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PRICE AND VOLUXH STATISTICS : INSURANCE AND PENSION FUNDIRG

Introduction
1. The production account of the activity grouwp "insurance and pension

funding® has the form set out in Annex i {pages 10 and 11); the first page shows
the rescurces sjde of the production ag¢coun} and the second page.tihe useg sida

leading to value added. The second page aleo shows the generation of primary

income account leading to operating surplus (i3,

2. The notion of changes in the volume of activity relates primarily to

value added, that is, to the balance of the production account (item 9 on the
second page of Amnnex 1). Changes in prices can relate to turnover, to {(gross}
autput {(item 6 on the first page of Annex 1, where it is called the “value of

production), or to the implied change in the unit value of the pet putput of
services (or "value added"),

3. In this context, there are four things to note about the production

account of lpsurance services :-

(a) For an individual enterprise, the value of sales ic affected by muck
subcontractipg to reinsurers and is after deducting this ("outgoing
reinsurance premiums®},

{b? The net value of sales is after deducting claims incurrgd: in line with
the national accounts and with insurance enterprises' own accounts, the
‘rigk transfer' element of insurance is netted nut, on the rescurces cida
of the production account, before arriving at {(gross) output.

(¢) The other maio element of insurance activity - the management of invest-
ments {property and financial assets) on behalf of policy-holders - is
also treated as a production rescurce, and in a similar way : -

(1) on the one hand, in the new SHA, for buth life and non-life
insurance, portfolio investment income on policy-holders'
reserves, after its imputation to the sectors (households and
other) in which the policy holders are to be found, is transferred
back to the resources side of the insurance enterprises'
production account; and

(i1) on the other hand, a deductior is made within the production
account when insyrance enterprises subsequently transfer tbis
income to the reserves attributed to policy-heolders (*technical
provisions™), so that the balance of the account includes only
income oo policy-holders' reserves (1f any) that is allowad to
carry through to distributable profits.

/ Continued.. {4}
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(1) These tables are taken from Eurostat's Kethodological Manual on Service Statistics : Chapter on Insurance,
The concepis relate to ‘weso'-lype data for individuai enimrpeises, but are consisient with the concepts to ba used

in the revised SNA, though the perspective is that of the insurance enterprise, rather than thab of the purchaser
of the insurance service, They cover both 1ife and non-life insurance,

The iteas shown in the {ables are defined in & "Beneral Frasevork® and, to bhe extent that thers are sperial
features for insurance, in an annex t2 the Chapler on Insurance, A bridge is also provided beiween Lhese
definitions and those proposed for an EC Girective on the annual azcounts of insurance underdakings, The code
nuabers ynder 80 tefer to general definitions and those over 80 to spacial definitions for insurance,
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(4> The rescurces side of the production account is complex, so that there
is some attraction in adopting the 'bottom up' approach towards
estimating value added, as the sum of factor Incomes (labour costs and
profits): but, as usual, this process is subject to the difficulty that
trading profits as chown in the industry's own accounts may be defined
very differently from operating surplus in economic statistics.

E?itﬁ Data on prices and volume depend on disaggregation, eg. by product, and
so are particularly affected by systems of classification and by the unit of
observation whic¢h is chosen. In Eurostat's Manual on Service Statistlcs, the
preferred units of cbservation are the enterprise and the local unit. The local
unit is not used for insurance, and in come cases a unit other than the
enterprise may have to be chosen, The relevant extract from the Manual is given
in Annex 2 to this note. It 1s ot suggested that there shouid be any change in
—_—
unit, for the purpuses of price .nd volume data.
5. The relevant sections from Evurostat's Manual are attached as Annexes 3
and 4 to this note. They deal with both classification by activities and
classification by product. Annex 4 shows, in the case of non-life insurance, the
bridge between tha CPC classes, those used by the 0.E.C.D. Insurance Committee
and those set out in an EC Directive (the first two being virtually identical),
and makes some suggestions for further sub-divisions., For life insurance, the

draft CPC merely repeats the activity classification but in the last page of

Annex 4 1 have made some suggestions for a subdivision by product.

6. There are various approaches to measuring changes in the volume (ie. quantity
+ quality) of activity, that is to say, changes in the value of activity measured

at constant prices. All iavolve a greater or lesser degree of disaggregation by
product :-

(a) double deflation : of (gross) output and of intermadiate inputs;
(b) single deflation of {gross? output ("the value of production™):

{c) single deflation of elements of . (gross) output — eg. of claims or of
benefits paid to households

(d) revaluation of factur incomes - labour costs and operating surplus ;
{e) use of direct indicators of quantity (“extrapolation*), eg. :-

(i} output indicators, such as tﬁe bumber of policles ip force or the
deflated value of cover provided; or

(11) input indicaters, such as the number of employees or of employee
bours worked.

These passibilities apply to both life and non-life insurance but in what fallows
1 look mainly at non-life insurance.

/ Continued.. 7.



7. There are considerable difficulties with the first three methods, in the case

af insurance. Double defiation (method a) cannot work for non-life lnsurance 1f
[ﬁgﬁﬂthe only inputs which are separately deflated are intermediate fnputs, but might
" ¢ work if claims were ta be treated, for this purpose only, as like an intermediate

Y

- jurﬁiﬂﬁui‘ However, the deflators which should then be used for premiums chould

. apply only to the 'price' component of the total increase in fﬁéhﬁreﬁium rate (27
S the elemant which reflects the jinsurance eaterprise’s expectaticn of an
increase in the average cost of claims, or its objective to increase its rargin.
It must exclude the other element reflecting the expectation of more f{?ﬂ???fﬂ,

rick transfer (an increase in the number of claims), which is a volume component.

8. Even if this {nformation were available, the gross flows of premiums and
claims would be large in relation to the balance between them, so that the
tikelihood of measurem=nt error is alsc large. Asnpex § illustrates these
problems with some notional figures, which mske the assumption of an unexpected

increase in the number of claime. It indicates that the results gf double

deflation depend in particular on whether an apprapriate deflator is available

for premjums, .and that the use of proxies for this deflator can well lead to
substantial error....
a. In fact, so far as [ am aware, no insurance company releases data making

an explicit distinction between the contridytion of more frequent risk transfer
and that of other factors inm setting its premium rates; and probably such an
explicit distinction is not ever made interpally in each and every case, when
setting the premium rates for the great variety of policles that exist.
Competitive forces affect the rates charged a 1ot, and often the fustification
given for quantity discounts appears to mix the idea of being able to average out
the incidence of claims with that of economy of scale on admimistration proper.

/ Continued.. 10.
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{2) The presiuss charged by an insurance tampany for & partieular type of cover are often expressed as so much
per unit of cover, These prewiva rades are specific to products, but they mix up the voluse of risk transfer vith
the ‘prict' tomponents, The Lransfor of risks, as measured by clains {in principle excluding the tosts of seitling
tha claias) it just that - a teansfer {rom one policy holder ta another, In detersining its premius rates an
insurance entevprise will be tanzerned with securing enough vevenue to fund the total anticipated valva of clains,

The value of clains a2y increase for reasons quite unconnecied vith the cost of praviding ihe insurance
service proper, for instance : -

(i} the incidence of clains way bacame higher or lower, ihat is, risk transfer say becowe more of less
frequent :

i} the conbracls of fnsurante aay offer indamnities deterained in real ieras and if so the value of clains
vill be affected by woveaents in relative tosts; that is, the cost of tlaiss relative to {he costs of
preducing the [nsurance service, Obvious exanples are 'nev tor old* indemnities on Lhe loss of

household goods; madizal expssses insurance: and ‘toaprehensive' motor insurante which coveérs the
actual cost of repaits tolleving an accident,
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10. Turning to changes in the value of claims, parallel information
subdividing the ex post 'price’ and volume compopents might be lesc hard to
obtain. Estimation of the "price' camponent - changes in the unit value of
claims - could be approached by way of changes in the average value of claims,

subdivided by product, but such estimates would still suffer from other shifts {n
the nix, eg. from small claims to large.

l‘ll. Single deflation of (gross) gutput - method (b) - is also problematic for
" LT L i e S T GOl w el 2

non-1life insurance. The obvious deflator, to apply to the balance batween

premiums and claims, would be changes in the u unit value of claims, using this,
effectively, as the deflator for bath premiums and ciaime. Apart irom the
estimation difficulties mentioned above, there 1= then the additional problen of
implicitly making an assumption that the insurance ecterprise, when setting ex

ante the 'price’ component of it¢ premium rates, bhad an objective to maintain
constant percentage margins.

12.

1ndicatcr of the insurance service (methad {(¢c)} - implies that the production of
the imsurance service can be assimilated to the rrocessing of claims, It is
therefore very similar to using the number of claims as a direct indicator af

output (see paragraph 16) and suffers from the same disadvantages.

A3, It seems therefore that estimates of changes in ‘the volume of the nutput

of non—lifé“insurance services should be bnsed either on the use of direct

1 i a7 0

ek e s L e

quantity indic&turs of output, or of 1nput. or on the deflation nf factor

E T e aiebdbi L] e
\ et A At Vit

The first method lends itself to disaggregatinn but raises the problem
of quality changa. The other two are stralghtforward, but are highly aggregated

(apd the last method encounters conceptual difficulties over the deflation af
prefits),

i4. In life ipsurance and pemsion funding, there is an element of riek

transfer but the main activity is the management of (mainly financial)

investments. The return on investments, whether as portiolio investment income

or as capital gains, is subdivided between that attributed to policy holders and

that held in genaral reserve. This depends on actuarial calculations of lang-

term revenve and, beyond these, on the degree of competition and on naticmnal
regulation. As with non-life insurance, there ceems to be little prospect of
measuring changes in the volume of the insurance service produced, by deflating

all the items on the resources side of the production account.

Erice Chapges

15. Before going on to & more detailed consideration of using direct quantity

indicators or the deflation of factor incomes to estimate changes in volume, it

/ Comntinued.. 1s
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is useful to look at other possible uses of dicaggregated '‘price’ data. They are
l1ikely to be needed in cantexts other than the measurement of changes in value
added at conctant prices, viz. as part of consumer price indices or producer

pPrice indices., It Geems that there is a considerable danger, particulnriy in the

ﬁcase of nun~11fe 1nsurance, In using for these purposes data on changes in

e k10

| premium rates, unless it is possible to allow for the predominant element of risk

e e o rn

,ﬁtransfer which affects the premiun rates... The appropriate price ic still that of
the insurance service, even through the individual household's perception of it
is likely tc be the premium rate. Ta the extent that changes in the premium rate
reflect an increased incidence of riek, those who make claims are benefiting at
the expense of those who do not; and an increase in the incidence of riek wilil
lead to higher transfers between policy holders without increasing their

aggregate purchasing power, It seems,_therefore. that for thaese purpases too the

'price! of the insurance service also shauld be measured 1ndirect1y. either“gg

usdgg_ﬂhﬂihisuinpliad from direct quantity indicaturs uf output (which wgyld
provide the more disaggregated approach) or. from direct guantity indicaters of

- o all

input, or by revaluation of the factor incomes generated

! 18, The obvious indicator is the pumber of policies in farce, classified by"
j{ Product group (3). Another possibility might be the number of claims paid, but
the amount of the insurance service (as reflected in factor incomesy will not
rise proporticnately to the number of claims, in a year of heavy claims, nor will
it fall proportiocnately, in a good year (4). Moreover, there is often
considerable delay in finally settling claims and the Payment or payments made

will often fall into later years than those in which the bulk of the
adminigirative work has been done.

17, A refinement of the number of pelicies in force would be the walue of

cover prqovidaed, but this raises three problems -

(a) ¥ith non-1ife insurance, only for certain types of insurance is
the amount of cover expressed ac a straightforward monetary value:
various types of loss or damage insurance {(CPC 81252-95 inclusive,
se2 Annex 4, page 23), and of of 11ability insurance (CPC 81292-93
and 87). Liability insurance is aften combined with loss or
damage insurance and may be secondary to 1it.

(b> The maximum value of cover is specified

+ ot the average expected
loss.

{cy The value of cover would need to be deflated and an industry-

specific deflator would be hard to find - possibly the long-term
trend in the average cost of claims.

/ Continued.. 18.
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(37 The nusber of meabers of the pension scheme, in the casa of pension tunding,
(4) The siae paint appliss ta Lhe nusber of pa11t1es in force, but the gearing is auch lass,
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18. ¥ith iife insurance too, there would be problems in using the deflated
value pf cover as an indicator of output. One could look at either maturity
value or accumulated value to date. In the case of “with profits" policies, the
ultimate maturity value is indeterminate, though bonuses allocated to date are
known. The maturity value of unit-lisnked policies varies with the stock market.
Probably surrender values would have to be used, to indicate accumulated value %o
date; but for "term" policies there is no surrendesr valua, orly a maturity value
duripg the term. With pension funding, the accumulated pension rights bhave wo
surrender value, though there are actuarial valuations of the total assets in the
fund. If the idea of 'output’ were to be linked only to the insurance
enterprise’'s function as a manager of the contractual savings of households, the
value of life technical provisions, or of "life funds", could be taken, As for
oon-life insurance, any such values would have to be deflated if they were to be
used as indicators of changes in the volume of gutput.

19. The only way to correct for quality change wnuld be to ask insurance
companies to provide special data. Commonly, when a premium rate is increased, a
‘consalation prize' is affered to the policy holder in the form of anm extension
of cover. Conversely, exclusions of cover are made upon renewal of the policy,
waich are gemeral to all policy holders. 1In principle, an insurance enterprise
should be able to compare the new prenium rate {which includes the changed level
of caver) with what the new premium rate would have been, 1f tbe previous level
of cover had continued, so that the propertionate change could be treated, pro
rata, as an improvement or reduction in quality. In practice, this is a very
difficult area. Similarly, completely new products could be linked in, with a
weight dependent on the premium, by comparison to the premium for other similar
products, with the usual problem of linking this weight back to the base year.

20. Vithin a particular product group, indicators of output such as the
number of policies in farce should ideally be classified into groups, eg.
according to size of premium, so that they could be weighted tagether in a manner
which i1s unaffected by a shift from large policies to small, or vice versa. The
distinciion between single prenium.pulicies snnual policies axd short term

policies does not exist at present in the Ernduct classiiicaiinn {althnugh it

cnuld _be introduced there - see pages 25-27, Annez 4); otbherwise tkis

distinctiun should also be made. when combining 1nd1caturs of the number of
policies in force.

f% 21. As between product groups, output indicators, of whatever type, should
ideally be weighted together bz the uet outpul of each product group. But this

{/ Continued., is
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is unlikely to be mvailable, because porifolio investment income is not broken

down in this way.

There would also be difficulties owing to the great

variability of claims. Ore line of business may be operating at a loss in a year

af heavy claims, even to the point of negative value added - but the labour costs

and intermediata

inputs are being incurred nevertheless.

22, At the lewel of gross cutput fcalled the "value of production®), tke
Primary split of activities, that between all non-life insurance and all 1ife

insurance, is likely to be available - even for the "composite* companles (see

Annex 1 to this note). Vithin each of these two main categories, the weights of

the various product groups will probably have tc be based on proxy indicators of

output. It is a

fairly common practice ta use turnover as a proxy for gross or

net output when weighting together indicators of quantity (or of price) analysed

by product class.

In the case of non-life insurance, however, the amount of sub-

contracting (reinsurance) varies a lot from one product class to another - for

instance, there {s a lot of reinsurance inm the “marine, aviaticn and other

transport® class

but less in the “motor vehicles* class. The proxy figures to be

used should therefore be “net written premiums®. {see—dnnex i}. The O.E.C.D.

Insurance Committee are now collecting a breskdown of non-life insurance Premiums

by product class, and this imcludes "met written premivms®, though there is a P

A

problem with an unclassified element of reinsurance, known as *treaty '

reinsurance".

23, The usuval indicators are the number of exployees, or the number of hours
worked. They are subject to the difficulty cf not allowing for changes ia

productivity of the work force (unless a notional allowance is made?, and also

cannot be disaggregated very far by product, so they are very much a second best.

However, data problems are easier: the following indicators ara envisaged in

Burostat's Manual on Service Statistics :-

1. Euwmber of
2. FBumber of
3. Bumber of
4. Eumber of
5. Variables

persons employed
wage and salary earners (part of 1.

persons employed on a part time basis (part af 1.»
salaried hours worked

relating to personnel gqualification levels.

They would be collected for individual enterprises and the present proposal is to

adopt them without amendment for the tneurance sector. Thare might be some

difficulty 1n splitting them between 1ife and non 1ife lnsurance activities, and
certainly no further split by product is likely tc be availablae. For the

"composite" companies, the split of staff between those working on life insurance

and those working on non-life insurance may not be available and, likewise, in

/ Continued.. some



some countiries life and non-life enterprises, albeit separate, employ +the
sarvices of a central service company which has all the staff.

Deflating Factor Incomes

24. Canceptually this method is alsc a second best but 1t is more robuet than
cthers. It {s bighly aggregated and so less suitable for a detailed analysis of
insurance activity. 4 split of value added between life and non 1ife insurance
i likely to be available when (as 1s often the case in Europs) national regul-
ation requires either separate enterprises or separate sets of accounts for the
two activities. In the case of the “composite® company, it is likely that the
distinction between life and non life insurance will be available down to the
level of (grass) output (or "value of production*}, see Amnex 1, and it could

perbaps be estimated for the intermediate inputs leading to value added {(5).

25. The factor incomes reflecting value addeq could then be deflated 11 the
nes Ie 1ceq cQ if.eg ln ine

usval way, using as deflatnquméggm}Ebggg_;qsts, changes in the average salary

ié;;iéuof i{nsurance company eaployees. It is unlikely to be necessary to split

the deflators between life and non life. For operating surplus (the return to

capital}, the implied GDP deflator could perhaps be used (6). There are
conceptual objections to deflating a balancing item in the accounts and an
alternative might be to takxe total portfolio investment income as a proxy far the
return oo total capital employed, ie. both that attributed to policy holders
(“technical provisions®) and that pot so attributed and so implicitly belonging
to shareholders (“"general reserves™) : but there would still be problems about an
appropriate deflator (7). Combining the deflated figures of the two elements of
factor income (labour and capital) would provide estimates at constant prices of

the net output of non life and life ipsurance, taken separately. An implied

deflator for the net owtput (value added) of the two types of activity would then

emarge by comparing the current price figures with the constant price figures.

This would be an estimate of the change in the ‘price' of the insurance service,

28, These can be summsriced as follows :-

(a) A production and generation of primary income account for non life and
life insurance separately - see the “Sources of Information” section of
Burastat's Manual, Chapter on Insurance.

/ Continued.. (b
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¢5) In the case of insurance, commissions io independent agents are an imporiant intermadiste input: the
conmissions are shown eparttely in the annual accounts of insurance enkerprises,

(6) In the case of pension funding, thers is no (net) oparating surplus, though there may be some tapital
tonsuaption,

(7% Professor Hill has suggested tonsumption of fixed capital at constant replacesent cost (VN S,0,, 1979} ; put
fived capital is only & small part of ihe assets anployed by insurance enterprises,
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{b? Information on the number of employees and on employee hours worked :
also provided for in Eurostat's Mangal.

(e} A subdivision of net written premiums by product <lass, using the product
categories in the CPC. For nom life insurance, this is already being
collected by OECD. It would be helpful to have the further subdivisions
suggasted in Annex 4.

(d) Indicators of the number of policies in force, subdivided by product
class, possibly with same further subdivisions withim product class,
possibly also supplemented, for some types of mon life and 1life itnsurance,
by information on the value of cover provided.

{e} Information on quality change, eg on the effect of extensions or
reductions ia cover upon repewal,

{f) FPossibly details, by product, of changes in the average value of claims.

(g) Deflators for labour costs and for pperating surplus or portfolio
investment incoms.

Items (d) to (f) would require there to be special enquiries of imsurance

companies and pension funds, uanless the information bas been cbtained already feor

"real output” estimates,

27. In my opinion, 4t i= not appropriate to collect detailed information on
changes in premium rates, unless it can be broken down between the effect of
changes in the volume of risk transfer and the effact of changes in the 'price’
cemponents, and is alsoc accompanied by estimates of changes in the unit value of
claias, based on detailed information about changes in their average value. Even
so, double deflation, of premiums and claims, seems unlikely to give robust
estimates of changes in the volume of the insurance service. Apcther approach
might be to use estimates of changes in the unit value of claims, broken down by
product, as the deflator for both premiums and claims. This involves making the
assumption that non-life {nsurance enterprises, when determining their premium

rates, aim for a constant percentage margin and also are successful in predicting
changes in the unit value of claims,

John ¥alton. July 1991
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Table 1

INSURANCE: ACCOUNTING YARIABLES ©N THE UNITS: TABLILAR PRESENTATION

ANNEX 1

Noles:

" InCr. = Incraase

{aa) kncluding ather technical incoma.

{bb) Including capital sums paid from pension schemes & on malurity of lifa policies.

fee) Excluding the change due to the crediing al cagital gains: see Annex &, Group F.

Including surpluses of pension funds; & changs in provision for unexpired risks.

10

em Coda Of which: {For NACE/70
numbes Exporls 821) &plit
in this {and code) lifetnon-lite
Table
L. PRODUCTION AGCOUNT
Cradits {nat)
1. Premiums
{a) Gross premiums written:
{ijy Direct insuranca Bia Na Yes
{ii) Reinsurances accepted Bib No Yes
{iif) Pension coniriutions:
- Schemes for individuals. 8lc Mo Yes
-- Schemes for groups {from
omployers and employees) 2id Ho Yes
{iv} Total 8 ‘Yes: (Bb} Yes
of which: - Regular premiums and
contributions e Mo Yoo
- Singla premiums and
confributions a1 Ma Yes
(b} less Ouigoing reinsurance premiums.
{premiums ceded L0 reinsurers) 13a Yes: {130} Yoy
{&} equals Nat written premiums plus pensian
contributions g9a Yes: (E9D) Yes
(d) Change in provision for unearned premiums
{rat of rairsurance) (+ or -} 8lg Ne Yes
{e} equals Earned premiums plus pension
contibutians 40¢ No Yes
2. Gross partfolio invastment income {an technical
provisions: including investment income
(pansicn funds) BZ2a MNo Yes
3. Commissions racaived {aa} a Mo fes
4. (8) Less Net claims incurted {-} 84 No Tes
{b) of which:
- Claims paid {-} B4a Mo Yas
(c) of which: - Pension & annuities Bdb Mo Yes
i - Other [bh} 84e No Yes
(e) - Amaounts recoverable from reinsueers (+) 84d No Yes
{l) - Change in provision for claims, ne1of
reinsurance (Incr. -} 840 Ma Yes
5. Less Change life insurance provision and
in atber technical provisions (nel of reinsurance)
(Iner. <™ {cc)} 85 Mo Yeg
. 6. Total - Generation of the "Margin® {7 value ol production
i_ _ of surance services) 21 Na Yos



ANNEX 1 {continued}
o

Table 1; continued

INSURANCE: ACCQUNTING VARIABLES ON THE UNITS: TABULAR PRESENTATION (CONTINUED}

Item

Cade (For NACETQ
numbsar a821) Spit
in this lifa/non-lite
Tabie
0. COSTS OF PRODUCTION AND BALANCES
&. Valve of production of insurance services ("Margin®) ¥ B/F 21 Yes
Debits
7. Exletnal expenditure on goods and services other then from

re-insurers (1) of which aad Mo
4.3, Commissions payatie 1o agents 86a Mo
8.b. Rent chargeabla & other administrativa expensas B6o Mo
8.c. Other external expendibare on goods and sarvices 95c Ho
E Balance = Gross value addsd at market prices # 20 No '
Debits |continued)
12. Labour cosls:
{a) Gross wages and salaries 11 No
{b) Employers' compulsory social secwrity contributions 12a No
{c} Emplayars' contributions to ewn (group) pension schemes
and othar labour costs 126 Mo
13. Balance a Gross operating surpius at fastor ¢ost ki No
). AEMAINDER OF PRQFIT AMD LOSS ACCOUNT {part}
14. Other portfolio investment income g2b Yes
15. Profits receivabla ffom direct investments in other countries B7a Mo
[[tema 16 ang 17 are doubtful]
16. Profits recaivable rom domestic subsidiaries 4 rade
investments $ 87b No
17. Balance = Total available tor distribution (before taxes on
income) § a7¢ No
IV, CAPITAL ACCOUNT {part)
18. Nel change in fixed capital B8k Ne
Memo item
19. Turnover adjusted to include gross pardolio investment income
on technical provisions (This is Codes & + 82a) 490 Yes
Notes:
® Partof tem

§ Doubtiul items

# Including gross partfolio invesiment inceme (on technical pravisions) and investmentincome of pension funds
{1) Code 88d = Code 33 less Code 13a

= Total of Codes BEa to 86c, where Codes 13 and 13a are defined as in the Gereral Framewark, as adapted for insurance, see Ar
For Coda 12a, see item 1 (b} in the table on the previous page.
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805.

810.

811.

812.

The General Framework lists and defines four types of statistical unit, in accordance
with NACE 70.

- the enterprise or legal unit.
- the group of enterprises.
- the local unit.

- the kind-of-activity unit.

As far as statistics on the insurance sector are concerned, these units are of varying
significance, as discussed in the following paragraphs.

It is suggested that in the case of insurance, as for other financial service activities, the
statistical unit should generally be the "enterprise”. It is the lowest level unit which is

legally autonomous, which keeps a separate and complete set of accounts and which is
assessed for taxes on income.

In many member states existing statistical enquiries directed to insurance undertakings
are likely to have been designed on the basis that the "enterprise” is the statistical unit:
and the situation may well be the same, at present, in respect of returns required by
most national supervisory bodies. But in some member countries, where consolidation
of published accounts is already the norm, statistical enquiries will have been designed

taking the group of enterprises, with non-resident subsidiaries de-consolidated, as the
unit.

In some member states the legally autonomous enterprises may not qualify as separate
"institutional units” (as defined in ESA 212-216) because they do not have autonomy
of decision with respect to income distribution and financing. Where the enterprise and
institutional unit are not identical, the latter may be the only feasible unit for reporting
¢ertain variables - sce para 815 below, For preference, the degree of aggregation of the

enterprises should still be only to the lowest level at which there is autonomy decision.
So the enterprise is the preferred unit,

The arguments against an even lower level of unit (such as the “local unit™) seem
compelling, in the case of insurance. The underwriting of risks is a centralized
function; so is the investment of funds. The sale of insurance is often done by mail or
through independent intermediaries (brokers), so that in most countries insurance
enterprises have few local offices. There is little point, therefore, in collecting separate
figures for the few local offices of insurance companies.

12



813.

2.2

314,

815.

816.

LN ANNEX 2 (continued)

The arguments against taking the group of enterprises as the unit are not guite as
conclusive. The Seventh Council Directive of 13 June 1983 2 , Tequires the preparation
of consolidated accounts bringing together the results of parent undertakings and of all
subsidiary undertakings, regardless (see Article 3) of where the registered offices of
such subsidiaries are situated. Moreover, the exclusion of insurance companies from
the Fourth Council Directive on the annual accounts of certain types of companies (25
July 1978) would cease if the 1987 Proposal for a Council Directive COM(89) 474
final-SYN 78 comes into effect; in the latter "the opportunity has been taken ... to
dovetail the provisions relating to the annual accounts of insurance undertakings with
the requirements of the Seventh Council Directive of 13 June 1983 on consolidated
accounts”. This emphasis on consolidated accounts means that the separate accounts for
the constituent undertakings may have less importance than hitherto, and may not even
be published separately. Therefore the group could be considered as a potential unit.

f ent ises in th T

In general, the structure of the enterprises corresponds to the structure of the activities.
Enterprises specialize in life insurance or in non-life insurance. Some specialize in
reinsurance but reinsurance is also conducted by enterprises mainly engaged in direct
insurance. Lloyd's' of London also specializes in reinsurance; in form it is an
association of underwriters but it appears to qualify as a quasi-corporate enterpnse (as
defined in ESA 223.1 and 235e). In a number of member countrics, there exist
"composite" insurance enterprises which conduct both life and non-life business and
pool their costs. In other countries, whilst life and non-life insurance enterprises are
legally separate, they have only a small staff and purchase the services of a separate

enterprise, which provides common administrative services to both life and non-life
enterprises.

In some member states the organization of an insurance group of enterprises has the
structure of the diagram which follows, in which non-resident subsidiaries are not
owned directly by resident insurance enterprises, and in which the "institutional unit”
brings together both life and non-life insurance activities. A further characteristic of
the institutional set-up in these and possibly other member states is that certain
statistical data (variables) may have to be obtained on the basis of the enterprise as the
unit, and others (eg. central staff costs) on the basis of the "institutional unit".

In the diagram above, the top holding unit is inciuded within the insurance institutional
unit, since the institutional unit is used in describing the process of income distribution
and financing and the underlying legal units do not have autonomy with regard to this
process. Secondly, when (as in some countries) subsidiaries located in foreign

countries are owned directly by the top holding unit, the institutional unit excluding the
top does not possess information about these subsidiaries.

2

Official Journal L 193/] of 18 July 1983,
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Figure 1 - The possible structure of an insuranca group
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2.3

317,

818.

819,

820.

821.

Analytical advantages and disadvantages: In section 2.1 the tentative conclusion was

drawn that, in the case of insurance, the enterprise was preferable as the umit of
observation for analytical purposes,

It appears to be unusual for insurance enterprises to market subsidiary products which
are clearly non-financial, so that there would not be the same kind of problem as with
certain credit institutions which run estate agencies and other non-financial activities.
However, the management of investments may well include the management of non-
financial investments; for instance, the financing of the construction of real property or
the management of real property.

Advantages and disadvantages in data collection: It is common for a financial
institition to engage in financial activities other than the mainstream ones. For
instance, it is common for credit institutions to offer insurance to their customers from
within the same company group. But a separate insurance subsidiary is usually set up
for the purpose - that is, a separate enterprise, with its own accounts; indeed, national
regulation of insurance may demand this. This phenomenon points to an advantage of
taking the enterprise as the unit; the figures for the credit institutions based on the

enterprise unit would then show separately their profits derived from ancillary activities
such as insurance.

In some countries, however, the regulation of insurance, and the requirements for the
publication of accounts, relate to the group. The proposed Council Directive COM(89)
474 final-SYN 78 also relates to consolidated accounts, i.e. to accounts for the group
of enterprises. In these cases data relating to the constituent enterprises of the groups

would have to be obtained separately, as they would not appear in the published
accounts.

There are serious disadvantages to the use, for economic indicators, of data taken only
from the consolidated accounts of groups of enterprises:

a) Such consolidated data cover group fransactions whether in the reporting
country, in other member states or in non-member states; but it is fundamental
to macro-economic statistics that subsidiaries and branches situated in other
countries should be separated from their parents.

b) The groups may be conglomerates: e.g. banks which own insurance companies.
<) The coverage of the company group may well change over time.

d) Generally, data taken from a unit at a high level of aggregation is less
informative than that taken from units at a lower level of aggregation.

15



822.

823.

824.

825.

E N

One alternative, where published figures are used as the primary source, is to de-
consolidate partially by obtaining separately only figures for those enterprises within
the group which are located outside the domestic territory; this is necessary in any
event, in order to compile figures for the balance of payments. The resuit will be to
obtain a figure consolidated at the level of the domestic temritory, in which only
transactions with subsidiaries and branch offices located outside the domestic territory
will be treated as transactions with separate enterprises. This may be adequate for
macro-economic statistics but is only a second best for other analytical purposes: for
instance, the partially consolidated figures relating to the domestic territory would oot
show separately transactions between direct insurers and any specialist reinsurer which,
although a separate enterprise, was part of the same company group. The resulting
institutional unit will not be wider in its scope than the resident part of a company
group, since by definition institutional units always exclude non-resident entities; also,
as with statistics based on the company group, the resident parts of non-resident
entities should be included, as "notional resident units”, ESA 214.817.

Also, for consistency with the definitions used in the balance of payments and national
accounts, the activities of the enterprise should cover only those activities which are
conducted on the domestic territory. It may be necessary to adjust the figures in the
annual profit and loss account of the parent enterprises, which may include the
activides of their branches (as opposed to subsidiaries) resident in other countries.
Most muitinational activity is however conducted through subsidiaries, which by
definition are separate enterprises with separate accounts.

A different situation occurs when the principal activity of a financial institution is
combined with other kinds of subsidiary activities. In these cases any figures based on
group accounts would include both the subsidiary and principal activities. When the
subsidiary activities cross the boundary between insurance and monetary intermediation
or other financial intermediation, de-consolidation of group figures will be necessary.
In that situation, the whole group would be divided into separate institutional units and
the top holding unit wouid then form an institutional unit by itself.

Another phenomenon is that of the life insurance company which owns one or more
Unit Trusts (or in french SICAV - société d'investissement 4 capital variable). These
may well be set up as separate subsidiaries. The reverse phenomenon, that of the Unit
Trust which owns z life insurance subsidiary, for instance in order to qualify for tax
relief on pension business, also exists. If figures are taken at group level, it may be
acceptable for analytical purposes to treat the unit trust subsidiaries of life insurance
companies as part of the life insurance activity. Conversely, a unit trust will be
classified to another heading of the activity classification (probably 6712 in
NACE/Rev.1) so that, when it is the parent company, figures taken at group level
would include its life insurance subsidiaries in a non-insurance activity.

16



842,

As mentioned in paragraph 815, institutional differences between countries are such
that, in some countries, some variables can only be obtained for institutional units
(ESA 211-216), and some - notably employment variables - only for a combination of
life and non-life enterprises. Table 2 on page 18 sets out the varicus possibilities; when
reporting dalta it is important that member states identify the variables for which a unit
other than the enterprise has been used.

17



846. Table 2 Variables and the statistical unit

Type of statistical unit
Type of varaible Enterprise { Enterprise | Clusters Compozite
lavel or of companies;
only Institutional | enterprises Life
unit with a and non-life
level (1} | combined
staff (2) Distinguished
Not
distinguished

St variabt
Number of enterprises X X E X
Number of institutional units X - X
Characteristics {ownership) X 7 X
Division by:

nurnber of persons employed X C X

class of value added X E X
Market share internationalization X ? X
A in
Production account (credits) and
Value of production X E X -
Production account (debits) and
other balances X E(3) {4 X
Profit and loss account - income
from direct investments X E (E)] X
Capital account - net change
in fixed capital X E {4) X
Employment variables (5)
All X C X

(1)

@

3)

4

)

When there is a choice, the enterprise level is to be preferred; for instance, credits and debits
in the production account may be available at enterprise level, even if data on ownership and
on income from direct investments are only available at the level of the institutional unit.

When certain data can be reported at enterprise level (E), but others only for the whole cluster
().

Where a single charge for services rendered is made to an insurance/enterprise by the service
company which employs the combined staff, it should be possible to estimate the sub-division

of that charge between the labour costs and the other services received by the insurance
enterprise.

No sub-division at present, but the eventual sub-division is envisaged with NACE/Rev.1 and
the proposed EC Directive.

As regards employment data, the reporting unit should be the enterprise, a cluster of
enterprises with a centralized staff or the institutional unit, in that order of preference.

18



3.1

826.

827.

828.

829.

830.

831.

B. ANKEX 3 - CLASSIFICATIONS

SCOPE AND STRUCTURE OF THE SECTOR
ivities of r

Insurance is generally understood as being the accepting (or "underwriting™) and
spreading of risks, with the provision of an indemnity in monetary form on the
occurrence of specified events. The contract between insurer and insured is set out in a
"policy”; the insured person pays, usually annually, a specified "premium" to secure
the indemnity or indemnities specified in the policy. Often the insurer lays off, or
reinsures, part of the risk with another insurer or with a specialist reinsurer,
particularly in the case of large mnsks which are to be insured against casnalty or
accident. Premiums received from policy holders are known as "direct” insurance, as
distinct from premiums accepted from other insurers for reinsurance. There is a main
distinction between life and non-life (accident and casualty) insurance.

In several EC countries life insurance enterprises now do much deferred annuity
business ("pension funding™) in which payment of an indemnity on death is secondary,
and the main purpose is the provision of a pension, on survival to a specified
retirement age. This is the main method of provision of private (“occupational™)
pensions in some countries and is a development of two earlier variants of life
insurance proper - "endowment” insurance (payment of a capital sum on survival to a
specified age) and annuities (payment, in exchange for a capital sum, of an annuity so
long as the annuitant survives), In NACE/Rev.1, pension funding is shown separately
from other life insurance.

In the case of life insurance and pension funding, where the insured events occur in the
long-term, the activity of insurance enterprises is to a large extent the investment of the
funds received as premiums, to the policy-holder's best advantage. It therefore
overlaps with the parallel activity of other financial intermediaries - banks, investment

funds managed by intermediaries such as stockbrokers, unit trusts and investment
trusts.

Such intermediaries also engage, for example, in funding for pension provision. So do
large companies (both non-financial and financial) on behalf of their own employees.
The companies appoint independent “trustees” to manage the pension fund. Sometimes
the trustees themselves manage the investments of the fund; sometimes they hand
investment management over to a financial intermediary, which could be an insurance

enterprise. When they take the former course, the fund can be called a "self-
administered” pension fund.

Investment intermediation is classified in NACE/Rev. 1 either to 65.23 ("other financial
intermediation n.e.c.: ISIC/rev.3 6599™) or to 67.12 ("security dealing activities -
within which the draft CPC has 81323 “porifolic management services"). In the
present state of affairs, however, it is only realistic to regard life insurance as a single
activity; and to continue to accept the convention which gives risk spreading
precedence over investment intermediation and so classifies the integral activity of a

life insurance "enterprisc” to one activity heading. This is the approach of NACE and
ISIC (NACE/Rev. 1: 66.01-66.02; NACE/70: 822).

Non-life insurance is included as a single activity in the international classifications

(NACE Rev.l 66.03). The breakdown by types is a matter for the product
classification.
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B32.

3.2

833.

B ANNEX 3 (continued)

The activity of insurance and pension funding is accompanied by auxiliary activities
(NACE/Rev.1 67.20). The main one is insurance broking - independent agents who act
for the insured person, advise him on competing insurers and place business on his
instructions. They are temunerated by a commission from the insurer who gets the
business. Loss adjusting - the negotiation on the value of the indemnity, when a claim
is made in respect of non-life (casualty and accident) risks - is another activity which
appears to be auxiliary to insurance. The loss adjuster is both employed and
remunerated by the insurer; his remuneration may be on a time basis or on a
commission basis. Other activities identified as auxiliary are: insurance and pension
consultancy services; independent actuarial services and salvage administration
SErvices,

! I! 'I I Iﬁ: El.u !E
The way in which the services described in 3.1 above relate to the international

classifications is straight forward, The classification in NACE Rev.l is below; a
comparison between it ,NACE/70, ISIC Rev.3 and CPC/COM is given in Annex 2.

Table | Activity classification in insurance: NACE/Rev. {

NACE/Rev.1

66.0 Insurance and pension funding, except compulsory
social security

Life insurance

Pension funding

Non-life insurance

RS
ase

67.2 Activities auxiliary to insurance and pension funding
67.20 Activities auxiliary to insurance and pension funding

834.

835,

Units engaged in several types of insurance. Except in the case of reinsurance, the 50
called "composite" undertakings exist in only seven member countries - Belgium,
Greece, Italy, Luxembourg, Portugal, Spain and the United Kingdom; in many of
these countries new “composite” companies cannot be set up. They were treated as a
separate activity group in NACE/70 where they were classified under heading 821 but
NACE/Rev.1 requires their business to be split between the 3 types: life, pension
funding and non-life. This will cause difficulty. On the other hand, the OECD statistics
indicate that for most countries the split of their premiums (turnover) between life and
non-life is available. But data, on their investment income, on their costs and on the
numbers of their employees cannot usually be split between the three types of business.
However, the Proposal for a Council Directive COM(89) 474 final-SYN 78 does
envisage that, in the profit and loss account, investment income and total
administrative expenses should always be split between life and non-life business.

For units formerly classified in NACE/70 821 , it is proposed that, so long as the
whole activities of these units cannot be allocated integrally to the three categories in

NACE/Rev.1, the approach should be to split the variables between life and non-life
wherever possible.
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336.

837.

3.3

838.

e

In both NACE/70 and NACE/Rev.1, reinsurance is included with direct insurance.
Thus NACE/Rev. 1 differs from NACE/70 in introducing, as an integral part of the
classification, the process of subdividing tIBe reinsurance business accepted by
"composite” insurers between life and non-life.” The Proposal for a Council Directive
on consolidated annual accounts also envisages that the reinsurance component should
be subdivided between life and non-life, as part of the calculation of both earned
premiums and of claims incurred; separate “technical® accounts for life and non-life
are to be shown within the profit and loss account.

The term “reinsurance” is used when part or all of the risks underwritten by one
insurer are transferred to a reinsurer on payment of reinsurance premium, the reinsurer
accepting responsibility of that part of the nisk so transferred. Much reinsurance is
done for the so-called "large” risks, e.g. the insurance of ships, aircraft and oil rigs
and of the civil hiability attaching to their operation. This indicates that reinsurance is
mainly important for the non-life insurance sector , as is supported by OECD statistics.
Reinsurance is similar to the process of sub-contracting. It seems appropriate to confine
the term to the transfer (or sub-contracting) of underwriting risks, and not to use it
when the management of investments is transferred to another enterprise, eg by a
pension scheme to a life insurance enterprise. In such a case, the life insurance
enterprise usually only acts as the agent of the pension scheme. Self administered
pension schemes, while managing their own investments, usually (but not always)
insure risks such as "death in service” with an insurance company; that process should
be regarded as the purchase of an insurance service by the pension scheme, not as
reinsurance, When pension contributions are handed over in their entirety to an
insurance enterprise, which both manages the investments and accepts the underwriting
risk for premature death, it is uniikely to be possible - when the insurance company
rather then the pension scheme is the source of information - to break down the sum
transferred between the pension contribution proper and the insurance of premature
death etc. In that case the total is better recorded as a pension contribution rather than

as a life insurance premium. Double counting of the pension contribution must be
avoided.

ificati

This section deals with the relation between a new activity classification and the draft
classification by products. In principle a product classification is not just a subdivision
of the activity classification, since any activity which has a principal product can be
accompanied by subsidiary products which, when they are principal products, fall
within another heading of the activity classification. But, it does not appear feasible to
subdivide life insurance (considered as a product), between risk spreading
(underwriting proper) and investment intermediation. This means that generally the
headings of a product classification for insurance will be no more than subdivisions
within the insurance activity; but they are very useful as such, The easiest way to study
the extent to which the same financial services (products) are carried out by financial
institutions (enterprises) falling into different headings of the activity classification,
would be to obtain designatory data on the structure and ownership of both insurance
enterprises and other financial enterprises.

3

With respect to preminms (tumover), the same process is followed through in the OECD statistics, in
arriving at “net written premiums”.
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840,

Th

Supgestions are given in Annex 3 for the classificaion of non-life insurance by
categories of risk. They would be obtained only for premiums (gross, and net written).
They correspond to the draft CPC headings and those which OECD have introduced
for their collection of information on non-life premiums - the interrelationships are
shown in Annex 3. These also give definitions in terms of the classes set out in the
Annex to the EC Directive on non-life insurance, No. 239 of 1973.

As regards life insurance, the CPC (shown in Annex 2) introduces oaly one sub-
division, between 'Life insurance services' and 'pension and annuity services'. This
cuts across the primary subdivision of the activity classification, which is between life
insurance and pension funding. In Annex 3 a note detailed arrangement into headings
of the CPC, which avoids this problem, is suggested.
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TABLE 1.  NON-LIFE

A NNE

X &

INSURANCE BT CLASS

Description |

Clesses and definitions
as in annexes of
Directive 73/239 regrouped
for the purpose of
this manual

Corresponding OECD
classes of Hon-{ife
insurance

OECD definition

Accident and health
insurance services

1. Accident
2. Sickness

|7. Accident and sickness

1. Accident
2. Sicknass

|
!
}
I

|
|
|
81292 Motar wehicle | 3. Land vehicles 1. Motor vehicle 3. Land vehicles
insurence services { 10. Motor vehicle Liabllity 4. Railway rotling
| stock
| 10. Motor vehicle
| liability
| [
| 1
51293 Marine, aviation and] 4. Railway rolling stock 2. Marine, aviation 5. Aircraft
other transport | 5. Aircraft and other transport 6. Ships (sea, lake and
ingurance services | &. Ships {sea, lake and river and canal wvessels
; river and canal vessels) | 11. Aircraft (iabitity
11. Aircrafr liability 12. Lisbitity for ships
12. Liability for ships {sea, lake and river
(sea, Lake and river and and canal vessels)
canal vessels)
|
E12%4 Freight insurance T. Goods in trarsit | 3. Freight 7. Goods in transit
services ({including merchandise, { Circliuding merchandise,
baggage, and all other | baggage, Bnd all other
| goods) | goods )
|
81295 Fire and other 8. Fire and natural forces 4. Fire ard cther 8. Fire and natural
property damage 9. Other damage to property property damage forees
insurance services @. Other damage
| to property
!
i
31296 Pecuniary loss 14. Credit 5. Pecuniacy loss 14. Credif
irsurance services 15. Suretyship 15. Suretyship
16. Miscellaneous 146, Miscellaneous
financial loss financial lagy
&12¢97 General Liabitity 13. General liability 6. Gemeral liability 13. General Liability
insurance services |
l
81299 Other insurance

services

17. Legal expenses

A. Other non-life
insurarce

17. Legat expenses
18. essistance
19. Miscellaneoys
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ANNEXA4 (cahtinﬁed]

mnme n 1 : Non-life i

The CPC subclasses 81292 : Motor vehicle insurance services, and 81293 : "Marine,
aviation and other transport insurance services” relate to contracts which include
liability for use, as well as coverage against loss or damage. In the OECD statistics, the
coverage of liabilities -which is allocated to separate headings in the Annexes to the EC
Directive - is also grouped with the coverage of loss or damage.

If as assumed, however, that it is not intended to include cover against liabilities to
third parties in the CPC subclass 81294 : "Fire and other property damage insurance
services”, Therefore, if a contract providing cover against fire or other property
damage also includes liabilities, the liability element should be included under the
heading 81297 "general liability insurance services”.

The only difference between the arrangement of the classes as used here and that use by
OECD is the inclusion of class 4 of the EC Directive "All damage to or loss of railway
rolling stock™ under the CPC heading” Marine, aviation and other transport insurance
services”, rather than under the heading “motor vehicle insurance services”. This is
because it seems more appropriate that the railway rolling stock should fall under
"Other transport™ of CPC subclass 81293 "“marine, aviation and other transport
insurance services, than under the subclass 81292 "Motor vehicle insurance services”.
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surance by classe: e,
{see comments on page 65)

Description Corresponding OECD
classes
81295 Fire and other property
damage insurance services
Part of Fire and other property Part of 4
81295 damage insurance services for Fire and other
commercial and industrial  property damage
property
Part of Fire and other property Partof 4
81295 damage insurance services
Jor domestic property
Part of 81291 Short term package Part of 7 Accident
part of 81295 insurance services for and sickness plus Part of
4. Fire and other property
damage
part of 81299 covering travelling risks plus Part of 8
Other non-life insurance
81299 Other insurance services
n.e.c.
part of Insurance against 1) Part of 8
81299 legal expenses Other non-life insurance
part of
81299 Assistance insurance Part of 8
part of miscellaneous Part of §
31299
(1

25

"Legal expenses” corresponds with class 17 of the annex of the EC directive 73/239,



Commen 1

Short-term package insurance to cover holiday and other travelling risks is a rapidly growing
item which covers both personal property and accident and health risks during the period of
travel, It is therefore suggested that it should be distinguished. Some contracts for package
travelling insurance also include assistance e.g. recovery of stranded motor vehicules,

The counterpart transactions to insurance enterprises are either business or final consumers
(mainly householders). The former's insurance costs (broadly premiums less claims) are
intermediate consumption, the latter's are final consumption. Data from insurance enterprises
do not readily distinguish these categories, particularly for motor vehicle insurance when the
insured vehicle is a car. However, insurance relating to fleets of cars is one element of the
category which is intermediate consumption. The split suggested of insurance against fire and
other property damage (4a and 4b above) is more likely to be available. The total of Insurance
taken by householders and other final consumers could be distinguished in broad terms as
Classes 4b and 7 - though some accident, sickness or travel insurance may be taken by

businesses for employees, without counting as their remuneration, and some general liability
insurance (Class 6) may be taken by householders.
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Table 3. Tentative breakdown of classes of life insurance and pension funding and its
reconciliation with the categories distinguished in the annex of the first Council Directive

267 of 979
NACE /REV.1 Tentative CPC heading categories as
described in
Annex to first
Council Directive
of 5.3.79
6601  Life insurance 81211 Whole of life policies Part of I
{maturing on death) Part of 11
Part of 111
§1212 Endowment policies Part of I
~ (maturing on survival) Part of TI
to a specified age or Part of 111
on earlier death)
81213 permanent health policies v
81214 other policies usually in- Part of LII,
volving regular single premiums* 0L, v, VILVIII
81215 Annuities Partof I, II
81216 Capital redemption VI
(including bonds repayable
on survival to a fixed date)
81217 Other policies usually Part of V, VIII
involving only a single
premium
6602  Pension funding 81218 Schemes for individuals not included
81219 Schemes for groups Part of VII
* However excluding annuities and any other policies usually involving only a single
premiurm.
Note on tabl

If a policy falls within the tentative CPC headings 81211 to 81213 but exceptionally involves
only a single premium 1t should nevertheless be grouped with those regular premiums.

The same for the policies under tentative CPC heading 81215 to 81216, If exceptionally the
policy involves regular premiums it should nevertheless be grouped with those involving only a

single
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VORKING ASSUNPTIONS
1. FREKIUE RATES (o

(a) EIPECTRD increase in pumber of claims : 16§ €3 30 %
(b? EIPECTED increase in avarage cost of claime (B) : 13 %
2. CQLAINS
{a) ACTUAL increase in number of claims : 50 %) 65 %
(b> ACTUAL increasme in average cost of claims : 10 %)
3. EACIOR INCONES
{a) ACTUAL increase in unit iambour costs and GDP deflator : 10 %
(b) ACTUAL increase in volume of labour inputs : 25 %
BAEE CHANCE ¢ £ ) IE IXAR .
YRAR At At
*Volume' 'Price' Total | Current Daflator Constant
A. CORSECT DHRLATOR Prices Prices
FOR PRENIUES - -- m———
(1(h)) »
Premiums earned 120 + 15 + 13 + 30 156 .3346(;‘5;:) 138
Claize incurred (y)| -100 ! +50 + 10  + 65 | -165 .9091(-"_5) -150
Margin # + 20 - 9 - 12 A
B. PRUXY DEFLATORE
FOR _FPRENIVES
{n) Premjum rate
@) x 1{b))
(52
Premiume earned 120 ' . + 30 156 . 7692 132 120
Claime incurred (Y)| =100 . + 10 vo | =165 -9091 (/524 -150
Margin # + 20 - 9 - 30 Bia)
() Average coet
of claimg
fow
Premiuzs earned 120 . i+ 101 ‘s 158 L9001 e 141.8
Claims incurred ¢r>{ -100 | .. + 10 .. |-1658  .o001 ({-;—) -150__
Margin # + 20 - 9 - 8.2 Bin)
8 Raflaction af margin
in factor incomms 1- _
Labour coste (&) 10 ' + 25 + 10 + 374 13.7% .9001% 12.5
Operating surplus | *_10 1.22.75 9001 ~__20.68
(Balance) + 20 - 9 - 8.18] B

CONPARE A VITH B (a), (b and (c). Other combinations of ‘price' and
‘volume' components will produce a different dispersion of the resultas.

€a) Further working assumption : an objective to maintain a constant percentage margin.
(8 And in maximum value of cover chosen by policy-holders.

(¥  Including net additians to reserves for claims not yet settled or not yet made.
) Including intermediate inputs.
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