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CRISIS IN
SPANISH INSURANCE

B8y IGNACIO HERNANDO DE LARRAMENDI
Director General, \1 APFRE Grupo Asegurador
Madrid '

If one considers the term ~crisis™ as a syaonvm of
chunge with internzl convulsions. one may speak of
crisis in Spanish insurance. This was a none teo prosperous
institation in an under<developed country which is moving
toward immense growth possibilities in a country with a
rup.\, thyvthm of industrialization. :

he grists in our insurance has been one of growth and.
looking wt 1t from the outside, could be considered fun-
tastic in many of its aspects. For those of us on the "inside”
it has created problems of great managerisi compiexities.

Rapid Growth

In the decade of the sixties the Spanish insurance rar-
ket experiencedsone of the most rapid growths in Eurcpe,
and possicly in the world. Iis volume in dollars tncreuscd
almost feur times. and the closest European country did
nor reach an increase of three times, In 1971 Spain ranked
13th among the western countries according to figures of
the Swiss Reinsurance Company.

In 1972, the volume of the Spanish insurance markat
was $1.200 miliion. In 1973 it will reach $1.400 mitlion.
Spain in 1960 ranked 16th among the western countries
as to national income and moved up to 11th in 1971, The
latest information of the OECD indicates that with a
growth rate of 7.5%, it had the greatest growth rate for
a developed country—a situation which may have been
repeated in 1973, Considering the growth rate of the last
ten years, this would place Spain in 9th place in 1980,
right behind India, but ahead of Australia and Brazil.

In 1971, the Spanish irnsurance market was only 2.3%
cf the gross national product while the countries ahead of
Spuin. except for Italy, showed a much higher percentage.
It 1s most likely our percentage will go up, especially due
to the growih of life insurance, and one can conceive of
i's reaching 3.5%. With that one can foresee that in
1680 our market in this respect could rank eizhth among
the western countries, not far behind the seventh, which
will ke It.xly, alihough pussibly it will be threatened by
Brazil, und even Argentina. if 1t c..,nurucs w be plagued
by a scarcity of raw materials.

Even though a period of economic crisis might reduce
the anticipated rate of growth. it is logical to assume that
this would~occur on an universal level and that Spain
would te less affected than the insurance market immedi-
ately akead at the present mement. Under such optimistic
circumstances. wnat is the present situation of the market?
1t is precisely there that the dark clouds that worry us

“make their appeuarance.

Insuflicient Government Attention

Fer various reasons Spanish insurance has not received
o sufficient government attention in the last yeurs. having
“been relegated institutionally 10 a secondary rank, with u
© supervisory organism engulfed in un inferior hicrarchical
scale of the wreasury department. The Administration has
only taken iil conceived measures which as a rule have
been harmful, with one exception: the liberalization of
investments of insurance companies applied in 1970, that
bcmg the main reason for the present growth of life
insurance.
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Need for International Association
of Insurance Brokers and 4zents

With insurance wnd reinsurance recoming
international, the need for a i
zation, designed to draw mguher reinsuran d
ance agents and brokers throughout the worid o
apparent than ever before.

Tiris observation was made by Alun Tewle
general seeretary of the Bureau Internuiional of
of Insurunce and Reinsurance (BIPAR . in
the recent mid-year meeting of the Nationud
State Dircctors of the National Associztion
Agents in London.

Mr. Teale's appearance before the NAIA wus worold
1o explain the functions of BIPAR, an internaniona! orgun-
zation, and to request officials of NaAla
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merits of membership in the association.
Mr. Teale sald that producer asscciations' of sveen

countrics have membership in BIPAR which, he
is the only truly international associztion of
He noted the existence of COPAPROSE wrich oo
South America and is open to membership
American associations.

He suid that BIPAR is particulurly val
creates a central source of informaition whic
ity collected: fromt its widespread members and mud

able to inquiries relating to law on the practice wnd fur
tions of brokers and agents worldwide.

“BIPAR has aiready availuble a conmdercsl
‘Dibrary’ on the world's insurance law on tana
can provide a forum for discussion by represeniativ
member countries en matters which commonly &icor ¢
interests within their own countries and on which, petha:
some colicctive viewpoint would prove to be of reul vilue”

Presently, BIPAR is streamiining it
asking its present members whather they
new rules of admission which would encouruyge avociaw
o correspondent members from around the worid whoe
may currently hesitate to join because they feel-that than
are (0o remote and could not .men" m::etin::. accord.ng
to Mr. Tuule.

He annourced that the BIPAR's .mnua! zeneral me .;;x;
will take place in Turin, Italy, in June, when u otal surven
of the year's activities will be made.
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"Automobile insurance, which represents 30% of the

total premiums, has probably the lowest comparative rates
in ail .Europe, which a series of circumstarces makes it
dificult 1o change. This turiff level is pardy comgpensated
for by nctoriousiy low indemnities to third parties, with
untzvorable results harmful to the public image of insur-
ance as aa institution. On the other hand. insurers are
cifering 2 plan of automatic medico-surgical coverage for
injuries sustained in traffic accidents including the families
of the owners and drivers on an unlimited basis, without
any possibility of control by the underwriters. This gives
rise to ditficulties  such as excessive, cven abusive, costs
and growing changes in the reserves for losses. These are
insutficient in the case of many companies. a situation
which wili probably worsen in the next few years.

‘ Companies Under-capitalized

The above reasons have made Sp;mish insurance grossly
under-capitalized and that this should be o] yraud h\ the
. government, not too sirict in this. instance. crea big
* institutional problem’ for Spznish insurance which is ds':n-
cult to solve. Energetic zction would have to ke gencral m
order not 1o produce situations of relative injustice, but
this would prebably produce:

{x) Aa “invasion™ of foreign capital, which would be
sericusiy harmiul for the national contro} of the insurance
MAarker.

{b) An increase in the domination of insurance by bank-
ing instiiunons with an accumuiztion of fipuncial power,
which likewise seems unsat':sfuctory for the politico-secial
equilibricm.

Under these conditions '}*en. is no doubt that to brcak
zway from this vicious circle will require greut encrgy and
tact, and probably legistation to protect mergers of cor-
porutions in order 1o create insurance groups cmincntly
rational and with a sufficient volume to balance somcewhat
the financizl power of the big banks.

Level of Efficiency

In spite of all these problems and.
situation 1n the market which is hostile to insurance,

as o reacton to a
many

insurance compantes have had o underge profourd oo
nal reconstructions. The level of ;ﬁ‘\:’cr:_\ i

management and in that of “pragmatic’

as resulied m a nucleus of compaﬂ'% with o
ot corporate efiiciency which could give rise
1o the chan gmg of Spanish insurance inw cnc of
dynamic and progressive of Europe.

In the last weeks and, as a new factor
the erergy crisis has appearsd
possibilities which are impossibie 0 anik
change the optimistic forecasts, But this
must cifect the whole world, and re‘x;:
not foreseeable that Spain will sutfer
geo-political position, and becaus: in ma
could be. 1ogether with Japan. one of i
the Arab world would consider more
dangerous to colaborate with n 1
growing weelth, and In inlense acuvity
development. |

On the otber hand, the dithculties which
encountered in its incorporation-into Ez:rop
to rasentmentjon the part of some ¢ld Eu
might favor Rer in the future as it would pe
come closer tp the United States along the nires iaitinned
by 7t and thus to recover its polm -
umpomrxlv weakened. but favored in
ay <risis. !

I shall end these brief comments ¢n the Spunish
by repeating ‘my conviction that it will 1
which will be' far superior to that of other weswer
tries, produc ced in part by the siwation of
Crossro uds simalion bctwcen La'.in chri*
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rejoin in the near fu ure, poasxblv ina
untorc\ecabk a few years ago. I rwrust also that, sp
for the Spnxkh insurance comparies, we wiil be w
of the opportunity presented 1o us and that we shall on
our own dev dop a strong national insurance market. inde-
pencent of other financial sectors and sirongly fnated
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with our colldzgues of the market us 2 whole
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'EMPLOYERS REINSURANCE CORPORATION

The people to see for excess treaty coverage.

QOur service in the arezs of Fire,
Accicdznt and Muitiple-line excess
treanes has excanded rapicly—from
tre U.S. to Latin America, 13 the UK,
o E Jrepe. and around the giobe o
Australia and Japan..fcr a number
ct reasons.

First, we have a specialized.
muni-lingual sieft cf experis whe

ngerstand  thewr highiy techncal
t.2:ds as well 25 {or better than) any
Other Group in tn2 woric.
: Second. these expens are nodt
“desk men’”; they cail on chents i
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thelr own markets—Bogotd, London,
Athens. Stockholm —wherever they're
nezoed.

Third, our interoffice Telex nel-
work, stretching from San Francisco
to Zurch, is tied in 1o your office and
allows us 1o solve your problems
r‘.pr“"

Fournn, we've been in business a
\orxg time {since 1614) anc the body
¢l informaton weve acquired s
,ulu’ 3

t: four of these factors you must
consiaer whan you féquife €xcess

v i s ey 2o,

MPLOYERS

71 Vyast it Sireet, Kansas
Cavies. THMCOWEST

Cricesn

Fienao, Teiex 25-4542; Houston; New York, Teiex: 12-5064, San Francisce, Tewx.

varonto, Telex: 02-2364; Zurich, Telex: 05-4530: Atanta; Boston, Telex: £3-046
344

treaty coverage. Write or Telex, and
let's taik it over,

Maybe we can convince you th
we rezily are the pelpie 10 see
excess ireaty coverage.

Besides offering tagacity assis-
tance. we also can help you with your
proportional treaties. We write large
lings in Aviation. It your preblems are
refated to Marnne lines or known
accumulations of accident exposure,
we can heip you.

REINSURANCE CORPORATION

City. Missouri 63103, U.S.A. Telex: 04-2501
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