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BRUSSELS, SATURDAY, JUNE 21, 1997

THE EFFECTS OF THE UTILISATION OF EURO
ON INSURANCE

Contribution from Filomeno MIRA (MAPFRE)

Much has been written i the last months on the implementation of Luro itself and on the
effects of its utilisalion on insurance, in particular. Morcover, the last news conceriting the
political agreements and disagreements on the European Union. the future new members and
their political influence, as well as the new share of power inside the Union, the social policy
in connection with the tinancial restrictions imposed by the Euro._and many more topics
make this panel loday very current and up to date. But perhaps it is not casy to make i real or
ariginal contribution from my part. Nevertheless, 1 have made a personal reflection on this
subject. and would like to let you know mty views, speeially those which have been more
surprising o me or less mentioned by the studics. reports or articles | have read.

o irst, ] am convineed that the Euro will become a reality by January 1, 1999, and most
Furopean countrics will join the new “club™, n spite of the conflicls, rumours and other
troubles we are living these days and in the next months.

o Sceond, the Fure will not be o currency as strong as many financial people should desire,
due to the financiad weakness of some members and the social influence of some political
attitudes, but it will be strong enough and so important to mean a real revolution in Lurope
and world-wide in finaneial, social, economic and cultural felds.

In insurance, as in other cconomic sectors, the Furo revolution will mean a lot of advintages
as well as some inital troubles and mainly will positively influence the {uture developments,
Let me underline some aspects of what T guess in our scetor:

¢ Nobody doubts on the favourable influence {(more growth) from the new macro-cconomic
framework.

* Also a rising transparent market will come, which will drive to a real single market, mare
compelitive, where more or less productivity, prices, covers will be more and more evident
to consuners and to local and foreign competitors,

e Asaconscquence, insurance products will tend to be more similar and global insurers will
have an advantage. against local insurers, The small operators, less clficient and now with
more evidence, could disappear or be ubsorbed by the large ones.

e Inindustrial risk, borders could [inally be broken and this will become a local market all
through Vurope, where small or focal insurers will have less and less opportunities,

e The dilferent tax and regulation systems will be more evident, and a political pressure from
consumcrs and operators will force a growing Furopean movement towards tax and legal
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unilication and harmonisation, which is really a pending problem tor the politicians wd
could be the preat and expected second revolution Tor the next deeade.

o Small or fess develuped countries in Burope will benefit from the stabifity and strength ol
the new curreney - in comparison with their original currencics - in the way of being more
attractive from an investor's point of view, Thair assets and porttolios will also be more
valuable.

o On the opposite, the reduction of interest rates in these countrics (Spain is an example) will
reduce the investments™ income and will have three dramatic eflects: less profits, the
necessity o premium increases, and ansulficient mathematical reserves 1o match the
commitmenis with the nsureds on the basis of the past high techimcal interests agreed in
the policies, Thicse effects have beein, i my opinion, oo much enhanced and magnificd by
some people who advise of terible troubles for the local companies after the Buro
inuroduction. In any case. these coneerns will alleet the companies at the beginning ol the
iaplementaton. n the long run, the interest rates” reduction will have a very positive ellect
on the macro- and micro-ceconomy of all countries.

o Other initial problems concern the costs of adapting the accounting, management und
mfonmation sysiems. including the obliged connnunication to the clicnts. Much has been
writien on the difficulties and cost of changing the computer programs witli coincidence of
the new millennium. T can figure out that there might be a litde exagperation duce Lo the
mterest ol consultants and computer service firms.

¢ Other concerns remarked in some countries {at feast in Spain) relate ta the legal and fiscal
problems derived from the entrance of the Buro, Frankly, T think that meclimisms will be
foneng by authorities and legislators w avoid all these theoretical troubles.

e less has been wrilten on the cffect of commercial changes derived [rom the possible
dpgressive activity of banks and savings- and Fnancial institutions which will benelil {rom
the stabshity and confidence of the new currency 10 offer products related o the classic
insurance products. This could be a “cannibalism™ process against the insurance industry
and s intermediaries. Also, a similar situation coutd happen in industrial risks and other
“niches™ where some big operators can take profit of the weakness of local and small
insurers. Personally. 1 understand that these and other possible market alterations should he
good {or the consumers and t is our responsibility (o be prepared 1o improve our products
and image and get our part of tse new situation.

My opinions itight be somewlat optimistic. OF course, my analysis has not been made on the
general und pelitical problems that the introduction of the Furo can bring. | have rather
reflected on the insurance itsell. should the Furo be introduced. In that case, 1 can finally
summarise that, m the long rug, the effects should be so positive that someone could ask in
the future why we had notmade it belore. And. of course, as in a revolution. some can toke
more advantages than others, and some could be Jost in the turmoil, Thats the risk!




