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LES MEGAFUSIONS BANCAIRES:
LA COURSE EFFRENEE A LA TAILLE

BANK MEGAMERGERS:
THE FRANTIC RACE TO BE BIG

par/by Rémi Moreau

l LES PROJETS DE FUSION ENTRE DEUX DUOS
DE GRANDES BANQUES CANADIENNES

Le projet de fusion concocté entre la Banque Royale et la
Banque de Montréal, annoncé en janvier dernier sans que le
ministre canadien des Finances n’ait été mis au parfum, a laissé
absolument sidérées les autorités gouvernementales fédérales et elle
a créé une profonde onde de choc et dans I'industrie institutionnelle
financiere canadienne et au sein des diverses associations de
consommateurs.

Trois mois aprés cette annonce, les dirigeants de la Banque
CIBC et de la Banque Toronto-Dominion qui, a I’instar de leurs
prédécesseurs, ont fait le pari de la taille, ont eux aussi déclaré leur
intention de fusionner. Si cette opération était approuvée par les
autorités gouvernementales, la nouvelle Banque canadienne
impériale de commerce (Banque CIBC) compterait plus de dix
millions de clients et quelque 75 000 employés et elle aurait un actif
de 460 milliards de dollars. Elle deviendrait ainsi la dixieme plus
importante institution financiere en Amérique du Nord sur le plan
de la capitalisation boursiére (21,8 milliards de dollars US). A
I’échelle mondiale, la nouvelle Banque Royale-de Montréal occu-
perait la dix-neuvieéme place, sur le plan de la capitalisation
boursiere (26,6 milliards de dollars US), et la nouvelle Banque
CIBC se situerait au vingt-septieme rang (21,8 milliards de dollars
US). Ces nouvelles fiangailles auraient pour effet de positionner la
CIBC légerement derriere la future Banque Royale-de Montréal,
dont I’actif serait de 475 milliards de dollars.
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Par voie de comparaison, I’actif du Mouvement Desjardins est
de 71,7 milliards de dollars, celui de la Banque Nationale est de
68,6 milliards de dollars et celui de la Banque Laurentienne, la plus
petite, n’est que de 12,7 milliards de dollars. Les deux fusions
projetées concentreraient 50 % des actifs bancaires canadiens dans
leur giron, une situation de concentration qui n’est pas sans
inquiéter plusieurs groupes de consommateurs.

Malgré la possibilité de voir naitre deux géants bancaires
canadiens, nos institutions bancaires indigénes sont relativement
modestes face aux nouveaux mammouthsaméricains et européens.

B MEGAFUSIONS A L’AMERICAINE

En effet, le groupe bancaire américain CitiCorp, la deuxiéme
banque américaine, dont le chiffre d’affaires est de 23,3 milliards
de dollars US (1997) et le groupe de services financiers et d’assu-
rances Travelers, qui a réalisé I’an dernier un chiffre d’affaires de
37,6 milliards de dollars US, ont annoncé, le 6 avril dernier, leur
intention de se fusionner, formant ainsi le plus grand groupe
financier américain. La nouvelle entité, baptisée Citigroup, aurait
un chiffre d’affaires de plus de 60 milliards de dollars US et des
actifs supérieurs a 700 milliards de dollars US, elle serait présente
dans plus de cent pays et elle regrouperait quelque cent millions de
clients. Sa capitalisation boursiere était, i cette date, évaluée a 61,4
milliards de dollars. La valeur totale de la transaction est estimée a
83 milliards de dollars US.

Tout comme au Canada, le projet américain CitiCorp/Travelers
force le cadre réglementaire des autorités fédérales de régle-
mentation aux Etats-Unis, qui n’autorisent pas actuellement les
regroupements entre banques et sociétés d’assurance. En effet, la
révision de la loi Glass-Steagall de 1933 sur la séparation entre
banques et sociétés financiéres et d’assurances a été repoussée
récemment, faute de majorité, par la Chambre des représentants.
Selon la législation américaine actuelle, les banques ne peuvent
réaliser plus de 25 % de leur chiffre d’affaires dans les titres et
services boursiers et elles ne peuvent proposer des services d’assu-
rances que dans les villes de moins de 5 000 habitants.

Si la fusion se réalise, Citigroup, accédant alors au Graal de la
finance mondiale, pourrait ainsi opérer d’égal i égal avec les banques
japonaises (les actifs de Tokyo-Mitsubishi sont de 650 milliards de
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dollars), ou la Deutsche Bank (actifs de 535 milliards de dollars) ou
encore la nouvelle grande banque suisse, I'Union Bank, née de la
fusion entre SBS et UBS, avec des actifs de 922 milliards de Francs
suisses. Cette derniere fusion a fait I’objet d’une autorisation par le
gouvernement Suisse en mai dernier.

Apres le mariage des géants CitiCorp et Travelers, NationsBank
et BankAmerica ont annoncé a leur tour, une semaine plus tard,
qu’elles convolaient, créant ainsi la premiere banque commerciale
aux Etats-Unis avec plus de 570 milliards de dollars US d’actifs. La
transaction aurait été bouclée pour 62,8 milliards de dollars US. La
nouvelle entité, gardant le nom Bank America, couvrirait initia-
lement 22 Etats américains grice i un réseau de quelque 5 000
agences. La nouvelle institution supplanterait ainsi non seulement
la Chase Manhattan Bank, I’actuel numéro un américain, mais elle
occuperait le premier rang dans le monde, sur le plan de la capitali-
sation boursiere (94,8 milliards de dollars US), suivie par HSBC
(91,3 milliards de dollars US), au second rang, puis par Bank of
Tokyo-Mitsubishi (88,8 milliards de dollars US), au troisi¢me rang.

Quelques jours plus tard, ce fut au tour de First Chicago et
Banc One d’annoncer leur intention de fusion, évaluée a 30 milliards
de dollars US, devenant ainsi la cinquieéme banque commerciale
dans le monde (sixieme sur le plan de la capitalisation boursiére
s’élevant a 54,6 milliards de dollars US) avec plus de 230 milliards
de dollars US d’actifs et plus de 2 000 succursales.

Au moment de la mise sous presse, la compagnie bancaire
Wells Fargo et le groupe Norwest annoncaient, en juin dernier, leur
entente de fusion, formant la septieme banque américaine (le
quatrieme groupe bancaire américain par sa capitalisation) et la
premiere dans I’ouest américain. Les deux institutions financieres
réunies, qui ont opté de garder le nom légendaire Wells Fargo,
seraient dotées d’un actif de 191 milliards de dollars, employeraient
plus de 90 000 personnes, compteraient 20 millions de clients et
quelque 5 777 centres de services aux Etats-Unis, au Canada et
ailleurs dans le monde. La nouvelle institution posséderait le plus
grand nombre de clients internautes et de succursales aux Etats-
Unis. Cette fusion réalisée par échange d’actions pour une valeur de
34 milliards de dollars américains ne serait pas sans donner du fil
retordre aux banques canadiennes en matiere de préts hypothécaires
et de préts aux petites entreprises.

Les mégafusions bancaires
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H LA MONDIALISATION DES SERVICES
FINANCIERS SSAMORCE

Ces premieres annonces de fusions bancaires font courir des
rumeurs de rapprochement entre d’autres grands joueurs financiers.
Chez nos voisins américains, les initiés pressentent un projet de
fusion entre la Chase Manhattan Bank (premieére banque
américaine) et J.P. Morgan (quatrieme banque américaine), ou
encore ['union de Merrill Lynch avec la Chase Manhattan. Au
Canada, des rumeurs font état d’autres mariages possibles venant
du cété de la Banque Scotia et de la Banque Nationale, mais aussi
du c6té de Canada Trust (actif de 40 milliards de dollars).

Cette frénésie de grands mouvements bancaires ou financiers a
cours non seulement en Amérique du Nord, mais dans tous les pays
industrialisés d’Europe: en Grande-Bretagne, la fusion entre Royal
Insurance et Sun Alliance en 1996, et entre Commercial Union et
General Accident, cette année; en France, entre AXA et UAP en
1997; en Allemagne, entre Allianz et AGF en début d’année; et en
Suisse, comme nous I’observions précédemment, entre SBS et
UBS.

Les valeurs haussieres des titres bancaires apres ces annonces
sont un signe que la course au gigantisme financier est bien plani-
fiée et qu’'elle s’intensifie. Les mouvements sont loin d’étre ache-
vés. Chaque nouvelle fusion semble aiguiser d’autres appétits. Les
grandes institutions financiéres se doivent de plus en plus de réagir,
si elles ne veulent pas étre marginalisées.

Le paysage bancaire ne sera plus jamais le méme, disait
récemment M. Holger Kluge, président de la CIBC, qui commentait
la fusion annoncée entre la Banque Royale et la Banque de
Montréal, évaluée a 40 milliards de dollars canadiens. Il ne pouvait
si bien dire, car le méme jour I'énorme projet américain de fusion
entre CitiCorp et Travelers était annoncé, constituant certes un
changement radical dans 1I’industrie américaine des services
financiers, et qui ne serait pas sans générer des vagues au Canada et
dans le monde. Qui ne connait le dicton Quand les Américains éter-
nuent, les Canadiens ont soudainement la grippe ! Les frontieres
entre le Canada et les Etats-Unis s’estompant, dans la foulée de
I'Accord sur le libre-échange, le conférencier était d’avis qu'il est
important de constituer au Canada quelques institutions financieres
fortes et crédibles.

Mais au fait, quels motifs justifient une telle frénésie bancaire
ou d’assurance ? D’une part la globalisation et le décloisonnement
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des marchés, bien silir, mais plus prés du quotidien, ce sont des
facteurs tels les économies d’échelle, la capacité d’affronter la
concurrence étrangere, une plus grande efficacité sur les plans
national et international qui sont les principaux arguments
invoqués.

On ne sait encore I’attitude que prendront les autorités cana-
diennes qui, pour I’heure, maintiennent un silence éloquent, un oxy-
moron qui ne signifie pas pour autant qu’elles méconnaissent les
enjeux. Si le gouvernement fédéral approuve le projet de fusion
entre les deux banques canadiennes, le signal sera donné aux autres
institutions financieéres canadiennes. Mais est-il dans I’intérét et
dans les possibilités du Canada de se doter de quelques trés grandes
institutions financiéres capables, bien modestement, d’affronter la
terrible concurrence qui darde déja ses puissants rayons ? Le
marché financier oligopole qui prévalait au Canada est-il en voie de
disparaitre devant les nouvelles réalités économiques mondiales ?

D’ores et déja, il semble acquis que la prochaine révision de la
Loi sur les banques pourrait bien étre la derniére. Par la suite, il
faudrait plutdt parler d’une nouvelle Loi financiere, qui devrait
créer un environnement financier souple et adapté a la concurrence
étrangere de différents types d’institutions financiéres. Selon les
experts, le Gouvernement fédéral serait obligé non pas de freiner
les fusions, car les regroupements ont toujours été une stratégie de
développement au sein de nos institutions bancaires, mais
d’orchestrer les transformations des services financiers qu’il a lui-
méme imposées.

Il sera intéressant d’observer la réaction du Bureau de la
concurrence dont la politique est de ne pas contester une fusion
d’institutions qui représente des parts de marché inférieures a 35 %
pour la nouvelle institution. Le Bureau fixe également un plafond
de 65 % des parts de marché que peuvent détenir les quatre grands
fournisseurs de services financiers.

Pour I’heure, le ministre canadien des Finances préfére ne pas
bousculer son échéancier. Il a déclaré vouloir attendre les recom-
mandations du Groupe de travail sur I’avenir du secteur des
services financiers canadien avant de se prononcer. Ce rapport tant
attendu devrait lui étre soumis en septembre prochain par son
président Harold Mackay. Apres le dépG6t du rapport, le relais sera
pris par les comités des Finances du Sénat et de la Chambre des
communes, qui se pencheront sur ses conclusions et soumettront a
leur tour leurs recommandations au Gouvernement. Puis des
audiences publiques suivront. Il semble donc invraisemblable

Les mégafusions bancaires
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qu’une décision gouvernementale soit prise avant la fin de I'année,
d’on un certain agacement du ministre Martin, & qui on veut forcer
la main.

La plupart des analystes financiers croient que ces transac-
tions, dans le contexte actuel de mondialisation des marchés,
échapperaient au controle gouvernemental. Bien que le
Gouvernement fédéral n’aurait pas la volonté réelle de les bloquer,
il aurait néanmoins la capacité de les soumettre a un certain nombre
de régles, particulierement celles touchant les intéréts ultimes des
consommateurs (maintien de la concurrence, protection de
I’emploi), dont les choix financiers seraient réduits a I’aunc des
fusions actuelles et de celles & venir. La stratégie des banques en
cause est donc d’avancer leurs pions en premier, forcer la main du
Gouvernement, ['obliger a adapter, en quelque sorte, toute
I"architecture réglementaire a leurs diktats.

Le Gouvernement fédéral devrait aussi statuer sur le maintien
de la régle protectionniste de 10 % applicable aux institutions
financieres canadiennes, s’il souhaite que la propriété de nos
institutions demeurent largement entre les mains de nos institutions.

Apres avoir bouffé les firmes de courtage en valeurs et les
institutions fiduciaires, la stratégie des banques est maintenant
d’avancer leurs pions sur |I'échiquier de la bancassurance. La
encore, le ministre n’aurait pas, selon nous, le choix de refuser la
fusion entre banques et assurances, ni d’interdire aux banques de
vendre des assurances dans le réseau de succursales, puisque cette
stratégie répond a sa propre ouverture, ‘en signant |’accord de
I'Organisation mondiale du commerce sur les services financiers,
qui aura pour effet de libéraliser, & compter de 1999, les activités
internationales des banques, des compagnies d’assurance et des
bureaux de courtage. La venue d’institutions financieres étrangeres
sur le marché canadien serait donc inéluctable.

La question existentielle qui se pose: to be or not to be ? Les
petites et moyennes institutions financiéres pourront-elles survivre
dans leur niche, sans avoir a étre absorbées par les géants ? Est-il
possible de contrer les assauts des institutions financiéres
étrangeres, qui sont déja a I'entrée de notre jardin ? Ces questions
seront certainement au centre de la réflexion du groupe de travail
sur I’avenir des institutions financieres.

Telle est la toile de fond sur laquelle se dessine, plus pres de
nous, au Québec, la réforme des institutions financiéres (décloi-
sonnement, controle et déontologie, réforme des intermédiaires) a
travers le collimateur du projet de loi québécois sur la distribution

Assurances, volume 66, numéro 2, juillet 1998



des produits et services financiers. Pour faire face a la concurrence
massive de géants étrangers, qui seraient autorisés a faire des
affaires bancaires au Canada a compter du 1°' juin 1999, dans le
cadre de I’accord de I’Organisation mondiale du commerce sur les
services financiers, certains argumentent que le Québec doit aussi
pouvoir compter sur des joueurs importants, au Québec, et que nos
institutions financieres doivent avoir la liberté de concurrencer cette
énorme vague de fond. Quelle est la part du mythe et de la réalité ?

A I’heure ol les plus grands assureurs canadiens, exploités
sous la forme d’une mutuelle, sont forcés de se transformer en
sociétés en capital-actions pour accéder aux marchés des capitaux
et tenter ainsi d’approcher la capitalisation des plus petites banques
canadiennes, est-il encore possible d’élaborer un cadre
réglementaire pour assurer 1’égalité des chances entre les différents
joueurs ? Un vent de concentration souffle actuellement sur le
terrain de I’assurance vie et de 1’assurance IARD. Dans chacune
des deux branches, les dix premiers assureurs souscrivent
respectivement au Québec 70 % et 61,8 % des primes.

Un marché d’assurance a la fois concentré et dominé par une
pénétration étrangere, puisque les cinq plus gros assureurs
multirisques canadiens sont des filiales d’entreprises étrangeres.
62 % des primes d’assurances multirisques au Canada sont
souscrites par des sociétés dont la maison-mere est a I’étranger. A
I’inverse, il faut mentionner que les grandes sociétés canadiennes
d’assurance de personnes souscrivaient a I’étranger, en 1996, pour
909 milliards de dollars d’assurance vie.

Il sera intéressant de suivre a la trace les réactions du ministre
québécois des Finances pour qui le projet de loi 188 doit étre adopté
si les institutions québécoises doivent résister a la mondialisation
des marchés. Tout comme son homologue fédéral, il devra agir
prudemment; dans son cas, il devra aussi arbitrer habilement les
intéréts de Desjardins, la seule institution de dép6t de juridiction
québécoise, et ceux des milieux de I’assurance et du courtage, qui
ont I’avantage d’offrir aux consommateurs une gestion indépen-
dante, axée sur la protection de la vie privée. Tout comme Ottawa,
Québec doit trouver une solution satisfaisante aux grands
mouvements en cours dans le monde financier.

La revue Assurances continuera de suivre ce dossier de pres,
en invitant des collaborateurs de tous horizons a poursuivre la
réflexion sur 1’évolution du secteur financier canadien et québécois.
Elle a déja commencé a le faire grice a I’étude de Jean Roy publiée
dans le dernier numéro d’avril de Assurances. Nous poursuivons,
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dans la pages qui suivent, dans le cadre de ce numéro thématique,
en passant en revue les grandes transformations affectant I’environ-
nement et fagconnant I’avenir du secteur des services financiers au
Canada.

Nous commengons d’abord en publiant une analyse trés
récente de Tarek M. Harchoui sur la structure et les performances
économiques des institutions de dépdts au Canada en 1996. Puis,
nous publions un texte préparé a la fin de 1997 par des collabora-
teurs de la société Assurance vie Desjardins-Laurentienne, qui
situent ainsi le phénomene de la bancassurance: d’abord dans ses
origines européennes, puis dans sa percée américaine et, enfin, dans
ses impacts pour le Canada et ses défis pour le Québec. Les lecteurs
retrouveront aussi le mémoire présenté par I’ Association des
courtiers d’assurance du Canada au Groupe de travail sur I’avenir
du secteur des services financiers canadien, chargé de mener un
examen complet de ce qu’il faut faire pour maintenir la vigueur et
le dynamisme du secteur des services financiers au Canada. En
outre, notre collaborateur Jean Roy récidive en nous offrant une
étude similaire a celle du numéro précédant, mais vue sous P'angle
des fusions bancaires canadiennes et de la conciliation entre 1'inté-
rét des banques et I’intérét public. Enfin, Any Abdalyan propose
aux lecteurs une carte routiére en ce qui a trait aux fusions et aux
acquisitions dans I’industrie de I’assurance.

B PLANS TO MERGE TWO BIG CANADIAN
BANK DUOS

The merger plans concocted by the Royal Bank and the Bank
of Montreal and announced last January with nary a word to the
Canadian minister of finance absolutely stunned federal govern-
ment authorities, sent shock waves through Canada’s financial
institutions, and put a bee in the bonnets of various consumer asso-
ciations.

Three months after that announcement, presidents of the CIBC
and the Toronto Dominion Bank, following the lead of their swifter
competitors, also announced their plan to play the size card and
merge. Should the proposed merger be approved by government
authorities, the new CIBC would count more than ten million
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clients and some 75,000 employees and would have assets of $460-
billion. It would thus become the tenth largest financial institution
in North America in terms of market capitalization ($21.8- billion
US ). On the world stage, the new RoyMo bank would stand nine-
teenth in market capitalization ($26.6-billion US) and the new
CIBC would rank twenty-seventh ($21.8-billion US). These new
marriages would position the CIBC slightly behind the future
RoyMo Bank whose assets would be $475-billion.

In comparison, the Desjardins Movement has assets of $71.7-
billion; the National Bank has $68.6-billion; and the Laurentian
Bank, the smallest, has only $12.7-billion. The two proposed merg-
ers would concentrate 50% of Canadian banking assets in the hands
of two megabanks, a prospect which several consumer groups find
troubling.

Even with the possibility of creating two Canadian mega-
banks, our domestic banking institutions would still be of relatively
modest size compared with the new American and European mam-
moths.

B MEGAMERGERS: AMERICAN STYLE

Citicorp, the second largest American bank, with transactions
worth $23.3-billion US (1997) and the Travelers financial and
insurance group which, last year, had transactions totalling $37.6-
billion US, announced, last 6 April, their plans to merge, thus form-
ing the largest financial institution in the United States. The new
entity, baptized Citicorp, would generate transactions of more than
$60-billion US and would have assets of more than $700-billion
US. It would operate in more than one hundred countries and ser-
vice some hundred million clients. Its market capitalization was
then valued at $61.4-billion. The total value of the transaction is
estimated at $83-billion US.

Just as in Canada, the Citicorp’s/Travelers proposal is testing
the limits of United States federal regulations which do not cur-
rently permit mergers between banks and insurance companies.
Review of the 1933 Glass-Steagall Act on the separation between
banks, finance companies, and insurance companies was recently
voted down in the House of Representatives. According to current
American laws, banks cannot make more than 25% of their sales in
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stocks and brokerage services and they are only allowed to offer
insurance services in towns with fewer than 5000 residents.

If the merger takes place, Citicorp will have gotten its hands
on the Grail of world finance and be able to operate on an equal
footing with Japanese banks (Tokyo-Mitsubishi with $650-billion
in assets), Deutsche Bank (with $535-billion) or even the new big
Swiss Union Bank formed by the merger of SBS and UBS, with its
$922-billion assets in Swiss Francs. Last May, Swiss government
authorities approved that merger.

A week after the marriage of the two giants, Citicorp and
Travelers, NationsBank and BankAmerica announced their engage-
ment, thus creating the first commercial bank in the United States
with more than $570-billion in assets. The deal is said to have been
wrapped up to the tune of $62.8-billion US. The new entity, which
is still called Bank America, starts off with a network of some 5000
agencies covering 22 states. The new institution will reportedly
supplant not only the Chase Manhattan Bank, now number one in
America, but will also lecad the world in market capitalization
($94.8-billion US), followed by second-ranking HSBC ($91.3-bil-
lion US), and third-ranking Tokyo-Mitsubishi ($88.8-billion US).

A few days later, it was the turn of First Chicago and Banc
One to announce their $30-billion-US merger, thus forming the
world’s fifth largest commercial bank (sixth in market capitaliza-
tion: $54.6-billion US) with more than $230-billion US in assets
and more than 2000 branches.

Just before going for press, Wells Fargo and Co. and Norwest
Corp. announced, last June, their merging agreement into what
would be the seventh-largest U.S. Bank (the fourth American group
considering their market capitalization) and the first in the Western
area of the United States. The combined financial institutions, who
have decided to retain the storied Wells Fargo name, would have
about $191 billion U.S. in assets, more than 90,000 employees,
about 20 million customers and 5,777 financial services outlets in
the U.S., Canada and around the world. It would have more
branches and Internet customers than any other U.S. bank. That
$34-billion financial stock-deal could eventually provide more
competition for Canadian banks in small business and mortgage
lending.

Assurances, volume 66, numéro 2, juillet 1998



l OPENING SALVOS IN THE GLOBALIZATION
OF FINANCIAL SERVICES

With this first flurry of announcements of bank mergers,
rumours are flying about courtship among other big financial play-
ers. The insiders among our American neighbours see signs that
Chase Manhattan will merge with either J.P. Morgan (fourth largest
American bank) or Merrill Lynch. In Canada, there are rumours
about other possible mergers: Scotia Bank with the National Bank
or with Canada Trust ($40-billion in assets).

This frenzy of banking and financial activity is occurring not
only in North America, but in all the industrialized countries of
Europe: in Great Britain, 1996 merger between Royal Insurance
and Sun Alliance and this year’s merger between Commercial
Union and General Accident; in France, 1997 merger between
AXA and UAP; in Germany, merger of Allianz and AGF at the
beginning of the year; and in Switzerland, the previously mentioned
merger between SBS and UBS.

The hike in bank stocks after these announcements are a sign
that the run for financial bigness is well planned and becoming
more intense. The manoeuvres are far from over. Each new merger
seems to whet other appetites. Big financial institutions are being
spurred to react or risk being pushed aside.

In recent comments on the proposed merger between the
Royal Bank and the Bank of Montreal (transaction valued at $40-
billion CAN), Mr. Holger Kluge, head of CIBC, said: “The banking
landscape will never be the same.” His assessment couldn’t have
been better timed, because that very day news broke about the huge
American merger between Citicorp and Travelers. Undeniably a
radical change in the American financial services industry. this turn
of events was destined to make waves in Canada and the world.
Who doesn’t know the old saw: When the Americans sneeze,
Canadians come down with a nasty case of the flu! Since NAFTA,
the borders between Canada and the United States have been
becoming more and more permeable. Mr. Kluge is of the opinion
that it would be important to build a few strong and reputable finan-
cial institutions in Canada.

In reality, what are the motives driving the feeding frenzy in
the banking and insurance industries? There are the obvious phe-
nomena of market globalization and liberalization, but, closer to our
pocket books, the main arguments point to factors such as
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economies of scale, facing competition from abroad, greater
national and international productivity.

We are still waiting to see what attitude Canadian authorities
will adopt. For the moment, their response is limited to an eloquent
silence—not that this oxymoron connotes a failure to understand
the issues at stake. If the federal government approves the RoyMo
merger, this will give the green light to other Canadian financial
institutions. But is it in Canada’s interest and within its means to
allow the emergence of a few very large financial institutions offer-
ing, at best, a modest response to the fierce competition which is
already beginning to heat up? Is Canada’s traditional oligopolistic
market about to cave in to new global economic realities?

It seems a foregone conclusion that the next revision of the
Bank Act might very well be the last. After that, the need would
rather be for new legislation creating a financial environment flexi-
ble enough to adapt to foreign competition from different types of
financial institutions. According to the experts, the federal govern-
ment would not so much need to put a brake on mergers (since
these have always been a development strategy among banking
institutions) as to orchestrate the transformations of banking ser-
vices imposed by its own actions.

It will be interesting to observe the reaction of the Competition
Bureau whose policy is to give the go-ahead to any merger which
captures less than 35% of market share. The Bureau also puts a
65% ceiling on the market shares which can be held by the four
largest suppliers of financial services.

For now, the Canadian minister of finance prefers to bide his
time. He wants to wait for the recommendations from the Task
Force on the Future of the Canadian Financial Services Sector
before stating his position. This long awaited report should be sub-
mitted to him by Harold Mackay next September. Once the report is
tabled, the Senate and House finance committees will study its con-
clusions and, in turn, submit their recommendations to the govern-
ment. Public hearings will then be held. It is thus highly unlikely
that the government will take any decision before the end of the
year, which explains Paul Martin’s annoyance with attempts to
force his hand.

Most financial analysts believe that, in the current context of
market globalization, these transactions might be beyond govern-
ment control. Although the federal government might not really
have the will to block them, it would nonetheless have the power to
regulate them in a number of ways, particularly as concems their
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impact on the ultimate interests of the consumer (maintaining com-
petition, protecting jobs) whose financial choices would be limited
by current or future mergers. The banks have thus adopted the strat-
egy of moving its pawns first—thus, in a way, forcing the govern-
ment to adapt the whole structure of its regulations to their
imperatives.

In order to keep ownership of our institutions largely in
domestic hands, the federal government should also maintain the
10% protectionist clause applicable to Canadian financial institu-
tions.

After having swallowed stock brokerage firms and trust com-
panies, banks are now strategically moving their pawns on the
bank-insurance chessboard. As we see it, the minister will be
unable to block the merger of banks and insurance companies or to
stop banks from selling insurance in their network of branches,
because this strategy moves into an opening he himself made by
signing the World Trade Organization on Financial Services which
will liberalize the international activities of banks, insurance com-
panies, and brokerage firms starting in 1999. It would thus seem
that nothing can now stop foreign institutions from penetrating the
Canadian market.

The existential question arises: “To be or not to be?” Can
small and medium-sized financial institutions survive in their niche
without being absorbed by the giants? Is it possible to resist the
invasion of foreign financial institutions which have already let
themselves into our garden? The task force studying the future of
our financial institutions will certainly keep these questions front
and centre in its deliberations.

It is against this backdrop that, closer to home, the reform of
financial institutions (liberalization, regulations and ethics, interme-
diaries) is being passed through the collimator of Quebec’s bill on
financial products and services. To meet the massive competition
from foreign banking giants (which have been authorized by the
World Trade Organization on Financial Services to start doing busi-
ness in Canada on 1 June 1999), some argue that Quebec, too, must
have its major players and that our financial institutions must have
the freedom to mount this huge tidal wave. What, in all of this, is
myth, and what reality?

At a time when the biggest Canadian insurance companies
operate as mutuals and still struggle to match the capitalization of
the smallest Canadian banks by moving onto the stock market, is it
still possible to develop a regulatory framework guaranteeing equal
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opportunity to the different players? A wind of concentration is
now blowing across the field of life and general insurance. In each
of these two sectors, the ten leading insurance companies in Quebec
underwrite, respectively, 70% and 61.8% of the premiums.

The emerging insurance market promises to be both concen-
trated and dominated by foreign penetration, since five of the
biggest comprehensive insurers in Canada are branches of foreign
firms: 62% of the comprehensive insurance premiums in Canada
are underwritten by firms whose headquarters abroad. In contrast, it
should be mentioned that, in 1996, Canada’s own big insurance
companies underwrote $909-billion worth of life insurance policies
abroad.

It will be interesting to keep track of the reactions of Quebec’s
finance minister, who feels that bill 188 must be adopted in order to
arm Quebec against the rising tide of globalization. Like his federal
homologue, he must act cautiously. And, in his case, there is the
need to skillfully referee the interests of Desjardins (the only
Quebec-owned savings institution) and those of insurance and bro-
kerage firms that have the advantage of offering consumers the con-
venience of self-directed management keyed to their concern for
privacy. Quebec like Ottawa must find a solution matching in scope
the broad movements now shaking the world of finance.

Assurances will keep a close eye on these matters by inviting
to its pages collaborators of all orientations wishing to pursue their
thoughts on the evolution of the financial services sector in Canada
and in Quebec. The publication of Jean Roy’s study in the April
issue of Assurances was already a fair opening gambit.

In the following pages, by this thematic issue, we review the
various changes affecting the financial services sector and orienting
its future. We begin by the Tarek M. Harchaoui’s recent analysis on
the structure and economic performance of deposit-accepting insti-
tutions in Canada in 1996. Then, we present a text written in late
1997 by contributors from Desjardins-Laurentian Life Insurance.
The text traces the bank-insurance phenomenon from its European
origins, to its penetration of the American market, and, finally, to
its impact on Canada and its challenge for Quebec. Next, readers
will also find a copy of the submission of the Association of
Insurance Brokers of Canada presented to the Task Force on the
Future of the Canadian Financial Services Sector to undertake a
comprehensive review of what needs to be done to ensure that the
Canadian financial services sector remains strong and dynamic.
Also, our contributor Jean Roy comes again with a similar study,
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but on the angle of the Canadian bank mergers and the compatibil-
ity between the bank shareholders interest and the public interest.
Finally, the purpose of Any Abdalyan’s article is to provide to read-
ers a road-map to mergers and acquisitions in the insurance indus-

try.
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DEPOSIT-ACCEPTING INSTITUTIONS
IN 1996: THE STRUCTURE AND ECONOMIC
PERFORMANCE OF THEIR ACTIVITIES

by Tarek M. Harchaoui

Le marché des services financiers est en profonde mutation. La combinaison du
progres dans les technologies de I'information, les changements législatifs ainsi que
les forces du marché sont autant de facteurs qui ont réduits la ligne de démarcation
traditionnelle entre les institutions de dépéts et de retraits (banques 2 charte, sociétés
de fiducie, caisses d’épargne et de crédit) et les autres institutions financieres. Des
concurrents domestiques et étrangers, y compris des institutions de type «virtuel»,
font leur entrée sur le marché. Les firmes se restructurent par le biais de fusions ou
d’acquisitions, de partenariats d’affaires et de localisation dans des niches afin de
faire face a la concurrence issue de joueurs 3 vocation mondiale et fortement capita-
lisés. Utilisant des données inexploitées jusqu'ici, cette étude examine les activités,
les structures de marché et la performance économique des institutions de dépéts au
Canada, 2 la lumiere des différents changements ayant affecté leur environnement.

The financial service market place is being dramatically redrawn. Progress in infor-
mation-processing technology, legislative changes, and market forces have combined
to blur the traditional distinctions between deposit-taking institutions (chartered
banks, trust companies and credit unions) and other financial institutions. New
domestic and foreign competitors are entering the market, some doing so as ‘virtual’
institutions. Businesses are being reorganized through mergers and acquisitions, joint
ventures and niche market positioning to compete with well-capitalized global play-
ers. Using an, as yet, untapped dataset, this paper provides an analysis of the activi-
ties, market structures and economic performance of deposit-accepting institutions in
Canada, in light of the various changes that affected their environment.

The author :
Tarek M. Harchaoui is economist at Statistics Canada.
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B THE CONTEXT

In 1996, the value of production for deposit-accepting institu-
tions (chartered banks, trust companies and credit unions) was $33
billion. This represents a 38% increase since the 1992, the year of
the most recent revision to The Bank Act.

In recent years, foreign activities and trade in financial ser-
vices have become increasingly prominent elements of the activities
of financial institutions. Chartered banks, in general, are more inte-
grated to the world economy in comparison to other deposit accept-
ing institutions. In 1996, 20% of Chartered banks’ production was
outside Canada, while roughly 90% of the employment was based
in Canada. With $2 billion in exports in 1996, representing roughly
7% of Canada’s exports in services, Canadian chartered banks con-
tribute significantly to Canada’s global competitiveness.

Bl BANKS, TRUST COMPANIES AND CREDIT
UNIONS HAVE BROADENED THEIR
OPERATIONS, BUT THEIR CORE BUSINESS IS
STILL THEIR DEPOSIT-ACCEPTING ACTIVITY

Significant changes have occurred in the financial sector in
Canada over the last few decades as a result of domestic and inter-
national factors. The globalisation of financial markets, technologi-
cal innovation (information technology), financial innovation
(derivatives and securitization), demographic changes (aging baby
boomers) and the revision of the regulatory environment have
blurred the distinctions between the traditional financial institu-
tions. As a result, the four pillars of the Canadian financial sector
(chartered banks, trust companies, insurance companies and invest-
ment dealers) have gradually merged, with much greater overlap of
business lines and direct competition between each traditional
financial institution.

The product lines of deposit-accepting institutions have broad-
ened considerably beyond the core activity of lending, deposit-
accepting, and traditional service functions. A notable feature has
been their entry into the trust, mutual fund, insurance, and retail
brokerage activities. Although there are variations in structure
among the deposit accepting institutions, their activities can conve-
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niently be reviewed by dividing their operations into retail banking,
commercial and institutional finance, electronic financial services,
and treasury and investment banking.

In spite of these changes, the traditional activities of retail
banking and corporate and institutional finance accounted for 90%
of their overall production in 1996 (Table 1). Retail banking
remains prominent because these institutions have expanded their
lending to households (mortgage loans in particular) and more
recently have moved into personal wealth management. This
reflects the changing needs of the baby boom generation, first as
home-buyers and, more recently, as middle-aged investors.

TABLE |
In 1996, deposit-accepting remains the most significant activity of
chartered banks, trust companies and credit unions

Production in Components of Production
Current Prices Service Fees Net Interest Income
$million % $million % $million %
Retail banking 26,208  80.0 7417 283 18,791 717
Corporate and
institutional finance 3,285 10.0 1,760  53.6 1,525 464
Treasury and
investment banking 2,176 6.6 1,325 609 851 39.1
Electronic
financial services 1,075 33 621 57.8 454 422
All Activities 32,744 100.0 11,123 34.0 21,621 66.0

The 1987 financial reforms allowed banks to purchase and cre-
ate securities dealer subsidiaries, and the 1992 Bank Act granted
banks additional powers, such as the right to engage in trust activi-
ties. Through their treasury and investment banking activities,
banks have become increasingly active distributors and sponsors of
mutual funds. Marketing their own mutual funds has helped the
banks to maintain their share of household assets during periods
when the banks might have lost deposits to higher yielding mutual
funds. The banks have also established a major presence in the
rapidly growing discount brokerage business, where clients pay low
commissions but receive no investment advice. In spite of these
changes to the legislation, treasury and investment banking activity
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accounted in 1996 for only a modest share of deposit-accepting
institutions overall activities (6.6%).

Although still in its infancy (3.3% of the overall activity), elec-
tronic banking has been driven by deposit accepting institutions
seeking more cost-effective delivery alternatives to expensive in-
branch banking and by retail clients seeking improved service and
choice. Electronic banking has revolutionised the delivery of finan-
cial services enabling consumers, where ever they are, to access
their financial institutions by telephone, personal computer or auto-
mated banking machines (ABMs). In 1996, with 14,000 deposit-
accepting institutions branches, 18,426 ABMs and 253,089 Interac
direct payment terminals, consumers have access to a significant
network of banking services in Canada. With 6 ABMs for every
10,000 people, Canada has more ABMs per capita than most major
industrialised countries, except for Japan (Chart 1).

CHART |
CANADA IS SECOND ONLY TO JAPAN IN PER CAPITA
AVAILABILITY OF ABMS

ABMs per 10,000 inhabitants
o

|
"

Japan Canada

United
Kingdom

United

States Germany

Source: Bank of Intemational Setttements, 1996.

B THE NEW ACTIVITIES OF THE DEPOSIT
ACCEPTING INSTITUTIONS RELY MORE ON
NON-INTEREST INCOME
The net interest income of deposit-accepting institutions

amounted to $21.6 billion in 1996, while income from service fees

was $11.1 billion (Table 1). Although two-thirds of the value of
production are in the form of net interest income, service fees have
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increased rapidly during the 1992-1996 period (an increase of 52%
compared to 7% for interest revenue). The rapid increase in service
fees is directly attributable to corporate and institutional finance
and new activities such as treasury and investment banking and
electronic financial services. In these activities service fees are the
main contributors to the value of production. In contrast, retail
banking, which primarily provides services to individuals and small
businesses, derives the bulk of the value of production from net
interest income.

Activities of banks have been characterised by the rising
importance of off-balance-sheet items which are broadly cate-
gorised as derivatives transactions. Dealing in derivatives provides
revenues in the form of transactions fees, dealing spreads, and trad-
ing profits and has become essential for the six largest banks who
want to offer full service to their corporate and investment banking
clients. With $193.5 billion' in 1996 from their world-wide activi-
ties, off-balance sheet positions represented almost 20% of their
total balance sheet positions.

H IN 1996, PROFITS ACCOUNTED FOR LESS
THAN LABOUR COMPENSATION IN THE
TOTAL PRODUCTION

The retail banking activity, usually performed at the cus-
tomers’ location, is labour intensive. The collection of retail
deposits from households is carried out traditionally through local
branches, where most of the banks’ labour is employed. Similarly,
lending to consumers and small businesses usually requires face-to-
face meetings at a branch location. Other activities, such as the col-
lection of large deposits and lending to medium and large
businesses, which are centralised at regional or even national
offices, are less intensive in labour.

Of the $33 billion of financial services produced in 1996, the
deposit accepting institutions posted profits of $9.5 billion and paid
$11.5 billion in labour compensation (Table 2). In retail banking,
profits accounted for less than the revenue distributed to employees.
In other areas, including corporate and institutional finance, elec-
tronic financial services and treasury and investment banking, the
level of profits was significantly greater than labour compensation.
This reflects the greater application of labour saving technologies in
these type of activities.

Deposit-Accepting Institutions in 1996
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TABLE 2
In 1996, the share of profits in the tosal production accounted
for less than the revenue paid to employees

Production Labour Non-interest Profit before
in Current compensation expenses income tax
Prices

($ million) $ million % $ million % $ million %

Retail banking 26,208 9,776 373 9.835 37.5 6.597 25.2
Corporate and

institutional

banking 3.285 751 229 1.104 33.6 1,430 43.5

Treasury and
investment

banking 2,176 667 306 563 259 946 435
Electronic finan-

cial services 1,075 263 245 3t 29.0 501 46.6
All Activities 32,744 11,457 35.0 11,813 36.1 9,474 28.9

H SMALL AND MEDIUM-SIZED INSTITUTIONS
FOUND THEIR NICHE

The deposit-accepting business in Canada is marked by a high
degree of market concentration, the coexistence of firms of various
sizes and the presence of a number of foreign institutions. Except
for treasury and investment banking where both small and medium
sized institutions control 22% of the market, the markets for all
other activities are almost exclusively under the control of large
institutions (Table 3). While large institutions are under Canadian
control, nearly 70% of small and medium sized institutions’ pro-
duction is under foreign control. This proportion is even higher than
90% for the corporate and institutional finance activity (Table 4).

Large and medium-sized deposit-accepting institutions tend to
specialise in retail banking (roughly 80% of their overall activities).
In contrast, their small-sized counterparts are oriented more
towards investment banking and corporate and institutional finance,
both of which account for 53% of their total activities (Table 5).
These small-sized deposit-accepting institutions are composed
mainly of foreign banks that are established in Canada mainly to
service the financing needs of their foreign corporate clients estab-
lished in Canada. The investment activities of some of these small
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TABLE 3
The market share of small and medium-sized institutions is

significant in treasury and investment banking

Market share by size of institutions (%)
Large Medium Small
Retail banking 93.5 5.5 1.0
Treasury and investment banking 777 16.2 6.1
Electronic financial services 98.9 — —
Corporate and institutional finance 92.7 2.1 5.1
All activities 92.5 5.7 1.7

foreign banks include acting as portfolio managers for some large
mutual funds companies.

In 1996, the profit margin ratio was 29 cents per $1 of all ser-
vices produced. It increased with the deposit-accepting institutions’
size, albeit not significantly (Table 6). With more than 40 cents per
$1 of services produced, electronic financial services, treasury and
investment banking and corporate and financial institutional finance
were the activities that posted the highest profit margin ratio in
1996 for all institutions.

The profit margin ratio of corporate and institutional finance
significantly increases with institutions’ size, thus suggesting the

TABLE 4
More than /3 of small and medium sized deposit accepting
institutions’ production is under foreign control

Percentage of small and medium-sized
institutions’ output under foreign control

Medium Small
Retail banking 69.5 44.8
Treasury and investment banking 58.4 91.2
Electronic financial services = o
Corporate and institutional finance 95.2 90.2
All activities 67.9 69.1
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TABLE 5

Large and mediume-sized institutions are specialised in retail banking
whereas their small-sized counterparts are mainly engaged in treasury and
investment banking and corporate and institutional finance activities

Share of the different activities (%)
Large Medium Small
Retail banking 80.9 76.9 47.2
Treasury and investment banking 5.6 18.8 233
Electronic financial services 35 — —
Corporate and institutional finance 10.] 37 29.6
All activities 100.0 100.0 100.0

existence of important cost savings in the case of this activity per-
formed by large institutions. Medium-sized institutions seem to
have a competitive advantage in the treasury and investment bank-
ing activity, where they posted the highest profit margin ratio in the
industry (50 cents per $1 of services produced).

In conclusion, changes in the economic and institutional envi-
ronment have broadened the activities of the traditional deposit-
accepting institutions into areas once exclusively reserved to
investment dealers and trust companies. Electronic banking, an

TABLE 6
Medium-sized institutions have the highest profit margin ratio in
treasury and investment banking activity

Profit margin ratio
All deposit-accepting  Small Medium Large
institutions

Retail banking 0.25 0.21 0.18 0.26
Treasury and investment
banking 0.44 0.18 0.50 0.44
Electronic financial services 0.47 — — 0.47
Corporate and institutional
finance 0.44 0.31 0.35 0.45
All activities 0.29 0.23 0.24 0.29
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activity prompted by the development of the information technol-
ogy, has revolutionised the delivery of financial services, allowing
customers to have anytime and anywhere access to their deposit-
taking institution by telephone or personal computer.

Institutions of small and medium size coexist alongside large
ones who control 93% of the whole deposit-taking services. While
large institutions are under Canadian control, nearly 70% of small
and medium sized institutions’ total production is under foreign
control. This proportion is as high as 90% in activities such as cor-
porate and institutional finance. The coexistence of firms of differ-
ent size may be explained by the existence of niches where medium
sized institutions are more profitable than their large counterparts.

B NOTE TO READERS

This release provides information on production statistics of
deposit-accepting institutions in Canada for reference year 1996. It
is based on a new survey of chartered banks and trust companies
(Segmented Reporting on Banks and Trust Companies) supple-
mented by data from Statistics Canada’s Quarterly Financial
Statistics for Enterprise Survey on Credit Unions and other sources
of information (1996 data from the Office of the Superintendent of
Financial Institutions, 1996 annual reports of the Bank of
International Settlements and Interac).

This new survey, which provides a breakdown of banks and
trust companies consolidated operations (in Canada only) by type
of activities, reflects the broadening of activities of these institu-
tions as a result of the reforms that affected the financial sector in
Canada since 1987. It is also based on the 1997 North American
Industrial Classification System (NAICS), an activity based indus-
trial classification which allows the business sector data from
Canada, Mexico and the United States to be compared.

B CONCEPTS

The activities performed by Banks, credit unions and trust
companies are defined as follows:

Deposit-Accepting Institutions in 1996
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* Retail banking: Provides financial services to individuals
and small and medium sized commercial businesses in Canada
through a branch network. Included in this group are private client
services, branch banking and banking for small and medium sized
businesses. Fiduciary services, i.e. activities of acting as a trustee or
agent by providing record keeping, custodial and performance eval-
uation services for personal trusts, pension funds, corporate and
institutional investments and group RSPs, are also included in retail
banking.

* Corporate and Institutional Finance: Provides financing and
operating services to institutional and large corporate customers.
Examples of activities that may be included in this group, if they
are not already included in Electronic Funds Services, are trade and
export financing, project financing and syndicated lending.

* Electronic Financial Services: Includes services provided by
automated banking machines and telephone banking centres.

* Treasury and Investment Banking: Treasury manages the
funds of the consolidated operations of the firm, ensures that regu-
latory requirements are followed, establishes the spread thresholds
applicable to particular operating units based on performance indi-
cators, manages the cash flow for consolidated banking operations,
and performs risk management services. Investment banking covers
only the operations of securities brokerage, mutual fund manage-
ment, investment management, discount securities brokerage,
financial planning and financial advisory services to corporate, gov-
ernment, institutional and private clients.

These activities belong to the following industries delineated
under the 1997 NAICS:

* 522111 Personal and commercial banking (retail banking
activity)

e 522112 Corporate and Institutional banking (corporate and
institutional finance activity)

* 52232 Financial transactions processing, reserve and
clearing house activities (electronic financial ser-
vices activity)

* 523110 Investment banking and securities dealing (treasury
and investment banking)

The following definitions are used:
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Production in current prices is the sum of net interest income
and explicit service fees.

Labour compensation is the sum of wages and salaries, pen-
sion contributions by the employer and other paid benefits;

Non-interest expenses include purchased goods and services,
depreciation and amortization, provisions for credit losses;

Profit margin ratio is profit before income tax over the value
of production;

Securitization is a transaction in which certain assets, such as
mortgages, are sold to an entity that finances their acquisition by
issuing negotiable securities;

Derivatives are financial futures or options whose value is
derived from interest rates, foreign exchange rates or equity prices.
Derivatives are used in treasury operations as well as for hedging
regular financial instruments. The most common types of deriva-
tives include foreign currency, interest rate futures, swaps and
options;

Off-balance sheet items represent a variety of commercial
arrangements that are not reported on the balance sheet of chartered
banks but that involve the same types of business risks as reported
assets and liabilities (i.e., credit risk, interest rate risk, etc.);

The following size breakdown is defined in terms of produc-
tion: large institutions produced more than $1 billion, medium-
sized institutions produced between $50 million and $1 billion and
small ones produced less than $50 million.

Note

1. These figures are in credit-equivalent values, that is, they are put on the same
basis as balance sheet items by calculating the actual credit exposure of the off-balance
sheet items,
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LA BANCASSURANCE :
UN VENT D’EUROPE QUI SOUFFLE
SUR L’AMERIQUE DU NORD

par divers collaborateurs
d’Assurance vie Desjardins-Laurentienne

L’un des plus grands bouleversements 2 survenir depuis une quinzaine d'années
dans le secteur des services financiers est sans contredit la convergence des
institutions bancaires et des compagnies d’assurance au sein d'un seul groupe
financier. Les auteurs en décrivent le phénomene, nommé «bancassurance», qui
est apparu en Europe au début de la décennie 1980, puis son développement
extraordinaire aux Etats-Unis, vu les facteurs de réduction des cofts qu'il a
engendré dans un marché hautement compétitif, et enfin son arrivée parmi les
institutions canadiennes, les réactions de I’industrie de I'assurance et les défis
que représente le phénomene pour les institutions financieres québécoises.

ABSTRACT

One of the major overthrows which have occurred since fithteen years in the
financial services sector is certainly the amalgamation of banking institutions
and insurance companies in one single financial group. The authors describe the
phenomena called «bancassurance», which first appeared in Europe in the first
years of the 1980 decade, then took an extraordinary expansion in the United
States, considering its costs reduction factors in a very competitive market, and
finally reached the Canadian financial institutions. They concluded with the
reactions of the Canadian insurance industry and the challenges for Quebec
financial institutions.
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Bl LA BANCASSURANCE EN EUROPE

L’un des plus grands bouleversements a survenir depuis une
quinzaine d’années dans le secteur des services financiers est sans
contredit la convergence des institutions bancaires et des compa-
gnies d’assurances au sein d’un seul groupe financier. Ce phéno-
meéne, qui est d’abord apparu en Europe au début des années 1980,
a été décrit comme la bancassurance et se concrétise par la vente de
produits d’assurance par I’institution bancaire a sa clientéle.

A travers I’Europe, la bancassurance s’est développée a un
rythme et sous des formes variables selon les pays. Si la France a
été 1'un des pays précurseurs dans le domaine, beaucoup d’autres
lui ont aujourd’hui emboité le pas : I’Espagne, I'Italie, la Belgique,
les Pays-Bas, le Royaume-Uni, etc.

Comme en témoigne le tableau 1 ci-dessous, c’est surtout du
coté de I’assurance vie que les bancassureurs ont fait une percée. En
France, par exemple, ce sont principalement les produits d’assu-
rance vie dits de «capitalisation» et comportant un avantage fiscal
intéressant pour le consommateur qui expliquent en grande partie
les succes des bancassureurs. Les consommateurs, conscientisés
aux limites des régimes de retraite de I’Etat, se sont dirigés vers les
institutions bancaires pour se procurer ces produits d’assurance afin
de préparer leur retraite.

Le contexte de I'assurance dommages est différent de celui de
I’assurance vie. Les marchés de I’assurance de dommages des

TABLEAU | .
LA PART DE MARCHE DES BANCASSUREURS EN EUROPE
. Assurance

Pays Assurance vie de dommages
Allemagne 10 % S%
Belgique 19 % . 4%
Espagne 50% 19 % |
France 60 % 4% 4
ltalie 20 % 1 %
Pays-Bas 20 % 1S %
Royaume-Uni 2% 1% o
Suéde 20% I % o
Source : L'Argus, 20 juin 1997
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particuliers sont saturés, en faible croissance et cycliques. De plus,
les synergies entre la vente des produits bancaires et les produits
d’assurance de dommages sont moins fortes qu’avec les produits
d’assurance vie, lesquels comprennent une composante épargne.

Le vent de bancassurance en provenance d’Europe souffle déja
depuis quelques années sur les institutions financieéres en Amérique
du Nord, au fur et 2 mesure que se font sentir les pressions concur-
rentielles reliées a la mondialisation des marchés et a I’évolution
rapide des technologies. Mais a cause des restrictions régle-
mentaires imposées aux banques tant aux Etats-Unis qu’au Canada,
les parts de marché actuelles des banques dans la distribution de
produits d’assurance sont minimes, soit moins de 5 % dans ces
deux pays.

H LA PERCEE DE LA BANCASSURANCE
AUX ETATS-UNIS

(J L’évolution du contexte réglementaire

Ces dernieres années, les Etats-Unis ont connu une forte
consolidation du secteur bancaire et du secteur des assurances.
Cette consolidation s’effectue pour des impératifs de réduction des
cotits et de recherche d’économies d’échelle afin d’améliorer la
position concurrentielle des institutions financieres dans un marché
hautement compétitif.

Parallelement a ce mouvement de consolidation de I’industrie
des services financiers, plusieurs bréches ont été ouvertes en ce qui
concerne la réglementation touchant les pouvoirs des banques dans
la distribution des produits d’assurance. Voici un survol des princi-
pales décisions rendues par les tribunaux américains a ce chapitre :

* en 1995, la Cour Supréme statuait que les rentes sont des
produits d’investissement et non des produits d’assurance,
permettant ainsi aux banques d’en faire la vente. I1 s’agit de ce qu’il
est convenu d’appeler le cas «<VALIC»;

* en mars 1996, la Cour Supréme statuait que les banques
nationales, sous les dispositions de la Section 92 du «National Bank
Act», pouvaient faire la vente d’assurance a partir d’une agence
affiliée et ce dans les villes dont la population est inférieure a 5 000
habitants (il s’agit de la décision Barnett Bank). Suite 2 ce juge-
ment, le «Comptroller of the Currency» émettait une directive en
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novembre 1996 a I’effet que les banques sous cette juridiction
pouvaient effectuer des campagnes nationales de marketing direct a
partir de leurs agences affiliées situées dans les villes de moins de
5 000 habitants;

¢ en décembre 1996, le «Comptroller of the Currency» décré-
tait que les banques nationales pouvaient créer des filiales
d’opérations pour leurs activités non traditionnelles plutét que des
filiales de type «holding company ». Ces nouvelles reégles seront
moins coiteuses pour les banques désireuses de s’engager dans des
activités non traditionnelles. Ces reégles pourraient possiblement
permettre aux banques d’effectuer des activités de souscription de
produits d’assurance.

Contrairement aux banques canadiennes, les banques améri-
caines peuvent vendre des rentes et elles détiennent aujourd’hui
plus de 20 % de ce marché. Les banques américaines sont égale-
ment d’importants joueurs dans le marché des fonds d’investisse-
ment, avec une part de marché estimée a 15 % en 1995.

A quelques exceptions prés et jusqu’a tout récemment, les
banques américaines ne pouvaient vendre de I’assurance dans la
plupart des Etats. Comme au Canada, elles sont autorisées  vendre
de I’assurance crédit mais pas pour d’autres produits d’assurance
comme [’assurance vie entieére, I’assurance vie temporaire, 1'assu-
rance auto, I’assurance habitation.

La principale exception a ce niveau se situe du c6té du
«National Bank Act» qui autorise ce type d’institution bancaire a
vendre des produits d’assurance dans les communautés de moins de
5 000 habitants. Traditionnellement, les «thrift institutions» ont des
pouvoirs plus grands que les banques. Les banques d’épargne
(Savings banks) au Connecticut, au Massachusetts et dans I’Etat de
New York peuvent souscrire de I’assurance vie. D'autre part, grice
a certaines failles dans la réglementation, certains assureurs (ex.:
Travelers, Prudential) ont été autorisés a acquérir certaines banques,
les «nonbank banks». Ces banques sont principalement actives dans
I’émission de carte de crédit. En 1987, on comptait 20 assureurs
opérant des «nonbank banks». L.’assureur USAA, qui compte
comme clientele les militaires américains aux Etats-Unis et a
I'étranger, exerce des activités complétes d’une «federal savings
bank».

Dans la foulée des nouveaux pouvoirs découlant de la décision
«Barnett», les principales banques au détail aux Etats-Unis seraient
a se positionner actuellement pour souscrire et vendre de
I’assurance a I’échelle nationale. Dans I'Etat de I'lllinois, certaines
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banques i charte de I’Etat veulent méme profiter pleinement des
pouvoirs reconnus aux banques nationales par la décision «Barnett»
en convertissant leur charte d’Etat en charte nationale.

[(J Le cadre de la Réforme des services financiers aux
Etats-Unis

Aux Etats-Unis, une réforme est actuellement en cours en ce
qui concerne le secteur des services financiers. La modernisation du
secteur financier était rendue nécessaire A cause de la forte
consolidation des institutions financieres aux Etats-Unis et ailleurs
dans le monde, des pressions concurrentielles qui découlent de cette
consolidation, de la mondialisation des marchés, des changements
technologiques rapides, de la disparition graduelle des barrieéres
entre les différents produits financiers, etc. Certaines lois et régle-
mentations datant de plusieurs décennies ne sont tout simplement
plus adaptées a ces nouvelles réalités.

Dans sa position présentée aux membres du «House Banking
and Financial Services Committee» le 3 juin demnier, le Secrétaire
d’Etat aux Finances Robert E. Rubin souhaite que la réforme
actuelle puisse étre bénéfique aux consommateurs, aux entreprises
et a la communauté, qu’elle permette d’accroitre la compétitivité de
I’industrie dans le monde et qu’elle protége la sécurité et la
solvabilité des institutions financiéres. Plus spécifiquement, le
Secrétaire d’Etat vise 2 atteindre les objectifs suivants :

1. Le consommateur doit bénéficier des colits moindres, d’une
meilleure accessibilité et de meilleurs produits;

2. Les différents fournisseurs de produits financiers operent
selon les mémes régles du jeu (level playing field);

3. Les institutions financiéres peuvent offrir des produits et
services financiers sans se perdre dans un dédale de lois et de
réglementations archaiques;

4. La protection de I’assurance dépdt et le maintien de la
sécurité et de la solvabilité des institutions financiéres.

Le Secrétaire d’Etat souhaite que la réforme du systtme de
réglementation soit effectuée par fonction : «...we believe that we
should move closer to a system of regulation by function, whereby
specific financial activities would be regulated by the appropriate
federal or state agency, regardless of where these activities are
conducted. In this way, consumers would receive consistent
regulatory protections. The Federal Reserve would continue to be
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responsible for consolidated supervision of bank holding companies
but through streamlined procedures. And we would propose to
create a council that would help improve coordination among the
various financial services regulators.»

Les enjeux de cette réforme sont énormes puisque 1’on évalue
que les consommateurs américains ont dépensé en 1995 plus de 300
milliards de dollars en frais et commissions pour leurs produits
bancaires, d’assurance et de valeurs mobiliéres. Avec un accroisse-
ment de la concurrence, les consommateurs américains pourraient
économiser environ 15 milliards de dollars par année sur ces frais.

Ces résultats seraient donc rendus possibles grice a I’élimina-
tion des contraintes empéchant les affiliations entre les banques et
les autres types d’institutions financieres et en élargissant les pou-
voirs des institutions bancaires quant a la vente des produits et
services financiers.

[] La présence des banques dans I’assurance

Selon Association of Banks-in-Insurance (ABI), on estimait 4
39 % le nombre de banques commerciales engagées dans une forme
ou une autre de distribution et de mise en marché de produits
d’assurance auprés de leurs clients en 1995. Le tableau 2 ci-dessous
ventile ce pourcentage selon I'actif des banques.

Pour la distribution et la vente de produits d’assurance, les
banques ont recours principalement a trois modeles de distribution
dans les Etats ol la vente de produits d’assurance est permise :

TABLEAU 2 .
BANQUES COMMERCIALES ENGAGEES

DANS L’ASSURANCE - 1995

Nombre de
Actif Nombre % Distribution  banques qui

distribuent
Plus de 10 milliards $ 64 84 % 54
1-10 milliards $ 328 63 % 206
100-999 millions $ 2800 69 % | 941
Moins de 100 millions $ 7 258 19 % | 887
Total 10 450 39% 4088
Source : ABl. 1996
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1. «third-party marketers»

Ces intermédiaires apportent une expertise externe et une
gamme de produits de plusieurs fournisseurs. Le personnel provient
d’agences avec des agents généraux indépendants (ce type d’agent
s’apparente au courtier d’assurance au Québec). Il s’agit d’une
approche attrayante pour les banques qui démarrent la distribution
de produits d’assurance ou encore pour les banques qui n’ont ni les
capacités financieres ni I’expertise. Ces « third-party marketers»
défraient les coiits initiaux de démarrage des opérations. Le role de
la banque consiste a fournir au «third-party marketer» un espace de
travail au sein de la succursale et I’acces a la base de données de la
clientele de la banque pour effectuer de la prospection et de la vente.
Essex Corporation, Marketing One et Laughlin Group comptent
parmi les principaux «third-party marketers» aux Etats-Unis.

2.le personnel de la banque (aussi appelé «platform
employees»)

Les employés de la banque sont formés et autorisés a la vente
de produits d’assurance. Il peut s’agir des représentants de service a
la clientéle de la succursale et des directeurs ou assistants directeurs
de la succursale. La vente de produits d’assurance s’effectue en sus
des autres tiches du personnel, par exemple a I’ouverture de
compte ou lors d’une demande d’emprunt.

3. une agence d’assurance affiliée a la banque

La forme de cette distribution consiste pour la banque a créer
ou encore A acquérir une agence qui sera affiliée a la banque. Le
fonctionnement de 1’agence est similaire a une agence indépendante
mais elle est localisée dans la succursale bancaire ou prés de celle-
ci. Cette approche serait la plus rentable et la plus efficace pour
I’industrie.

Le réseau le plus utilisé pour la vente de produits d’assurance
et de rente au sein des banques est par le personnel licencié
(«platform employees») qui effectue la vente directement auprés
des clients.

Dans le cas ot il s’agit d’assurance crédit collective, les
employés des institutions bancaires ne sont pas requis de détenir un
permis pour vendre ce produit aux clients de la banque. En effet,
plusieurs assureurs utilisent la notion d’exemption de groupe
(«group exemption») qui existe dans plusieurs Etats. Cette notion
précise que les employés n’ont pas a détenir un permis pour offrir
de I'assurance crédit collective a leurs clients, puisque I’employé ne
recoit pas de commission découlant de la vente de ce produit.
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(0 La part de marché des banques et les perspectives de
croissance

Aujourd’hui, on estime que les banques américaines détiennent
plus de 20 % du marché des rentes (il s’agit principalement de
rentes a imposition différée avec avantage fiscal) et qu’elles
détiennent une portion minime du marché des produits d’assurance

vie et maladie.

Avec la récente décision «Barnett», les perspectives de crois-
sance pour la vente de produits d’assurance par les institutions
bancaires sont élevées, particulicrement si d’autres ouvertures
réglementaires se concrétisent dans le cadre de la réforme des
services financiers actuellement en cours au Congrés américain.

Ainsi, comme I’illustre le tableau 3 ci-dessous, le volume
primes total de produits d’assurance provenant des banques en 1995
est estimé a 23,7 milliards de dollars, dont 21,1 milliards de dollars
pour les rentes. On prévoit que le volume total devrait atteindre
68 milliards de dollars en 2000. Le volume primes en assurance vie
traditionnelle (temporaire, permanente, universelle) connaitrait une
forte croissance, passant de 430 millions de dollars en 1995 a
9 milliards de dollars en 2000.

Cette forte expansion des banques se fera fort probablement
aupres de la classe moyenne américaine, une clientéle qui a été
traditionnellement peu desservie par les agents d’assurance.
D’apres LIMRA International, 70 % des employés ayant un revenu
familial de moins de 75 000 de dollars n’ont aucune autre

TABLEAU 3
VOLUME PRIMES POUR LES PRODUITS D’ASSURANCE
DISTRIBUES PAR LES BANQUES
Type de produit Volume primes Volume primes
1995 2000
(millions de dollors) (millions de dollars)
Rentes 21 100 45 000
Assurance crédit-vie 1 500 N.D.
Assurance vie traditionnelle 430 9000
Assurance dommages - particuliers 290 N.D.
Autres 470 N.D. |
ToraL 23 790 68 000
Source : Datamonitor
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protection d’assurance vie et maladie que leur assurance collective
au travail.

Il existe donc un segment de la population qui demeure mal
desservi par le syst¢eme de distribution des agents et courtiers
d’assurance, a cause principalement du peu d’attrait financier que
représente ce segment pour les agents. Par conséquent, plusieurs
assureurs recherchent des réseaux de distribution plus efficaces et
moins coliteux pour rejoindre la classe moyenne et le réseau des
institutions bancaires est I’'un de ceux-ci.

Certaines études révelent d’ailleurs que 75 % des 50 plus
importantes compagnies d’assurance vie distribuent des produits
d’assurances par I’entremise des banques nationales. Ainsi, 80 %
des compagnies d’assurance présentes auprés des banques sont
actives dans la vente de rentes, 32 % en assurance vie universelle,
24 % en assurance vie temporaire, 18 % en assurance crédit et 15 %
en assurance vie permanente.

0 Une percée plus lente du c6té de I'assurance
de dommages

Comme nous I’avons décrit plus haut, la percée des banques
dans le secteur de I’assurance dommages est beaucoup plus lente
que dans le secteur de I’assurance vie dans la majorité des pays ol
la bancassurance s’est développée. En France par exemple, la part
de marché des bancassureurs dans le secteur de I’assurance de dom-
mages se situe a environ 4 % mais devrait s’accroitre 3 6 % ou 8 %
d’ici 2000. Les principales banques en France sont d’ailleurs toutes
impliquées dans la distribution des produits d’assurance de
dommages et elles constatent de plus en plus les avantages qu’offrent
leurs réseaux de distribution pour les produits d’assurance aux
particuliers.

Les Etats-Unis ne font pas exception a cette constatation.
Certaines institutions bancaires croient pouvoir développer avec
succes la distribution des produits d’assurance vie et d’assurance de
dommages au sein de leurs réseaux de succursales.

C’est le cas de Comerica Bank de Détroit qui estime qu’il
existe un marché pour ces deux lignes de produits d’assurance.
Apres avoir mis sur pied en 1995 une agence affiliée pour offrir une
gamme de produits d’assurance vie, Comerica faisait I’acquisition
au début de 1996 d’une agence spécialisée dans les produits
d’assurance de dommages. Comerica visait également a lancer un
programme de marketing direct pour offrir par téléphone tous les
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types de produits d’assurance. Faisant partie des dix plus importants
préteurs auprés des PME aux Etats-Unis, Comerica a comme
objectif de vendre des produits d’assurance aussi bien a sa clientele
commerciale qu’a sa clientele de particuliers.

En Floride, Barnett Bank - dont la fusion avec NationsBank a
été annoncée en aolt dernier pour former le premier groupe
bancaire de Floride et le troisi#me groupe en importance aux Etats-
Unis avec un actif combiné d’environ 290 milliards de dollars -
consacre des efforts importants pour distribuer des produits
d’assurance vie et d’assurance de dommages (auto et habitation).
Barnett Bank a fait I’acquisiiton d’une agence située a Belleview en
Floride pour gérer toutes les ventes d’assurance. En assurance auto,
Barnett Bank a défini une stratégie agressive de prix en réduisant
ses primes de 10 % a 15 % par rapport aux géants de I'industrie que
sont State Farm Group (Illinois) et Allstate Insurance (Illinois).

Ces exemples laissent entrevoir que les banques américaines
vont considérer les produits d’assurance de dommages dans la
gamme des produits d’assurance a offrir a leurs clients. Certains
experts prétendent que les banques vont réussir a pénétrer gra-
duellement le marché de I’assurance de dommages au fur et a
mesure que leurs clients seront familiers avec I'idée de pouvoir se
procurer des produits d’assurance de personnes directement aupres
de leur banque.

[J Les réactions de I'industrie de I’assurance
Les assureurs réagissent...

Face a la consolidation des secteurs bancaire et de I'assurance
et aux ouvertures réglementaires découlant des récentes décisions
des tribunaux quant a la distribution des produits d’assurance par
les banques, plusieurs compagnies d’assurance ont mis sur pied des
divisions spécialement dédiées pour effectuer la mise en marché de
leurs produits d’assurance par les banques.

Par exemple, ITT Hartford Life a créé en mars 1996 une
division spécialement congue pour effectuer la vente de produits
d’assurance vie individuelle par I’entremise des banques. En 1995,
US Life créait un groupe dédié a la mise en marché de ses produits
aupres des institutions financiéres. Cigna mettait sur pied en 1994
une division regroupant ses produits d’assurance vie et maladie et
d’assurance de dommages pour les institutions financieres. Dans les
mois qui ont suivi la décision «Barnett», Aetna Life concluait sept
ententes de distribution avec des banques.
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En septembre 1996, le conseil d’administration du «American
Council of Life Insurance» (ACLI) - I’équivalent de I'’ACCAP au
Canada - posait un geste historique en permettant a sa direction de
négocier des ententes entre banques et assureurs dans le contexte de
la réforme des services financiers aux Etats-Unis. Cette décision
renverse la position traditionnelle de I’organisme qui était de
désapprouver toute affiliation entre banques et assureurs (bank-
insurer affiliations).

Essentiellement, ce revirement de position vise a permettre a
I’ ACLI de se tailler une place a la table des négociations du
Congres a Washington. Les décisions a venir dans le cadre de la
réforme des services financiers auront des impacts importants sur
les banques et les compagnies d’assurances.

...les associations d’intermédiaires aussi...

Apres avoir lutté farouchement pendant plusieurs décennies
contre I’entrée des banques dans le secteur de I’assurance, les
agents d’assurance indépendants et les dirigeants des associations
ont finalement accepté ce qui devenait inévitable, soit de mettre fin
a leur opposition a la réforme des services financiers et de supporter
les rapprochements entre banques et assureurs.

En effet, les associations d’intermédiaires «Independent
Insurance Agents of America» (IIAA) et «National Association of
Professional Insurance Agents» (PIA) ont récemment décidé
d’opter pour une telle position en stipulant toutefois que les aspects
de la réglementation de I’assurance par les Etats et la protection du
consommateur devaient faire partie de la réforme législative.

D’autres associations de I’industrie de 1’assurance sont venues
appuyer cette position. Il s’agit entre autres de «National Association
of Life Underwriters» (NALU), du «Council of Insurance Agents
and Brokers» et de I’ ACLI tel que mentionné plus haut. Le
président de I’IIAA a méme déclaré a cet effet : «To the banks, we
say : Come talk to us. IAA members want to set up joint marketing
arrangements».

Au printemps 1997, des ententes sans précédent sont surve-
nues dans I’Etat de I'Illinois entre certaines associations d’agents et
courtiers en assurance et des institutions bancaires. Ces négocia-
tions ont conduit a des ententes permettant a toutes les banques,
«thrifts», «credit unions» et compagnies de fiducie de cet Etat de
vendre de I’assurance. Les mesures adoptées établissent certaines
restrictions pour les activités de marketing et de vente et proposent
que le département des assurances de I’Etat soit le seul organisme 2
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légiférer les activités de bancassurance. Par ailleurs, ces mesures
favorisent des regles égales pour tous les réseaux de vente (level
playing field) et permettront au consommateur d'avoir un plus
grand choix de produits, tout en le mettant a 1’abri des activités de
vente liée au sein des institutions financiéres.

Tout récemment, la législature de 1'Etat de I'lllinois adoptait
une loi permettant aux banques a charte de I'Etat (state-charterd
banks) de vendre tous les produits d’assurance sur le territoire de
cet Etat, et ce, dés le 1*7 octobre 1997. Cette loi permettra i tous les
employés de I’institution financiére, incluant les officiers de crédit,
de détenir les permis requis par I'Etat pour vendre de I’assurance.
La loi exigera que le client soit informé des différences entre
I’assurance-dépot et les autres produits d’assurance et qu’il peut
choisir un produit d’assurance crédit ailleurs qu’a son institution
financiere au moment de contracter un emprunt.

Ce compromis dans I’Etat de I'Illinois est d’autant plus surpre-
nant que cet Etat a été au cours des derniéres années fermement
opposé a la vente d’assurance par les banques.

...et les agents d’assurance s’inquiétent !

Plusieurs études révélent qu’une forte proportion d’agents en
assurance sont inquiets par rapport a la possibilité de voir les
banques vendre des produits d’assurance vie. En fait, la plupart
s’opposent a I'idée de voir les banques investir dans le domaine de
I"assurance.

Mais tous ne sont pas inquiets. Les agents d’assurance qui
ciblent les marchés des hauts revenus et des propriétaires d’entre-
prise ne sont pas vraiment inquiets de I'incursion des banques dans
I"assurance. En effet, ceux-ci sont persuadés que les banques n’ont
pas les compétences et les habiletés requises pour bien servir les
besoins sophistiqués de ces clientéles. Par conséquent, ces agents
d’assurance estiment que les banques cibleront davantage leurs
efforts de vente aupres de la clientéle a revenu moyen.

Lorsque I’on aborde la question des impacts probables d’une
entente de distribution entre leur agence et une banque sur la
clientéle actuelle de I'agent, les agents d’assurance sont moins
tranchants dans leur opposition. Lors d’un sondage effectué en
février 1997 pour la publication Rough Notes, plus de la moitié des
répondants (54 %) croient qu’une entente de distribution entre leur
agence et une banque n’aurait pas d’impacts défavorables sur leur
clientele. De plus, 69 % des répondants en faveur d’une telle
entente de distribution considéreraient la vente de produits
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d’assurance de dommages, 46 % des produits d’assurance vie et
maladie et 38 % des produits de rente.

Malgré ces réticences et la forte opposition que livrent depuis
plusieurs années les agents d’assurance face a I’entrée des banques
dans le secteur de I’assurance, certains agents ont décidé de se posi-
tionner favorablement face a la venue des banques dans leur secteur
d’activités. Au New Jersey par exemple, la plus importante agence
indépendante de I’Etat - Bollinger Fowler Co. - souhaite concrétiser
une alliance avec une banque dés cette année.

Bl LES IMPACTS POUR LE CANADA

Au niveau fédéral, la réforme du secteur financier a débuté il y
a une dizaine d’années, permettant aux grandes banques a charte
canadienne de faire I’acquisition de courtiers en valeurs mobiliéres,
de fiducies et, depuis 1992, de compagnies d’assurances.

Malgré les nouveaux pouvoirs accordés aux banques dans le
domaine de I’assurance, celles-ci ne peuvent offrir directement en
succursales des produits d’assurance a leur clientele, a I’exception
des produits d’assurance déja autorisés. La réglementation fédérale
donne aux banques canadiennes I’autorisation de vendre les huit
types d’assurance suivants :

¢ assurance vie et invalidité de crédit (collective);

» assurance carte de crédit ou de paiement (individuelle ou
collective);

« assurance crédit en cas de perte d’emploi (individuelle ou
collective);

* assurance crédit pour stocks de véhicules (individuelle ou
collective);

* assurance crédit des exportateurs (collective);
* assurance hypotheéque (collective);

« assurance voyage (individuelle ou collective);
« assurance accidents corporels (collective).

Les banques ne peuvent vendre d’autres produits d’assurance
en succursale, ni en faire la promotion. Les banques réclament
toujours ce pouvoir d’Ottawa et plusieurs d’entre elles accélerent
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leur entrée dans le secteur des assurances par |'acquisition ou la
création de compagnies d’assurance et par la création de nouveaux
réseaux de distribution pour les produits d’assurance vie et d’assu-
rance de dommages (vente directe par marketing direct et télé-
marketing, agents a salaire, Internet, etc.). Récemment, la tentative
de la Banque Royale de se porter acquéreur de la London Life
confirme une tendance amorcée par plusieurs banques depuis
quelques années d’investir dans le secteur des assurances et d’y
imposer leur présence (voir annexe).

En décembre 1996, le ministre des Finances confiait au
Groupe de travail sur I’avenir du secteur des services financiers
canadien le mandat d’effectuer une consultation publique et de
formuler des recommandations a cet effet. Ce groupe examinera les
politiques publiques s’appliquant au secteur des services financiers
et il fera des recommandations pour renforcer :

1. la contribution du secteur a la création d’emplois, a la
croissance économique et a la nouvelle économie;

2. la concurrence, I’efficience et I'innovation dans ce secteur;

3. la compétitivité internationale du secteur, compte tenu de la
mondialisation des services financiers, tout en maintenant des
institutions financieres canadiennes solides et dynamiques;

4. la capacité du secteur a tirer pleinement profit des progres
technologiques et a relever les défis qu’entraine, sur le plan de la
concurrence, I’instauration de nouvelles technologies;

5. la contribution du secteur a la protection des consommateurs
canadiens.

Parmi les questions abordées par le Groupe de travail, men-
tionnons que les mécanismes de distribution des services financiers
seront traités. Deux points seront couverts a ce chapitre :

e existe-t-i1l des incohérences au sein des pratiques et des
regles régissant la distribution des produits financiers (par exemple
les régles applicables d’une province a I’autre, d’une institution a
I’autre, ou d’un produit a I'autre) qui réduisent I’efficience du
marché et vont a I’encontre de I’objectif d’équité des regles du jeu ?

* faut-il apporter des correctifs aux regles et aux pratiques en
question, afin de permettre au secteur des services financiers de
faire bénéficier ses consommateurs de tous les avantages liés a
I’innovation technologique (ce qui est conforme au principe de
protection du consommateur), et, si oui, en quoi consistent ces
correctifs et sont-ils apportés suffisamment rapidement ?
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Compte tenu des facteurs de proximité géographique du
Canada avec les Etats-Unis, des accords de libre-échange réci-
proques entre ces deux pays, de la présence de plusieurs institutions
financieéres américaines au Canada ainsi que d’institutions finan-
ciéres canadiennes présentes sur le marché américain, des objectifs
similaires poursuivis par les gouvernements de part et d’autre de la
frontiére dans le cadre des réformes du secteur financier, il y a tout
lieu de croire que les aménagements réglementaires qui seront
adoptés aux Etats-Unis auront un impact sur la réforme au Canada.

Les nouvelles activités permises aux banques américaines par
le 1égislateur exerceront une pression aupres des autorités
réglementaires canadiennes pour accorder des pouvoirs similaires
aux banques canadiennes, particulierement dans le contexte du
libre-échange. Il ne faut certes pas négliger ’effet «domino»
qu’aura la réforme américaine sur celle actuellement en cours au
Canada.

B LES DEFIS POUR LE QUEBEC ET
SES INSTITUTIONS FINANCIERES

Les objectifs poursuivis par le gouvernement du Québec dans
le cadre de la révision de la loi 134 rejoignent ceux des réformes
américaine et canadienne. Les objectifs visés sont les suivants :

* renforcer la protection du consommateur et de I’investisseur
tout en leur permettant un accés aux produits et services
financiers au meilleur coiit possible;

 optimiser le décloisonnement des réseaux de distribution de
produits et services financiers;

* réduire les cofits inhérents a I'encadrement et a la réglemen-
tation de la distribution des produits et services financiers;

 simplifier et uniformiser I’encadrement des intermédiaires
de marché;

* affirmer et préserver la compétence du Québec dans la
distribution de produits et services financiers.

Avec la révision en cours de la Loi sur les intermédiaires de
marché, le Québec a I’opportunité de maintenir son avant-gardisme
sur les gouvernements américain et canadien en ce qui concerne son
champ de compétence qu’est la distribution des produits et services
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financiers et de favoriser le développement de ses institutions finan-
cieres dans un secteur de I’économie tres concurrentiel et de plus en
plus mondial.

Le Québec devra donc avoir I’audace d’aller plus loin afin de
maintenir sa position de leader nord-américain en matiere de
décloisonnement de la distribution des produits et services
financiers.
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ENSURING COMPETITION IN CANADA'’S
FINANCIAL SERVICES SECTOR

by various contributors of the Insurance Brokers
Association of Canada

The Minister of Finance and the Secretary of State (International Financial Institutions)
announced the creation of the Task Force on the Future of the Canadian Financial
Services Sector to undertake a comprehensive review of what needs to be done to
ensure that the financial services sector remains strong and dynamic. In its Discussion
Paper released in June 1997 the Task Force listed 49 areas of study in preparation for its
final report expected in the fall of 1998. It is an ambitious study plan, one that will
require some form of order and priority if it is to set the tone for the next review of fed-
eral financial services sector legislation scheduled for 2002.

The Insurance Brokers Association of Canada (IBAC) was pleased to respond to the
government’s initiative by presenting a submission reflecting the views of Canada’s
independent property and casualty insurance brokers. We thanks the IBAC for its kind
authorization to publish it in this issue.

Le ministre des Finances et le secrétaire d’Etat (Institutions financigres internationales)
ont annoncé la création du Groupe de travail sur I'avenir du secteur des services
financiers canadien, chargé de mener un examen complet de ce qu'il faut faire pour
maintenir la vigueur et le dynamisme du secteur des services financiers. Dans son
document de discussion, publié en juin 1997, le groupe de travail énumérait 49
domaines d’étude en prévision de son rapport final attendu pour 1'automne 1998. C'est
un plan d'étude ambiticux, qui nécessitera un certain ordre et une certaine priorité pour
pouvoir donner le ton du prochain examen de la législation sur le sccteur fédéral des
services financiers, prévu pour 2002.

L’ Association des courtiers d’assurance du Canada (ACAC) était heureuse de répondre
a I'initiative gouvernementale par la présentation d'un mémoire, qui reflete les vues des
courtiers indépendants d’assurance générale du Canada. Nous I'en remercions pour
nous avoir aimablement donné I'autorisation de le publier dans ce numéro.
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B INTRODUCTION AND SUMMARY OF
RECOMMENDATIONS

In June 1996, the Secretary of State (International Financial
Institutions) made public the Discussion Paper 1997 Review of
Financial Sector Legislation: Proposals for Changes. In the report,
the Minister stated: “The government recognizes that there are
broad trends at play, such as globalization of financial services,
technological advances and a changing competitive landscape.
These developments raise important questions relating to the struc-
ture of the Canadian financial services industry and the role played
by financial institutions in serving the emerging needs of Canadian
businesses and consumers and in Canada’s international competi-
tiveness. These issues are important and require thoughtful analysis.
They must be addressed to ensure that Canadians continue to have a
secure, efficient and competitive financial sector that offers real
choice.”!

Subsequently, the Minister of Finance and the Secretary of
State (International Financial Institutions) announced the creation
of the Task Force on the Future of the Canadian Financial Services
Sector to undertake a comprehensive review of what needs to be
done to ensure that the financial services sector remains strong and
dynamic. In its Discussion Paper released in June 1997 the Task
Force listed 49 areas of study in preparation for its final report
expected in the fall of 1998. It is an ambitious study plan, one that
will require some form of order and priority if it is to set the tone
for the next review of federal financial services sector legislation
scheduled for 2002.

The Insurance Brokers Association of Canada (IBAC) is
pleased to respond to the government’s initiative by presenting this
submission reflecting the views of Canada’s independent property
and casualty insurance brokers. Through twelve Member
Associations, IBAC represents some 25,400 independent brokers.

Our view on this public policy issue is unusual because it
blends three different perspectives. As consumers of the many
products and services offered by our financial institutions, we are
concerned about price, accessibility and consumer protection rights,
in particular as they relate to tied selling, coercion and breaches in
privacy. As taxpayers, we are concerned about our country’s finan-
cial services sector and how it will contribute to Canada’s economic
welfare and progress. As both members of the small-to-medium
sized business community and the principal distribution channel for
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property and casualty insurance companies, we are also concerned
about how unfair competition, if allowed to take place, will affect
our industry.

We are mindful of the Task Force Terms of Reference whose
recommendations are to enhance:

* job creation, economic growth and the new economy;
» competition, efficiency and innovation;

* international competitiveness, while maintaining strong and
vibrant domestic institutions;

* the ability of the sector to take full advantage of technical
advances; and

e the contribution of the sector to the best interests of
Canadian businesses and consumers.2

In keeping with the spirit of the Task Force consultation pro-
cess, this report presents our views regarding financial services sec-
tor reform. Our principle objective is to shed some light on the way
in which the property and casualty insurance sector differs from
other financial institutions. We review the day-to-day competitive
challenges facing independent property and casualty insurance bro-
kers. We also focus on those issues which we believe are important
for ensuring that Canadians will continue to enjoy the benefits of a
robust and competitive property and casualty insurance sector.

From the outset, our thinking has been governed by the need to
ensure that the federal policy framework of the future:

* contains enhanced consumer protection initiatives;

* reflects the distinct features and needs of each member of
the financial services sector, including the property and
casualty insurance industry;

* focusses on policy issues and options in a longer-term per-
spective;

e promotes a regulatory environment that will allow competi-
tion to take place on a level playing field; and

* adopts a co-operative approach to meeting the challenges of
globalization without compromising Canada’s domestic
market.

It is our view that these issues should guide the development
of a new policy framework. In doing so, we submit that the property
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and casualty insurance industry can serve as a model for enhanced
competition in other segments of the financial services sector.

We do not presume, however, to draw up a blueprint of con-
crete actions for the financial services industry as a whole,
Nevertheless, our assessment of the situation encourages us to make
a number of practical suggestions, to suggest possible action, and to
indicate necessary changes in attitude.

IBAC believes that the long-term effects of any policies must
be demonstrably and unequivocally found to be in the best interests
of Canadians and the economy. At the same time, it is important to
recognize that the financial services sector is still adjusting to the
dramatic reforms of 1992.

From our perspective, financial services sector restructuring
should be an evolutionary process, not a cataclysmic event. There
are, however, options being put forth by some advocates which, in
isolation, may seem appropriate but when taken together with other
policy considerations could result in less than an optimum set of
policies for Canadians. Success should be determined by consumers
and market forces, not by a policy framework that gives one seg-
ment of the financial services sector an unfair competitive advan-
tage over the rest. The current round of discussions leading up to
the 2002 review of financial services sector legislation should
reflect this.

With these thoughts in mind, we offer the following recom-
mendations:

1. An explicit recognition of the distinct nature of the property
and casualty insurance sector must be part of the federal policy
framework. Furthermore, provincial authority and existing regula-
tory distinctions and requirements must continue to be respected.

2. The current restrictions on the retailing of insurance are
working and should be preserved. They benefit consumers, main-
tain competition and create employment opportunities. Their impor-
tance will grow as Canada’s concentrated banking industry takes
advantage of the powers granted to them in 1992.

3. There are a number of opportunities for improvement to the
rules governing the property and casualty insurance sector. The har-
monization and the streamlining of licensing procedures stands out
as a policy priority. Ensuring that all distributors of property and
casualty insurance abide by the same rules is also important. If con-
sumers are to benefit from reform, we urge the federal and provin-
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cial governments to reduce the excessive tax burden affecting the
property and casualty insurance sector.

4. For consumers and small-to-medium sized enterprises to
benefit even more from reform, bringing greater competition to
Canada’s domestic banking sector must be a priority. The major
barriers to entry, such as the ten per cent ownership rule and the
foreign bank regime, should be reviewed.

S. Federal consumer protection legislation should explicitly
prohibit tied selling and be enhanced to protect consumers from
breaches in privacy.

6. The agenda for the development of a policy framework
should be ranked in order of importance and implemented at a pace
that appropriately reflects national objectives to meet international
competitive challenges without compromising Canada’s domestic
market. We urge the federal government in meeting this interna-
tional competitive challenge to adopt a co-operative approach to
policy development. We believe such an approach involving federal
and provincial governments, the financial services sector, consumer
groups and other stakeholders all working together will enhance
Canada’s comparative advantage over the long term.

In crafting policies to ensure the competitiveness of Canada’s
financial services sector, we believe the Task Force needs to pre-
sent Canadians with a manageable plan of action. We are hopeful
that the recommendations contained in this submission will help the
Task Force with this challenge.

l PROPERTY AND CASUALTY INSURANCE —
A DISTINCT INDUSTRY

In its Discussion Paper, the Task Force asks if there are “sig-
nificant modifications that should be made to the regulatory regime
concerning property and casualty insurance companies to reflect the
distinctive nature of their business.”3 In contemplating broader
reforms, there needs to be a greater appreciation by policy makers
of the fundamental ways in which property and casualty insurance
is different from the investment products and services offered by
other members of the financial services sector.

Unfortunately, the federal government has yet to take up the
task of recognizing the distinct nature of property and casualty
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insurance. Issues regarding governance, licensing, capital require-
ments and accounting procedures and the fact that insurers are not
financial intermediaries require special attention. Federal policy
must clearly recognize the important differences from other mem-
bers of the financial services sector. Regrettably, this has not been
the case to date. As the federal Superintendent of Financial
Institutions noted not too long ago:

“Since joining the public sector seven months ago, I have becn
struck by the lack of real understanding of the property and
casualty insurance industry and the tendency to lump it together
with other industries in the financial sector. I am afraid this is
the root of some of the policy decisions that have been made in
the past, and it is likely to be a factor looking forward as well 4"

IBAC is uneasy that if policy makers do not fully understand
the distinctiveness of the property and casualty insurance industry,
they may allow an uneven regulatory framework to emerge. If this
happens, certain financial institutions will have an unfair competi-
tive advantage — defeating one of the main objectives of the 1992
reforms.

In an effort to properly assess the quality of competition, there-
fore, it is critical that the distinct features of the property and casu-
alty insurance industry be clearly recognized by the Task Force.
Most important, an explicit recognition of the distinct nature of the
property and casualty must be part of the federal policy framework.
Furthermore, provincial authority and existing provincial regulatory
distinctions and requirements must continue to be respected.

(] Property and Casualty Insurance... Definition and
Differences

Insurance is a *contract by which one party undertakes, in con-
sideration of a payment (called a premium) to secure the other
against pecuniary loss, by payment of a sum of money in the event
of destruction of or damage to property ... or of the death or dis-
memberment of a person.”?

Property and casualty insurance replaces uncertainty with cer-
tainty: a small, definite cost (the premium) can replace a potentially
large but uncertain cost (the loss).

Property and casualty insurance is unlike bank deposits or
whole-life insurance premiums in that they do not produce a direct
financial return to the policyholder. There is no gain to the policy-
holder, who is simply compensated for a loss. Insurance is a way to
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spread risk: sharing the losses of the few among the many. Insurers
collect premiums, through independent brokers, for example, and
redistribute the pool of funds to those who sustain losses. The tim-
ing of the withdrawals is determined not by the consumer but by
fortuitous events such as accidents. The availability of property and
casualty insurance is controlled exclusively by the insurer who
decides what type of insurance it wishes to offer, what limitations it
wants to impose and what exposure it wants to insure. Property and
casualty insurance companies are successful to the extent to which
they can assess and manage the expected large losses, or claims.

In addition, the nature of the property and casualty insurance
requires an underwriting and actuarial knowledge that is different
from that needed for managing deposit-taking institutions. Insurers
underwrite risk based on an assessment of their clients’ circum-
stances — as opposed to manage risks associated with the credit
quality of their own assets. Property and casualty insurance compa-
nies set up their balance sheets so that they can pay claims for what
they have historically found to be the losses of only some of their
clients each year. The risk is therefore on the liability side of the
balance sheet. This accounts for the conservative investment portfo-
lios of the industry. Because of the liability risk, property and casu-
alty insurance companies are subject to more stringent capital
requirements. Moreover, since the government does not want to
expose the industry to further risk on the asset side of the balance
sheet, the industry is also restricted in its commercial lending powers.

[0 The Role of the Independent Broker

Independent property and casualty insurance brokers are inter-
mediaries between consumers and property and casualty insurance
companies. Independent brokers, in spirit and by way of contract,
do not work for or represent insurers. Independent brokers’ first
loyalty is to their customers, not the insurance companies.

Independent brokers have several roles. In addition to placing
insurance on behalf of their customers, they also conduct risk eval-
uation, risk assessment, coverage assessment, market selection, and
facilitate the claims/loss settlement process. Independent brokers
also provide loss-prevention services by identifying possible losses
to their customers. A value-added feature of customer service over
the years has been the emergence of a nation-wide, but informal,
network of independent brokers exchanging information about
products, rates and services. This is done routinely and at no cost to
the consumer.
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Independent brokers are also consumer advocates who have
been responsible for suggesting innovative products to meet the
changing needs of consumers. It is important to note, however, that
there are no standard property and casualty insurance products, only
standard forms that are customized to meet consumers’ needs.
Because their responsibility is to the consumer, it is their business
to know the rate structures, the claims records and the strength of
the competing insurance companies.

Brokers’ independence is their strength because it enables
them to provide unbiased advice.

[0 The Existing Policy Framework... a Matter of Federal
and Provincial Responsibility

Property and casualty insurance business in Canada is super-
vised and regulated by both the federal and provincial governments.
The federal Office of the Superintendent of Financial Institutions
monitors the stability and solvency of federally chartered insurance
companies. Provincial superintendents of insurance, in addition to
supervising the stability and solvency of provincially chartered
companies, oversee the terms and conditions of all insurance con-
tracts and the licensing of companies, brokers, agents and claims
adjusters. Provincial governments also impose regulatory restric-
tions on the industry because of its risk-sensitive nature.

With the exception of the Atlantic provinces, the licensing of
brokers is done by self-regulatory bodies (Insurance Councils)
under the strict supervision of provincial Superintendents of
Insurance. In Newfoundland and Labrador, Nova Scotia, Prince
Edward Island and New Brunswick, licensing is supervised directly
by the respective provincial Superintendents of Insurance. In
Quebec, the Marker Intermediaries Act oversees licensing and con-
duct rules normally dealt with by provincial insurance acts. Since
the 1992 federal reforms were put into place, a number of provinces
have revamped their respective insurance acts, in particular as they
relate to corporate and market conduct rules. This process is
ongoing.

We recognize that regulations are a necessary part of our
financial services sector. In the case of the property and casualty
insurance industry, for example, they enhance stability within a
highly charged and competitive environment while protecting the
interests of consumers. We acknowledge, however, that too much
regulation is unproductive and may stifle innovation.
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(J Regulatory Considerations

At the provincial level, there are a number of market conduct
regulations that affect both the way in which property and casualty
insurance is provided to the consumer and the manner in which the
business of insurance is conducted. In our opinion, the current regu-
latory and licensing regime for independent brokers satisfies public
policy objectives while ensuring consumers receive high quality,
professional and independent advice.

These provincial rules, put into place to protect consumers, are
necessary and we do not object to them. We are, however, con-
cerned that not all service providers are subject to the same rules.
Regulation is inconsistent across the range of competing providers
of property and casualty insurance. Unless all insurance distributors
are subject to a consistent regulatory regime, the costs of compli-
ance coupled with the many occupational restrictions imposed by
various provincial rules will continue to put independent brokers at
a competitive disadvantage. Furthermore, the consumer may be at
risk if the ability of provincial regulators to monitor compliance and
force remedial action is severely hampered because some competi-
tors abide by different sets of rules or are unregulated. Moreover,
the increase in the use of telemarketing, the Internet and other
forms of direct sales means that the need for a consistent regulatory
environment will become even more important.

Property and casualty insurance brokers are required, by law,
to meet the qualifying and licensing requirements of the province in
which they operate. Although there is a variety of licensing regimes
across the country, they all have one thing in common: brokers can-
not operate without them. Independent brokers require more strin-
gent qualifications than other distributors of property and casualty
insurance. For example, in most provincial jurisdictions, step-
licensing is mandatory, the restrictions are severe, and the process
is closely monitored by regulators. Continuing education is also
mandatory in most provincial jurisdictions.

In most provinces, independent brokers are required by law to
carry professional liability insurance. As professionals who are duty
bound to ensure that a consumer’s insurance needs are fully satis-
fied, their work demands a high standard of knowledge, qualifica-
tion and professionalism. To this extent independent brokers are
personally responsible and can be sued for incompetence or have
their license revoked or both.

Unless their licensing permits it, independent brokers are also,
by law, not allowed to offer other types of services in, for example,
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financial planning and real estate. Provincial rules stipulate that the
business of insurance must be the sole, or primary, occupation of
the licensed broker; breaking this rule means losing a licence.
“Grandfather” clauses in the regulations of certain provincial juris-
dictions have allowed a few brokerage firms to offer other types of
services, but these activities are undertaken by separate and distinct
units because of the various licensing requirements and provincial
rules.

There are also market conduct rules related to the distribution
and networking of insurance, including consumer protection laws
and rules regulating shared premises. In addition, all provinces have
taken steps to clearly define the business of insurance.

Although consumers enjoy the benefits of a self-regulating
system, independent brokers are subject to sharply focussed con-
sumer protection rules, including those regarding tied selling and
the protection of consumer information. In some provincial juris-
dictions, independent brokers are also obligated to provide the cus-
tomer with information when new regulations or outside forces
dictate changes to existing contracts (as occurred with new auto
insurance rules in Ontario). The Registered Insurance Brokers of
Ontario Code of Conduct Handbook states, for example:

“You have an obligation to inform your clients at all times
about all aspects of the insurance products they have purchased
including any changes affecting a policy which occur during
the policy term. In addition, you must observe all relevant laws
relating to public protection and disclosure of information to
clients...®”

Furthermore, IBAC has recently endorsed the Insurance
Bureau of Canada’s Model Personal Information Code. This code
sets out industry standards for the use and collection of customer
information.

Other market conduct issues include the rules governing the
management of broker trust accounts and contractual obligations
such as the requirement for countersignatures of insurance contracts
and other standard contract provisions.

There are also a number of public sector competitors, such as
government-owned insurers, in our industry that need not comply
with provincial insurance acts or regulations. Saskatchewan
Government Insurance (SGI), for example, not only provides auto
insurance but other types of insurance as well.
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Although it may be beyond the scope of its mandate, we urge
the Task Force to take into account these many regulatory inconsis-
tencies.

[J Policy Areas for Improvement

While the property and casualty insurance sector is highly
competitive and is working well, there are a number of policy areas
— in addition to the market conduct issues noted above — where
federal and provincial co-operation would enhance the regulatory
and business environment of independent brokers and, more impor-
tant, benefit consumers.

[1 Harmonize and streamline licensing procedures

Although provincial authority must be respected, it is critical
that there be a higher degree of harmony in certain areas between
the federal and provincial governments. IBAC is aware, as noted
above, of the difficulties which already exist arising from the wide
range of licensing regimes across the country.

IBAC has already proposed to government and Parliament that
efforts be undertaken to improve the level of harmonization
between federal and provincial insurance legislation and regulation
to ensure that the same rules and educational standards apply to all
insurance distributors.

Meanwhile, a move to harmonize insurance industry legisla-
tion and regulation is gaining momentum in Atlantic Canada. A
recent report by the Council of Atlantic Premiers has recommended
one insurance act for all four Atlantic provinces. As it stands today,
there are four separate insurance acts, four superintendents of insur-
ance and four different bureaucracies to oversee the industry. If
approved, the harmonized insurance act will streamline regulations
for independent brokers and insurers which, in turn, could lead to
savings for taxpayers.

This is a good example of how the insurance industry has
worked with government to offer a cost-effective solution. Our
experience can serve as a model for the rest of the country.

[0 Independent brokers and the Goods and Services Tax

In 1989, the federal government announced that it would not
proceed with the proposal to tax financial and insurance services
under the Goods and Services Tax (GST). Subsequent documents
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released by the Department of Finance indicated “that substantial
technical problems remain and given the magnitude of these
remaining difficulties. .. property and casualty insurance should be
exempt.”’

Unlike other industries, independent brokers are required to
pay GST but may not pass the tax on to the end user of their ser-
vices. Independent brokers are not the producer of the product they
purchase on behalf of consumers. Independent brokers cannot set
the pricing of the product to absorb the impact of their tax-exempt
status. Independent brokers are, therefore, not able to recover input
tax credits relative to the purchase of goods and services used in the
course of providing insurance. Consequently they are not afforded
the same level playing field which most Canadian businesses enjoy,
including some of their insurance competitors.

It is our understanding that the GST was to be neutral and have
no effect on the production or distribution systems in the economy.
For our industry this has not been the case. Independent brokers
provide risk management advice to clients which generally includes
negotiation of coverage with various insurance companies on their
clients’ behalf. For these services they generally reccive a single
remuneration which can be paid for in two forms, commissions or
fees or a combination thereof. For the most part commissions are
tax exempt. Fees may be tax exempt, zero-rated or taxable if the
service provided is taxable in nature and can be separated from the
other services. This forces brokers to unbundle their services. As a
result this creates pressure to change the way they do business to
accommodate tax legislation and this can detract from focusing on
service to their clients and improving the efficiency of their busi-
nesses.

The fact that insurers may have a mix of zero-rated, taxable
and exempt services gives rise to significant problems in obtaining
appropriate relief in respect to GST input tax credits. The mixed
status of their services forces brokers to allocate these credits
between taxable and zero-rated services on the one hand and tax
exempt services on the other.

The GST was meant to even the distribution of the tax burden
and not treat products and services differently. The different input
mixes of IBAC’s members is dependent on the types of services
they provide. Our competitors for the most part are taxable on simi-
lar services that are provided by independent brokers. Therefore
this has a different impact on each type of business. A recent survey
of IBAC members indicated that the net impact on expenditure due
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to the introduction of the GST is approximately 2% to 4% of rev-
enues — and this reduction goes straight to the bottom line. The
broader based Harmonized Sales Tax (HST) in Newfoundland and
Labrador, New Brunswick and Nova Scotia has compounded this
problem.

[0 Consumers and provincial taxes

According to the Insurance Bureau of Canada, “Canadian
property and casualty insurers and their customers pay more than
three times the average taxes paid by other industries, including
banking and life insurance, and that this difference continues to
grow.™®

Consumers of property and casualty insurance pay more tax
than for most other goods and services. Provincial premium and
sales taxes on property and casualty insurance are unreasonably
high. Partly because of this excessive form of taxation, far too
many consumers are underinsured or simply have no insurance. In
our opinion, the federal government should work with industry to
encourage the provinces to reduce or eliminate this type of taxation.

B THE COMPETITIVE ENVIRONMENT OF THE
PROPERTY AND CASUALTY INSURANCE
SECTOR

In his book The Bewildered Society, George Roche argues that
“the classic symptoms of monopoly have been (1) an absence of
price competition, and (2) an inability for new competitors to enter
the marketplace.”® Fortunately for Canadian consumers and the
economy, the property and casualty insurance industry is
favourably structured for competition. There are a large number of
competitors, a non-concentrated marketplace, a solid delivery sys-
tem, short-term contracts, no obstacles or fees to changing indepen-
dent brokers and an increasingly price-sensitive consumer market.
Our experience suggests that the current competitive environment
fosters independent pricing, greater operating stability and pricing
flexibility. It is also the most effective way to ensure efficiency and
innovation. It allows insurance companies in Canada to provide
coverage at a price reasonably related to cost. In fact, the cost of
property and casualty insurance in Canada is among the lowest in

Ensuring Competition in Canada’s Finandial Services Sector

243



244

the industrialized world. Moreover, consumers have an abundance
of choice. Brand loyalty has given way to discriminating consumers
shopping for quality, service and value. As a result, there is a grow-
ing emphasis on information, innovation, professionalism and other
soft assets.

In its Discussion Paper, the Task Force notes that “an effec-
tive financial services sector is the hallmark of a modern
economy.”'? We agree with this view. In fact, we believe that we
are part of an industry that can serve as a model for greater compe-
tition in the financial services sector. Collectively, the property and
casualty insurance industry demonstrates how well healthy and fair
competition, more choice, innovation and excellent service can ben-
efit Canadian consumers and the economy. It is a competitive
model that should not be overlooked in the development of a policy
framework. We encourage the Task Force to take account of it in its
deliberations.

The independent property and casualty insurance brokerage
industry is fiercely competitive. One member of the Senate
Standing Committee on Banking, Trade and Commerce described
brokers as the *“last bastion of real old fashioned laissez-faire in
competition.”!" The independent property and casualty brokerage
system is accessible to all Canadians and enjoys the confidence of
the insuring public. There is no doubt that, for the most part,
Canadians are receiving high quality service at a reasonable cost
from their independent insurance brokers.

We estimate that there are about 35,800 independent brokers
in Canada. Through its twelve provincial and regional Member
Associations, IBAC represents some 25,400 independent brokers.
Independent brokers not only compete with each other but also
compete with other providers and distributors such as direct writers,
credit unions, bank-owned subsidiaries and financial planners
These institutions use a variety of distribution methods to enhance
or solidify their position in the marketplace. Meanwhile, indepen-
dent brokers offer products from several — usually five to ten —
competing insurance companies. This gives the consumer an excel-
lent choice of products, rates, service levels, providers and methods
of distribution. Despite the growth of other distribution channels
and methods, independent brokers still account tor almost 80 per
cent of the market.

There is no compelling evidence that this is about to change. A
recent poll conducted by Angus Reid concluded that most con-
sumers — about 70 per cent — prefer dealing with a broker or
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agent. “Face-to-face was the most [preferred] way of buying insur-
ance,”'? noted an Angus Reid executive. The results of this survey
are not surprising and reinforce what Canadian consumers are
telling us every day.

[J Independent Brokers and the Canadian Economy

One of the key areas of study by the Task Force is the contri-
bution of the financial services sector to job creation and economic
growth. The valuable economic contribution of the independent
brokers should, therefore, be noted.

As a matter of public policy, the federal government has stated
that growth of the small-to-medium size business sector is essential
to creating jobs for Canadians. This strategy is also a policy that
benefits women and youth in the workforce. The entrepreneurial
spirit that characterizes our industry remains high and we are please
to note that the number of independent brokers is up by approxi-
mately 20 per cent. In keeping with this national priority of women
and youth in the workforce, the Task Force should note that over 62
per cent of licensed member brokers are women. Moreover, college
and university graduates are increasingly turning to our industry for
a career.

With a few exceptions, the majority of independent brokers
operate local businesses throughout Canada, typically employing 5
to 15 people. In total there are approximately 35,800 independent
brokers and the industry employs approximately 60,000 Canadians.
The majority of independent brokers are either owners or partners
or senior executives.

In Saskatchewan, for example, almost 470 brokerage firms
employ 1650 independent brokers in virtually every town and city.
Each year, about $300 million in insurance premiums is written in
that province with 80 per cent of that distributed through indepen-
dent brokers. Eighty-two per cent of their operating expenses are
local. At the community level, an independent broker in southern
Saskatchewan employs five full-time and part-time people with a
payroll of about $136,000. Other annual expenditures add up to
about $40,000. Using a conservative multiplier of two, the total
economic impact is almost $400,000.

British Columbia is another good example of brokers’ contri-
bution to the economy. In this province, total annual payroll
exceeds $200 million and brokers’ tax contribution exceed $100
million.
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Independent brokers are important members of their communi-
ties they serve. Their firms are often second-or-third generation
family businesses which have built their reputations over many
years of service. They are often active members of local volunteer
organizations and have raised funds for their respective communi-
ties for many years.

[ Consolidation and Concentration

While IBAC represents the interests of the large national and
multinational insurance brokerage firms, the vast majority of our
membership is made up of local or regional small-to-medium sized
enterprises. Within the changing competitive landscape, however,
our industry is not immune to the trend towards consolidation.

There has been some consolidation at the national and multi-
national levels of our business. This has been largely due to the
desire to meet the challenges of the international commercial prop-
erty and casualty insurance market. For example, Johnson &
Higgins and Marsh & McLennan have joined forces to form J&H
Marsh & McLennan. The merger of Alexander & Alexander and
Aon is also another example of the orderly consolidation taking
place in our industry.

At the local and regional levels, consolidation is also taking
place. Increasingly, strategic alliances and networks have been
formed. By expanding their access to market availability, these
strategic alliances and networks also take advantage of deals with
insurers and can lead to lower operating costs and, more important,
provide more choice for consumers.

Within the overall independent property and casualty insur-
ance industry, however, concentration is low. Indeed, the total mar-
ket share of the top ten brokerage firms is less than 15 per cent.
Although some consolidation is taking place, the property and casu-
alty insurance industry remains the least concentrated member of
the financial services sector. The high number of insurers compet-
ing in Canada reflects the competitive nature of the existing policy
framework and the neutral economies of scale and the neutral
economies of scope that characterize the property and casualty
insurance sector.

In Canada, about 230 domestic and foreign property and casu-
alty insurance companies compete for business. Some 100 provide
most of the insurance purchased. In response to regional needs for
more sharply focussed services and coverage, many small mutual
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companies have emerged over the years. These small regional
mutuals have successfully competed with the much larger insurers.

(J Ease of Entry

There are few institutional or regulatory barriers to entry into
the business. Independent brokers must, by law, meet provincial
licensing requirements. They must also meet federal and provincial
corporate, business and consumer protection laws.

There also are few institutional or regulatory barriers to entry
for insurers, which explains why most of the world’s major insurers
and reinsurers are active in the Canadian market.

[0 Product Innovation

Historically, independent brokers have been a major force in
product innovation to meet changing insurance needs. For example,
brokers played a major role in the emergence of sewer backup
insurance and complete replacement costs. Independent brokers are
also adept at manuscript wordings for unique or highly specialized
commercial and industrial activities.

Furthermore, independent brokers will move quickly to seek
out new products on behalf of consumers. The absence of market
leaders, a transparent regulatory approval process and the ease of
duplication and entry of products into Canada allow consumers to
easily get access to new services and coverage.

Although they are less affected than other sectors of the finan-
cial services sector, property and casualty insurers are not immune
to Canada’s demographic changes. As the population ages so to
does their need for more highly customized insurance requirements.
Independent brokers have been highly effective on this front.

(J Broker Earnings

Independent brokers are highly vulnerable to price pressure.
Furthermore, provincial legislation tightly controls the fees and
charges independent brokers can charge on insurance-related
business.

Brokers receive a commission from the insurer for bringing
them business. But soft markets (low premiums) and the competi-
tive nature of the industry have forced insurers to lower the amount
of commission they will pay. On average, independent brokers eamn
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between 12 and 15 per cent commission for a typical mix of per-
sonal and commercial insurance.

The revenues have to cover the usual operating expenses,
including about 40 per cent of a brokers time is spent on work
where no premium is charged and therefore no commission
received. It is not unusual for a brokerage firm to process 500 to
800 endorsement changes (re: amendments to insurance contracts)
per month. These endorsement changes vary but are usually admin-
istrative in nature or involve changes in the type of property and
goods covered.

A study presented to the American Risk and Insurance
Association on the effectiveness of the distribution systems in the
United States and Canada concluded that “there is not a distinguish-
able difference between the expense ratios of direct writers and
those underwriters using independent brokers.”'* It is, therefore, not
surprising that consumers are staying with independent brokers
given their competitive pricing and the value-added service pro-
vided.

Paul McCrossan, a former member of the House of Commons
Finance Committee, has studied the effects of bank entry into the
field of insurance in other federal jurisdictions. He concluded that:

“Although the branch network is already in place, overhead and
variable costs must be met. It is not clear that an individual
insurance firm with a network of agents and brokers in place
will face higher per unit distribution costs than banks.'¥”

The advantages of using independent brokers may explain the
reason why the Royal Bank of Canada has indicated that it is
exploring the possibility of having its insurance distributed to
Canadians by independent brokers.

[1 Product Lines Distributed

Independent brokers distribute two types of insurance — per-
sonal lines, such as auto, tenant and homeowners’ insurance and
commercial/business lines, which comprises product liability, busi-
ness interruption, protection against crime and vandalism, and “all-
risk” insurance.

Auto insurance continues to be the largest class of property
and casualty insurance sold in Canada. According to the Insurance
Bureau of Canada, private insurers generate about $9 billion in auto
premiums per annum while government insurers generate an addi-
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tional $4.5 billion per annum. Property and product liability rank
second and third respectively.

In some areas of the country, the percentage of personal lines
offered by independent brokers can be as high as 80 per cent. In
other areas where there is a higher content of commercial activity,
such as Ontario, Alberta, Quebec and British Columbia, there is a
more even split between personal and commercial lines.

While home and business insurance is not mandatory, automo-
bile insurance is compulsory by law. This is the main reason that
auto rates are closely regulated. Provincial government owned
insurers sell auto insurance in British Columbia, Manitoba, Quebec
and Saskatchewan. Private insurers offer optional coverage in
British Columbia, Manitoba and Saskatchewan and compete with
government for optional and excess coverage. In Quebec, bodily
injury is covered by the government while property damage is cov-
ered by private insurers. In the provinces served by private sector
insurance companies, all auto insurance policies have standard
terms and conditions. It is, however, the responsibility of each
provincial jurisdiction to set minimum limits for the amount of lia-
bility coverage that drivers must have.

O How Premiums are Determined

The rate structure of the industry, in particular auto insurance,
is determined by a number of factors: market forces, government
regulations, cost, availability of reinsurance and various federal and
provincial taxes.

Although the situation has stabilized, rising claims over the
past few years had increased premiums. But intensive competition
coupled with investment income have more recently forced lower
rates. In Ontario, for example, rates have decreased by slightly over
five per cent in the past year. While part of this decrease is due to
changes in the no-fault system, a dynamic competitive environment
is also a major factor.

[l The Use of Technology

In keeping with the federal government’s renewed emphasis
on technological innovation, independent brokers are pleased to
note that for several years, the property and casualty insurance sec-
tor has been developing a nation-wide information technology net-
work. We believe it to be one of the most sophisticated
insurance-related information technology systems in the world.
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Managed by the Centre for Study of Insurance Operation (CSIO),
the network sets the standards for the transmission of policies,
renewals and other insurance-related documents.

This system will enable Internet access; allow independent
brokers to establish their own websites and gain access to insurer
centres; and offer a host of other services including EDI between
independent broker and insurer, electronic mail, voice mail and
video-conferencing. This network and other industry-related tech-
nological innovations are expected to reduce the amount of admin-
istrative work a broker does, and enhance customer service.

Many independent brokers have set up their own websites and
are taking advantage of technological innovations in the industry.
The Insurance Brokers Association of Ontario in conjunction with
Bank of Montreal subsidiary Cebra, for example, has developed an
Internet accessible quote system giving immediate consumer access
to over 25 independent brokerage firms and over three hundred
independent brokers. The number of participants is growing.

Another interesting feature of this technology allows brokers
to solicit the views and opinions of their competitors across Canada
regarding unusual or complicated coverage assessments. Even
though independent brokers are fiercely competitive, a quick glance
at our intranet system in Ontario will reveal hundreds of messages
suggesting alternative and more competitive products.

In some provincial jurisdictions, the use of technology is regu-
lated. In British Columbia a form of regulated progress is practiced
whereby independent brokers must meet information technology —
hardware and software — requirements of the Insurance
Corporation of British Columbia. The rules stipulate, for example,
that insurance policies must be issued on site and in real time
directly to consumers.

We are, however, using technology only to the extent that our
customers will allow us. As noted in this report, we see no com-
pelling evidence that consumers prefer any other method of inter-
acting with their providers of property and casualty insurance.
Independent brokers refuse to force change upon their customers, in
particular when they say that they prefer to deal with independent
brokers face-to-face.
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l BANKS AND PROPERTY AND CASUALTY
INSURANCE

Let us note that at the outset the bank-insurance rules put into
place in 1992 are working and they should be preserved. They have
enabled new participants to enter the property and casualty market-
place without unfairly disrupting its competitiveness. More impor-
tant, the existing rules are ensuring that consumers have choice and
that consumer sovereignty is maintained. It is only a matter of time
before the value of these restrictions becomes even more evident as
banks begin to take full advantage of the powers granted to them in
1992.

In opposing bank unrestricted entry into the insurance busi-
ness, we have argued that the results would never be a level-playing
field. The current regulatory framework has ensured that a reason-
able level playing field is maintained. Under these conditions suc-
cess is determined by consumers and market forces, not by policies
that gives one segment of the financial services sector an unfair
competitive advantage.

Canada’s banking industry, however, has re-opened the debate
about the retailing of insurance, so it should come as no surprise
that we would like to respond to some of their arguments.

First, though, we note that the Task Force has concluded that
the restrictions on powers of financial institutions “appear to flow
from considerations other than prudential issues.”'> We disagree
with this assessment wholeheartedly. Our federal government has
made a sound policy decision — one that both protects consumers
and maintains competition. The decision has received all-party
Parliamentary support. Provincial governments, consumer groups
and the small business community have also solidly supported this
decision.

At the federal level, the reform of financial sector legislation
has always been defined exclusively from a bank perspective.
Invariably, progress and reform have been linked to the historical
experiences and objectives of the banking industry. When we
examine the ideological underpinnings of this current round of dis-
cussion concerning powers, it becomes clear that the present debate
— peppered with references to competitiveness and globalization
— is not consumer driven but is based squarely on the need to sat-
isfy bank desires for growth, control and profitability — at the
expense of consumer protection and fair competition. We submit
that Canada’s banking industry is pushing for policy, regulatory and
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statutory interventions that favour specific competitors over compe-
tition and an efficient marketplace.

At the heart of this debate, though, is a fundamental dispute
about whether banks should be permitted to expand into services
that historically have been closed to them. Our arguments regarding
this debate are well-documented and we will not repeat them here.
Nevertheless, it is a serious issue that threatens the ability of our
industry to compete on an equal footing. The industry has endured a
great deal of turmoil as a result. Market uncertainty caused by the
threat of unfair competition has unnecessarily fuelled the devalua-
tion of many independent brokerage firms. Employment opportuni-
ties and regional economic benefits are also being reduced as a
result. If these affects are allowed to continue, the path to renewal
will exacerbate this market turmoil rather than construct a long-
term policy framework.

There is no doubt that deposit-taking institutions have the
power to compete with property and casualty insurance brokers in
ways that are inconsistent with consumer interests. As we have
often stated, the banks perform a very important role in our econ-
omy, a privileged one granted to them by government. That role is
to promote commerce, not compete with it unfairly; they should be
a source of vitality in the economy, not one of instability.

[J Banks are Free to Compete

The Canadian banking industry argues that the existing rules
discriminate against ownership. We disagree. In 1992, banks were
given additional insurance powers. Through bank-owned sub-
sidiaries, banks are free to compete like any other property and
casualty insurer. They are prohibited, however, from retailing insur-
ance through their bank branches and from using customer informa-
tion to sell insurance. They have just started to capitalize on their
new powers. Benoit Long of CIBC Insurance has stated that the
insurance unit of the bank is “adding $2 million of premiums each
week."” 16 Clearly, this belies their complaints.

[ Consumer Protection

The current rules are ensuring that consumers are protected
from potential abuses. Independent brokers believe that since banks
are the principal source of credit, they dominate a vital element of
the economy. This control gives them a unique opportunity to influ-
ence where borrowers purchase non-banking services offered with
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extensions of credits. Their control over decisions of whether to
extend or withhold credit provides them with the capacity to exer-
cise an unusual amount of influence over the choices made by con-
sumers.

(0 Privacy

Ms. Lynn Beglan, a marketing manager with the TD Bank,
succinctly summarized bank views regarding customer information
contained in bank files: “It’s a knowledge base from which you can
spring into action. You learn things, you create things and then you
act upon those things.”"?

The deposit-taking industry is unique in that the potential for
the direct or indirect abuses is difficult to regulate and police, more
so if it involves more than one type of financial service or product.
Generally, the consumers’ rights to privacy and right to withhold
information or control its use are denied by technology, the virtual
impossibility of preventing its abuse and the lack of clear rules.

[J Tied Selling

Among the policy issues that IBAC is most concerned about is
the banks’ ability to tie insurance sales to extensions of credit. The
potential for tied selling stems largely from the nature of the rela-
tionship between banker and client. Customers often feel vulnerable
in relation to their bank; credit is perceived to be something which
is hard to obtain. Consumers therefore want to protect their source
of credit and enhance their credit worthiness. But customers also
know that one loan refusal will count against them in future loan
requests. Customers also have many credit-related dealings with
their banks, relying on them extensively for savings, credit cards
and loans. The perception coercion is often overlooked. The reluc-
tance of consumers to jeopardize this relationship combined with
the fact that in many cases insurance is not an optional purchase but
a basic requirement of the loan, means that consumers would likely
feel obliged to accept the bank’s insurance. Consumers would not
be certain that by rejecting the insurance they would also lose the
loan.

Tied selling occurs where a customer is forced or induced to
accept other products and services along with the ones they seek.
Such tie-ins may result from actual coercion by a seller or from a
customer’s realization that they stand a better chance of securing
credit by volunteering to accept other products or services rather
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than seeking them in the competitive marketplace. In either case,
competition is adversely affected, as customers no longer purchase
a product or service on its own economic merit.

[0 Power imbalance

Recently Canada’s Privacy Commissioner, testifying before
Parliament, had this to say:

“There is an enormous power imbalance herc. We know that. If
people go to a bank for a mortgage and are desperate to get the
house built before the rates go up next week, they will sign
necarly anything to get that mortgage, including, if nccessary, a
waiver for subsequent third party use of that information. The
public must have that power imbalance redressed and more
transparency and openness introduced into the process. '8”

Some time ago, a spokesman for the Federal Reserve Board
described the nature of the inferiority of the consumer:

“Because of the inferior bargaining position of the debtor, he
may be susceptible to the loan officer’s suggestions concerning
choice of coverage, premium rates, insurer and agent. As a
result, the debtor may reccive the impression that his loan
application may be more favourably considered if he follows
such suggestions.'?”

An independent broker appearing before a Parliamentary
Committee also captured the feeling of consumer inferiority when
he noted:

“We hear pcople say that tied selling can be regulated and that
people will not be coerced. However, you know as well as |
that many consumers are not equal partners with their banker.
They fecl inferior. You cannot regulate the perception of con-
sumers when they are dealing with what they perceive to be
superior. That is the danger.2%”

IBAC is pleased that the federal government is committed to
study these issues within the year. Nevertheless, we would like to
make this point: To ensure the utmost privacy of information, we
suggest that any regulations include a provision that forbids any
form of negative option marketings: They should also state that
individuals must specifically authorize the giving out of personal
information and specify exactly what they will permit to be
released. We believe that no form of blanket consent is acceptable
and regulations should state this explicitly. We also strongly believe
that federal consumer protection laws should explicitly prohibit tied
selling.
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[J An International Perspective

For comparative reasons, Canada’s banking industry often
points to the global experience with bancassurances and allfinanz
as a measure of success in foreign jurisdictions. For the most part,
these comparisons ignore a number of important factors, including
but not limited to:

* the historical evolution of the financial services sector;
* the competitiveness of the domestic banking sector;
e the competitiveness of non-banks;

* the nature of the relationship and level of co-operation
between banks and insurers; and

* the empbhasis on life and health insurance.

Domestically, the banking community in its arguments ignores:
* the lack of competition in Canada’s retail banking sector;

* the dominance of Canada’s banking sector; and

* the competitiveness and efficiency of the Canadian property
and casualty insurance sector.

To touch upon one of these issues by way of example: For the
past few years bancassurance and allfinanz have tempted banks
across Europe. For the most part, banks have negotiated distribution
agreements or developed joint ventures with life insurance compa-
nies and, to a lesser extent, property and casualty insurance compa-
nies, to offer certain products to their customers.

Today, European institutions are moving away from bancas-
surance and allfinanz. At the same time, private and commercial
customers are increasingly in need of sophisticated policies and ser-
vices and are not attracted to bancassurance and allfinanz. As The
Economist reported recently:

“Should international competition increase — the planned
introduction in 1999 of Europe’s single currency, the euro,
could act as one catalyst — Europe’s banks might choose to
narrow the range of products they offer rather that adding to
them. The experience of some of America’s banks which have
faced much stiffer competition than most of their European
counterparts is instructive. Citibank, for instance, has shed a
good chunk of its investment-banking businesses so that it can
concentrate more on making loans to companies and consumer
banking; J.P. Morgan and Bankers Trust both ditched their
retail branch networks long ago to focus on wholesale finance.
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‘Competition forces you to be good at what you do’ says Roy
Smith of New York University’s Stern School of Business.
‘You can’t be very good at what you do unless you are special-
ized.”?!™

[J Banks and Size

Of the G7, Canada has by far the fewest banks and the highest
concentration of assets in the banking industry. In domestic banking
industry marked by increasing concentration, Canadian bankers
argue that they must have unfettered access to other businesses to
sustain their international competitiveness. We find this to be mis-
leading and irresponsible, because their views can not be supported.

(] Mergers and concentration

The Task Force in its recent preliminary report on mergers and
acquisitions recognized that many issues must be taken into account
and, in fact, warrant further study. We note, for example, that the
Task Force is conducting more research to “understand the relation
between size and international competitiveness.”

Because of its policy implications and the actual on-the-
ground dangers of less competition, IBAC urges the federal govern-
ment to exercise caution in approving certain types of commercial
arrangements such as mergers and acquisitions between large-sized
financial institutions.

These transactions, if allowed to take place, would create huge
conglomerates with a sizable share of the Canadian market. For
example, if one of the top five banks acquired a life insurance com-
pany, the bank would have under its control a sales force capable of
retailing banking and insurance services and products to the same
customers. This potential raises a number of serious consumer
issues relating to the possible abuse of private information and the
use of coercive practices. In support of this observation the Task
Force has recognized that in the financial services sector “the
potential for discriminatory pricing and coercive tied selling may
merit greater concern than is generally the case with mergers in
other sector of the economy.”

When asked about mergers, Charles Baillie, President and
CEO of the TD Bank had this to say:

“We at the TD think the premise that big is better is flawed.
Any of the studies that have been done are either inconclusive
or say small is better. [ think the government has two overrid-
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ing concerns — the first is the deficit and the second is job... If
two major Canadian banks merged, that would not increase
employment.

As well, I suspect mergers would not be between or among
Canadian banks but by foreign banks purchasing us.??”

Peter Godsoe, President and CEO of Scotiabank reinforced
this statement when he expressed to a reporter of The Globe & Mail
his concerns about the effects of reduced competition, fewer
branches, substantial job losses and regulatory problems for large
institutions.?

This concern is widespread. In France, for example, the federal
government frowns upon commercial arrangements that reduce
employment. It is for this reason that AXA and UAP (Union des
assurances de Paris) have assured the government that the merged
entity would not do so.

In addition to the overriding consumer issues, IBAC is con-
cerned that the current insurance restrictions would be altered to
accommodate the needs of larger, and more powerful, financial
institutions.

What is decided for any proposed acquisition or merger will
set an important precedent. It is for this reason that the effects of
mergers and acquisitions must be taken into account before they are
allowed to take place.

[J International bank rankings

The publication of annual bank rankings has generated much
publicity in the past year. Canadian banks appear to be pre-occu-
pied with their slippage in global rankings. We question the validity
of this argument.

The main reason for this drop lies in the exchange rates at
which bank assets are converted into American dollars. As the
Canadian dollar weakened Canadian banks slid down the list.
Another reason for the drop is the rise of Japanese banks during the
late 1980’s. As noted in Comeback: The Restoration of American
Banking Power in the New World Economy:

“Asset size also says nothing about the profitability or sound-
ness of a bank, other than reminding us that the bank may enjoy
some economies of scale, and be considered too big to fail by
regulators at home. By itself, asset size is more a measure of
stability and customer relationships than of competitiveness,
particularly on an international scale.?*”
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From our perspective — and it is our experience, although in a
different line of business, that asset size is not essential to effective
competition — there is no relationship between ranking by asset
size and competitive performance.

The key reason that we bring this up is that banks have for the
past few years claimed that they need to boost their insurance busi-
ness to help stem their slippage in international rankings. We find
this argument suspect.

Across borders, banking is done differently. Other than
increase bank profitability, we fail to see how putting us out of
business will contribute to improved bank rankings. The property
and casualty insurance industry in Canada is not big enough to
make a sizable difference to Canada’s rankings in the global mar-
ket. According to the Insurance Bureau of Canada, the National
Bank of Canada has more assets than the entire property and casu-
alty insurance industry while The Royal Bank of Canada has five
times the assets.

In the life insurance industry, Dominic D’Alessandro of
Mutual Life is quoted as saying that absorbing the Canadian life
insurance industry would only move the Royal Bank of Canada
from 58th to 54th in global rankings. In the same article, Claude
Garcia, President of Standard Life, is quoted as saying that the
Canadian insurance industry is significantly smaller than the bank-
ing industry, but it conducts 47 per cent of its business abroad com-
pared with about 40 per cent for banks.%

The former Secretary of State for International Financial
Institutions Doug Peters stated to The Globe and Mail: “‘1 have not
heard of any [banks] that have difficulty competing internationally
just because of their size.”

[0  Provincial Consent

Although the banking industry is pushing for the removal of
restrictions on in-branch retailing of insurance products, such a
move would require provincial consent. It is important to note that
retailing restrictions at the provincial level are being tightened. For
example, in Saskatchewan the Insurance Council recently passed a
bylaw to keep registered representatives from getting an agents
licence if they do any business in bank branches. In Ontario, restric-
tions that prevent insurance and bank products being offered on the
same premises have been retained. In Quebec, insurance will be
offered only by registered salespeople in separate administrative units.
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[0 Do They Really Belong Together?

There is a more fundamental question of whether banks,
because of their important role as fiscal intermediaries, should be
allowed to expand into new fields such as insurance. A former state
insurance commissioner from the United States has argued that
banking and insurance do not belong together because “combining
banking and underwriting risks is a very dangerous thing, with very
dangerous potential.”?” Professor Joachim Suchting of the
University of Bochum, in Germany, expanded on this argument
when he stated:

“The two businesses (insurance and banking) are quite differ-
ent. Banking has a very short-term outlook, while insurance is
very long-term oriented. Retail banking is perceived as an
everyday, walk-in soft sell service business. The other is seen
as an unwanted cost for a service the customer hopes never to
use — a service that is complicated, hard to understand, full of
fine print, and pushed aggressively. The sales skills, funds
management and actuarial talents needed to succeed in insur-
ance are inapplicable to banking. And with insurance industry
competition heating up, ... Under these conditions, insurance
companies and their regulators will be hard pressed to allow
surplus capital to be used to support banking operations.?8”

There is another noteworthy consideration. Because of their
status, we must ensure against excessive risk-taking by banks and
ensure that they remain stable. The property and casualty insurance
sector is required to have adequate capital (including surplus) to
meet potential losses. The banks’ ability to use the same capital to
cover banking and insurance risks could cause serious problems.

Furthermore, financial services conglomerates are growing so
quickly that they have outstripped the ability of federal regulators to
keep watch over them. In our view, federal regulators may not have
the ability to protect the public unless they are given the power and
resources to do so. Federal Superintendent of Financial Institutions
John Palmer clearly identified this as a serious policy issue when he
reported that in 1996 that “the risk profiles of some financial insti-
tutions increased as they expanded beyond their core activities into
new lines of business.”?

We are also concerned about the competitive advantage of
banks speculating with government-insured funds. As US
Congressman Jim Leach once stated:

“Competitor companies — such as investment and insurance
companies and brokers — have a compelling case not to be
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subject to competition from a rival able to tap low-cost, feder-
ally insured dcposits for activities which go well beyond tradi-
tional lending functions.’®”

Furthermore, banks and insurance companies are far from
being natural partners. A study by Ernst & Young has concluded
that without cross-subsidization banks do not offer lower prices to
the consumers. In Quebec, for example, since the caisses popu-
laires have been allowed to sell insurance through their branches
the price of insurance the institutions offer has increased and most
caisse insurance premiums are ten to twenty per cent above quotes
from their competitors.

In the meantime, the number of independent brokers operating
in Quebec has sharply declined since 1988. While the number of
independent brokers has grown in most other provinces, the number
of independent brokers in Quebec has dropped by six percent. The
number of insurance brokerage firms has dropped by almost 45 per-
cent. These jobs are gone, and are not likely to return.

[J Banks and Domestic Competition

From our perspective the main issue is not competitiveness in
the property and casualty insurance sector but a lack of competition
in Canada’s domestic banking sector. If consumers and small to
medium sized enterprises are to benefit from this phase of the
reform process, bringing greater competition to Canada’s domestic
banking sector must be a priority. Barriers to entry, such as the ten-
per cent ownership rule and the foreign entry regime, must be
reviewed.

Bl MEETING THE INTERNATIONAL COMPETITIVE
CHALLENGES

In an increasing integrated world economy, Canada’s domestic
marketplace cannot be completely insulated from global competi-
tive pressures. Like its counterparts in the industrialized world,
Canada must adopt a policy framework for the financial services
sector that suits its particular circumstances.

In response to the Task Force request for suggestion on how
best to approach the development of a new policy framework, we
offer this for your consideration: In developing a framework to
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meeting the international competitive challenges, we urge the fed-
eral government to adopt a co-operative approach. We believe such
an approach involving federal and provincial governments, the
financial services sector, consumer groups and other stakeholders
will enhance Canada’s comparative advantage over the long term.
The Task Force noted that Canada has been on the leading edge of
change in the regulation and supervision of financial institutions.
Let us take advantage of this situation to prioritize and pace the pol-
icy agenda to meet international competitive challenges without
compromising our domestic market.

l ENSURING COMPETITION IN CANADA'S
FINANCIAL SERVICES SECTOR... OUR
RECOMMANDATIONS

* An explicit recognition of the distinct nature of the property
and casualty insurance sector must be part of the federal policy
framework. Furthermore, provincial authority and existing regula-
tory distinctions and requirements must continue to be respected.

* The current restrictions on the retailing of insurance are
working and should be preserved. They benefit consumers, main-
tain competition and create employment opportunities. Their impor-
tance will grow as Canada’s concentrated banking industry takes
advantage of the powers granted to them in 1992.

» There are a number of opportunities for improvement to the
rules governing the property and casualty insurance sector. The har-
monization and the streamlining of licensing procedures stands out
as a policy priority. Ensuring that all distributors of property and
casualty insurance abide by the same rules is also important. If con-
sumers are to benefit from reform, we urge the federal and provin-
cial governments to reduce the excessive tax burden affecting the
property and casualty insurance sector.

* For consumers and small-to-medium sized enterprises to
benefit even more from reform, bringing greater competition to
Canada’s domestic banking sector must be a priority. The major
barriers to entry, such as the ten per cent ownership rule and the
foreign bank regime, should be reviewed.
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* Federal consumer protection legislation should explicitly
prohibit tied selling and be enhanced to protect consumers from
breaches in privacy.

¢ The agenda for the development of a policy framework
should be ranked in order of importance and implemented at a pace
that appropriately reflects national objectives to meet international
competitive challenges without compromising Canada’s domestic
market. We urge the federal government in meeting this interna-
tional competitive challenge to adopt a co-operative approach to
policy development. We believe such an approach involving federal
and provincial governments, the financial services sector, consumer
groups and other stakeholders all working together will enhance
Canada’s comparative advantage over the long term.
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LES FUSIONS DE BANQUES ET
LINTERET PUBLIC*

par Jean Roy

Le but principal de cet article est d’examiner si les fusions de banques cana-
diennes et I'intérét public sont conciliables. Le point de vue de I’auteur est que
les intéréts des actionnaires de banques qui souhaitent fusionner et ceux de la
population sont conciliables, pourvu que le gouvernement prenne les mesures
adéquates pour évaluer les impacts de ces transactions et pour gérer I’évolution
de I’'ensemble du systéme financier.

Trois theémes sont abordés par I’auteur : I’intérét du public en général, la protec-
tion des clientéles vulnérables et la mise en valeur du capital humain.

The principal purpose of this article is to analyze the reconciliation of the
Canadian bank mergers and the public interest. The author’s point of view is that
the interests of the bank shareholders who are planning to merge and those of the
customers are compatible provided that government adopt appropriate measures
to evaluate the impacts of the proposed mergers and to manage the development
of the whole financial system.

Three themes are examined by the author: the general public interest, the protec-
tion of vulnerable clients and the importance given to human resources.

* Exposé présenté au groupe de travail du parti libéral sur les services financiers, 27 avril
1998,
L’auteur :

Jean Roy, Ph.D., est professeur agrégé au Service de I'enseignement de la finance, Ecole des
Hautes Etudes Commerciales, Montréal.
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H INTRODUCTION

La libéralisation des échanges économiques, particulieérement
en Europe et en Amérique, et les progrés dans le domaine des
communications et de I'informatique provoquent actuellement une
restructuration du secteur financier a I’échelle internationale.

Pour bénéficier pleinement des opportunités d’affaires qu’offre
la mondialisation de I'économie, les institutions financieres sont
aux prises avec un tres fort mouvement de fusions pour se posi-
tionner favorablement et capter les économies d’échelle et
d’envergure que présentent les nouvelles technologies.

Les banques canadiennes ne font pas exception et deux projets
majeurs de fusion ont été annoncés. Le bouleversement du systeme
financier canadien que ces projets impliquent inquiéte jusqu’a un
certain point les Canadiens. Ceux-ci se demandent quels en seront
les bénéfices et les coiits et qui en profitera.

Ce texte se propose donc d’examiner si les fusions de banques
canadiennes et I’intérét public sont conciliables.

Le point de vue pris sera que les intéréts des actionnaires de
banques qui souhaitent fusionner et ceux de la population sont
conciliables, pourvu que le gouvernement prenne les mesures adé-
quates pour évaluer les impacts de ces transactions et pour gérer
I’évolution de I’ensemble du systeme financier.

Pour examiner la situation plus en détail, trois themes seront
abordés: I'intérét du public en général, la protection des clienteles
vulnérables et la mise en valeur du capital humain.

H L INTERET DU PUBLIC EN GENERAL

Les fusions de banques peuvent affecter les Canadiens de bien
des facons, en tant que consommateurs, en tant que travailleurs et
en tant qu’investisseurs. Cette section considérera les conséquences
que pourraient avoir des fusions de banques sur le public en géné-
ral, surtout en tant que consommateur de services financiers. Tout
d’abord, les effets potentiels seront identifiés. Puis, la question de
I’évaluation des impacts prévisibles sera touchée. Enfin, différentes
mesures seront proposées pour éviter les effets négatifs qui pour-
raient se produire.

Assurances, volume 66, numéro 2, juillet 1998



(0 Les effets potentiels de la concentration

Le tableau ci-dessous énumere les bénéfices et les cofits poten-
tiels de la concentration, c’est-a-dire d’un systéme financier
constitué d’un petit nombre d’institutions de grande taille.

l EFFETS DE LA CONCENTRATION

Bénéfices potentiels

Mobilité du capital

Diversification sectorielle et géographique des portefeuilles de crédit
Réduction des coits de surveillance

Solvabilité et stabilité du systéme

Professionnalisme de la gestion

Economies d ‘¢chelle et d ‘envergure

ol O =t [ ROl 0D e

Plus grand potentiel d ‘activités internationales

Codts potentiels

}. Prix des services plus élevés

2. Offre restreinte et moins de prise de risques
3. Dépenses superflues

4. Innovation moins dynamique

5

. Réduction des possibilités de diversification pour les investisseurs

Il faut reconnaitre que la taille des banques canadiennes a déja
permis de concrétiser plusieurs des bénéfices potentiels, en particu-
lier pour ce qui est des cinq premiers de notre liste. De quelle fagon
évoluerait I’ensemble des bénéfices et des coiits suite aux fusions
envisagées? C’est évidlemment une question bien difficile, puisque
les études antérieures ne constituent qu’un guide imparfait pour
prévoir et gérer un avenir, qui s’annonce si différent du passé.
Avant de prendre quelque décision, il est néanmoins impératif de
consacrer des ressources importantes pour anticiper et évaluer les
impacts qu’ auraient les projets de fusion annoncés.

[J L’évaluation des impacts

Le rapport préliminaire de juillet 1997 du Groupe de travail
sur I’avenir du secteur des services financiers canadien' proposait
un processus d’examen des projets de fusion faisant intervenir le
Bureau de la concurrence, le Bureau du surintendant des institutions
financieres et le ministre des Finances. Ce demnier se verrait confier
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la responsabilité d’évaluer I'impact du projet sur I’intérét public en
considérant les éléments présentés au tableau ci-dessous.

ELEMENTS D’INTERET PUBLIC EVALUES
PAR LE MINISTRE DES FINANCES

La compétitivité internationale
Les avantages pour les clients
L'emploi

L'adoption de technologies novatrices

LA

Le précédent

Selon nous, cette liste identifie adéquatement les principaux
aspects a considérer. Cependant, nous sommes d’avis que les
banques candidates devraient supporter elles aussi le fardeau de
I’évaluation des impacts sociaux de leurs actions. Plus précisément,
nous croyons qu’un processus d’étude, analogue a celui utilisé lors
de grands projets ayant des impacts environnementaux majeurs,
devrait étre utilisé. Ainsi, les banques candidates a la fusion devraient
avoir la responsabilité de produire un document d’Etude d’Impact
Social (Social Impact Assessment) qui traiterait des quatre premiers
points que le ministre des Finances doit évaluer. Bien que I’on sache
que les banques pourraient avoir des biais, le document qu’elles
produiraient serait public, servirait de base a la discussion et serait
exposé a I’examen critique du ministére des Finances et du public.

(J Les mesures a prendre

Pour minimiser les effets négatifs des fusions et les rendre
acceptables au public, nous suggérons dans cette section différentes
mesures (quatre) visant a favoriser la concurrence, a maintenir la
propriété diffuse des banques et a impliquer le public dans I’enca-
drement du systéme financier.

Le role du Bureau de la concurrence

Le Bureau de la concurrence a la lourde responsabilité de défi-
nir les marchés pour différents services financiers et de définir les
parts de marché qui seraient détenues non seulement par les entités
fusionnantes, mais aussi par les quatre principaux fournisseurs. Le
Bureau de la concurrence manifeste jusqu’ici beaucoup de profes-
sionnalisme, de transparence et de diligence face a la tiche qui
I’attend.?
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Les critéres qu’il prévoit appliquer, a savoir que, suite a une
fusion, la firme ne devrait pas avoir plus de 35 % du marché et que
les quatre principales firmes ne devraient pas avoir plus de 65 % du
marché, sont des balises valides.

Cependant, le document du Bureau de la concurrence prévoit
que si ces normes sont dépassées, d’autres facteurs pourraient étre
considérés. Notre commentaire est que dans le cas des projets de
fusion de banques, il serait trés souhaitable d’éviter d’avoir recours
a ces «autres considérations» et que le Bureau de la concurrence
devrait exiger des désinvestissements a chaque fois que les indica-
teurs de concentration I’indiquent.

En deuxiéme lieu, pour toutes les succursales ou points de ser-
vice que les banques fusionnantes désirent ou doivent fermer, un
avis public d’au moins 90 jours devrait étre publié¢ et des méca-
nismes devraient étre mis en place pour favoriser la vente de ces
sites a des concurrents plutdt que leur simple fermeture.

Donc, au-dela de la simple mesure de la concentration, nous
pensons que le Bureau de la concurrence dispose de moyens qu’il se
doit d’utiliser pour gérer la concentration et favoriser la concurrence.

L’acces au systeme de paiements

La Banque du Canada et le ministere des Finances ont créé
conjointement le Comité consultatif sur le systtme de paiements,
qui a publié a ce jour quatre documents de travail. Le troisiéme de
ces documents examine la possibilité d’élargir I’accés au systéme
de paiements et étudie en annexe trois scénarios d’intégration pour
les nouveaux participants’. Cependant, il ne formule aucune recom-
mandation claire. Les enjeux sont complexes : d’une part, il faut
préserver la stabilité du systéme, d’autre part, il serait intéressant
d’augmenter le nombre de participants et la concurrence.

Bien que nous soyons conscients de la complexité actuelle que
présente le systeme de paiements canadien, nous croyons que dans
le contexte des fusions de banques tous les efforts devraient étre
faits pour accommoder de nouveaux participants, tels les fonds
communs de placement et les compagnies d’assurances, et favoriser
la concurrence, non seulement pour les services de transactions
mais aussi par conséquence pour les services d’épargne et de crédit.

L’ouverture aux banques étrangeéres

Lors de négociations dans le cadre de | ‘Accord Général sur le
Commerce des Services promu par I’Organisation Mondiale du
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Commerce, le Canada s’est engagé a laisser, a partir de juin 1999,
les banques étrangeéres opérer sur son territoire par le biais de
succursales, plutot que d’exiger la création de filiales comme
actuellement.

De facon plus générale, le ministére des Finances faisait cir-
culer, en septembre 1997, un document de consultation sur la
politique d’acceés des banques étrangéres®. Ce document examine
entre autres les conditions a exiger pour qu’une banque étrangére
puisse établir des succursales au Canada.

La préoccupation de garantir I’intégrité du systéme financier
au Canada est trés légitime, mais il ne faudrait pas que cet argument
devienne un prétexte pour poser des conditions exagérément
restrictives et protectionnistes.

Nous croyons donc qu’'il est important que 1'échéance de juin
1999 soit respectée et que les conditions d’entrée des banques
étrangeéres permettent 1'arrivée d’un nombre significatif de
nouveaux concurrents sur le marché canadien.

L’uniformisation des régimes d’indemnisation

Il existe actuellement au Canada quatre régimes d’indemnisa-
tion des consommateurs en cas de faillite d’institutions financieres.
Ces quatre régimes sont énumérés ci-dessous.

REGIMES D'INDEMNISATION

Société d'Assurance Dépot du Canada (SADC)

Société d'Indemnisation des Assurances de Personnes (SIAP)
Société d'Indemnisation en matiére d'Assurances IARD (PACICC)
Fonds Canadien de Protection des Epargnants (FCPE)

On remarque que la SADC est une société gouvernementale,
alors que les trois autres régimes sont des sociétés privées. Il y a
donc 1a une disparité dont se plaignent en particulier les assureurs
de personnes, qui considérent ne pas jouir des mémes conditions
que les institutions de dépot pour concurrencer dans la cueillette de
I’épargne.

L’ Association Canadienne des Compagnies d’ Assurance de
Personnes proposait au Groupe de travail, en janvier dernier, une
restructuration pour uniformiser la situation des régimes d’indemni-
sation®. Elle suggérait de privatiser la SADC et de créer un nouvel
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organisme gouvernemental qui interviendrait en cas de difficulté de
1’un des quatre régimes.

Selon nous, la proposition de I’ACCAP est trés intéressante;
elle améliorerait 1’équité et favoriserait la concurrence. Nous
croyons donc que le gouvernement devrait entreprendre des
démarches pour tenter d’implanter cette approche.

Le maintien de la propriété diffuse

La régle qui limite & 10 % la part maximale des actions d’une
banque qui puisse étre détenue par un actionnaire assure que la pro-
priété des banques soit largement répartie. Cette reégle a des effets
multiples. Elle évite les conflits d’intéréts potentiels qui pourraient
naitre de liens de propriété entre des entreprises non financiéres et
des banques. Elle protege les institutions canadiennes d’acquisitions
étrangeres. Elle favorise la redistribution des profits des banques a
un grand nombre de Canadiens. Enfin, I’absence d’actionnaire
majoritaire augmente le pouvoir des dirigeants des banques. Malgré
ce dernier inconvénient, nous croyons que cette régle sert bien les
Canadiens et qu’elle devrait étre maintenue. En particulier, le fait
qu’un grand nombre de Canadiens puisse profiter des bonnes per-
formances financieres des banques constitue un antidote tres inté-
ressant au cas ol ils subiraient des prix de services financiers plus
élevés comme consommateurs.

L’implication du public

En général, il est plus facile d’accepter une décision lorsque
I’on a participé au processus de prise de décision. Dans ce sens et
puisque les services financiers ont un caractere de service public,
du moins pour les services de transaction, il serait souhaitable
d’impliquer le public dans le processus d’encadrement du systéme
financier. Cette perspective peut étre envisagée selon deux horizons
ou modalités principales.

A court terme, on peut se demander si le public devrait parti-
ciper aux décisions de fusion. A ce sujet, nous effectuons un projet
de recherche pour le compte du Groupe de travail dans le but de lui
fournir de I'information qui I’aidera a formuler des recommanda-
tions. Plus précisément, nous tentons d’étudier les mécanismes
utilisés dans les trois pays suivants : les Etats-Unis, la Suisse et
I’ Australie.

A long terme, il faudrait considérer I’institutionnalisation
d’une structure permanente de consultation, qui disposerait de
ressources adéquates, humaines et matérielles, pour représenter les
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intéréts du public dans I’encadrement du systeme financier. Deux
cas pourraient servir d’exemple. Aux Etats-Unis, il y a 2 la Banque
de Réserve Fédérale un organisme qui se nomme «Consumer
Advisory Council». En Angleterre, la «Financial Services
Authority» propose d’élargir le réle du Consumer Panel hérité du
«Personnal Investment Authority» qu’elle a fusionné.®

B LA PROTECTION DES CLIENTELES
VULNERABLES

L’évolution du secteur des services financiers, a fortiori dans
I’hypothese de grandes fusions, souléve des questions quant au
niveau de service qui sera offert a certaines clientéles moins ren-
tables du point de vue des institutions financieres et donc plus vul-
nérables aux rationalisations que celles-ci pourraient entreprendre.
Ces clienteles plus vulnérables sont les personnes a faible revenu et
les petites et moyennes entreprises.

[1 Lespersonnes a faible revenu

Il existe actuellement un courant de pensée selon lequel il
faudrait réglementer les frais des services financiers pour protéger
en particulier les personnes a faible revenu. Cette approche est for-
tement a déconseiller, puisqu’elle serait non seulement coiiteuse a
implanter mais surtout parce qu’elle risquerait d’avoir des effets
opposés a ses objectifs. En effet, si, dans des quartiers défavorisés,
les banques ne peuvent opérer de fagon rentable, elles fermeront
leurs succursales et des commerces d’encaissement de chéques les
remplaceront. Or, les frais imposés par ces établissement sont trés
supérieurs a ceux demandés par les banques.

Dans cette optique, I’objectif prioritaire du gouvernement
devrait étre de négocier avec I’ensemble des banques une densité
minimale de succursales dans les quartiers ou régions défavorisés.
Le maintien de la présence physique des banques dans ces environ-
nements contribue de fagon significative au maintien de la qualité
du tissu urbain et social. La proximité d’un établissement bancaire
est importante pour les gens peu familiers avec les nouvelles
technologies et disposant de moyens de transport limités.

Donc, selon nous, le gouvernement devrait se soucier davan-
tage de I’acces physique aux services financiers de base pour les
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personnes a faible revenu que des frais que pourraient leur charger
les institutions financieres.

(0 Les petites et moyennes entreprises

A priori, nous n’avons pas d’inquiétude quant au niveau de
service que continueront d’offrir les grandes banques aux petites et
moyennes entreprises, car celles-ci savent qu’il y a la des opportu-
nités d’affaires intéressantes. Cependant, dans I’hypothése o de
nouvelles priorités de développement ameneraient les grandes
institutions a délaisser ce marché, d’autres institutions plus petites
détecteraient vite I’occasion et viendraient combler le vide. En
particulier, la Banque Nationale du Canada s’identifie a ce créneau
de marché et serait la premiere a étre heureuse de bénéficier de ce
genre d’opportunité de croissance. Donc, la multiplicité de concur-
rents étrangers et non traditionnels que I’on anticipe dans les marchés
financiers de demain assure que les petites et moyennes entreprises
auront acces a des services financiers accrus et plus compétitifs.

Bl LA MISE EN VALEUR DU CAPITAL HUMAIN

Si les fusions entre grandes banques se réalisent, il est clair
qu’un nombre important de leurs employés ne seront plus requis. Il
importe que ces gens soient traités équitablement et disposent des
ressources voulues pour préserver leur capital humain.

Il est clair que les services de ressources humaines des
banques qui veulent fusionner sont déja a I’ceuvre sur ce probléme
de taille. Voici quelques petites suggestions d’un non-spécialiste.

Premiérement, le document rendu public par la Société de
Banque Suisse’ décrit une approche globale intéressante 2 ce pro-
bleme, de méme que certaines mesures concretes originales. Par
exemple, pour encourager le recours au temps de travail partagé,
ceux qui participeront a ce programme recevront une prime dite de
solidarité.

Deuxie¢mement, nous pensons que les banques devraient
mettre sur pied un programme d’envergure pour aider leurs anciens
employés a démarrer une entreprise. Les banques pourraient, d’une
part, identifier un certain nombre d’opportunités d’affaire, en parti-
culier en ce qui a trait a des services qu’elles-mémes seraient
disposées a acheter. Aussi, elles pourraient offrir des locaux et des
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services pour la période de lancement, ainsi que des conditions de
financement avantageuses.

l CONCLUSION

Les fusions envisagées par les banques canadiennes pourraient
leur permettre de créer des entités capables de rivaliser avec des
institutions comme les banques ING de Hollande ou UBS de
Suisse. Déja, les banques canadiennes réalisent une part importante
de leur profit griace a leurs opérations a I’étranger, tout en mainte-
nant la majorité de leurs emplois au Canada.

Les fusions projetées sont donc susceptibles de créer des béné-
fices privés et publics importants: I’expansion internationale,
I’adoption accélérée des nouvelles technologies et la préservation et
la création a2 moyen terme d’emplois de qualité.

D’autre part, ces fusions pourraient avoir certains impacts
négatifs qu’il est important d’anticiper si I’on désire mettre en place
des moyens pour les minimiser. Dans ce sens, les banques candi-
dates devraient étre tenues de produire une Etude d’Impact Social,
répondant aux questions que doit considérer le ministre des
Finances dans son examen de ces projets.

Aussi, nous avons proposé quatre mesures pour favoriser la
concurrence dans le contexte des fusions. Premierement, des inter-
ventions fermes du Bureau de la concurrence dans les situations de
concentration élevée et de fermeture de succursales. Deuxiéme-
ment, le gouvernement doit faire pression pour élargir ’acceés au
systtme de paiements. Troisiemement, il doit aussi réaliser ses
engagements quant a I'ouverture aux banques étrangeres. Enfin, il
devrait, selon nous, donner suite a la proposition des assureurs de
personnes pour uniformiser les conditions des régimes d’indem-
nisation.

De plus, nous suggérons que le gouvernement maintienne le
régime de propriété diffuse des grandes banques et implique le
public dans I’encadrement du systeme financier, en particulier par
le biais d’un comité consultatif permanent.

Nous croyons que vis-a-vis de la protection des personnes a
faible revenu, le principal objectif devrait étre la préservation de
[’acces physique aux services bancaires.
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Le gouvernement doit également se soucier des nombreux
employés qui perdront leur emploi. Avant de donner son accord a
un projet de fusion, il devra s’assurer que les banques auront pris
tous les moyens raisonnables pour aider leurs anciens employés a
réorganiser leur vie et a mettre en valeur leur capital humain.

En somme, nous pensons qu’il est possible, avec I’encadre-
ment approprié, de faire converger les intéréts des institutions
financieres et ceux de la population.
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TRANSACTIONS IN THE INSURANCE
INDUSTRY: A ROAD-MAP

Ani M. Abdalyan

The purpose of this article is to provide a road-map to mergers and acquisitions
in the insurance industry. The author will set out the ins-and-outs of the docu-
mentation of a transaction. Where appropriate, she will sketch some business
opportunities and concerns tied in to drafting of the documentation. Finally, she
will offer some concluding thoughts on post-mergers management of integration.

Le but de cet article est de fournir une carte routidre en ce qui a trait aux fusions
et aux acquisitions dans I'industrie de I’assurance. L'auteure dégagera d’abord
les pour et les contre dans la documentation pertinente entourant une transaction.
Puis, dans les cas jugés utiles, elle esquissera certaines opportunités et intéréts
commerciaux liés a la proposition documentaire. Finalement, elle livrera
quelques réflexions finales relativement a la gestion de I’intégration postérieure-
ment 2 la fusion.
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B BACKGROUND

The insurance industry is a consolidating industry as insurance
companies seek to adjust to economic, regulatory, technological
and other forces. The motivational factor behind most merger and
acquisition transactions is the desire to create long-term competitive
advantage for the merged company. The reasons for mergers and
acquisitions of insurance companies are usually not disclosed by
regulators, managers or the media.

Strategic linkages can provide options for growth and flexibil-
ity. Through the consolidation, the merged company can have new
avenues to pursue emerging markets. The merged company can
also use its assets more flexibly in future transactions. A merger
may also be a viable alternative to an insurance company insol-
vency.

It does not appear that there will be a slow-down in mergers
and acquisitions activity in the insurance industry, both continen-
tally and globally.

The purpose of this article is to provide a road-map to mergers
and acquisitions in the insurance industry. I will set out the ins-and-
outs of the documentation of a transaction. Where appropriate, I
will sketch some business opportunities and concerns tied in to the
drafting of the documentation. Finally, I will offer some concluding
thoughts on post-merger management of integration.

B STRUCTURING AND PLANNING
THE TRANSACTION

[J Confidentiality Agreement: Inherent Tension

One of the first documents that is usually signed in order to
proceed with a proposed transaction is the confidentiality agree-
ment. There is an inherent tension in the drafting of the document
because the buyer wants to have access to as much information as
possible and the seller, especially when dealing with a competitor,
wants to provide as little information as possible and still get a high
price.

A confidentiality agreement is intended to limit the use of
information to the proposed transaction, with the result that the
information, which will only be made available to “key” people,
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cannot be used for other purposes. The agreement will bind direc-
tors, officers, employees and advisors to the transaction. If the par-
ties decide not to proceed with the transaction, all information must
be returned or destroyed. It is possible to request a certificate of
destruction to indicate the destruction of all documents.

The confidentiality agreement will also contain a provision
prohibiting public disclosure of the existence or content of any dis-
cussions regarding the proposed transaction. The agreement will
also set out limited circumstances where information can be dis-
closed to third parties e.g. regulators.

[0 Letter of Intent: Momentum

The letter of intent is a preliminary document which will gen-
erally be required before an agreement is drafted setting forth the
details of the transaction. It will identify issues and set out the
essential terms of the proposed transaction.

The letter of intent is generally not drafted by lawyers.
Chances are that by the time a letter of intent is being drafted, some
talking has occurred between the parties to the transaction. In prac-
tical terms, the letter of intent creates a framework for future busi-
ness negotiations. As an “agreement in principle”, it indicates the
intention of the parties. At a minimum, the letter of intent creates a
moral commitment between the buyer and the seller to work
together to complete the transaction. The signing of the letter of
intent can create momentum.

The style and content of a letter of intent will vary depending
on the complexity of the transaction. A letter of intent may contain
binding and non-binding provisions.

Non-binding provisions will likely deal with (a) price, time
and manner of payment, (b) structure of the transaction, and (c)
completion of due diligence, negotiating an agreement, obtaining
financing, consent of third parties, agreement on an escrow and
indemnity provision, conditions to closing and delivery of docu-
ments at closing.

Binding provisions will likely deal with (a) termination of the
letter of intent at a certain future date, (b) seller granting access so
buyer can do due diligence investigations, (c) seller not attempting
to obtain a better offer for some time, and (d) non-competition.

Generally, the letter of intent is an attempt to set out what the
parties want to achieve and is a non-binding document. Unless the
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parties have indicated otherwise, Canadian courts could find a letter
of intent to be binding if it includes material provisions of the
agreement. As a result, in order to prevent this useful negotiating
tool from becoming a binding contract, the best strategy is to
include in the letter of intent a clearly drafted disclaimer which pro-
vides that the buyer and seller do not intend to be bound.

Furthermore, the parties’ behaviour throughout the acquisition
should be in conformity with the disclaimer in the letter of intent.

[J Escrow Agreement: Post-Contractual Claims

The escrow agreement is another vital document commonly
used in structuring and planning the transaction. The purpose of the
escrow agreement is to make funds available to the buyer in the
event it has a post-closing claim, under the purchase agreement,
against the seller because of inherent uncertainties involved in a
transaction. Generally, a portion of the purchase price is deposited
with a deposit-taking institution to ensure security of the funds. An
escrow agreement must be clear and precise as to when and how
funds for the transaction will be released.

[J  Indemnity Agreement: Limitation of Liability

An indemnity agreement will generally accompany a letter of
intent. Basically, an indemnity agreement has the potential for lia-
bility imposition or shifting. It provides reassurance to the assump-
tion of a certain risk by one of the parties to the transaction.

An indemnity agreement may provide that the seller will
indemnify the buyer against all liability, arising from the failures of
representations or warranties, or that it will provide the usual and
customary indemnification. From the perspective of the buyer, the
broad “usual and customary” indemnity is preferable because it
enables the buyer to request broad and extreme indemnities.

Hl DUE DILIGENCE

[1 Assessing Value

Once the commitment letter is in place, in modern mergers and
acquisitions the next step is technical due diligence. With long-
checklists and thorough investigation e.g. by teams, of the target
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company before the closing of the transaction, due diligence has
traditionally been used to find legal and technical flaws and weak
spots in the target. During due diligence, the buyer can also obtain a
historical understanding regarding the target by interviewing
employees and customers.

Due diligence, however, does not have to be reactive. It can be
an opportunity for the buyer to find new solutions not perceived by
others. The buyer should do its research and homework. It should
go the “extra mile”.

Due diligence provides an opportunity to the buyer to objec-
tively evaluate the target’s strengths and weaknesses, and to investi-
gate whether the target is really the company it wants to buy. The
buyer can compare its characteristic qualities with those of the tar-
get. To what extent will the acquisition enhance the buyer’s posi-
tion in the marketplace?

The buyer will want to analyze the target’s products, cus-
tomer-base, know-how, market share, technology and how these
factors will result in a successful transaction that creates share-
holder value. As insurance markets become increasingly national
and international in scope, the buyer may also want to specifically
analyze the extent to which the technological assets of the seller
will add value to the transaction.

Due diligence may reveal some deal-breakers including pen-
sions, retirement benefits and environmental exposures.

Time, money and efforts in getting to know the target com-
pany wiil be well-spent. The buyer should determine whether the
acquisition of the target will result in efficiency gains and share-
holder value-creation. Where the parties do decide to move forward
with the transaction, due diligence will address structuring issues
and will result in setting out terms in the purchase agreement that
will protect both parties.

B THE AGREEMENT

Every purchase agreement will have an architecture which
meets the needs of the specific transaction. Drafting the document
will involve shaping solutions to conceptual problems so that the
agreement works in the real world. The final document must be free
from internal inconsistencies.
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Most agreements governing merger and acquisition transac-
tions tend to be quite lengthy. The aim of this part of this article is
to set out adaptable models of some key matters that will typically
be covered in the agreement.

[ Terms of the Agreement

Confidentiality

Confidentiality is essential for the performance of any agree-
ment. Possible considerations regarding provisions dealing with
confidentiality will range from no unauthorized disclosure to no
unauthorized use. There may also be a clause which provides that
confidentiality will survive any execution, termination or expiration
of the agreement.

Non-Competition

It is general practice to insert a clause which prohibits compe-
tition, directly or indirectly, and is reasonable in terms of time and
geographic limitation. A non-competition provision will be espe-
cially significant where an insurance company sells off its books of
business and remains in run-off.

Alternate Dispute Resolution

Before inserting a clause dealing with alternate dispute resolu-
tion as an alternative to court proceedings, the buyer and seller
should consider whether the mechanism suits their real purposes.
Some reasons to chose alternate dispute resolution include applica-
tion of special expertise, informality, confidentiality of process,
lower overall costs and speed of adjudication.

The use of alternate dispute resolution is preferable when there
is a genuine potential for settlement. Where the parties view the res-
olution of the issue, rather than the desire to set precedent, as being
paramount they should also consider the use of alternate dispute
resolution.

[J Warranties and Representations: Risk management

Every purchase agreement will contain a section dealing with
representations and warranties which must be given by the parties
to the transaction. Representations and warranties are a tool to man-
age risk.
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The scope and complexity of representations and warranties
will depend on the particular facts of each proposed transaction
including the identity of the buyer and seller and the regulatory
environment of the company.

The object of representations and warranties is to provide true
statements of fact on relevant issues which exist at the date of exe-
cution of the agreement. If a party cannot give the exact warranty
requested, it is possible to use limits as to materiality or reasonable-
ness.

If a party is not willing to give a representation and warranty
because he does not have the requisite knowledge, the party should
give an indemnity in relation to the particular risk addressed by the
representation and warranty.

The duration of representations and warranties should be
specifically addressed and it is prudent to insert a clause which pro-
vides that the representations and warranties will survive the clos-
ing of the transaction.

[J Indemnities: Limitation of Liability

Every purchase agreement will contain a section dealing with
indemnities which will set out how an innocent party will be
indemnified against possible costs and expenses arising from
breach of representations and warranties under the purchase agree-
ment. Indemnity provisions may also relate to third parties.

Some basic matters which will generally be covered in indem-
nities include parties, sources of loss, monetary limitations, term
and procedural matters. It is crucial that the indemnity be drafted
with precision.

B POST-MERGER INTEGRATION

No matter what the motivational factor is in an acquisition in
the insurance industry, right after the purchase agreement is exe-
cuted and the transaction is completed, the acquiring company may
experience “merger syndrome”. It may find itself in a state of aim-
lessness and indecisiveness. There may be conflicts, resistance to
change, culture clashes and low employee morale in mergers and
acquisitions.
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The completion of the transaction is only the beginning.
Turning two insurance companies into one is a difficult and com-
plex process. Any acquisition takes time to absorb. It is vital to
manage the operational, procedural and cultural integration effec-
tively. Smooth and decisive integration as well as executive focus
on success factors including resolution of differences and adapting
to new routines and knowledge bases will result in improved effi-
ciency.
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ETUDES TECHNIQUES
par Michel Beuthe et Philippe Godfroid

Application de P’analyse de crédibilité
a ’assurance des accidents de travail

H | INTRODUCTION

En assurance, il est important de bien évaluer les charges
qu’implique chaque contrat ou type de contrat. En plus de sa prime,
un contrat peut €tre caractérisé, en premiere approximation, par
I’espérance mathémathique des débours qu’il peut entrainer ainsi
que par leur variance. L’espérance mathémathique des paiements
ou indemnités représente ce que la compagnie doit s’attendre a
payer en moyenne a |’assuré en compensation de ses pertes. La
variance indique dans quelle mesure ces pertes peuvent varier.
C’est une mesure du risque couvert par le contrat.

Le service rendu par I’assurance au preneur d’assurance est de
réduire ce risque en proposant de payer elle-méme les coiits des
sinistres éventuels tels qu’ils se présentent, en échange d’une prime
constante dans le temps, qui est payée par I’assuré qu’il y ait un ou
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plusieurs sinistres ou qu’il n’y en ait aucun. Ce service financier et
de transfert de risque, I’assureur peut le rendre car sa capacité
financiére lui permet d’absorber ces variations, alors que I’assuré ne
peut pas ou ne désire pas les supporter. Dans cette fonction, I’assu-
reur joue un rdle semblable a celui du banquier qui finance un achat
a tempérament. Evidemment, la compagnie d’assurance qui passe
de trés nombreux contrats avec beaucoup d’entreprises ou d’indivi-
dus peut compenser ce qu’elle doit payer par les primes qu’elle
recoit de ceux qui n’ont pas encore encouru de sinistre. Il faut donc
que la somme des primes pergues couvre a tout le moins en moyenne
la somme des indemnités a payer. Pour réaliser cela, il faut que la
prime d’un contrat soit au moins égale a 1'espérance mathéma-
thique des indemnités qu’il peut entrainer: c’est ce qu'on appelle la
prime pure.

Ce transfert des risques des assurés aux assureurs et la
compensation qu’ils réalisent entre les pertes des uns et les recettes
des autres ne réduit cependant pas la variabilité du résultat de
chaque contrat ni la variabilité des résultats totaux. Les risques sont
inchangés et doivent étre assumés par I’assureur sur les réserves
qu’il doit constituer par une majoration adéquate de la prime pure.
Il détermine ainsi la prime commerciale. L assureur peut également
se réassurer aupres d’autres compagnies de fagon a réduire la
variance de son propre portefeuille.

Le tarif appliqué a un contrat doit donc tenir compte en
premier lieu du coit attendu des indemnités éventuelles, lequel
définit la prime pure du contrat. A procéder ainsi, on obtient
évidemment des tarifs différenciés et c’est de cette maniére qu’il
faut procéder. En effet, sous réserve de circonstances particuliéres
d’interdépendance entre contrats, il ne serait pas rationnel sur le
plan économique qu’un contrat d’assurance particulier ne soit pas
tarifé en fonction de son coit attendu. Dans le cas opposé, certaines
activités seraient engagées aux dépens d’autres activités, ce qui ne
serait ni équitable, ni efficient. De plus les assurés ne seraient pas
incités a la prudence puisque leur comportement n’aurait pas
d’influence sur la prime payée.

B 2 LES METHODES DE CREDIBILITE

La premiére tache de I’assurance consiste donc a calculer le
coit attendu d’un contrat. Comme beaucoup de contrats sont
semblables, on peut envisager d’analyser séparément les contrats
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d’une méme espece et de se baser sur le colit moyen de chaque type
de contrat. Deux problémes se présentent cependant. En premier
lieu si ces contrats sont vraiment semblables, ils peuvent étre trop
peu nombreux pour donner une information suffisamment siire.
Dans ce cas, on est amené 2 tenir compte des résultats des autres
contrats. En second lieu, les classes de contrats qui ont été consti-
tuées peuvent ne pas €tre vraiment homogenes car toutes les
caractéristiques qui permettraient la constitution de classes
homogenes ne sont pas observées.

Il 'y a trois fagons de résoudre ce type de probleéme. La pre-
miere est possible lorsque les contrats considérés ne sont pas trop
différents et que de nombreuses de leurs caractéristiques sont
observées. Dans ce cas, au lieu de répartir les contrats entre classes
«homogenes» et de les analyser séparément, on peut faire une
analyse globale en tenant compte des caractéristiques suffisamment
détaillées des contrats pour trouver une relation qui estime le cot
attendu d’un contrat particulier. Cette approche peut certainement
étre utilisée en assurance automobile ol les compagnies disposent
de nombreuses informations au sujet des conducteurs et de leurs
voitures. Elle correspond a I’utilisation de diverses techniques
économétriques bien connues comme I’analyse discriminante et les
régressions probit ou logit.

La seconde méthode consiste 2 maintenir des classes distinctes
de contrats mais a les analyser globalement en mesurant statistique-
ment le poids que I’on peut attribuer au codt moyen observé d’une
classe particuliére ij) par rapport a celui que I’on peut donner au
codt moyen observé de tous les contrats (y). C’est I’analyse de la
crédibilité qui aboutit a évaluer le coit attendu d’un contrat { de la
classe j comme

’;‘J':ijﬁ(]'zj)y )
ou Z, est le facteur de crédibilité de la classe.

Cette méthode proposée par Biihlmann convient bien lorsque
I’on peut facilement créer des classes de contrats mais sans pour
autant avoir beaucoup d’information. C’est le cas notamment pour
I’assurance des accidents du travail ol il n’est pas aisé de caractéri-
ser les facteurs qui déterminent le risque, mais ou il est possible de
regrouper les contrats, par exemple, par leur code industriel NACE.
Certes, I’appartenance a un secteur d’activité industrielle peut
impliquer des risques d’accidents particuliers, mais la classification
NACE n’a pas été établie pour classer les industries selon leurs
risques d’accidents de travail et ne peut suffire a cet égard.
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Ce modele d’analyse peut étre présenté comme suit.

Supposons que
;=1 +8, (2)

soit le coit d’un contrat { de la classe j. Dans cette définition,
ﬁ'lj =F [y,.j/ej] est I’espérance conditionnelle mais aléatoire du coiit
du contrat / appartenant a la classe j dont le parametre de risque est
6}., lequel n’est pas observé.

Ajoutons que

E [E‘.j] =0, Elni}=m 3
Var ['éU] = (53, Var [fﬁj] =()‘"2x
Cov [EU’ é,1=0, Cov Dﬁj,ﬁi,] = 0 pour tous les i, j, &, /

Dans ce cas on peut démontrer que I'estimateur non biaisé de
7i_qui minimise la moyenne du carré de I'erreur est

=2y +(1-2)y 4)
ou
Z,=—2% et (1-2,)=—>

e ————
no: +0o. no. +0o’

et n est le nombre identique d’observations dans chaque classe.
Cette formule montre qu’'une confiance totale sera accordée a la
moyenne observée de la classe r notée y. comme estimation de la
moyenne pour le contrat i si la variance (53 du terme aléatoire est
nulle. En effet, dans ce cas, tous les contrats de cette classe sont
identiques, en ce sens qu’ils ont exactement le méme coit attendu.
Par contre si 6> = 0, la répartition en classes est bien sir inutile
puisque tous les rsz sont identiques. Dans ce cas, seule la moyenne
générale y doit étre retenue. Ajoutons que si le nombre d’observa-
tions n; est différent dans chaque classe, la crédibilité devient:

m,=25+(1-2)YZ5, (5)
J

ol

7 =i
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Une formule semblable est obtenue également lorsque les
observations étant des moyennes, Var (e, ) = 02/11 ou n; est le
nombre d’éléments inclus dans la moyenne

C’est le modele proposé par Biihlmann et Straub'.

La troisitme méthode est une combinaison des deux premiéres
approches. Si I’on dispose de suffisamment d’information, on peut
vouloir «expliquer» quelque peu y; aussi bien que y par les caracté-
nsthues connues des contrats, tout en admettant que I’information
n’est pas exhaustive au point de pouvoir retenir I’hypothése que
tous les contrats d’une classe sont identiques, au sens ol 62 = 0.
Apres avoir estimé les y; par régressions linéaires, par exemple, on
combine ces résultats grace a la méme formule de crédibilité.

Pour un contrat i de la classe j dont les caractéristiques particu-
lieres sont décrites par le vecteur de variables explicatives X; on
obtient ainsi I’ estimateur

erXir +Zl§;zj (I = Zr) Xir (6)

ou Q est le vecteur des coefficients de la régression des y;; sur
les X et Z_ est devenu unematrice, Z. étant définis comme ci-
dessus2, C’est I approche proposée par Ch. A. Hachemeister (1975).
Par analogie avec les formules (5), on voit qu’elle tient compte du
nombre d’observations dans chaque classe. Bien sir, deux cas
extrémes sont possibles. Si Z = /, on pourrait se contenter d’analy-
ser séparément les facteurs explicatifs du risque de chaque classe.
Par contre, si Z_ = 0, on pourrait se limiter a une seule analyse
globale car I’'information disponible serait détaillée au point ol tous
les facteurs de risques différents seraient tenus en compte dans
I’analyse. On en reviendrait donc a la premiere méthode.

Dans I’analyse empirique d’un important portefeuille d’assu-
rance des accidents du travail, nous avons utilisé la méthode de
Hachemeister, ensuite, a titre de comparaison, celle de Biihlmann et
Staub.

B 3 UNEAPPLICATION ILLUSTRATIVE

Le but de cette section est d’expliquer concrétement quelles
sont les étapes a suivre pour appliquer la méthode de crédibilité
développée par Hachemeister et de montrer la qualité des résultats
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qu’elle obtient. Ils seront ensuite comparés a ceux obtenus par la
méthode de Biihlmann et Straub. Les données mises a notre dispo-
sition ne sont certes pas récentes mais elles conviennent parfaite-
ment pour cette illustration du potentiel de I’analyse de crédibilité.

[J 3.1 Le modéele de crédibilité avec régression linéaire

Le portefeuille assurance accidents du travail analysé compor-
tait 7300 entreprises belges. Les données portaient sur trois années
de 1988 a 1990. Chaque donnée annuelle a été considérée comme
celle d’'une compagnie différente. Seul le «risque ouvrier» a été étu-
dié, le «risque employé» étant d’une nature différente. De méme le
risque du «chemin du travail» n’a pas été étudié.

N

Des fichiers mis a notre disposition nous avons extrait la
charge totale du risque pour chaque entreprise, c’est-a-dire la
somme des indemnités, frais et capitaux payés a la suite d’acci-
dents, la masse salariale totale des ouvriers, le nombre des sinistres,
ainsi que le code NACE de I’entreprise. Comme le but était d’esti-
mer le taux de prime pure, c’est-a-dire le rapport de la charge des
sinistres au capital assuré, c’est le rapport de la charge totale des
entreprises a la masse salariale totale (Y) qui a été analysé. Il pou-
vait étre expliqué a partir de la masse salariale totale (M), consi-
dérée comme une mesure de la taille de I’entreprise, ainsi que du

nombre de sinistres (n) qui est une mesure de risque.

Au cours de cette période les 22 000 «entreprises» ont enregistré
45 261 sinistres pour une charge moyenne par sinistre de 540 512
francs. Sur base des codes NACE a trois chiffres le portefeuille
contenait des entreprises appartenant a 218 classes. Une premiére
étape fut de calculer pour chaque classe le régression de Y par rap-
port a M et N, en ne retenant que les variables significatives a 0,05.
Afin de tenir compte du phénomene d’hétéroskédasticité inhérent a
des données qui sont des agrégats, c’est la méthode des moindres
carrés généralisés qui fit appliquée avec le nombre de sinistres
comme pondération.

A ce stade la possibilité de regrouper certaines classes a été
analysée. A cet effet un test en F a été pratiqué (au niveau de 0,05)
pour Vérifier s’il y avait un changement de structure d’une classe a
trois chiffres NACE a une autre, 2 I’intérieur d’une méme classe a
deux chiffres. Ce travail a permis certains regroupements qui ont
réduit le nombre de classes retenues a 164. Pour chacune de ces
classes, une régression linéaire (généralisée) de Y sur les variables
M et N a été calculée. Parmi celles-ci, 21 avaient un R? 2 0,8,
31 avaient un R% 2 0,6, et, au total, 54 seulement avaient un R? > 0,2;
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de plus, 50 classes n’avaient que leur moyenne (constante) signifi-
cative. Ces résultats assez médiocres pour la plupart des classes
indiquent qu’il est difficile d’ «expliquer» Y avec ces deux variables.
IIs montrent donc tout I’intérét d’appliquer 1’analyse de crédibilité.

Dans la plupart des cas, la masse salariale totale M avait un
signe négatif, lorsque cette variable était significative au niveau
0,05 de confiance. Ceci indique que les finnes de grande dimension
ont un colit moyen de sinistre moins élevé. L’influence du nombre
de sinistres (n) est évidemment positive.

Les régressions étant calculées, il restait a estimer les para-
metres du modele de crédibilité a savoir la variance des € notée
62, la matrice des covariances des coefficients B}. qui est nécessaire
pour calculer la matrice des covariances des moyennes r?ij (corres-
pondant 3 62 du modele simple), ainsi que, pour chaque classe, la
matrice des coefficients de crédibilité (correspondant a Z). Ce sont
des calculs itératifs assez lourds qui ne seront pas détaillés ici.

Sur base de ces éléments il est possible de calculer alors les
colits attendus, ou primes pures, qui correspondent a chaque firme
selon sa classe, le nombre de sinistres enregistrés et sa masse sala-
riale. Les primes sont donc individualisées, bien qu’elles tiennent
compte de I'information donnée par I’ensemble du portefeuille. La
distribution de ces primes individuelles est représentée par le
premier histogramme présenté en annexe.

On s’apergoit avec surprise que certaines des primes sont
négatives. Ceci résulte du fait que les fonctions régressées sont
linéaires avec un signe négatif pour la variable de la masse salariale
en sorte que certains B.Z.X,.. sont négatifs. C’est une faiblesse bien
connue de la spécification finéaire lorsque la variable dépendante
(ﬁ'zj) ne peut étre négative. Si ces primes ne peuvent étre acceptées,
on doit craindre pour la méme raison que d’autres primes soient
exagérément élevées. Toutefois, il est facile d’y remédier en cali-
brant ces primes de fagon a ce qu’elles soient toutes positives. Il
faut veiller évidemment a ce que ces nouvelles primes conservent la
position relative des primes estimées qui caractérisent les risques
relatifs des différentes entreprises. Notons d’ailleurs qu’un
ajustement des primes est également nécessaire pour que la somme
totale des primes pures soit égale a la somme des charges payées.

Ultérieurement, toutes les primes négatives ont été ramenées a
zéro, tout en abaissant les primes les plus élevées de maniere a
satisfaire exactement I’équilibre financier. Celles-ci furent ainsi
fixées 2 un maximum de 9,4 %. Cette méthode pratique implique
une certaine distorsion de la distribution des primes aux extrémités.
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D’autres méthodes qui ne présentent pas cet inconvénient pour-
raient également étre appliquées. Les détails de ces calculs ne sont
pas donnés ici. Il n’y a pas lieu d’en discuter davantage car la cali-
bration doit se faire finalement lors de la détermination des primes
commerciales, lesquelles tiennent compte de considérations
commerciales et financiéres qui ne sont pas envisagées dans cette
analyse.

La qualité de ces résultats a été vérifiée en estimant le modéle
beaucoup plus simple de Biihlmann et Straub sur les mémes
données et sur base des mémes regroupements de secteurs. Le
second histogramme (repris lui aussi en annexe) représente la distri-
bution des primes pures calculées de cette facon. Cette méthode
exclut évidemment la possibilité de primes négatives.

Bien que les deux histogrammes ne soient pas tellement diffé-
rents, notez bien qu’ils ne peuvent pas étre strictement comparés.
En effet, le premier histogramme est fait de primes individuelles en
sorte que des firmes appartenant au méme secteur NACE peuvent
avoir des primes fort éloignées dans I’histogramme. Par contre, les
primes de toutes les firmes d’un méme secteur sont identiques dans
le modele de Biithlmann et Straub et correspondent a une seule
observation dans le second histogramme. Celui-ci ne tient donc pas
compte de P'importance relative (en nombre de firmes) de chaque
secteur, pas plus que de la dispersion des risques au sein d’un
secteur. Une meilleure comparaison des méthodes est donnée pour
quelques secteurs particuliers dans le tableau suivant ol les
résultats moyens et extrémes de la méthode de Hachemeister sont
comparés aux résultats uniques par classe de la méthode de
BiihImann et Straub®.

La comparaison globale des deux méthodes de crédibilité peut
aussi se faire en termes des R? calculés sur les valeurs absolues de
la variable dépendante, soit R?= Tm?/ZY2. Celui des résultats de la
méthode de Hachemeister est de 0,4é tandis que celui de la méthode

Hach.Min Hach.Moy Hach.Max  Biih.Str.

Démolition 0.5 19.7 247 7.1
Constr. d'imm. -38 15,7 20.1 127
Génie civil 2,1 6.4 94 5.5
Installation 4.6 49 9 5.9
An_'lénagement -07 1.3 12.8 79
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de Biihlmann et Straub n’est que de 0,089. Ceci montre la supério-
rité statistique de la premiere analyse, sous réserve des difficultés
résultant de la spécification linéaire. Mais celles-ci devraient pou-
voir trouver une solution dans un modele plus général basé sur des
relations non-linéaires comme celui avancé par De Vylder (1986).

L’ajustement statistique supérieur obtenu résulte de deux
avantages du modele de régression: I’introduction de variables
explicatives significatives et le calcul de primes individualisées
pour chaque entreprise. A ces qualités statistiques correspondent
des avantages économiques. En effet, I'individualisation des primes
évite le transfert des risques particuliers aux diverses entreprises. Et
puisque les primes sont calculées en tenant compte du nombre de
sinistres enregistrés, leur application permettrait de réduire les
primes des firmes les plus siires et d’encourager les entreprises a
prendre des mesures adéquates de sécurité.

A titre d’exemple, considérons I’e