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Il grande cambiamento in atto, che sta rivoluzionan-
do la realta quotidiana del nostro lavoro e della
nostra vita, e stimolato da due fattori essenziali. 1
primo ¢ lo sviluppo delle tecnologie: i media e
I'informatica applicata alla comunicazione hanno
fatto cadere il postulato della “prossimita” cancel-
lando spazio e tempo. Il secondo fattore é dato dalla
“deregulation”, determinata, a partire dagli anni Ot-
tanta, dalla caduta dei sistemi antagonisti basati
sull’economia collettivizzata e dal contemporaneo
affermarsi di politici come la Tatcher e Reagan, defi-
nibili come “oltranzisti” dell’economia di mercato.

[I nostro pianeta assomiglia sempre di pit a un con-
dominio con le pareti sottili, dove anche un colpo di
tosse diventa di pubblico dominio, cosi come alzan-
doci la mattina la radio ci informa sull’andamento
della borsa indonesiana.

La globalizzazione si esprime in questa fulminea
connessione degli eventi con I'attitudine delle scin-
tille a trasformarsi in incendio. Globalizzazione che
riguarda le imprese (I'offerta) e le collettivita dei
consumatori (la domanda), ma puo riferirsi, in un
significato ancora piu esteso, ad altri fenomeni, co-
me quelli ecologici o sociali, capaci di determinare
situazioni di instabilita che si propagano velocemen-
te dal loro luogo di origine, per forza propria o - piu
semplicemente - per la percezione di vicinanza in-
dotta dalla comunicazione.

La concentrazione e la internazionalizzazione delle
imprese favoriscono (ma a loro volta ne sono in-
fluenzate) I'omogeneizzazione dei consumi e degli
“stili di vita”. Emerge una richiesta di beni e di ser-
vizi che si assomiglia sempre di piu, ed é dovuta
ancora alla comunicazione, al decentramento delle
unita produttive, alla facilita degli spostamenti.
Secondo una grande societa di consulenza interna-
zionale il 23% dell’economia mondiale & ormai
globalizzata. Si tratta dei settori del petrolio (sia del-
I'estrazione che della raffinazione), del legname,
dei motori d'aereo e dei semiconduttori.

C’é un 15% di economia in fase di accelerata globa-
lizzazione (consumi elettronici, automobili, soft
drinks, calzature, produzione di film, prodotti assi-
curativi per le grandi aziende, asset management,
televisioni commerciali).

Ho cercato di dare una spiegazione ai processi di in-
ternazionalizzazione delle compagnie di
assicurazioni, dividendo il passato dal periodo di
transizione che ¢ trascorso - ma non del tutto - e cer-
chero di analizzare quelli che sono i fenomeni che
0ggi spingono la concentrazione e I'internazionaliz-

Concentrations of
Insurance Supply and
Liberalization of World
Financial Market

he great change we are now experiencing,
which is revolutionizing the daily reality of
our work and life, is motivated by two essen-
tial factors. The first is the development of
technologies: cybernetics and computer sci-
ence applied to communication have eliminated the
“proximity” postulate, cancelling space and time.
The second factor is deregulation, which since the
1980’s has been based on the fall of collective economy
systems and the contemporaneous success of leaders
like Thatcher and Reagan, who can be defined as mar-
ket economy “extremists.”
With this in mind, when preparing my speech, I consid-
ered the phenomena of insurance supply and demand,
along with the socioeconomic developments going on
around us, of course.
Trade, the exchange of value, is a game of demand and
supply. Now we find ourselves faced with mergers and
acquisitions that create processes of concentration and
internationalization.

Merger operations are more closely related to concen-
tration, while acquisitions are closer to the
phenomenon of internationalization.

These transactions result in (but at the same time are
influenced by) the homogenization of consumption
and lifestyle. The demand for goods and services is be-
coming more and more similar, and this is due to
communication and the decentralization of production
units.

The “need for stability” is also expressed in economic,
social and environmental terms. This need is common
to all countries of the world, from the richest to the
poorest.

According to a large international consulting company,
23% of the world economy is now globalized. This in-
cludes the oil (both drilling and refining), lumber,
aircraft engine and semiconductor sectors.

Fifteen percent of the economy is undergoing acceler-
ated globalization (consumption of electronics,
automobiles, soft drinks, shoes, film production, whole-
sale financial services, insurance products offered to
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large companies, asset management, and TV commer-
cials).

I have tried to provide an explanation for the process of
internationalization in insurance companies, separating
the past from the period of transition underway, but
not yet complete, and | will try to analyze the phenome-
na that are now motivating concentration and
internationalization in the companies in our sector.

In the past, the reason for getting involved in concen-
trations and moving into the international area were
related to being established or developing in a small
country like Switzerland or Sweden.

Another reason was being established in a market that
was already multinational from the beginning: Generali
and RAS were founded in Trieste, within the Hapsburg
Empire, around 1830.

Likewise, English companies developed in Common-
wealth countries or colonies.

Later, other reasons were added, as corporate cus-
tomers expanded their production and marketed their
products in other countries. Insurers followed their
lead, first with simple affiliates, and then by creating
true companies, apportioning the risks among various
economies.

One well-known example of possible repercussions on
international activity due to historical events is the case
of Generali and RAS, which during World War 1l com-
pletely lost the companies they had founded in Central
Europe.

Another still valid reason is the search for new opportu-
nities on less mature markets.

It’s common knowledge that compared with GDP, in-
surance costs tend to increase more than
proportionately to increased wealth in a country; never-
theless, this rate of growth is different in poor countries
or countries less mature than those in the middle
(which must reach a high income level).

Thus, the curve is flat at the beginning and becomes
nearly flat again at the end, while in the middle there is
a very high derivative before the curve. This means
that, at that point of the curve and the history of that
population, there is a strong tendency to buy insurance,
and this is probably the right time to invest in that
country and seize the best opportunities.

I would like to comment on some figures that show how
insurance demand has grown between 1978 and 1996,
in terms of the ratio between insurance expenditure
and GDP:

— Germany is the country that has grown the least
(from 5% to 6.5%), probably because of the incorpora-
tion of the former East Germany;
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— the ratio has almost doubled in the United Kingdom
and Switzerland;

— in France, the ratio is now 2.5, in Spain 3.5, in Italy
only 1.8 (but the situation changed drastically in just
one year: in 1997, the ratio between insurance expendi-
ture and GDP leaped to 4.1% ).

Another consideration is that in any event, trends in
that curve are greatly influenced by the pervasiveness of
the social security system, as in countries where the so-
cial state is not extremely interventionist, the curve rises
rapidly, while, as we all know, the curve remains very
flat in countries with a very broad welfare state, as Italy
has had up to now, although the situation is about to
change.

When the increase in per capita income, or the in-
crease in income of a nation, is accompanied by a
reduction in the welfare state, the combination of these
two phenomena has an explosive effect on demand for
life insurance.

When we look at the same ratios for the same periods,
but for the life insurance branch alone, all indices have
jumped upward, except for Germany’s:

— the United Kingdom, which had 1.9% for all branch-
es, has a ratio of 2.5;

—in Switzerland, it is 2.7;

— in France, it leaped from 0.9% to 5.9% (a ratio of
6.5);

— in Spain, life insurance consumption has grown by as
much as 23 times in 18 years;

—in Italy, by the end of 1996 we had gone from 0.2% to
1.4%, with a sevenfold increase between the two ratios.
However, if we consider life data for 1997, this 1.4% be-
comes 1.9%, and the ratio becomes almost 10.

That is, in 19 years, we have multiplied the life insur-
ance consumption/income ratio tenfold.

Many large companies now declare that they want to ex-
pand into Eastern Europe or Asia. The reasons are
explained by the figures.

With data ending in 1995, we have an insurance expen-
diture/GDP ratio and per capita consumption of
premiums expressed in US dollars (in Italy we should
be at $800-900 of consumption per capita).

For countries in Southeast Asia, we can see two very dis-
tinct situations:

— Taiwan, Singapore and Hong Kong, whose economies
are greatly influenced by the West, have nearly Euro-
pean levels;

— all other countries have ridiculously low levels, not so
much in terms of expenditure/GDP, but in per capita
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consumption (Chinais at 1.17, but insurance consump-
tion is at $6 per person, thus more or less all companies
have decided to go to work in China...).

— the situation is more or less the same in Eastern Eu-
rope: there are levels that, with regard to the
expenditure/GDP ratio, are parallel to those of Europe
in the 1960’s, while per capita consumption of premi-
ums is quite modest. We, who are the last of the
consortium in Europe, have a consumption ten times
greater than the best of those countries (Hungary).

What are the strongest influences on internationaliza-
tion processes in the insurance market?

We can all agree that the free trade influence is certain-
ly quite important, that the globalization of the
consumer market and the capital market is both the
cause and effect of this phenomenon. In all countries
we see a strong expansion of insurance needs, and the
same competitive pressure, which is caused by a combi-
nation of these phenomena, is pushing companies to
internationalize.

Let’s look at them more carefully.

With regard to the liberalization of the insurance indus-
try, we can see two things:

— 1. The third Community directives have in fact creat-
ed a single market, where we can foresee the fall of
protectionist barriers;

— 2. A large market is emerging where there will be al-
most perfect competition in quality and price. This will
occur in different phases: it will be much more rapid
for personal financial services and corporate clients,
and slower for personal products.

This means that all insurers in the individual countries
who belong to the common market will enter a single
arena. But as this process also regards other players in
the financial market - banks and other kinds of finan-
cial brokers - and if concentration works in the
meantime - there will be competing in the same territo-
ry, with more or less the same products.

Consumers are changing, and technological develop-
ment is creating much more rapid personal mobility, as
well as an availability of information that was absolutely
unthinkable just a few years ago.

Investments in less developed Western countries create
a process of imitating consumption models. This all cre-
ates a more homogenous, evolved state of demand, with
greater needs. There are even customers who know
how to use cybernetic tools and can order and buy
products throughout the world.

With regard to expanding insurance needs, we can state
that the growth of competition, which does not involve
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only the insurance sector, but all sectors of the economy,
involves acquiring a “culture of risk,” and thus the need
for much greater coverage than in the past. Competi-
tion means selection, greater economic vulnerability of
the company and thus a greater need for security.

In Italy in particular, we are witnessing the gradual phe-
nomenon of young people going from subordinate
employment situations to working independently. This
is due to the fact that for reasons that include inflexible
work contracts, companies prefer to focus on variable
rather than fixed costs. Slowly, we are moving from the
“culture of job position” to the “culture of services ren-
dered.”

The same focus on outsourcing certain activities in
companies is encouraging indipendent employment.
Another reason for increased demand for insurance is
related to the situation of the welfare state.

More or less throughout the world, we are seeing a
transition from an insurance situation centered on the
State to a diffuse insurance situation, where the players
are not only the State, but also private insurers.

On the other hand, it is impossible for the State to bear
the pressure on public finances, and thus the demand
for resources and the impossibility of increasing these
resources by increasing taxes. In addition, there is a
need to comply with the criteria for European conver-
gence.

Thus, the problem lies in transferring responsibility to
management, even though we need to ask ourselves -
what is the State transferring to private insurers?

It is an enormous riddle that offers equally significant
opportunities for those able to seize them. Demograph-
ic development is leading to an impressive growth in
the number of senior citizens compared with those of a
productive age; the president of Ania has declared that
between the years 2000 and 2020, the “dependence ra-
tio,” i.e. the ratio between the number of persons over
65 and the number of productive age persons (from 15
to 65 years old) will double. This ratio, expected to be
20% in the year 2000, will rise to 40% by 2020.

This will lead to changes in consumption by senior citi-
zens. And we know that today’s seniors have much
greater demands and expectations than in the past.
Some say that the average age of Italians has not in-
creased, but youth has. This all results in an explosion
of post-employment needs and the demand for health
services. When the average age increases, the rate of ill-
ness increases (moreover, health care costs more than it
once did), which creates a structural problem of the ac-
cumulation of resources. We should ask ourselves if we
italian insurers will be capable of resolving this prob-
lem, because it is truly a great, epoch-making issue.
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Probably, insurance based solely on the capitalization
system will not be enough. We need to make different
political and strategic decisions, and some say we need
to add a “fourth pillar” to the well-known other three.
The so-called “tree of life” has changed in just 43 years.
The triangle has become almost a rectangle, a sort of
mushroom, whose base (consisting of the number of
young persons) has grown smaller, while the breadth of
higher segments has grown sharply.

In 1951, persons over 65 years of age accounted for
8.2% of the population (while those over 75 accounted
for 2.6%); in 1994, the percentage had grown to 16.4%,
while those over 75 had nearly tripled.

The same phenomenon can be analyzed by groups of
countries. In OECD countries, people over 75 years of
age increased from 20% to over 30%, while the most
dramatic situation is in China, where those over 60,
now accounting for 10%, will account for 22% in 2030.
As there are 1,200,000,000 Chinese, hundreds or mil-
lions of people will find themselves in a difficult
situation.

To sum up, technologies tend to annul the “space” and
“time” factors, providing information in real time on in-
vestment alternatives and telematic mobility of capital
on a planetary scale.

The expansion of the market economy has resulted in
enormous participation by the financial system. Colos-
sal sums are shifting without barriers throughout the
planet.

The flow of capital in the world multiplied 100 times
from 1973 to 1998.

There is an accentuated demand for efficiency. There is
pressure from the consumer and conflicting pressure
from shareholder. The consumer wants lower prices
and higher quality, while shareholder wants bigger divi-
dends and fewer risks. Many of the great financial and
insurance organizations in Europe have declared that
they want to achieve a ROE of 15% within a few years.

I believe that today few companies in Italy (perhaps a
few specialized life companies) will be able to reach 7
or 8%.

I also ask myself how it will be possible. We need to con-
sider that financial investments yield less and less and
securities covering reserves have a remaining life less
than the life of the investments. And don’t forget that
we need to “reserve” with the system of “ultimate re-
serve,” at significant cost.

I think I can safely state that it will be hard, with the
pressure we have on prices. Those who can’t do it will
lose customers and, today more than ever, capital, as
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customers are extremely mobile and well-informed.

We need to ask ourselves: “How can we create value
through acquisitions? What are the sources of value?
Why am | doing it?”

The range of responses: “To do a business deal”. When,
for example, a company is undervalued. Or to create
synergy and so-called economies of scale. Although 1
should recall that in insurance, economies of scale are
less important than in other sectors. Many of our costs
(claims, business expense, etc.) are variable.

Thus, we buy a company to buy the skills of that compa-
ny; it could be the distribution network, management,
and so forth.

Let’s talk about the issue of “specialization”.

The best companies are in the Northeast; 88% of them
are specialized and 12% general.

Of those in the Southwest, who are not successful, 23%
are specialized and 77% are general.

It’s logical that we should specialize. And we should
choose markets where we can be strong without contin-
uing to think we can do “a little of everything, for
everyone.”

Specializing means deciding which market to stay in
and what role to play.

Incidentally, 1 should note that an asset manager does
not sell policies or financial products: all he does is
manage...

Carlo Spasiano

Is the Winterthur group you work for in line with these
statements?

Elvio Forza

As you know, about a year ago we had a big merger. The
Credit Suisse group is divisionalized, and thus Win-
terthur top management intends to specialize the
company, being very precise in choosing fields. We want
to encourage the personal financial service area, but also
focus on corporate. In fact, the former Winterthur Inter-
national, which operated as if it were a branch of each of
our companies in the various countries, transformed in-
to a new, legally separate company, with headquarters in
London, and works only with “big corporate.”

Carlo Spasiano

You seem to be saying that specialization means orga-
nizing into divisions, not specialization as a group
overall.
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Elvio Forza

Strategy is one thing, while structure, which is a way to
achieve strategy, is another. In my illustration, we can’t
“see” the specializations that are the objective strategies
of Winterthur and Credit Suisse, but it is clear that the
company’s idea is to proceed toward corporate in a
completely separate manner. And toward asset manage-
ment. And to propose personal financial service only to
certain segments of the market.

Someone said that companies can be divided into four
groups, based on the level of solidarity or conflict they
achieve. In brief, the best companies are those that
achieve consensus with their workers locally and inter-
nationally. This means that there are signs of a
counter-trend from the eighties and nineties, when the
“laws of the market” and finance prevailed as absolute
values.

At the threshold of the not often-enough invoked and
feared millennium, it seems that the time has come to
add fairness to the market; probably as an emotional re-
action to the Asian financial market crisis and the crisis
in Russia.

The Nobel prize for economics went to Ayrta Sen, a
theoretician on welfare and employment, who talks
about the disinherited masses and the poor of the
world. Until last year, the Nobel prizes always went to
men who had the opposite theories, and it’s worthwhile
to remember, in particular, that in 1997 the Nobel prize
went to the gurus of those “hedge funds” that had the
disastrous results we are all familiar with.

In his work “The Good Society,” Galbraith reflects on
the traumatic abandonment of the welfare state by
American capitalism.

In Milan, in a recent convention on “Globalization: A
Challenge for Peace,” the Church rightly asserts that
there is a need to reintroduce political supremacy...
Meanwhile, Minister Dini made a speech at the UN ask-
ing for greater cooperation to prevent globalization
becoming a reason for imbalance in the world.

All this means that we agree with free market theories,
but we need to set some rules.

This seems to be the emerging trend from the shift to
the left in the political balances in Europe...
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