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Developing cc-1::ntries ;_;f C',i.:rse hc.ve their L,r,s;e risk;;:: b1xi; the::Je h' ve only 
~.risen i:1 recai.1t times. 1'Ics·G of these e;,1.::21tries h::.ve erneTied fro.m ~-- cOlcniE 1 
p;;.st ch:.r~·cterisec. by reli.1c.11ce i;;pcn the exp::;rt ,_;f r::,u m:,i;eri.,.ls, ,:-.ncl the import 
(.1f re:.:.dy-m~.de g:i(,dc cf everJ ki11cl : .. nd r:~sks of cert::,.in irnpor-tr~n.ce :~ere :~ r:::.:ri ty, 
o::.:.vG perh.:.·.ps il.1 respect :,f U(.;:.reh.-_-:;::.sec, dep.::. :ctnent sto:rec, etc. 

The c ...:ns±.dex-.-:::.ble ct~·.te •~,f b-?.c!:..~Ii-:.::{Lncis;..: in ~.rhicil rv..:ot of these cc1."21t:ries 
v1ere 10ft ~·Jhe:n they bec..:.·.we indepej_1dent req1.lired treE:endous 8ff rts to eli.Llinate 
the Cf•.u.ses ;;f th;}ir 1.:..ncle::r-(~evslo1:iment. To 2.chie·:Je tl~is goLl, they ho:\cl firct to 
tn:.nsform thei:c bu::ic ::ti..,,_ctur.'.) fr0m the tr2.di tion~l ;,;s.tterD of subEistence eccncmy 
+" -~-. m,-- d.er.:-, ec · 1v rn; C , .. e<' t ·· - ,_' c· -a_~ rr- -:-,, e u+-; l ; c· <, -'-i ""J.~ r-"' ·'·hc.i " c, ,:ri ,.,, 1 "'"l,-~--1 ,,-~_d uL· ·-- ..., .1. ... ~).J.\.-~- ..;; ,,. ,_.J_, U•-~t: . .J.t. '-'ll V-----.;.i~\,- . .;.l. .JJ.. 1.., ...,_.L ~ 0 _.._.~-....J...V,1...1..C:. -.1,.1 

minerc: .. l res-01..:.rce;:, c:~nd the builcling cf 2. C! .. :::mestic pc-tar:iti::::.l for il1C.u1.::tr:r tc serve 
EG :import oubsti tut ion :~ncl evel-i-i:;u:s~lly for e:~ort J_:fl.lI'J.JC: :.....es. 

TG acceler.::. tQ the tr2.n~.:fo1T!l.?:. tiun of their Sl.'!.bsistence ecunor1~r ,.c:.ncl to achiev:, 
some degree of econGmic sel.f-:relic:.:'lce, de;1elc-ping· countries had ·G-'.:1 rel~,r u]ton 
modern teclm.olofy. A grea.t desl c,f their fi.11e..i1ci 0_l :r·2s01i.rcee hsve been spent 
t,:, 2.cquii·e modern technclc,gy in the f._1,n :·f e~u:L:p0ent, m2.chinery, mee.ns of tr=:.i1s
port,::c ti.011, mezcns of prcdt:cticn, k,.~_ou-hc11, etc. 

---Importing tecb.11:ilc,s-y 2.nd. gc,e:d.s uith c; high t,?chnologicc.l content h..:.::: produced., 
ever the ye.-.:-rs, 11eu c .. ncl 12~:i.~ger risks to the insur-=: .. J::ce mc·.rl:ats cf these countrieEi 
thfMn e-=1er e:-:::istecl befo:re. 

Let 1,s first c-:nsid.er the sectors recipient ,,;f mc,dern tech_,101::gy in develcping 
cmmtriec, .,;,nd ,-rh:-.t types of r5.s1:s t.- ve emer15·ed therefr;~m. 

In the : gricul tm·,· l field vhich remc.ins the preclJLJincnt sector i.i1 the economic 
s·l:;n1cture of most deveL:pi.i1g cot".11tries, the i.mpc,.ct of· new technology on ,.gricul-: 
turd pruduc ti01'J. m, './ be slight, in cre,:ting purely ,•.gric·.:J. tm•,<;,l risks 1•;hich 
c-.:uld be subject tc ins-u.re.nce. Hcwe7er, the -,,,pplic .tion of .::.. pF.1.cksge of 
tecbnclcg-.i.c:..l inputc t,; e::;;,r..ncl r.ncl r,. t.:.,:,;.1° liee the ~.gr:i.cul tur&l sector such ~,s 
i.m:prr,:-ved irrigr, tion •,,nd dr,,,.in,.,ge systems, energ,J supply, fertilizer nnd. pesticides 
prcduction, f.·ru m•.chiner:;r, stc:r;:,ge :·nd tr• nsport,··tic-n fr,cilities, h.:.ve cre.::.ted 
,;· CC•Ilsider .. ble nurober 0f risks, scme of which :.•.re -;erJ• l• .. :rge .~ - A S"·.lient fes ture 
o:f some of ·l;hese technolc,,gicr,l ,in1Juts is th,.t they require substa:Iiti,,l ct,pi t;,.l 
investment, such ,;,s the construction i:xf d.::•ms, the builLUG· c·f p0,1er st~.tions, 
·l;b.e setting-up •Jf fertilj_zer indu::rtrie;;; ek .. 

1. : 

Scme developing cotw.,tries, in ,Jrder t,~ suppo:rt their ,,.gricul turcl investments, 
G,lso set up ;;.g:ro-industriez Oia'.setl .;n J:",:.l,U m"" teri£.lo from their .:,,gricul tu.re, gre.:.;s
Iaiid, -forests, a1id .sea::,. The fi1mer inch,de processinf, foodstuffs, te:~tiles, 
wocd, rubber, leather s.ml cki.J.sy prcducts. lli.:ny of these c-gi•::;-i.i1d.ustries are · 
nom;,lly carried -on ,.,. Slll""ll llc;,,le, ye-t; s me cf ther.; require vel-y 1 rge capi tc:.l 

- in,ze_strn°n,.,Gs, ~nd a g~t.....d.ea.l...~tecbnr-.-1 •-,gictl_ .. inp.u:t;s_. s.~li. ao __ the te::~tile ,indus-
tries ,-ru'Ghe:r iiii.:i1;id8.cture etc.. . 
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In c::::untrit __ , eDcl :.iuGC. with c1-ep,">si ts -;f rniner,_.l resc.·1-::rc ··_-.s, such •-~ s 1)et1~~.:leurn, 
irc,n one, phosl)iE~ tes •'...-..nd c-,.; .... per, lL.ri3e :.~1.)u1.1.r1ts ,~·-f money C.4,r-::; invested in the 
prospect ion, exploit£ tion, processins '.end tr.:: nspcrtc:·.tion of these rer301}.rces. 
By c·:ntr:.:.st t·: the LgricvJ_t;p_r . ..:J_ e.Gct~:r, m:i.!.1in[: i.ndnsti-.y gene:r~.tes in niost cc\ses 
risks ,·ri th substc.nti:,l VD.lues, ,.,;,c:;_ high teclmclogic,:,l components ( di·illin,; rigs, 
offshore rigs, pipelines, iron ,ml steel plr.nts, .·· 1ulilinLcr11 comploc:es etc.). 
il-lso :::n the minine sio.e, technol'.lc;icEl ch.n[;es ~.re ·,ery i·~pic1, resulting in 
cc,nsider: b1e incre:. ses of ixi--..restments i1Tvol vecl, :_·ncl contincus ch:.ng2 j31 the 
ch-~,i--..:.cteristics vf the risks. 

Orie of the ch-.:.;•iees m;-c1e by de·1elo}Jing ClJl1.i.1trj_ec, for r.:; .. pid grovth io indt!.S
tr.i· .l:Ls- tion. i'o:r r~t.ny peopls · the tems ii1dt~stri. lis:-.tion ,,.nd tecl:nolc_.c;y ·,.re 
·. lwost syn0nyi:icu,s. As l·.rge pre port:' c:n of the e::pendi ture ,: f c'ovelopii,.; 
is devoted t9 :,mp·n·ts \ ec,uipment g0ocls, mc.chinery, intermeclL.te gocids, m~chinery, 

7 f 11d fcodst1.1-ffs) EE·.:1y of these cow1.-Cries h~_,'Je to build their 
own indx;.stries fc:r import substitution. f-:uch nel! industries e:ncurnp-~.ss w·id.e 
r:::!.nge of di ,;,:0rse risLs, ~·.nd in some ct~ses the~,r follcu :::·. tr0i1d --::f CGi1centr:· tirjn 
of vc::.lues e--:;idenced in th:: inor_rLnce pclicies covering their risks. 

Anc:ther fielC:. vrhere 1,_,rge investruentiJ , .. ncl mc1der11 technolr,gy cci·e involved_ 
in de·velcping co1,-,.ntrj_eo in trs.nspcrt:·.tion. J.L,.ny of thc,se cotmtries, in ,:rder 
"C(J · .,:,coomod€-,te their in-cernE·•,l :o.i1d. ec:-'cer-nc:l tr~~d.e, •,,:t1e1 tr) enc:our~ce t,mrism ::·,nd 
trcmsi t b,1sinecs, invest ec:tensi vely in i,1oden, me2.ns of c•:mvey.:cne;e, such ,:s l":rge 
a,ircn,,f-i;, ocec.n&;ointc vessels ,supertankersi, cofft.:,iner vessels, etc. Such motle:rn 
me2.ns of ccnveyc;11oe .::re chc,rc .. cte:rised by optimvm h 0 i.ccnsp,:,1•t:,, tiort uE.pc:.ci ty L,nd 
JJ1<c1.ximmn possible s1Jeed. Thus the '1.~,lues in prope1°t~r ,:e.,1cl liscbili ty which c:re Lt 
stake r.:.re b<;uncl tu be tr2L-·2:._dcn1s. 

l'inr·.!.l::.r in their endc:..~.voux·s to prouote gruuth, c•nc: tc: iL1prcve the ct.::-~nd~.rcl 
·:,f li vin.g of ·i;hr r ;;eople, developing c· -ntries spEmd ,1. gr '!.t cleLl on infrc,structu;_0 e 
wvrL:s such .::-.s 1-1-rb.:-,nic.::,:ti,)n, J:'( .. -:.:::: lJ1_-:_:~ldJ_1.1c, p·Jt:1er st,:,.tions 5 UE..ter FCTk.s, sewerc.ge, 
etc. Such efforts gener;:;.te G, ,:,re:s.t m.u:,1ber of risks 1·1hich re(!l°!.ire insun,.ni::e 
prc,"tectir:n, ,~1,d. :since some ,_,f these develcpnent ·vcrks rely upon highly-soph::.sticatecl 
technol()gy, one C[.,n :Lrn-·:·.gine the subtit:.nti~·-1 aiTIOU11"ts ,:-;f nL·.ne:r in7ol ved i;1 such 
projects. · 

This omuner2•.tion ··if c:.reL s whore :ioth 12.re:;e sume ;:,f money c·,nd. modern tecihn~,logy 
£.re involved is intended k- highlic;ht the f.:,,ct thc.t 1",rge risks , .. re not the lmi.que 
mcn•...:-pc.ly of C1-evel0ped. col1.11trie8 ._,:i.:d · devel::-pe(: s·: e;i_eties ... It .-:; lso serves tc 
pinp,:;int the fo,ct thc.t the more developing c ~untrie~i indu1-ge :i.n g-r .vth efforts 1 

the rnore they '· re J.ie.bJe to h' ve L:.rger risl~n requir:i.n[ insur:,nce pratecticn. 

~Io.d __ en1_t e.9]1.p2_l,2_gy __ :'.:.l1§:.. 1__tJ1e __ s_iz ~- :::L F_i_s;;: __ s _. j.p __ d_e_v_e_;1y_pj.p_g __ c_c:~l''·1 t:i:i e s_ 
\ 

One c:f the t~rpi,c·: J. eh: r-- cteristics of the e;on_,mv of cle:lieloping com1:tries 
is the sceecity :f- c pit,,l :nd the re1::•.tive _,b1.mcl:,.nc~ of L1Jcur. One could therfore 
rightly expect th, .t in the eco11c,mic' pl.: nning <:.,f these crJl'ntri·es; empli: sis Hol'.lcl 
be l · icl on L.bcu.i· inte,1Si. ve ;;r, tterns ,f prod.l1.ction r:· ther th~.n on -i;J:wse uhich 
,.,.re capi tt l ::.11tem::i·:1e. Thi a h:·,s lK t genei0 0.J.ly been the c,-.se. The h .. s;i_c re;-,.sc.m 
lor thLS oni:.,;.:tfor! is" tli:,t o.e::;ef~iplng-c~:-,u-:ih·:i.es he. ve to rely ·c1.po11 LJOdern todmology 
for enh'..ncing their gl'cvth. ;:,ince i1ocler:c1 teclmolc:gy is G·ener,·.l:lly clositned for 
L.rge sc:0,le pr:,ductinn •.ncl oervices, ~, s::,lutio11. rciflectinc the c.,. Ge of the c,-,untries \ 
which h: .. ve developed this technology end uhero c,.pik.1 j_s rel:-.tively , . .'.bl'l'.ldc,nt,-
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O.e11aloJ;1ine:, c_ou~1tY·i22, h~,.cl :1.0 i:.l tai"':1..::.t.i';•e bi:.t tu E~clo1rG the c:~pi ta,l iJ."J.tensive 
·technclogies, with the rGst.U t the:. t the wc-cle:-cn s-ectci'"' .-:f ec, .. :,norny bec2.me the 
cl0mci11. 0:f rel:::.tively lE.:rge Vfalueo Ln.d. li;: .. bili ties. 

A cec.:·,nd f_:-,cto1.., le£~d.ii1c to the cc:r-1"€:lL tj_on bet1Jeen mocl"en1 technGlogy ~~nd 
1 r ~e ~--1,-eeo i·--··--lTT,:::,,("? ..;17 d- 1~··1el-~---··-r-s l"•··-1:,-n+ri :I,.., ;,.. .J.l1--'- si1 r-h -'-ec10 ·1c·1 ... ,·.r-:-rr ie1 Iil,...;,..,71 El. E;; ;,,::_·, t;:? ;:;;t;·;-....,_., . ..,,:. .:.., ___ ~..:;'., ·_t;l_J.L..LlQ ...;,_,. :.i.i.u _6,.:.1 ..,__,:.; Id ...• L, 1.,_._,_.., LI lJ...:....; _ . ..,5# _,:j ~-..J..•J.-!.'°;f 

-=-:.cqu.ired/ .1 fr¥¥gn cc:.pi t-:.1 either by 0cr:r-oi-riEb from f-Jreign ct~pi t,:l m;~rkets 9 throught 
joint vent1.u--eo ui th f:Jreii:.;11. c-1.1;::.. t.:·.l, :-Jl'' thrc1:::)1 }_)PJ ten.·Gr. ~ Ucn,Jec:uently the c:sts 
er iJ.,·7estments e,s:xcic:; ted ui th such 1-·_;ems c'r j Jint veI1t1-,rec c.re b-~llild to be cf: 
2. ce1 .. t.:.i11 nr:··gnitud.e, :p~rtict!l:::~J.y in c:-.,..ses \.rhere £._ governme:.1.t is 2.nvclvecl :~s ::.. 
pD.rtner in cuch de.,lo. 

J.1 third f_c-:c..:tc-r increr;d3ing the -:.r:.lues E'.t xi81: i11 ·respect cf projects with 
consider.: ble "GechI1olc,c;ic;: .. l i:Q.puts, is ·Che infl,;_ tion:-: ry zpi.:r:: .. l ;_J:rev:,.iling i11 
countries e;:p:J:rtinG techr1_::...,lcgy. I·'.i h~- c f:-;r s,.~me time Deen prc-blem fer inc"!lrers 
in de7eLlping c01mtries k 0,djust inst-.xed. r.h:es of such risl:s t·.:; cope with 
the i.ncre::.-se (Jf prices cf BL!1.;h inpr .. ts. 

U~de1--n techl1cl:-gy injected intc d.e·1e3.oping courri;i-ie:::; n,_.·i; only influenced 
the nize cf sol!,e risk:i, but :;,.lsu produced. ,,. ch:.nge in the degree of e~om::.re 
to losses. 

The incresing sc~~le of ir1d1lst:ri£.list.tion, the c,:;11str·-..1.ctic.11 c:'1: lo.xge stor&ea 
f,Scilities, the use cf m2.es tr2.nsportic,tic.n £".s '-' mee.ns c,f convey,0 .nce, the trend 
to construct high-rise ht1-ildii1g· with £;.ir-condi ti(;ning f,;:.cili ties J P.11 these 
f&.ctors h<We i:1crei:.sed l0ss pre;b2,bilitics. 

H<:me•rer, -the mcst Iwticeable chcmc-e is in respect ,:.f the e::tent of d.runa,g·e 
uhen a.. lcs::: occurs 1 ox in other ,-rcrcls the :CstimE:. tad 1-~.xiuuo Leso {EHL). The 
concentr·,,tion e,f vc..lues en cne ri □k is the mcst l'espcmsible fc1.ctor in the 
incll!efase of the Ll-lL. As recently 2.s ten '.lr fifteen ye::.:rs ,-;,f;o, mr.,.ny de·•,eloping 
countries did not t.hL.!c of tens sf :c.illi,)OS of dollar::: 0;::-pcsure. Tod;;.y such 
e::::posures of lOOinillions d.ollc.rs iiw:Jo~on,p:j,;:c.e .. . 

The progression of the EML in devel::,pinc countries is 2.gg:r-c.vc.. ted further 
by the incre£•.sing r,hencnena of eo"'cent:ra tion ui thin industriaL ::;ones c=;nd cond0nsecL 
city centres. Also th0 import beam i:.1 n ... ny devel:pin,g- countries has led to large 
concentrs.ticn of ·,1Llues i.11. the stor,:,ce s.re:::s. _!._ clc:,r e::,.r.iple of such c.ccumul&tion, 
is the firo tru:.t brol:e out i11 Um ,, .. if. i.;,_ C;,,t.-.r il). 1978 ,,nd 1,hich result,,d in o. 
loss cf ,'.•.bout 150 railli9u ri.tls, tfu::t,_·ct.1fCt0;:;_s::::y .. :o:bcru:t-. 5flmillion US$. As the 
p:..ttern of d.evelcpruent in' the coull'~ritls of the: th:_rd 1mrlcl Le11dc: ·cs m~·.:;,, tneir 
projects in 1.1.rbP..n -=:re~;s whe;.'s ee.sy tr:.ns:_:,ort.::tion iB :.vc~il.'.!.bl0, ouch 'GY]_Je of 
2.ccumtu,. tion is bc;t~.L!d to c::.,:;gri:.v,_ te in the future. 

Al.so. .under the ci.untu." ti ve loss c, te,:uries :,re n£>. tm.'<.:l phcno@en~,.s which hit 
developing cctcntries such c.s e: rth0ud,es, hurric~.nes am: flo:;ds. The liest 
er mpl'es <Jf .. · such ·eventrc;~xe"'t"J:re---w.rtfrqudo:e:::- of· Gm.tem~l•:-. ,, ,1d J:Tic:· .. rr..gtK., ,.,.ncl 
the hu.rric; neo ,;f Hondt:.ru, 0 .11d. He::ico which resulted. in mr· ssive d.eotruc ti:Jn 
invol-,ing m:ny ricks st one time. 
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.itno"Gher t;y:·:·3 of l•,CC1).1ntUL,ti:_·li 1."hich is beginni112~ to §/: ::.n 1l1<TDent-cun in tle'1·2lcping 
cc-1..u1tries is th6 cl.:-.shing- be-C1.res11 d.iffe1.'-211t cuvers iE re;J1:ioc t of cne risk ·such .'.:...c 
th12 cJver f·:.r fire ~nd J.,Jss cf l)r,.:,fj_ ts, m:::~chine1 ... ~r ·oi--eE.kclc--un ,:.:ntl business i.1.1.te1---i-up
tion, h.1.:ll .:::~nd e;.·.·,T.';C e·Gc... HerG one hc.c t J indic.:::-..·i,e tlr···i~ .e11 7Dh type ,:_f .:..:..cc.urilpJ_c·.ticn 
iG otiJ_l relr,ti vely limited in cle-~·clolJ.:.i'1[ c::::.:.ntJ.."'ier..;, mainly ·;Jecc~u:::.;e ::rc~ch c:::;vex·s 
r-.:re not rJ..e,cOptccl c.:,l1 lt,1 .... e:e acr..le by the j_r .. s1.rrcr::J. Yet it is 1.1i12.5.1:e1y th:.t these 
ins1~1rers uc1..:l<l be sble · t-·-. :resist SEch <l.er.1;:..nds f~:T c Jve:." fca:· c. l; ,!.1.6 tilile. 

In i;:.dclitioi1 to the t-: .. chn·. lo2ic::J_, 2.nd .::.ccurn1-i.lc:1."Cicn fs.c -torB i.nc:re:.sing the 
degree e,f IJ:IL, there -:i.i-•e :::,J_.so v:~r:;_c,_-~c :_ r~siclci""C',tic:1.0 .:..gcr-:::.v,.:.ti.nc; the c::p.-_:;:;1_::ce 
to lossos. Ono ·:,f tl13r1 is ·Che; techr.1.ic.:..1. b~ .. cl..:1-.rs.r0.n2cs i..:~ mc .. st clc-;_,el~•:J_Lne;· e;,:ur1trie&. 
The -:'..bse;:2ce ,-_~f inclnr:;ti"i.:....,l .:.nc~. technol:Jg_.ical tr::.c:::_ ti.c.ns, the. lc.1:1-level cf ljC1.n-:1.g·2ri: .. l 
c::~!.X'.Ci ty, the dec.~2 .. th of t1".;i.inccl fancl e::perieEccd l2-.b·.::-L1:.r :.11 these fc.ctors ccntri
butii1.g t'-· the in.cre£ .. se of the DIIL, :::nc1 the leosen)_:;.~g iA1 efficiency ::.:f e.ffcrtc 
,;f loss preve;:rl;j_,-;;n c;nd lc,sc miniL1i.c~ ti,Jn. 

Als-~Y "Ghe lo.c.l;: of sufficient ir.:.frr~struct-:..:i .. e in mF.ny de--;el:iping c,:)l:ntries 
rend err:: the systGms of risk 1J:re,.rentiun ,_·ften i;,nreli:.:.ble. 

The incre.;. se iD the Ic..ss pr8h:.bili_ ties - nc'~ e::posu:re_ i11 <leveJ.,.)pine;· cc}-curi.;rieE.--
•:.: s rezult cf "Gechnic:·1 i)r-::c;ress ic, cle rly refl 13ctctl in the lo8f.~ r:::.ti~.1s c:f 

cl:.;.sses of business he:vin& scmethil'l~' t•:i cl;_; Hi th technolce],r st1..ch c.s fire, e::.!.gi-
neeri n~ e'·c 111h'-' . ~,,.:•e . ,-·,~e"-'l l1c-,e .' C, th _._ t 11° 1.-·c,s p-·"-~,,-'-i .. , _,.: c,e~ · .... ,,- rel,·•-- e,, o • .J. ,.::, . 1...,;._v 1..,._,1_1.., ..,_1 ··,L .l.o lJ .. ._. _Ju · L-Uo.;;;,._L, ___ ,_ .J._..,,;, u c. , 

ti vely hic'.11 r· __ tes, le.::- ding vfte:a tc thG i:-·::,er-str:·.i:i.1ing uf the prJrtfclic•s e:f loci.~ 1 
inr.::;..1-r:.nce cc:·li11J::,11ier.: ncl distr!.rbi~1g the ec:1.:.]_lj_bri1-n..1 (::. the gl :;b~··l poTtf'.:lio of' 

"" 

.ilth01..1gh the i1u.mber of l. I'tie ricl:s h . .s f)cen .stc:.C:.i:L;y· ii·1c1"e.-~ .sine, i~;:i rJoerG 
developil~b cc,un·;:.~ies, their i1L1.Di)Oi"'S h:::v. 11,:.,t rei::.ched propL:::ti-:,ns i,rhich uou~cl 
r.1101.r ::~ 1Jec:.11ing·i\U._ spJ:·e.:.~ .:..r1 Ci"-<C' cou.!.1·Ci~;/• for inzt .. ·Lcc, ther-s 9c•tllc.l, in •:.~ 
de11el;;;p:inc cc,l,ntry, be ,~.ne c:.r ti;o L.rge .·,j_l refi:.1EJrie::: :J.1C. feu c:.:c : .. ssem'bly 
ph:nts. .The rest:i'icti·,eness of the rn:,mber c;f lc1·c;e rj_sks ,,f identj_,~ .. l 11.:: ture 
dces n,.:./t ·ruet•,:i.i.. th:;,.t tha~r -:·re 1.,1.11:L11sur::'.0le. YJt 01.r.;1_:·11_:~J.y th:~s cle~.,rly presenfs 
di;:.;.~_id:;;.:'!.nt,:.;·es for -'chG insurer, J?i:·.r-bictU.,.;i..,ly. ·Che 1-s..ck _.f OiJre,.:·.6. tihich iB the bLsis 
fur in012.r:_ .. n(:,e, ::.~i.1d the inr:.:..bil:i.t-J t~J dr2.1J sufficiGnt e::per.iGj,1Ce nece.GfY.~··y to 
det;i,de u_pc.n :i.EJvels. of re.ting u1d .. ccept:,nce. 

On the tYGher ht:.nd it in o":Jser··:ed th:~ t the pt..ce of i1~cre . .:.::::e of ·-la.lues ir:::.:u1 .. e0. 
in respect .-~f lsrge rizt:s is 11(.Yt ua"Cchecl, in the ri1aj~:;r.ity of c~:.ses, by ::.:. co1'res
pcnC.ing- j_ncree:.sa _in thQ number :_·•f l.::~:rce i~isl:s. 1l.111is de7alc1xner:."G h~:..c tha effect 
of mLJt:ing· tl:i.e tot.:,l :9rGE.1ur:1s recefv·ad. · by the insu1"or '.-.:11:r L f:r.~:::~ct:Lcn ai' hie; 
exposure, beca.11-se lt..:-sdTs c+~r.s p:reventcCt f:.:-,::IJ bei:1g GpI"e.:.~cl 1 •• :-.. 2:r c,, crJn2ide:c2.ble 
!JJruber cf :risk:G. 

If VJ t:ry to rec,cI ink, the distr_.;_;Jt:-i;icn cf insvrL;1ce business written in 
~--····-·- -- de·..eJ.:;;ping--eountries,. we: .1-iilLn::J;_.110.:i;ice .. tbst ;,,,p:.rt fr•.:m .riski:; 1.rl1e1'e there is 

so□e c0rapclsio11 t::· insn~"e; such :::.s illC.•tc,r thi:.:'c: pr .. rty li:~,biJ_it::r, the bv.11;. of -Che 
bt1-s~:.ness writte:ri ccnsistc cf risks of .~.bo·:_:e vei"1 .. ge •St:.l!JLl c:c. e:::9c·SU.l .. GC sv.ch :-.s 
indu.stri;.::•.l fire 1 stcr-.. ge risl::s, n1-:..rine c::.rc:.:i, engince:ri:nc i--i.sL:G, hnll, > •J ic.ti~~~n, etc • 
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By cont:i.•c,.st ui th clevelopod countries, ord.im.,ry or cornei;i.tion,:•.l risks in devel::iping 
countries ~.,cco1.1.i.vit f-.:.ir ,:~ ninnr pLrt • ;:f of the businG:J:J covered by insure.nee. 

Thereneon for this situ;: .. t:,_. n io th::.t i:1 spite of the ;,::,,ri.-:us effortc to 
nh,dernize the econ:;wy ,;f dernL,pi.115 c::,lu1tries, there still reILainso,majo:;:- trcidi
tiorn,,l sector; r0.r2.1, cr&ft vc,rlrn ,,,net GWsll cornDerce vhich h::.rdly jccver themselveo 
by insur~,nce eitho:c becc.use the risl:.:s i11v.:Jl\'Cc.l 2.:ce uinor or Oec2.1..1-ne of the e::::iE
tence cf Some othe1" .. ?.r.r::.-.ng<~JJcnts serv.2.ng -:: .. s c:.l tern~ ti ves fc•r ins1..·;..r2~nc:o. On the 
0theT h~nd, the l·_,ck c.f ij,1su:rc,,,11oe c.\r::.TI.1ess, ~X!.C~ the lcn·: incouc of the popul£~·cion 
s.re elements 1,1hich do il(Jt f:· .. vou:r the clsrJ.:~nc1 frJr insur[.nce, eBpeci.:.~12.y fi;r sicJple 
risks such c~s fir0s in C1.1:elli:i.1t_:3, peJ.:scnLl c.cc:.C~E:nt, ei11ple "Ghircl p~.r-Cy lia.bility 
etc.,_ such cB.tec--:-·ries i;rhere the si~'.~e of risks is rea.s1.)nD.ble c.~ncl the re:T1..1lt8 t!.re 
generc·.lly prc:fi t,,ble. 

In this respect, i:.:~ 1-rorc.:.. of C.?.:.1..i_ti;')n seems necess-:.ry. It is nrJt- L1.i..ggested. 
-i;hc:.t the insure.nee portL:,J.ios in clevc:;loping countries sre r·ve:ruheluingly com::_:icsed 
cf 12.:c,se :ci,;ks i since this uoula C:.eny the st~.te;:ient th,0.t their "1u.mbe:;:- in ec.ch 
m,.,:rket is Gtill snmlL In f:ct, not :.11 inC::.l1.stric,l fi:re, enc;ineering, hull, o:c 
t. viJ'. ti.on 2.:c-: nocesEL.rily lL:cge risk:::. Yet on the other h: .. nd :me c2.1111)t 6.escribe 
the:::e cl:0.sss8 ::..s ord.3.n,:.1-y either. 

1.I'hus one C~\L1 s··/fely c~ssert tb:.t ins1.:.T·.11Ge business uritten .:i.n developing 
colrr.i.trieo is prcd.·_:.TJin; __ ntly C\;rnposed cf ~-b·~J-ie ::.~ver:.-·.ge sums :1,11.cl expcGtrreG i;.:ith 
scme gig,:._ntic risl:;:s uhich ::·re felr ijJ_ nt~1be:r bt:.-'c uhich GXerci.se .::~n ov·erpr•Jpor
tiow. l influence ,:;n the pe:rfonEnce c-f inc1.1.r_-.nce ]?')rtf0li,~s i,1 the..,e c,11.1n-cries. 

The eL-b .. l e:;:pc:.ncicn ~.f cblll'.<,1d. fc;r insurc.•.ncG ,.c ,rell , .. s the di versificc. ·i;icn 
,.Jf the riLks ccvered. :'.n ci.evel:)ping c01.mt:cies .. re buth _ .. 11 indicc ·ci<:m ~,f ecc,ns::mic 
pr·,;grcss. 

Ho,r:::ver, _ G merr~:i.cned e,:.rl5.e:r, the pL tectL,,1 uf insur-.,nce in develupin{,' 
countries still seeras tc be c,..!nfined t.:.·- sps-cific fields s1..,1 .. c:h ·~,_:-; ind.ustri-:"~lisL ticn, 
urb,:snis, tiun .. nd tnJis]ort. The follo,ring is : list of s,,ue risks which --~re 
J_ikely tu be cuvered in the mr:.rkets of clevelopiEg c01.mtries. 

1. L:~rge blocks Lnd high-r:'. .. ne bri..ildi.ne;s uoccl for offices, etc. u.:i.th very 
eJcpensi ve instc:,llo. tions ouch R.s air-c,,mli ticning, ccm::_:iuters e.nc1. ,ff ice ec,uipment. 
AL:;o lu:r:ury hc-i;els ui th various costly fi::tures ~nd fittingD destined for the 
tourist industry, 

2. L~rg-c inc1nstri.:.;J_ 1,111.i ts cuch t~~s textile 2.nd spir1:1ing industries, petro-
chemic&.ls 1 oil refineries, iron c.1.nd cte:sl pl~.nts, c:--~r . .:;:,ss9mbly 1111its t .foodstu.ffc 
'"-nd the drug incJ.uotr;,,, 

B 

As most developing c,::U11tries c:re rn1d.ere;-oing vc.st rur2.l, u:rb2n ';11(1 inclustric'.l 
de,relc-pment, very l,:,rce p:r:,jects c:-,re c::rried. out :mch c·.s the erecticn ,_·f hydrc
electric power st;;,tiono, cL.1:10, highwccys, b:cic'.ges, the co1-rnt:cuctio11 of pet:ro
chemic,, J. in.st:.11.:.ticms, uininc en-cerprises, th8 settinc:-uJ.) of inductry for 
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:!_)roceocing lee,::). prc,dncts. The need fo~: e:ngi:ceering i:csur,·:nce is 1Jl1 0:-.,1..nyCed by 
the need to cover -Ghese :rJbi-cioue pLns ;-hich cc,s-;; .,. ci·e·-c dec:l of~ for~iL:11 c.nd 
loc·: l curre11cy, often lmder loe.n pr,)6".L". clLJGS. 

C. I•k.ri.ne c:.11C::. :,vic..-ci,m bre.nches 
-- ~ML - •• • •-.~-----•--•-•~-~- -•-•~ 

Grer·.t eff·:-rt::., hc.ve been m-:.Jte by ::~11 iD.cre:-.sing nurJbor .~ f de7elcping c.c;11.1rCries 
to secure thG:ir inter :.~tic:;::·J:~l trD.11cp0:i."'t c3rster:1 in ::',:cl c.t-t,.:@pt .!co lessen their 
depenci.encc Jn f-:-:r1 .. e:L@1 tr2.n8pcrt3 3e::cv;i.cet:. They :.\,cr~uirec: their ::_.,1,.-.yn u:~ri:n.e i·.ncl 
c:.viati,~,11 fleets. L.s vefis8ls ::..,ncl c,ircrLft h::;·. e CT'01!11 in c.:L~e ::.i1d couJ_Jle:::i ty their 
vr-1ues h2.v2 I'iccn sv.bE.t,:,~ntiLlly. ..\clc~ecl t·:1 thin i:::: the E-.fJ,')l:nt of lJ·-- -~cntic ... 1 lj_2J)ility-J 
which they h:;,\1 C to cov~r. licclcrn vessels c:r .::.5.rcr.:.ft t,:igcthcr ,.rith their cc.1•g,-JCS 

or 1x.:.osen.:;er;J :reprezent r:~ trernendcu:; concentrc..ti::::n uf s1..1.1Jr: gt risl;:. 

c. concept 
:"'ublic li.:.bility in relc~tiv8l;y-/i1cnr/~--ncl co1.,lld pr,)cluce li rge rioko in dc-veloping 

co1.1nt:ri0s. Unt5.1 auu, lj_ttle r:,ttent:i.·:in ht.s lJee:n. ::,_JE.icl to this a.i--e:-~ clue to th0 12,ck 
of clr:~im ccnscicusneso LE10~1g the r,cp:_1-J . ..:,,-ti(_;n ·.:f CL0volo1)ing ca:: .. untries, i:1.nG.. the 11011-

e::istencc of le.us c1eiining 2.ncl specifyL1,s the legr.l lir-.bili -cy j_n ma.n:,,- '.)f thene 
ccw1.tries. 

Houeve:;.•, econ-:jj::iic ,-.nd soc:\, 1 fB.ctors h;cve to ~- certc.in e::tent hEc1 the effect 
.Jf ,'" C/•t-::·.l;rst ...:;n the 1~cke cf c1~-~~:ic c·.-:i:.1uc:i.cr!sne:-:;;s. The :.nt:toc1t:.cti;:.n :;,f con]_)•.1.lsorJ 
mater thircl. pr-r"ty li: b::_li. t~r i:1su1"' .. -.. nce 1'!.~~s perhr. .. :90 responsible f~ this ev,::-iluttcn. 
l'u1Jlic ,ng:er, , reused oy sor,10 new bt:ild_i"1gs in -_ develo1JiDg counti"Y cr,,shin;:;, 
led the s•cverDiilent t _- iclpc se third_ p, __ rty li 'u:'_li -cy inctcr_ nee for b,,,_ilcling ccn-
tr· .ct,:.;rs. In S(JLle tie-veloping countries proCt.uctc li~ .. bi.lity j.11sl:XL\11ce ir:: t: ken fc-r 
:rasrch·_·ndise clestineG. fer e:xporl. Uncl~<r."titeC.ly the siz0 :.: nc: o::toi;.t ·::if C·JVGTS :.:..::..1 

-chio clc S3 of bi- iness 1;ill depend upon -J1e gr,,uj_nc pros:pc_-j_ ty r f ycople, ; .llovinc; 
them to ff1.,;.e for J.i-~.bi.l:i_ t~r, and. i;he LO[;Teo 0f csc-.. l-:.· t:.011 2-n cur.rds cr:-.nted b;r 
the courts. 

f_r_~J~1..J:.1,~q ~ )!w!3 _i]_l_.!)-!!Y. _e}:!Jp_iP£L ~q::~2--~1.j;~J P~~-'--: · ~1~C-__ s;:1~-:-~.e._}~1_.?~e~J!. 9 9~?-"..G.~]?gpg.i_~1£ __ :G9_ f-'F.:1:L~~ 
ri□ks ·---

J:..s c., resu.l t '..~f the intens ve eir.cr·cc deployed by G.e-cJGlc,pi::.1g cou:i.1trieD ·:;;~ 
ensure cJuick economic e:ro1.-rCh c.n(~ e::p;.n.sic.,n, the ij_1sl1-rc,.nce premi1,11:1s 1-Jri tten in 
their DJ.£;,rkets ha:•1e bGen c_r;_-:Finc lJrO[) .. "'essively f:rc,m yec..r t~d··y~~r. In r.1;-~ny c..:.:.:.ses 
t;he p1"'et1i1.un income h;, 8 beoa £...lnoct (.\.,)ublin& cver-J fi ·-.-:e yr..=;f.:~i-s, ui t:1esoir..L;, thereby 
c.., larc;e incre.::.oe .:Ln 1-:-~al in-,1estmon'"Gs in the cc c::•1.:c.i-0ries. 

A}.JC\X"J fre;EI rn-::tor .np.s1,:.r(;,.nc0 vhich hLs been r2nc.lerod coupul f.!e:~r in res1Jec ·C 
of its third :_)c:.rty li:,_;Jtl:.:.ty, in m£~J.1y c.level-::.;pinc ,:;~:.untrios the uc.in c].u .. s3es which 
h::.:.va lJci1efi·i;ecl fr.:in e:rcnrGh cffc,rts f..:i."'O inc1v.st:,.~.c~l f:.J.."'2, i~Jisccll:~noous buoinecq, 
uhich includes e11ci11cerii1g :~ .. nc1 cc)ntru::-j"G::T::. 1 1--iclcs, :.:•,i.1f_ [1:-;.rine hrJ.l 2..ncl c.v::_cti•.111. 

l\)r mc.rinc c-~ ... re;c, th0 j_r.c1"e2.::.:2 '):r ct.::.f.n . .:.. .. ac:r cf j_ tc. I)rerniln:ic depends j to L~ c.:.1nsi
c~erc:.blc extent, 1.,1-pc:i.1 the 2..ttituC.c; cf libc~"'ty -..1r reotrict::. ~n ti,do:_:,te0. by the c..utl1-:~ri
tie8 in thco-:-.3 c -:~?-].~.!-!.es 1.r.~.t~~--~QQ::.~_9-__ :~.E.----~;~_e _J_11JJ~~~-pq_e -~,t· cc.rf,<: luc.;c;lly ::·:-1~ e1ocl.rhcre. 

Ule2.rly uhen ue 7..)ci.nt -Co in<lv .. stri:::.l fii .. c, c:11e~::_:i.1eerinc- c.nd c )nt:rc..ctor I s risks, 
tli .rine hull -..nd c.'JL -i;L,n, e:.:J the m2.in 'benef:Lcic.ricc cf the ev,nc1:1j_c c.evel0p.:Hmt, 
it ic, evident th:.?.t ue .:~re x·ofo~--:ci:i.1c u:.,j_~1..lJ ·i;. :i.. r.~;:---c scc:.le ricks ~-•.r8 th,:_ :)rin:-'.:i_pe.l 
sou~ce of lJI'CllL;_l11:J i.ncoE1e. 
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I1-: tr-:rine ht!.ll. it .is ccmno11. -Ch-::. u tho n: j,jr p; r-'c cf tho prei:1i1...1E1c cc11e from 
l··.:rge tc.:111-:·,ge r;~:1cher th:.n sm~-;<.11 hull~,fishiilf;" 0c.:z~ts, p-ort !Je,r50s etc. The s: _ _''.JTie 
·lso ,pplieo -C-.-: .:-1.via.tion uhcro "Cho b-l.i]_~;::-·cf the prerni1~,18 0m.::c,n.Lte fr,-~,r.1 fl0ets. 

On the o·i;hc:r h··ncl, if·ui1e c,,np rcs the t,'r,.)uth of p1·ewin:a income em,c·.i-: ... ting 
fr.::□ 1.:--: rce ris::c ·;.-ri th th-:. t C':f c-~:-1-.;/eJ.1t5_,jn-".l ~Jusino so, it cc~n be obse1"•1ecl th._-.t 
the prer.1i1-:Ds C::)rre~;pc;nG.ing t8 l:~.rga :risl:o grov ccnsicLGrt.·,b:!.y· si~icker tlY .n thoze 
cv1 .... re8poncli11g ·G·_ c:-~:11·vc2.--rt~.o- nl b1.u:;ir1eso. 

r111ie f( .. c"G "Gh--~-t s1-:i.1)st·~:.~1t:V ... l prc,,-·-rt::.-:,n of "Che Jl~o::1~.rJJ inc.ome in clc-(•elc·l)inc 
co1u1tries enc:~11":.tes frorJ :... lini tied l1l.:L1be1"' Jf l,::~re::o risks :~s !:!. f.~·,.c°GoT of ·~~nt:;.-selectioIJ. 
-:· .. ncl ii":•.10E>.l-::-,nco uhich ,:..,porc:-.·i:;es .g·_:.ins"G the iJ.101"!.re:::·:s i:1. "til1-8s:J co1:.ntJ..""ies. 'the l~ .c!c 
uf sufficient -r;::Jl1..1me ::_:;f' cunvo!1ti~nc::·.l h::'..sinesD ·~~:.J 0ppcsed to 1-~-rge rj.sk3 c-:~s·i;o 
c.<.lso ,-:.., thi""e'.:·.tening sh.:-,.dou ::Jver· the pr.)spec·i:;o uf 2,,chieving cc.-rne b~:lE,Y1c0 bEd:;,:een 
premi1"!.f£1 ii1come e.nd 0.xp::,sure, o..ncl pre"JeL1ts t~1e orcl5..r_~,,rJ b·i..l3i:.1eso fx-om pl.:·.yii1g its 
c1.1..st:~Ina:cy :cole of cl·~shi-::i:2.nc the c;rec, t losse:..: 1:hi.cll 12.:cc;c :ci sli.:;.:: r.12.y be ii1vol vecl iE. 

It i::; distt,rbil'1g to ncte ths,t ths r.:,.tc ,jf incJ'.'GccS8 of ::;ii·et1ium il'icome in 
6.eveloping c:..;1.:s.1t:ciec is cenerslly less th.sn th2 rate of i:;.1cre~ . .se .:~f e::posures 
e::pres.s-Gd in i11sl::rec.L vLlues (j:i. .. ill-Il.i I s, e--1en t:1oli_gh the rr:.tes c;f incrcc\oe c,f pre:oir!J!ls 
h-:::-~·ve bCen rel:.tively h:i.gh (10 to ZC'f;; per 2.r:i~\~1t1, aacl evc11 mere· i:1 scrne co1.ll1tries) • 

.,, 
The 1-:iC:~-oning e~.:..l) b&tuee~: e:q)OOU.:i"'OC D,n0.. prerni1..111s, ::.-,nd. the :x1t5.-selection 

ch£~r,:~cte:rising tl12 pc11""tfclio8 of in::.n.:rers i11 dcvel,:1:!_Ji.11[;' cc-r.ntries c·.re both res
pcncibl:; f'c:r the CUI'J:'c:nt p}1Gr.:;men,:i, ::_~: these co:.:nt:. ... ioG uhcx-e the c1:posnre en ,:.111G 
single Tisk □;c:.y e::c2ed the ·i;c-tc:·l prer1it"1:l income _;f th2 bT:.nch, ·:J'.' even the tc,tc,.l 
prcmi~:!lJ incoue f t!10 rnr.rkct. 

P~Jl~l"i __ ep.~.c ___ ::•%_ -JL.!E'g_ ~ .. i.~Jc.~ __ j~~~-- _cl_e2~.!:..,.p~:~:1c~ ... cs·,]-~1_t_r.i,?~S-.. .:.:~1~\ --~!_1 .. e_~!. irH)~:C -c ~ .. en __ f;8D~r:~1 
·insur nee Tes1.llts _____ ., __ ·-·---~-~·--·- -· ---

Despite their i·sL .. ti.veJ.y J.cm p:;::enim1 eLrninec, the c•.nti-r::2lectic,n :pi·esent 
in urrc::;.r,g 01:1-.: 11 ·., :-lt,i:1e ,:.•f 0rdic nry : nd siuple risk,s, : nd the leek of bc:l:.nce 
betueen prenii.,i:1s .' nd e::pos,,res, clevsLpil1c col1_;_,trj_c3 stilJ. lr ve in €,'ener l better 
cl: .in e::peri0nc0 th·.,n de·velcped. ccr.1--it:rj_oc vith, of c; .•u.rse, ... ~ feu e:rcepticnc. In 
the fire c tee,0:ry, the rccuJ. ts Tec-:rcled. by_,r,1ost develc:'.;)ing cuu.ntriec sh0u ,. more 
f~:vcnr, .. 1Jle loss r'.·:tio (Jn the 1,rhol0. 1.rh:Lo j_s m:··.inly due tc, -thG e-~:,,.rly st.:.~gec .of 
iL"Hll:.Gtri.c 1 development ii1 thece colu1tries :.:.i1d te: their iJoci.ern inclu;:.d;ri~:,l infra
otruct1..'!.re free frol!l (~:1..:.te.::.tecl f:-;ctor:.ez, _ ,-TO.l."'11 01-:t ;.nstt.11-~·.-ti·:·:•:i.1S ::. :1c1 lmprc-tectccl 
systemu. 

' 011 the other h,nd, there is definetE,ly less ,ccu.mul&.tion of values per area 
since sp1,.ce in many developing countr.:.es there is no yet :. problem causing vertical 
rc,ther th;,~n horizontal expc,.nsion, ~ s is the ce.se in developed countries. Finally, 
loss of prcfi ts I insure.nee which can be combined with fire cover is not very 
frequent in most developing countries i11 view of the refuSc,l of insurers to 

---- conni r themselves to s1.fon·nazardous coVer;·a rrfat'ter which makes fire losses much 
less expensive, 
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In the eng 1eer~.ng field, if the cl·:..,ree of risk in rc:ipect cf property d&.mc:i;e 
is mere or less uimil&r ·c,J ·chc. t of develoJ,ied cow.--itries, we shoulc, not forget that 
in the section of lic,bili ty to third pe.rty it is far less important in developing 
countries, du:e to sever2.l reasons r2.nging from lower geogrf:phic co~centrc.tion to A 
le.ck of cl8.im consciousness. Also the business interruption cover (loss of profi,ts);; 
is seldom ,wcorded to the insured. in most of these countries. 

For m~.rine hull 8.nd c:.via tion fields, the experience of developing countries 
in :respect of pro;,>erty d.:;,mage c,nd liabilities &.re bssica.lly the sc·me 2s in developed 
count:ries. Vcris.tions may, however, exist with regcerd to the vc,lue of risks, the 
geog:r~.phic,•.l sc'.Jpe cf m·.vig:_ticn, mt•inten2.nce, rep2.irs, etc. 

However, ,;n ,; completely different le•Jel, the generc,lly good :results ch2.r:-.c
terising business written in developing colmtries m,.,y be due to th_e higher p:remium 
r 0 tes which u.sw,t];ly· prev.il in developing countries, coupled with the ineJ::istence, 
or sr.Ell sc•·le of competi ti:m between insurers. This De rket discipline r:,voicls 
~c-.te reductions. Also in some cl,, sses ,Jf business, such ,,s hull, ,.vit.tL:n · ,end 
inrport, nt fire :cncl engineering policy, direct insurers in developing countries 
do not lend themselver.: to specuL.tive risl-~ evalm.t.icns but resort to quotcti::ms 
from their reinsurers ,, broE,d. 

This f.:,.vourable perfon.~a.nce is m tu:r2.lly not expected to continue for long. 
The trend in developing countries towards bigger prcduction units, the &.pplication 
of new m;,,teri2.ls, sociologic2.l ,md peycholc-gic2.l phenomena like incre,.:,,sed mLteria
lism, cE,,relessness, speculation, corruption 2.nd crime, maz.y· 211-lc'.ff.ect the good 
clcdr.i rece:rd of these cotU1tl'ies. 

Alrec,,dy sc-me signs ._,f deterioration ci..n be seen in a. number of developing 
countries where intensive grc.wth eff.·,rts ere undertdrnn. A nmrked rise in the 
claim frequency _'.s often r:ssccia ted wit·. 2.n increc:.se in tL2 size of some losses. 
~:iuch risks s,rioe in particuhr ,:reas whs:re grec.ter tccumul,:tj_on of vc:lues take 
plc~ce, such as lerge \JE.rehousee., and big departnent stores. Also _in marine hull and 
avj_a tion, frequent 12.rge losseo occu:r, 2nd folloH the uorld experience in this respec;. 

L::,r~ ris~rn. c.nd .. foe risk be,,rin,K potential . in _ developinf c•~untries_ 

It is obviouc th:c,.t no 11ise insurer c2.n gr2.nt cover for Fen emount exceeding 
his risk be,sring p:otentL.1. This potential is composed of his net retention plus 
underwriting limits ::lloued by his· 2.utomr•.tic reinsur:nce·f~cilitiec. Vhen the 
suin insu:red is higher c.n c.,ddi ticncl risk bee.ring potenti'-.1 ha.s tc. be sought. In 
the c"se of , risk for which the risk ber,ring potenti~l of the insurer is lower , 
th"'n the 1;:motmt to be 1insured, he h: s t.') obfa:,.in co-insurf nee or f.9.cul tc: tive •.-,\·_·,: __ •. 
reinsur, nee from other1 locc l insurers in respect of the b,'lt,nce of cover. Depending 
on the lcc:il c~cp. city 0-v:,.ilc,ble, he may fin·,.lly hc.ve to resort to fi,.cul t.?. ti 76 

reinsnrc nee · bro2.d. ll 
l'i 

Loc,-1 c· p2.ci ty on :, n,:ti'.'n' .. l level is compcsecl c,f the '· ggregEte net retentions 
of insi:cr nee comp: nies oper-. ting in the mc.rlcet, :(ius the ,.ggregc.te underwriting 

---··-· ---- 1 imits cf -tb&i-r--:reinmll."-~nee- ~i-es·.- -----• ··-- ---- - I •: 
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Cles.rly nc,,tion&.l lilc,rkets in developing countries cr•.n meet .s.11 loca.l demand 
for cover for small tend medium sL·,ed risk:::., since the aggrcg,:,te retentions plus 
the e.utomatic reinsurt,nce facilities Gc.n easily absorb the g:ree.ter pi:,rt of these 
risks. However, the question now he.s to be ecsked 1.s to whc.t extent the 112.tional 
markets in developing countries '.l.re ;:,ble to pr0vide risk bearing pctenti2,l to 
cope with the requirements of larger risks·, 

In most developing countries the domestic insurc~nce industry is of rela.tively 
recent origin. BefGre its emergence, foreign insurance provided practic8.lly all 
the cover for l0cc:.l risks, b~r :plEccing risks directly 2.brc,E.d or through agents or 
branch offices on the spot. As ,,._ considerable number of foreign insurers used t<; 
oper2. te in these countries, the r,mount of insurance offered was substanti.::·.lly 
high. Thus no pe;.rticule.r problems were met when a large risk had to be covered. 
In the case of exceptiom,.lly la.rge risks, which single foreign insurers were 
not 2.ble to cover totally, they were Elpli t on n co-insuIT.nce be sis between insurers 
opers. ting in the m2.rket. In c2 ses of risks which, by their mE.gni tucle, or bees.use 
of h;;u,.rds involved, uere beyond the cEp,cities •Jf lo.c~.l -~tEj,reoort to direct 
insur.:·.nce :cbro,d w,s p0ssi ble, end intern,dionLl insure nee cot'.ld of course cope 
with :ny extr?. co,ver requirements. · 

The situstion h".'.s completely ch;;,,nged with devecloping countries gc:ining their 
independence, , .. nd with their determined desire to promote the n£ tiom,l eh .rc·.cter 
of their insur:.nce markets. Most of these countries, while prohibiting direct 
insurr,nce ,bro0 ,d, took steps tc encour.,ee n2ction:,l initfo.tive in insur::,nce. 
Different methods were 2.ppliect to re,,.ch this objective, rc:,nging ;f:a:-om mere strict 

. insur.nce control to m:Ji:ing the insur;: nee sector a st.:c te nonopoly. ene cci::Don 
frctcr chLrc.cterises these me:- sures they worked to the d.etriment of foreign 
insure.nee. The total or p,,,,rtL.l uithdr;c:.w:·.l of foreign insurers from the markets 
of theoe c01.mtries h~.s no dou'Jt ,.ccelera tecl the. emergence snd growth of the 
domestic insurE.nce industry. However, E,t the same time the number of insu:ra.nce 
units h2,s been reduced, with the result tht t the density of insurance offer has 
dropped shf-,rply 2.t c:. time when risks 8.re spirE,lling in vc,lue and exposure. 

The si tuD.tion is r.;ggrc,v£•.ted further in countries which, in their ~~:l:.orr. 
0f rationalising their insurance market:c::, took measureEJ aimed 2.t the concentr;;.tion 
cf the number of insurers such ss amc1.lg2.mi:d;ions, mergers, transfer of portfolios, 
cancellation of registrs.tion etc. 2uch rnec:.sures may hc:ve been useful in improving 
market conditions, but in raost cases they resulted in the shrinking of risk. 
besring ci:,p.,.ci ty on the na ticrw.l level. ~ven if we thougnt th£,t concentration 
may lead tro :la:irge;u units i:,ble t,: co.rxy larger :cEJte11tions c.nct. benefit from larger 
reinsurance fLcili ties, the experience of se•1er<1.l countries has sho,m the fc:.ilure 
of neuly combined entities to reinstate the ,.ggregi:,te capc:.cities of the compe;.nies 
which·c=e uncler the me;,rger. 

In c•.ddition to these fl:.ctors lec:.ding to the concentra,tion of the risk bearing 
c=1,p ·cities in ma,ny developin,g countries, there 2.re ethers closely related to some 
typic,,.l fe,,.tures ch£r:.,.cterising the emerging· insurc:.nce industries in this pc:,rt 
of the world. 

· ·yi::;;-tures. of7;he domestic __ insur~.-fice :,.nd.1.csffy in developJ.ng countries __ nd _ their 
effect on their risl~ _bearing_ c;,p.:.ci ties_ 

1. Sm 11 risk,cj:pi.fal. C·pEcity is:,, nKthem:t.i.c?,l function of risk cc.pit,,.l, 
constituted of pi.id-up cc pit,: 1 •·nd free ssetc held by insurers. The more important 
the risk C' pi t:.l, ths more c,c,,ps• city the insurer c·, n provide. .As most developing 
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countries : re 81:. rt ,:;f c, pit·. 1 resourcerr, the iJnrn,.;bilis ti._:;;1 of Cc.pi tl for 
investlllent in ins1.:r "1ce is beym,d their rec eh. In :,deli tir:n, in view of the 1011 
yield of c;;..pi t;;.l invested in ins1.trernce comp::·rod 1,i th other types of investmente 
1:.nc'. the gener:.l a.esire of pe-ying imp .rtc: .. nt tli:videncls to sh,.reholders, ·chere hc:.s 
been t:. gener2.l feihu:-e t. ,.ttr~ct important mere c,.pit,l fer· insuT::nce compc.nies 
.s.ncl to ec•rrn::rk inport,mt fTee reserves. Due to the l·.ck c-f risk c1c,.pite..l brc::.ing, 
domestic ins1.Ters in developing countries re;c:.d; 1-ri th gre:.t c, ution tow-:.rds lD.rge 
rifJks to ,.vc,id being exposed to s1.~bstc.nti::.l cL.it.1s, ·i;h·c,s optin,g for sm::.11 [.ccep
t::.nces out of these risks. 

2. E,~.::cly stc:,_gBs_ of develoE£Jent. Most ,:;f the loc2.l im,urers in developing 
a.re comp2.rL ti vely ycu."lg 2.ncl h,., ve LL ttle experiene;e. They .s:re not ,-rillin.s 
indulge in big business bec.s,use ,;f the L:rge si2,e of pussible cl::.ims. 

3. ;,c'-'-rci ty of. expertise. The insur,~nce ::,f large risks involves d.ifficul t 
problems vhich \-1•,1.,ld require 7erJ exj_)erienced. st2.ff. L1 th., ,~F< r,e of young inch
gene,·,us insurers there is a. scc.rcity of ste.ff t--' deal w:L th la~e ;; risks. Under 
such circnnst,:,nces, the local insv.rer is likely to &,void coJlllii:,.ttii:,g himself t,) 
such risks, thus lessening his :.ccept2.ncc tc the minimum possible, and reinsuring 
the b2.h,nce. 

4,, StringBncy 2f Lutomc,tic reinsurc.nce fa,cili ties 

Almost "11 new comp, nies in their ini ti2,l st,:,,ges h::.ve unbc,1:-,.nced portfolios 
th<.t is tG s·:y their pr3l11ium income is not high enough to cope 11ith CT1dert::-.ken 

112.bili ties. Such imb2,.1':,,nce is more notice; ble in the context of developing counT 
tries thLn ,:.nywhere else bece.use of the exig11i ty ~.f their insur'c,nce mc.0.rkets uhich 
do not pr.~tluce einugh premium, and de not ~11ow s-,_,fficient spre.s.d. In vieu of 
such imb0 L.nce they h;:.ve to C'..-.rry smc,ll retentions, thus rec:ru:',ring e:·tensi ve 
reinsur.nce Lci 0,ities. However, the lc>.ck of bi:T2nce in 8 portfolio ,: lso worl;:s 

g0 i.nst the rein::mrer who is obliged tu res'crict ,.utomc tic reinsurtmce fr cili ties 
6,VE.iled to this ceding compe.ny, both in respect o:f scope &.nd upper limits. Thw, 
risks of r,0 n unconventioml nr~ture or large size do not find, or do not find 
suffi.cient sutom0,.tic reinsur.snce ~rr0 ·.ngements to 2.bsorb the surpluses. 

These inherent chP.r::,cteristics of the locE,l insur2.nce industry in developing 
countries combined with the side effects of the transi tion2,l perioC:,. which their \.·.· .. 

1
. 

markets undergo, tend to limit the creu.tion of local cc,paci ty for the ever-increaing ·~ 
v.s.lues i., t risk. Ii 

'\·Jh:':t ru::ppens then when "· 12,rge risl~ requires cover? In prE,ctice this problem 
c2,n .be solved either by insuring such risk directly £,broad, or covering it locally 
but resorting in the m~rn-time to foreicn reinsurance whereby c.11, or ·the g:rea ter 
part of, the risk is tro.nsferred to the reinsurer who virtually becomes the real 
carrier o:f the risl~. Both solutions can provide immediate :nd lF.,rge capacity, 
but undoubtedly they are detriment.:;.l to- the well-being of· the domestic insu_"'a.Uce 
industry, F.:s · will be explained later. 
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Insur1mce laws in the mz,jori ty of developing countries reserve the right to 
gr~•.nt insuri,nce cove1· to compD,nies registered in the country where the risks are 
located, This policy, motiv1,,ted by issues relc,ted to the promotion and growth 
of local insurance industi7 1 does not entail too many problems for small and 
ordine.ry risks, This restriction may not suit large risks which often involve 
covers greater than \\/hat the local rrii:crket cc:.n afford because of the limited ca,pa
ci ty and experience of the young insur2.nce industry in many developing conntries, 

· Local insurance a,utho:ri ties e,:re therefore bound in some instcmces t6 alLow·, the 
cove:r of very large or h;zardous risks directly abroad, This practice has until 
recent times been guite frequent in certain cate;;ories of risks such as marine 
hull, av::..ation and 12,rge engineering a,nd industrial risks. However, more and 
more developing markets are abandoning this practice, preferring to call on 
reinsurers rather than lose all domestic control on such risks. 

The:re remains, however, the non-authorised di:rect insurance c,broad, The 
freg~ent imbrication of foreign investments in all forms in the domestic economy 
sometimes encourages direct insur"dnce ab:road. This is the case, for instance, 
of multinational corporations which do not entirely fall under the national juris
diction of the country where they operate. In view of the usual shortcomings 
of the local insurance industry and large values at :risk, they arreange insurance 
covers with foreign based companies. 

_, 

Such transfers of insurable materials to foreign markets represents a loss 
to the insure.nee markets of developing countries. It deprives them from an 
important premium volume ema,nating from large risks, prevents tham from making 
their mm experience of such covers and finally restricts. the developomt of 
their acceptance capacity, 

II. Lar~ risks insured locally in developing countries 

In spite of the vari0t,s factors which make the local coverage of large risks 
unattr:~ctive to the young domestic insurrwice industry in many developing countries, 
surprisingly one £inds the major part of such risks locally covered by insurance. 

This situation seems to have developed as a result of the prevailing conception 
in these countries that investment in insurai,ce is meant t_o provide strong backing 
to the national effort of develop:)A\nt e.nd growth. Thus covering risks directly 
a.broad would defeat the essence and raison d'etre of local investment in insurance. 

On the other hand,, the fact that many domestic compenies serving the insu:rance 
markets of developing countries are of public and semi-public ch.:~racter, reinforces 
the feeling that it is their duty to provide cover for all domestic risks at all 
levels even if this would entail, on their part, some sac:rifice in their freedom 
of action or liberty of judgment as underwriters. 

A third factor leading to the coverage of large risks locally is the desire 
··----.. ··- '"·-o:r-··lhe insurance supe!'vision a.uthori tIEiS-"tO eXerciSe some de facto control over 

the important domestic risks in the country, which of cour~ ~~d not be possible 
if such risks were directly covered abrt;.:-.d. 
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If insu:ren; in developing- c01."!Iltries had to limit theL· accepte,nce of large 
risks to their 01;111 retentions, one of their essential activities would be para.lysea?· •. 
2.nd the bulk of these risks would co to non--admi tted insu:rers. Obviously, the \i 
complete l.oce.l cover of h.rge risks has only been possible with the help of · 
reins-µra.nce. There is no doubt that foreign re.insu.rance is solving the ve.rious 
problems of covering such risks, spread ana. capacity. . It can also make expertise 
c:.vaile.ble. However, in gaining such benefits other problems e.re cree..t~d to the 
direct compc .. nies since local cover2.ge of large risks implies that tl),ey have to 
be 1."!Ilderwritten, the ratings fixed, policies issued., claims settled =d reinsurance . 
arrc:,llged etc. Clei.rly the implementing of such steps ci·eates greater.difficulties 
to new a.nd sm2.ll insun::nce companies th2.n to the big tmd old estfitlishe_d ones; 


