The German Insurance Industry in the Year 2009

Economic trends

The price-adjusted GDP for Germany in 2009 was down significantly by 5.0% (provisional estimate of the Federal Bureau of Statistics on 13 January 2010), whereas in the previous year there had still been slight growth at 1.3%. Private consumption, underpinned by state economic packages, had a stabilising effect on the economy. As from the second quarter, there was a slight economic improvement driven by the recovery of the global economy.

The trend on the labour market was strongly influenced by employment policy measures. For example, the extensive use of reduced working hours prevented a drastic increase in unemployment. Over the course of the year, the unemployment rate actually fell from 8.3% in January to 7.8% in December, with an average of 8.2% across the year.

Consumer price inflation in Germany was very low owing to the profound global economic crisis. The average rate of inflation over the year was 0.4%. In the third quarter, prices actually fell.

At 3.1% (provisional estimate of the Confederation of German Insurers, GDV), the overall volume of premiums in the German insurance sector rose more than in the previous year (1.0%). The principal cause of this was the growth in premiums within private health insurance as well as single premium business in life insurance.

Capital market trends

From March 2009 onwards, stock markets around the world recorded significant rises, following on the sharp falls in prices seen beforehand. Over the course of the year, the Euro Stoxx 50 was up 21.1%, and the DAX increased by 23.8% compared with the figure at the beginning of the year.

In the wake of positive trends on the stock markets, together with increasingly optimistic economic expectations, the return on ten-year government bonds in Germany increased from 2.9% at the beginning of the year to 3.4%. During 2009, returns on tenyear US government bonds rose from 2.3% to 3.8%.

Central banks also turned to unconventional fiscal measures in order to improve the situation on capital markets. In some cases government and private securities were bought in order to increase liquidity. In addition, key lending rates were repeatedly reduced. The European Central Bank reduced its base rate from 2.5% to 1.0% (end of December). The Bank of England reduced its key lending rate from 2.0% to 0.5% (end of December). The base rate of the US Central Bank remained at the same level of 0 to 0.25% as at the beginning of the year.

Life insurance in 2009

Despite the continuing difficult capital market conditions seen in 2009, the German life insurance sector remained very stable. In a context of financial crisis, customers have an increased appreciation of the advantages of life insurance: security, reliability and reasonable returns. Life insurance products are an excellent form of private provision for old age, because they alone are able to secure against biometric risks such as death, old age or invalidity while, at the same time, offering guaranteed provision.

The confidence of customers in the ability of life insurers to meet their benefit promises led to an unexpectedly high increase in single premiums for new business, making for a growth in premiums overall. According to provisional data from the Confederation of German Insurers (GDV), premium income for life insurance including staff pension funds and retirement funds rose by 7.1% to € 85.1bn (79.4bn). Payments made to life insurance customers grew by 1% to € 72.9bn (72.1bn) .

There is a very wide range of options for private provision in the form of life insurance, ranging from classic endowment policies and annuity insurance or unit-linked policies to products that include cover against occupational disability or long-term nursing care.

In particular, insurance policies based on provision in the form of a pension are becoming increasingly popular. Classic annuity products paid for through a single premium were in very high demand during the 2009 financial year. Overall, regular-premium new business declined.

Company pensions are also a very important part of the private capital-based old age pensions market. These are supported by legislation in the form of numerous state subsidies and favourable parameters. The industry has proved to be particularly secure and adaptable under the current economic conditions. There are numerous hedging options available that continue to fulfil the company pension entitlements of employees even if their employer files for bankruptcy.

The business trend for company pensions in 2009 was noticeably affected by the difficult economic conditions. New policies with regular premiums also fell in this sector, though new business based on single premiums rose significantly.

Private health insurance 2009

The transition to the new legal framework for private health insurance in Germany led to one-off special effects which produced an increase in new business; starting on 1 January 2009, this rose because those previously not insured were taking out private health and long-term nursing care policies. In addition, many customers had signed up to tariffs under the old framework with a policy commencement date in 2009. The negative headlines before the introduction of the health fund and the related increase in premiums for many of those with national health insurance also encouraged the move to private health insurance.

There continued to be great interest in taking out private health insurance to make up for the limitations and cuts to the services of state health insurers.

In 2009, private health insurance premiums totalled €31.5bn (30.3bn), a rise of 4.0% on the previous year. Benefits paid out, including loss adjustment costs, was up by around 6.0% (5.3%) to €21.4bn (20.2bn).

Property-casualty insurance

Despite difficult overall economic parameters, German property-casualty insurance achieved a 0.2% increase in premiums in 2009, totalling € 54.7bn (54.6bn). Private, commercial and industrial property insurance, together with accident insurance played a major role here. The effects of the financial and economic crisis on premium income were relatively slight, in contrast to the picture for expenditure on claims. In 2009, claims expenditure for the year was up by 2.1% to € 42.8bn, caused by the adverse effect of the economic crisis on marine and legal expenses insurance, as well as credit, guarantee and fidelity insurance. Overall, at a combined ratio of 97.0% property-casualty insurers achieved a technical profit of € 1.4bn – though this was half the level of the previous year. The market figures are based on gross figures according to the German Commercial Code (HGB), so they are not necessarily comparable with figures according to IFRS or net of reinsurance

Premium income for motor insurance fell for the fifth year in a row. Although the premiums were only down by 1.5%, 2009 did not see a reversal in the trend. The reasons for this included the continued intensity of price competition and the migration of the portfolio to better claims-free classes or lowerpriced tariff segments. The so-called scrappage premium did not lead to any medium or long-term improvements. Overall, €20.1bn (20.4bn) was received in premiums. In terms of claims, the situation for comprehensive or partial motor own damage insurance improved markedly compared to 2008, principally because 2008 saw an unusually high level of claims due to hailstorm damage. At the same time, claims expenditure for third party liability insurance rose, meaning that the overall combined ratio for the motor segment rose from 101.6% to 104.0%.

Premiums for property insurance rose by 2.1% to €14.9bn (14.6bn). The driving force behind this was comprehensive buildings insurance which was up 5%, mainly due to premium increases. Despite an improvement of around 3.5%, the combined ratio in 2009 was still 106.0% for this sector. In property insurance as a whole, the combined ratio was reduced to 94.0% (95.4%).

Legal expenses insurance in Germany recorded slight growth of 0.5%, with premium income of €3.2bn (3.2bn). Continuing the positive trend that had begun to appear in 2007 and 2008, contract volume continued to rise in 2009, despite the financial crisis. Claims stemming from labour law cover increased significantly mainly due the crisis. The combined ratio rose to 103.0% (95.5%).

In comprehensive general third party liability and marine insurance, premium income remained on par with the previous year, while private accident insurance saw a slight increase in premiums of 1.0%. Marine insurance suffered a technical loss, but the other two lines of business remained in the black.

Legal parameters

Insurance companies are continually affected by changes in the legal parameters. In the reporting year, the Accounting Law Modernisation Act (BilMoG) was passed in Germany. This will apply for accounts from 2010. A significant point for life insurers is that the evaluation of pension promises under German commercial law must now be carried out according to a procedure that more closely reflects actual market conditions. This means that pension liabilities of companies are set to increase significantly. Pension funds or provident funds (Unterstützungskassen) can offer the affected companies appropriate solutions for the external financing or outsourcing of these pension commitments. However, companies have so far generally not turned to these options because of the liquidity required for outsourcing.

The withholding tax on capital gains in force since January 2009 has tended to improve the competitive position of life insurance as compared to the investment sector. Legislation has also clarified important aspects arising from the 2009 Annual Tax Law. For instance, endowment policies must guarantee protection in the case of death of at least 50% of the agreed premiums. In the case of private annuity insurance, the Federal Finance Ministry requires that the guaranteed pension level, or else a pension factor, should be specified at the point of taking out the policy. Overall, the taxation parameters have thus been made more precise and the profile of life insurance has been made more strict.

Since 1 January 2009, private health insurance has entered a “new world”, notably the requirement for everyone living in Germany to be insured, the introduction of the basic tariff, and the fact that it is now possible for customers to transfer their old-age provisions when changing to a new insurer. During the first half of 2009 there were very few such transfers within private health insurance arising from the one-off transfer right for portfolio customers, which was one reason why the insurance sector’s appeal to the Federal Constitutional Court was rejected. However, at the same time the Court imposed a “duty of monitoring” on legislators, to guarantee that the health reform would not have “unreasonable consequences” for policyholders or insurance companies in the future either. This duty of monitoring relates to the basic tariff, the portability of old-age provisions, and compulsory insurance. The Constitutional Court expressly affirmed the coexistence of public and private health insurance, confirming the right of private health insurance to exist.

Regulatory parameters

National and international political efforts to avoid a repetition of the financial crisis by supervising financial markets and institutions more effectively continue. Solvency II, the new supervisory system for insurance, has been under discussion for some time. After extensive discussion with the bodies in charge, the European Framework Regulations were formally passed in November 2009; these must be implemented by October 2012 at the latest. This specifies future requirements for risk-appropriate capitalisation, as well as adequate qualitative risk management and requirements for reporting to supervisory bodies and to the public. Preparations are under way for promulgating the related implementation requirements.

In January 2009 MaRisk (VA) was published in Germany, a circular issued by the Federal Financial Supervisory Authority (BaFin) regarding minimum requirements for risk management in insurance companies. This circular anticipates certain requirements of Solvency II, and it, too, is conceived according to principles, meaning that insurers decide themselves how risk management should be organised in concrete terms, within the limits of the minimum requirements that must be met. Under this process, insurers consider risks specific to the company, the type and scope of business operations, and the business model. These minimum requirements also include setting up a suitable internal risk management and controlling system (IKS) with adequate identification, analysis, evaluation, management and monitoring of risks.

Around the world, national states tightened up the supervisory regulations for insurance. In Germany, the Act for Strengthening of the Financial Markets and Insurance Supervision of 1 August 2009 further extended the powers of BaFin to intervene and added to the reporting obligations of insurance companies. For example, BaFin can now interdict or limit payments to companies within the same group during a financial crisis of a company. In addition, the number of former management board members on an insurance company’s super visory board was limited to two, though the BaFin may allow further mandates elsewhere within a group. The law imposes requirements on members of supervisory boards concerning trustworthiness and sectoral expertise, and limits the number of super visory mandates at regulated entities. A quarterly report must now also be submitted to BaFin regarding significant concentrations of risk at group level.

At European level, the EU Commission has made proposals for reorganising the regulatory architecture. Among other things, this is intended to promote the timely identification of systemic risks and more effective cooperation between regulatory bodies in emergency situations, so strengthening financial regulation. A new European Systemic Risk Board will be set up in order to detect risks for the financial system as a whole at a macroeconomic level and give warning of these well in advance. In addition, a European System of Financial Supervisors is to be set up that brings together the national regulatory bodies and three new European regulatory bodies for banking, securities trading and insurance.
