





I am going to tell you that I sincerely feel "can” happen within
reinsurance in the next decades but without the least confidence
in my being right, and I am warning you to take precautiohs
against my predictions, as well as against any other you might

hear.

1. To speak of the future in reinsurance, we must speak of
insurance, since it will be greatly influenced by the evolution
of the 1last one, which, on the other hand, its not a uniform
institution, neither geographical nor sectorial, efen
eliminating the Life Branch. This last one, haé increasingly
less participation in Reinsurance, a fact which should teach us
a lesson, since in the same manner as in Life, reinsurance can

also lose relative importance within the remaining branches.

The insurance industry is the social key piece in the
industrialized countries or countries with advanced economies,
while their 'presence is weaker in thé@ remaining countries,
where to the contrary, reinsurance has more relative

importance.

In industrialized countries, insurance in undergoing a double

transformation process:

- It is going to be more institutionalized, concentrating in
leading insurance companies with a very deep-rooted presence
in social and economic life, which tend to dominate a large
part of the .narket, 60% to 90%, and which have available a

dense territorial network, with general agencies or direct




offices, or a mixture of both. These leading insurers are
mostly national and have efficient methods and economic means
ample enough to compete in EDP, advertising and general
development. This is why they dominate the markets and in
many cases, they saturate them, and this demands expansion
abroad as the only way to grow. This is the typical case of
the Dutch market, and a few years ago, the Nordic. In these
last years, we are reaching a new stage with possible
concentration on a single Scandinavian or.Nordic market, with
coordination or merger of the present leading insurers in the

different countries.

- In some degree, as consequence of the above, and also of the
gradual integration of Burope, insurers tend to become
. international, mnot 1like iﬁ the 19th century, with relatively
small aqehcies or branches, which found it difficult to
compete with local insurers, but rather taking over companies
of varied sizes or through international combined action
agreements, creating large groups, although these may have

units with a national legal personality.

This double process 1is not always clear, the case of United
States, but we may consider Japan a typical example. this trend
starts in all industrialized countries with a generally slow
process, even though it has accelerated in these last two
years, in every case, the market maintains small and mediun
size insurers, both foreign and national, active and efficient,
who provide dynamism to insurance and effectively compete

against the leading “"dincsaurs®, .although in many cases they



end up in some manner associated to other insurers or taken
/
over by the leaders of other countries desiring international

expansion.

There are other factors which surely affect the transformation

of direct insurance:

- Concentration of large brokers who dominate technical and
industrial insurance and new risks with décisive influence in
many cases, because they rely on the need for protection, at
reduced costs, of the large national and international
industrial companies. The function of these brokers in many
cases includes simultaneous placement of optional reinsurance

and even of proportional treaties.

- Greater possibilitiés in Europe since 1992 for Lloyds and
some English insurers very flexible in adapting to the new
situation, which will preoccupy the continental leaders who
feel menace to theirs oligopoly supremacy, at least in some

sectors.

- Countries, markets and companies coning together as
consequence of the revolution under way in computer
communications at reduced transmission prices which modify
substantially the modus operandi of many service activities,

such as insurance.

On this situation, and most of all, on the inexorable tendency

to concentrate on direct insurance, is where reinsurers move,




although s0 as to compensate this effect that lim%ts their
field of action, they see disappearing in a large manner, the
nationalist obstacles which emerged after the Second World War,
giving birth to reinsurance monopolies or to-overprotected

national reinsurers.

With these preliminary 6bservations, I go on to comment on the
foreseeable evolutions in the three  great bfanches of

reinsurance I mentioned earlier.
ACTIVITIES

This is what I call the contractual and coverage formulas
coffered by reinsurers to the ceding companies to protect
operations and which naturally, depends on their needs. It is
logical that the evolution of insurance itself modify such

needs and the following suppositions? are possible:

- A reduction in "proportional reinsurance"”, increasing the
dimension of many direct insurance companies and logically,
their retentions caﬁacity. It does not seem probable for the
creation of new entities to compensate this trend. But the
constant appearance of new risk in social life will produce
an increase in insurance risk and in many cases in

proportional reinsurance.

- Increase in "non-proportional reinsurace”, specially for high

retention layer to complement or substitute proportional

treaties, offering this possibility to specialized reinsurers






This protection will be only offered by professional
rein;urers and not by "ocasional aficionados”™, who at some
time or another have proliferated in world insurance. This
activity will require important funds available, and most
important, higgly professional people to help the technical,
financial, and management activities, going into the
consulting area, the same as is starting with auditors and
their customers regarding accountin§ certifications, develop-
ing in an interdisciplinary manner. oﬁher forms are also
emerging: "insurance agent and tax advisor”, "broker-risk

manager and sSecurity consultant®, and the aforementioned

auditor and consultant.

. All these cases and probably many others, imply that insurers

and = reinsurers will be forced to enter the area of
teéhnological services of several types: "use of computer
means”, "management expert systems", "product quality
maintenance',' and probably many others so far unknown in our

profession.

MARKETS

Reinsurance is offered in markets where operations are either
specialized or grouped together, adquiring its own dynamics for
complying with its targets and creating centres of accesories

and a regular demand for their services.

To this effect, and without trying to make a doctrine of it,

the present principal markets could be described thus:
















13.

management and management systems, not easy through
intermediaries. On the other hand, they Lill dominate in the
non proportional covers, which need many underwriters, will
doﬁinate. and so will be the facultative covers, specially

those linked to great industrial operations.

The "underwriting agencies"”™ have had and have a prominent
specific role in direct insurance and were more important
before the expansion with direct branches of the big insurance
companies. In reinsurance, the experience of the last years has
not been satisfactory, and its possible future will be limited
to very specific activities, once'the "innocent capacity” which

has provided them an ephemeral success period has disappeared.

" But, the leader of reinsurance are the reinsurance companies,
but this are of quite different nature: exclusive reinsurers,
"pure™ they have been called; or "great reinsurers”™ with net
worths accumﬁlated over many years and leaders in the
proportional market; or medium size professional reinsurers; or
reinsurers integrated in'direct insurance companies; off-shore
reinsurers:; nationél reinsurers, with or without monopolies,
"reinsurance departments"” of direct insurers and Lloyds and

others, whose only difference is their special legal structure.

Within this group, and this is not the time to go into detail
on this subject, the "pure reinsurers®™ tend to integrate, with
greater or lesser autonomy, into direct insurance groups, with
a common strategy and captive internal cessions which

“facilitates ‘Yhe balance of their results. MERCANTILE AND
















