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Italian market
situation

Why and how the Process of Concentration
now affects the Italian Scene.

he actions that companies, direct insurance

and reinsurance brokers and agents take,

will have to define a competitive scene dif-

ferent from that of the past, especially in

Italy. But why is there an “Italian case” in Eu-
rope? First of all, the Italian market is extremely
interesting within the European context, with a growth
rate and growth potential unparalleled in Europe. We
need to go to USA or Central American markets to find
data comparable to the growth rate of the Italian mar-
ket. We have seen that the ratio of GDP to premiums is
4.1% and has increased from the 3.6% of 1996, when
the European average was 7.4% (almost the double),
and that of more developed countries in terms of insur-
ance was as much as 11.3% (Great Britain), 9.6%
(France), and 6.4% (Germany).

To confirm this great market potentiality, we can add
growth trends: the life insurance market has in fact sur-
passed the property market, with a growth of 41%; the
property market is also growing by 7%. Compared with
such an attractive market, however, Italian companies
are weak in terms of size, as the process of aggregation
has just begun in Italy and, more important, Italian com-
panies are not very international, in part because this is
their natural inclination and in part because history has
always seen the Italian market as protected. Thus, most
large companies, either due to internal inclination or
because they were acquired by foreign capital, have
been extremely open to the European market, while
Italian companies, especially smaller or more traditional
ones, have focused on the domestic market. Starting
from these considerations, we can see that the Italian
market is becoming colonized by foreign companies: es-
sentially, foreign operators see the Italian market as
small but greatly expanding and thus are ready to make
large investments to enter and manage the opportuni-
ties that this market undoubtedly offers. In fact, in terms
of reinsurance, there are no more ltalian reinsurers;
they are all foreign. This has a strong influence on oper-
ators in the Italian market, as especially with regard to
large risks, foreign market indications are becoming in-
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creasingly influential on Italian insurance policy.
Elements characterizing the evolving market:

— a tendency (worldwide) to reduce costs, both internal
company costs and distribution costs.

— enormous expansion of new sales channels (Banque
Assurance, telephone channels...), primarily direct.
This all leads to greater competitiveness among compa-
nies, who are trying to strengthen their assets through
the process of concentration and achieve a professional
level in keeping with their balance sheets. In addition
to trying to be large and strong, companies are also be-
ginning to evaluate the appropriateness of having a
strong management, where managerial cultural prepa-
ration and sensitivity to change can be a key factor for
success in the future: big fish eat little fish, and faster
fish eat slower ones.

Factors for change:

— explosion of new channels, which have rapidly gained
important market shares;

— local markets are increasingly trying to international-
ize, and in this area the Euro plays an important role:
the Euro will cause one of the most formidable domes-
tic market conservation barriers in Europe to fall,
because tomorrow there will be a new influx of insur-
ance products under a single currency, which will
greatly accentuate competition among companies;

— local deregulation: EC laws are the same for everyone,
and thus there will no longer be a reason for legislative
barriers to exist;

— in Italy, we are seeing increased transfer from the
State to the private sector, and this creates enormous
prospects for growth, especially in the life insurance
sector, and thus the need for companies to be stronger
to face these new challenges.

Strong points in the new competitors:

— beyond doubt, the new competitors must have great
distribution power. In this regard, we should emphasize
the importance of agency sales networks: the stronger
the sales network, the more positive the company’s re-
sults.

—in the products area, we must deal with both the stan-
dard products market and the tailor-made products
market: the role of particular brokers will be very im-
portant, especially those with a more international
focus, because they will provide new prospects for
growth in sales revenues.

— low operating cost is an inevitable issue: with this ef-
fort for globalization and specialization, the search for
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lower operating costs - in relation to lower profit mar-
gins among insurance companies as well - is a must,
upon penalty of losing out by being a less efficient com-
petitor on the market.

Possible scenario:

A few large, efficient insurance companies, and many
local specialized companies, where “local” means “na-
tional.”

— Traditional networks remain a strong point for Italian
companies.

— After an initial explosion that makes it seem as if they
will replace local networks, the new channels will settle
back, as there are objective limits, based on the type of
product that can be sold by new channels (such as Ban-
cassurance).

— For direct brokers, a hypothetical solution is difficult
to find. We need to distinguish between direct brokers
and reinsurance brokers. The former will have con-
tained growth, because margins will be smaller, as they
are trying to limit production costs: in this sense, Italian
companies can dialogue better with their own networks
than with outside operators. The matter is different for
reinsurance brokers, because they create osmosis
among international reinsurance markets, and thus
bring an international culture to a local market.

Gigi Giudice
I’d like to know how the percentage of coverage of total
need for each citizen who reaches the end of his work-

ing life is evaluated in Switzerland according to the now
classic “three pillars” analysis.

Cesare Ravara

The first pillar is used to cover the survival minimum
for a private economy that could be a family: this is one
third of the last income earned before retiring.
Through the second pillar, we should reach 60% of the
last income, and this would make it possible to main-
tain the standard of living reached before retiring. With
the third pillar, we seek to go further, leaving the cus-
tomer the freedom to choose the percentage he wants
to reach. He would thus have the possibility of doing
things he had always wanted to do (travel, give large
amounts of cash or other contributions to children and
grandchildren...)

Translated into figures: using the first pillar, the mini-
mum pension for an individual is about 1000 Swiss
Francs, reaching a maximum of 2000 per person; using
the second pillar (which would be the pension fund),
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we can reach two thirds of the last wages earned before
retiring.

Keeping in mind that Switzerland is “rich,” the average
employee today can earn an average of 5000 Swiss Francs
a month. Thus, two thirds of this sum must be calculated.
Be careful: the higher a person’s salary, the harder it is
to reach two thirds using the second “pillar.”

Those who have high earnings must first begin to build
the third pillar, i.e. income supplementing the first two.

Gigi Giudice

The oddness of the Italian situation is due to the fact
that we never have a complete definition of what we
should do. It’s always a very fluid situation, with data
that comes from various sources, almost always making
it impossible to make comparisons. As a result, no one
assumes his own responsibility, and the State will never
say that it wants to eliminate old age pensions or early
(so-called “baby”) pensions... We’ll wait for the Euro,
maybe because we’ll feel forced to adapt.

Cesare Ravara

In Switzerland we’re thinking of adopting a single gov-
ernment pension, where everyone - regardless of how
much or little they earned during their working life -
would receive a single pension, which would be about
1500 Swiss Francs a month (i.e. the average of the cur-
rent minimum and maximum). This would guarantee
everyone a minimum standard, in terms of Maslov’s
pyramid of needs. Everyone would be guaranteed the
first “step.” The rest would be left to private initiative.

Gigi Giudice
With regard to the consolidation of Credit Suisse into

Winterthur, what type of results have you achieved so
far?

Cesare Ravara

I know that at present we’re still trying to put various
products together. Some people want to increase the
number and some want to reduce it. Speaking with
some American colleagues a few days ago, | was told
that, with regard to bank insurance, we should have at
least three hundred different products to offer. While
some say that five basic standard products are sufficient,
with the possibility of making them flexible, adapting
them to customer needs.

In this regard, there is still much work to do. What |
know is that, for example, if one of our bank consul-
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tants discusses the financial needs of a businessman,
and insurance needs contemporaneously emerge that
broaden the field to employees, the consultant knows
he must call Winterthur’s insurance consultant. With
the support of the bank and insurance area, we’ll try to
develop integrated products that best meet the needs of
the specific customer.

We feel that it is not important for a customer to know
who provides the product at the end, but that he can
rely on specialists in the various lines who are capable
of developing the service he needs.

Gigi Giudice

I know that Jean Choueri’s title of “Master” is due to his
keenness in grasping situations. | think his comments
painted a picture in which mergers among the so-called
financial-bank-insurance “molochs” seem irreversible.
Nevertheless, let me note that there should be a limit.
This is even more so as governments in various Euro-
pean countries are, at this threshold of the new
millennium, running so-called “social democracies” in
the old sense of the word. And, disappointed with
unchecked capitalism, they inevitably turn to Keynesian
solutions...

Jean Choueiri

If I’'ve understood rightly, I’'ve been asked whether the
government or the organs of control could or should
use tools for protecting smaller competitors on the
market from stronger ones. There is certainly no easy
answer, as today the organs of control are involved in
protecting consumers and weaker economic agents.
Nevertheless, I don’t foresee any intervention by gov-
ernment organs to weaken the influence of the giants
entering the market and protect smaller entities.

| see the market economy as an element of self-regula-
tion. If a large operator enters the market with lower
prices, and smaller competitors cannot adapt (by lower-
ing prices), they should have enough patience to wait and
see how long a major company can continue this policy.
In economics, you can’t continue a misguided policy
for long time.

Thinking of the role that smaller companies must play
on the market, | think that they should focus on per-
sonalizing services. There are always niches for smaller
customers, for whom it’s important to provide and per-
sonalize services, rather than have a larger and
financially stronger insurer.

Only market economies and market forces will control
the situation. | see no government body that will take
steps to protect smaller entities.
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Cesare Ravara

The banking business is important, while banks are not.
This means that information system development will
increasingly permit small “niche” operators to enter
and join the added value production chain in the finan-
cial sector. This will prevent global players from taking
complete control of the market.

Riccardo Lamperti

Carlo Spasiano’s comments struck me because of his
distinction between the two forms of concentration:
one is pure absorption of the subsidiary by the parent
company, while the other (which Allianz used with Ras)
results in strategic control, with significant operating
autonomy and simply setting general objectives, be-
cause in this way the subsidiary is in a better position to
operate on the local market.

I wonder: has this system been used only within the Al-
lianz group, or do other international groups use it as
well?

In addition: is it the most efficient system?

In this regard, my first response would note that a few
years ago in Italy, certain companies, primarily Ameri-
can and French, arrived with their know-how, refusing
to deal with Italian know-how. After a few years they had
to go back home, with terrible results.

In my opinion, this even more forcefully shows how the
importance of local markets, even if they are changing,
is an important factor that we shouldn’t underestimate.

Carlo Spasiano

| agree with Riccardo Lamperti. To determine the be-
havior of direct companies internationally, we need to
see how many of them tend to create their own branch
offices in other countries, in addition to acquiring com-
panies.

Unless there is some exception that disproves me, to my
knowledge, Allianz did not develop by adding branches
in other countries. By branches, I mean shifting and
adding its own members to a local area.

Like other competitors, the trend in the Allianz group
is to acquire companies on the market, set certain ob-
jectives for them, and evaluate their management.

It’s clear that, if management is deemed insufficient, it
is replaced, normally with another local management.
If management is good, evidently they have continued
to follow determined policies.

| feel it is antihistorical to conquer markets with your
own local offices. Let me give an example that Lloyd’s
representatives will not appreciate: what’s about to hap-
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pen in Italy, with Lloyd’s thinking they can sell car poli-
cies using pyramid systems starting from Lazio.

| think it’s a sign of an inability to evaluate what a local
market is.

Alberto Macchi
Banca Popolare di Novara

Mr. Spasiano has stressed the aspect of the personalized
service to be provided: this is the future. Let me report
an experience from the banking system: Americans rely
on quantity, while Old World experience is based on
quality.

Along with the Crédit Suisse representative, I’d like to
reflect on the fact that, a hundred years later, the Swiss
Confederation, consisting of a German, French and
Italian groups, continues to maintain a distinction be-
tween these three forms.

| can add that the idea that “the big fish eats the little
fish” has been overturned in Switzerland, where the So-
ciety of Swiss Banks has prevailed over UBS, even
though it is smaller in size.

My hope for everyone is to have projects aimed at serv-
ing the end user. If we should pay more attention to
this aspect, we’d have suggestions, projects, agreements.
It’s true that as long as it produces earnings with an ex-
tremely efficient and effective management, Ras acts in
the parent company’s interest... Nevertheless, no one
knows what will happen tomorrow. For this reason, |
wish current Ras management a long life.

The other aspect that needs to be considered in Italy is
not only economic, but also regards political economy
or economic politics. | hope for greater appreciation of
the term “consumer” and his education.

Cesare Ravara

With regard to UBS and SBS, the fact is that the former
was stronger in terms of capital, but it’s true that after
the merger transaction, top managers are now from
SBS. Thus, the stronger one didn’t eat the weaker one,
but was eaten by the cleverer or more capable one. It
was recently said that SBS outdid UBS in terms of ser-
vice quality.

If we look at the composition of top management in the
Credit Suisse group, about half of top managers are An-
glo-Saxons. This leads one to believe that Credit Suisse is
following an Anglo-Saxon strategy of standardization.
Similarly, 1 know that they are offering standardized
products that can be sold by telephone. But, at the
same time, Credit Suisse is trying to offer tailor-made
products for various customers. If we speak of large cus-
tomers with very specific needs, the Credit Suisse
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Group has the RFC, i.e. a group of specialists that devel-
ops bancassurance products, derivative products that
combine the transformation-liquidity and transforma-
tion-risk aspect especially to meet the needs of large
companies and customers.

In other words, our group is following both routes:
standardization and specialization.

Saad Kanouni
Chairman of Compagnie Nord Africaine et Intercontinentale d’Assurance

I’d like to say a couple of words about protecting small
operators of small countries. For small operators, you
know that agreements with the OECD have provided
delays to about 2005 for complete opening of markets;
in addition, they provide compliance with all “regional”
agreements within the European Community (thus trig-
gering regional-level protection). The third aspect:
countries can accept agreements with reservations.
Even the United States, which is a champion of the
OECD agreements, set out a certain number of reserva-
tions to protect themselves.

As you can see, there are different ways. Sixty percent of
Europe is governed by forces inspired by social democ-
racy that aspire to the principles of “a little more
government and a little less market.”

I don’t think that large operators have waited for total
opening: in emerging markets like ours, they’ve already
moved on industrial risks, through global contracts.
Through multinationals, we are seeing a greater and
greater invasion of foreign operators who use contracts
on a world scale.

Bancassurance is now looming, despite the fact that tra-
ditional distribution networks oppose it.

I think it’s a necessity, knowing that traditional brokers
can’t work on reduced commissions. Bancassurance has
lower acquisition cost in its favor, and the ability to
reach small investors.

The observation on the Moroccan market is that they
had to get past two stages:

1) the bank’s demand, as it wanted to protect itself
from the loans they made, in case of the borrower’s
death.

2) the small customer’s demand, regarding needs that
had to be met. But neither the traditional network nor
the indirect companies’ own tools can collect the small
premiums that have to be paid monthly or quarterly,
never annually, as the customer does not have enough
buying power.

So the bank network takes care of it. The examples for
Morocco regard artisans, small businessmen, fisher-
men, all parties who can get insurance only through
their bank account.
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