rvice will be of
decreaging importance. Hdwever qb]ective and impartial advicc ca.in only come from
the truly independent adviser or mtc;rmedmry Quality service Qand v this T mean client
responslveness and satisfa.;ggn) is Lak:knowledged by international ingurers and
intermediaries alike as one of the fnos: important benefits Lhey‘ can provide to their
clients and a key factor in sustaininglcompedtive advaniage. .

‘ o . l
For example in my own coxppany, Sedgmck we are in the process f implementng
what we call our Professional Account Management system (PAM for|short) which is
aimed a1 ensuring uniformly lh.lgh szapdards of service world wide, many of you will
recognige, this 18 not always ‘easy gi*vqm differing trade practices, ?z.ngu ges and so forth.

It is als® worth making the: pomt thqt brokers/intermediaries 3 v welcome
working with other profess;crnals inl bther disciplines. Increasingly r.h]i is the case, for
examplé In areas such as enyironmental risk, where 2 muld-disciplinary approach is
normally both desirable and"in thevd_llent*s best interest. | )

l : .
The so-¢alled ‘alternative mzqkets' LhVOlwng self insurance and Epdvgs will continue to
prosper lat the expense of thr: direct writers. Concepts ke 'cost of Tk' (in other

words, reducing the aggregated cosﬂ of risk be it insurance premiums self insurance, loss

N



contzol and/or admlmstra!uon) will appeal to more and more of the larger buyers,
Notwithstanding the webcbrne involvement of the banks in) risk financing, I believe that
the traditional insurance market will be the preferred vehu:le for the ‘transfer’ of

insurpble risks even by the largest industrial concerns. o

for:

-

i
i
}
3

For the future, T expect Risk Mm?gers of the large industrial Tga.rusations o be looking

N |

. professional counsel secu}eld by: \

1
1

financial adequacy |

integrity sectt.xrcd bv,L state regulation
minimum erfessio skilts standards (by examinaton and through
experience) :

compulsory errors J.u;\d omissions insurance

. advice based on an jnte knowledge of his business i
l

. familiarity with the need a:ld means to fit a risk stratch\ to ever changing business

requirements ‘ i

* knowledge of a wid \ara\riepy‘I of 'business problems’ and how they can be solved

by risk financing (¢ probléﬁn solving ability)
o

l
- a thorough understanding of the changing legal envlrc:mnent including potental

liability exposures In vanous ;urisdianons

* the ability to deal win worl}d wide insurance markets :(not just those within
-

Europe) .

: |

. knowledge-bank 2 nd secuﬂty system to ensure that only insurance markets of

e highest integrity are accessed ' *.

y narketing muscle b
o
E b
’ sysiems support 1o managing risk programmes
’ total professional independence

Where ¢an this profile be found? Iwould argue that it is not with the {nsurer or indeed

the reinsurer.

It is only through mhiprofessional intermediary.
. |

! :
This is :roz just my view. WiL.h.in the BEC for some years the C sion has been saying
that it is} looking to the professional adviser/intermediary to mal%e the single market

Y



o i

. |
work for insurance withlrr Eumﬁe and yet regulation of the intermediary has largely been
overkooked.

! 4
Some rwhat belatedly a new recommendation is being put Lw

forward by the Commission;
which basically lists four steps L? be taken by EEC membeImJ‘

1. create rules, -regula‘th,g both access to the ﬁelh and the practice;
|

establish compulseh'y registers for qualified ifhtermediaries;

3 stipulate Lhak insurdnce intermedjaries may not operate without registering;
and | '

|
4, that 2 clear distinction be established between dependent (or tled) and

independent mtermedmnes
I

?

To my mind only when Lh.lF has b'een achieved can the Com&umity really boast that it has

established an independent mtermediary or adviser service eapabﬂﬁ:y throughout
Europwe. L

W.R.

1

Vhite-Cooper
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WHAT CAN THE PROFE IO\AL ADVISER OFFER BIG B’UE%INESS IN EUROPE?

l
g i.
Asy 3 might expect I have some definite views on the future\ of professional advisers in
Europe (some might call it self- Lrlterest!) but I do believe we offer blg business a
great deal. Butlet me adda word. of caution. Advisers need to work within the
framework of an agreed ds*k stratcgy and only be used whc.\:e Tw can add real value.

S0 foq the purpose of my wcr,_ let's use the term adviser: as|a company able to
provide high value consultancy and advisory services In addition to fulfilling the accepted
broking or placement role; Of acgume there are other cons{nl g fiems who can provide
some pf these services but|my question is directed towards th intermediaries - the so-
called| 'broking' fraternity. l
Now, | have no intention o lectur)lqg you on the benefits of a broker. What I want to do
is propose a few questions. ’I‘weltH of them, in fact. Your owrn answers to these
quesdi ns are the only real test of Whether there is a role for:th professional adviser -
becaude you are the people who vll.rﬂl be employing him! T uge|the word adviser because,
as we have already discussed, yout \advice could be coming from a number of sources.

l ; |
So, please think carefully o these ,quesncms

|

1. Does your adviser h e expencnce and real unders | of your business and
does his team engender ong tng interest and mqutsuivctrss?

Are you an impoftan hcntu fOr your adviser?

™
'

|

s your adviser cream‘e and Lnas he identified mnovanve iutiqns for your

barticular problems’] |
4. Can your adviser proyide rhc services you require in thc Furo:%em citles where

":,,D
oy heed

you operate and provide sound local knowledge and ad the appropriale

local language? Canithey also iguarantee uniformly high s of service
i

1)

verywhere you operate? .
‘ |

|

5. I the team professlo ly qu?.u.ﬁed and do they regularly ttend training sessions?

‘ as like risk
ysis, loss control, findncing, acruarial and self insurance istudies, claims and
plive management rcﬂities and carastrophe planning?
1
i



10.

11,

12,

I
I
|
1
|
|

Does your adviser have any specific capabilities in én#fi.ronmental consulting?

Does your adviser have both sufficient clout in the ihs‘lnrance market and the
ability and knowledge to tzi\np into other markets?

: b
Does your adviser provide efficient administrative services and do you get your
policies and summiaries etd promptly? T

s your adviser prepared t i’unbundle his skills and ‘is" $ ré_muncration

commensurate with|the amdunt of time spent working with you and the level of

resource made availzble 10| l}andle your account?

.Does your adviser act like zL businessman first and foremost and as an insurance

.man second? What are his?f‘;la:ionships like with your ctory personnel and field
'staff? T
|

And, finally, is it funjdoing u.\siness with your adviser - |s the|chemistry right?

\

Those are the questions, Why are they relevant? Many of you the uditorfum are

Europs

like me so let's see if, fmm a Buropean company;| p ve, advisers can

indeed|help big business in Burop¢

\
A not Untypical scenario foria Eurapean company might be: | \

And if yoy think that is a litte ~fe\:c{\ed let me assure you oth

i
\ ! ,

I
he current recessioq puts pressure on profits with the q:hau looking for
mproved earnings er share \

. |

-

The CEO is a recent 2 pomu‘nem and has 2 personal cmsl&dc a*leaner organisation
with more responslbﬂ}ry beu;g pushed out to the oPemﬁhg unrlts/ﬁeld

Twae CPQO wishes to reliuce expenses- (don't they allf). ‘l

Legal counsel are conderned about contract conditions fon a poLenually lucrative
contract in, let's say, P land
i
l
The public relations department are worried about the co pany stance on
environmental issues apd whetﬁer there is adequate insurapce

Arld the risk manager dersulqdably wishes 10 run his o T, justify his
Tse

acttons and show value for meqey to his senior managem

this scenario is

‘bread and butter' for the pro ssional European adviser, but p aps mOre of a
challenge|for the lg--"/-"-- = =-~1-



S0 hpw does the fisk mana
yet fulfil the exacting task

|
Succinctly put he can appoint & professional firm of advisers who

¥ capability and yer understand yor
stipulated Service Brief for a fee ge

An advﬁ,ser who can answer al] the
| :

Europe, bave the necessm
prepared to work within 2
contribution/involvement,

Of course, when you go b
will be other, additiona) qQ
context if you can answer

the right adviser worklng for you. If not, there are firms out
deal for big business in Buropel

W.R. White-Cooper

ger manage (o keep his colleague% happy, his pride intact and

as his Job Description dictates? What he do?

ck to ybur company and consider
tions tT/hich ¢an and should be ask
he majority of the questions affirraf

1
.
;
I
|
|
|
i

e

Lo

€ experienced within

Ar specitic problems and are

ed to their
rweITe questions,

your #urrent adviger, there

ced. But within 2 European
vely then clearly you have
ere who ¢ezn do a great






