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INTRODUCTION

) The eighth session of UNCTAD, held at Cartagena in February 1992, resolved to give a new
direction to the work of UNCTAD as expressed in the Cartagena Commitment (TD/364). Following the
new approach adopted by the Conference, it was decided to suspend the existing main Committees of the
Trade and Development Board, including the Committee on Invisibles and Financing related to Trade
(CIFT), one of whose two sessions was devoted to insurance. The work on insurance was incorporated
in that of the newly created Standing Committee on Developing Services Sectors: Fostering Competitive
Services Sectors in Developing Countries. In implementing the decisions of UNCTAD VIII, the Trade and
Development Board, at the second part of its thirty-eighth session, adopted the terms of reference of the
Standing Committee (Board decision 398(XXXVIID).

(i) Paragraph 4 of these terms of reference applies to insurance, asking the Committee "to analyze
prospects for developing and strengthening the insurance sector and enhancing the trade of developing
countries in this sector.” In addition, paragraph 1(a) of the terms of reference asks the Committee to focus
on a "review of the development of services sectors in developing countries and comparative analysis of
policies, including identification of domestic weaknesses and capabilities, aimed at creating the conditions
necessary for the development of competitive service sectors and export of services." The preparation of
the present assessment and review is in line with this objective.

(iii) The work programme of the Standing Committee in the field of insurance, established at its first
session on Insurance from 1 to 5 February 1993, requests the Committee under part "A. Promoting
Transparency” to “... collect information on insurance operations, markets and experiences... through...
a review of developments in insurance and reinsurance; and disseminate the results.” The provisional
agenda, established at the same session for the Committee's second session, requests the preparation of
the "Review of developments in the insurance market (UNCTAD/SDD/INS/2/Rev.1)". The preparation
of the present assessment and review is in line with this objective. As presented, the first revised version
(Rev. 1) differs from the initial document tabled at the first session in that it includes developments from
the later part of 1992 and up to the end of 1993. Consequently, certain analyses have been adjusted if
insurance practice has rendered them over- or under-stated.

(iv) Some of the data used for the preparation of the review were supplied to the UNCTAD
secretariat by the Governments of developing countries in response to a request made by the
Secretary-General of UNCTAD. Other information has come from papers presented at international
insurance conferences and meetings, which have been made available to the secretariat. Much of the
information has been taken from trade journals and periodicals. The coverage of countries included in
this survey has therefore largely depended on the information available in the professional press. It has
of course not been possible to verify the accuracy of the information obtained in this way. Also, some
of the information may be outdated and superseded by new developments by the time the review is
published. It should be noted that when reference is made to specific insurance problems of developing
countries, the statements made often apply only to a certain number of countries and not to all of them,
since they are at different stages of development. Some problems may also be more widespread in one
region or on one continent than elsewhere.

v) The document is an assessment of the insurance markets of developing countries, with
particular reference to the problems faced by them, and a general study of developments that have taken
place during the period under review. Chapter I deals with the functioning of insurance markets and
their structural development. Chapter II deals with insurance regulations and supervision. Chapters III,
IV, V, VI and VII review the specific insurance lines of life, motor, fire, marine and transport, and export
credit, political risks and other insurances respectively. Chapter VIII discusses offshore and captive
insurance markets. Chapter IX discusses the important issue of insurance for natural catastrophes.
Chapter X considers reinsurance in regard to developing countries, while chapter XI deals with
international cooperation in insurance matters.
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Qhaptér 1

PROBLEMS AND NEW DEVELOPMENTS AFFECTING INSURANCE

A. Introductory remarks

1. The problems affecting insurance markets can be classified in two categories. The first consists
of problems that arise from factors external to the insurance sector and relate to the general economic
environment. The second concerns problems related to the practice of insurance itself, such as those
deriving from a specific market structure, the level of skills and expertise present in the sector,
underwriting factors and those associated with the evaluation of losses and settlement of claims.

B. Problems related to the general economic environment

G insuranc rket

2. The development and growth of the insurance sector in a country depends on the general level
of economic development and prospects for the immediate future. Generally, there is a positive
correlation between the economic development of a country and the amount people spend on insurance.
In addition, the demand for insurance is influenced by the general price level, prices of insurance services,
the aversion to risk and the specific social and political features of a country.'

3. From table 1 it can be seen that the share of developing countries in world total insurance
increased from 3.9 per cent in 1988 to 5.8 per cent in 1991. This increase is accompanied by contrasting
performances in individual regions, subregions and even countries. While Africa's share declined by more
than 26 per cent, mainly because of decreasing premium volumes in the northern African countries, the
share of Asia grew by 58 per cent, mainly due to sharp growth in premium volumes in the Republic of
Korea and in the ASEAN countries. Latin America's share, after a steep fall in 1989, recovered almost to
its previous levels. Changes in premium volumes were generally in line with the economic performance
of the different regions, subregions and countries.

4. In Thailand in 1989, direct written premium grew by 39.4 per cent for non-life insurance following
the strong economic boom.?

5. In Malaysia in 1989, the total written premium increased by 10.4 per cent while the GDP grew
by 8.5 per cent.’

6. In the Republic of Korea in 1990, direct premium income in the non-life sector grew by 36.1 per
cent for the whole year.*

Inflation
7. The level of inflation is a factor of great concern to the insurance industry in a number of
countries. Conditions of high inflation result in depreciation of premium levels in real terms and create

numerous problems for insurance companies. Very high levels of inflation or hyper-inflation may even
~ render insurance inoperable.

8. In Argentina, where in the last years of the 1980s hyper-inflation peaked at 200 per cent a month,
the value of insured properties could not be adjusted because there were no indexes that could predict
price increases. For example, for motor insurance in 1989, although policies were invoiced every four
months, a car's replacement value estimated a month before could not be used a month later to estimate
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the total loss value, since that value would then be less than 50 per cent of the current price of a similar
car. As a consequence the premiums charged were insufficient.’

9. In Pery, the 2,000 per cent inflation rate in 1988 as well as the associated movements in the foreign
exchange rate made it difficult for insurers to provide cover in real terms. New regulations were adopted
in December 1989 authorizing the use of US dollars specifically for insurance. It was anticipated that
almost 90 per cent of the policies would be changed to US dollar denominations.®

10. In Guinea, currency devaluation and inflationary tendencies constituted one of the basic problems
of the insurance industry.”

Table 1
Total insurance business
Regions/Subregions Premium volume in US$ billions World share in per cent
Countries 1988 1989 1990 1991 1988 1989 1990 1991

World - Total 1,171.0 1,210.0 1,355.7 1,414.4 - - - -
Developing Countries 46.0 50.9 61.8 82.2 3.94 420 4.56 5.81
of Africa 3.9 3.8 3.5 35 6.34 0.31 0.26 0.25
North Africa (Egypt. 22 2.0 17 16 0.19 0.16 0.13 0.1
Libyan Arab Jamahiriya,

Tunisia, Algeria and

Morocco)

Sub-Saharan Africa 1.7 1.8 1.8 1.9 0.15 0.156 0.13 0.13
of Asia 33.5 40.0 48.9 63.8 2.86 3.3t 3.61 4.51
ASEAN countries 38 46 5.6 6.8 0.33 0.38 0.42 0.48
India 2.7 26 28 3.9 0.23 0.21 0.21 0.28
China 3.5 36 4.6 33 0.30 0.32 0.34 0.23
Republic of Korea 16.5 213 27.4 31.7 1.41 2.02 2.02 2.24
of Latin America 8.6 7.1 94 149 0.74 0.58 0.70 1.05
Mexico 20 23 26 35 0.17 0.19 0.19 0.25
Brazit 1.0 1.2 25 43 0.09 0.10 0.19 0.30
Argentina 1.6 0.3 0.9 3.0 0.13 0.03 0.06 0.22
Venezuela 1.7 0.7 0.8 1.0 0.15 0.06 0.06 0.07
Chile 0.5 06 0.7 0.9 0.04 0.05 0.08 0.07

Source: SIGMA, Swiss Re, April 1990. February 1991, April 1992 and April 1993.

Devel ¢ financial marl

11. The inadequate development of financial markets and a lack of opportunities for safe, liquid, and
well-diversified investments yielding reasonable returns inhibit the development of competitive insurance
services, in particular life assurance.
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12. In Senegal, insufficient investment opportunities for life assurance funds are the central problem
hindering a stronger development of life assurance.® The lack of investment opportunities has even led
some to argue that the principle of domiciliation of reserve funds should be reconsidered, and that life
assurance companies in developing countries should be able to "invest outside their markets in order to

guarantee their customers returns similar to those of their European competitors".’

Forej ‘ h roblems

13. The perennial problem of foreign exchange controls continues to affect insurers in certain
developing countries. In most of these countries exchange controls are put in place to regulate the flows
of funds in hard currencies. These regulations take the form of restrictions on the remittance of funds
abroad, including insurance and reinsurance premiums. Many insurers find it difficult to honour their

obligations because of these regulations.

14. In Africa, insurers experienced many difficulties as a result of delays in obtaining the necessary
allocation of foreign exchange for the settlement of reinsurance balances. Often these delays were due
to a lack of the required foreign exchange, bureaucratic factors, or difficulties in complying with exchange
control laws. In each case, the ceding companies in these markets were not able to pay their overseas
reinsurers. The reinsurers in turn reacted, imposing stringent conditions and restrictive reinsurance terms,
such as the unpopular premium payment warranty, which are generally detrimental to the interests of
African ceding companies. Some international reinsurers raised the cost of reinsurance cover or imposed
interest on reserves, while others offset claims or cash-loss payments against premiums owing to meet
cash-loss requirements."

15. In the Philippines "the difficulty in obtaining foreign exchange to service reinsurance obligations
is one of the immediate problems and will be further complicated and accentuated by the recent reduction
of remittances from the Philippine workforce in the Middle East, caused by the Gulf crisis.""

16. At the Casablanca African Insurance Reassessment Workshop of 1990, a recommendation
specifically mentions that "African Governments should relax foreign exchange regulations in respect of
reinsurance operations”. The problem of foreign exchange is particularly acute in the case of large and
sophisticated risks and marine insurance and reinsurance, as they are usually insured abroad.

lobal approach to t inancial services secto

17. Another development in the international insurance scene is the move towards an integration of
banking and insurance in the financial services sector. This trend has also been observed in some
developing countries with banks moving into insurance activities and insurers offering bank-related
services, mostly to personal customers.

18. In Mexico, insurance entities may be integrated in general depositories, financial leasing
institutions, factoring institutions and other financial activities.'

19. In Nigeria, free personal accident insurance cover is being offered by two banks. Certain insurers
are complaining, but the banks state that they are only acting as agents for insurance companies.’

20. In India, both the Life Insurance Corporation and the General Insurance Corporation have
extended their activities by establishing subsidiary companies dealing with housing, finance and
mobilization of savings through mutual funds."
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21. Affiliation or direct ownership of insurance companies by banks is becoming common in Southeast
Asia. Three banks in Malaysia, two in Singapore and one in the Philippines are involved in insurance
operations.’®

22. Privatization of insurance enterprises and liberalization of insurance markets are taking place in
a large number of developing countries. These developments have a significant effect on the insurance
sector. In view of their importance, a separate document deals with these subjects in depth.'®

C. Problems related to insurance practice
The structure of insurance markets

23. Changes in the structure of insurance markets are being influenced by developments and reforms
in the general economy and by specific action by government authorities in the field of insurance. In
particular, with privatization and liberalization, market efficiency and performance are receiving greater
attention than in the past.

24. Two dominant trends are discernible. On the one hand, monopolistic and oligopolistic market
structures are being broken up. On the other, fragmented markets, often operating under conditions of
cut-throat competition, cannot provide the high-quality and reliable services required by a modemn
economy. A higher degree of concentration may therefore increase their efficiency.

Concentration of markets

25. A number of developing countries have emphasized the importance of increasing market
efficiency and providing better insurance services in addition to expanding business volume. "A higher
concentration in the market could be achieved either through government intervention or as a result of
market forces. Government action would entail a stricter supervisory system and higher capital and
reserve requirements, thus obliging weaker companies to merge. Higher concentration could also be a
consequence of policies aimed to strengthen market forces. In a competitive environment insurers with
superior efficiency would offer products at better prices and a selection process would occur enabling
them to improve their market share.”” Concentration should not preclude commercial possibilities for
smaller companies to function successfully in niche markets by specializing in specific lines of business.

26. In Chile the number of companies at the end of the 1980s was roughly one quarter the number
in 1980 when the market was liberalized."

27. In Argentina the market of 230 private and government insurers is fighting hard to survive with
the overall premium estimated at about US$1.5 billion."

28. Several country notes concerning the concentration of insurance markets follow:
Argentina: The 15 largest insurers (out of 230) wrote 50 per cent of the total premium.”

Brazil: The 10 top companies have a 72.8 per cent share of the market, and, compared with
figures for the early 1980s, concentration is a growing reality.”!

Chile: 80 per cent of the Chilean insurance markets is dominated by eight companies, but there
is no cartel and there is a fairly high level of competition in the market.”?

Mexico: In the non-life sector, 76.36 per cent of premium was produced by the six major
companies.”



UNCTAD/SDD/INS/2/Rev.1
page 11

Philippines: The Commissioner of Insurance is reported to have stated that the top four
companies wrote more than 75 per cent of the total premium income in the life sector. In the non-life
sector, 25 companies wrote 70 per cent of the net total premiums, while the remaining companies are too
small to compete and are actually not contributing to a competitive business environment.*

Singapore: The Insurance Commissioner has recommended to local insurance companies that they
consider merging into larger entities for the benefit of both shareholders and insurance consumers.”

United Arab Emirates: Plans are being drawn up by the Ministry of the Economy to encourage
mergers as the Emirates Insurance Association deems that there are too many insurance companies for

the existing volume of business.?

Zimbabwe: Three Zimbabwean insurers will merge to form one company. The new company
is expected to reap the benefits of economies of scale and provide a better use of resources and skills.”

Insurance professionalism and staff training

29. Insurance professionals in many developing countries have been complaining about the lack of
public awareness of insurance. Despite its growth in recent years, the insurance industry has been
suffering from an image problem. One reason may be a mistaken perception or misunderstanding of the
role of insurance. Another could be a tendency for high pressure sales and insufficient emphasis on
customer service. In his report to the Casablanca African Insurance Reassessment Workshop of 1990, a
participant said "it is unfortunate to note that no African ever sets out, on his own, to purchase insurance
cover. He has to be prompted to do so by either his bank, lawyer or the insurance salesman, who is
generally regarded as a nuisance. Apart from the general lack of insurance awareness, the industry
suffers from the problem that in most African countries insurance has a very poor public image."® The
same Workshop concluded, inter alia, that it "regretted the general lack of insurance awareness in African
countries and affirmed that it was of utmost importance that such awareness be enhanced so that the
insurance sector could play more fully its vital economic and social role.” It was also recommended that
“national insurance associations should play a greater role in improving the public image of insurance,
enhancing insurance awareness, self-regulation, establishing codes of conduct and in improving the
relations between the industry, the public and the authorities.”

30. During a seminar on motor insurance for the staff of ASEAN supervisory authorities, held in
Kuala Lumpur in November 1991, it was reported that policyholders do not claim because of a lack of
awareness or unsatisfactory past experiences with the system.?”

Public i of insuranc

31. There is no single prescription how to enhance the public image of insurance. A
multi-dimensional approach might have to be adopted. Depending upon the specifics of the country
situation, some actions would be identification, assessment and analysis of the real insurance needs,
improved product design, efforts to explain the obligations of the insurer and the insured, improvement
of the claims settlement procedure, and particularly a reduction of claims processing time.

Human resources development

32. The professionalism and motivation of people working in the insurance sector is a crucial factor.
Increased emphasis on education in insurance through well-devised training programmes is necessary to
improve the skills of the personnel.
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33. Many insurance companies realize that, at a time of rapidly increasing competition and consumer
expectations, the ultimate cost of not systematically training their personnel to match expected standards
could be very heavy. Efforts have been made to implement training programmes for different categories
of personnel. General staff, agents and the field force receive training to increase both their product
knowledge and marketing skills. Many training centres organize programmes for the managerial cadre,
particularly the middle management. The curriculum includes insurance, general management and
behavioural science. Participation of senior managers in programmes for the junior staff would help to
promote professionalism and corporate culture resulting in better team work in the office and improved
client services.

34. The Seminar on Human Resources in the Field of Insurance, held at Lisbon in November 1990%°,
made, inter alia, the following recommendations:

- Human resources development (HRD) responsibilities should be dealt with at the top
management level;

- The HRD manager should take advantage of all opportunities to improve the industry's image
with a view to encouraging better quality recruits;

- The insurance industry should be convinced that investment in HRD and adequate training
capacities will provide benefits to the entire industry and a positive return on its investment.”

35. In the Arab/North African countries the "..insurance industry and market have as basic
characteristics.. ..a general shortage of skilled insurance professionals..."?

36. The representative of Guinea to the Casablanca African Insurance Reassessment Workshop of 1990
reported that one of the basic problems of the insurance sector in Guinea was weak penetration of the
market and a lack of insurance professionals.”

37. In the Philippines, one of the immediate problems facing the insurance industry is to develop
technical qualities and abilities.*

38. In Malaysia, guidelines on duties and responsibilities of Directors and Chief Executives of insurers
were issued to emphasize the need for insurers to be governed by professional and dedicated directors.
A directive was issued requiring all insurers to spend at least one per cent of their previous year's gross
salary cost on training to develop human resources to meet the increasing demand for suitably qualified
and more professional manpower. Any shortfall below the minimum one per cent would have to be
compensated by a payment into an Insurance Training Fund to finance training and education
programmes for the benefit of the industry.®

39. It is reported that, in Nigeria, “a code of ethics and practice for the Nigerian insurance industry”
was introduced in 1991. The code was drafted by the insurance industry as a measure of self regulation.

40. In Lesotho, determined efforts have been made to reduce the country's dependency on expatriate
professionals and experts in general, especially in the insurance industry. A principle was introduced to
the effect that if there is no national counterpart being trained to take over from an expatriate manager
or expert within a reasonable time span, then the said manager or expert would not have his working
permit extended.*

41. The Casablanca African Insurance Reassessment Workshop of 1990 recommended, inter alia, "that
supervisory authorities should verify the honourability and competence of insurance managers.”
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Proble in_insuranc derwritin

42. Problems common to a number of developing countries include difficulties in the collection of
premiums, inadequate rating systems, cash-flow underwriting, discounting and problems related to the
level of commissions. Another major problem is the lack of statistical data needed to establish a
competent rating structure. In many countries a sound statistical database would also be a good

management tool.

Premium c

43. Premium collection has become a serious problem in a number of countries. The preoccupation
of many insurers with increasing their business volume led to the award of insurance covers to clients

who were not able to make timely payment of their premium. The immediate consequence to the insurer
was inadequate cash generation.

4. In Nigeria, despite legislation governing credit terms for insurance premiums, the amount owed
to the insurance companies by brokers, agents and policyholders as of 1988 was approximately 40 per cent
of the annual premium of the market.”

45. In Cameroon, amounts owed by clients and brokers would represent 70 per cent of the turnover.®

46. In Senegal, several companies are having difficulties caused by the non-payment of premiums,
mainly in the agricultural sector. The increase of premium arrears is between 40 and 60 per cent.*

47. ' In Turkey, more than 45 per cent of the total premiums were overdue. This is creating
tremendous cash-flow problems for Turkish insurers.*’

48. Extending credit periods for the payment of premium by agents is a method used by some
underwriters to try to encourage agents/brokers to secure more business, and can be an unsound

marketing strategy.!!

49. The principle of no-premium-no-cover has already been in existence in a number of countries, and
there is a trend for its extension.

50. Such a system was introduced in Kenya in 1988 and has had a remarkable effect on the liquidity
and cash flow of companies operating in Kenya. The conclusions of the Casablanca African Insurance
Reassessment Workshop of 1990 recommended the introduction of the concept of "no-premium-no-cover”.

51. It is reported that the new insurance decree in Nigeria, taking effect in 1992, specifies
"no-premium, no-cover".

52. In Peru, a new regulation requires payment of premiums within a maximum of 20 days, plus bank
interest, for policies in local currency. Policies written in US dollars can be paid in six-monthly
instalments after making a 50 per cent down payment. The measures are aimed at restoring liquidity to
insurers and minimizing the effects of inflation.*?

53. In Morocco, following the decree of 10 November 1989, any premium or portion of a premium
must be collected within a maximum of 30 days from its due date. This new premium payment
requirement is designed to reduce the sums owed to insurance companies by intermediaries.*®

54. In Malaysia, the "cash before cover" principle was introduced by which a cover note is issued only
after premiums are collected. The principle of no-premium-no-cover needs to be supported by a set of
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guidelines governing issues such as when the premium actually becomes payable, when it is allowed to
be paid in instalments (e.g. Marine Hull and Construction All Risk insurance) and when the determination
of the premium depends upon inspection of the risk and consequently cannot be quoted immediately (e.g.
multiple and complex risks).

Rating systems

55. Controlling the rates to be charged through tariff systems is common in many developing
countries. Political considerations, such as favouring a particular category of clients, have sometimes been
the motivating factor. More important has been the perception that individual companies may not have
the expertise to set fair and adequate rates or, in the absence of statistical data, may not be in the position
to set rates which would properly reflect risk exposure.

56. After liberalization and deregulation, some countries have given up the system of tariffs, deeming
that customers would derive benefits from more competitive rate-setting. Conversely, abandoning tariff
rating has a number of problems. First, small and struggling companies may damage themselves and the
market by unduly undercutting rates merely to gain some market share, without taking the long-term
implications into account. Second, the absence of statistical data may make individual rating a subjective
matter. Tariff rates for broad categories of risks and based on overall market experience, may be more
appropriate. Third, deregulation may disadvantage individual clients with small and "mass" risks because
consumer movements in many developing countries are either non-existent or weak and the terms and
conditions for "mass"” risks may require some monitoring by the authorities.

57. In many countries, tariff rates have not been recently revised, in some extreme cases for as long
as 20 years, particularly for compulsory classes of business such as motor third party insurance.
Compulsory insurance is often perceived as an imposition or tax rather than as a service. Thus, the public
is very sensitive to variations in rates. The compulsory part of motor insurance constitutes a significant
part of the total premium income and high-loss ratios in this department put a heavy strain on insurance
companies. In many countries the insurance industry has been unable so far to rally sufficient support
for an upward revision of tariffs because of its inability to substantiate the basis of its proposals with
sound and detailed facts and arguments and because such moves are politically unpopular. When an
overall profit is made for all insurance classes combined and high acquisition costs are still incurred, low
rates for certain classes imply subsidization by other classes where rates are high. In these circumstances
the insurance industry has often been unwilling to adjust rates downwards for lines where results were
favourable. It is obvious that in such situations a sectoral adjustment of the rating structure may have
to take place sooner or later. The introduction of a more competitive environment or a well planned and
calculated strategy of reviewing all sections of the tariff structure may achieve this.

58. In the process of deregulation, many countries are considering the abolition of tariffs. In less
developed insurance markets, the interest of the small and individual client requires some safeguards.
Increased competition associated with privatization and liberalization may lead insurance companies to
offer a wide variety of covers with marginal differences and varying prices, whose terms and conditions
are difficult to compare for consumers who may not have sufficient experience in purchasing insurance
and who would find it difficult to make a rational choice. For these markets the development of
unsophisticated simple covers with standardized features may speed up claims processing and would also
simplify the task of the supervisory authorities in monitoring the adequacy of the insurance services
provided. All this would help to build up consumer confidence in insurance.

Enforcement of tariffs
59. In countries where tariffs are applied, their enforcement is often a problem. Many breaches of

tariffs take place, a practice frequently advanced as an argument for their abolition.
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60. In Puerto Rico, insurers trying to maintain market share have offered discounts up to 70 per cent
below minimum tariffs for property/casualty policies, openly breaking the law. The capacity of many
companies to meet future obligations has been severely impaired by uneconomic rates.*

61. In some African markets, there is a lot of rate-cutting, with the weak and so-called "mushroom”
companies outdoing the bigger and better managed companies in the rate-cutting war. Since the
mushroom companies have no intention of paying any claims, they have no difficulty in quoting low and
unrealistic premium rates, to the detriment of the insurance industry.*

62. In the markets of the ASEAN countries, "not so easily detectible practices” such as higher
commissions, no-claims discounts and even subsidizing selective overheads for agents or intermediaries
have been noticed. Their purpose is to reward agents for securing larger shares of the market.*

Cash flow ritin

63. In recent years a number of insurance markets in developing countries have suffered from reckless
“cash flow underwriting", acquiring business for the sole purpose of deriving short-term benefits from the
cash generated. This often meant incurring disproportionately high acquisition costs which heavily
undercut premium rates and led to a neglect of sound underwriting principles. These practices not only
endanger the long-term viability of the insurer but also affect the insurance market as a whole. They often
induce price wars which more responsible companies are sometimes forced to follow.” Such practices
may also prevent the building-up of sufficient reserves and thus threaten the medium- to long-term
solvency of the companies involved.

64.  In Argentina, low retentions and high commissions have resulted in some insurers acting like
brokers. A large number of companies were retaining very little on loss-making lines of businesses and
ceding the bulk of their portfolio to the state reinsurance monopoly, Instituto Nacional de Reaseguros
(INdeR).*® This eventually led to the collapse of INdeR, which ceased operations on 31 March 1992, and
to the disappearance of more than half of the existing insurers.

65. In Chile, fierce competition leading to a cut-throat price war over market shares has resulted in
operating losses for a number of companies. However, underwriting losses have been offset by good

returns on the stock market.*
66. In several developing countries it was considered that acquisition costs were too high.
67. In Pakistan, it has been argued that agency commissions should be limited to 10 per cent.*

68. In Tunisia, the allowed commission for agents soliciting motor insurance cannot exceed 8 per cent
for passenger vehicles and 9 per cent for other motor land vehicles. Insurance companies are not allowed
to pay more than 5 per cent of their net premium to agents as commission.”

69. In Turkey, the Government fixed at 30 per cent the maximum commission on agents' registration
fees and sharpened qualification criteria for agents.”

istical

70. Insurance is based on the theory of probability and the law of averages. A sound statistical base
is vital for the operation of an insurance company and this key aspect has not been given sufficient
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importance in a number of developing countries. In several countries, efforts have been undertaken to
collect statistics through insurers' associations, but the situation has been far from satisfactory.

71. The insurers' associations of Malaysia, Singapore and the Philippines are trying to maintain a
database of motor statistics compiled from data from their respective members. They have found,

however, that some companies do not submit replies whilst in other cases the replies are so poorly
completed that the statistics "are useless."” In some cases efforts have been made to integrate the
collection of statistics with the routine work of document preparation. Instead of preparing separate
statements for statistics, the latter are picked up directly by the computer operator from copies of the
original documents.

roblems in the ar f claims

72. One of the causes for the poor image of the insurance industry is a general dissatisfaction with
claims settlement. The expeditious and fair settlement of claims is one of the most important competitive
tools available to insurers, since the consumer's judgement of the quality of services rendered is primarily
based on the insurer's ability to handle claims efficiently. In addition, delays in settlement of claims may
increase the ultimate liability of insurers, due, inter alia, to the inflationary factor.

73. There are many reasons for delays in settlements. They may be caused by the insurer himself, due
to a lack of expertise or insufficient claims staff, or may be due to a lack of cooperation from public
agencies (e.g. police, fire department, etc.,) in providing corroborative evidence. The judiciary is often
overburdened. Lack of expertise, low remuneration and an insufficient number of claims surveyors and
loss assessors is another important factor. Ignorance and often illiteracy on the part of the client, coupled
with failure to fully document claims, further complicate the situation.

74. Delays in settlement may cause hardships. In many developing countries interest is not paid on
the claim amount for the period of delay. It may, however, be noted that in some countries courts have
started awarding interest payments for delayed remuneration on the claim amount.

75. Administrative inefficiency and lack of co-operation from public agencies are often the cause of
delays in the settlement of claims. Delays may also be due to cash flow problems or, in more serious
cases, solvency problems in the company.

76. In Colombia, the new law of December 1990 stipulates, inter alia, "that claims must be paid or be
objected to in "a serious and reasonable manner" within one month, and this obligation is unaffected by
any reinsurance contract."

77. In the Philippines, "a new regulation is pending enactment which qualifies as a criminal act the
failure or refusal of an insurance company to settle claims within the prescribed period."®

78. The establishment of an insurance ombudsman by the authorities is aimed at resolving conflicts
of interest between insurers and recipients of claims or liability awards. Several examples follow.

79. In Malaysia, the Insurance Mediation Bureau (IMB) commenced operations in 1992. Its services
are directed at the policyholder who has failed to obtain a "satisfactory response to his claim from the
senior management of his insurer.” The service is free of charge and the IMB is financed by the insurance
industry.®

80. In the Philippines, the Insurance Commissioner has called for the appointment of an insurance
claims ombudsman to give policyholders additional recourse against insurers if they are dissatisfied with
their claims settlement.”
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81. The General Insurance Association of Singapore will widen the terms of reference of the Insurance
Ombudsman Committee (IOC) to include complaints concerning commercial insurance policies held by
individuals. At present, the IOC intervenes only on claims problems with personal policies.*®

82. In Trinidad and Tobago, it was reported that the establishment of an insurance ombudsman is
under consideration. This proposal was favoured by 70 per cent of the general insurers, but objected to

by 80 per cent of life insurers.”

Fraud and thefts

83. In Liberia, fraudulent fire claims have caused many insurers to withdraw from this line, while
those remaining are now charging very high rates.®

84. In Rwanda, road transport is vulnerable to banditry.*’ To prevent and combat fraud and theft,
insurers in some countries are setting up prevention schemes and statistical collections are made on both

losses and fraud.

85. In Malaysia, an industry-wide database is currently being promoted by the Association of Insurers
to curb the trend of rapidly deteriorating results, in part due to a growth in the number and size of

fraudulent claims.®?
0ss assessment and surve

86. Loss assessors and surveyors play a pivotal role in the settlement of claims. Their acts of omission
and commission could be responsible for both delay and customer dissatisfaction. A significant level of
professionalization of this cadre is essential for the growth of the insurance sector. While basic insurance
training is available in a number of developing countries, in many countries training for loss assessors and
surveyors is not available.

Judicial procedures

87. In many countries it can take a long time, often up to 10 years, for a legal process to be completed.
Some countries have tried to cope with the situation by increasing the capacities of the courts, and by
instituting systems of arbitration for pending cases of compensation to motor accident victims.

88. In Indig, the institution of informal arbitration proceedings called LOK ADALAT (People’'s Court)
has made it possible to settle a large number of pending cases and to substantially reduce the time

between the occurrence of an accident and payment of compensation. This period has been shortened
to no more than two to three years. This scheme has been supported by the judiciary.
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Chapter I

INSURANCE REGULATION AND SUPERVISION

A. Role of supervisory authorities

89. Insurance companies are an important part of the financial system in developing countries.
Therefore, it is necessary to ensure their stability so that public confidence in the institutional financial
structure of the country is maintained. Supervisory authorities, as the executive arm of the Government,
have an important role in ensuring that insurance companies function in an orderly manner.

90. At the operational level, the primary responsibility of supervisory authorities is to protect the
interest of the policyholders. Insurance is not only a commercial transaction but also has social aspects.
Life insurance companies, for example, deal with long-term savings of individuals. In the non-life sector,
it is necessary to ensure, as a matter of public policy, that policyholders and beneficiaries of liability
policies (e.g. victims of road accidents) receive due compensation.

91. Supervisory authorities have a special role in respect to safeguarding the interests of consumers
of products related to "mass risks". These consumers may not be in a position to evaluate the content of
products and their pricing in the same manner as consumers of commercial covers. This problem is
accentuated in developing countries by the fact that insurance awareness is low and information about
"mass products” is often not sufficiently dispersed.

92. - Another function of supervisory authorities in developing countries concerns the regulation and
supervision of insurance companies as institutional investors and mobilizers of savings. Insurance
companies have large funds at their disposal, arising from the policyholders' fund in life insurance and
technical and free reserves in non-life insurance. Their prudent investment is relevant not only from the
point of view of the policyholder but also from the aspect of developing the economy. In many countries
these funds constitute an important part of the total national investment. Insolvency in this sector,
therefore, would have an adverse effect on the economy as a whole.

B. [ lati { liberalizati

93. Apart from their traditional role of monitoring the solvency of insurance companies and their
investment activities, supervisory authorities may have to ensure that the principles deriving from the
processes of deregulation, liberalization and opening of markets, such as the rules of establishment,
national treatment, non-discrimination and transparency, are respected. They may also have the
responsibility of preventing breaches of rules of competition. One of the main concems of many
participants, from both developing and developed countries, in the group negotiations on services within
the Uruguay Round was that Governments should be able to develop and maintain an effective and
prudential regulatory system, whatever the commitments made towards liberalization.?

94. The Casablanca African Insurance Reassessment Workshop of October 1990 stated in this respect,
inter alia, that "in the context of liberalization and privatization, independent, strong and competent
control authorities are needed to ensure the protection of consumers and that the rules governing the
proper functioning of markets are respected.”

95. The 8th Third World Insurance Congress (TWIC) held at New Delhi in February 1992
recommended, inter alia, that "sweeping reforms wherever applied, including the insurance sector, can
only be successfully implemented with the establishment of a strong and well-administered prudential
regulatory system". The introduction of liberalization reforms and the opening of insurance markets may



UNCTAD/SDD/INS/2/Rev.1
page 22

face implementation difficulties if they are not accompanied by "prudent regulations” to be enforced by
competent supervisory bodies. Otherwise, distortions and imbalances may appear. Such effective
regulation and supervision should provide a stable environment for the development of a sound insurance

market.

96. In Indonesia, in February 1992, new insurance legislation was passed. Under the new legislation,
the Ministry of Finance is the supervisory authority and is empowered to set out requirements for
licensing and revoke existing licenses, inspect a company's operational procedures, require financial and
investment reports on a regular basis and request a public court to declare a company bankrupt. If an
insurer is liquidated, under the new legislation the policyholders' rights have precedence over the general
creditors. The increased regulatory powers are meant to enhance consumer confidence and, thereby,
stimulate demand for insurance products?

97. In Sri Lanka, new legislation is being prepared and should be enacted in advance of the
privatization of the two state-owned insurers. The Insurance Control Act aims to protect policyholders'
rights during and after the privatization process. High accounting standards will be set and regular
auditors' reports will be mandatory. The Central Bank of Sri Lanka will act as the supervisory authority.*

Figure 1

STATE ROLE IN INSURANCE MARKETS
OF DEVELOPING COUNTRIES

(sample: 99 countries)

markets with no
state ownership
31%

state monopoly
29%

.. state owned
domestic reinsurance

important state role - 18%

direct and reinsurance
21%

Source: Stafistical Survey on Insurance and Reinsurance in Developing Countries 1983-1990, UNCTAD, 1994.

98. The structure of the market in a country would have a bearing on the nature and extent of
supervision. If insurance is the monopoly of the State, supervision through a regulatory organization will
not be of the same type as in the case of a market where the insurance sector is entirely in private hands.
In a number of countries the State is playing an important role, in both direct insurance and reinsurance,
through public sector companies which operate side by side with private sector companies. In other
countries the direct insurance operations are in the private sector, but the State could have an influence
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on, or a measure of control of, the market through a state reinsurance company. Figure 1 gives an
overview of state involvement in the insurance sector of developing countries.

olitical backi r Tviso uthoritie

99. It is often pointed out that the mere existence of complex laws and regulations does not
necessarily bring about effective supervision. Supervising authorities should be backed by political
support and should have sufficient resources at their disposal. In some cases even very sophisticated
supervision has failed to detect collapsing insurance companies. None the less, supervisory authorities
play a prime role in managing crisis situations and preventing the insurance market as a whole being
unduly shaken by the default of a few companies.

100.  In Barbados, the Government has appointed an insurance supervisor, a post provided for but not
filled since the inception of the new law in 1983. The move was welcomed by the industry. It is reported
that Barbados wants to be pragmatic in meeting requirements to be competitive in respect of fiscal and
infrastructural arrangements so as to preserve its good reputation as an international financial centre. It
does not want to be seen as merely providing casual screening of applications, freedom from taxation or
loose regulations and supervision.’

101. In Mexico, the new regulation meant to liberalize and open the country's industry has instituted
a new regulatory body called the National Commission of Insurance and Bonds.® The establishment of
this new body is seen as part of a move towards more vigorous and effective regulation of the industry
and the overall supervisory framework is designed to provide less intrusive but more effective control.”

102. - In Trinidad and Tobago, a technical team that reported to a special ministerial committee found
that seven general insurers out of 28 failed to pass viability tests, confirming the view that the Insurance
Supervisor's Department has been lax in enforcing the existing regulations in recent years.®! To improve
the effectiveness of the Insurance Act, it was concluded that there should be an increased monitoring of
insurance companies' operations. The Government moved to put much tougher rules in place, including;:

- A higher minimum paid-up capital for general insurers;

- The cancellation of a company's registration if it remains technically insolvent for more than 30
days;

- Proof at the end of each financial year that companies have genuine assets to back their liabilities;
- Introduction of stiffer operating tests relating to expenses and liquidity.”

103.  In Uruguay, a special committee is discussing a draft law which is expected to lead to the ending
of the state monopoly in insurance and is part of a package aimed at reducing state monopoly throughout
the economy. The proposals include: the establishment of an Insurance Supervisory Authority which
would deliver authorizations to both new and existing companies; regulations governing requirements
for solvency, technical reserves, management, capital, legal domicile and placement of reinsurance.”

104. In the Republic of Korea, in April 1989, the Insurance Supervisory Board was established
following the internationalization and deregulation of the insurance sector.

105. In Sierra Leone, the Commissioner of Insurance reported that the lack of power of the
Commissioner's office has led to a general lack of discipline at all levels of the business and stated that
his office needs strengthening through increased personnel, responsibilities and statutory functions.
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D. Tariff rate setti

106.  Monitoring the solvency of insurance companies is one of the prime concerns of supervisors. In
recent years, supervisory authorities in some countries have shifted from the practice of checking rates
and tariffs to a more global approach of monitoring and formulating reserves and solvency requirements.
In these countries, it is deemed that removing restrictions in rate setting would allow insurers with a
competitive edge to give lower rates and more advantageous terms and conditions to customers.

107.  This represents a shift from ex-ante to ex-post scrutiny, and has two implications for insurance
companies in developing countries. First, due to a freer regime of rates and conditions of insurance,
competition might depress profit margins. As a consequence, a higher capital base and a careful reserve
policy would be required to stay in business in the long run. Secondly, greater responsibility would be
placed on the management of insurance companies. Both of these trends can be discerned. On the one
hand, capital and solvency requirements are being increased, and on the other greater attention is devoted
to applying stricter criteria for determining the fitness of managers of insurance companies.

108.  Nevertheless, a large number of countries continue to maintain a tariff system, with supervisory
authorities standardizing terms and conditions of policies and their pricing. While a freer system of
pricing and conditions may ultimately bring more opportunities to consumers, it presumes their ability
to differentiate objectively between products offered. Such conditions, however, do not prevail in many
markets. It has therefore been argued that the availability of a limited range of unsophisticated covers
tailored to the more basic needs as regards insurance protection would be a suitable approach in many
developing countries.

E. Capital solvency requirement:

109.  The introduction of higher standards for capital and reserve requirements may have a positive
impact on the retention of business written domestically. This in turn might have a positive influence in
decreasing foreign exchange requirements for reinsurance.

110.  In Brazil, a new accounting system, introduced in July 1989, requires a substantial increase in
reserves. This will oblige companies to obtain additional assets to guarantee the increased reserves.'

111.  In Chile, where the market was deregulated in the early 1980s, the reinsurance monopoly and
tariffs have been abolished and the market has been opened to foreign capital. Consequently, the tasks
of the supervisory authority were redefined. It now has to execute a strict follow-up on all matters related
to an insurer's financial and economic stability. These include investment policies and compliance with
minimum capital and solvency margins."”

112. In Colombia, the Law of 18 December 1990 has set new minimum capital requirements which
might be revised annually in the first two months of each calendar year, although adjustments may not
exceed the weighted average of the consumer price index. Requirements for technical reserves such as
current risk reserves, mathematical reserves, reserves for outstanding losses, and reserves for loss ratio
deviation, as well as their calculation, were also defined by the new law. On the other side, terms and
conditions of policies no longer require prior approval by the authorities. They must, however, now be
filed with the authorities, which might disallow badly worded policies or those quoting uncompetitive
rates."

113.  In Ghana, a new law is to be promulgated which specifies the capital requirements for setting up
an insurance company.”
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114. In Kenya, the Insurance Act was put into force in 1987. Its aim is to curb the lack of discipline
in the insurance industry and to protect policy holders. All companies have to comply with minimum
capital and solvency requirements.® In 1989, the Insurance Commission deleted from the registration list
two insurance companies and five brokers after having screened the solvency margins of insurers, brokers

and agents."”

115. In Malaysia, Bank Negara, which has taken over the supervision of the insurance sector, is
reviewing the financial solvency requirements of insurers which it feels have experienced some
deterioration. The Bank is considering introducing solvency criteria based on a claims experience to
complement the existing requirements to make insurers more selective in underwriting new risks. It is
also considering the need for composite insurers to maintain separate solvency margins for each class of
business.'

116.  In Mexico, a new law which ends minimum tariff rules will increase price competition. At the
same time insurers will also be required to meet tough new minimum capital requirements and new rules
on solvency requirements modelled on European Community standards. Insurance companies will be
free to market their policies without explicit official approval.”®

117.  In Namibia, the new insurance law requires the registration of insurers, brokers and reinsurers
and sets minimum capital requirements, as well as deposits with the commissioner for each line of

business.?®

118.  In Nigeria, a new decree is expected to increase tenfold the minimum paid-up capital for life and
non-life operations in comparison with the previous amounts regulated under the 1976 Insurance Act.”!

119.  In QOman, a new regulation has been enacted by the Royal Decree No. 12/89, determining minimal
capital requirements, deposits for each line of business and solvency margins.”

120.  In Pakistan, where there is constant reviewing by the Government of compliance by insurance
companies with the solvency criteria of the Insurance Act of 1938, cases are being prepared against seven
insurers, of which three are leading companies; two have already had their licences cancelled and a
similar fate awaits a third company.?

121.  In the Philippines, on 17 March 1992, a new law was enacted that sets new minimum capital
requirements for new joint ventures, new insurance and reinsurance companies.* It has been reported
that the implementation of this new regulation has run into problems as many insurers see the tenfold
increase in capital requirements difficult to follow. The Philippines Insurance Commission has suggested
that insurers incapable of meeting the requirements may opt to have their underwriting activities
restricted.”

122 In Senegal, a new set of laws is in preparation which will toughen the regulation on the solvency
of companies and reinforce sanctions against fraud.?

123.  In Singapore, new solvency margins are to be introduced in 1993. Solvency margins for general
insurers will be increased fivefold.”

124.  In Thailand, plans exist to set up an Insurance Stabilization Fund to handle insolvency cases, and
a threefold raise in the minimum solvency margin has been proposed to the Parliament, with the margin
to be increased in proportion to the volume of premiums written.?
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125.  In Tunisia, the Parliament has adopted a new insurance law to be enacted as of 1 January 1993.
The new law augments the presentation of information of interest to the insured and lays down
regulations concerning the financial security of the insurer.”

F. Investment regulations

126.  Investments of insurance concerns must have the following three basic characteristics: they should
be reasonably liquid, have a high standard of safety and provide a reasonable rate of return. Accordingly,
in a number of countries, rules are stipulated for the investment of funds. In some countries the rules
were formulated with the purpose of channelling investments into target development areas and
sometimes to cover, in part, the government budget deficit. It has been argued that this might be in
divergence with the interests of policyholders and, subsequently, the case for more liberal investment
opportunities has been advocated. In certain countries a relaxation of investment requirements has taken
place. However, amounts have often been prescribed for various categories in percentage terms of the
total investment. A portion of available funds can be invested in the financial market at the discretion
of the insurer for the purpose of maximizing his yield, but the basic criteria are nevertheless prescribed.

127.  In Bangladesh, private sector companies have expressed concern that the 55 per cent corporate
tax levied on their profits is impairing their performance and reducing funds for potential investment.
It has been reported that they have proposed a reduction of the corporate tax to 30 per cent explaining
that this would allow a generally more profitable investment of disposable income.*

128.  In Colombia, the current law of March 1991 sets new requirements for investment policy regarding
technical reserves, of which 40 per cent have to be placed in specified instruments.”

129.  In Mexico, the rules governing the investment of technical reserves have been liberalized. They
now allow free investment of 70 per cent, while only 30 per cent must be invested in ways specified by
the Government (mainly state bonds). The 70 per cent "free” investments may be placed in some 30
authorized securities, including secured loans, positively yielding real estate and Petro bonds.”

130. In Njgeria, according to regulation that took effect in 1993, registered insurers are obliged to invest
in property development a minimum of 20 per cent of their non-life funds and 40 per cent of their life
funds. Further, at least half of these investments are to be made through the Federal Mortgage Bank of
Nigeria at an interest rate of 4 per cent at the time of reporting.*

131, In Senegal, a new law under preparation will propose a new approach towards investment in the
light of the need for the insurance sector to play a stronger role in the economic development of the
country.*

132. In Singapore, new investment regulations are to be introduced as of 1993, fixing maximum limits
on investment placed in any one category and for investment in a related company, and a minimum level
of liquidity in assets will be required.”

133.  In Thailand, insurance companies received permission in 1989 to diversify investments into
property development.*

134.  In Turkey, the Government is considering regulations which would encourage insurers to increase
their investments in the local capital markets. A government study recommends that insurers be required
to invest at least 25 per cent of funds collected in the Istanbul Stock Exchange.”
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G. Reporting and information requirements

135.  The most important "tool" at the disposition of supervisory bodies is the timely receipt of
information from insurance companies and its early analysis and assessment. The process of reporting
to the supervisory authorities might also be a beneficial exercise for the management of the insurance
company, as it may provide an opportunity for introspective analysis. Uniform reporting would also
enable comparisons to be made with other insurers in the same economic environment. It has been
suggested that, when checking reports, the supervisory authority should watch for certain signs.* These

may be:
- A decrease in operating margins while the market share increases;
- An escalation of expenses without a measurable increase in business volume;
- The occurrence of an operating loss for two or more successive years;
- Major business shifts undertaken by large intermediaries;
- A consistent lack of underwriting profits;
- A high staff turnover; and
- A noticeable variation in outstanding claims provisions.

136. At the Casablanca African Insurance Reassessment Workshop of 1990, the areas of competence
of supervisory authorities were defined as follows:

- The control of the activities of all the players in the insurance sector, and the verification
of the honourability and competence of insurance managers;

- The control of the books of accounts, in particular technical reserves, and capital and
solvency margins;

- The on-the-spot control of insurance companies through the right to investigate on their
premises;

- Acting as the privileged collector of information for the Government; and

- Building up an information base on the security of insurance and reinsurance companies
and brokers.

137. It was reported that it was difficult for supervisors to ascertain the true state of affairs from a
mere examination of returns. It was therefore recommended that, to be able to assess the reality of the
situation and to understand the operational aspects, the supervisory authorities should keep in constant
touch with the industry and have periodic meetings with its representatives. Spot inspections of the books
and records of companies are regarded as an essential aspect of monitoring.

138.  In Brazil, since 1 July 1989, insurance companies must comply with a new Chart of Accounts
which follows United States standards.”

139.  In Chile, each insurer, reinsurer and broker is under the control of the Supervisory Authority,
where information on their performance can be obtained.*
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140.  In Papua New Guinea, amendments to the Insurance Act require that when seeking exemption
from localization rules in order to place risks internationally, applications must provide full details of
arrangements sought. If the Commissioner deems it necessary, premium receipts, cover notes, policies
and other documentation may be requested for presentation.!'

141.  In Malaysia, Bank Negara, the authority which is supervising insurance, together with the
Association of Certified Public Accountants, has finalized guidelines to set uniform accounting standards
and a formal format for presenting the financial statements of life and non-life companies. The aim of
this new format is to "ensure that the accounts reflect the true financial position of an insurer and provide
a sufficient amount of disclosure.” It will promote better information on their performance and enhance
the effectiveness of the supervision of the insurance industry.”

H. Human resources

142.  To be able to fulfil their role effectively, supervisory authorities need qualified staff. At the
Seminar on Human Resources Development in the Field of Insurance, held at Lisbon in 1990%, the training
and education of staff in insurance supervisory authorities of developing countries was identified as an
area of priority action. In the opening paper given at the 1992 TWIC conference, it was emphasized that
there was still a gap between the insurance industry and the supervisory authorities in terms of the level
of knowledge of the business. It was, however, the responsibility of supervisors to gain information and
knowledge comparable to what is available in the industry.** Further, it has been argued that "if
supervisory personnel was highly qualified both personally and professionally, it would usefully fill gaps
in the legislation and become, especially in developing countries, one of the main instruments available
to the State for promoting the national development of financial intermediaries."*

143.  However, supervisory authorities in many developing countries encounter problems in attracting
and retaining skilled personnel. It has therefore been suggested that careful attention be devoted to career
prospects for personnel. Schemes such as "binding training programmes", which have been implemented
in Singapore and Malaysia, may provide a solution. Under such schemes training is paid by the
Government on condition that the trainee serves in the department for a minimum period or reimburses
the training expenses.

I. Dynamic role of supervisory authorities

144.  Supervisors should have a dynamic approach and go beyond merely checking compliance with
the law. They should extend their role to identifying the problems faced by the industry and assist in
finding solutions. This would help them to be perceived as beneficial and positive by the industry. By
virtue of closeness to the legislators, they might also be instrumental in improving the legislative
framework. The active role played by the supervisory authority in Morocco might have helped the
industry to improve its performance. The growth rate of its total premium ranked as the third highest
worldwide during the period 1987-1989 and it was the only African country in the top 10.* Amongst the
measures adopted by the Moroccan supervisory authorities, mention may be made of the following:

- Revision and updating of insurance legislation;
- Privatization of two insurance and reinsurance companies;

- Fixing minimum capital requirements and exerting influence for a capital increase in other
cases;

- Requiring companies to submit and comply with a "re-organisation plan” in well-defined
situations;
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- Creating a "solidarity fund" to provide financial assistance to companies whose position
has been weakened due to the fact that they are engaged in one or several categories of
compulsory insurance whose premium rates are fixed by legislation;

- Warning, reprimanding and suspending managers who do not observe regulations;
- Working out a new scale of compensation for motor accident victims;

- Modifying the procedures to be followed for motor accident compensation claims;
- Revising motor insurance premium rates;

- Introducing premium collection norms;

- Easing taxation on life insurance, marine insurance and savings and capitalization
transactions.?

J. Auxiliary services

145.  Supervisory authorities are beginning to take an interest in "auxiliary services" such as those
provided by reinsurance brokers, agents, and loss assessors and surveyors. In some countries attempts
are also being made to reduce acquisition costs, if considered excessive, and the commissions of brokers
and agents and other intermediaries are under scrutiny. ’

146.  In Indonesia, under new regulations brought into force on 26 February 1993, brokers will be held
liable for claims arising if premiums received are not passed on to the insurer before the payment
deadline. Further, brokers are no longer allowed to issue cover notes as they can only be issued directly
by insurers. The new regulations encompass rules for brokers, agents, loss adjusters and actuaries.*

147.  In the Islamic Republic of Iran, new regulations concerning insurance agents were put into effect
on 23 October 1992. The new rules permit both legal and natural entities to act as agents and require an
annual tax statement to be presented on renewal of the agency licence.*’

148.  In Kenya, the Commissioner has been looking at the solvency margins of insurers, brokers and
agents, and has deleted the registration of two insurance companies and five brokers.*

149.  In Namibia, a new insurance law requires the registration of insurers, brokers and reinsurers.
Brokers have to purchase a fidelity guarantee bond to pay a deposit and purchase a professional liability
: 51

insurance.

150.  In Singapore, strict minimum requirements have been proposed for general insurance agents and
brokers to improve the general standard of service through better product knowledge and proficiency,
while observing a professional code of conduct when transacting business. Further, the General Insurance
Association of Singapore is preparing to register all adjusters, appraisers and surveyors that are
contracting with its members.*

151. In Tunisia, the commission allowed for agents soliciting mandatory motor business may not
exceed 8 per cent for passenger vehicles and 9 per cent for other vehicles.”

152. InTurkey, to overcome the problem of bad premium collection, the Government has, besides other
measures, fixed a maximum of 30 per cent for commissions, doubled the agents’ registration fee and
sharpened qualifications criteria for agents.
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153.  In the United Arab Emirates, effective from 24 April 1992, the insurance law was amended to
better regulate the operations of local insurance brokers and agents. The amendment requires brokers on
registration to declare all insurers whom they will be representing, to show a bank guarantee and to take
out a professional indemnity insurance. Overseas brokers must be, in addition, registered in their country
of origin for more than five years and must have generated a minimum specified amount of business.®
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Chapter III

LIFE INSURANCE

A. Introduction

154.  Life insurance constitutes a significant segment of the world's insurance business. Table 2 shows
the distribution of world premium between life and non-life. It constituted 52 per cent of total premium
income in 1989 and overtook non-life insurance.

Table 2
Total world premium
Category 1985 1989
per cent of total per cent of total

Non-life 55 48

Life 45 52

Total 100 100

Total US$ 630.5 billion 1,210.0 billion

Source: Reinsurance Market Report, 14 July 1992, p. 11.

155.  The volume of life insurance business transacted in developing countries is low. Table 3 shows
their market share of world life insurance premiums.

Table 3
Market share of world life insurance premiums
1988 1990
per cent

e ing countries 3.68 4.79
Africa 0.10 0.08
Asia 3.29 439
Latin America 0.29 0.32
Developed countries (a selected number)
United States 28.71 29.09
Japan 34.76 28.74
EC 20.68 24.79

Source: SIGMA, Zurich, Swiss Re, 4/1990 and 4/1992.

156.  The share of life in the total insurance sector of developing countries differs widely. The statistical
survey of 91 developing countries prepared by UNCTAD, which refers to the situation in developing
countries between 1984 and 1986, shows that in 11 countries there was no life insurance sector, and in 54
countries the share of the life sector was between 0.1 per cent and 30 per cent (see table 4).
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Table 4
Share of life business in total insurance business
in developing countries, 1984-1986
Share of life business in total insurance business (per Countries surveyed
cent) number per cent of total
0 11 12
0.1 to 30 54 59
30to 50 17 19
more than 50 9 10
91 100
157.  Life insurance is not merely a commercial activity, but has several other important aspects. It

provides financial security to the insured individual and his or her dependants. Social security systems
are either non-existent or insufficient in many developing countries. While this problem cannot be solved
easily, life insurance contributes positively to its resolution.

158. In many countries, savings instruments are not sufficiently developed and life insurance could
provide a viable answer. Three characteristics of life insurance make it an apt method of saving. First,
saving is on a regular and controlled basis, rather than sporadic and dependent upon a surplus being left
after consumption. This makes it particularly suitable for developing countries where the pressure to
spend available income is generally higher because of lower standards of living. Second, the savings
element is closely linked with the motivation to provide security to family members. Thirdly, life
insurance is easy to understand and its operation from the point of view of the individual is simple,
unlike many other methods of saving. It accommodates well middle and lower-income groups who are
uninitiated in the intricacies of sophisticated personal investment instruments and it is a method for
individuals to save for old age.

159.  From a macroeconomic viewpoint, life insurance is a mechanism for mobilizing the savings of
individuals for long-term investment. The life insurance sector is thus an important financial institution
in developing countries and could play a major role in the development of capital markets. It is often one
of the biggest investors in real estate.

B. Factors governing life insurance

160.  The potential for growth of life business in developing countries remains high. A number of
economic and social factors determine the level of supply and demand for life insurance and influence
the growth of registered business. A study by the UNCTAD secretariat on the promotion of life insurance
in developing countries noted that "the growth of life insurance business is inextricably interwoven with

economic development. Economic development usually brings about increased personal savings".!

161.  In the absence of a defined and uniform system of statistics to show incomes of individuals,
growth in GDP is taken to represent the basic parameter of demand for life insurance. The growth of life
insurance can be measured in terms of insurance density and insurance penetration. Insurance density
is defined as a country's premium income per capita. The penetration of insurance is defined as the
amount of premium income as a percentage of GDP. An analysis of various markets indicates that
countries with a high GDP per capita tend to have a high insurance penetration and insurance density.
Life insurance density and penetration depend also on the public social security schemes in force as well
as on the existence of capital markets and investment possibilities. Table 5 gives the density of insurance
and the penetration of insurance of a few developing countries in Africa, Asia and Latin America. For
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reference, the indices for some developed and some Eastern European countries in transition are also

given.
Jable S
Life insurance penetration and density: 1990

Country Penetration’ Density” | Country Penetration Density
Africa: Asia:
Zimbabwe 3.34 20.84 | Rep. of Korea 9.45 523.35
Kenya 0.48 1.58 | Singapore 1.80 239.12
Morocco 0.34 3.93 | Malaysia 1.37 32.68
Céte d'lvoire 0.19 1.90 | Philippines 1.19 7.38
Egypt 0.16 1.26 | India 1.11 3.73
Cameroon 0.14 1.97 | Thailand 0.97 13.72
Tunisia 0.13 2.04 | Pakistan 0.44 1.53
Nigeria 0.12 0.28 | Indonesia 0.23 1.34
Algeria 0.03 0.41 ) China 0.18 0.53
Libyan Arab 0.01 1.11 islamic Rep. of Iran 0.03 3.08
Jamahiriya
Latin America: Developed countries:
Chile 1.77 33.80 | Japan 6.42 1,645.45
Panama 1.22 24.93 United Kingdom 6.24 1,145.63
Mexico 0.42 11.06 | United States 3.79 823.12
Dominican Rep. 0.40 3.25 | France 3.09 692.44
Uruguay 0.39 7.72 | Canada 2.77 601.74
Colombia 0.32 3.48 | Germany 2.21 563.03
Brazil 0.18 2.13 | laly 0.66 132.93
Venezuela 0.11 2.48
Argentina 0.09 2.89
Some countries in transition:
USSR (1990) 1.57 67.21
Czechoslovakia 0.98 17.92
Hungary 0.44 13.99
Romania 0.35 3.65
Poland 0.08 1.42

Source: SIGMA, Swiss Re, 4/1992.

* Premium income as percentage of GDP.

b Premium in US$ per capita.

G h in inco 1 jts distributi

162.  Apart from the fact that individual incomes may increase as a result of economic growth, their

distribution throughout various segments of the population is also important for the life sector. Life
insurance business is likely to benefit most when the middle-income group has income growth higher than
the high- and low-income groups. While no clear-cut model or comparative statistical analysis of this
aspect has been made, the insurance sector might keep this in view while planning its strategies.
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Financial markets and fiscal concessions

163.  For the life sector to grow, financial markets must be constituted in a manner which is conducive
to savings. Increased confidence in life insurance as a savings instrument would be generated if
opportunities existed to compare and judge a variety of instruments. For a proper comparison of returns
on other types of savings with those on life insurance, due account has to be taken of the tax advantages,
both for the payment of premium and for the receipt of maturity.

164. Life insurance is often regarded as safer in comparison with other instruments because its funds are
invested to provide stable long-term growth rather than large short-term gains. This presumes that life
insurance companies remain financially sound for the duration of issued policies.

165.  Still, the investments of a life insurance company are often shorter in term than its liabilities. This
presents a problem if yields oscillate and the security of obligations to policyholders is in doubt. The
investment term to policy maturity mismatch can be a significant source of instability for a life insurer.
An increase in short-term interest rates or a rapidly expanding equity market can deflect savings away
from the life sector. Conversely, a drop in investment earnings may make it hard for insurers to make
good their obligations to policyholders.? If life yields are not competitive with other savings instrument,
the potential consumer may prefer to buy only term life insurance.

166.  In countries where life insurance is considered as a competitive alternative savings instrument,
it represents a substantial part of the overall business and the life sector premiums embrace a significant
portion of private savings. Examples of such countries are the Republic of Korea or Singapore’ In
Malaysia, the Director General of Insurance parallels the unrealized growth potential of life insurance with
the low ratio of premiums to private savings. This ratio was on average 5.7 per cent for the period 1980-
1991 and was significantly lower than the ratio of new deposits in banks and financial companies to
private savings of 27.1 per cent.*

Life insurance and taxation

167.  The subject of tax policy and life insurance in developing countries was considered in detail by
a study undertaken by the UNCTAD secretariat in 1985.° Various aspects and approaches to the taxation
of a life insurance company and to tax benefits for policyholders and beneficiaries, both in respect of
premium paid and benefits received, were examined in detail. It emerged that "the tax policy adopted
by Governments towards life insurance can have an important influence on the extent to which life
insurance is successfully integrated into the society” (para. 3). At the same time, it is understandable that
taxation on the life insurance sector "must be moulded" together with the country's economic policy (para.
4). It "cannot be designed in isolation from the structure of the existing tax system" (para. 25). As far as
taxation of the insurance company is concerned, account has to be taken of the fact that "premiums and
reserves are calculated on assumed future experience”, and that "the actual experience and profits will
emerge only after many years" (para. 22). As regards tax or fiscal concessions for policyholders for the
premiums paid and for beneficiaries on the proceeds of the policy, account has to be taken of incentives
available through other savings instruments. It was pointed out that each Government must decide
“whether it should adopt a position of economic neutrality among the various savings institutions” (para.
33) so that the tax policy of the country is not the "cause of one product, service, or type of provider
having an economic advantage over another in the market place”. (para. 32)

168.  The policyholder may face a threefold tax issue. Tax obligations may be imposed during the
actual purchase of a policy. The position of the authorities on whether premiums paid should be
deductible from the assessable income of the policyholder's tax obligation is yet another factor influencing
the development of the sector. Further, the question of taxation of benefits accruing from a policy should
be addressed through relevant legislation.
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169. In this connection, it is reported that Thailand has introduced new tax concessions allowing
policyholders to double tax deductions on life premiums.® In Morocco tax advantages have been provided
for life insurance to increase its attractiveness. The Law on Finance of 1989 has reduced the tax burden
on policyholders from 6 to one per cent on purchase of policy. The preservation of this tax is sometimes
questioned as it does not generate meaningful income for the State. Conversely, it presents a
psychological barrier to the entrance of new policyholders. Premiums paid can be deducted from the
annual income tax obligation but only up to a specified limit according to the Law on Finance.” It has
been reported that a major reason inhibiting the development of life business in French-speaking Africa
is the lack of tax advantages for individuals on premium paid and the imposition of a tax on premiums
received by a life insurer. In Benin, tax incentives are being reviewed in order to make life insurance

more accessible to families with lower incomes.®

170.  In Singapore, the taxation of the life sector has changed significantly as of 1993. Life insurance
companies are now taxed on a "total profit” basis. Income now includes both premiums and investment
income while expenses include benefit payments and increases in actuarial reserves along with
management expenses and commissions. Surplus accruing to policyholders will then be taxed at 10 per
cent while shareholders' surplus will be taxed at a higher rate of 30 per cent.’

ife insurance and inflation

171.  The rate of inflation has several serious implications for life insurance. From the company's point
of view, it upsets its calculations, particularly those related to remedial costs associated with managing
long-tail claims arising from disability or sickness.! For the insured the real value of the savings element
of the policy is eroded. Since high rates of inflation are witnessed in a number of developing countries,
life insurance companies have to be attentive to the situation and prepare for the changes that may be
necessary in their strategies, particularly concerning products offered and their marketing. Since the
actual rate of inflation that will take place is unpredictable, it is the expectations in the minds of potential
clients that really matter.

172.  Persistent inflation would have the following implications. Policies where the savings portion is
periodically returned while the risk portion is kept up for the duration of the contract would normally
be preferred by clients. A "three-stage policy” where a good portion of the savings accumulated are
returned to the insured at three stages has proved to be popular in Pakistan." Those who require risk
protection are likely to opt for long-term policies which have a very low savings element. Since these
policies are low premium policies, the overall premium income of the company may decline if inflation
is expected in the future.

173. New products may have to be devised. A flexible system, under which the sum insured is
increased from time to time so that the real, i.e. deflated, value of the cover is maintained, has been
suggested. The premium would also be revised under this system. Those who do not want the revision
can stay with the old premium and sum insured.”? The indexation of life insurance policies has not been
explored sufficiently because of a variety of practical difficulties, one of them being whether the index
used is perceived as reliable by the public.” It is also possible to hedge against inflation by issuing
policies in a hard currency or linking them with the price of gold, or substituting the payments on
maturity of the policy with commodities or real estate.

174.  The inflationary environment in Jamaica is shifting consumer interest away from traditional and
towards interest-sensitive and equity-linked products. Policies that are denominated and pay benefits in
hard currency are under consideration. There is concern in the local business that allowing such policies
would encourage overseas competition through local brokers.™
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175. In Zimbabwe, the Life Offices Association reports that, despite the current economic reforms, the
life sector has not achieved the expected performance. Persistent low incomes and high inflation have
created uncertainties in the minds of potential policyholders and led to terminations of policies by existing
clients.”

The social environment and life insurance

176.  The level of literacy and education influences the life insurance market. Those who are not
exposed to modern economic knowledge may tend to prefer “sterile” forms of savings such as jewellery
or gold. Ideological, cultural or religious reasons may impede the development of life insurance.
“Fatalism, local customs and traditions, reliance on help from the family ... and even religious beliefs"...
may... "prevent people from providing for their family in case of death or even their own old age."'
Further, the extent to which life insurance can be successfully promoted depends on the stage of
development of a country's infrastructure, its social security system, its legal system and the consumption
habits of the population.

177.  In North African Arab countries life insurance is sometimes considered inappropriate on religious
grounds and non-life insurance still represents the bulk of the market."” In Mauritania, religious reasons
are, inter alia, responsible for a low level of life insurance, which accounts for only 0.36 per cent of the
total insurance business. Still, life insurance has been fixed as a development objective by the country's

msurer SMAR."®

178. In the Islamic Republic of Iran, the Islamic contract of Mozarbeh is employed, which means the
elimination of interest in accordance with Islamic principles. The contract postulates that someone will
entrust his savings to another person who will use them for a commercial venture with the profits being

divided as agreed at the outset.”

179. In Indonesia, a low per capita income and religious views have been cited as the two most
restrictive factors to the growth of life insurance. The insurer faces substantial difficulties in conveying
the benefits of a cover to customers as it is an "intangible" product. Only when claims arise does the
value of insurance become apparent. Therefore, professionalism in claims handling is of primary
importance to building insurance awareness.”’

AIDS

180.  The emergence of AIDS is a matter of great concern to life insurance companies, particularly in
developing countries. According to the World Health Organization's (WHO) figures of 31 December 1993,
so far there have been 851,628 reported cases of AIDS. WHO estimates that the total number of AIDS
cases worldwide is around 3 million. The number of HIV cumulative adult infections is much larger, and
is estimated to be around 15 million. Of this the geographical spread is approximately as follows: 9
million in sub-Saharan Africa, 2 million in South and South-East Asia, 1.5 million in Latin America and
the Caribbean, 1 million in North America and 0.5 million in Western Europe.”> WHO estimates that by
the year 2000 there will be 30-40 million HIV-infected persons.”

181.  For life insurance, AIDS poses two problems. The first and immediate problem is the increase
in mortality of persons already holding some kind of life policy, since claims will have to be honoured
in case of AlDS-related deaths. The second problem concerns the treatment of AIDS in future policies to
be issued and raises questions of an ethical nature concerning the positions of the insurer, the insured and
society in general. It has been argued that it is inappropriate in the long run to take AIDS-related deaths
as an increase in mortality, as this raises the question of equity between insured individuals.
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182.  AIDS undermines the adequacy of rates developed from current mortality tables. In Africa,
principally the central, eastern and southern parts, and parts of the Caribbean, AIDS-related deaths are
expected to raise adult mortality rates by over 100 per cent. The infected individuals' mortality would
be very high. For example, an infected 35 year old male can be expected to live 10 or 11 years. Of all
infected persons, 45 per cent have developed symptoms after 9 years. It is likely that 7-8 years may pass
between infection and symptoms, and during this period the individual has a full work capacity.” The
impact of AIDS on population growth is expected to be minimal, while a strong effect is expected on the

mortality rates.?

183.  The Caribbean is said to have the highest per capita number of AIDS cases in the world, and the
resulting losses in the life business will inevitably have to be compensated from general insurance
activities. In Barbados a US$4 million fund has been formed by a mutual life insurance company to meet
anticipated AIDS-related death claims, in expectation of a significantly higher mortality rate. Barbados
life insurers have started mandatory testing of applicants for life cover over B$200,000. In Guyana
insurers have started to insert exclusion clauses into all life policies, which relieve them of any obligation
to claims if the insured dies of AIDS-related sickness.”

184. In Zimbabwe claims arising from declared AIDS-related deaths seem to be only a small portion
of the total true AIDS claims. AIDS-related claims are in reality much higher, since for many persons who
die of AIDS-related sicknesses and for whom claims are paid out, this fact is not put on their death
certificates. When the mortality tables currently in use were constructed, AIDS was totally unknown and
not taken into account. This has resulted in large unexpected payments being made by life insurers for
both life and disability products. Due to under-reporting and an inadequate statistical base, it is difficult
to estimate the extent to which AIDS is affecting life portfolios. Nevertheless, the Life Offices Association
suggests that a significant portion of premature policy defaults have been induced by AIDS deaths,
thereby contributing to performance below expectations for the life insurance sector. As a result, group
life covers can be twice as expensive now in comparison to early 1992.%

185.  When applying for life insurance, the testing methods and information sought from applicants
are often seen as violating the privacy and rights of the individual. The need to categorize the applicant
in a risk group, in order to administer a proper cover and demand a premium viable for the workings
of an insurer, raises questions of discrimination. The issue of discrimination and privacy conflicts with
the principle that low-risk individuals should not be subsidizing the premiums of high-risk individuals.
Evading the occurrence of subsidization means taking into account two considerations of equity: equity
among policyholders and the assignment of adequate premiums for corresponding risks, and equity in
society as regards insurers. Insurers cannot be expected to bear a burden disproportionate to their
responsibilities; this burden should be shared on an equitable basis with the rest of society.” The
problems connected with AIDS are so grave in many countries that they have to be resolved by society
as a whole, which should give insurers clear general guidelines for their specific policies in the life

insurance field.

186.  The need for risk evaluation of those applying for insurance is well recognized but in the context
of AIDS is a sensitive issue. Any information obtained should be utilized with due care and respect for
the privacy of the individual. It should not influence the client's social and economic position. The
confidentiality of the medical report is of prime importance, because people will present themselves for
testing only if they believe that no unauthorized disclosure will follow.?

187.  Apart from adapting their workings to the new situation caused by AIDS, insurers should play
an active role in its prevention through co-operation with all relevant medical and government authorities.
Since insurers reach a large number of people in their everyday activities, they can make a productive
contribution to awareness-building and education.
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188.  Antiselection is a significant problem. Individuals seeking insurance who have tested HIV
positive or who belong to a high-risk group substantiate this problem. It has been found that the average
life policy of an AIDS victim at the time of death has been in force for a significantly shorter period than
policies of persons not infected by AIDS. Further, the average AIDS claim is higher than a non-AIDS
claim. It is believed that group insurance is generally less subject to antiselection than personal

insurance.?

189. In Zimbabwe the following measures are being considered in order to lessen the effect of AIDS
on life portfolios:

(@) Increasing the group and basic individual life rate;

(b) Setting up an AIDS contingency fund;

(©) Moving more towards the marketing of investment contracts like pure endowments and
reducing the period of cover on life and endowment policies;

(d) Enforcing HIV testing for sums insured at $100,000 and above for individual life policies
and $300,000 for group life;

(e) Remodelling life contracts in such a way that proposers have to go for HIV testing (e.g.
making the minimum term policy equal to $100,000);

£ Improving the training of life underwriters so that they maintain a strict but fair and
consistent approach towards underwriting high-risk HIV cases by exercising extreme
caution when accepting applicants who fall into any of the high risk categories.

190. In Thailand, increasing numbers of AIDS victims have prompted the Thai Life Insurance
Association to consider imposing additional conditions on policyholders. Compulsory blood tests and
exclusion of liability for a certain time period have been suggested. Presently, blood tests are required
only for policies with an insured sum exceeding Bt3 million. Applicants who test HIV positive are not
issued policies.”

C. Constitution of the life insurance sector

191.  Life insurance is a long-term business. Laws and regulations in many countries stipulate that the
surplus arising from better investment earnings, improvements in mortality and lower expenses than
presumed in premium calculation, cannot be taken by the company as its own profit and has to be shared
substantially with policyholders. Only a small part of the surplus may be kept by the company.
Consequently, a substantial benefit to shareholders from the growth of the business takes time to manifest
itself. Similarly, because of the availability of a large investment portfolio and a good cash flow associated
with this line of business, downturns also take time to become visible.

192. By the same token, a larger capital base is required to manage a life insurance company
successfully than a non-life insurance company. A concentrated market is therefore conducive to the
growth of life insurance. The requirement of a large capital base is in fact one reason why foreign
insurance companies, with the backing of the large capital and resources of their corporate office, have
been allowed to operate in a number of developing countries. This is also a major reason why a number
of developing countries have constituted parastatal institutions for the life insurance sector.

193.  Competition in the life insurance business in developing countries often includes life insurance
companies of developed countries which are neither established nor authorized to operate locally. These
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insurers have a competitive advantage from the relative strength and stability of developed countries’
currencies. In spite of foreign currency restrictions that may exist in developing countries,
foreign-currency-denominated life insurance policies are often bought by their residents. This problem
occurs particularly in countries that have a history of high inflation and devaluations of their national

currency .2

194.  In Indonesia, drastic action will be taken against agents operating without valid licences. The
primary purpose of such measures is the protection of policyholders from possible claims disputes with
foreign operators. Under the laws enacted in February 1992, the undeclared agent may face a jail sentence
up to 15 years and a maximum fine of US$ 1.2 million.”

195.  Supervisory authorities in many developing countries are endeavouring to improve the
capitalization of life insurance companies in their country. This could be achieved by encouraging
mergers and acquisitions and by gradually increasing minimum capital requirements and enhancing
standards of valuation of policy reserves and solvency margins. The policy of not issuing new licences
for life business to avoid the proliferation in the market of a large number of small companies has also
been common in many countries.

196.  On the other hand, the life insurance market in the Republic of Korea is opening up. In the three
years preceding October 1990, 14 new domestic companies were licensed.?* In Pakistan the Government
has adopted a policy of deregulation and liberalization. A limited number of companies will be allowed
in the life sector but not as composite companies, i.e. transacting both life and general lines. The private
sector opines that the capital base requirements set out are excessive and protective of the public sector.
Even so, private insurers have been applying for permission to start working life insurance lines and are
reported to see a good perspective for their business.® Two companies have been granted licences and
at least five more are awaiting a decision on their applications.*

197.  The Bank of the Netherlands Antilles will consider changing its policy of not awarding new
licences to life insurers in response to their improved performance during the past three to four years.
Past policy aimed to shelter the weak financial position and results of the life sector.’”

198.  Another development, again arising from the need for substantial resources to develop a life
insurance account successfully, is the entry of banks and other financial institutions in the insurance
business. As both life insurance companies and financial institutions deal with savings and investment,
there is a synergy between their operations. So far this has happened mostly in developed economies,
but the trend can be expected to have repercussions in developing countries.

199. It has been reported that in Malaysia selling life insurance over bank counters is already gaining
popuiarity. The competition from financial institutions offering protection and savings products is on the
increase, as distribution through the banking networks is significantly less costly than through the
traditional agency force. The savings can be passed on to the clients in the form of cheaper premijums.*

200.  The Insurance Agents Association of Israel has been critical of banks that provide mortgage and
at the same time sell life policies to the borrower in order to insure repayment of the mortgage. Often
such policies are sold without using qualified insurance agents or requesting obligatory medical
examinations. The widowed spouse may then end up owing the mortgage because insurers would not
award compensation for a policy that has not been issued in accordance with prescribed conditions.”® On
the other hand, it has been reported that insurers are entering the mortgage loan business and are, in
cooperation with certain banks, becoming increasingly active in the financial market. The cooperation
between banks and insurers has developed in order to utilize the banks' marketing capacities as they
operate a large number of branch offices.*
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201.  In the Republi orea, so-called "quasi-life" insurance has been increasing its market share in
the life sector. "Quasi-life" denotes policies handled by the Post Office, the National Agricultural Co-
operative Federation, the National Federation of Fisheries Co-operatives and the National Credit Union
Federation. While the insurance products offered by these organizations are similar to those offered by
mainstream life insurers, these "quasi-life" products offer higher returns because of the lower business
expenses of the issuing organizations. In a potential disadvantage to the insurance consumer, such "quasi-
life" insurers do not come under the strict scrutiny of the Insurance Business Law.*!

202.  The life insurance sector in the Philippines is experiencing increased competition from non-
insurance firms. Such firms are not subject to a rigorous supervision by the authorities and thus present

possible drawbacks for their policyholders.®
ct develo t

203.  Life insurers may consider adopting a "marketing” rather than a "sell what you have" approach.*
Products have to be constantly reviewed and "tailored” to meet the changing and varying needs of
consumers. Improved access to information has brought about a revolution in consumer aspirations, often
making product diversification a necessity. Products offered should "not only provide the important
ingredient of risk cover but also incorporate a certain amount of flexibility, liquidity and offer returns
which have some relevance and bearing to the rate of return available through other financial

instruments."*

204. It is reported that in Turkey life insurance is becoming an important alternative to savings, and
new products, such as foreign-currency-denominated policies, are being introduced.*’ In Singapore the
life sector is considerably market-oriented and offers policies for very specific needs, such as "childrens’
education” or "serious illness" policies. Innovations including living assurance (receiving benefits from
a life cover should a specified disease occur), permanent health insurance, vanishing premium plan,
(under which the policyholder stops payment of premium in a relatively short period, and the accrued
bonus is used to finance further premium payments) and bond policy (a one-time premium payment
purchases a number of bond units; the returns pay for a growing amount of life cover). In an increasingly
competitive environment, research and development are becoming important in satisfying customer
demand. The dynamic approach adopted by Singapore companies helped improve coverage by life
insurance from about 21 per cent of the population in 1986 to about 42 per cent in 1991.%

D. Areas of concern for life companies

205.  The areas to which the management of life insurance companies has to give particular attention
can be summarized as: investment management competence, actuarial skills, cooperation with the
Government, distribution systems, linkages with other institutions, mortality statistics, the allocation of
surplus and penetration into the rural sector.” These and other related issues are discussed in general
terms as follows.

vV n a

206.  As trustees of savings of policyholders, life insurance companies have substantial funds for
investment. The aim is to maximize the yield on these investments and minimize risk taking. To assure
that life insurance companies keep a well balanced investment portfolio, governments often prescribe
parameters for the investment of life funds. Accessible and diverse investment opportunities do not exist
in many countries and investments that will be safe and yet give a reasonable yield are not available. For
example, it has been reported that in Senegal the main factor hindering a stronger development of life
insurance is the insufficient investment opportunities for funds. The return on bank deposits is small and
inadequate to stimulate growth of the life sector.*
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207. A great deal of investment skill and imaginativeness is required, particularly since a long-term
strategy has to be adopted. Many insurance companies in developing countries have not paid sufficient
attention to developing investment expertise and often manage their investments through the accounts
department or by utilizing the services of investment trusts.*

Actuaries

208.  The services of actuaries are indispensable in life insurance. They are required for assessing the
implications of changing maturity rates, estimating trends in investment earnings and expenses incurred,
interpreting the effects of changing market conditions, of product development and price setting, and most
importantly for calculating the surplus that results from operations, or "valuation”, and determining the
solvency margin. These tasks cannot be achieved by accounting practices.

209. However, an actuarial qualification is difficult and time-consuming to acquire and developing
countries generally suffer from a lack of experienced actuaries. Often actuarial services have to be
obtained from abroad and this requires foreign currency. Smaller and medium-size companies may have
no choice but to engage an actuary on a consulting basis. The life insurance sector should consider
training its personnel up to middle-level actuarial knowledge, so that at least some of the routine and
simple work can be done within the companies themselves. Certified courses could be arranged for this
purpose and actuarial training could be offered by regional and national insurance institutes.

210.  From January 1994 onwards, life insurers in Singapore must have an Appointed Actuary. The
Appointed Actuary will have a wider range of activities than before. He will be asked to recommend
prudent investment strategies and assess capital requirements for business growth. In addition, he will
be requested to address areas of possible financial vulnerability of the company, alert the management
accordingly, recommend corrective measures and report to the Commissioner on their implementation.
The actuary will be appointed by the insurer subject to the Insurance Commissioner's approval. Such an

enhanced role of actuaries is already operational in the United Kingdom and Canada.”

operation wi Gove ent

211.  Governments and supervisory authorities play a prominent role in the conduct of life business
as they set standards for the valuation of the life fund and the determination of the surplus and its
distribution. Since life insurance represents the savings of individuals which have to be kept invested,
guidelines for the investment of funds are often stipulated. Furthermore, in many developing countries
a substantial part of investments must be made in government securities or bonds on the grounds that
this safeguards the policyholders' savings. Life insurance is also greatly affected by fiscal policy as both
policyholder and insurer are subject to taxation. Good cooperation with the authorities would benefit the
life sector.

Distributi .

212, Unlike many lines of non-life insurance which are purchased to comply with the requirement of
a credit institution or a law (third party motor insurance), life insurance has to be "sold". Marketing can
be done either by company staff or by agents compensated through commission. It is reported that in
francophone Africa it is mostly company staff who realize sales.”’ In most other developing countries
agents are responsible for selling life insurance. In the Asean countries, 95 per cent of individual life
policies are sold through agents.

213.  In many developing countries the essential problem with agents is that the qualifications of the
people who take up this profession are generally poor. Most work part time and the insurers' turnovers
of agents are high. It has often been stated that keeping the turnover rate under control is the biggest
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challenge for a company's management.”® Most agents produce a low volume of business, and only a few
contribute a reasonable amount. In general, a well placed human resources development strategy is
needed for the selection, training, motivation and supervision of the intermediaries of life insurance.

214.  The recruitment of agents is often left to the sales managers. An alternative could be to have full-
time salaried recruiters. The advantages of this approach would be that such professionals would have
a more specialized knowledge relevant to their task. The sales managers would then be able to spend
more time on training, supervision and team building. Further, recruiters would be in a position to follow
company rules and guidelines on recruitment more strictly. However, this approach also has its
drawbacks. Agents recruited in this fashion may not be matched as well to the prevailing corporate
culture which is better personified by the sales manager than by a professional recruiter, and higher costs
may be incurred.* :

215.  "High pressure" selling is unproductive in the long run.*> This factor alone is to a great extent
responsible for the poor image of the life sector. The complaint is often made that the agent is interested
primarily in booking the business and earning the commission, and does not provide after-sales service.
Sales that are not based on genuine needs also lead to a subsequent high lapse ratio or, conversely, to a
poor conservation ratio. Life insurance is a very personalized business™ and the delivery agent has to be
well versed in financial and fiscal matters. He should be able to give proper advice to the prospective
policyholder about taxation aspects and various other alternative savings instruments with which the life
sector is competing, and should be able to help in analysing the various options from a long-term point
of view. The agent is often responsible for collection of the premium. He should also provide effective
after-sales services such as helping the client in completing formalities, e.g. for obtaining a loan on the
cash value of the policy, and in processing claims.

216.  Recognizing the important role played by agents, the authorities in Singapore have issued
minimum industry standards for their recruitment, training and management. The regulations cover
minimum age, education and qualifications, and promotions. They also redefine commission scales and
measures to prevent misrepresentation of the benefits of policies.”

217. In an endeavour at self-regulation, in Malaysia the Life Insurance Association (LIAM) formulated two
sets of guidelines to enhance professionalism in the sector, which were implemented as from 1 January
1991. The Guidelines on Pinching and Movement of Agents were devised to regulate the movement of
agents from one company to another in order to protect the interests of policyholders rather than to
restrict agents. The Guidelines on Registration of Corporation Bodies as life insurance agents were
instituted to standardize the procedure of appointing companies selling life insurance products. The
registration requirements include a paid-up capital amount, with a grace period of up to three years for
implementation, and a restriction of holding an agency contract with only one principal. The agents
themselves have to pass a Pre-Contract Examination and be authorized by LIAM. LIAM has also drafted
set procedures for different types of claims and has listed the necessary documentation along with the
time requirements for processing.*®

218.  An important aspect in the marketing of life insurance is that strict control of costs has to be
maintained. This is necessary to keep up the attractiveness of life insurance as a savings medium in
comparison with other savings and investment instruments. In view of the weaknesses of the institution
of agents as discussed above, this is not an easy task for a company to achieve on its own, since it
operates in a competitive environment. The Association of Life Insurance Companies in Malaysia has
done useful work in working out methods of controlling acquisition costs at the industry level.
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Linkage with other institutions

219.  Opportunities also exist for insurers to establish a hnk with mutual funds, credit card
organizations and institutions that provide housing mortgage loans.” Pensmn-type retirement plans for
employees of corporate bodies on a group basis have also been devised in many countries.

220. It has been observed that opportunities offered for various low-income groups have not been
sufficiently explored. A standardized product can be marketed by establishing a linkage with other
agencies. Such a product may not require the personalized services of an intermediary, allowing costs
to be reduced. Considerable work has been done in India in arranging low-cost insurance for salaried

employees on a group basis.

Sharing of surplus

221.  The allocation of surplus as determined by valuation is an important issue. In many countries
statutes or regulations require that a substantial part of the surplus, as much as 75 to 95 per cent, has to
go back to policyholders. There are several methods of sharing the surplus with policyholders. In cases
of with-profit policies, a cash bonus could be paid from year to year, or at designated intervals. In some
countries, in particular in India, the bonus is distributed at the time of death or maturity. For
without-profit policies, premiums are revised in line with the current experience.

tion of life insurance into low-income ral sectors

222,  The vast rural sector remains insufficiently explored. Reasons often advanced for this are that the
sector is characterized by low income levels, high illiteracy rates and a wide geographical spread, making
it difficult to deliver the traditional and standard product.

223.  However, a group approach linked to a suitable agency, such as a mutual or a cooperative, a trade
union, distributors of inputs such as seeds or fertilizer, or those who purchase rural produce for
processing, could be considered. Social and welfare organizations can help in constituting a group of
clients. Amounts of cover can be kept low, and the policy benefits limited, covering primarily the risk
factor.

224.  Concerning the payment of annual premiu