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SLIDE 1]

1992: AN OQVERVIEW DF DEVELOPMENTS

TOWARDS E.C., LIBRRALISATION,

1992 has been looked at from almost every
Service Industry: professional pundits wh
who do the real work, You would be forg:
lecture, Do we need more leaves in autum

caeino, more insurance brckers at RIMS?V

angle, It has bhred a whole new
b predict how it will jimpact on thase
ven for saving: "Another 1992

h, more ane-airwed bandits in Loews

Distinguished speakers - even some brokers! - will address specific issues as

the Conference develops. My task this mo

scenery with a broad brusk.

1992 42 all about the Conzumer, The ulti
European Act and the liberalisation of cr

consumer,

rming is to paint the background

mate beneficiary of the Single

Lss-frontier trade will be the

Stimulus to competition tc the benefit off the consumer will be the neans to

remove the inefficiencies and restrictive

industries - in few more sc¢ than insuranc

practices in many European

So it's from the buyer's sngle that I uouid like to lock at 13992's effect. We

read every day about mergers between insu

veinsurers taking over cartive mansgers a

Fers, between inaurers and banks,

nd loss adjusters, The European




inaurance world is in a state of turmoil.

Before anyone else does, I would like to

j But what's in it for the buyer?

}efer briefly toc the Cecchini Report.

i

it says: (SLIDE 2;

"Put simply, consumers will be better off
‘cunfrontcd, a8 in today's Community, with
As the

on their country ¢f residence ...

cheapest way, the level of this price wil

I

They will no longer be

enormous price differences depending
item will tend to be produced in the
l be on a downward journey There

will algo be greater cons\mer choice as neret integration and increased

competition lead to diffe:entiated produc

It's that last sentence trat really reley
narkets, tariffs, conditicns, and competi

There have been very wide disparities in

ks ag well as economies of scaie."

Lnt. Up to now, in several European

{tion have been regulated by statute.

the product on sale, and the buyer’s

options have been limited and diatorted.
insurance buyer can expect from "Insuranc

(SLIDE 3)

Cos1

COVERY

CHOI{

Firstly Cost: will the insurance product

W

So what are the benefits that the

i
r 1932"? They come under J headings: -

CE

be cheaper? The Cecchini report




doesn't help here: it simply savs that Gr

insurance and that evervore slse will hav

The last thing that insureys want to do i
They are no longer allowecd to have gross
only net tariffs and thes¢ are not allowe
first efforts in the face of increased cc
but reduce expense ratios. It must be ss

average about 30 for acquisition and mar

The effort to achieve ecoromies of scale
explanation for the feverish nerger actin
of course is the rush for market share,
your home market with 18%. bur if this 1t
doesn't carry much weight.

Right now, the jeague tabl.e looks like tt
quite different by 1392, "L'Argus”, the
nine months from October (988 to July 18¢
within Furopean insurance  Since July it
Sun Alliance taking 15% o: Commercial Un:

reinsurers SCOR and UAP Re, Banque Suez

g i e e

pat Britain has the ¢heapest motor

B to come in line.
t

5 to reduce their premium income,

tariffs including fixed coruissions -

h to be "cartelised'.

]
i

mpetition will be to maintain income
i

Sp, their
1
Fd that these are far too high. They

'
pgement costs together.

s
i

Fnd reduce the expense ratic is one
Hty golng on right naw. The ather
1t's all very well having the lead in

enly 1% of the European market it

s - (SLIDE &) but it might look
krench insurance magazine, in the
9, counted 40-odd strategic moves
89 we have seen some big ones too,

b, a merger between two large French

laking over Groupe Victioire - itself

Lhe recent acquirer of (o .onia, and. recemtly, Allianz s move oI Lumpagnie

Mixte, The Pearl in the UK might fall tuc

a Furcpean cne,

an Australian predator - or maybe to




Many of the moves 1involve French companie

enough critical mass to become players on

astonishing of all has been the growth bﬂ

N

conscious of the need to acquire

the world stage. The most

acquisition of Groupe AXA - ten

yvears agp a group of small Normandy mutuahs - today, thanks to the takeover of
t

Cie du Midi, challenging UAP for the rigtk to say: “Numéro Un odlige." Some

!
of us thought AXA's next nove would be fcx a major British composite! instead

it looKs as though Farmers of California ill be next. <Curiously, only 3 of

the 45 manoeuvres I've just identified ir

connection with a mainlanc European one.

lve a British company initiating a

I am puzzled by thise. I know the Rowval, Lhe Fagle Star, and the Commerciagl

Union have had active '"19%¢2" strategies f
it very difficult to make the right tie-t
seem not to. Continental cross-sharehoic
the UK as "impenetrable" - they don't ses

In fact due to their statis as pudblic con

the British companies are mostly vulnerat

is considerable bid premium in their sha:

i

e price today.

hr some time. But they seem to find
ps whilst French and German companies
Hng 3ystems are always described inm
n to be to French or German suitors.

panies quoted on the Stock Exchange

ﬂe to predators themselives and there

Perhaps the most

4
sobering statistic is that 25 years ago there were 5 insurers in the UK's

largest 20 companies. Tacay there are ncl

E

2.

So, economies of scale brought about by nLrger will be insurers' first step

towards maintaining their profitability.‘

There will be fewer, larger

companies. The biggest., 'hose who are geluinely transnational and capable of

gervicing a multinational s global needs,

will be very few indeed.



-5 L

The key to optimum benefit to the insurarie buyyer, in ensuring that the gains

from this concentratiou o} capacity are ;Fnuinely made available to him should
13

be in the hands of the broker. The broketr's duty is to unleash the

competitive forces between insurers, and the more tariffs, cartels, statutory
!

limitations to coverage d-sappear, the gleater the scope for the broker toc act

on behalf of his clients.

}

Pure price competition in anticipation oﬂ the opening-up of the market place
is already happening, It has been said jor example, that German carriers,
whilst stressing the loya.ty of their Geiman clients, will do anything to beat

off competition from other markets.
SLIDE 3

We have besn conditioned to accept ~ altthough I canneot think why - that there
should have been statutor» limitations td Coverage, In Germany it has not
been possible until very recently to buylbrnader property cover than Fire,
Lightnine, Explosion and alreraft, Someibuyers may be happy, and I think many
German buyers are, to have limited cover | but if vou can dbuy All Risks for the
same price why not do so? Or at least z¢t some price reduction for accepting

narrower conditians.

!
'
It ¢an vnly be good fur the buyer - even 1f he wants to remain loval to his

insurer - that the insure- should feel cidnstrained to offer the broadest cover

available in the whole Eu-opean marketplice. I know of insurance companies,




quite prepared to give A1) Risks cover ir other markets, but only offering

T

limited coverage in their own marketplacel

In terms of Choice, it will become passitﬁe. provided all the Member States
enact the legislation veqiired of them by| Brussels., to choose ta insure with a

carrier based in another Member State. The instrument to make this pps&ible

¥
is the 2nd Ron-Life Freedcm of Services 6Erective, (SLIDE 6) mention of which
is usuvally enough to send most audiences Btraight to sleep, I shan't dwell on
its technicalities, but I would like to spend a little time looking at it from

a practical point of view. again with the| buyer in mind.

e

The Directive has obviocus!y been written ?rom the standpoint of the European

buyer seeking to insure hrs risk, for wh:iftever reason, in anaolher Member State.
{

I

!
I cannot imagine that it uvas designed to %e used by the multinaticnal buyer -
geeking perhaps to rationalise his own Et}opean Production and Distribution,
perhaps c¢reating a Buropean HQ, say in Brussels, and lookiag for a European

insurance programme t¢ match.

Why do I say this when there has been mucth talk about Eurcpean prograrmes and
the collapse of barriers .o them? BecauJe. I'm afraid, the Directive falls
well short of giving us real Freedom of ikrvices. cne of the Five Great

Freedoma of the Treaty of Rome: which woild be the freedom tu chogse oOne

Euraopean location to cover all European )|isks under one policy.




|

|
Yau can do this under the Directive, but ?nly if you're not in the
pharmaceutical, nuclear, haulage, or conz&ruction pusiness, in that the
Directive does not apply 10 Pharmaceuticed products liability, nuclear edvil
liability, carrier's liab:.lity, nor the c;mpulsory insurance of building works,
E
And you can only buy your “Furopean progiamme' for 8§ Member States not 12,
.because Treland, Spain, Greece and Portwglal don't get Freedom af Services
until a variety of later vates, As for IFTA states, that is Austria, Finland,
Iceland, Norway, Sweden and Switzerland, &hey may, or may not, follow
the EC model, although it should be notzé that Switzerland will soon conclude
a bilateral agreement with the EC allowirfg Freedom of Establishment in either
direction. So whilst the lst July 1990 { the date when F.0.S. should come
into effect is heralded with much exciteant. it will be 1999 before the last
of the 12 MS gets full services, Luckil{ the Exclusions I anentioned before
are to be reviewed 1n 1994, 80 by the yeér 2000 we might be getting somewvhere

near full Freedomn.

Nre—t T b

Just a little more on Freedom of Services. Of course the Risk Manager is not
only concerned with mainstream Prnpartgf(@sualty. F.0.5. should also apply to
Motar, if the directive currently in draﬁt is adopted, with the same
thresholds as for the Non--Life directive.| But the current French presidency
has dropped this directive from its progijamme s0 it is unlikely to be io force
until 1992 at the earlies-. Not good ne\F for the multinational buyer,

Enployers Liability is exciuvded from the?Services directive, so local

soluytions will still have to be found :oJ this class, in those markets where



there is private sector iusurance.

Property/Casuvalty and wiscellaneous finarkial loss are subject to the
well-publicised thresholds, whereas Marirle, Aviation, Credit and "Suretyship"

are all included in the Srervices Directive, without any threshold.

There 18 even a ‘'Mass Risks” ¥.0.S, direc¢ftive in preparation. DGXV has
promiged this for the end of the year, aﬁthoush there will probably be some

slippage.

In practice, it may also lurn out that Fileedom of Services is of limited
interest to the multinational buyer in ajfy case: vhilst some may welcome the

chance of one policy in one place, othersl will stllil regquire local service as

near to the risk as possihle, and some mght say that they already have a

1
Glabal Programme anyway so Why do anythirfe special for Eurcpe? Eddie Hester
of the Zurich has rightly pointed out in Risk Management magazine that if your
international programme consists of a master policy supported by 40 or 30

1

underiiers worldwide, theve may not be mich to be gained from reducing the

nucber of policles by 8 firom next vear,

The real impediments to & barrier-free E\rope are of course: tho lack of a

common curvency, the lack af a common taslation system and the lack of a common
leaal system. As to the !'irst, [ can on!& state what appears 10 be an

i
overwhelming view in European financial c¢Hrcles, especially in the City of

London, despite Mrs Thatcher: that is the] sooner we get Economi¢ and Monetary




Union and a single Buropein currency, the

The lack of a common taxation system is ¢

better,

|

!
j big problem for European insurance,

!

life insurance particular.y, but more spepifically in the field of Non-Life

Freedom of Services, The Services Direct
{SLIDE 7} should be paid. not in the cowm
bought, as we might have tioped for our mt
country where a '"risk™ is located, So it
in Denmark, and another i Germany covert

have to allecate national premium to eact

was supposed to eliminate - and pay prem:

Similarly one of the worst '"un-level play
insurers' catastrophe reserves — which §:

tertain Purcpean insurance industries ove

Finaelly as to one legal svstem for insure
than one couatry vou c¢an opt for any app:
poiicy provided that the sbligatory claus
cituated are paramount. .n plain languas

Danish law for the master policy but cen

British law are paramount for risks situ:

It has been said that we :hall all have 1

and that the real benefic.aries of Freedc

ﬁve provides that Premium taxes
Lry where the master policy is

lrinational clients, but in sach

you have a plant in France, another
p by one policy vou will presumably
one - which is what the Directive

Mm tax in each country!

!
{

Hng fields' i8 in the non-taxation of
lves a clear competitive advantage to

r athers,

hce. if vour risk is situated in more
gcable national law ta govern your
Ls of the state where each risk is

e that means that you can thoose

lain provisions of French, German or

ted in those countries.

0 become masters of comparative law,

m of Services will be the lawyers and




§
the judges, The implemeniation of the Pyoducta Safety directive is & fine
i

{
example of this, To date ... countries cut of .., have adopted the Directive

3

o With unlimited liabil:ity, ... withouﬁ, ... Wwith State of the Art defence

.+ Without,
;
One final word on Fresdom of Services: wq do welcome 1t as A step in the right
:

direction, but there 1s s1ill a way to gC before it becomes a straightforward
instrument, user-friendly and suitable fc; all our clients, Its main value
lies in that by allowing (ross-frontier imsurance, it achieves the Cecchini
objectivez of forcing caryiers in previoifly protected markets to align

themselves with the best products availatfle in the Community.

So we have seen the dramatic effect 1990/(1992 is having in facing a

restructuring of the European insurance jpdustry. We have seem some of the
benefits we hope that wil! praduce for tt% buyer. What should the European
broker be doing to respond. to the challerge? (SLIDE 8) In the top 20 brokers
in the world at the moment 8 are US, 11 &lre European. of which 7 British, 4
of the top 20 belong to UMISON and added %o;ether take UNISON to 2nd place.
Beyond the big 4 (Marsh, [ & A, Sedgwick ?nd UNISON), there is quite a rapid

drop into the 2nd Divisior., whose capabi)ﬁty in handling major multinational
k

business could be increas:ngly questionet§
0f course, it must be saic. that the tradtroff for greater freedom of choice
will be greater complexity - there will tk more products on offer and much

more competition, with, irn theory at leash. many more insurers to choose from.
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(SLIDE 9) The professionul, independent [broker must fulfil his vocation in

acting as a guide through the naze of conblexity and competition,

I'm afraid I shall be a l:ttle subjective here. We think there are one or two

key things the successful European brokeit must do:
]

(SLIDE 10)

~ Be close to Brussels

Like it or not, a lot of vhat we will be doing in Eurcpe will be breaking new
ground, PExpert interpretution of each new Directive, whether related to
Inaurance, the Enviraonment, or Products E?fety will be crucial, OQther
speakers will be going into these issuves dn greater depth so I will just say
that we in UNISON are mon.toring the insurance consequences of European
enviroumental legislation with the greate#t care, as we have done for Product
Safety, The "Pramework Dorective' on Ruilbpean Health and safety, adopted in
June 1989, lays primary responsibility ch ensuring employee health and safetly
on the employer. Any firm with more thar{ 5 staff will have to either employ
competent safety professicnals or competent consultants. We are associatved

with the leading firm of Health and Safetf consultants in Europe, Wwhose work

will grow in importance in proportion to fthe growth of European consumey
¥
¥

¢conaciousness.

At least fecr the time beirg, US fears resarding Fortress Furope., particularly



|
—
(%]
S R

through the inclusion of Reciprocity clayges in Directives, seem to be off the
ageada for insurance, Pe:sonally, I am ¢elighted - Sir Geaffrey Howe -
British Deputy Prime Minister — was right when he said: "If we build Fortress
Europe, its first prisoners will be oursdlves'.

- Be flexihle

Some of you will seek a cantralised soluifion to European insurance
requirements, possibly inwolving the unbindling of some of the services
normally provided by brokers. Others wil|l continue to require full
top—quality local service The alert Fuijopean broker will be able to respond

to a variaty of tailor-made solutions falfling within this spectrum,

-~ Qffer fully integrated services

We shall want to provide the best Europejn markets for all specialist

insurance classes, as wel.. as mainatreamiproperty/casualty.

1

i.’

~ Be "global insiders”

i
The successful broker wil’ provide local [service to a local multinational's
zlobal needs. There will be no "identik-|t Furopeans” in insurance, nor any
hemogenised, cross-~frontinr insurance preduct. Our business 18 more like the

Neacafé madel - a different taste for ea:fh marketplace, or even as the

Chairman of Matsushita sa:d recently: " new global market segment is the



individual™. French buyers want French :Llutions to global insurance

prodblems, German duyers, (erman solutionsi - but still bringing to bear global
buying powver. :
;
!
~ Provide Furopean Rirnk Management Se#vices

European buyers may not have the same imgleratives in financing risk as US

buyers do. Brokers shoult provide all tije alternatives avsilable, and there
are sgme exciting prospects developing fcfr captives based within the European
community, for example in Dublin. Other jspeakers will examine these options

in greater detail.

- Provide I.T. leadership i

5

Coordination of multimaticnal programmes [nd their servicing regquires

increasingly imaginative 1se of Informatipn Technoleogy. In many cases

¢
insurers are not geared ur to meet c¢lients' needs for access to data relating

to claims, loss reserves, ar movements off funds in and out of captives. It is

up to the broker to bridge the gap.

- Offer zers-defect service Europe-wife

Industry has had to adapt te Japanese-gstyfle Quality with a capital Q.
Financial Services in Eurcpe have long bekn protected from such pressures, and

brokers have a mafor role in enfeorcing mich higher standards so that the sort

s o e e

—
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of claims office, for exanple, shown in this slide never reappears in European

insurance. (SLIDE 11), T7The very least the insurance i1ndustry can do is isaue

pclicy documents quickly znd in an acceptable format ~ npot the case at

present, and we are all giilty, I

Finally, in any gathering of insurance pzbfessinnais, especially ane with
heavy broker representaticn, I am reminde? of George-Bernard Shaw's rewmark:
"Ali professions are a corspiracy againstithe laity''. In addressing you
today, very much from the buyer's standpcfint, 1 hope I have not been guilty of
that, The winners in the 1992 Insurance Race will be those brokers and
carriers who manage t0 most closely matcr;the buver's own European
development, neveyr forgetting that 1nsura;ce is only one of the solutions to

the Risk Manager's problerns.

i

i
On one final personal note, I have alwayi been struck by the perspicacity of
Antoine Riboud, Chairman cf the French muhufacturer B.S.N.. when he said:
(SLIBE 12) "My grandfathe)y was local, my Father was national, and I have to
become Eurppean ,.. it is no longer true khat you can remain local and

survive,"”

N e pain et

That, Ladies and Gentlemen, 1s the challeP;e that lies before ail of us in
¥
European Risk Management.

e —— e o g





