The German Insurance Industry 2010

Economic parameters 
The overall economic parameters were affected by the global economic recovery. As expected, this recovery, which had already begun in the middle of 2009, continued in 2010. Global differences remained, however: while the economies of some industrialised countries showed weak growth, most newly industrialised and developing countries recorded high growth rates. Economic trends varied considerably even within the eurozone. While Spain, Greece and Ireland remained in recession and the French and Italian economies grew relatively slowly, Germany benefited enormously from the sweeping recovery of the world economy, thanks mainly to the export-led nature of its own economy. In Eastern Europe, too, success in recovering from the deep recession was mixed. Poland and Russia recorded robust growth rates, while some Baltic and Balkan economies stagnated or shrank. The price-adjusted GDP for Germany rose in 2010 by 3.6% (provisional estimate of the Federal Bureau of Statistics on 12 January 2011) after having shrunk in the previous year by 4.7%. The German labour market, which had proved surprisingly robust throughout the banking and economic crisis, continued its positive trend in 2010: the unemployment rate fell over the year from 8.6% in January to 7.2% in December, with an average of 7.7% across the year. The number of unemployed, averaging 3.2 million, had not been as low since 1992. Consumer price inflation in Germany remained low in 2010. The average rate of inflation over the year was 1.1%.

Capital market trends 
Capital markets were much calmer than in the previous year. Nevertheless, investor sensitivity concerning the risk of default on government bonds increased significantly. In the course of the year, Greece and Ireland both had to be supported with funds from their EU partners and the International Monetary Fund. Fluctuations on the international stock markets remained in check compared to the previous two years and only at times reflected remaining uncertainty about the economic trend and the stability of the financial system. While the Euro Stoxx 50 ended the year some 6% down, the DAX was around 16% higher than at the beginning of the year. Continuing uncertainty on government bond markets, high unemployment and low inflation pressure in many industrialised countries prompted their central banks to maintain a policy of low interest rates. The base rate of the ECB and the Bank of England remained at 1% and 0.5% respectively. The Federal Reserve Bank kept its base rate on hold at 0 − 0.25% and in the autumn adopted a further round of unconventional monetary-policy measures to keep long-term interest rates low. The return on ten-year German government bonds fell over the year from 3.4% to 3.0%. The return on US government bonds fell from 3.8% to 3.3%. 

Insurance market trends 
The overall economic development has a strong effect on the rise in premiums in the insurance industry, especially regarding property-casualty insurance. In the case of life and health insurance, an important factor in addition to the overall economic situation is changes in the legal and tax framework. This means that the European insurance markets operate according to very different parameters. The following sections go into more detail concerning our home market of Germany. At 4.7% (provisional estimate of the German Insurance Association, the GDV), growth for the overall premium volume of German insurance companies was even higher than in the previous year (4.2%). As in 2009, this extraordinary increase was primarily due to single-premium business in life insurance. The rise in premiums in the area of private health insurance was also very high. By contrast, there was only a slight rise in premiums for property-casualty insurance.

Life insurance in 2010 
Against the background of continuing difficult capital market conditions in 2010, customers appreciated the advantages offered by life insurance: the protection against biometric risks such as death, old age or invalidity as well as guarantees. In 2010, the industry recorded another rise in single premiums for new business, making for a good growth in premiums overall. According to provisional figures from the GDV, premium income for life insurance, including pension funds and retirement funds, rose by 6.2% to € 90.4 billion (85.1 bn). There was strong demand in 2010 for classical annuity insurance – in particular single-premium business – as a form of private old-age provision. New regular-premium business fell slightly throughout the industry, for example for Riester and unit-linked pension policies. The restrained business trend overall for company pension schemes also continued in 2010. Direct insurance and reinsurance showed clear growth tendencies, largely on the back of new single-premium business. Business for pension funds business was down, while for retirement funds it fell well short of the exceptionally high level for single-premium business achieved in the previous year. 

Private health insurance in 2010 
The agreement on health policy reached between the Government parties in Germany took concrete form in 2010. The effects will be felt in the industry from 2011. In 2010 the Citizen Relief Act (“Bürgerentlastungsgesetz”), which provides for simplified arrangements for deducting insurance premiums against tax, had a positive impact on private health insurance. Premiums for a comprehensive health insurance policy can be deducted up to a level of at least 80%, while those for private nursing insurance are fully deductible. Private health insurance premiums rose by 6.0% in 2010 to a total of € 33.4 billion (31.5 bn). Insurance benefits paid out, including the costs of claims settlement, rose by some 4.5% to € 22.1 billion (21.4 bn). This was well above the general rise in prices.

Property-casualty insurance in 2010 
The overall economic recovery in Germany pushed premiums for property-casualty business up in 2010 by 0.7% to € 55.1 billion (54.7 bn). This growth was driven by both private property insurance (+ 1.5%) and credit insurance. General accident insurance (+ 0.5%) and legal protection insurance (+ 1.0%) also contributed to premium growth. Motor insurance recorded its first slight growth in premiums (+ 0.5%) since 2004. Following on from the recent economic crisis, transport insurance (− 2.0%) and general liability insurance (− 1.0%) both recorded lower total premiums. In 2010, claims expenditure for the year was up by 3.1% to € 43.2 billion (42.8 bn) and thus rose more strongly than premiums. A major reason for this was the long period of frost at the beginning of the year, which took its toll in particular in the areas of mains-water damage, motor vehicles and accident insurance; later in the year came the “Xynthia” storm system and flooding on the Rivers Neisse and Spree. This led the combined ratio in the market to increase to some 98% (95.6%). The technical profit thus fell against the previous year by € 1.2 billion to € 1.1 billion. 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.

Legal and regulatory parameters 
In order to avoid a new financial crisis, further changes have been made to the regulatory requirements applicable to financial markets and financial institutions. At European level, a European System of Financial Supervision (ESFS) has been established. The European Systemic Risk Board (ESRB) is also new. The tasks of these institutions are to identify macro-economic risks, act as an early warning system for the financial markets, warn against systemic risks within the EU financial market and issue appropriate recommendations. As part of the ESFS, a strong European financial supervisory authority is being set up for the insurance sector and company pension schemes which should commence its activities at the beginning of 2011. To that end, the existing Committee of European Insurance and Occupational Pensions Supervisors (CEIOPS) is being transformed into an authority (EIOPA) with certain executive rights vis-à-vis markets, insurance institutions and national supervisors. At the same time, the existing EU Committees of Banking Supervisors and Securities Regulators are also being transformed into authorities with executive rights. With a view to the new European insurance supervisory system Solvency II, work in 2010 was concentrated on the implementing provisions to be issued, in which many important details will be dealt with. The adoption of these provisions is not expected before the summer of 2011. In Germany an act has been adopted, in line with international agreements, on the supervisory requirements relating to financial institutions’ and insurance companies’ systems of remuneration. Under this legislation, remuneration must always be appropriate, comprehensible and geared towards the company’s sustainable development. In addition, the Federal Financial Supervisory Authority (BaFin) can refuse or restrict the payment of variable components of remuneration if the company does not meet capital adequacy requirements. The business model of private health insurance is highly dependent on political parameters. The Act on the financing of the statutory health insurance scheme (“GKV-Finanzierungsgesetz”) has abolished, with effect from 31 December 2010, the three-year waiting period introduced in 2007 for employees wishing to transfer from the statutory health insurance scheme to a private health insurance scheme. Employers may therefore again transfer to a private scheme once they have exceeded the compulsory insurance threshold. This again allows more citizens to opt for a future-proof, sustainable health cover. However, politicians have wasted the opportunity to draw a clear distinction between statutory and private health insurance with regard to optional tariffs. The statutory funds thus continue to interfere with the functioning market in private supplementary insurance. The Pharmaceuticals Reform Act (“Arzneimittelneuordnungsgesetz”) now also allows our private customers to benefit from discounts on pharmaceutical products.

Prospects

Life insurance in 2011 and 2012 
The limited efficacy of pay-as-you-go social insurance systems is well known. In this context, the role of life insurance as security in old age is likely to grow even more. We anticipate that products with annuity-like payments will gain in importance over the coming years, since the security aspect is still very important to people. Consequently, the significance of minimum guarantees will rise in unit-linked insurance solutions. Moreover, innovative investment concepts will become increasingly important for this business segment, not least due to securing a guarantee, but also as a result of customers’ expectations on returns. Business impetus is also to be expected in insuring against the risks of disability or long-term nursing care. By means of appropriate measures, for example in shaping the contract, the long-term nature of old-age provision based on single-premium policies is to be further encouraged in order to curtail demand mainly motivated by returns. The Federal Financial Supervisory Authority (BaFin), in particular, has already taken a stance on this. Furthermore, against the background of permanent low interest rates on the capital market, the legislator intends to drop the maximum permitted technical interest rate for new contracts to 1.75% with effect from 1 July 2011. It is difficult to forecast how business will develop over the next year due to the increasing volatility of premiums as a result of the high significance of single-premium business. Assuming that there will be a moderate fall in single-premium business, the German Insurance Association (GDV) is anticipating a 3.5% drop in premium income for life insurance (including retirement funds and pension funds) in 2011. 

Private health insurance in 2011 and 2012 
As a result of the statutory insurance finance law (GKV Finanzierungsgesetz), the three-year waiting period imposed for the transfer from statutory health insurance (GKV) to private health insurance (PKV) for salaried employees was abolished on 31 December 2010. Salaried employees can switch to private health insurance after having exceeded the insurance threshold once. Those starting out in employment can immediately choose private health insurance if their earnings exceed the statutory insurance threshold. Legislation is thus setting an important foundation for employees to be given the freedom of choice and for privately funded healthcare. This, together with the fact that insurance premiums can be offset against tax, is likely to have a positive impact on new business. By contrast, government did not introduce the clearer distinction in optional and supplementary tariffs between statutory health and private health insurance it had announced in its coalition agreement. Optional tariffs in the statutory healthcare system are still offering benefits not listed in the public health scheme. It is to be expected that the statutory healthcare system will continue to penetrate further into the market of private supplementary cover.

The rising expenditure on healthcare will result in increases in premiums throughout the industry in 2011, too, especially by means of premium adjustments. Provisions governing the Pharmaceutical Reform Act in Germany (AMNOG) will have a slight dampening effect on this aspect. As from 2011, manufacturers’ discounts for medicines will also benefit people with private health insurance. The inclusion of the private health insurance industry in the drugs savings package is very welcome. Nevertheless, private insurers will continue to advocate a general authority over contracts with all benefit providers in the German healthcare system, in order to be able to exert greater influence on the quality and price of health benefits. Furthermore, it is expected that the government will make a concrete proposal for the introduction of compulsory and privately funded supplementary long-term nursing care insurance in 2011. This type of supplementary insurance would be well accommodated within the realm of private healthcare insurance and, accordingly, would have a positive impact on new business. All in all, a 6% growth in premiums is expected for private health insurance in 2011. Against the backdrop of the current situation concerning healthcare and legal parameters, there are opportunities for a positive trend for the industry in 2012 too.

Property-casualty insurance in 2011 and 2012
As a result of healthy expectations for the economy as a whole in 2011, it is anticipated that growth will be recorded in property-casualty insurance too. It is likely that the disposable income of private households will also increase because of the buoyant economic situation. It should be possible to raise motor insurance rates, both for new as well as for existing business. It is probable that the expected rise in premiums in private property business as a result of high market penetration will only be achieved by inflation-related premium adjustments. Economic recovery is expected to take place in the commercial and industrial area. An increase in premiums is likely for transport insurance, which is dependent on the amount of turnover, as well as for general liability policies, both of which were adversely effected by the financial and economic crisis. Legal protection insurance should achieve a slight growth in the number of premiums sold. Overall, growth in 2011 could be roughly on par with figures recorded last year. As a result of the economic function of the insurance industry, the next few years can be expected to provide a healthy demand for insurance despite global economic development forecasts being encumbered with considerable uncertainties and the inherent risk for the export industry.
