














































































abstract of the discussion

The President (Mr C. W. F. Low, F.F.A.): The subject of the meeting is `International
Expansion ö a United Kingdom Perspective', which has been produced by a Research Group of
the Faculty. Membership of the Research Group numbers eleven, and this indicates the way in
which research should be going. Seven, including the initial Chairman, are Fellows of the
Faculty; two are Fellows of the Institute, one of whom is also a Fellow of the Actuarial Society
of India and of its Council, and another is a full member of the actuarial body in Germany.
Thus, we are co-operating with overseas actuarial bodies and enlivening our research groups by
including some outside specialist views.

Dr D. J. Grenham, F.I.A. (introducing the paper): As Chairman of the Faculty of Actuaries
International Research Group, I shall say a few words before handing over to two of my
colleagues. First, I emphasise that the paper was the product of all eleven members of the
Research Group; they were not just chosen as the result of political correctness.
The Working Party considered that the two sections covering the countries of Germany and

India were the two most important sections of the paper. Nonetheless, the introductory sections
were considered to be of importance to try to put the United Kingdom's insurance market in an
international context.

Mr S. J. Richards, F.F.A. (introducing the German market section of the paper): Events in
Germany have developed quickly since we wrote the first draft of the German market section in
1997. Three events are especially worthy of note:
(1) The new left-of-centre Government has decided to tighten the entitlement rules for the

state pension, while simultaneously declaring that individuals will have to make more
private provision in the future. As predicted in the paper, the switch from public to private
provision is now an idea with cross-party acceptance, albeit with reluctance amongst the
trades unions and in certain circles of both the main parties.

(2) The regulatory authority for German insurers, the BAV, is reducing the maximum
valuation rate of interest from 4% to 3.25% for new business from July 2000. As outlined in
the paper, this will tighten the screw for German insurers, none of which wants to be the
first to reduce bonus rates (and hence projected maturity values, on which basis new
business is mainly sold).

(3) The new Government is pushing a radical reform of tax privileges, including those for life
insurance contracts. The system of tax-free maturity benefits is to end for new unit-linked
and endowment assurances, although both existing business and new deferred annuities will
remain tax privileged. The playing field for savings has shifted suddenly from being
substantially weighted in favour of life insurance to being tilted towards mutual funds
and direct share investment. Faced with much-reduced sales of their bread-and-butter
endowment policies, German insurers have two choices: either they can compete with banks
and others for sales of shorter-term financial products; or they can switch sales to the still-
privileged deferred annuities. Neither is particularly appealing: banks have a closer and
more direct relationship with the consumer; while deferred annuities harbour considerable
long-term longevity and interest rate risks. The insurers have lobbied, surprisingly
ineffectually, against these changes, and, since the Government seems to have the consent of
the opposition, the changes are likely to go through.

Times are set to become much harder for traditional German life insurers. Therefore, now is
a uniquely accommodating time for innovative new entrants to the market.

Mr D. C. Chakraborty, F.I.A. (introducing the Indian market section of the paper): I shall first
tell you a few things about the latest economic conditions in India, and about the state of play
for the insurance industry's opening up there.
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The domestic savings rate in India continues to grow, and a very important development has
taken place during the last four or five years ö the rapid shift of investment made by the
household sector from physical assets towards financial assets. That is very encouraging for
anybody who is trying to set up a financial services company in India. Insurance funds have
shown remarkable growth. The year ending March 1999 was the best year for the Life Insurance
Corporation of India in a decade, including the part of the business known as group insurance
and pensions business.
India's GDP continues to rise, albeit not to the extent that it was doing earlier, in spite of

political and other uncertainties. It has stayed remarkably unaffected by the turmoil in south east
Asia. Of course, there was a setback internationally because of political instability, nuclear tests
and a bit of a war. In spite of these, India maintains a degree of political stability which probably
is not visible from outside. A new Government is in the process of being constituted. Even
during the election campaign insurance liberalisation was a very important issue. Two major
political parties, instead of being apologetic, are saying that this would be a priority as soon as
they won the election. The existing finance minister said that the very first thing he would do
after the election, if his party won, was to open up the insurance industry. This shows clearly that
public expectation and the general climate in the country have changed very remarkably. The
general public is waiting for more competitive and more efficient insurance services, which have
been denied to them for a very long time.
One interesting thing that we found is that the performance of the Life Insurance

Corporation of India seems to have an inverse correlation with that of the stock market. If the
stock market does not perform well, it seems that life insurance sales do very well. Public
pressure is also growing for privatising a large chunk of the pensions business currently run by
the Government. Again, we have a very positive development for a prospective new player in the
Indian market.
Another interesting subject is the problem of setting up a proper regulatory environment,

including an authority, in a newly liberalised market, or in a closed market which is going to
open up. Some Faculty members have played, and probably will be playing, very important roles
in helping the Indian Government and the actuarial profession in India to set up a proper
regulatory environment.
The actuarial profession in India has been in very much of a dormant state, because there is

hardly any demand. The number of qualified actuaries is declining at a very rapid rate, but a
revival has also started there. A Scottish life office has made a donation to the Actuarial Society
of India, and provided some educational support to Indian students. Doing business in
a country also helps to raise the international profile of the actuarial profession. Actuaries are
particularly valued by the Insurance Regulatory Authority of India.
Setting up an appropriate regulatory environment, the problems faced, and how to overcome

them, can be the subject of a future Faculty paper. It is interesting and very challenging. There
are, not only actuarial challenges, but also political, social and other dimensions. Actuaries can
help because of their professional training and the standing of the profession. In a politically
charged situation they can probably contribute even more.

Mr R. J. Seymour-Jackson, F.I.A. (opening the discussion): Section 2 is the most important
component of the paper, covering the issues facing U.K. life insurers which are familiar to us
all, and the trends that will lead U.K. life insurers to examine their options for overseas
expansions, such as: the blurring of boundaries between banks and insurers; strong retail brands
entering the financial services market; and the European Union single market becoming more
of a practical reality, albeit at different speeds (significant progress in life insurance, but slower
progress, for example, in pensions funds).
In {2.1.4 the authors make the telling point that, after considering its options, the correct

strategy for a company may well be not to expand overseas. The presence of attractive
opportunities is not the same as it being right to seize all of them.
In Section 2.2 the authors move on to discuss the criteria used in selecting an overseas
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market. It is interesting to note that, alongside the financial and macro-economic issues, are
softer human ones. It is a very reasonable question for managers in life insurance to ask
themselves whether they have the soft human skills, alongside their financial and actuarial skills,
to assess properly the attractiveness, or otherwise, of an overseas opportunity. Following this is
the discussion of the pros and cons of the various options available to a company on entering a
new market.
In Sections 3 and 4 the authors look at two very different markets: Germany and India. They

provide a useful summary of the structure, regulatory environment and economic background of
each of the markets. In assessing the attractiveness of Germany, the following issues are
highlighted: size of the market; potential changes in state benefits; demographic pressure; and the
innovations that new entrants might bring. Such attractiveness could be applied, not only to
Germany, but to many other markets across the world. This has to be balanced against the very
significant entry costs and other barriers in Germany, particularly in the area of distribution.
In comparing this with the attractiveness of India, a quite different picture emerges. India is

a large market, but a market with potential for huge growth. It has the potential for high
margins due to lower competition, and the expertise of foreign insurers may be key. The business
environment is one that might make it particularly attractive to U.K. companies, but this must
be balanced against a very different set of problems in India: political uncertainty and
interference; slow pace of change; infrastructural problems; and restrictive labour laws.
I finish with a question to the authors. They write about how the internet and the world wide

web may change the rules of the game, and, in particular, the potential for disintermediarisation.
On the grounds that anything written about the internet is out of date by the time that it is
published, I would be interested to know how their view has changed, particularly with the rapid
growth of e-commerce in the securities field in Germany.

Mr C. P. Startup, F.I.A.: In the paper I particularly liked the recognition of the need to
consider the `softer' issues as well as the harder financials. As the regional actuary for the Indian
subcontinent in my company, I shall focus my attention on India.
One of the extra reasons for expansion into India is the ability to use your Indian operation

to help with your U.K. operation. In particular, looking at low labour costs, there are
opportunities for assisting, perhaps partially out-sourcing, your administration and I.T.
operations from India. There is a wealth of talent in those two particular areas which could have
a benefit for your U.K. operation.
In Section 4.5 the authors note the development of a strong consumer movement. It is fair to

say that it is not as strong as the consumer movement in the U.K., but it is gaining momentum.
In particular, a new development will be the introduction of insurance ombudsmen later in 1999.
These ombudsmen will be looking at disputes over claims.
In {4.6.8 the authors mention Jeevan Asha. It is described as a hospital cash plan, but it

could be more appropriately described as a surgical procedures plan, in that it pays out a
percentage of the sum assured for either major or minor surgical procedures, depending on the
severity of the procedure. However, it only pays out on certain listed surgical procedures, rather
than just on a spell in hospital.
Also, it is worth noting, within Section 4.6, the existence of a critical illness plan. It is fair to

say that it is a fairly limited critical illness plan, as it covers only four illnesses. Nevertheless, it
has been one of the developments over the last ten years, and has been modified since its original
introduction.
Looking at the advantages and disadvantages in Section 4.12, I would expect a little more

`prescription' when looking at pricing bases. In particular, I do not think that it would be either
politically acceptable, or acceptable from a regulator's point of view, if insurers were making
super-normal profits. The expectation is that there will be profit margins which will be
reasonable, and, in particular, the combined effect will be a general lowering of prices without
going as far as a price war. So, I would accept that, compared to the U.K., there would be higher
profit margins, but, probably, these will not be quite as optimistic as the paper suggests.
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Dr L. W. G. Tutt, F.F.A.: As the authors point out in {2.1.1, retail financial services companies
are having to face rapid and fundamental changes in the business environment. Might some of
such changes seem to relate to some modification in motivation? To exemplify, in {2.1.3 the
authors refer to a U.K. life insurer in search of better returns for its stakeholders. Does such tend
to reflect an attitude somewhat different in its emphasis from that which prevailed during past
years, when Scottish life business was built up so valuably, and with such high efficiency, on the
basis of mutuality?
Although changes, and potential changes, in the business environment should not be ignored,

I too feel that {{2.1.4 and 2.1.5 are particularly worthy of note. Implicit in them is the thought
that, although expansion abroad may have some plus points, it may not necessarily be the best
use of resources by a U.K. life office. It would seem, nevertheless, that as well as merger and
acquisition activity between domestic operators, due to intervention by non-U.K. operators, the
proportion of insurance and allied business transacted within the U.K., and remaining within
U.K. control, is gradually decreasing. Might this suggest that there should be an even more
active development of the home market by U.K. insurers ö a point made by the authors in {2.4
ö rather than leaving such development to an apparently increasing extent to overseas
insurers, and might this be an issue suggestive of some priority attention? The intervention of
overseas operators into the U.K. market might, of course, be considered by some to be
advantageous to the industry as a whole, but is it self-apparent why such intervention, seemingly,
should be predominantly one way? As just one example, why should an Australian life
company be choosing to impinge on the U.K. scene when a U.K. life company, long established
in Australia, should simultaneously be choosing to sever its operations in that relatively
stable ö indeed expanding ö economy?
In {3.5.3 indication is given by the authors that German actuaries perform a largely

technical role, and that they have far less influence in life assurance companies than, for example,
the sales force. U.K. actuaries may feel that they are in a better position, although it may seem
to be that the status of actuaries, as a whole, within some life offices in the U.K., may be
declining; and, as far as the Appointed Actuary is concerned, C. D. Daykin states in {7.2 of his
recent sessional paper on `The Regulatory Role of the Actuary' (B.A.J., 5, 529-574), ªA growing
concern ... has been the extent to which the Appointed Actuary post appears to have slipped in
terms of seniority and prestige in a number of major life insurers.''
I stress that I consider high technical ability and skills involving applied mathematics of a

high order vital for the members of our great profession. The paper relates to matters of immense
practical consequence, and decisions on international expansion, mergers, takeovers, and so on,
need to give proper regard to those highly technical investigations for which actuarial practice is
acknowledged to be so relevant, but they also fall within the sphere of business operations,
ultimately calling for business decisions at board level. Is this broader business sphere, in
addition to, and quite apart from, the technical sphere, one into which there is room for yet
further intrusion by actuaries to the advantage of all? Further, from our own professional stance,
there is the suggestion in the profession's publication `Vision and Values', that, when looking to
the future, it is the approach that we have in solving business problems by which we will be more
defined.

Mr D. Paul, F.F.A.: I speak from the perspective of working for a health insurance company,
and not a life insurance company, which has six overseas businesses. It is not a large, multi-
national company working all over the world, but it is expanding overseas.
Concerning Section 2, it is very important to figure out why any company wants to expand

overseas. The first pro for this is that it might protect a U.K. company from predators. I agree
with the authors, in {2.1.5, when they say that it does not offer any great protection.
I think that the other argument is that, in a global market of global players, you also have to

be a global player. I am not sure that such an argument works for life insurance, savings or
pensions products. Its products are not like electronic goods or consumer goods, where you can
just put a different plug with a different voltage onto the same basic product. If you look at the
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realities, even in Europe, where there is some attempt to get a single market to operate, if you
want to get into one of these markets, you have to set yourself up with a team that figures out the
local regime, understands it, and designs local products. I do not think that we can argue that
there is an automatic economy of scale. The reality of the insurance market globally is that it is a
market of global owners, not necessarily of global players.
So, I am still struggling to see what the reason would be. I think that the obvious one is that

you might believe that you can make some money. In {2.1.3 the authors refer to this as if it is a
decision between whether you want to re-engineer your own business at home or get into
mergers and acquisitions work, but, for me, it is a stand-alone decision. Can you make money?
So, you then have to say why you believe that you could make money. You are probably going
into a market where there are many other companies, privately owned, multi-nationally owned,
or family owned, and all believe that they can make money. Therefore, you really have to have
reasons why you can do better than them.
An important reason is the quality of your decision makers back at base: they have to be

able to select the right markets; they have to be able to select the right strategy in the chosen
markets; they have to possess the `softer' skills; they have to be able to appoint the right people
into these businesses; and so on. You also have to believe that you have skills that you can bring
to the local market, and that you have people whom you can put there to apply those skills.
You probably also have to believe that you can contribute something to the infrastructure of
your start-up venture. If you end up with no advantage compared to local companies, then I do
not see why you believe that you are going to be better equipped to make money. So, that is the
only reason which stacks up.
If you look at the cons, there is obviously the downside risk on any venture where you try to

make money ö you might lose money. This is a bigger issue in setting up a foreign venture. You
have to think about corporate governance, and there have been instances of companies where
the venture is actually running quite well, but, at home, people decide that it is so small, and that
the risks are so high, and therefore it is simply not worth the massive downside which might
happen upon some remote contingency. The authors also mention that you may be spreading
your management skills too thinly. I suppose that implies that there will be fewer things which
you are going to do in the U.K.
One area which the paper did not tackle was whether, when it comes to making money, the

mutuals have a different outlook, or whether the provident associations have a different outlook
from a shareholder company.
On the reference to softer skills, I am uncertain about using the word `softer'. I think that

you have to have human skills, but I think that you have to have sharper human skills, rather
than softer human skills, to deal in foreign markets.
One matter that could be covered by future research, although it is, perhaps, not obviously

an actuarial issue, is that you have to consider how you are going to organise your head office to
deal with ventures abroad ö whether or not they are joint ventures is another matter. You
have to look at whether your overseas operations are going to be significant enough to permit a
divisional headquarters. You should not delude yourself that you are going to be able to get
away with just board meetings, or your managers in your local U.K. business being able to do
things in their spare time, and so on. Our own experience is that you need half a dozen people
full time to look after even as few as five or six foreign subsidiaries. That can be overlooked.
Large, established U.K. businesses, which may have been around, in my instance, for 40 or 50
years, forget just how much momentum they have built up. They forget how easy it is to organise
a business when there is so much tradition, culture and experience of staff around.

Mr T. D. Kingston, F.F.A.: Becoming international is driven by several possible reasons, as the
paper outlines. I have been involved for the last twenty years in international diversification from
the base of a company with a large market share in a small market. This is different from
operating out of a large market like the U.K., where scope in the domestic market is much
greater.
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Typically, companies, in the broad sense, have diversified internationally because their
domestic product could be sold internationally. Mr Paul pointed out that retail financial services
are different from other products. Conventional wisdom is that retail financial services
products are peculiar to each domestic market, and are not easily sold into other markets.
However, this has not always been true. There was a huge international expansion 100 years ago,
when life companies took the same with-profits endowments to very many countries.
The assumption that retail financial services are domestic may well be changing again. If we

look at financial services generally, we see that investment banking, for instance, has become
very much more international; stockbroking in the U.K. is now largely controlled at the
institutional end by United States companies; fund management is becoming increasingly
international; and the mutual-fund business, too, is becoming international. Life insurance ö
which is essentially a savings business with some risk insurance attached ö competes with
mutual funds, and cannot be immune to these trends. Individual savings products are becoming
more international, with increasing interest in international investment, common reporting and
accounting standards, and increased need for greater scale and corresponding lower costs. If you
can sell your mutual funds in twenty countries rather than in one, it is likely that your costs
will be lower.
Costs are a huge issue for life insurance companies. Fundamentally, I believe that the great

weakness of U.K. life companies expanding abroad is the cost base ö particularly the cost of
distribution. This has to be an underlying weakness of the whole business.
In areas where cost is less of an issue, the life insurance business has already become quite

international. Single premium business is seeing quite a lot of international selling from off-shore
environments ö Luxembourg, Isle of Man, Dublin ö and we are beginning to see E.U. based
pension schemes being sold across borders. There has always been co-operation between life
companies to pool risks; I think that we may now begin to see common pension products sold to
multinationals to cover several European countries. I am also conscious of what has happened
in Dublin in regard to the Italian life insurance market. The Italian unit-linked bancassurance
market has settled largely in Ireland, due to a combination of expertise and tax advantages,
combined with less restrictive regulation. In other words, companies, in the future, may well
choose to base their operations in the country which suits them best for cost, expertise, tax and
regulatory efficiency. For the present, marketing and distribution will remain domestic, but
international barriers are breaking down here too.
This paper is, therefore, timely in looking at international markets ö they will affect all of

us, either by our competing abroad or by overseas companies competing in our domestic
markets.

Mr D. G. R. Ferguson, F.I.A.: I confine my remarks to Europe, and, in particular, to Germany,
and ask the question: ªWhy is it that U.K. insurers have not made more progress in the past ten
years on the Continent of Europe?'' It is very disappointing, and particularly so to those who
were involved in getting the Third Life Insurance Directive and the Third Non-Life Insurance
Directive framed in a way which was going to open up the market and make it attractive to a
sector of the U.K. economy which, quite clearly, had competitive advantage compared with
European colleagues.
If you ask the question why those opportunities have not been taken, undoubtedly the

biggest one has been the preoccupation that managements of U.K. insurers have had with
problems at home, for which the Government has been largely responsible ö the Financial
Services Act and the burden of extra costs and responsibility in protecting the home market. Of
course, many of those burdens still continue. Life certainly has not become any easier.
The second reason is that, when you actually go and look at some of these attractive

overseas markets, you find that they are not so attractive once you get there. They are very
difficult. You have to come to terms with different languages, cultures, legislation, taxes,
practices, distribution, and so on. So there are not quite the easy pickings that there may
appear.
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Thirdly, there has been the practice of insurers towards consolidation in local markets, and
an approach of cross-border ownership of domestic companies rather than operating across
borders through branches, and so on; the so-called think global, act local, philosophy.
This paper is particularly timely because of some changes which are taking place which could

alter the climate, make some of the European markets more attractive, and give us another
opportunity to realise the potential which is there:
(1) There is, of course, the euro, which does change matters very considerably. You now have

one currency for a large part of the European market.
(2) There are reductions in the tax advantages which apply to local insurance companies. All

of those are being eroded, and, as part of the euro trend, tax harmonisation is going to
come, so again you are going to get more similarities across great swathes of the European
continent.

(3) The advances in electronics in communication are affecting the approach that people have
to the way in which back offices are run, and the opportunities to get real economies of scale
by operating across borders, wherever it is most effective. The back office does not have to
be local. The era of the virtual office is here.

(4) There are opportunities in distribution.
(5) There is the experience that consolidation in local markets, moving to larger and larger

companies, is not necessarily giving competitive advantage to the large companies. In all
markets we are seeing, not a move to consolidation where a few companies are dominating
the market, but there is a steady state developing, with new people coming in all the time,
operating effectively. So there are opportunities for greenfield developments in all of these
markets.

I hope that this paper will lead more actuaries to encourage their commercial connections to
think again about Europe, and, generally, to expand internationally.

Mr P. K. Joshi, F.F.A.: I feel that it is particularly timely to have a paper on international
expansion at a time of great merger and acquisition activity, both in the U.K. market and around
the world, and also given the increasing trend of globalisation. I agree with Mr Paul that we
should only expand overseas if we have the skills to do so, at a profit, but I suggest one
particular reason for overseas diversification, and that is diversification itself. In particular,
diversification helps things like distribution risk ö we all have different concerns about the
sustainability of different channels within the U.K. ö and also the more obvious risks in an
insurance context: mortality risk; asset liability management risk; and squeezes on planned profit
margins in a given market.
On the German market, I agree that, although we now have the Third Life Directive, selling

into other European countries is still not straightforward. We still have to comply with local
insurance law and local sales regulations, and product designs have to meet local taxation
requirements. I would also emphasise the cultural differences between different European
countries, and particularly Germany. We have talked about the different approach of the
actuarial profession and the different standing of the actuarial profession that we perceive in
Germany relative to the U.K. The highly regulated product design environment which existed in
Germany before 1994 is a large part of the reason for these differences, and for a great lack of
comfort by German brokers, customers and regulators with discretion. The amount of discretion
which the actuary and the board of directors have in the U.K. on setting bonuses, for example,
is something which German actuaries are not used to exercising, and find quite difficult to
understand and imagine.
Mr Richards talked about forthcoming tax changes, and said that he felt that insurance

companies had been ineffective in lobbying for change. I think that is right. All I would add is
that, given the political sensitivity within Germany, at the moment, to the package of changes
which has been presented, it is perhaps not surprising that insurance companies have been
ineffective. What has been proposed is quite radical; for example, a significant cut back in the

48 International Expansion ö a United Kingdom Perspective



present, very healthy, level of state benefits. Technical arguments about how insurance
companies are taxed are not going to attract the same degree of publicity as proposals to cut
state benefits. That is not to say that insurance companies should not be trying to lobby the
regulators.
Something that I find particularly odd about the proposed tax changes is that they are

supposed to help tighten the German fiscal position. Having said that, the tax changes proposed
are to tax policies on maturity, which is going to be revenue neutral for many years. I wonder
if the present Government's proposals may be resurrected, which would have tax much advanced
by comparison with the current proposals.

Mr J. Goford, F.I.A.: I was in Hong Kong for most of 1997, and was appalled at the quality of
sales practices throughout South East Asia. This is a public interest issue. It was worse than it
has been in the U.K., I have to say. Some of the origins are similar. In the unit-linked industry in
the U.K. we had a large organisation with a very highly disciplined sales force which operated
in a particular way. People copied it, but not quite as well, and the results of some of the sales
practices that they indulged in have been seen.
The same is true in South East Asia. There is one large multi-national which dominates south

east Asian countries, and it is very well disciplined. It has very good training methods and runs its
organisation in a particular way, which many other companies try to reproduce, but not as well.
It is a very similar situation. It is compounded by the fact that direct salesmen tend to go round in
groups of 100, controlled by their lord and master. When they run out of their relatives, they
move to another company and then go and see them again. I overstate just to make the point.
Unfortunately, there was no pressure for change to this situation that I could see. The

regulators that I spoke to said: ªIf the industry wants to change and they come and tell us that
they want to change, then we might put some regulation together to help them'', but they were
not going to initiate it.
I expected to see someone from the banks who might have a better attitude towards their

customers, but there was none coming from there. You might think that the reinsurers might
play a role. They did not seem inclined to do so either. On my last trip, a couple of weeks ago, I
did find one company that said: ªEnough is enough'', and they are trying to play a different
game in Hong Kong. It is nice to see, at last, someone starting to think that way.
There is a public interest role for the profession to point out the consequences to companies

and to regulators of carrying on in the way that they are, and the consequences in poor value for
money for customers, because of high turnover rates of policies. As a profession, and as
influencers, we have a role to play.
The other public interest issue in S.E. Asia is financial reporting. The way that South Korean

accounts are dealt with is quite laughable. I do not have a great love of deferred acquisition
expenses, and they certainly have some of those. They also have the excess of book value over
market value as an asset. Then they have the asset which the Government asks them to put in to
make the thing balance.
The accounting profession must carry some responsibility for allowing this situation to occur.

I do not think that the actuarial profession is tainted with this brush yet, and we do have a
mechanism to bring this home, which is in the valuation of companies. You can start with
whatever accounts you like, strip out the rubbish, and then build in the other components of
value which are missed out.
So, we have opportunities to communicate the way in which these practices are carried on. I

would not mind seeing some sort of truth and reconciliation accounting commission in S.E. Asia,
but I am not sure that that is going to happen. The point that I want to make is that there are
some public interest issues out there, over which we can have an enormous influence if we choose
to do so.

Mr D. Paul, F.F.A.: I should like to reply to what Mr Ferguson said about his disappointment
that U.K. insurers had not taken advantage of the Third Life Directive, and, in my case, the
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Third Non-Life Directive. I think that we have probably been too automatic in our assumption
that the single currency would mean single markets. Although I am not an expert on it, if you
look at the U.S.A., which is effectively 50 states which have had a single currency for a very long
time, you still have small banks who work at state level. It is not automatic that you become a
federal bank in the U.S.A. So, perhaps, we have to be cautious on that front, and be more
calculating about what the single currency does, or does not, mean ö especially given that we are
not quite sure whether we are going to be in it at any particular time.
The other point is whether the Third Life Directive has let us expand in this way. I wonder if

we have under-estimated how much it is a case of `out of the frying pan into the fire'. There is,
perhaps, a hankering to get back to the deregulated free market in the U.K., with all things at the
discretion of the company. The reality of most European markets is that they are more
centrally regulated.
In health insurance, in particular, there is a fantastic mix of public and private provision, and

governments will typically legislate how the two are joined up, so it is not automatic that you can
just come in with a U.K. approach to any one of the other 14 territories.

Mr S. J. Bishop, F.I.A. (closing the discussion): I am an actuary based in Luxembourg, so I can
claim to be an international actuary. I have three core themes: to cover regulatory and taxation
aspects; to look at what the customer wants, mainly in Europe, but also in South America; and, a
subject close to our hearts: ªWhat is the role of the actuary in U.K. expansion?''
Concerning regulation and taxation, we have alluded to the fact that the Third Life Directive

has made it quite difficult for us to expand into Europe. It should have made it easy. Different
regulators within the E.U. interpret the Third Life Directive in many different ways. In my view
it is getting more difficult. We see Finnish regulators putting up hurdles to entry into their
market, and the Spaniards are making it very difficult for Dublin-based companies to sell mutual
funds in Spain. So, protection of the domestic market is still very important.
In the more challenging markets, such as Italy and Spain, it is very difficult for us to find

local expertise. Unit-linked products are intrinsically complicated as soon as you have mortality
benefits or critical illness benefits. The regulators are not au fait with those kinds of products,
and neither are accountants. It is a long, tortuous process to educate them on how such products
work. Understanding such products is second nature to a U.K. trained actuary; it certainly is
not to people in countries such as Italy or Spain.
One of the most important things is to build bridges with the regulators ö something we all

tend to be scared about. The regulators in Luxembourg are actuaries. They are reasonably easy
to get on with, but make life reasonably difficult for me. Regulators in Belgium, for example, will
not see anybody. You can communicate only by post. With the regulators in Italy, you can
communicate over a bottle of Chianti.
Also, what may be strange for a U.K. trained actuary is the way in which the product

structure works. Many European regulators require you to file product approvals with them.
These are very detailed documents. In some cases you have to set out how the product works
algebraically, how the charges are taken, how the acquisition costs, for example, would be
recovered, etc. Valuation rules also vary enormously between different jurisdictions.
The asset diversification rules within the different territories are quite interesting.

Luxembourg regulators are very strict in terms of what you are allowed to invest in. We have to
submit every single internal fund to the scrutiny of the regulators. Certainly, some countries in
the E.U. are becoming quite concerned about other off-shore jurisdictions (such as the Isle of
Man, Guernsey and the Channel Islands) using insurance companies in the E.U. as passports to
push non-regulated funds into their environments. They are clamping down, and hence the
Spanish treatment of Dublin-based funds.
Finally, on the regulatory side, equities are bread and butter business to ourselves, but there

are still untested, uncharted, waters within some areas of Europe. We have experienced
difficulties with getting equity into some German funds. I had the interesting experience, last
week, of meeting an Italian banker who was banging the table and getting excited, asking why
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Italians do not invest in equities when their government bonds are only yielding 2.5%. It takes
time to get that message over.
Now, considering some of the more cultural differences of working in Europe, first of all I

give a word of advice: never use the expression: ªIn the U.K. we do it like this'', because people
will reply: ªWell, you are in Italy or Belgium or Germany''. Applying U.K. techniques and
practices is perfectly acceptable. They are robust and will stand up against challenge. Then there
are the language barriers. Most of the people with whom I deal speak very good English, but
they always miss the nuances. I will explain in my normal English actuarial way, and suddenly
see blank expressions. So I have to explain in a very simple way.
From the taxation point of view, in terms of reporting requirements, one thing that the paper

underplayed is that, for companies which are subsidiaries of bigger multi-nationals, you have to
report on many different accounting conventions. In my own company, I now report on five
different accounting bases. The bases tend to be similar, but there are different nuances,
especially in terms of deferred acquisition costs.
Moving on to products and markets, in terms of U.K. expansion abroad, there are two

different strands: there are companies which have moved into offshore locations to offer tax
advantaged products ö companies in Dublin, the Isle of Man or Luxembourg, for example; and
there are companies which have gone for a full domestic presence, and have tried to offer a
wide range of products in terms of protection and investment. When you are trying to design
products, people often omit the step of identifying the customer need. It is very easy to say:
ªCompany X is doing this; company Y is doing that''. What is actually in it for the client? That is
something which actuaries will always bring to the table, and will actually have that
conversation with the client. I have seen on many occasions, especially in the Italian market,
where the tax benefits may not be that great, distributors asking for much higher charges to pay
for their commission levels. Whether that product is meeting the reasonable expectations of the
client is a very difficult judgement that an actuary has to make.
The second thing that you need to do on the product development side is to understand your

competitors. Companies in Italy are very new to unit-linking, and new to what we would call
advanced actuarial techniques, but they are catching up very fast. They are clever people, and are
supported by consultants. It is easy for us to take a U.K. based mentality and say: ªWe, as
actuaries, are much more business aware than our continental colleagues''. I assure you that they
are catching up quickly. Certainly, some of the consulting firms are out there making a great
deal of money helping them to catch up.
The other things which always amuse me are policy conditions, and here I tell a little story

about a company on the Isle of Man which was writing protection business to Colombia. It
suddenly found a rush of claims. All their policyholders were lying decapitated by the side of the
road. They had not built a definition of a death claim into their policy conditions. Many
companies operating in South America will define a death, very strictly, normally as due to
natural causes. Especially operating in these areas, it is very difficult to get a reliable mortality
statistic.
On the product side we are aware, in the U.K., about how much attention we pay to charges,

league tables in the financial press, and the calculations of reductions in yields. In most of the
markets in which I have operated there is none of that. Everybody is still hiding behind charges,
and there are many hidden charges, so that clients really do not understand what they are
buying. There is a big education exercise for all of us.
So, what is the role of the actuary in international expansion? A colleague earlier said that he

felt that the actuary in the U.K. could become slightly marginalised. I see quite the opposite. If
you are a U.K. trained actuary working in the international marketplace, you are bringing much
to any development. You are acting as a business person, a consultant, more than as a
technical actuary. We tend to be quite fortunate, we have a wide overview of how an insurance
company works from the marketing side, through its operations, even into IT. It is very
important to try and keep focus in the insurance company.
Returning to a point to which I alluded earlier, on a policyholder's reasonable expectations,
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and making sure that a policy is value for money for the client. I think that that is becoming an
increasingly important role for us.
The actuarial role is about getting involved at all levels of business, understanding what your

clerk is doing, up to the managing director, especially in a multicultural environment. We have
18 different nationalities in our office of 75 people. You need to understand your market, and
you must not skimp on research and development. Looking at business failures of U.K.
companies entering the Italian market, the reason for failure was because they simply did not
understand the market, or understand the products. You also have to take a long-term view. You
cannot expect immediate returns from these markets. It takes time to understand what is
actually going on.
We have not mentioned distribution. It is usually the mantra of development into European

markets ö distribution, distribution, distribution. It has to come first. It is the most important
thing in terms of selling into Europe, but, once you have distribution sorted out, the problems
start.

Dr D. J. Grenham, F.I.A. (replying): There was one point about: ªWhy go abroad?'' The
question is: ªWhy do you want to do that?'' It seems to come down to: ªIf it makes money''.
That is obviously a necessary condition, but I do not think that it is a sufficient condition. A
company will need to be satisfied that it has a product to offer which people will want, and that it
will make money, but it also ought to have something which is going to add value to the lives
of people overseas. Perhaps it is a slightly missionary mentality, but I think that, unless you go
with that sort of mentality, you are going to be focused too much on the bottom line and perhaps
too much on short-term returns.
As has been mentioned, you need to have a long-term view on overseas expansion. Mr Paul

also mentioned that you need to look at it on a stand-alone basis. That may be true if you have
sufficient capital to throw at a number of projects at the same time. Many companies which are
capital constrained can only apply it to one or two projects at a time, and, therefore, to expand
abroad is in competition with other projects, such as re-engineering, merger and acquisition or
product development in the home market.
Mr Paul did make a very interesting point about the home office situation. It is very easy for

a large organisation, with the culture of 40, 50 or 200 years, to view its own operation one-way,
and wonder why an operation on the other side of the globe, with only three people working in it,
cannot produce management information just as quickly.
A number of speakers commented on how U.K. companies had not done that well abroad.

Europe having opened up, why are we not out there winning more business? Why was a U.K.
company withdrawing from Australia at the same time as an Australian company is coming and
playing in our backyard? I do not know the answer to that question. Maybe it is to do with the
management of our insurance companies focusing on some of our local issues, such as pensions
mis-selling or stakeholder pensions. Perhaps we could learn from some of the U.K. football
teams who went through a period of not doing particularly well in Europe, partly because they
were not allowed to play there in the first place. A number have recruited foreign managers to
run the U.K. operation and foreign players, and, perhaps as result of that, are now doing much
better abroad. Maybe we will be seeing more foreign managers in U.K. insurance companies.
The single European currency will, in time, assuming that it is successful, undoubtedly have a

big part to play in the European economy and financial services. However, there will be barriers,
such as taxation, to the extent that it is not harmonised, language and culture. These are not
insignificant, and having a currency which is similar means that people may emphasise the
differences that do remain. It cannot be taken as read that, so long as you have the same
currency, you will be able to move into other countries more easily.
Mr Goford picked up a very important point about moving abroad: the reputational risk

that could occur to a U.K. company that got involved with an overseas operation that went
wrong. U.K. manufacturers involved in overseas manufacturing companies using child labour
have suffered as result of those sorts of connections. I am not suggesting that overseas insurance
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companies are using three-year-olds to administer their policies, but uncontrolled sales forces
could give the company a bad reputation here if the word got around.

Mr S. J. Richards, F.F.A. (replying): I should like to take Mr Ferguson's question and the
opener's question together, because both concerned distribution. Mr Ferguson wondered why so
few U.K. insurers have actually tried to enter the German market. The opener asked a question
about distribution technology. I think that one of the key reasons why so few U.K. insurers have
tried to enter the German market is simply distribution. It was, and is, still true that Allianz
has an agent's office in even the smallest German village. Thinking of the opener's point about
distribution technology, I note that the previously high entry barrier in the shape of distribution
has been somewhat lowered by the internet. Internet penetration in Germany is very high, and
there has been very rapid acceptance of internet-based banking and share dealing. One of the
most recently launched services, from one of the German internet-based share dealers, has been a
self-invested personal pension, essentially a share dealing service in a tax-free pensions wrapper.
If this does represent a lasting change in behaviour, then the internet will play a significant role
in reducing some of the entry barriers to overseas markets.
Commenting on Mr Joshi's point on taxation, I agree that the current German Government's

proposals of a 3% tax on maturities is revenue neutral for quite some time. The previous
Government had a proposal to levy a 3% insurance premium tax, which would have generated
revenue now, as opposed to revenue in 12 to 15 years' time. There is always, perhaps, the hope
from the side of the insurers that the tax might actually be scrapped or changed before the first
maturities. The problem with lobbying against the current tax is that it might actually be
replaced with something less acceptable.
I now turn to the closer's point about style, and justifying something as: ªThat is how we do

it in the U.K.'' I lived and worked in Germany for some time, and had many dealings with
German insurers' sales agents and German actuaries. I discovered that something would be
rejected out of hand if I justified it as: ªThis is how it is done in the U.K.'' However, it would be
accepted if I described it as: ªThis is how it is done in Anglo-Saxon markets.''

Mr D. C. Chakraborty, F.I.A. (replying): A number of life assurance companies which are
owned by European parents are aggressively trying to build up business throughout S.E. Asia.
One major company set a target of getting $4bn premium income from the region. I was
wondering what drives them. A representative said that, being a global player, it simply cannot
afford to ignore any significant or growing market. These companies have grown very rapidly in
the recent past by acquisition and merger. One company has taken over quite a few U.K.
companies. Their drive seems to be to become large international players. How does that help
them? Whether it prevents them from being taken over by others is a question to which nobody
can give an answer. U.K. companies are generally more inward looking.
One side issue, so far as India is concerned, is that I know that some of these companies are

looking to use India as a base for the operation of various other activities. Their life insurance
operation is probably only a part of it. For example, a few life insurers started unit trust or
investment management businesses, and a couple of companies are thinking of passing their
pension fund administration to India.
Some American insurance companies do not have any operations in India, but have started

doing some of their administration work there. When somebody sends something by e-mail in the
evening from New York, it is received in the morning in India, and the response goes back by
the next morning, giving a 24-hour opening. This sort of attitude, of building a global business, is
one of the very important driving forces for many international companies to enter the markets
in India or in Singapore. Is it valid for a U.K. life assurance company?
I agree that the public interest issue is vital. I compliment the actuarial profession in the

U.K. The Faculty and the Institute members have played a very important role in highlighting
some of the public interest issues on market deregulation. I also know that there are many
questionable market practices in the insurance industry in various parts of S.E. Asia. Such issues
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can be dealt with more easily if there is a strong actuarial profession locally, with connections
to the international profession. Fortunately, even given the declining numbers in the actuarial
profession in India, we continue to maintain international professional contacts. In the process
we have been able to prevent some of the wrong practices which you will find elsewhere. I am not
saying that bad practice does not exist in India, but the scale is less.
I now have a note of caution. Happenings like pension mis-selling scandals do not help the

U.K. actuarial profession. When you say that India should have a specific practice, somebody
says: ªWhy did you have a pensions mis-selling scandal, and what did you actuaries do to stop it
from happening in the first place?'' These are difficult questions. Having said it, the actuarial
profession certainly has a strong role in highlighting public interest issues. In the process, they
will be doing a service to the customers and to society at large.

The President (Mr C. W. F. Low, F.F.A.): We have had a very wide-ranging discussion which
has not been confined to narrow technical details of the German and Indian markets. Some very
important issues have been brought out, not least of which is the issue of public interest.
Insurance company accounts, like the accounts of commercial companies, vary greatly in

their degree of disclosure and accuracy from one country to another. The International
Accounting Standards Committee is already working on this issue, and is hoping to have
international accounting standards in force around 2005. Our profession, through the
International Actuarial Association, is working very closely with them in trying to develop
acceptable international accounting standards which will remove accounting arbitrage between
countries, and also, it is hoped, will be acceptable to international insurance regulators. This will
greatly speed up the rationalisation of insurance business world-wide.
We also have had much discussion on how distribution and sales methods can be speeded up

with electronic communication, website selling, etc. There has been mention of public interest
issues, with actuaries being able to point out to their clients that prospective bad selling
techniques can hurt their company retrospectively, not just from lapse rates, but also from
regulators.
Pensions mis-selling did not arise because the product was badly designed, but because a

product that was perfectly suitable to be bought by certain people was mis-sold to many others.
In the offshore life assurance market there are products which are suitable to be sold to

certain third country nationals. Are these offices watching the sales practices of others, not
necessarily their own employees, where such products may well be being sold into a country in
which it is illegal to do so?
Dr Tutt brought out the fact that we have had a sea change from the time when U.K.

companies expanded into large Commonwealth countries, a generation or so ago. We are finding
the reverse. U.K. companies are finding that the European Common Market ö to use an old-
fashioned term ö is still one where people are able to defend their own patch quite effectively,
despite harmonisation of currencies in certain areas.
International trade was never supposed to be easy. It is certainly something that the Scots

used to excel at in the last century, and I hope that we will get back to that level again. Many
U.K. insurers see the trend towards globalising and consolidating financial markets as a threat.
Whilst it is true that these are factors in the restructuring of the industry in the U.K., as has
become so apparent over the last few years, this important paper has made it quite clear that
there is cause for optimism, too.
One possible way of continuing to grow profitably is to invest sensibly in a foreign

marketplace. While it is true that the U.K. life assurance industry has, in the past, been slow to
grasp such opportunities, this paper makes it crystal clear that such openings undoubtedly exist. I
would, therefore, urge Scottish and other U.K. life companies to give far more consideration to
a significant overseas investment.
I now ask you to extend a vote of thanks to the authors for their paper.
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