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0 say that the Italian Reinsurance market

has undergone profound changes in recent

years might seem to be an obvious state-

ment, but we have witnessed, either as

spectators — or, in our case, as protagonists —
a genuine upheaval in the operating scenario.

First of all the number of players and their identities:

Initially there were at least 5 professional national rein-
surers (UIR, Consorziale, Fenice RI, Reale RI, Vittoria RI),
each with a well-defined role. Today, in 1998, the arena
is entirely dominated by foreign groups. For decades
the leadership role in Italian reinsurance was firmly in
the hands of Unione Italiana who, by virtue of their as-
sociative nature, were also able to offer services to
insurers which included management of a series of
pools and market agreements.

While still retaining a leadership role and managing
the residual pools, Swiss Re Italia is a distinctly different
entity uniting “historical” knowledge of a complex and
composite market such as that in Italy with the techni-
cal and international know-how deriving from
membership in a leading worldwide Group.

Therefore, in 1998 virtually all of the major profession-
al international reinsurers are present in Italy through
their branch or representative offices: the competition,
just as in the direct sector, has heated up and is not
merely limited to the well-worn but ever effective system
of offering lower costs to the client, but also includes
the development and proposal of innovative products,
tailored to meet the needs of a constantly evolving
clientele.

The new operating scenario:

There has been a lot of talk about ongoing processes of
concentration in international markets and, more re-
cently, in the Italian market as well: the reinsurance
market has not only followed that trend, but has also
had to deal with an evolving clientele.
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The concentration in direct enterprises has had one
overall effect: bigger, more heavily capitalized groups
have increased their level of retention, consequently re-
ducing the premiums ceded to reinsurers, often by
converting from proportional forms to programs based
essentially or exclusively on excess of loss. The Italian
market is no exception: several important insurance
groups are now extensively non-proportionally rein-
sured, maintaining proportional structures exclusively
for several “difficult” branches, mainly Hail and Surety.

This event has sparked a new approach on the part of
the reinsurers, driven to become more competitive in
order to cope with a fall-off in the volume of available
premiums, but it has also stimulated thought on how to
improve their technical expertise to offer innovative
products, meeting the specific requirements of each
client. In many cases work had to be done to raise the
awareness of a clientele — such as was and perhaps is yet
found in Italy — still rather tied to traditional forms in
order to spur the ceding companies to do some “soul
searching” and meet their coverage needs. In this new
and anything-but-simple activity, membership in an in-
ternational group has undoubtedly enhanced updating
client services, often thanks to previous experience on
foreign markets saturated with traditional reinsurance
and hence more sophisticated.

Assuming that the concentration of direct insurance in-
dustry will remain or probably be accentuated in Italy
in the upcoming years, we believe that the opportuni-
ties for development in the non-traditional — or at any
rate innovative — coverage sectors will continue to ex-
pand, opening the way for the best equipped operators
to express their creativity.

In conclusion, premium income from the Italian Insur-
ance Market in the period 1990-1997, 1998 estimates for
direct insurance, the claims trend for 1993-1998 and the
decreasing trend in reinsurance premiums in the Prop-
erty Damages lines, this outlines the general arena in
which we Italian professional reinsurers have to per-
form.

The most pressing problems:

The profoundly altered arena in which Italian insurers
and reinsurers move today presents new issues in addi-
tion to those more classic and well-known, stemming
from the shared need to improve the performance of sev-
eral branches which are chronically and heavily failing.

Think of the Hail Risk/Business, which recorded the
fifth consecutive year of losses in 1998, which cannot
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simply be ascribed to ongoing climate changes, or,
more generally, to the overall agricultural risks segment
with its future prospects. Several of these issues were ad-
dressed and debated in a recent convention in Rome,
offering a meeting ground for the often contrasting
viewpoints and needs of Italian agricultural operators,
their insurers and us reinsurers.

Think of the delicate Civil Liability line, both Motor
and General: the traditional problems and dangers
(and the increasingly worrisome performance) have
been worsened by the law of July 1997 which intro-
duced the concept of “ultimate cost” in the assessment
of claim reserves, which will have a heavier impact on
insurers and reinsurers precisely in these “long tail”
branches.

Think of the finance and technology branches, which
will suffer significant impact from the so-called “Mer-
loni TER” law regulating public projects, once it
receives final approval and the regulations governing its
application have been issued. An adequate response
will require knowledge of the complex mechanisms put
into effect and the necessary inventive capacities for
constructing sound multi-line universal coverage.

Think of the legislative regulations on the obligatory
extension of Property coverage for natural catastro-
phes, set out in the 1998 Finance Law currently in the
approval process, in a country whose natural geology
and human carelessness have brought these claims up
to dramatic levels. Management by insurers and rein-
surers of the effects of possible legislation will be an
interesting workout for the Market.

And lastly, on the eve of Y2K, we cannot forget the pos-
sible effects that the “millennium bug” might have on
the Italian insurance and reinsurance market. Both at
ANIA and through a capillary series of presentations to
the client base, reinsurers are raising insurers’ aware-
ness so as not to underestimate the potential impact of
the problem, not only on company data processing, but
especially in terms of claims that would strike their por-
tolios and consequently affect reinsurance coverage.
Let us have no illusions about our ability to foresee and
avert all the sources of possible claims due to problems
with microchip-containing devices at the turn of the
millennium: the scope of consequences cannot be accu-
rately predicted. We have the responsibility to do
everything in our power to collaborate with clients in
raising the awareness of the insured parties, in a spirit
of partnership aimed at reducing the foreseeable im-
pact.

5" R.1.B. Convention

91



92

This brief and perhaps incomplete exposition of the
changes in the Italian reinsurance market in recent
years has presented a series of issues whose solution will
constitute one of the principal challenges we will face
in the near future.

We cannot ignore the fact that the resolution of the
problems mentioned- if any — will not be easy, especial-
ly not in a period characterized by heavy competition at
all levels: direct, reinsurance and broking. Nevertheless,
we do not feel consigned to pessimism, since one of the
positive effects produced by concentration and interna-
tionalization of the Italian Reinsurance Market is the
availability of experience built up in other countries,
united with a more sophisticated technology developed
at the Group level, to serve in the analysis of local prob-
lems and the search for optimal solutions.

For each of the above-mentioned problems, innovative
reinsurance products, both traditional and alternative,
are well along in the development stages, and in many
cases are already available, having been fine-tuned in
collaboration with those clients of ours who are most
aware of the changed scenarios.

It is now our task to convey this awareness to the entire
client base without ignoring their feedback, which will
be invaluable for adapting the solutions on a case by
case basis. If we can reach this objective, if we improve
the profitability of our clients and our own, it will mean
that we have succeeded in seizing and exploiting the
potentials, so far largely unexpressed, brought about by
the transformation in the Italian Reinsurance Market.
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