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General economic situation 1989 

T HE Spanish economy offered an acceptable balance for activity, investment and 
employment in 1989. 

The most outstanding events were the entrance of the peseta into the European 
Monetary System (EMS), and the surpassing of the 10,000 US$ per capita income 
barrier, for the first time. 

TABLE 7 

According to the Bank of Spain, the growth of Gross National Product (CNP) was 
4.8%, although the research service of Banco Bilbao Vizcaya (BBV) raises this percentage 
to 5.2%. 

This data, which is higher than initial forecasts, puts Spain amongst the countries 
with the greatest growth in the world, very much above the rate of growth expected 
for OECD countries as a whole (+ 3.6%). 

For the fourth consecutive year a strong rate of investment has been maintained 
(t 1 3.6%), both in capital goods, mainly during the first half of the year, and in the 
construction sector. 

It should be emphasized that in the four years from 1986 to 1989 investment 
grew by 76.4% in Spain, which implies capitalization atan annual accummulative rate 
of increase of 15.2%. In this sarne period, the evolution of gross production of fixed 
capital for the E.C. as a whole was 22.2%, which represents an annual accumulation 
of growth of 5.1%. 

TABLE 2 

Interna1 dernand increased by 7.3%, a much higher figure than that for GNP. The 
real increase in consumption, both public and private, was 5.5%, both above initial 
forecasts. 

The econornic policy has been to try to moderate the growth of interna1 demand, 
essentially by putting into action progressively more restrictive monetary measures, 



to  the point of limiting the growth of credit to the private sector, which has created 
difficulties in company financing, a fall in hire purchase agreements, and an increase 
in rates of interest. 

The consumer price index (CPI) increased by 1.1 points with respect to the 
previous year, rising to 6.9%, much higher than the first govermment estimates which 
placed it at 3%. 

This figure is  higher that the registered by the EC as a whole, but i t  should be 
seen within the context of an upward swing in alrnost al1 the countries in our geographic 
and economic environment. 

The forecasts for 1990, depending on the sources, place the CPI increase at 
between 5.1 and 7%, in other words, a similar figure to that for 1989. 

TABLE 3 

The tourisrn sector, one of the most sensitive in the Spanish economy, deteriorated 
in 1989. Spain received 54 million foreign visitors during this year (-0.2% with 
respect to 1988), which represented an income of 16,172.2 rnillion US$ (-2.9% 
with respect to  1988), a very important figure that normally compensated for the 
trade deficit. It should be pointed out that the Spanish spent more than 3,000 million 
US$ as tourists during 1989. 

In 1989 imports grew by 20%, to reach 8.4 billion pesetas. Exports grew by 12%, 
to reach 5.2 billion pesetas, putting the real exchange balance at 62%. 

TABLE 4 

In this way, the trade deficit was 3.2 billion pesetas jn 1989, which represents an 
increase of 36% with respect to the previous year, and 7% of GNP. 



This deficit i s  the consequence of an international market which is becorning 
more open and more cornpetitive, and domestic demand for products, both for 
consuption and for investment, undergoing expansion and not keing satisfied by 
domestic production. At the same time, the general increase in prices and the strength 
of the peseta against other EC currencies, does not favour the export process. 

The entrance of foreign capital continued in 1989, an indication of confidence 
in the development of the Spanish economy. The long-term surplus in the capital 
balance, US$ 17.708 million, reflects an increase in foreign investment in the year, 
rising to 32,830 million dollars. The level of reserves was maintained at 44,500 
rnillion US dollars. 

This continued expansion of econornic activity favours the creation of employment. 
The working population of Spain is placed at 14,930,000 persons, of whom 12,408,000 
are in employment (+2.27%), and 2,521,800 (-1 3.6%) are unemployed, which 
implies a reduction of the unemployment rate to 16.8%. 

The Spanish unemployment rate continues to be considerably higher than that 
for EC countries as a whole (6.6%). That which was achieved in 1989 signifies a 
substantial improvement over 1987 (21.1 %) and 1988 (1 8.8%). 

A higher collection of taxes than that initially forecasted puts the tax burden at 
21.3% of GNP, which has perrnitted a policy of expansion in public spending. and a 
reduction of the state deficit to 1.7% of GNP. For 1990, the tax burden will represent 
20.8% of GNP, higher than that initially forecasted foí 1988. 

Sources: CEOE: Monthly report on Socioeconomic situation 
B.B.V.: Situation report 



The main features of the insurance 
market in 1989 

A CCORDING to preliminary data, direct insurance premiurns reached 1,556,675 
million pesetas in 1989, 8.9% less than that registered for the previous year. 

TABLE 5 TOTAL MARKET 

The NON-LIFE branches went from 81 6,620 million pesetas to 1,089,627 million 
pesetas in 1989, a growth of 21.5%. 

TABLE 6 TOTAL MARKET WITHOUT LlFE 

This high growth can be explained, amongst other reasons, by the following 
causes: 

- The rise in the number of motor vehicles in Spain has been spectacular in recent 
years, and especially in 1989. Approxirnately 1,000,000 new cars were registered 
in that year. As about 350,000 vehicles were taken off the roads, the number of 
new units is approximately 650,000, cornpared with a total number of vehicles 
estirnated at 10,800,000 at the beginning of the year. 

1 
- Travel assistance insurance has developed together with Motor insurance. Growth 

in 1989 with respect to 1988 was 28.3%. Even though the total volume of 
premiums is of little importance in relation to the sector as a whole, its growth and 
development is an indication of its important future and the greater role of a 
combination of insurance and direct assistance. 

- Even though there has been a slowing down in the growth of Multirisk insurance, the 
increase in premiums registered in 1989 is of irnportance, being placed at 28.6%. 



- The classes of Surety, Credit and Engineering registered increases in premiums in 
1989 with respect to 1988 of 35%, 24.1 % and 't 5.474, al1 noteworthy, and related 
to the growth of the Spanish economy and the new investment, both public and 
private. 

TABLE 7 PREMIUMS ISSUED [WITHOUT SURCHARCES) 

I With relation to LlFE assurance, there was substantial growth in regular premium 
policies: these have increased from 21 6,174 rnillion pesetas in 1988 to 266,932 
rnillion pesetas in 1989 (+23.5%). 



As opposed to this, single premium life assurance has suffered a fall of such 
magnitude that i t  has caused a decrease in the total volume of insurance prem~urns 
in Spain. 

In 1988 the volurne of life single-premiums was 595,334 million pesetas, and in 
1989 this figure was reduced to 197,531, in other words, 397,803 million pesetas 
less (-66.8%). It is  probable that the fall in thic type of insurance will continue in 
1 990. 

The irnportance of this class of business in the sector as a whote is reflected in 
Table 8: 

TABLE 8 

For this reason there have been significant changes both in the ranking of 
insurance groups, and in the growth (decrease) of each one of them with respect to 
1988, as a function of single premiurns volume. 



Table 9 gives the ranking for the main Spanish insurance groups for direct 
domestic insurance. Tables X and XI chart the evolution of the eight most irnportant 
groups in the LlFE and NON-tlFE sectors in 88 and 89. 

TABLE 9 
RANKING OF THE MAlN INSURANCE GROUPS 1989 

(DIRECT DOMESTIC INSURANCE) 

M a n a -  
- 



The loss of market share of the largest groups, both in NON-LIFE and in LlFE 
regular prerniums, with respect to the sector as a whole is significant. This is due to 
the recent entrances of new foreign insurance groups, and also to the great competition 
which exists in the market. 

I TABLE 10 
RANKING OF DIRECT LlFE ASSURANCE GROUPS 

(PREMIUMS ISSUED IN SPAIN) 



TABLE 11 
RANKING OF NON-LIFE DIRECT INSURANCE GROUPS 

(PREMIUMS ISSUED IN SPAIN) 

Z U W H i W A N i A  
mt~rhemíuna 

P Qther NO#-EtFE 
TOTAL PREMIUMS 

ik- Motor Renium - - - Other H ~ - L I F E  - 
TOTAL PñEMlUMS 

Sources: UNESPA: lnsurance Statistics and Avance 1989 (may 19901. 
D.G.S.: Quarterl y re port. 



Most outstanding features 
of 1989 y class 

MOTOR INSURANCE 

T HE data for 1988 confirms our predictions about the difficulty of the situation 
in this class, in which, according to information produced by Unespa, premiums 

issued grew by 13.6%, whilst clairns rose by 35% with respect to the previous year. 

The underwriting losses for 1988 rose to 71,590 million pesetas, leaving a deficit 
of approxirnately 40,000 million pesetas when investrnent income is deducted. 

In 1 989, unfortunately, our pessi mistic estimates that the losses of the previous 
year would be exceeded, in relative and absolute terms, came true, and were indeed 
surpassed. According to preliminary data, underwriting losses will reach 140,000 
million pesetas and, deducting investment income, the operating costs will be a loss 
of 80,000 million pesetas. 

TABLE 12 MOTOR INSURANCE 

The forecasts for 1990 point towards a relative stabilization of the costs of 
claims for personal injury, and slight increases in the figures for the rate of accidents. 
This, together with large increases in premiums, especially those for Third Party 
Liability cover -which creates the largest losses-, allows one to hope for a certain 
improvement in the results. 

Our estimates for 1990 predict a growth in premiums of about 25% (more a 
consequence of an increase in tariffs than an increase in the number of vehicles, 
which are affected by a fall in sales), and underwriting losses in the order of 130,000 
million pesetas and, deducting investment income, the operation loss will be appro- 
ximately 75,000 million pesetas. 

The most specialized companies have opted for rapid liquidation of claims and 
an increase in the claims reserve as efficient and prudent measures to minimize losses. 

The possibility is  worrying that some motor insurers do not have sufficient 
provisions for outstanding claims, and therefore when these campanies show this 
deficiency of provisions, the losses of the sector will be even more acute. 



The upward tendency for regular premiums in life assurance continues, and a 
very large real increase (25.4%) was registered, rnany times higher than the average 
growth of the econorny. A slight acceleration in the rate of increase with relation to 
the last few years dan be detected. 

In 1989 within a context of greater offer and, in consequence, competition, 
Retirement insurance cover continues to play a leading part in individual, periodic 
payment operations. 

In 1989 certain national banking networks successfully distributed these types 
of life-retirement products, which will lead to greater awareness on behalf of the 
consumers, and less defined frontiers between life assurance products and banking 
products, and a greater level of competition. 

1989 saw the end of the boom of the atypical single premiums, although mediurn 
and long-term single payment insurance policies continued to be bought in the 
search for good financial-fiscal profitability within a totally legal investrnent alternative 
with a certain amount of risk coverage. 

Thus a trend toward highly financial life products is consolidated, which, as 
happens in other countries in our environment, generate savings which are clearly 
favourable for the stability of the economy. 

The distribution of private Pension Plans, in their second year of existence, 
developed at a pace slower than expected. l t  is confirmed that we are faced with a 
new type of development, with slack sales in December, more because of tax moti- 
vations than as a complement for retirement. 

TABLE 13 

We believe that this period of expansion in t i fe assurance will continue in 1990, 
possibly a t a  faster pace than the previous year, due to a probable reduction in the 
tendency to consume. The types of life assurance with a large financial cornponent 
will continue developing, and will constitute a savings alternative with attractive tax 
advantages. 



Within the personal risk sector, the foundations are being laid for strong deve- 
lopment in 1990 and successive years with respect to health insurance through 
policies for the refunding of expenses and rnedical assistance policies, which will 
complete the range of covers related to human life which Spanish society is deman- 
ding. 

THEFT AND BURGLARY INSURANCE 

This class is continuing the excellent improvement started in 1985, with good 
growth of premiums in 1988 with respect to 1987 and above al1 with an actue 
decrease in the loss ratio. 

TABLE 14 THEFT AND BURGLARY 

It can be said that in 1 989 the good results as far as the loss ratio is concerned 
were maintained, even though the growth of premiums was much lower than that 
registered in the previous year. 

FlRE INSURANCE 

Even though only preliminary information about the loss ratio for this class in 
1989 i s  available, a deterioration over the rnagnificient results obtained in .t 988 is to 
be expected, even after having taken into account the growth in premiums in 1988 
with respect to 1988 (+3%). 

The main losses in 1989 include those of Cetarsa (Compañía Española de Tabacos 
en Rama) in some warehouses in Cáceres, to the value of 1,200 million pesetas, and 
above al1 the fire in the Vandellbs I (Tarragona) nuclear powerstation, to the value of 
1 1,000 million pesetas, covered by the Spanish Atomic Pool. 

It can be expected that this reasonable growth will continue in 1990, and that 
the loss ratio will be bearable, despite the insistent pressure to lower rates and the 
ever more frequent inclusion of "al1 risks" cover with insufficient deductibles. 



TABLE 15 

Ii'ILlYIlU 

4 ARCES 
C M U m I i I  

YCURRE 

MULTlRlSK INSURANCE 

The growth in premiums of the different types of Multirisk policies was 28% in 
1989, a slightly lower rate of growth than in 1988. The loss ratio rose by 46% with 
respect to the previous year, which places it at 62.2% of total prerniums. The loss 
frequency continued to rise in this branch, from 16.2% in 1986 to 20% in 1988. 

All this helped to push the underwriting result into negative figures for the first 
time. 

TABLE 7 6  MULTlRlSK 

The forecasts for 1 990 are that if running costs are not reduced suff iciently, and 
if the competitive reduction in premium rates continues, Multirisk insurance as a 
whole could present acute underwriting losses. 

MARINE INSURANCE 

Marine insurance reached approximately 38,OO rnillion pesetas in 1989. As a 
whole, a stagnation in premiums can be seen, and a significant rise in the loss aIKi5 
which, without a doubt, will produce a negative underwriting result for 1989. 

15 



The Marine Hull branch in Spain has not differed from international tendencies, 
and even more so considering that it is a market with clear dependence on international 
reinsurance. 

The position taken by the multinational cornpanies, and the actions of the brokers 
continued to promote strong cornpetition between the companies in 1989, the 
effects of which will not take long to make themselves felt in a very negative way. 

TABL E í 7 MARINE HULL AND CARGO 

1989 staried with a strong tendency towards a drop in rates (-20% in Merchant 
vessels and -1 0% in Fishing vessels) and duties as a result of the overcapacity of the 
international rnarket, and the strong tensions within the Casmer agreement, which is 
now no longer operative. 

In 1989 the Spanish Merchant fleet saw its number reduced by 37 vessels 
(-327,000 GRT with respect to  1 988). In the five years from 1 985 to 1 989 there has 
been a decrease in vessels of 28%, representing 39% of total tonnage. 

The deep freezing fishing fleet is  facing serious problems due to the scarcity of 
fishing grounds and also fishing restrictions. The use of fishing grounds which are 
further and further away poses additional risks for the insurers, which are not com- 
pensated for by an adequate level of rates. The only sector which is developing 
favourably is Shipbuilding which has healthy order books. 

The drop in rates has persisted during the first rnonths of 1990, and therefore the 
prospects are also not favourable for this year. 

The Cargo class, which had maintained a good level of results, has also been 
affected by the fall in rates registered in the international market, which will reduce 
rates. 

The Construction sector as a whole grew by 13% in 1989, and growth of around 
10% is expected in 1990. 

The engineering branch as a whole (incl uding C..A.R., E.A.R., Machinery Breakdown 
and Electronic Equipment), represents less than a 1 % share of the insurance market 



despite the permanent increases achieved in the last few years, going frorn 3,437 
rnillion to more than 10,500 rnillion in the five years from 1983 to 1988. Datafor the 
market for 1989 reflect a growth of not less than 15% with respect to the previous 
year. 

The volume of premiums in the Engieneering sector is concentrated in few 
companies (the first 10 take 60% of the premiums and the next 10 around 20%), 
although there are about 100 companies operating in one or more of the Engineering 
branches. 

TABLE 18 

The tendency for a fall in rates continued in this class. 

The Construction Bill which establishes obligatory decennal third party insurance 
for the developer, has been drafted various times and has raised high expectations 
among those involved in construction work and national and international insurers 
and reinsurers. 

Electronic Equipment insurance is  developing increasingly well, despite the fact 
that many operations are being insured through classical branches or combined 
policies. 

The claims arising from the Vandellos I nuclear powerstations, together with the 
nurnerous and serious damages caused by the rains of Septernber, November and 
December, increased the loss ratio of Engineering in 1989. 

SURETY INSURANCE 

In 1988 was a good year for Surety in Spain. This may be deduced frorn the 
volume of premiums (5,865 rnillion pesetas, an increase of 35% with respect to the 
previous year), and from the loss ratio (1,957 rnillion), slightly lower than the previous 
year. 

The activity of the State in the area of public works has prornpted a large rise in 
the volurne of contraction in the Construction sector, which is the rnost important 
sector for the Surety insurance companies. It should be pointed out on the other hand 
that there has been an increase in the number of companies working in Surety. This 
will undoubtably have a negative effect on prernium rates, which, as in previous years 
have been subject to pressure to decrease. 



According to advance data, 1989 seems to have provided the same success as 
the previous year, as the circumstances surrounding the Spanish economic environment 
have not changed. 

TABLE 19 SURETY 

The outlook for 1990 seems to be equally favourable, although in certain sectors, 
such as real estate promotion, the situation seems to be worsening, which would have 
a negative effect on the volume of premiums. 

As in the rest of Europe, the solvency ratios to which the banks are subject, rnay 
have the effect of reducing the activity of these institutions in guarantees. As i s  well 
known, the Spanish banking systems controls a percentage of probably not less than 
70% of the total volume of guarantees in Spain. 

During the last decade the insurance of domestic credit has maintained a high 
level of growth, premium volume going from 3,200 million pesetas in 1980 -in 
approximate figures- to more than 10,000 million pesetas in 1988. 

In this same period, the loss ratio has gone down in a spectacular fashion since 
1984. Percentages of more than 100% of prerniums for the corresponding year have 
given way to figures which nawadays are around 50/60%, this, in a certain way being 
a reflection of the general irnprovement in the national economy during the same 
period. 

For the same reason, this tendency seems to have stopped, or even changed 
direction in the first rnonths of 1990. 

Until well into the 80's this branch was the monopoly of a single insurance 
company. At the present time there are around ten authorized companies, of which 
four may be considered operative. 

The entrance of new insurers into the market has produced desirable competition, 
which is shown not in a reduction of rates, which have remained practically unchanged, 
but in improved service. 



I In general terrns, the aforementioned tendencies for production are followed in 
1989 and even though only initial data is  available, it can be confirmed that the value 
of premiurns will exceed 12,000 million pesetas with a loss ratio similar to that of 

l recent years. 

1 TABLE 20 DOMESTIC AND EXPORT CREDIT 

The prospects for 1990 allow for a similiar rate of growth, even though the 
Administrat~on's Measures concerning the limitation of bank credit, and others aimed 
towards the control of the growth of the economy make a worsening of the risk 
covered by this insurance seem likely. 

PERSONAL ACCIDENT INSURANCE 

The Personal Accident sector grew by approximately 14% in 1989, which is 
substantially lower than the corresponding figure for 1988 (25%). As far as the loss 
ratio is concerned, in 1989 claims represented 40,7% of income. 

1 lABLE21 PERSONAL ACCIDENT 

I The market is showing a marked tendency towards the commercialization of 
individual products within this branch, both through direct sales and through mailhgs 
directed at specific groups classified by occupational activity. 

19 



With respect to 1990, the liberalization of Compulsory Travellers' lnsurance 
should be emphasized. This was managed on a monopoly basis by a state organ (the 
Consortium for lnsurance Compensation), whose prernium incorne for this year will 
be 1,600 rnillion pesetas. 

THlRD PARTY LIABI LITY 

In 1989, net premium income was estirnated at 26,770 milion pesetas, an increase 
of 13.5% over the previous year. 

THl RD PARTY LlABl LlTY 

According to still provisional figures, the loss ratio rose to 68.7% of net premiums. 
Despite this, when comparing these figures based on various questionnaires completed 
by the companies, with posterior information provjded by the Dirección General de 
Seguros (state insurance body), it can be seen that the loss ratio varies qu'ite considerabl y, 
to the point where i t  can be estimated that the real figure should be placed at least 
10 points lower than the figure above. 

With respect to the general market situation, growing competition in the capture 
of premiums can be observed, both in direct insurance and reinsurance. This circums- 
tance is resulting in a considerable reduction in the price of the big emblematic 
policies, according to the ease of placernent on the London Market or in international 
reinsu rance. 

It is also necessary to mention the legislative movements taking place which will 
have a determining influence on T.P.L. insurance. 

- The announcement of the new Limited Companies Law creates new areas of 
responsability applicable to members of Boards. 

- There is also the intention to promulgate the Regulation of Construction Law 
which allots responsability in construction defects, and foresees the constitution 
of compulsory decennial insurance for developers. 



- As in the previous year, the E.C. directive concerning T.P. Liability for defective 
products has st i I I  not been incorporated into Spanish legislation, and has not even, 
despite the notorious failure to meet the deadlines imposed, been submitted to 

1 Parliament for discussion. 

- As a last point, the setting up of the National Plan for Toxic and Dangerous 
Residues, and the failure on behalf of the insurance companies to give an adequate 
response in relation to the compulsory insurance instituted, has brought some 
companies to come together to create, as in other countries, a pool specialized in 
the cover of environmental risks. 

LEGAL MODIFlCATlONS WHICH HAVE AFFECTED INSURANCE 

The process of adaptation of our laws to the legal norms of the community and 
the adoption of fiscal and monetary measures aimed fundamentally at the deceleration 
of the growth of domestic demand, and the progressive evolution of inflation, have 
been the deterrnining and impelling factors in the legislative movement concerning 
insurance matters in 1989. 

m Concerning the adaptation to Community Directives, Royal Decree 1546/88 was 
published on December 23, through which the quantitative indemnity limits for 
Compulsory Civil Liability lnsurance for the Use and Circulation of  Motor Vehicles 
were raised to the following arnounts; 

- 8 rnillion pesetas per vehicle (for personal injury). 

- 2.2 million pesetas per claim (for material damages). 

The resolution of the Dirección General de Seguros (DGS) approves the table of 
indemnities for bodily injury and the Private Medical Assistance for road accidents 
treaty. 

In accordance with the requirements of the lncorporation of Spain into the E.C. 
treaty, the regulations of the Community Directive 78/473/CEE concerning Com- 
munity coinsurance have been incorporated into our legal system: the insurance 
cornpanies may participate in the following percentages (75% until 31-1 2-89; 
40% until 31.1 290; 20% until31-12-91) in coinsurance operations for risks located 
in Spain, even if they are not established (head office, branch office ... ) in Spanish 
territory. In the same way, Spanish cornpanies may insure, in coinsurance agreements, 
risks located in Community territory. 

e The E.C. official newspaper of February 15, 1990 published a proposal for a 
directive concerning the free offering of services in direct /;fe assurance. 

Its approval will allow clients of any Community country to buy insurance not only 
from cornpanies established in their own country, but also from any company 
whose head office lies in any part of E.C. territory. 



lnsurance cornpanies will not need to be permanently physically established so as 
to offer or give their services outside the borders of their country of origin. 

The State  ene eral Budget law for 1989, introduced as its rnost irnportant new 
feature a rate of tax of 4% on the reinsurance profits obtained by foreign reinsurers 
not having permanent establishment in Spain, and residents in countries with 
which Spain does not have a double tax agreement. 
This law maintains the same scheme of deductions for personal incorne tax as in 
1988: 10% for insurance premiums and 15% for pension plans. 

e The Royal Decree 5/89 concerning urgent financial and fiscal measures, and the 
Royal Decree 1203/89 of October 6, published to facilitate i t s  application, prohibit 
the insurance companies from performing operations which imply the reception of 
repayable funds and whose usefulness as an insurance operation is impaired dueto 
period length or insufficient cover of the risk in case of death or injury. In this way, 
it is intented to put an end to short period deferred capital single premium insurance 
contracts. 
Through a resolution of the General Secretariat of the Ministry of Finance, the 
Administration will rnake the financial assets fund earnings of certain single premium 
life assurance operations subject to  taxation, and in consequence qualifies the 
profitability obtained as investment capital profits, subject to appropriate tax retention. 

Three judgments of the Supreme Court deserve a brief commentary due to the 
legislative implications which they carry: 

- The first of these recognizes the possibility that any legal entity or person 
(including insurance and banking cornpanies) may bring about the constitution 
of an agency or broker company or have a share in its capital, and in this way 
acquire the status of partner. 

- The second, declares that membership of the college is obligatory for non- 
representative agents, and indirectly affirms the necessity for these professionals 
to conform to the Special Regime for the Social Security of Self Ernplyed. 

- The last, the judgment of February 7, 1989 brought with it the publication of 
the order of June 2 ,  which declared null and void the order of the Ministry of 
the Econorny, 10-07-86 which regulated loss adjusters, commissioners and 
average surveyours. 
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