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Preface

This report on the Italian 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 Italian 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 Italy

The Italian insurance market has been characterized by dramatic changes that

have occurred in the market during the Eighties (Turchetti, 1994). The Italian

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 Italian

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 Italian

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 Italian lire ITL)

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. Italy 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 1994. 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)

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)

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 Italy 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)

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)

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 Italy 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 Italian 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)

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)

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)

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)

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 I 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 I

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).



174

Table 10.9. Technical results of the insurance industry (2006 – 2011; million
euros)

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 Italian debt

position are depressing Italian industry recovery and the impact on the solvency

ratio appear to be significantly high.
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