THE EUROPEAN LIFE INSURANCE MARKET IN 2007

LIFE PREMIUMS IN EUROPE
The credit crisis that started in the second half of 2007 in the United States had a limited impact on the real economy and on the evolution of the insurance premium in Europe in 2007. The life premium income grew by 10.1% to €758bn in 2007, compared to €688bn (+8.2%) in 2006. This strong growth has been stimulated by a slight rise in the interest rates observed since 2006 and by the steady rise of the stock market since 2004 up to the third quarter of 2007. This favourable evolution that allowed insurers to offer higher returns on their life products, combined with a positive   growth of the economy in 2007 (+5.5% at current price)  and a rise in the national saving contributed to the rise of the premium income in life insurance.
Chart 1 Life premium income in Europe
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The 2007growth in premiums income in Europe is characterised by a small decrease in the share of unit-linked products. This drop is however only relative and due to the largest life market, ie, the United Kingdom. The UK market recorded a strong growth in non-unit linked products and more specifically of group insurance products that generated a relative decrease in the share of unit-linked product in the total premium income. Removing the United Kingdom from the analysis, the share of unit-linked would have increased from 27.2% in 2006 to 28.5% in 2008. Most other EU countries recorded a rise in the share of unit-linked products. The total unit-linked premium income grew by 5.9% to €178bn in 2007 after a strong growth above 15% in 2006 and 2005. This sharp rise between 2004 and 2007 found its origin in the positive stock market evolution that boosted returns of unit-linked policies for which the policyholder bear the risk. 
The second pattern of the 2007 growth is a significant increase in group insurance premium income that is mainly led by the 54% increase in group insurance in the United Kingdom, which is also the EU largest market for group policies (i.e. 62% of the European market). Excluding the United Kingdom from these figures, premiums collected in the framework of group contract would have grown by 5.3% in 2007 versus 7.3% in 2006.
Chart 2 Share of Unit-Linked premium in total premium income
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Chart 3 Premium income in group insurance (€ m)
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The increase in premium income shows however very different situation within the various member states. The 12 new members states, that account only for 2% of the total life market, recorded a 27% growth in their premium income while the 15 old members states that represent the bulk of the life market rose by 8.5%. Insurance companies in the 12 new member states operate in a fast growing economic environment and enjoy a catch-up effect as well as the development of both long-term pension products and short-term saving products. The highest growth rates are observed in Romania, Bulgaria and the 3 Baltic countries. After three years of declining premiums, the Russian market recorded a similar growth to new member states (+34%), “reflecting the successful implementation of the new regulatory framework” (SwissRe, Sigma n°3/2008, p. 25).
In the 15 old member states, several large markets such as France, Italy, Sweden and Finland that traditionally recorded high growth rates in their premium income over the last few years were hit by a decline in their life premium income in 2007. The French and Italian markets, respectively the second and fourth largest ones at European level, recorded respectively a 2.2% and 11.4% decrease in life premium income. This drop hit mainly traditional life products (as well as unit-linked products in France) and found its origin in the rise of short-term interest rates at the end of 2007 that pushed households to invest in short-term banking products rather than in long-term life insurance products. 
Aside the United Kingdom that grew by 33% mainly due to a jump in group insurance premium income several western member states also recorded a strong growth in their life premium income. In Ireland, premiums grew by 18.4% thanks to a significant increase in new single premiums (+28%). In Luxembourg, the domestic business increased by 8% thanks to a rise in individual long-term products and in complementary pension schemes that recorded a rise in the number of contracts. At the same time the business written abroad decreased by 6.1% (mainly due to a decrease on the Italian market) after an extraordinary growth of 21% in 2006.
In Switzerland, after four consecutive years of decline in premium income, the life market recorded for the first time a growth of 2.3% (in national currency) in 2007. The German market, the third largest one in Europe, recorded a flat growth of 0.8% in 2007 after a growth of 3% in 2006. This growth was characterised by a decrease of individual life premium compensated by a rise in group (6.8%) and unit-linked premiums (14%). 
Chart 4 Growth rate of life premium income in Europe
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Chart 5 Life premium growth rate 2007/2006 per country 
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Share of life premium in the total premium income
Over the period 1996-2000, the share of life insurance in total premium income rose steadily by 14 points from 53.5% to 67.4%. This phenomenon was the direct result of the development of new savings products by insurers (distributed among other through bancassurance networks) and of a strong demand for supplementary pension schemes.

In 2001, the stock market crisis led to a sharp drop in demand for unit-linked contracts and to a rise in non-life insurance rate due to increases in claims resulting reinsurance premiums. These two divergent evolutions led to a 5 points decrease in the share of life premiums in total premium between 2000 and 2003. 

Since 2003, the positive evolution of the stock market and the steady growth in retirement products has foster the life market that has experienced a faster growth rate than the non-life market. During the same time span, this latter experienced strong competition leading to slow increase in non-life rate (soft market conditions). Over the period 2003-2007, the share of life premium in the total premium income has therefore increased by 3 points to 63.5% 

Chart 6 Share of life premium in the total premium income (1996 -2007)
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The highest ratio are observed in Liechtenstein (95.9%), United Kingdom (80.5%), Ireland (80.2%) and more generally in western countries, while the lowest rates are mainly observed in eastern countries such as Latvia (8.4%) and Romania (21.5%). In the long run, it is expected that the share of life insurance will continue to increase with the economic development of eastern countries and the rise in retirement products.
Chart 7 Share of life and non-life premiums in 2007
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Life insurance in Europe
The European life insurance market is dominated by the four main countries which taken together represent 75% of the European market. This share increased by three points in 2007 thanks to the strong growth recorded in the United Kingdom and despite the negative growth recorded in France. The United Kingdom is the leading country with a market share of 39%. This level increased by 7 points between 2006 and 2007 and was higher than the peak level of 37% observed in 2000. This leading position is closely linked to the UK’s market size and to the pension schemes that rely much more on the private insurance sector than in most other countries.

Just behind the United Kingdom, France, Italy and Germany experienced in 2007 a decrease in their European market share. This decrease found its origin in the negative growth observed in Italy and France and in the stable evolution of the premium income in Germany. 
All other markets have a market share below 5%. The higher levels are found in western countries while the strong growth of eastern market is allowing them to increase their market share steadily.

Chart 8 Life premiums share per country
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Density
Density, defined as the ratio between premium income and the number of inhabitants, reflects the development of the insurance sector in an economy and enables comparisons to be made between countries. However, the conclusions need to be seen in relation to other observations:

· the first is that cross border business is not always taken into account in the national premium income and that the contracts may not necessarily be taken out by nationals of the market where the premium is issued. 

· the second is related to substantial differences in the cost of living between countries; the purchasing power of one euro saved is not the same everywhere.

· finally, participation by insurers in the management of the 1st pillar can creates significant differences between countries (this is the case in several Scandinavian countries and to some degree in Belgium and the United Kingdom).

Density in Europe shows a wide range of levels starting from €11 per inhabitant and ending up at more than €4 840 at the other extreme. The European average is €1 292 for life premiums per inhabitant for all CEA members, €1 815 per inhabitant for the EU15, €1 465 for the EU27 and only €135 per inhabitant for the 12 New Member States.

This high premium level per inhabitant is essentially related to the savings function of life insurance products and will certainly experience further important developments over the next few years due to the reform of pensions that will continue to occur in several countries in the context of an ageing society.

The population being rather stable in most countries (and even slightly decreasing in some new member states), the development of the density is similar to the growth rate of the premium income. The highest growth rates are recorded in the new member states but also in several western countries such as the United Kingdom, Ireland, Denmark, Norway or Belgium. For the fourth consecutive year, Switzerland has recorded a negative growth rate and for the first time the France and Italy experienced a decrease in the density ratio between 2006 and 2007.
Chart 9: Life premium per inhabitant in 2000 and 2008
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Chart 10 Evolution of life premium per inhabitant (in€) (1996-2007)
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Penetration Rate
The penetration is defined as the ratio gross written premium to GDP. Even though this indicator does not represent the contribution of life insurance to GDP (since life premium is not involved in the calculation), it makes it possible to compare the scope of this activity compared with the total for the economy, the importance of the sector and its development over time.
The penetration rate increased steadily between 2003 and 2007 from 5.0% to 5.6%. The 2007 level is higher than that of one recorded in the United States (4.1%) but lower than that in Japan (7.5%) (Swiss Re – Sigma N°3/2008).
The highest penetration rate is recorded in the United Kingdom at 14.4% (versus 11.5% in 2006)
. This high level is mainly explained by the high proportion of retirement products and the weight of the London place as financial centre. High levels are also observed in countries where insurance plays an important role in the provision of retirement products (SE, FI, DK) and in countries where life products are appreciated for their saving option (FR, BE, PT, ES, IT). 
A low ratio indicates underdevelopment in life insurance. It is in general an indicator of a country where the population’s saving capacity remains low. In some countries, the low development may also be related to competition with other products such as those provided by banks, or pension funds.
Chart 11: Penetration rate (ratio life premium to GDP)
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WORLD LIFE BUSINESS
In 2007, the world life insurance business amounted to $2 476bn (€1 683bn), a 14.6% increase (7.1% in inflation adjusted terms) compared to 2006. With 45% of this amount
, the European market is the world leading market in term of premium income. Just behind Europe, the American market recorded a premium income of $661bn (€449bn) and a growth rate of 10.4% (6.2% in inflation adjusted terms). The US market experienced a nominal growth of 8.6% supported by the success of retirement product allying saving protection and annuities and by the positive evolution of equity returns (SwissRe, Sigma n°3/2008). 

The Asian market that accounts for a quarter of the worldwide life premium income is the third largest market with a premium income of $628bn (€427bn) close to the level observed on the American market. Almost all Asian countries recorded in 2007 a double-digit growth rate with the notable exception of Japan that accounts for half of the Asian market and recorded a negative growth rate (-3.7%). The average growth rate in Asia settled at 21.7% in 2007 versus 9.5% in 2006 and was driven by a rise in unit-linked products in several markets while the economic uncertainty depressed the Japanese market. 

Behind these three leading world regions, Oceania and Africa represent each less than 2% of the world life business and recorded growth rates of respectively 22.7% and 2.4%.

Chart 12: Share of each continent in the worldwide life premium income in 2007 (source SwissRe)
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Source : SwissRe, Sigma n°3, 2008

Note: It should be stressed that in the Swiss Re publication, Europe is the combination of western Europe and central & eastern Europe, ie including notably Russia and Ukraine (which together account for less than 1% of worldwide premiums)
SAVING RATE AND SHARE OF INSURANCE IN HOUSEHOLDS ASSETS

The savings rate
 corresponds to the share of household income which is not consumed and which may be invested in savings products. According to Eurostat figures, the saving rate has continuously declined in the EU27, falling from 12.6% in 2001 to 11.1% in 2007. This decrease is not due to a decrease of the gross saving in absolute terms but to a faster growth in gross disposable income (3.5% on average between 2001 and 2007) than in gross saving (1.4% on average between 2001 and 2007). 

The highest saving rates are recorded in the Euro area (14%) markets and more specifically in some specific mature market such as Germany (17%), Austria (16.3%), France (15.3%), Italy (14.6%), and Netherlands (14.3%). The lowest rates are observed in the Baltic countries (that all shows saving rates below 1%), in the United Kingdom (2.6%) and in Norway, Denmark and Finland with all saving rates between 4.5% and 6.5%.

Chart 13 Gross saving rate in the EU27 (households and non-profit institution serving households (Source Eurostat)
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According to OECD data, the net equity of households in life insurance reserves calculated for a sample of 17 European countries amounted to €3 131bn in 2007. This amount does not include pension funds managed by insurers for which only partial data are available. This average conceals very different realities across Europe. Insurance assets account for more than 50% of households’ assets in France and Italy while it represents less than 20% in the Netherlands, Norway or Switzerland. In several countries, the pension funds managed by insurance companies may represent more than 20% of all households’ assets (e.g. Finland and Sweden).

Chart 14: Households’ assets in 2007 (Source OECD)
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 The share of insurance financial assets
 held by households (excluding pension funds managed by insurers) grew steadily from 36% in 2000 to 42% in 2007 despite a decreasing saving rate observed at EU level between 2001 and 2007.

Chart 15 Share of insurance assets in households’ financial assets (Source OECD)
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BENEFITS PAID
Benefits paid out (in the form of capital or annuity, upon death or when the contract is bought back (sometimes partially) or at contract maturity) for direct life insurance in Europe amounted to €607bn in 2007 which was 13.5% higher than in 2006 (7.1% at constant exchange rate). This is the highest amount of benefits paid recorded over the last decade. 
For the second consecutive year, the rise in benefits paid is higher than the one in premium income demonstrating a rise in the volatility of policyholders’ investments. It is very likely that a part of these benefits paid have been partly reinvested in life products of which unit-linked products that experienced an increase on many markets thanks to the rise in stock markets. 
The financial crisis that started in the second half of 2007 may also have led policyholders to revise their investment strategy leading to a rise in surrender to invest other financial products. 

Finally, a part of this increase in benefits paid is explained by the increase in the share of population that begin to benefit from their pension scheme. This is notably the case for countries that have a long tradition of pension retirement products (e.g. UK, SE) for which we observed an increase in the share of benefits paid linked to group contracts. On average, the share of group contracts in the benefits has increased from 26.1% in 2006 to 36.7% in 2007. However, this large growth is mainly due to a rise in the UK.
Chart 16: Life benefits paid (€ m) (1996-2007)
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MATHEMATICAL PROVISION
Life mathematical provisions increased by 3.3% in 2007 (1.1% at constant exchange rate) to reach €5 710bn at the end of the year. This represents the smallest increase since the bursting of the Internet bubble in 2001/2002 and an absolute increase of €179bn compared to €410bn between 2005 and 2006. This small increase find its origin in the strong rise of benefits paid in 2007 and in the high volatility of policyholders who changed easily their investment strategy switching from one product to another quickly in order to adapt their risk to the change in the economic environment and in the market conditions. 
This low progression of the life provision is linked to a decrease recorded in several markets such as Switzerland (-5%), Ireland (-2.4%) Italy (-2.6%) or Sweden (-20%). The United Kingdom that represents 38% of life provisions at end 2007 recorded a rise of 3.6% while in France (20% of all European life provisions) they grew by 7.9% despite a decrease in the premium income. 

The share of provision related to unit-linked contracts has stable at 42% thanks to the high return observed on stock markets in the first half of 2007 and the low effect of the financial crisis in Europe in 2007. The highest share of unit-linked provision in the total provision was observed in the United Kingdom where the ratio rose from 64.3% in 2006 to 65.8% in 2007. Most other markets show much lower share of unit-linked products in mathematical provisions, ranging from 10% to 40%.
Chart 17: Life provisions (€bn) (1996-2007)
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Chart 18: Share of unit-linked in life provisions in 2006 and 2007
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LIFE INVESTMENTS
Directly correlated to mathematical provisions, the investments constitute the sum of money invested by insurers in the economy in the form of shares, bonds, deposits, loans and other securities. In 2007, the total investments related to life business were €5 820bn
 and represented approximately 82% of all insurers investments. This amount which is invested in order to cover all sums due to the insured, has advanced by 4.2% in 2007. 

According to CEIOPS data
, around 37% of these investments relate to unit-linked policies. In 2007, around 47% of traditional non-linked assets were invested in debt securities and other fixed income assets versus 49.5% in 2006. The proportion of shares and other variable yield securities was 31% in 2007 versus 27.5% in 2006. These opposite evolutions of fixed income and variable yield assets in total life investments illustrate the growth in stocks in the first half of 2007 which led to a rise in assets value. Loans (mortgage and others) represented around 9% of life investments while all other assets categories (land and buildings, participating interest and investments in affiliated enterprises, deposit with credit institutions) represent each less than 5%. 

Chart 19:Life investments (€m) (1996-2007)
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The ratio of life investment to GDP constitutes another indicator that allows an estimate to be made of the relative importance of the insurance sector in the economy and primarily allows comparisons between the developments of the insurance sector from country to country. Although the insurance sector contributes to the growth of GDP through investments, this ratio is in no way a formal indicator of the contribution of the insurance sector to GDP.

On average, life investment (linked and non-linked products combined) represented 43.9% of the GDP in 2007 versus 41.7 % in 2000. This growth, which has been almost constant during the last ten years, reflects the growing role of insurers in the financing of the economy. The highest proportions (above 80%) are recorded in the United Kingdom and Denmark where life insurance plays a fundamental role in the provision of pension revenue. Ratios are much lower in most of the new member states where the development of life insurance is more recent and not yet complete. 
Chart 20: Ratio life investments to GDP in 2000 and 2007
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Investment incomes

In 2007 investment incomes decreased by 5.5%, compared to 2006, to € 222bn. Relating investment income to life investments allows the return on investments to be estimated. On average, investment return in the life sector was estimated at 3.9% in 2007 versus 4.3% in 2006. This drop found its origin in the stock fall market in the second half of 2007.
As the financial crisis that affected all countries significantly, the drop in the life investment returns is observed in most countries with few exceptions depending on the good results observed in the first half of the year 2007 and on the exposure to the stock market.

Chart 21: Return rate on life investments
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CONTRACTS IN FORCE 
More than 495 million contracts of life insurance contract were in force at the end of 2007. This represented a slightly increase if 0.8% compared to 2006. The evolution of the total number of contracts is marked by high growth rate around 3% after the 2002 crisis and by lower growth rate since 2006. Most of these contracts relate to individual policies and around 16% of them are unit-linked contracts. Countries where group insurance is mandatory show generally higher rate of group contracts.
Compared to the population, this means that around 94% of the population is covered by a life policy. The highest rates are observed in most western countries and reach level above 200% in the Netherlands (253% - 2006 figures) or Sweden (396%) due to multiple covers. The lowest rates are observed in Eastern countries: Lithuania (16%), Poland (32%).

Chart 22: Proportion of group and individual contracts
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Chart 23 Ratio number of life contracts to population
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NEW BUSINESS
New business in life insurance constitutes a real indication of market dynamism and more particularly of the effective production over one year, excluding payments made on existing contracts. The collected statistics focus on two main indicators: new premiums and new contracts. A further distinction is made between individual subscriptions and group contracts. Unfortunately, given unequal response rates, figures have had to be calculated for samples which give a fair indication of the evolution of the market in term of new business.

New contracts

The number of new contracts or new insured’s for group contracts constitutes an indication of the number of new policyholders during a year. Unfortunately, this number does not allow us to determine the increase in the proportion of the population that is covered by a life insurance contract, due to the problem of multiple covers. 
The number of new contracts (group and individual), calculated for a sample of countries representing about 87% of the total premium income, increased by 4.2% in 2007 to reach 42.5m new contracts
. This increase is, to a large extent, linked to rises of 15% in the United Kingdom, 20% in Turkey and 8.6% in Italy. The other large markets, France and Germany, recorded a decrease in the number of new contracts.
This increase compared to the 1% decrease in new premium income indicates that on average, there has been a decrease in the amount paid on each new contract in 2007.

Chart 24 Number of new life contracts (2005-2007) (in millions)
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IIIB / extraction/AA38
New contracts may be split up into individual, group and other contracts. According to the figures available for a sample of 65% of the life insurance market, around 58% of new contracts are individual, 33% are group contracts and the remaining 8% are other contracts. This proportion is rather stable over the last three years with a small rise in other products in 2008 mainly due to one country.

Chart 25: Breakdown of new life contracts (2005 – 2007)
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New individual contracts
Representing 58% of all new contracts, the number of new individual contracts followed between 2005 and 2007 a similar growing pattern to the total number of new contracts. The number of new individual contracts increased by 1.4% in 2007 to 29.2m contracts, after a growth of 8.4% in 2006. 
Chart 26: Number of new individual contracts (in millions) (2005-2007)
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The split up of individual contracts into protection, saving and annuity components showed a predominance of saving contracts which accounted for 45% of the number of new individual contracts while the remaining 55% were distributed between protection (25%) and annuity (30%) components. The proportion of annuity contracts increased by 6 points between 2005 and 2007 thanks to a strong increase in the number of annuity individual contracts in the United Kingdom and a decrease by more than 25% in the number of saving contracts in Germany between 2005 and 2007.

This distribution varies significantly from the one relating to new individual premiums. Almost half of the new contracts are saving contracts, but these contracts draw off about 70% of the premium income while the new protection contracts represent 25% of all new contracts but take less than 3% of the premium income. This difference is mainly due to the different nature of these contracts.

Chart 27: Breakdown of new life individual contracts (2005-2007)
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New premiums
For a sample representing 90% of the life insurance business, the total new premiums recorded in 2007 amounted to €376bn versus €380bn
 one year before. This represent a decrease of 0.8% compared to 2006. This decrease is mainly due to falls observed on several markets: France (-14% in new life individual premium), Italy (-15%), Switzerland (-9%), Norway (-24%). These drops were partially compensated by a strong increase (+18%) in the United Kingdom.
In 2007, new premiums were distributed as follows
: 64% in individual premiums, 35% in group premiums and 1% in other contracts (mainly sold in Italy). This distribution is more or less stable across the time. It was however marked by a steady increase in individual premiums from 56% to 64% between 2005 and 2007. 
Chart 28: Breakdown of new premiums (2002-2007)
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New premiums – individual contracts
New individual premiums grew by 3% in 2007 after two consecutive years with a growth above 10% in 2005 and 2006. This low increase is mainly due to the drop of -14% and -8% recorded in France and Italy, second and third largest markets respectively. The German and Norwegian market recorded also a negative growth of -1% and -18% respectively. These negative trends were however offset by the exceptional growth in the United Kingdom (+20%).
Chart 29 New premiums – individual contracts (€ m) (2001-2007)
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Representing 68% of the new individual premiums, the savings element is the major component of new life individual premiums just ahead of annuities which account for 29% of the total and which are mainly related to pension products. The life protection component remains limited to 3%.The share of annuity has increased steadily from 22% to 29% between 2005 and 2007 due to a large increase recorded in the United Kingdom that accounted for 85% of all new annuity premiums in 2007.
Chart 30: Breakdown of new individual premiums (2001-2007)
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The evolution of new premium income is mainly driven by the variation in the saving components. However in 2006 and 2007, the strong growth of the annuity premiums has played an important role in the new premium growth while the savings component recorded a flat growth rate of 0.1%. The protection component recorded for the second consecutive years a decrease in premium income (-4% in 2007 versus -12% in 2006). The growth in annuity since 2007 is mainly driven by the United-Kingdom where for the first time in 2007, new premium income related to annuity products was higher than new premium income related to savings. This demonstrates a growing role of insurers in the provision of pension covers.
Chart 31: New individual premium growth rates (2002-2007)
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New business - Distribution channels 

Note

The analysis presented hereafter indicates how new individual gross written premiums are distributed among the different distribution channels. 

The survey is based on insurers’ data collected either by national associations or by supervisory authorities. As a consequence, they reflect primarily the insurer’s standpoint on the distribution channels. The findings would have been somewhat different if the study had asked consumers since consumers do not necessarily make the distinction between an agent and a broker. 

Furthermore, some intermediaries may also use other channels such as the internet or post-sales in order to distribute insurance products. A cross-section analysis, based on a double categorisation, ie who (intermediary, employee, bank employee) is selling an insurance policy through which means (phone, face-to-face meeting, internet, call centre, etc.) would bridge this gap but it is currently difficult to carry out.

Distribution channels – new individual premiums

New individual premium income are distributed by two main channels: financial institutions and intermediaries (broker or agents). 
Financial institutions lead the distribution of new individual premiums in several southern countries (Italy, Spain, Portugal, Malta) as well as in France and in Belgium. On the supply side, this dominance of the financial institutions is related to the willingness of banks to offer a larger range of saving products, to increase their assets under management and to diversify their income sources. This trend over the last decade has given birth to large financial conglomerates offering insurance as well as bank products. On the consumer side, the reflex leading them to consult the bank in relation to investing or saving money is very strong. The difference between insurance and bank products is therefore not always obvious to the consumer. Moreover, the wide variety of saving products offered by financial institutions and the central location of all financial services can be seen as an advantage and partly explains the success of this channel. 
Intermediaries networks dominate in most other countries of the sample (Poland, Romania, Slovenia, the Netherlands, Slovakia, the United Kingdom). While in most of these countries, agents account for a large part of new individual premium income, in the United Kingdom, brokers and more specifically IFA’s account for a significant part of the individual new business. 
Employees do not constitute the main selling channel on any market. The highest levels are recorded in France (14%), Romania (13%) and Belgium (10%).
Distance selling which has long been seen as a potential threat to traditional channels has not greatly changed consumer habits. The highest level is recorded in the United Kingdom where it reaches 7% of the new individual business.  The lower market share of distance selling does not mean that the internet is not used by buyers to gather information about an insurance cover or to compare various offers, but rather demonstrates some difficulties in underwriting a contract via this specific channel such as product complexity or high amount of money related to life contracts. 

Chart 32: Distribution channels of the new individual business in 2007
[image: image33.png]100%
80%
60%
40%
20%

0%

Distribution channels of the new individual business in 2007

PT

IT MT ES FR BE PL RO sl

NL SK GB

BOthers
mDistance selling
OBrokers

OAgerts
BEmployees
OFinancial institutions





	Note

IT
	The category others includes Distance selling and brokers

	PT
	Other intermediaires refers to post offices

	GB
	No split between agents and employees

	
	Financial institutions is distributed in all other categories and accounted for 17% of the new business in 2006

	NL
	No split between agents and brokers

	MT
	Others are tied insurance intermediaries

	SI
	Data relates to the whole business in force and not the new business. 

	PL
	Others concerns persons indirectly employed by insurer, but not agents for the old portfolio of group contracts of one insurer

	IT
	The item "Others" includes also brokers and direct sales

	SK 
	Individual business: Figures only for H1 2006


Distribution channels – new group premiums

The relative importance of financial institutions in the distribution of new group insurance is less striking than for individual policies. Financial institutions are leader on the Portuguese and Spanish markets but play a smaller role on all other markets for which we have data. In several markets (Romania, Poland, the Netherlands, Spain, Belgium), the group contracts are mainly distributed directly by insurance companies employees. The group contracts relating generally to higher amount of money than individual contracts, in those countries, many companies show a preference for a direct management of these group contract rather than working with intermediaries.
Finally, agents and brokers dominate several markets such as the United Kingdom, Malta, the Netherlands and Slovenia. 
Chart 33: Distribution of new group premiums in 2007
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	Note

PT 
	Other intermediaires refer to post offices

	GB
	No split between agents and employees

	
	Financial institutions is distributed in all other categories and account for 2% of the UK busines in 2006

	NL
	No split between agents and brokers

	SI
	Data relates to the whole business in force and not the new business. 

	
	The category "other" refers to one company that has signed a group contract with all employees of the public sector in 2007

	PL
	Others concerns persons indirectly employed by insurer, but not agents for the old portfolio of group contracts of one insurer


2008 TRENDS

The 2008 financial and economic crisis has seriously hit all sectors of the financial services industry and has made necessary the strong intervention of the states. Although banks have been severely hit by the credit crunch, European insurers who had not taken significant exposure to credit risks, have not been greatly affected. Thanks to its strong position at the beginning of the crisis the insurance industry has been able to resist without significant damage and without wide recourse to bailout and guarantee schemes provided by the states. 

Nevertheless, the insurance industry has been affected by the crisis on both income sides:  investment and premium income. The fall in stock market and in value of many assets has decreased the market value of insurer’s portfolios and the premium income(mainly in unit-linked products). On the other hand, the decrease in the economic activity has reduced the demand for insurance product that is reflected in the decrease of all type of life premium in several countries. 

I. Premium income

At the end of 2008, the total life premium income amounted to €643bn versus €766bn one year earlier. This drop of 11.3% (at constant exchange rate) is unprecedented and much stronger than the decrease observed in 2001 (-4.4%) at the time previous crisis linked to the bursting of the Internet bubble. 

This negative growth rate is found in most western European countries and is explained by several factors:

· the drop in stock markets has refrained investor to invest in unit-linked contracts for which the investor bear the investment risk;

· in several markets, the tough competition between banking and insurance products has turned to the advantage of the banking product.

· the inversion of the yield curve at the end of 2008 and the financial uncertainty have favoured short-term investment (mainly banking products). As life products tend to be long-term investments, they have not received investor preference generating a decrease in new life premium income.

Not all markets have experienced a decrease in their life premium income. Several eastern countries have experienced strong growth rate (e.g. Poland, Bulgaria, Romania, and Slovakia) with the noticeable exception of the three Baltic countries that all recorded negative growth rate (at least -25%) and which can be linked to the high proportion of life premium invested in unit-linked policies (more than 50% in each of them). High growth rates are also observed in some western countries such as Switzerland, Portugal and Spain. However, it has to be noted that the increase in the premium income observed on some markets has to be moderated as it corresponds to surrendered value in unit-linked that have been reinvested in life insurance with guaranteed interest rate generating an artificial growth in premium income. Luxembourg recorded an exceptional growth of 123% due to an exceptional premium underwritten by a company. Removing this extraordinary premium, the Luxembourg life market would have recorded a decrease of 7.9% compared to 2007.
Most of the largest markets recorded a negative growth rate: 

· the United Kingdom (-25%) which is due to both the crisis and to the fact that 2007 was an exceptional year with a growth rate of 32%
· France recorded for the second consecutive year a decrease in the premium income (-10.6%)

· Italy recorded also a decrease in the premium income for the second consecutive year (-11.2%)

According to the partial data currently available, the life market has been characterised by a rise in surrender and a decrease in the new premium income that confirms this negative trend on the life market and the competition with other financial products. On some markets, the guarantee offered by the state on bank saving products has attracted money from the insurance industry. 

Chart 34 : Life premiums – nominal growths 2008/2007 (at constant exchange rate)
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II. Investments under pressure

As the insurance industry is one of the larger institutional investor, the fall in stock markets and the rise in spreads (that had a negative impact on the existing bond in insurer portfolio), put insurers’ investments under pressure in 2008. According to partial data available, life investments, estimated at their market value, dropped by 1.3% in 2008. This drop is the highest recorded over the last 15 years and is much more important than the decrease of 0.4% recorded in 2001 due to the burst of the Internet bubble. 

� Luxembourg show a penetration rate of 32.9% which is mainly due to the cross border activity. Based on the sole domestic business, this ratio would have been only 1.5% in 2007.


� Swiss Re figures are not wholly identical to CEA figures due to differences in the area covered, to the impact of changes in exchange rates, and to some differences in data sources


� Please note that the saving rate is calculated for both households and non-profit institutions serving households in order to be able to provide an EU27 average which is not available for the sole households. It has to be noted that for most countries the saving rates are close to each other for the


� The OECD classification includes three main types of assets : Investment fund shares, Net equity of households in life insurance reserves and Net equity of households in pension funds. Please note the net equity in other pension schemes is not taken into account in this analysis. The figures presented in this section are calculated for a sample of 17 countries (AT, BE, CH, CZ, DE, DK, ES, GR, FI, FR, HU, IT, NL, NO, PL, PT, SE).


� Please note that this figure cannot be directly compared to the provision due to differences in the sample


� These data refers only to life companies and does not include the life investment of composite companies for several countries.


� This number includes 5.4 million new individual contracts for France but does not include French new group insurance contracts. 


� This figure includes €52bn of new individual premium in France but does not include the new group premium of France.


� Data calculate for a sample representing 71% of the market. Please note that this distribution differs from our previous publication due to the inclusion of Switzerland where group insurance represents almost 90% of all new premiums.


� Note: All 2008 figures in this section are provisional data and are subject to change. 


� The year 2008 was marked by the depreciation of certain currencies vis-à-vis the euro, notably the pound sterling. In order to strip out the effects of exchange rate and to better reflect economic reality, the 2008/07 growth rates shown in the following analysis have been calculated on the basis of constant exchange rates.





