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Preface

This report on the ltalian financial system is one of 15 studies of national
financial systems undertaken as part of the research project Financialisation,
Economy, Society and Sustainable Development (FESSUD) financed by the
European Commission under the Seventh Framework Programme. The report
main goal is to review the existing research and organize the most recent
available data on the lItalian financial system within in a framework that is
broadly compatible with the studies undertaken in the other participating
countries. The results of the study were first presented at the annual
conference of the FESSUD project held in Berlin in October 2012, and were

revised in August 2013.
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10. Financial sector and insurance

Giampaolo Gabbi and Costanza Consolandi

10.1 The insurance structure in ltaly

The ltalian insurance market has been characterized by dramatic changes that
have occurred in the market during the Eighties (Turchetti, 1994). The ltalian
life insurance market experienced rapid premium growth during this period
(more than 26 percent per year from 1983-1993), spurred by a crisis in the
Italian social security pension system and innovations in life insurance savings
products. Insurers also experimented with new distribution channels, which
have taken market share from the traditionally dominant exclusive agents. The
government authorization in 1990 for banks to own majority shareholdings in
insurance companies represented a major structural change that also is
expected to have an impact on productivity and efficiency. The bank marketing
channel ("bancassurance”] has been especially successful in life insurance,
capturing 32 percent of new life insurance sales (premium volume) in 1993. The
Italian  nonlife insurance industry remains somewhat problematical,
experiencing high loss ratios and low profits.

Compared to insurance markets in other industrialized countries, the lItalian
insurance market is relatively underdeveloped. Italy ranks seventh among
developed countries in insurance premium volume but ranks twenty-second in
premiums as a percentage of gross domestic product (GDP) and twentieth in
premiums per capita. The underdeveloped condition of the Italian insurance
market on the one hand may imply inefficiency and low competition but on the
other offers significant opportunities for development and growth.

Automobile insurance is the most important line of business in the ltalian
market, accounting for about 40 percent of premiums in 1993 (table 10.1.).
However, the relative importance of life insurance has increased dramatically

during the past ten years. Life insurance premiums have grown at an annual
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percentage rate of 26.3 percent, and life insurance now accounts for 30 percent
of Italian premium volume. The combined growth rate for all other lines of

business was 12.9 percent over the same period (table 10.1).

Table 10.1. Distribution of premiums by line of business (1984 - 1993;
values in million ltalian lire ITL)

Aviation Auto Personal
YEAR | Perils Property |Bond Credit Theft Hail Fire Accident Health
ABSOLUTE VALUES (Million ITL)
1984 82,835 1,260,848 269099| 128987 469.872| 209,802 1,219,641 1,202,319 237,724
1985 95,953 1,451,962 289984| 164,009 531453| 240,417 1,387,804 1,384,737 293476
1986 114,710 1,667 755 305918) 198.444| 601414| 282496) 1549326 1,602,087 361,632
1987 124,852 1,926,725 339997| 195,028 710L596 380,448( 1,773,105 1,846.428 461,687
1988 127775 2236434 354,869 219126 781578 396,603 1,910,128 2123781 582,651
1989 141,781 2,650,573 370,586) 241,263 B880,736) 417,962 2,126,091 2404 431 731,651
1990 155,029 3,068892| 392,895 273529| 988964 501778 2328776 2714 481 918,782
1991 154,178 3564 011) 423405/ 3004151069815 443799 2 631,706 3,049 339 1,106,130
1992 150,284] 4116281 434723 330,092( 1,160,067| 488,287( 2,890,757 3,305,318 1,314,876
1993 202,797 4,230,980 424883 334.011|1,191204| 347,753 3,123 414 3483702 1,612,964
Pecuniary General |Compulsory Legal Other Total Life and
Loss Liability Auto Liability Marine | Defence | Lines Non-Life |Capitalization| TOTALS
13,958 672134 5806901 623399 14,962 122271 12334752 1933293 14,268,045
25,520 799,852 6,702477| 556,051  17,058] 140564| 14081407 2598,063| 16,679470
33,119 940,205 7624839 556486 20,503 155,353 16,014,289 3,583,616 19,597,905
44110 1,132,736 8,209198| 634749 25598 189251 18,084 508 4993 578| 23,078,086
55,086 1,255,866 8,837,501 691,014 30,336 202989 19805737 6,303,721) 26,109,458
76,294 1,455,289 9845002 754693 34,119 241566) 22372037 7.332458| 29,704,495
69,110 1,695,274 11,272,785 854,692 38406| 275899 25509292 8677,087| 34,186,379
68,878 1,674,248 13,052,346| 1018415  48430| 352,721\ 29,157,845 10,597 575 39,755,420
66,021 2121188 14,689,500( 1,267,743]  79,119| 430971| 32845227| 12508264 45353491
60,740 2329263 15,840,967| 1447058 99,709| 480,721\ 35110,186| 15,143,042| 50,253,228

Source: Associazione Nazionale fra le Imprese Assicurazioni (ANIA)

The increasing importance of life insurance is attributable in part to the crisis in
the Italian social security pension system, which has led consumers to rely
more heavily on personal savings for their retirement income. ltaly has always
had a relatively high rate of personal savings, but high interest rates on Italian

government bonds have historically attracted savings away from private savings
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vehicles such as life insurance. However, due to the increasing financial
sophistication of consumers, the entry of new firms in the life market, and the
use of innovative channels of distribution, life insurance has begun to attract a
higher proportion of consumer savings. The growth of the life insurance market
has focused more attention on the need to reduce costs, especially marketing
costs, and to achieve higher levels of efficiency in the industry.

Return on equity in the industry has been relatively low, averaging 6.1 percent
from 1983-1992 and 4.4 percent from 1988-1992. This poor performance can be
traced in part to high loss ratios in non-life insurance, primarily due to
compulsory automobile liability insurance and marine insurance. Improvements
in the profitability are expected following price deregulation in July 19%94. In
1993 there were 274 insurers in the Italian market, an increase of 63 during the
ten-year period ending in 1993 (table 10.2.). The vast majority of companies are
domestic stock companies. By 1993 there were 12 mutual insurances, one
cooperative insurer, and 50 foreign insurers in the market. In 1993, 191
companies participated in the non-life insurance market, an increase of 10
companies since 1984. The number of companies in the life insurance market

grew from 54 in 1984 to 99 in 1993.

Table 10.2. Distribution of insurers by organization form (1984 - 1993)

ITALIAN COMPANIES ITALIAN
YEARS | PUBLIC PRIVATE COMPANIES ITALIAN FOREIGN | AND FOREIGN
BODIES | Stocks |Cooperatives| Mutuals | TOTALS | COMPANIES [COMPANIEY] COMPANIES
TOTALS TOTALS
1984 2 145 1 15 161 163 50 213
1985 2 143 1 15 159 161 51 212
1986 2 146 1 13 160 162 54 216
1987 2 152 1 13 166 168 56 224
1988 2 170 1 12 183 185 57 242
1989 2 177 1 12 190 192 56 248
1990 2 185 1 12 198 200 52 252
1991 2 195 1 12 208 210 54 264
1992 - 205 1 12 218 218 50 268
1993 - 211 1 12 224 224 50 274

Source: Associazione Nazionale fra le Imprese Assicurazioni (ANIA)
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During the last decade the dynamics of the insurance market recorded a
slightly reduction of the number of operators. At 2001 (table 10.3.), 253
Insurance companies were operating, of which 203 were insurance companies
with registered Offices in Italy and 50 were branch offices of foreign insurance
companies, mainly from European Union member countries (47). 94 insurance
companies write only Life insurance business, (of which 12 are foreign branch
offices) and 129 companies only write Non-Life business (of which 32 are
foreign branch offices); 21 companies write both Life and Non-Life business; 9
companies write only reinsurance business (of which 5 are foreign branch
offices).

Having regard to the legal status of the 203 companies that have Legal Offices
in Italy, 196 are joint stock companies, 6 are mutual companies and one is a co-
operative company. Companies with the registered Offices in Italy controlled by
foreign entities represent more than 25% of the total premium income for

direct domestic business.

Table 10.3. Number of insurance companies by juridical nature and
business (2000)

Life Non-Life Multi  Professional Total
branches Reinsurers companies

Situation at April 30, 2000
Limited companies 76 93 18 4 191
Cooperatives - - 1 b 1
Mutuals - 8 1 - i
Domestic companies 76 99 20 4 199
Foreign branches 12 33 - 5 50
in ULE. countries 11 30 - 4 45
Total companies 88 132 20 9 249

Source: Associazione Nazionale fra le Imprese Assicurazioni (ANIA)

The number of staff employed by insurance companies as at 31 December 2000
was 42,264 (-358 persons). The number of administrative staff, including
management, was 38,280 (-201 persons]) while the number of sales staff was

3,984 (-157 persons).
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The distribution system confirms itself as being highly competitive due to the
incisive presence of other operators alongside the traditional channels, which
are found attractive to customers, particularly with reference to standardised
and readily understandable products. The consolidation of a structured
distribution system for the Life classes, which has led to a reduction in
acquisition and premium collection costs, is also followed by a continuous
growth in business for Non-Life classes through the so-called innovative
channels. It is therefore increasingly easier for the consumer not only to select
the most appropriate product to meet the customer’s needs, but also the
channel through which to purchase that given product.

At the end of 2010, 242 insurance companies were operating, of which 151 were
insurance companies with registered office in Italy (156 at 31 December 2009)
and 91 were branch offices of foreign insurance companies (85 at 31 December
2009), mainly from European Union member States (89). During the year there
have been cases of companies operating in ltaly who decided to modify their
presence on the territory operating as branch offices of European companies
and not as Italian and non EU companies; this explains the increase of foreign
companies with registered offices in the EU and the decrease of Italian
companies and branch offices of non EU companies. Moreover, as at 31
December 2009, 959 insurance companies with registered offices in the EU (or
in other States belonging to the EEA] were operating in freedom of services. 81
insurance companies write only life insurance business (of which 20 are foreign
branch offices) and 131 companies write only non-life business (of which 55 are
foreign branch offices); 23 companies (of which 9 are foreign branch offices)
write both life and non-life business, accounting for 35% of the total premium
collection in terms of market share; 7 companies write only reinsurance

business (table 10.4.).
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Table 10.4. Number of companies by legal status and business sector (1999
and 2000)

FOREIGN
DOMESTIC COMPANIES SN
BUSINESS | \uation | Limited | Cooperaves| Mumals | Total | with with | TOTAL
SECTOR asat companies head office | head office
31 December] nEXTRAED| mEU
countries countries

— 2009 76 = 2 78 3 29 130
e 2010 74 = 2 76 2 53 17
= 2009 64 = - 64 = 16 80
- 2010 61 - - 61 - 0 g
Professional 2009 2 - : = = 7 7
reinsurers 2010 - - - - - 7 7
] 2009 12 1 1 14 - 10 24
Mullbranches | a5 12 1 1 14 ; g 7
S 2008 152 1 3 156 3 82 20
o 2010 147 1 3 151 2 89 242

Source: Associazione Nazionale fra le Imprese Assicurazioni (ANIA)

Following corporate operations, all 7 reinsurance companies are foreign branch
offices. Considering the legal status of the 151 companies that have legal
offices in Italy, 147 are joint stock companies, 3 are mutual companies and one

Is a cooperative company.

Figure 10.1. Total premiums of life and non-life insurers (2001 - 2010;
million euros])

123102 TOTAL PREMIUMS

120,727 Eure million
114818 12500
108,018 Ik 103,334 Life
533,487 84,589 B Non-life
81818
92061
mET | 72786 et
5278 | BTEM 63,383

57,366 56,450

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: Associazione Nazionale fra le Imprese Assicurazioni (ANIA)
The dynamics of premiums during the last decade shows a mixed nature. On

non-life side, it appears relatively stable, while life premiums are more

correlated to the financial market volatility (figure 10.1.).
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10.2 The interconnection between the financial and the insurance systems

The interconnection among insurance firms and other financial companies can
be appreciated looking both at the corporate governance and at the distribution
channels used to supply both insurance products and structured contracts, with
mixed insurance and financial components.

In addition to the interests of savers in alternative forms of investments that has
led to commercial agreements and production and distribution joint ventures
between the banking and insurance sectors, in ltaly the interest of banks in the
insurance market has been encouraged by the law on the kinds of investment
that can be held. Prudential rules have in fact allowed banks to control
insurance companies and vice versa.

In 2002, the absolute value of the share capital held by ltalian insurance
companies in banks amounted to about 5 billion euro while Italian banks or
bank groups held about 4 billion euro in the share capital of insurance
companies.

By the end of 2003 Italian banks held participations in 68 Italian insurance
companies, 33 of which operating in life insurance. The participation in 18 of the
foregoing 68 constituted a controlling interest. It also emerged that Italian
banks hold participations in 19 foreign insurance companies or brokers.
Similarly, at the same date, national and foreign insurance groups had holdings
in 34 Italian banks; five such groups - of which two Community groups - had
holdings in the first six national bank groups. Furthermore, insurance
companies held a controlling interest in 9 small sized banks.

Only in a few cases do reciprocal holdings between the banking and insurance
sectors refer to financial groups whose activities mainly occur in the banking
and insurance sectors. A recent Community directive requires that such groups
(the so-called financial conglomerates) should be subject to a special

supervisory regime (the so-called supplementary supervision) aimed at
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ensuring that the overall risks are managed correctly and that there are
sufficient assets at the group-wide level.

Out of the 20 Italian bank groups that at the end of 2002 held participations
(from a minimum of 20% to a controlling interest) in insurance companies and
out of the 6 insurance groups that in the same period held participations in
banks and/or stock brokerage companies, 3 exceeded the 10% threshold and 5
exceeded the cross-sectorial threshold of 6 billion euro. In the light of
community law it will, therefore, be necessary to consider the risks of the
banking and insurance components in an integrated manner with regard to the
groups subject to this law. For example, from the standpoint of the subject
matter of this report, the use and the exchange of CRT instruments between
insurance and banking entities belonging to the same group would not satisfy
the requirements of risk protection insofar as - although there is an actual
transfer between sectors - the credit risk still remains within the same
conglomerate. Moreover, community regulations require that, as concerns the
single entities of each of the two sectors, whenever reciprocal capital ties exist
account must be taken of the need to avoid any double gearing

The definition of "financial conglomerate” introduced by Directive 2002/87 is
based on two concepts relating to the activities of the group: their essential
financial and cross-sectorial nature. These features must be verified on the
basis of the thresholds fixed by the directive, which, as their principal reference
parameters, consider the balance sheet total of the single entities of the group
and the relative minimum solvency requirements. In detail:

The threshold envisaged for determining whether the activities of the group
mainly occur in the financial sector is 40%. This is calculated as the ratio
between the summation of the balance sheet total of the companies operating
in the financial sector and the summation of the balance sheet total of all the
companies of the group. If this ratio is over 40%, the group is deemed to have a

principally financial character.
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The parameter used to determine whether cross-sectorial activities are
significant is 10%. This is calculated as the ratio between the summation of the
balance sheet total of the companies operating in one of the two financial
sectors (insurance/banking) and the summation of balance sheet total of the
financial sector entities in the group, and the ratio of the summation of all the
solvency requirements of the same financial sector to the summation of the
solvency requirements of the financial sector entities in the group. If the
average of these two ratios exceeds 10%, the group is deemed to be a financial
conglomerate.

In addition to these criteria, it is envisaged that financial groups with systemic
importance be included in the scope of the directive. This means groups whose
activities, while focused on only one financial sector (e.g. banking), reach high
quantitative levels in the other sector as well. In practice, for purposes of the
directive, groups whose activities in the smallest financial sector in the group
exceeds EUR 6 billion in terms of the sum of the balance sheet total in the
relevant financial statements are also to be regarded as financial
conglomerates.

Insurance is distributed through a variety of distribution channels in the Italian
market. The “traditional” channels are exclusive agents, independent agents,
direct sales through company employees, and brokers. Among the “innovative”
forms are banks, SIM, financial consultants, direct marketing (mail and
telemarketing), and automated distribution. Table 10.5 shows the market
shares of the principal distribution channels in 1992. Agents account for 75.6
percent of the non-life insurance market and 55.5 percent of the life insurance
market. Banks and direct sales represent 40 percent of the life insurance
market but only about 9 percent of the non-life insurance market. The market
share of banks has increased dramatically since 1990, when banks were

permitted to own majority shareholdings of insurers.
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Table 10.5. Market shares by distribution channel (1992)

CHANNELS OF DIS TRIBUTION. JLie and Non-Lite [0 Business Non-Life Business
1992 Premiums Market Premiums Market Premiums Market
(inITL Bilions) ~ Share |(in ITL Bilions) ~ Share |(in ITL Billions) ~ Share
Agents 02 70.1% 6942 555% 24830  756%
Brokers 5,398 11.9% 438 3.5%( 4960 19.1%
Direct Sales Force 5,004 11.0% 2639 21.1% 2,365 1.2%
Banks and Financial Consuttants 3179 7.0% 2489 19.9% 690 2.1%

Source: Cummins, Turchetti, Weiss, 1996

A further increase in the premiums directly written by insurance companies
was recorded in 2000 (+4.8% compared to 1999) or via bank counters (+21.3%)]
and agents (+11%) although the rate of growth for the Life insurance business
was slower compared to the rates experienced in preceding years. Whereas,
both the distribution through financial advisers (16.5% compared to 1999), due
to a decrease in the collection of all forms of individual insurance, and the
distribution through brokers (-14.3%), caused by a significant decrease in the
sales of capital redemption policies, reflected a downturn. The collection of
contracts for the management of pension funds is mainly achieved through
agencies (43.7% of the total for this class) and at bank counters (33.3%]): the
overall volumes for this class remain however unsatisfactory, amounting to 80

million Euros.

Table 10.6. Premiums by distribution channel (1999 and 2000; billion ITL)

1999 Premiums 2000 Premiums

(Hl. billion) % (Itl. billion) %
Bank counters 34,325 498 41,624 54.1
Agents 18,748 272 20,805 270
Financial advisors 8,684 126 7,248 94
Direct sales 6,341 92 8,647 86
Broker 827 1.2 708 0.9
Total 68,925 100.0 77,033 100.0

Source: Associazione Nazionale fra le Imprese Assicurazioni (ANIA)
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The sustained growth in the life insurance market in 2009 continued in 2010,
although at a lesser pace, mainly owing to the business intermediated by bank
branches; the performance of financial advisers and agents was positive too,
but there was a contraction of premium volume collected through the direct
channel (table 10.7). Premiums written through bank branches increased by
15%, causing an increase of this channel’'s market share (60.3%, 58.1% in 2009)
and impacting positively on the five-year annual average change in premiums
collected (+4.1%). Premiums written last year through financial advisers kept
growing, but at a much lesser rate (+9.3%, from +143.3% in 2009}, consolidating
this type of intermediary as the second-leading distribution channel. In the last

five years advisers have recorded average annual growth of 20.8% (table 10.7).

Table 10.7. Life Insurance business by distribution channel (2006 - 2010)

Gross written premiums
CHANNEL {eura million) Market share (%) Average
2006 2007 2008 2009 2010 | 2006 2007 2008 2008 2010 (2006-2010)

Bank branches {*) 40957 35496 26688 47,210 54303 | 590 578 525 581 603 575

Financial advisers 5907 5237 5403 13,741 14365 85 85 99 162 159 1.8
Apents 13830 12969 12852 12897 13809 | 199 2101 236 159 153 19.2
Direct sales BOBE 6862 6811 7057 6688 | 117 112 125 87 74 103
Brokers 598 B B05 B11 936 09 14 15 10 10 12
Total 69,377 61439 54565 81,116 90,102 | 100.0 1000 100.0 1000 1000  7OO.0

(*) Includes premiums colfected by post office branches

Source: Associazione Nazionale fra le Imprese Assicurazioni (ANIA)

Despite the growth of premiums intermediated by agents, their market share
continued shrinking in 2010 to slightly above 15%. Direct sales decreased by
5.2%, after the increase registered during the previous year. and which inverted
the 2006-2008 negative trend. Policies distributed by brokers recorded a limited
premium collection (less than 1 billion in 2010}, but nevertheless recorded a

substantial expansion of 15.4%.
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Table 10.8. Non-Life Insurance business by distribution channel (2006 -
2010)

Gross written premiums
CHANNEL {Euro million) Market share (%} Average
2006 2007 2008 2009 2010| 2006 2007 2008 2009 2010 (2006-2010)
Agents 31,315 31,751 31381 30516 70532| B41 843 838 830 @824 B85
Brokers {**) 2779 20N 2854 291 2749 715 14 16 18 17 I6
Direct sales 2438 2427 2350 287 223| 66 6.4 6.3 60 63 &3
of which: phone
and internet 094 1054 1,042 1,081 1282 27 28 28 29 36 10
Bank branches (***) 624 677 804 1,070 1.251 1.7 18 21 28 35 24
Financial advisers 2 20 54 51 481 01 0.1 01 01 0 0.1
Total 37,184 37,655 37451 36746 350852 | 100.0 1000 1000 1000 100.0 1000
(**] The share atiributed fo brokers dogs nof take account of & porfion of premium volume (estimated at almost 20 percentage points in 2000) originated through this

channel but presented fo agencies and not directly to insurers
{***1 Includes premiums collected by post office 5.’3.1chsq

Source: Associazione Nazionale fra le Imprese Assicurazioni (ANIA)

From the breakdown of life insurance business by type of policy (table 10.8) it
emerges that in Class | agents’” market share increased from 16.1% in 2009 to
16.6% in 2010 as a result of the 8.2% growth in premiums collected by this type
of intermediaries. Banks and financial advisers’ shares remained steady (60.7%
and 15.3%, respectively), recording a growth in line with the average class |

market average.

10.3 The evolution of the insurance market and its perspectives

The insurance market in Italy shows some interesting features to remark. Low
premium rate per capita compared to other top European Countries. Persistent
domestic financial crisis affecting securities prices and value of assets.
Insurance companies highly dependent on Italian sovereign debt. Non-life
market is improving; combined ratio equal to 97.9%, still high but representing
the best performance since 2008. Technical results appear to suffer for the
financial crisis, particularly for the increase of technical reserves, due to the

increase of expected losses (table 10.9).
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Table 10.9. Technical results of the insurance industry (2006 - 2011; million
euros)

€ million FYob FYo7 FYo8 FY o9 FY10 FY 11

GWP 106,561 99,094 92,018 117,801 125,719 110,233

Claims (83,665) (100,395) (93,085) (86,171) (93,401) (100,412)
Changes in technical reserves (18,925) 9,675 22,285 (41,148) (32,707) (3,137)
Other technical items (84) (185) (643) (697) (813) (884)
Administrative expenses (13,249) (13,872) (13,214) (13,143) (12,996) (12,554)
Net profit from investments 13,980 10,100 (10,256) 26,304 13,656 3,631

Reinsurance (190) (223) 178 98 (211) (240)
Technical result 4,428 4,194 (2,717) 3,104 (755) (3.3604)

Source: PwC, 2012

Compared to other European insurance markets, the Italian shows a strong
liquidity position of Italian insurers and a good increase on life premiums (+11%
in FY10, relative to an overall +4.3% of European Insurance market]. Non-life
industry is imbalanced on Motor contracts, which are constantly showing
negative profitability. Excluding Motor contracts, Italian non-life insurance
market penetration falls under 1.0% relative to 2.7% of Germany, 2.3% of
France and 2.6% of United Kingdom. The Eurozone crisis and ltalian debt
position are depressing ltalian industry recovery and the impact on the solvency

ratio appear to be significantly high.
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