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• Underwritingstandards: United Statesversus foreigncountries
• Management of foreign risksfrom a United States perspective

MR. CHARLES E. MOES, JR.: Eachpanelistis going to talk about different items that
have been listed in the preliminaryagenda. Also each speaker bringsa different
perspectiveto this matter of internationalreinsurance. We have Steve Clinton, who is
from the LincolnNational, and obviouslythey are an assumingcompany in the
marketplace. We have Andrew Giffin,who is with Tillinghast,and he brings the
consultant's point of view; and Joe Kolodney,who is with Alexander & Alexander,
and he bringsthe intermediary'spoint of view.

We decided to tackle it in alphabeticalorder, so we will start out with Steve Clinton
of LincolnNational. He has 15 yearsof experiencein internationalreinsurance. He
has three primary areasof responsibility.He's the secondvice presidentof inter-
national reinsurancewith the responsibilityfor formulationof internationalunderwriting
policy. He's an account executive on behalf of LincolnNationalfor Asia and northern
Europe, and he's also an account executive for Remark, an Amsterdam-based joint
venture that is involved in the direct marketingbusiness. He has traveled extensively
on behalf of LincolnNationalto Latin America, the Caribbean, Asia, and Europe. He
has a BA from CentenaryCollege of Louisianaand a master's and a Ph.D. from the
University of Kansas,where I believehe majored in Spanishand French,so I think
that helps to explainhis interest in internationalmatters.

MR. STEPHEN T. CLINTON: I want to talk to you about Uncoln's international
opera,on and try to put it into the context of the topics. I'm going to try to concen-
trate on certainareas that they've asked me to talk about, which are some of the

* Mr. Clinton, not a member of the sponsoringorganizations,is Second Vice
Presidentof IntemationalReinsuranceat UncolnNationalLife Insurance
Company in Des Moines, Iowa.

t Mr. Giffin, not a member of the sponsoring organizations,is Principalof
Tillinghast in Boston, Massachusetts.

Mr. Kolodney, not a member of the sponsoring organizations,is SeniorVice
Presidentof AlexanderReinsuranceIntermediariesIncorporatedin Stamford,
Connecticut.
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regulatory issues we face - risk selection matters - but it's pretty difficult to do all of
this in the time allotted. Recently, I gave a talk on the risk selection matter alone. I'll
try to do as best I can and hit on some of the high points.

I want to talk to you about Lincoln's international reinsurance operation. We actually
started out in Latin America. Our first client was a company that some of you may
have heard of - Seguros Monterrey - where we signed our first treaty in 1941. We
also started out in Colombia and Central America. The first person to become really
interested in international reinsurance was a guy who was an ex-Jesuit who had
spent some time in Latin America and was fluent in Spanish. It occurred to him in
about 1940 that with the troubles that were sweeping the European continent, it
might be an opportune moment to enter the market and so we did.

We have very deep roots within Latin America. At one time, we could probably be
called the Latin American reinsurer with a toehold in the rest of the world. Almost

every employee for Lincoln at that time who was in the international reinsurance
division was bilingual. And, if you were to step into our offices, you would find that
much internal business is conducted in Spanish; so we have retained that particular
heritage, although we have evolved quite a bit since then. In the early 1980s and
late 1970s, we began to diversify very deliberately into other markets. We consoli-
dated our Latin markets by withdrawing from certain markets, such as Nicaragua and
Colombia.

Our first treaty actually was signed in 1940, which was with Seguros Monterrey in
Mexico. In 1975, we opened up a regional reinsurance office in Manila, the Philip-
pines. Actually, we have a company which goes back to 1936 in the Philippines
called at that time the Lincoln Philippines, which has now been bought by Jardin
Matheson. We have an office in Toronto, Canada. We established an office in

Europe in 1990 called the European Reinsurance Branch. I will touch on some of
these points in just a moment.

As far as what we consider to be our mission or vision, we are dedicated solely to
the international reinsurance market, working almost exclusively with indigenous
companies worldwide. VErththe entrance of some of the U.S. companies into these
markets, we have done some reinsurance with them and, of course, would continue

to be working in that market as the opportunities present themselves. We have
determined to be a major reinsurance competitor in those markets in which we
choose to compete. We have chosen not to compete in certain markets. I would
just name Australia as one. We figure that in order to be a major competitor in the
Australian market, we would need to have a very strong and very extensive local
presence; so for various reasons we have decided not to do that.

Our regional service centers are located in Mexico City, Toronto, Brussels, Belgium,
and Manila in the Philippines. Canada is our largest single intemational market and
operates as an autonomous national market. We have a rather large office in
Toronto, at least by reinsurance standards, about ten individuals, with full
underwriting, actuarial and representation capabilities. We also have a market in the
English Caribbean, which goes back many years.

1218



INTERNATIONAL REINSURANCE

The countries in Latin America where we are presently operating include Mexico,
Dominican Republic, Costa Rica, Panama, Venezuela, Paraguay, Chile, and Argentina.
Latin America is still a very important part of our operation. We see a lot of changes
coming about in Latin America. You've heard the name Argentina mentioned in
several of the speeches given at this meeting. This has also been a very important
part of our future, at least conceptually. We have ten new accounts in Argentina and
as that market grows we expect to grow with it. The Chilean market has been a
very interesting market for us with the privatization of the pension plans. The
individual life market there has been very buoyant and we continue to see good
things ahead for Chile.

We do have a market share in Europe. it is primarily concentrated in the southern
countries of Spain and Italy. Europe is a growth market for us. Obviously the
competition in Europe with the European reinsurers is quite keen, but we do see a role
for Lincoln in the European reinsurance market. Russia has a question mark on it.
We are working on a reinsurance style joint venture in Russia which is based on
salary deduction business in Siberia. At this moment, as we speak, some individuals
are working on setting up the licensing requirements in Russia. We believe that
there's a relatively decent chance that this venture is going to work out. We'll just
have to see. It has been a fascinating experience for me. I have been very intimately
involved with this particular venture and I have learned that there are some big cities
in Siberia with some big private industrial conglomerates.

Our market in the Far East is very buoyant. You have heard talk of the Far East, I am
sure. There's a varied picture. It ranges all the way from, of course, the Japanese
market, which is one of the largest and the most important insurance markets in the
world, to Thailand, which is an emerging market. There is tremendous interest right
now in Asia from companies outside of Asia. This has, of course, been of interest to
us also. We continue to believe that the Asian market will be a market of the future.
There are a lot of growth possibilities in counl_ies such as Malaysia, Indonesia, and
Thailand, and we see a pretty good future right now for the Philippines. We believe
that the Philippines is finally getting their political situation under control.

I want to talk a little bit about our lines of business. Our primary line of business is
individual life reinsurance. This is our core business. We also do group life and
health. We do some individual health. I would mention here, for instance, that the
Korean market has been very good to us as far as individual health business is
concerned through a composite type of product which combines cancer insurance
with life, accidental death and some other types of benefits. This product has been a
very big sales success in Korea and we have benefited from that.

Most of our business is done on a yearly renewable term (YRT) or what we call a
risk-premium basis. We would do some modified coinsurance, but it is sometimes
difficult to do internationally for a number of reasons. One reason is because many
regulators simply reject it out of hand. Another reason is the currency fluctuation
problems, currency differentials can cause you to be out of equilibrium in terms of
your assets and liabilities.

Some of the support areas that we maintain facilities in would be actuarial services.
Of course, management information is extremely important to us. We also have a
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large operation dedicated strictly to administration and providing administrative
services to our clients. We have recently downloaded all of our business from our
mainframe and have now gone over to a personal computer (PC) LAN-baeed system,
which is much more suitable for the international marketplace simply because our
range of products is so large.

We have a lot of special challenges. One of those is long distance communications.
I can not express to you how the fax machine has revolutionized our business over
the years. I can remember years ago traveling intemationally and when you were out
of the home office - you were a one-man band. Now with the fax, you are really in
touch; it has truly globalized our ability to provide services and representation to our
clients. The other thing about long distance communications, however, is that we
deal with many clients who are working while we sleep or are sleeping while we
work; so this complicates matters and it means that we have to use the fax machine
and other means of communication such as international courier services very
frequently.

There are a lot of cultural differences, of course, which come about and I want to talk
about a few of these in detail, but I am going to slip to the nationalistic practices part,
which I think maybe will fit in a little bit more with some of the things that I'm talking
about. Some countries do have a local cession requirement and Taiwan is one
instance of this. There is a requirement in Taiwan that the first surplus of reinsurance
has a local cession requirement of 60%. The second surplus has a local cession
requirement of 10%. Indonesia would be another type of nationalistic practice in
which it was a market that was exclusively dominated by the local reinsurer called
Umumre, which is now known as Indore. Even though foreign reinsurers can operate
freely within Indonesia, there is still a nationalistic feeling that they must cede locally;
so Indore is almost always a participant in the account. The same thing would apply
to Korea. In the Korean market, there is a company called Korean Reinsurance
Corporation (KRC), which invariably will participate in any cession that comes from a
local company. In Mexico, there is a company that receives a very small percentage
of each local cession and this is a joint venture of the local companies.

Now, there is a linkage in many of these markets with nonlife business which is a
competitive challenge for a company such as Lincoln, which is a specialist in life
reinsurance. We very often are competing with companies that have shares in both
the life and nonlife part of the business. Many of our companies are what we call
composite companies, meaning they operate on both sides of the product spectrum,
and this is definitely a competitive challenge for us long term.

THE COMPETITION

The internationalreinsurancebusinessis a very competitivebusiness,and I can give
you one short illustrationof that. I was once in Asuncion, Paraguayin a hotel called
El Chaco which is so intimate that they even mark your wine bottle and put it asideif
you don't finish it over dinner so that when you come back into the restaurantthe
next day, they will give you the same bottle of wine that you opened the day before.
I was in my room and one of the things that we often do, particularly in countries
such as Latin America, is look in the Yellow Pages for the addresses of insurance
companies so that we will be sure that our records are up to date. I opened the
phone book up to find that all of the life insurance Yellow Pages had been tom out of
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the phone book, indicating that I had been preceded by one of my competitors in the
international reinsurance field.

There is an insurance boom going on right now in developing markets. This has, of
course, meant that there are a lot more markets open to life reinsurers than there
once were. It has made the competition all that more intense. To give you some
idea of how intense the competition can be, an emerging company in Argentina can
get a quote from eight to nine international reinsurers for their individual life business;
so it is a highly competitive business in which there is a lot of interest.

The client relationship aspect of the international reinsurance business is probably one
of the most interesting and I think one of the most gratifying parts of the business.
There is a tremendous emphasis placed upon the personal aspects of a business
relationship. We started with many of our clients at the embryonic stage of their
business. We were able to provide what we think were fundamental services at a
key moment in their development, and this has meant that we have developed very
close relationships both on a personal and business level over the years. In many
cultures, the relationships are as important as the business aspects.

I want to talk very briefly about currency fluctuation, because that was one of the
topics that I was asked to touch on. We don't hedge too much unless we find
ourselves in a net asset position in a particular currency and that can happen, for
instance, on a modified coinsurance deal. We might find ourselves with a heavy
investment, so to speak, in another currency. We will at that time hedge, but we
generally don't hedge. We just take our chances, because we're not in the currency
market business. We have enough broad exposure that we believe that when one
currency is going up, another perhaps will be going down, so our goal is to keep the
currency factor neutral.

I'm going to talk to you a little bit, and I'll conclude with just a few of what I think are
interesting numbers. People often ask us, "What has your experience been like in the
last 50 years in the intemational reinsurance business." We've developed some
statistics, but we don't use them as mortality studies. They're not actuariaUy refined.
Rather, they are working documents that give us a directional sense of where our
portfolio is going. Our portfolio is heavily influenced by our exposure in developing
markets in Latin Amedca and in Asia. I should mention one other thing about these
numbers. They are based on number of claims as opposed to amounts, because any
reinsurance portfolio is going to be made up of a fairly large number of jumbo cases
and one large claim, of course, can throw your results off. So for the purposes of
this study, we tend to look at it more in terms of number of claims.

Acquired Immune Deficiency Syndrome (AIDS) is a negligible component of our
international mortality experience. That does not mean that we do not think that
AIDS is a problem. It just means that we think there are probably reporting problems
and what we are seeing or what we are not seeing is all of the AIDS claims that are
occurring. Right now, it is far less than 1%, at least to our knowledge, of our claims
experience internationally.

Deaths caused by circulatory illness are lower internationally than in the domestic
market. This is something that we have known for many years. Our current studies

1221



RECORD, VOLUME 19

tend to confirm this. There are a lot of possible explanations for this. One of them is
that the rate of accidental death is higher, so some of those people are dying before
they might have lived to die of heart disease. Another possible reason is that the
lapse rates are higher, so you do not have as many elderly people with insurance
policies as you might in a typical domestic portfolio, which is our basis of comparison.

Deaths caused by cancer are lower internationally than in the domestic market. We

think the explanations for that may be similar to what I just said about circulaton/
illness. Deaths caused by homicide are higher internationally than in the domestic
market. Some of our studies in certain countries such as Mexico would indicate a
homicide rate of approximately 20 times the U.S. rate. This is a global rate, but it is
a problem for us. It is something that we have to deal with. I could tell you some
anecdotes about all of the problems that we've had with homicide in our international
portfolio over the years. Deaths caused by accidents are approximately double the
domestic rate. This varies from country to country, but this is generally our experi-
ence intemationally.

CONTESTABIUTY

In the automatic portfolio, 20% of the claimsare contestable. In contrast, the
facultative experience has improvedmarkedly from 30% to less than 10% for years
1989 and 1990. One of the reasons that we think this has happened is we have
tightened up somewhat on our facultative underwritingcriteria, particuladyin the area
of financial underwriting, and we think that we're beginningto see the resultsof this
after many years of working to improve this ratio.

MR. MOES: Some of those mortalityand cause-of-death observationsare quite
interesting. At the risk of repetition, for those of you who were inthe underwriting
update session, there will be inthe InternationalSectionnewsletter's next edition a
brief article comparingMexican mortality with U.S. mortality on an insuredbasis.
Obviouslyit's not an extremely rigorouscomparisonbecausethe face amounts are
somewhat different, but it does give some interestinginsightsinto the differences in
mortality. I think U.S. companiesthat are plunginginto Mexico with the assumption
of the same mortality as we have inthe United States may or may not be in for
some surprises.

Our next speaker is Mr. Andrew Giffin. He is a principal of Tillinghast, the esteemed
consulting firm. He works out of the Boston office. Andy specializes in multinational
insurance organizations, new foreign venture business plans, cross-border operations,
domestic market strategies, competitive market analysis, bank and insurance combina-
tions, and organizational design. His recent clients have included major foreign and
domestic insurance companies and other financial institutions. Prior to joining
TowersPerdn in 1983, Andy served as a consultant to the Harvard Institute for
International Development in Indonesia. He was also a director of management
services for the NAIC. He was a deputy commissioner for the Massachusetts
Division of Insurance and chief counsel for the Pennsylvania Insurance Department.
He holds an MBA degree from Boston University and a law degree from the Univer-
sity of Wisconsin. He also has authored several articles on the strategic management
of domestic and foreign insurance companies.
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MR. ANDREW F. GIFFIN: I would like to talk about reinsurance as it's positioned in
foreign market participation, not so much specifically from a reinsurance perspective,
but from a broader perspective of the potential role of reinsurers in the evolving world
market. There is a question as to how much opportunity there is for reinsurance
business from a number of perspectives. Steve mentioned a hotly contested
competitive market out there and some question of the level of capacity and whether
there's overcapacity, which I think Joe will touch on as well. I would like to focus a
little on the reinsurer participation and the development of direct writing elements of
the market and look at some of the opportunities in that area. To do that, I would
like to look very briefly at some world trends in the market, how reinsurers fit with
those trends, market opportunities in some of the developed countries, and also
market opportunities in some of the less developed countries. Finally, I'll discuss
some structural options that I think have a significant influence on the opportunity.

World trends obviously is a very large topic, so I am going to try to focus on three
specific world trends that I think heavily influence what the opportunities are. One is
global standardization. Another is sort of the reverse of that, local specialization, and
finally a brief look at some of the growth potentials around the world.

GLOBAL STANDARDIZATION

The whole ideaof globalizationseems to me a matter of a certain amount of myth
and a certain amount of reality. The myth isthis notionthat to be globalor to follow
a globalizationtrack means to be everywhere. Talkingwith Royal, for example, some
years ago, I discoveredsome of the peoplewere talkingvery expansivelyabout being
the one true globalcompany; that is, beingeverywhere. Well, Royalis not quite
what it was a few yearsago and it's had a fair amount of difficulty for various
reasons. I thinkthat ambition has changed somewhat.

I think part of the problemis that globalizationreally, in terms of what is useful,
means somethingrather different; and that is that there are actually lotsof opportuni-
ties for internationalstandardizationof variousactivitieswithin various sectorsof the

market, it isthat standardizationacross many countriesthat is the valuableaspect of
globalizationrather than an aspirationfor coveringevery major market or every market
of any significanceinthe world. Now, why is that so?

We have had over many yearsconvergence in the areasof business,politics and
culture. Politics, perhaps, is the most obviousone in recent years since 1989 with
the fall of communism, the shared concerns in the world since that time in areas like
Somalia and Bosnia,the development of regionalpacts of countries with the European
Community and the North American FreeTrade Agreement (NAFTA) Treaty, and
there are various others around the world. So certainly politics is bringing together a
lot of things that have been separate nationally over time.

This has been fostered also in terms of culture. Communications technology has
allowed us to share a great deal of our diversity. We're not using television and other
media to learn about each other for the purpose of homogenizing, of being all the
same, but rather sharing our diversity as expressed in things like the availability of
various cuisines in restaurants in various cities of the world. So we're gaining through
the diversity and not losing through getting rid of many of the good things about the
different cultures around the world; so that's bringing us together as well.
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In business, one of the best examples of convergence is the rise of the Japanese
economy which has been built not so much on the Japanese national market, but
more on the participation of Japanese companies in the development of businesses
through foreign market participation - consumer electronics, automobiles, and various
other kinds of things. In various ways we're coming closer together as a wodd in
business, politics and culture. In terms of business, part of the outcome is that price
and quality are surpassing national loyalties as a basis for how we choose which
products we buy. Certainly one good example is the U.S. auto market where
Japanese and Korean cars were once perceived as the cheapest models on the
market and now. The Japanese are moving into the luxury car markets and are
perceived as having the higher quality in many aspects at a competitive price.

Those are very powerful kinds of movements and we see examples of the develop-
ment of woddwide markets, of converged markets in a lot of areas. The obvious one
is travel, which is international by its character with hotels, airlines, and that sort of
thing. We see luxury goods in airport boutiques - Gucci bags, Rolex watches, and all
sorts of luxury goods at an international level. It also has penetrated the mass market
with companies like Benetton and Casio and The Gap and all sorts of others where
there's a basic product which is acceptable in many cultures at the same time.

Computers, semiconductors and processors are clearly a wodd market as are tools for
manufactudng, robotics, and joint ventures for things like drug development when it's
difficult in one national market and through one distribution system to make that work
economically. This is a long-standing development of standardization which goes
back many centuries. The important thing about what's happening is the speed of
the change. The speed of the opportunity for business standardization is accelerating
very quickly.

Let's look at this then as it applies to the insurance business. One of the important
characteristics of the opportunity for global standardization in business is to have a
product that has a basic similar need for people in different cultures and countries.
Insurance fills that in its general characteristics in terms of things like retirement
savings, death protection, and disability, where UNUM is spreading worldwide in
terms of offering that kind of coverage in its specialty, long-term savings. Basically,
the needs are the same, but at the same time there are some very important cultural
differences which we have to recognize. Global investment both at the retail level in
terms of the growth of the use of international funds within things like variable
products, unit-linked type products, and also global investment used by corporate
finance for efficiency in managing money is a major area of opportunity for global
standardization.

Now we get into some of the other areas of the insurance business systems. We
talked to one major U.S. company that uses the same basic system in four different
countries in different parts of the wodd and their view is that approximately 80% of
the administrative system is the same for all those four countries and about 20%
needs to be modified for the product differences from country to country. That's
indicative of a major opportunity for standardization across country lines.

In risk management, the opportunity is more a matter of the process of evaluating risk
and less a matter of making the same assumption. Steve was talking about some
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major differences in assumptions you would need to account for in intemational
markets. Certainly UncolnNational and others can apply similar kinds of risk assess-
ment mechanisms and processes, but has to be very much aware that there are
differences country to country and region to region.

We can export product concepts. Historically, many parts of the world that were a
part of the old Britishempire use products that are basicallydevelopedfrom U.K.
models. Similarthingshave happenedin places like Latin America with U.S. models
of products, so there's been a lot of influenceand we often tend to focus on the
differences. In fact, there's a lot of similarityproduct to product and there's an
opportunity there for applyingstandardizationin some form, again, with the adapta-
tion of the local market.

In organization management, I think this is an area where American companies in
particularhave an opportunitythat they haven't tapped very effectively. That is, we
make fairly good use of computer technologiesand other technologiesand have
developed some interestingways of managingthe businesswhich, if adapted to local
cultures,which is the part I think we don't do quite so well, could be very powerful in
some of the areasof the world that have faidy sophisticatedmarkets. However,
administrativedevelopment and management developmentare well behind us.

I think if you look activity by activity in terms of what it takes to run an insurance
company, you'll find a substantialamountof area of potentialstandardizationwhere
you can use similar kinds of processes across country lineswith appropriateadapta-
tion in the countries. Now, who is using this sort of approach as a central part of
what they do? Actually, there are not a great many examples. I'd say AEGON is
one; it is building sort of a framework for how they extend intemstionally. The other
Dutch companies, IntematJonale Nederlanden (ING Named) and Fo_s, are moving in
that direction. Probably the clearest philosophical statement about that comes from
Claude Davia, the Chairman of Axa. Axa is at the point of making some major
strides to try to develop that sort of thing. It is a bit behind in terms of the develop
ment, although the philosophy is there.

The traditional large multinationals - the Zurich, Allianz, Generale, UAP - are much
more traditional in general, although companies like Generale have multinational
poolingarrangementswith Aetna, a PC pooling arrangementwith the Continentals;so
they're beginningto use some jointventure kinds of relationshipsto share some basic
approachesto the businessand extend that into other markets.

I'm suggestingthen that there are significantopportunitiesfor standardization,but
there are also some opportunitiesthat have to do with the requirement of local
specialization. The primary globalizationconstraint,if you think about it, is regulation
that occurs in countriesin different ways. Japan and Germany have been very
difficult to enter becauseof an intenseregulatory system that makes it difficult to do
anything new and different which attractsattenlJon in the market. But there are very
strong trends towards deregulationinthe EuropeanCommunity (EC) as the
U.K]Netherlandsstyle of a more open market approach is replacinga very tightly
controlled system in places like Germany. Now, this is not going to change overnight,
but it is going to continuouslychangeand open up new opportunitiesin places like
Germany.
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In Japan, they're revising the laws with respect to the powers of life companies and
property and casualty (P&C) companies in terms of extending them into new lines of
business, looking at the powers of banks, and that's going to have a revolutionary
effect on the Japanese market. Again, it will not happen overnight, but it is going to
happen continuously over a period of time.

Now, there are practical constraints in moving into foreign markets such as public
perception of the way the business is run, differences in attitudes about investment
versus protection, different attitudes about whether we are in this for prot"_or we are
in this for growth, and during particular periods of time these can make a significant
difference and need to be taken into account. As Steve mentioned, a variety of
cultural and language issues need to be taken into account.

If you think about going into a foreign market, if there is an opportunity for expansion
and the choice is between a domestic organization that does not have any experience
in life insurance or pensions or whatever you're getting into, and compare that with
the kind of experience a life company or a pension operator has with the complica-
tions of those businesses, I think there are some significant advantages, if the cultural
issues can be overcome, to going into new markets and adapting to those situations.
In the situation we have now, there are many rules being changed.

There is a new pension law that just passed in Italy and is now in the process of
being implemented. How does a local life insurance company in Italy respond to a
new pension law? It will need to change its whole focus of the way it does busi-
ness. If you can take process into an environment like that and adapt to the new
conditions, then it is possible to, I think, have some advantages. There are
advantages of just having no baggage, of being free to adapt in new markets and not
have to follow the old pattern that you may be stuck in a local market.

Fortunately, along with standardization and opportunities for localization, there is
growth potential. I think we have talked a little bit about this. There is fast growth in
Taiwan, Korea and Indonesia in ranges of 10%, 20%, and 30% with life insurance.
In Italy, a very developed market, there is substantial growth - 22% growth in 1991
in the life market. Spain has been a growing market, and there's the whole Eastern
European scene where things are growing very quickly. Also, Latin America, Mexico
and Argentina are growing. Mexico had a 25% growth in premium in 1991. There
are a lot of areas where there is significant growth potential and the question is can
you put together the global standardization, the local adaptation, and apply that in that
environment.

Now, in the developed countries we are looking more at a move away from some of
the traditional endowment and life kind of products where the real growth is in more
simple products - for example France and Spain had major growth in the market
through a very simple bank product. There was growth in traditional life business,
but as an add-on to the major growth in the bank area. When considering opportuni-
ties, I think there is a favor toward the nontraditional entry as opposed to getting
involved in the traditional markets as they have been.

Where do reinsurers fit within this picture? If we look at reinsurance per ss, reinsur-
ance has the advantage of going into a new market as entry with a limited
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infrastructure. You don't have to build all the basic infrastructure of a direct writing
company. It can be used for a basis for market intelligence to learn something about
the market and then you can decide later whether you want to be involved in a direct
way also.

The reinsurance environment. I am curious about the people in the reinsurance
business and whether an observation sounds appropriate to you. There is a sense
that when getting into either reinsurance or the direct business, reinsurers do have an
advantage because they have a perspective which is a bit broader than the traditional
direct writer; that is, a reinsurer has to deal with a variety of different companies that
do things a variety of different ways. To the extent that they have a foreign market
experience, as was described with Uncoln National, for example, there is a lot of
market intelligence already gathered. Peoplewith reinsurance experience can take
advantage of the standardization kinds of things and be a bit more adaptive than
some of the traditional direct writers, particularly in reinsurance, but also in the other
markets. You have to be very careful about market risk assessment. Somebody de-
scribed a situation in which they thought they were in pretty good shape insuring
Supreme Court Justices in Columbia, upper-crust sort of people, and these are the
right kind of people for us to insure. However, they had a little problem with the risk
in that particular case.

In Russia, you have the problem of nationalized insurance from the past. Russians are
good about premium collection and are not quite so good about claims management,
risk assessment, reserving, and things like that. You do have to be quite careful.
You have to know who your direct writer is if you're a reinsurer and perform careful
due diligence. Then the question is, is there a future for a reinsurance market or is it
too competitive? Should you consider something else and use your experience more
in the direct area?

Let's discuss developed market opportunities. Basically, many of the older European
markets, such as the U.K. and France, are experiencing slower growth. Germany has
some growth much stimulated by the changes going on in that country. There's also
active market development within the EC because EC companies are having to face
the fact that they're coming into a single market; so there's active development of the
gaps in the market. Also, the EC is the home of most of the major multinational
insurers that have lots of intemetional experience. Also, European reinsurers are
seeking new life markets, as several are getting out of the P&C business. In terms of
developed markets such as Europe, I think there are more difficult opportunities,
particularly if you're seeking to enter on your own.

Let's look at the less-developad market areas; we mentioned Italy with rapid growth
in premium, but there is low penetration because of various historical reasons. So
there is substantial room for growth, particularly with the new pension law coming on
board and particularly in the northern part of Italy. Another example, probably
somewhat less known, is a Southeast Asian country, Indonesia. It has some 180
million people, very rapid development, and is sort of following the same track as
Korea and Taiwan. Now, you're not going to insure 180 million people very quickly.
They insure approximately 4-5 million people, but there's probably a market in the
order of 30 million, which makes it a reasonably large size country for insurance.
There is significant opportunity in some of those markets. Mexico is stimulated by
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the NAFTA Treaty, economic stabilization, and we've heard about growth in that
market.

Again, I think the focus should be on nontradltional markets - the use of banks and
retirement savings in the less developed countries. I think that is an opportunity to
get into the market more quickly than the process of actually building up an agency
force step-by-step. In the more developed markets, it's an opportunity to break away
from tradition; so where you have heavy competition and opportunity to get into the
market, in a way that would be more difficult if going into the traditional side of it.

Let's look quickly at what your structural options are if you decide to go in. Direct
entry. You are taking everything on yourself: high up-front costs and fairly significant
risks. You have to be willing to take the time for the maturation of the business and
whether it's reinsurance or a direct entry, unless you happen to have a great deal of
knowledge about that country from prior experience. An alternative acquisition is
possible, perhaps, to get some experience that way; but the question is do you really
know what you're getting. If you do not have experience in the company, do you
know you're buying something of value or not?

Joint venture provides another approach. If you are thinking in terms of reinsurance,
there is the immediate opportunity of sharing reinsurance; that is, risk pooling between
a foreign and domestic company. There is an opportunity for sharing market intelli-
gence in both markets or the variety of markets you collectively share. There is
opportunity for cross-market entry. We've talked to Europeans who are not terribly
excited about the U.S. life market in general. But if you're looking at a very special-
ized kind of entry such as access to U.S. reinsurance markets in cooperation with
somebody who knows something about the market, that's a bit more attractive to
them than a general entry.

Then you have to consider the risk and profit-sharing aspects. The benefits are
access to the market and risk sharing. The cost is you need to learn to share control
and profit. Here, again, I think there may be an advantage for reinsurers who have to
do that in cooperation with their clients on a regular basis.

How do joint ventures fit into this trend? It seems to me that they are particularly
well suited to the developments in the world as we see them. There is an
opportunity to share standardization and local advantages, and to put together the
right combination which is, I think, critical to success in the future. It is possible to
access growth markets through a local combination. It's possible to break the
baggage barrier. For those of you who have had experience with joint ventures, one
of the advantages is you tend to be able to do things that you wouldn't necessarily
do by yourself because you have to cooperate and find new ways to doing things.
So it allows you to kind of break away from the traditional ways of doing things.

It provides access to some of the emerging nontraditional growth markets and here's
an area where it's possible to apply insurance expertise with a foreign bank or with a
U.S. domestic bank who's looking to develop in some foreign markets; we've had
some experience with domestic banks, stockbrokers, and other financial institutions
looking for entree into other markets and using insurance as part of that process.
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Here, again, it requires sharing of resources, risks and rewards; you need to develop
the skills for joint ventures as well.

What are the opportunities for reinsurers in foreign markets? There may be some
significant opportunities on the reinsurance side, but I also think it's important to
consider using the skills in the direct marketing side. In general, to sum up, the trends
seem to favor foreign market participation through globalization, localization and high
growth opportunities - growth both in particular country situations and also through
nontreditional markets, even some of the more developed markets. And, reinsurers
are particulady well-positioned, I think, from the breadth of their experience, the way
they do business and the nature of their business to be active in this area. Finally, I
think that joint venturesoffer significant advantages in making this happen.

MR. MOES: Joe Kolodneyis the seniorvice president in chargeof the Life, Accident
& Health ReinsuranceDivisionof Alexander ReinsuranceIntermediariesIncorporated.
He also serves as divisionalhead of the Worldwide Life ReinsuranceBrokering
Activities for both Alexander ReinsuranceIntermediariesand its affiliate company,
Alexander Haddon ReinsuranceBrokersUmited of London. Both are subsidiariesof

Alexander & Alexander Services, Incorporated. Joe Kolodneyhas 27 years of
extensive domestic and internationalexperience in both reinsuranceand direct
insurance. He has held seniormanagement positions at a major U.S. life reinsurerfor
many years and he has sewed as presidentand chief operatingofficer for two life
insurance companies.

MR. JOSEPH F. KOLODNEY: What am I doing here? Steve Clintonhas a Ph.D.
which I'm in awe of, and Andy Giffin is a doctor of law. I just have a bachelor's
degree in politicalscienceand history. To put an internationalflavor to this, "buenos
dias," "bubn giomo," "gutten Tag," "ohio," and "dobroye." That was an international
reinsuranceintroduction. The problem of coming last is that some of your better
material has been generally trampled over by the preceding speakers, but we'll see if
we can address some of the topics that are on the agenda.

I would say that, as a broker, we represent the ceding companies' interests in
securing reinsurance and, because of our access to 50 different marketplaces, we
think we can facilitate that process with a minimum play on company management
time, which is always wearing, especially if you're working on a project where you
don't have a lot of background and depth of experience in resourcing for your needs,
especially in the intemational area, as well as the domestic area.

Lee Sherman Dreyfus, who was the keynote speaker, talked effectively about the
globalization of the developed world economy and talked about the importance that
America as a research and development country has played in the formation of a lot
of cultural and economic trends. I think that both Steve and Andy will probably
concur that in the last 20 years the presence of mass communication like television,
the dissemination of a lot more media, and the use of English as an increasing
international language for conducting business, has sewed as a set of transmission
lines that bring countries together. I think basically the markets that are in the
process of being developed are, in effect, a reaction to the ripple effect that all of this
new technology has been playing in the development of the developed countries and
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now moving into the secondary tier and then ultimately into the lesser developed
countries over the next decade or 20 years.

Let's discuss the extent and form of international reinsurance activity. We were
discussing this a little bit earlier; I think my colleagues agree that there is no well-
documented literature to talk about international life reinsurance activity. So as part of
the oral tradition of our industry, somewhat akin to gargling, I am passing this on to
you. We're confining our remarks to the life insurance area, even though, as many of
you are probably aware, the property and casualty reinsurance business is much more
dependent on international reinsurance facilities. You have huge exposures because
of Japanese and New Zealand earthquakes, the recent World Trade Center liability
and property damage as in Hurricane Andrew. The P&C international reinsurance
community has taken it on the chin heartily in the last several years. If you look at
the results out of Uoyd's, you see the impact that the presence in the international
reinsurance business can bring.

Life reinsurance is really conducted in just about all countries, but there is one country
for which I will give you a short anecdote where I found it wasn't conducted -- Paris.
I was at an international meeting in Paris in 1980. I was riding over to a reception on
the bus and seated next to me was a very distinguished looking gentleman who I had
not yet met so I introduced myself. At that time I was with the General Re Group
and this gentleman turned to me and he said, "1 am with Varta, the Polish insurance
company." Now, obviously I am an American who's used to dealing in 50 states
with 1,200 or 2,000 legal reserve life insurance companies. In Europe there are
about 200 companies. It's kind of a step backward to think that in the whole
country of Poland there's only one insurance company. I explained to him that my
work was in the life reinsurance business. He was smoking one of the Eastern
European paparazzi cigarettes, holding it in the European fashion between thumb and
forefinger. He looked at me, inhaled, blew smoke and said, "We have no life
reinsurance in Poland." Now that may change in coming years, but at that time there
was only one insurance company and no life reinsurance in the whole country. It
shows there are market limitations, especially if you're operating under a totalitarian
system.

The U.S. market is probably the largest risk market in the world. We build our
business on the human life value. Most countries build their businesses on save now,
invest, and the human life value, while certainly not minimized, is not as emphasized.
A couple of years ago, I read in The Wall Street Journal an article bemoaning the fate
of the current generation of ownership of French vineyards, because in France they
have a capital tax. Upon the death of the individual, every asset and all personal
wealth is subject to a tax. As a result, a lot of the current vineyard owners in France
are probably going to have to sell, or their beneficiaries are going to have to sell the
vineyards to raisethe taxes to pay the death duties.

In the United States, we know what we have to do to satisfy estate tax needs. We
buy a lot of life insurance and plan ahead and use all kinds of trusts and estate
planning vehicles. While you might not be able to get as much money as you want
for a particular purpose, at least life insurance can be a very important product in
deferring or diminishing the burden that such a responsibility would bring. Even
though we're seeing in this globalization or world economy a movement of countries
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and people into economic unions, like the European Economic Community (ECC) and
the European Free Trade Association, there is significant product differentiation in each
country which is important for reinsuranceconsideration.

The United Kingdomas a market is a combinationof investment and risk products.
In France,they have a tremendousburgeoningof deferredproductswhich generates
tremendous cash accumulationsand are sold under the labelof life insurance.
Retentionsin the continentcan be somewhat small. Retentionsinthe U.K. could
approach U.S. levels. The continental markets such as France, Germany, Italy,
Holland, etc., are more savings and investment oriented.

As we mentioned earlier, banks in Europe play a much larger role than the life
insurance businesses. The regulatory restrictions we have in the United States
separating banks from insurance are really unique to our society. These interactive
activities in Europe are known as bank excellence or alphenons and they represent the
synergy between banks and insurance. Company retentions in these markets are
somewhat lower because of the nature of the types of products sold.

Consumers may be provided with tax deductions specifically for certain required or
discretionary insurance coverages. They might have to take off the top of their
income enough money to buy personal coverages, homeowners or automobile
insurance, and perhaps an allowance to start putting money into some kind of an
investment-oriented life insurance product.

Local market conditions would frame international reinsurance strategies. Continental
reinsurers are both mortality reinsurersand financing reinsurers. Since a lot of
European products are asset cash value accumulating,they create a heavy reserve
strain. That, coupled with acquisitioncosts, necessitates ceding commissionsfrom
reinsurerto ceding company that may runas high as 140-160% the first year.

As a result of relatively moderate risk retentions,Europeancompaniestend to
participatemore in poolsand alliances. There alsoare shareholdinginterests between
reinsurersand primary companieswhich, in part, may dictate where reinsuranceis
ceded. Companieslike AUianzhave a significantshareholdinginterest in Munich RE
and vice versa. The Swiss REGroup has a shareholdinginterestin a lot of primary
companies. We think of Swiss REas a major reinsurancecompany, but in reality
they have a lot of interest in primary businesses.

There is a differentiationthat should be observed between what we would call
professionalreinsurersand reinsurancedivisionsof primary companies. There are a lot
of Europeancompanies that use their reinsuranceas bartering toolsto diminishthe
cost. The major intemationalinsurerslikethe Munich, the Swiss RE,the Mercantile
and General, Miguel, Cologne,and Scora allhave well-establishedworldwide facilities
to handle largerrisks. The smaller-to medium-sizedcompaniesor divisionsof primary
companies use their excess businessto trade or reciprocate, in additionto accepting
net retention shares of risks from other companies.

The caution I would put out as far as enteringinto reciprocalreinsurancearrange-
ments, which can be effective from an ultimate cost reinsuranceviewpoint, is that it
can be a good economic decisionif you're not uncomfortable in acceptingrisksfrom
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sources where you have no relationship. The reason results may be good is because
premiums are considerably higher than in the United States, although new products
are coming out now for which we can see a trend, especially on the risk and term
insurance side. There seems to be an emerging scenario of the kind of competition
we started experiencing in the United States about 10 or 15 years ago.

Generally, the motivation for purchasing products in Europe is more of an accumula-
tion investment rather than pure mortality. In a reciprocal agreement, you can have
profit commissions back and forth and sort of a gentleman's agreement to balance
accounts if one or an other party goes into a loss position. We have negotiated
transactions and helped U.S. companies into European arrangements, which has
helped expand the U.S. capacity and provided more favorable economic turns not
typically provided in the U.S. market on certain products and risks.

Tax regimes vary from country to country. This may also influence the action of the
international reinsurers, as some of these countries may provide favorable treatment
on reserves or actually provide economic incentives to bring in reinsurance from
outside the home country, Culturally, many international companies are very long-
term oriented end are prepared to invest accordingly. By the nature of the business,
international reinsurers work in multiple currencies, which is not common in the United
States.

I think that probably one of the hurdles that a company going into the international
reinsurance business has to confront is the reality that they're dealing in currency
exposures and liabilities, and assets may change. If you're in an investment situation
with a company, an original terms transaction where you deposit the reserves, you
have a potential currency problem. That's probably one of the hardest entry barriers;
if you're just starting from the U.S. dollar base, you're making significant potential
investment in involving yourself in other areas of the world where you must deal in
local currency.

As Steve and Andy said, new reinsurance opportunities are emerging in the Pacific
Rim and the Far East. There are recent changes in the government and stronger
economic planning. NAFTA in Mexico is indicative that that market, which I guess
was ina shamblesabout ten yearsago, is now coming back and is more viable.
Several U.S. companies have establishedjointventures in Mexico and are trying to
penetrate the middle classMexican marketplaceand lookingfor positioningover the
long term. South America is somewhat checkered as certain politicaland economic
instabilityin several countriesmandate a somewhat cautionary approach. I think
Steve probablyhighlightedthe areasof interestwhere there seemsto be the most
upside potential- Argentinaand Chile.

Mechanisms of internationalreinsuranceare very similarto our own: risk premium
reinsurance;coinsurance,sometimescalledoriginal terms reinsurance;modified
coinsurancewhere you take it on originalterms and deposit back the reserve to the
ceding company; financial reinsurance, which I label as more portfolio reinsurance; and
financing, which is to provide the high level of ceding commission and new business
going forward, as you would on a continuous treaty.
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Let's talk a little bit about accepting reinsurance of business issued in other countries
from a U.S. perspective. I guess there are some factors in here and one question is
why? Why does a U.S. company want to accept reinsurance and business issued in
other countries? What is the company's motivation? Does it want some international
exposure? Is it interested in building relationships overseas as a foundation for
potential expansion? Is it a question of being a little aggressive in using what they
perceive as underutilized capacity? Is it viewed as an opportunity to diversify their risk
exposure base and enjoying a supedor return than what they might get in their own
domestic market?

It is important to understand and be comfortable with the location of the business,
the type of product that you may be reinsuring, the currency aspect, local underwrit-
ing standards, the rates and method of reinsurance, the willingness to have reserves
deposited back to the ceding company in local currency, if required, the impact of
inflation and its effect on recovering an investment, the amount that you are comfort-
able in accepting as a liability, and homicides and accidental death claims. When
you're operating on a very remote basis,claims could be a problem.

We used to have an office in Mexico City, which was an indigenous office. All our
underwriting, administration, marketing and accounting was conducted down there.
We had a very good guy who was intimately familiar with the Mexican marketplace.
As a result of his efforts, we know we saved claims on at least five bodily substitu-
tions; so that's an aspect that is somewhat foreign to our culture in the United
States. While I'm not saying it's a culturalethic outside the United States, it's an
environmentwhere one must be very attentive to both risksand rewards and
knowledgeable claims investigationson site.

You shouldtry to have a sufficient understandingof the environmentfrom where the
riskis coming and the relianceon the knowledgeof the assumingcompany staff and
underwriter, it's possibleto experimentin a smallway, but hopefullythat small
experimentation will result in buildinga database and a knowledge base that makes
you more comfortable about getting involvedfurther. Also, one must look at the
financialstrength of the ceding company or reinsurerthat you're accepting business
from and have an understandingof how it does business.

I worked in Spain for awhile and there was a whole state of interest in sellingsmaller
Spanishcompaniesto international insurerswho wanted a presence in that market-
place and the question that kept on comingup is how many sets of bookswere
there. You never reallyhad a handleon allthe liabilitiesor the quality of assets and
some companies made some unfortunateinvestments and got burned as a result.

The acceptance of business from outsidethe UnitedStates by U.S. companies is not
only tied to the country, but alsothe underwritingstandards and the product they're
in. The accepting company needs to rely on the professionalismand integrity of
ceding company management, whether primary or reinsurance,if questionsinvolving
foreign languageconsiderationsemergeand the assumingcompany has no real
languageexpertise. Some companiestalk about getting involved in the European
business,but when you ask them how they're going to look at a French claim or a
German claim or whatever you realizeit couldbe a potentialproblem. That's why I
think Andy's concept of a joint ventureor a hand-holdingoperationwhere you builda
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relationship with a couple of partners on which you can rely and who can rely on you
is maybe an advantageouspath to take to gain entry into this marketplace.

I am going to concede immediately to Dr. Clinton who is more knowledgeable about
underwritingstandardsthan I am, but I just want to give you a littleonce over as to
how I look at what the market represents. Underwriting is influencedby policy
provisionsin localculturalorientation,even though I believe there's a fairly homoge-
neousapproachto risk selectionbecauseof the support of reinsurerswho operate
internationallyand the fact they will establishand guide underwriting standards in their
evolutionfrom country to country. Most of the life insurancecompaniesin the world
do tend to rely on reinsurancearrangements. The qualityof relationshipbetween
themselvesand their reinsurers,especiallyon the underwriting side, is dictated by an
acceptanceof an agreed methodologyof how to do riskselection.

The U.S. is a littlebit uniquebecause in our lustfor ever more predictablemortality
results,we keep on carving up that standard classto the point where there's not a lot
left of a broad standard class; everybody is into super preferred, nomsmoking,
physically fit, long-living applicants. As a result, in order to justify some of the
mortality assumptions we make, we keep on ge_ng more and more tests and
examinations to give that assumption credibility. Most countries outside the United
States generally go standard versus substandard and now there's an increasing trend
for smoker versus nonsmoker,

Steve indicated that Lincoln has an operation where their principal thrust is in the
southem tier - Spain, Italy and Greece. I think my recollection is correct. You find a
tot more smokers in that part of the world than you do up in northem Europe. You
can get into French taxi cabs and you'll see signs that say no smoking. In Spain and
Italy, everybody smokes. Certain countries can obtain underwriting information such
as lifestyle and sexual habits not available in the United States because regulation
restricts these lines of inquiry. There also are organizations in Europe that specialize in
rating substandard risk pools.

AIDS has highlighted an underwriting problem which foreign countries have had to
come to grips with in the last several years. Testing limits, I think by U.S. standards,
are considerably higher, but many countries allow unlimited contestability in their
policies, which means in effect that if, in fact, somebody does misrepresent on the
questionnaireand they die, it is very possiblethat theentire benefit could be denied a
significantnumber of yearsafter the policyhas been accepted. The highertesting
limit may be offset by exceptionally specific lifestyle and habit questions, along with
questions on the types of tests the proposed insured has had.

One interesting thing is that the type of large case market we have in the United
States is not as extensive in Europe. As a result, while we tend to be seriously
concerned about the jumbo limit issue in the U.S., it is not generally an issue in most
European environments. They just do not see that aggregation, that accumulation.
Let me talk very briefly, because I begged off discussing reporting regulatory issues,
remittance of payments, and currency exposure.

What I have found is that there is not a lot of uniformity of reporting. There is certain
basic information which is going to be transmitted between ceding company and
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reinsurer, but some of it could be computerized and some of it could be manual.
There seems to be a lot more manual transmission between ceding company and
reinsurer on reporting records. Hopefully this is going to change as technology makes
reinsurance administration easier.

We should also be aware that from the U.S. perspective, the U.S. had tax treaties in
different countries. There's an excise tax consideration involving outgoing reinsurance
which ceding companies should be aware of, and which may impact the financial
strength of a deal or it may be a handicap to getting it consummated. There is a
currency exposure issue, a transaction of a very large magnitude, where you're really
doing a major treaty involving this heavy ceding commission for reserves deposited
back that may justify the use of some derivative product or hedging strategies. BUt
you cannot go out too long hedging strategies on currency. It's generally a short-
term result.

You can see the evolution of a more common market in Europe. Europeans have an
interested population that appreciates the fact that there has not been, except for
what is going on now in Bosnia and Herzegovinia, a war in Europe since 1945.
While preserving their own national identity, they like the idea of being able to buy
goods from country to country, minimum cross-border interference, and taking advan-
tage of pricing of products, especially in the insurance area. The EEC has launched
several directives. The latest one, I guess, is the third life directive, which is being
implemented; but there is still some instability.

I have said for several years that the one thing that Europe is ultimately going to have
to confront is the fan that the EEC has 12 countries in it. it's very difficult to keep
12 sets of books if you're dealing in 12 different currencies. I think they're moving
toward a standard European monetary unit. They started with the ECU, but as a
result of contemporary economic conditions, England had to get out of the rate
stabilization program. Italy and Spain are probably going to be devaluing so I believe
they are out. This is going to be another evolutionary trend. But at some point, I
believe that, as the global scenario continues to be more interactive and there is more
interdependence country to country on goods and services,there is going to be a
natural evolution to some form of consistent monetary unit that you can use in
internationaltransactions. On that note, I am goingto terminate my remarks and
allow questions.

MR. GIFFIN: Well, the Indonesianmarket really didnot have much of a life market.
It was sort of an industriallife market up until about 1987 or 1988. AIG came into
the market. The government had been thinking about authorizinglife joint ventures.
It had nonlife joint venturesfor some time and had not gone into lifejoint ventures
with national companies, so it was limited to a nationalcompany market. From 1987
on, companies began to come in. I guessthe most dramatic move was ManuUfe
that came in and reallydid a very good job of buildinga market of individual life
insuranceand some pensionbusinessin a very awkward set-up of trust funds and
things.

It has now passeda pension law and the combination of generaldevelopment. The
pension law and the beginningsof the developmentof a life market growth have
drawn a number of U.S. and other companiesinto the market, by establishingjoint
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ventures. That is a market on top of rapid economic growth, fairly good economic
control of inflation and other broad economic factors and generallystable politics. The
current Presidentof Indonesiawas just reelected. He is a revolutionaryleaderin
power since 1965 and neadng the end of his career, so there is an issueof trans'_on.
It has been a favorable market for rapid developmentand it continuesto be.
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