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9 inancial services in the 21 st century: 
An opportunity -for actuaries 

T he age of digital capitalism - 
whcre tinancial information is 
instantly available and money is 

moved electronically, both locally and 
globally - is here. And, the world 
financial industry is being transformed 
at an unprecedented pace, led by 
trends such a.s: 

fading away in some par& of the 
world. 
Geographic expansions of financial 
sewice companies have accelerated 
Technology is eliminating the 
boundaries of geographic borders. 
Intense competition has forced 

Trnditional distinctions between 
banks and insurance companics are 

many mergers within the sanie 
industry: banks with banks, invest- 
ment brokers with invcstment 
brokers, and insurancc cornpanies 
with insurance companies. 

l Businesses that wcrc traditionally 
scparatcd bcgan to mergc or 
become linkcd: banks, insurance 
companics and investment brokers. 

l Globally active financia1 conglomer- 
ates are detcrmining thc fiiture 
landscape of the financia1 serviccs 
industry. 
The globally integrated financia1 

services industry affords opportunitics 
and prcsents challengcs for individual 
actuaries and for the future role of thc 
profession. Let’s examine these issues 
from a Europcan perspective. 
Driving forces in Europe 
Three main forces are behind the 
recent trend of European-based 
companies building financia1 
conglomcrates: 
1) The general trend toward the 

0 
institutionnlization of the 
savings/investment/insurance 
dollar of the consumer 

2) The dercgulation of the financia1 
industry 

3) The power of technology 
Thc earning powcr of thc baby 

boom brought a dcmand for invcst- 
mcnt opportunitics. This resultcd in 
the enormous growth of the mutual 
fund industry in the 1980s and direct 
competition from insurers with annuity 
products that had favorable tax status 
in many European countrics. 

Bancassurcince/allfinanz 
in Europe 
Thc term bancamrrancc has been used 
to describe the new cornbinations of 
banks and insurance companies. The 
ncwer terrn, nllflnnnz, has been uséd 
to describe the new financia1 conglom- 
erates providing a full range of financia1 
services throughout a consumer’s entire 
life cycle. 

In Germany, a major bank has been 
rnarketing lifc insurance policies for 
several years directly within its 
branches, using specially trained staff to 
sell to bank clients. This bank had 
enormous initial success. Similar 
growth in thc allfinnnz concept has 
sprcnd throughout Europc, but with 

The deregulation of financia1 
services, the so-called “Big Bang,” 
allowed financia1 institutions to move 
into cach others’ arenas. Thc Second 
Directive (1989) of the European 
Union (EU) opcncd up a broad ncw 
horizon for the financia1 industry. 
Sincc July 1994, banks and insurers 
both operatc throughout the EU with 
a single license. 

Computer-based information tech- 
nology has undergone dramatic changes 
in the past fcw years. The incxpensive 
ATM in a shopping plaza is open 24 
hours a day and rcplaces the expensive 
teller counter. The term “virtual bank- 
ing” is alrcady a part of bankers’ 
vocabulary. Purchasing insurance and 
other financia1 services electronically 
from hornee without human contact is 
well developed in Europc. 

highly varied success. 
Many large banks in the United 

Kingdom, Ireland, Germany, and 
France have devclopcd insurance 
operations. Similarly, traditional 
insurers have developcd or acquired 
banking subsidiaries or devcloped 
relntionships with existing banks to 

cross-sell cach other’s products. 
Although it-is not neccssary to market 

difhcrent products through the same 
channels, allfínanz has provided the 
opportunity for a specific channel to 
market additional products. In Spain, a 
largc insurer sells a full range of life and 
property/casualty insurance products 
and mutual hmds and is espanding its 
banking nenvorks. It is counting on 
customer loyalty developed in personal 
lines insurancc to give it the edge in 
competing dircctly with banks in its 
newly developing banking operations. 

In the ncwly devcloped, less- 
rcgulated countrics of Eastern Europe, 
allfinanz organizations have been 
developed from scratch or from 
existing organizations. In Hungary, 
ventures into aLLJinanz are bcginning 
from domestic companies founded in 

(contimred on paJe 6) 
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Financia1 services in the 21 st century (continued from page 3) 

the late 1980s and from foreign 
companies. In Poland, similar develop- 
ments are occurring. 

Reactions to the prospects of aflfi- 
;2nnz are not uniform in the insurance 
field. In the Nethcrlands, one of the 
major insurers has merged with a major 
bank. At the same time, another appears 
to bc focusing on its core insurance 
business and leaving banking to others. 
The financia1 results of insurcrs involved 
in nllfinanz have frequently been less 
than expectcd, with most profits 
coming from the insurance opcrations. 

The key arguments for bnncassur- 
aízce/aLljham are: 
l The financia1 institution can capital- 

ize on its long-term relationship with 
clients throughout their life cycle. 

l Financia1 institutions can lower their 
cost base by selling more products 
co thc sanie client. 
Specialty niche players can continue 

co find opportunities missed (or 
avoidcd) in all mnrkets by the 
conglomerates. In fact, technology 
allows conglomcratcs to act like 
a large number of nichc players with 
diflerent markets, services, and 
distribution systems. 

From the investor’s point of view, 
the devclopment of the aflfiwwz 
conglomerate has not always becn 
positive, at least in the short-term, with 
price/earnings ratios that are tradition- 
ally higher for insurance companics 
lowering to the level of the banking 
partncr. This may improve as the 
rcsults of synergy emerge. 
Prospects for North America 
In Canada and the United States, linan- 
cial serviccs traditionally have been 
provided separately by different organi- 
zations using different marketing/ 
distribution channels while competing 
for the same consumer dollar. Insurers 
have started to look like mutual fund 
managers as they separated the insur- 
ante component from the savings 
component in many products and 
competed on margins. As cxperienced 
investment managers, insurers naturally 
look to providing all types of investment 
products to attract the consumer. 

Mearnvhile, banks have recognized 
that insurance can be a protitable busi- 
ness and can be marketed directly using 
its cstablished branch system on the 
strength of the personal relationships 
built through their banking services. 
The concept of the “financial super- 
market,” in which the consumer could 
buy a variety of off-thc-shclf financial 
products (financia1 hamburgers, to mis 
metaphors), was popular in the 1980s. 

As in Europe, one of the key factors 
in North America is rcgulation. Canada 
is one of the few countries where banks 
and insurers are under the supcrvision of 
thc sanie regulatory authority. In 
Canada, under the federal regulations 
that carne into forte in 1992, insurers 
were allowed to crente wholly owned 
banking subsidiaries. Similarly, banks 
could establish insurance operations. 
However, selling inswance contracts in 
bank branches was prohibited for at lcast 
five years. In response, most major banks 
already have set up insurance divisions, 
and most largc insurers have entcred the 
banking field by setting up a rctail bank- 
ing opcration. It would appear that, 
because of thc much greater infrastruc- 
ture needed to support a retail banking 
operation and to compete with the 
current conveniente providcd by the 
existing multibranch banks, it will not 
bc easy to wean customers into the 
insurers’ smaller banks. 

Some havc argucd that banks havc 
an unfair advantage because of 
customer prospecting information and 
personal contacts through bank 
branches. However, banks now have 
less personal contact with thcir 
customers. As more customers increasc 
their use of ATMs on non-bnnk sites, 
banks are cutting costs by reducing the 
number and size of branches. This Bies 
in the Edce of the perception that to sell 
insurancc, specialist “agents” need to 
bc available to customcrs in each 
branch. Because of automation, banks 
may actually be giving up their ability 
to sell other financia1 services, including 
insurance, unless they stick with simple 
products (the hamburgers) or market 
through multiple marketing channels. 

The future of finan4 services in 
North America will depend on politi- 
cians’ desire to separate various financial 
services and apply d&erent regulatory 
requirements to diflcrcnt financia1 insti- 
tutions. Evcn with continued regulatory 
separation, organizations will find ways 
of coopcrating to try to control the 
consumer’s investment/savings dollar. 

Tcchnology has a huge influencc on 
marketing financia1 services. With 
consumers using PCs co travel the 
“information highway,” insurers may 
be able to compete more directly nith 
banks co provide banking scrvices. 
Commercial applications, with the 
nccessary “tircwall” security required, 
are being developed now on the 
Internet. Increased access to Internet 
and thc “Worldwide Web” may be the 
key to allow smaller organizations to 
deal more directly to this mass of ,-,, 
unidentificd consumers. Some insurel 
are already marketing insurance 
through private sccure nenvorks such 
as CompuServe. 

It is hard to imagine that any 
regulator will be able to police the 
information highway. It may not need 
to bc policcd. As information becomes 
more readily accessible, markets become 
more eficient. Consequently, all forms 
of financial services will be morc closcly 
connected. Nenvork payment systems 
are bcing developed in Amsterdam 
under the name “Digicash,” in which 
the banking system is avoided cntirely in 
the t-und transfer process. 
Implication for actuaries 
A common perception is that banking 
and investment management comes 
from non-technical generalists, while 
insurance management has more tech; 
nical specialist skills. It also is generally 
believcd that banking and investment 
operations are not as complex and are 
easier to manage than insurance opcra- 
tions. This may have been true in the 
past; however, many highly technically 
trained persons (who might othenvise 
be actuaries) have moved into thc 
banking field, principally in investment 
managemcnt-rclated areas. This can be 
an opportunity for actuaries who can 
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compete in che strategic area of asset/ 
liability management and complex 
financia1 product design. As financia1 
managemcnt and rcporting from 
banking and insurance involve more 
technical analysis, including 
asset/liability managemcnt and 
prospective solvency and stress tcsting, 
thc skills of actuaries can be expanded 
to non-insurancc arcas. With tcchno- 
logical and specific actuar-ial skills, the 

actuary cm have an edge over other 
profcssionals. 

Actuaries in other countries are 
already active in various aspects of 
banking and invcstment managcment. 
North Ameritan actuaries may now be 
approaching the point of expanding 
into non-insurance arcas beyond the 
investment banking field cntcrcd so 
successfiilly by actuar& in thc past 
decadc. 

Harry Panjer is professor of actuar- 
ial science at the University of 
Waterloo, Canada, and director of 
research, Society of Actuaries. 

Harry Paujer, cousin of Harry 
Panjer of Waterloo, is director, 
Prudential Bache Securities, 
Amsterdam, and president of the 
Society of Financia1 Analysts of the 
Netherlands. 

Universities seek candidates 
Eall State University, Muncie, Ind. 
Position: Tenure-track position in 
actuarial science in the Department of 
Mathematical Scicnces to begin August 
2 1, 1995. Salary, brnchts, and rank are 
compctitive and commensurate with 
qualifications. 
Duties: Teaching at graduate and 

$ 
ldergraduate Icvel, rescarch, profes- 

ional senice, and advising students. 
Qualifkations: Either (1) Must hold a 
Ph.D. in a mathematical science by 
August 21, 1995,‘and be nn Associate 
of the Society of Actuarics (or near 
complction) or (2) be a Fellow of thc 
SOA with some research produced in 
actuarial scicnce. Associateships must 
be complcted for tcnurc. Consideration 
will be givcn t:o the practica1 work 
expcrience of applicants, ie., insurance 
company actuarial work or consulting 
actuarial work. 
Application: Evaluation of applications 
bcgins January 31, 1995, and will 
continue until the position is filled or 
the scarch is terminated. Send a Ictter of 

application, curriculum vitae, research 
plan or list of publications, and three 
Ictters of referente, one of which 
addresses teaching ability and petfor- 
mance, to Dr. John A. Beekman, Chair, 
Actuarial Science Faculty Search 
Committce, Dcpartment of 
Mathematical Sciences, Ball State 
University, Muncie, IN 47306-0490, or 
fax 317/285-1721, E-mail OOjabeek- 
manQbsuvc.bsu.edu. Applicants should 
indicate whether or not they are nutho- 

rized to work in thc United Statcs nt the 
time of appointment. 
Georgia State University, Atlanta 
Position: An assistant, associate, or full 
professor of actuarial sciencc in the 
Departmcnt of Risk Managemcnt and 
Insurancc, beginning eithcr June or 
Septembcr 1995. Salary and rank dcpend 
upon qualiíications and expcrience. 
Qualifications and Duties: An carncd 
doctorate or a mastcr’s degrec and XI 
Associateship or Fellowship dcsigna- 
tion from onc of the actuarial socicties. 
Esccllent teaching skills. Preferencc 

__-II_._-_.______ . . ..-_ --_---.-.-. - ..- .-- -_” . .-..__._ .._. . . . . . 
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i SABIT offers internships 

1 The Special Ameritan Business 
i Internship Training (SABIT) 
I 

l 
,program is for business executives 
and scientists from the independent 
states of thc former Soviet Union. 

j T t matches them with U.S. Iirms to 
provide a hands-on training program 

/ 
m the business skills necessary to 

/ operate in a free market economy. 

L.- -_ .._ -_-...-- .-.-- .___. ._._._^ -_ ..- -_..._.-- 

The U.S. firm provides the intern 
with a counselor, medical insurance, 
housing, and other living expenses 
not covered under a stipend provided 
by the U.S. Department of 
Commerce, the program’s manager. 

The one- to six-month SABIT 
internships expose these business 
people and scientists to Ameritan 
ways ofinnovation and managcment. 
In return, SABIT firms can select 

__..~._. .__,,.. .-.. ^ .__^. _, -.- ..- ^_ ..-. ._ 

will be given to candidatcs who have 
skills and interest to become director of 
the Actuarial Scicnce Program and who 
will be primarily devoted to teaching 
and program administration, with little 
or no expectation of research or publi- 
cation. Continuance in the position for 
such a faculty member would depcnd 
on his or her performance in teaching 
and administration, not on meeting 
requirements for tenurc. 

The departmcnt also is accepting 
applications for thosc who havc a strong 
intercst in research and a desirc to pub- 
lish for this position or a possible fiiture 
position. These applicants would not be 
espected to cngage in cstensive 
program administration and would be 
considcred for a tenure-track position. 
Application: Send letter of interest with 
resume to Harold D. Skipper, Jr., 
Chair, Faculty Recruitment Committec, 
Dcpartment of Risk Managemcnt and 
Insurnnce, Georgia State University, 
P.O. Bos 4036, Atlanta, GA 30302- 
4036,404/651-2729. 

_. . _._- ..__...._^. .- .._ _^.. -.,. _,_ _ ,_, 

interns From potential U.S. business 
i 
! 

Ijartners in the independent states, 
developing relationships that will 

1 

l 
opcn doors to finure kcy decisions- ; 
makers. ., 

For information on how to 
participate in SABIT, contact the 

I 

U.S. Department of Commcrce, 
International Trade Administration, 

; 

l<oom 3319, Washington, D.C. i 
20230. Telephone 202/482-0073. ; 

_._ -. :_.‘.._ - - . ..-. - . _.. .._-.! 


