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Bancassurance
IS not only
a fashion

redit Suisse is a financial institution with full
spectrum operations. Bancassurance has
been identified as the strategic alternative
for addressing, in particular, the future chal-
lenges for social security.
I will discuss the motives promoting the choice of ban-
cassurance, presenting the various means considered
suitable for its pursuit. My choice is not solely prompt-
ed by the theme of this Convention but also by the fact
that, in Switzerland, the debate over social security for
the elderly has played a decisive role in conditioning
Credit Suisse’s transformation into a provider of ban-
cassurance services.
This holds for the private and commercial clientele, as
well as for institutional investors, for example, the pen-
sion funds. In spite of somewhat similar problems in
other countries linked to social security financing, the
development opportunities for bancassurance depend
largely on each country’s old-age social security system
and institutional makeup.
As a consequence, cooperation between banking and
insurance institutions takes on multi-faceted forms,
ranging from the design of new lines of intersectorial
products and collaboration in the distribution field, up
to the development of integrated services packages of-
fered by a single operator.

For just over a decade, worldwide deregulation and
harsher competition have rendered the lines of demar-
cation between the various financial services providers
increasingly permeable. The organizational partition-
ing of the classic business lines into private and
investment banking, asset management and, recently,
insurance services (as in the case of Credit Suisse
Group) is typical of an enterprise that prepares for the
future by positioning itself as a universal provider of full
spectrum bancassurance services.

Essentially, bancassurance combines two primary func-
tions of its respective sectors: the transformation of
liquidity by the banks, and the transformation of risk by
the insurers. In a broad sense, this complex can be un-
derstood as an attempt to operate on an integrated
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basis in the financial services market, combining the
banks’ technical point of view with the insurance ap-
proach.

Needless to say that this process is not limited merely to
mobilizing synergy in the distribution channel. From a
limited, more practice-oriented viewpoint, classic bank-
ing services mainly in dealings with individual clients -
are complemented by a social security component and
linked to risk coverage, while insurance companies gain
access to new client segments, offering services that al-
low capital creation.

However, pertinent bancassurance services can also be
developed to meet the needs of investors and business-
es. An excellent example is given by the securitization
of risk, of credit and catastrophe risks.

The concept of bancassurance has much deeper roots
than might be thought, considering the recently rati-
fied aggregations and cooperative agreements.

Until about thirty years ago, banking and insurance
services were clearly separated. This historic compart-
mentalization was not induced so much by practical
business considerations as by priority objectives, such as
the stability of the financial sector and the safeguarding
of clients, investors and insured parties. In Switzerland,
for example, the legacy of this division is still manifest-
ed in two separate Authorities, the Federal Banking
Commission and the Federal Office of Private Insur-
ance Companies.

Especially in recent years, numerous determining fac-
tors have accelerated the development of insurance
banking activities as they are currently understood. A
virtual launch pad has been furnished by gradual leg-
islative deregulation complemented by advances in
technology, information science and telecommunica-
tion. This progress has brought about a sudden
development of financial innovations, particularly in
the management of risk and liquidity, and has been fol-
lowed by growing insurance coverage needs of an
expanding segment of the population, as well as the de-
velopment of great industrial and natural risks.

With demographic challenges and an unfavourable eco-
nomic situation, the welfare state, as a highly refined
institution in some advanced economies, is reaching its
limits, and losing its ability to guarantee quality of life
in certain situations.

It bears emphasizing along this line that baby boomers
will soon reach retirement age, but that their impact on
the social security system will already have weakened af-
ter just a few decades, when pensions will feel the “birth
control pill effect”.

The strategies of bancassurance in the various market

5 R.1.B. Convention

segments therefore have to respond with flexibility to
challenges of this nature, foreshadowing - much in ad-
vance - the broad repercussions these will have on the
social security system.

In order to counteract the difficulties in financing the
social security system, an attempt is made, among oth-
ers, to benefit from the advantages offered by
individual initiatives in the central sectors, i.e., in old
age social security and health insurance.

In particular, for old age social security it is necessary to
strengthen the capitalization system on a private basis
with respect to the allocation state system, which pur-
sues pure redistribution objectives dictated by social
policy.

In the constitution of a capital stock, drawing on affili-
ates’ contributions and capital gains, attention must be
focused on financial and risk management propor-
tioned to the needs. In this sense, the banks and
insurance companies have specific abilities.

The recent turbulence in the capital markets have nev-
ertheless turned out to be a sort of cold shower for
many advocates of unlimited growth. Considering the
absolute priority assigned to capital creation (and leav-
ing aside earnings pressure which is sometimes
suffocating) the entrusting of social security funds to
private management can in no way be taken lightly.
This entails an objective review of the usual reference
parameters and the implementation of effective control
mechanisms, both internally and externally.

As is indicated by empirical and theoretical studies, in
the eyes of the client, the bank’s ability lies mainly in its
“technical specialization”, whereas for insurance the
concept of “trust” takes center stage.

The approach to private clientele’s financial and insur-
ance needs is quite broad, but these sectors are
becoming increasingly similar.

It should be pointed out that in satisfying these needs,
priorities change throughout life. New lifestyles and
changes in family structure create new challenges (not
only in terms of social security, but regarding the very
concept of bancassurance).

The demand for and willingness to underwrite con-
tracts on the part of banking and insurance clients
depend on a series of economic, psychological and so-
cial factors.

The ultimate motive behind demand for banking and
insurance services is the attempt to guarantee oneself
the ability to consume as desired throughout the vari-
ous stages of life. First among desires we find the
optimum allocation of income as well as assets to
achieve security, profit, power and market regulation.
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Since several decisive emotional factors influence choic-
es of both banking and insurance products, from the
client’s point of view the services of an insurance com-
pany or bank are absolutely fungible.

The extent to which a client is willing to request a fi-
nancial service that goes beyond basic services, such as
savings profitability or compensation for damages suf-
fered, depends on the expectations put on that service,
I.e. on the effective satisfaction of his various needs.
Beyond this primary orientation, beyond the intrinsic
and material substance of the financial service, the rep-
utation of the enterprise, and hence the client’s
willingness to make a deal are conditioned by other
components, such as the human and technical quality
of the consulting services, the innovative character of
the enterprise, an aptitude for anticipating changes in
the client’s tastes, and so on.

If the client’s attention is principally directed towards
the quality of specialized consultation and the
cost/benefits ratio in his relations with the bank, in the
contract with the insurance provider, he is primarily
concerned with trust and the quality of the product.
This is because the client - as we know - pays his money
up front, confiding that he has satisfied his require-
ments in case of need, which - as we know - is often an
emergency.

As we have seen, the similarities found in the primary
needs and factors that determine demand can translate
into different expectations placed on the financial ser-
vice. From the client’s viewpoint they can complement
each other. It might be interesting to look into the pos-
sibilities of integrating banking and insurance services.
A look at developments in recent years confirms that - in
this respect - many steps have been taken, even though
the routes and directions are sometimes different.
Taking a look at the “Molochs” that have arisen in
Switzerland, the union of UBS and SBS leaps immedi-
ately to one’s attention. These two large Swiss insurance
banking groups consist of: the first, UBS, Swiss Life,
Zurigovita, and, most importantly SBS, while the other
group is made up of Winterthur and CS Life, united in
the Credit Suisse Group.

After touching the banking segment, the worldwide
deregulation process also reached the insurance sector.
Competition has heated up and the pressure to develop
new products has been accompanied by cost-cutting
measures. Nothing appeared more obvious or natural
than opening the respective distribution channels or
unite several logistics departments. In spite of the great
effort dedicated to identifying and benefiting from syn-
ergies in the production area, it should be pointed out
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that the key to success lies in the capacity to satisfy
clients’ needs.

In Switzerland, for example, the main players are large
banks and important insurance companies, even
though other banks, principally addressing the domes-
tic market, or also the Post Office, dare to tiptoe into
the new sector.

On the practical level, collaboration between banks and
insurance companies has occurred in stages: the first
cautious steps were taken with the foundation of affili-
ates operating in life insurance - for example, CS Life -
or else stipulating free cooperation agreements with in-
surance companies. As a result of the positive
experience, the agreements were refined in a second
stage, establishing concrete joint ventures and mutual
capital sharing.

In this context, the CS Group and Winterthur literally
burned up the road, getting a jump on the third phase,
I.e., the organizational merger of bancassurance under
one roof. This last step is not indispensable, but still
represents a logical conclusion. The question now re-
gards where the institutional opportunities for the
bancassurance concept lie. Fundamentally, one could
think of rendering markets flexible, that is, creating
conditions within a framework which are able to pro-
duce valid solutions, of proven effectiveness, and thus
modeled on the private economy.

This might be possible in those social security insurance
sectors that pursue goals of redistribution and that pre-
sent risks attributable to individuals, risks that can be
calculated and counted. The hunt for interesting risks
is superfluous this way, because the premium covers the
costs generated by the respective risk. The battle gets
rough, however, and faces the danger of ending up
where there is no functioning market, when risk man-
agement is made difficult or impossible by
“antiselection”, a profiteering approach or moral risks.
In contrast to old age insurance and accident insur-
ance, financed through an apportionment system, the
complementary social security insurance (“second pil-
lar”) hinges on a capitalized system.

In old age insurance - based on the three-pillar system -
the enterprises active in the insurance banking sector
identify numerous possibilities to assert themselves with
custom packaged products for private commercial and
institutional clients.

Financial solutions that integrate the banking and in-
surance aspects do not end with the segment of
professional and private social security: old age and sur-
vivors insurance administered by the State, with its
orientation towards public law, also stands to benefit.
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From the economic and insurance standpoint, there
are few arguments against, for example, having market
mechanisms make up the share that exceeds a set unit
pension - for all pensioners - guaranteed by the State.
The well-being of an individual at any given moment in
his life is intimately linked to his personal portfolio, i.e.
his health, assets, skills and knowledge. Very often, a
change in one of these components will affect all the
others, as if they could be represented as a series of in-
tercommunicating receptacles (this is the concept of
the portfolio theory).

Along these lines, the task of social security insurance is
to function as an equalizer, i.e., compensate the nega-
tive effects of deterioration in some element of the
personal portfolio on the individual’s income and well-
being. Based on what has been observed, it can be said
that in Switzerland and in Germany, old age insurance
and professional security insurance are not able (or are
able only in part) to protect the insured party against
the consequences of the correlation of these risks.

For example, the payment of a fixed salary share barely
accounts for requirements for liquidity and the way
these may change over the course of an individual’s life.
The social security assets are constituted in parallel to
the income development of the insured party, which is
not always good.

The private service providers, on the other hand, who
integrate the insurance and the banking aspects, are
able to offer their clientele customized solutions per-
fectly adapted to the various phases of life. It thus is
possible to insure initially against the risk alone, putting
off savings for old age until later, that is, to a phase of
life no longer burdened by large expenses linked to
housing, children, or education.

The system currently in force stipulates contributions
for the first and second pillar on the part of both the
employer and the employee, distorting the latter’s per-
ception of the creation of his own old age capital.

A possible alternative might be to ascribe the burden of
such set-asides solely to the employee, in such a way
that he has a clear perception of the problem.

A “flexibilization” of the structures that support old age
insurance, with State guarantees for a unit pension,
would allow for an improvement in the distribution of
wealth in favor of those who have less, a reduction in
the pressure of the “pact between the generations” and
improved solidarity among retirees themselves.

A similar upheaval of the institutional architecture
would throw open the doors to the development of in-
tegrated services.
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I wish to point out that not even orientation towards
bancassurance allows for a complete suppression of
risk: some risks are lodged in the development of ser-
vices in line with needs, in the choice of the range
offered and in the degree of refinement of the prod-
ucts, or else in the training of specialists for the
sophisticated needs of the various target groups.

A certain skepticism on the part of clients towards the
large providers, or else difficulty in integrating different
company cultures could otherwise hinder the imple-
mentation of a full-spectrum financial strategy.

A further braking effect is exerted by the influx of new
funds from the division between bank accounts and
policies, which could disappoint expectations.

Forecasts and conclusions: in Switzerland, today, a
good third of life insurance is brought in through
bank channels.

Nevertheless, as the example of bancassurance in
France illustrates, the potential has not yet been com-
pletely exhausted. There are excellent preambles for
convincing the various client segments about the advan-
tages offered by complementary banking and insurance
products.

Surveys conducted internationally reveal that - in the
framework of full spectrum consultation - life insurance
policies can be sold at particularly attractive prices
through the bank’s distribution network.

In the United States there is a growing loosening of the
system of separation of banking activities, and in Japan
as well, the banking model is being revised.

In the wake of industrialization and expansion of the
middle class, social security and risk coverage needs
arise - both individual and collective - in many emerg-
ing economies as well, which in their turn cannot do
without efficient and integrated financial markets and
services. In particular, full-spectrum financial institu-
tions operating in continental Europe, with a clear
advantage in terms of know-how and experience, are
called on to take up this compelling challenge beyond
their domestic markets.

The desire to stand up vigorously for the three pillar
system currently in place in Switzerland might seem to
be an attitude entirely lacking in courage. And yet, re-
tirement savings in Switzerland, set up with various
levels and different financing procedures, have proven
their validity.

Today’s system of social security insurance is not to be
considered an obsolete model - as some privatization
strategists claim - but rather a farsighted and successful
system, whose efficiency nevertheless requires some im-
provement to render it more flexible. The necessary
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measures for this goal open up new prospects to finan-
cial service providers.

One thing should be made clear: bancassurance is not a
universal medicine for the competitive pressure that is
becoming more acute both in and outside Switzerland,
nor is it an antidote against the need to restructure the
financial sector. Nevertheless, the points of interaction
between banks and insurance companies are particular-
ly solid and frequent, and favour a coming together of
those who, focusing on the central issue of client needs,
pursue the concept of integrated financial services. The
Credit Suisse Group has chosen this strategic route.

Francesco Curioni

“In terms of the great changes noted, what niche do
you think will open up in insurance and thus reinsur-
ance brokerage?”

Cesare Ravara

“I’'ve talked about social security in Switzerland, where
the State offers government insurance or else takes over
as a private market regulator. By shifting the borders
between government supply - or government regulation
- and the private market, new niches are created for
banks and insurance. We need to be aware of these
niches and know how to take advantage of them. Here
is where brokerage could play an important role.”
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