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Introduction

The objective of the following document is to provide a general analysis of the Mexican market for non-life insurance. First, the paper makes an historical review of this kind of insurance in order to understand its evolution across time. Secondly, we will classify the P&C insurance giving its scope and general characteristics. Also, the structure of the insurance industry will be described, supplying an economic overview as well as relevant descriptive indicators. This will allow us to give an evaluation of the P&C performance in terms of real growth and geographical distribution. Finally, the paper will try to point out some trends and perspectives for the future development of the Non-life insurance sector. 

In the early 90’s and 2000’s, Mexico started a series of regulatory reforms with the objective of promoting a sound development of the insurance market and consolidating this sector as a valuable part of the Mexican Financial System. Such reforms also had the objective of protecting the insurance policyholders as well as promoting and securing an efficient, fair and stable insurance market.

The last set of regulatory reforms became effective on July of 2007. A bigger set of regulatory change is set to take place in 2015. The general structure of such reform is divided in three mains parts: the promotion of the insurance industry development, the modernization of the regulation and supervision and the development of corporate governance. Nevertheless the last concept is going to be reviewed under the world crisis phenomena.
As for the promotion of the insurance industry development, its main features are: the access to alternative capital sources (scope extension for corporate debt issuing and financial reinsurance), the promotion of product innovation (facilitating and accelerating insurance products’ filing), the operation processes via electronic means (creation of a legal framework that permits electronic insurance transactions) and finally the incorporation of new activity areas and business opportunities (activities related with the distribution of mutual investment funds).

The second main part is the modernization of regulatory and supervisory schemes. The aspects that suffered mayor changes are: the licensing and change in control, as for now, new companies should specialize in either life or non-life insurance companies, in order to protect the policyholders interests; the technical reserves and solvency margin, the inclusion of the actuarial concept of “sufficiency” in the technical reserves’ valuation and the elimination of the “prevision reserve” ( the purpose of such reserve will be covered with equity resources. As for the solvency margin, an incentive was introduced in order to promote reinsurers’ diversification; also the solvency margin regime is complemented with a prospective monitoring in order to adopt preventive measures. As for supervisory schemes, the reforms establish the CNSF’s capability to adopt control measures in case of serious financial situations, also professional license requirements and certification is established for the actuaries who elaborate insurance products and valuate technical reserves and for the accountants that subscribe the financial statements.

Finally, the third main part is the development of corporate governance, which establishes mayor responsibilities for the Board of Directors and establishes the Compliance Office figure, also, the possibility of establishing self-correction programs that have purpose of correcting irregularities detected by the insurance company is introduced.

It is important to mention that markets’ globalization and economies’ liberalization have been the main features of the economic policies of the last two decades. With globalization, insurance companies are becoming increasingly international in scope. The opening of domestic insurance industry to foreign competition has brought changes in the market’s structure —sound competition, new products and commercial practices, new technology for insurance business, access to new and non traditional markets, smaller concentration levels and significant adjustments in the regulatory and supervisory framework.

Since 1990, independently of the effects of the 1994-1995 Mexican crisis, the performance of the Mexican insurance industry has shown a great dynamism, reflected in its growth rates, above of those presented by the economy as a whole.

It is important note the effects from the international financial crisis in this market, id est, our market will have a decrement over 10% on premiums, however, this market has been stressed by others domestic crisis, that’s why the market is prepared to go thru this new era, maybe in one and a half year or at most in two years.

Non-Life Insurance History

As in many jurisdictions, in Mexico, marine insurance is the oldest known type of insurance operated in a formal manner. It was born in Veracruz, one of the early arrival ports of Spanish conquistadors. The establishment of the first insurance company in 1789 under the name of “Compañía de Seguros Marítimos de Nueva España”, was the first step towards the development of the domestic insurance market. However, at some point of history this company failed.

The second insurance company was established in 1802, also in the port of Veracruz. Although this company was also closely linked with marine insurance, it could undertake all kind of risks from anywhere in the Mexican territory.
During 1865, Maximilian Emperor imposed by the French armies, gave the authorization to establish four insurance companies, two specialized in fire mutual insurance called “La Previsora” (February the 4th) and “La Mexicana” (September the 17th), another one specialized in life mutual insurance called “La Bienhechora” (February the 7th), and the last one specialized in life “El Porvenir” (September the 17th).

In the beginning of Benito Juárez Government, there existed several Codes of the Mexican Republic that contained chapters or titles dedicated to the insurance activity
. Representatives of foreign insurance companies governed their activity by such codes before the first Insurance Law was emitted (1892).

During the government of Porfirio Díaz Mori, the first two laws for the Mexican insurance were promulgated, one at the end of the XIX century and the other at the beginning of the XX century. The first “Ley sobre Compañías de Seguros” (Law for Insurance Companies) dates from December the 16th, 1892. Such Law established that insurance companies of any class that were constituted in the Mexican Republic, could begin operations whenever they proved to the Ministry of Finance that all the requirements established in the Code of Commerce as well as in the above mentioned Law were fulfilled.

The improvement of the economic environment and the peace consolidation in the country encouraged European and North-American Insurance Companies to carry out business in Mexico.

By 1897, the Anglo-Mexicana Insurance Company was authorized to operate the fire line of business. This is one of the oldest companies, and still has the authorization to operate general insurance in Mexico
. For that year, 14 foreign companies operated in Mexico (the great majority from England).

On May 25th of 1910, the Second Insurance Law was emitted in order to establish a more rigid control for insurance institutions. Such legal framework settled down the mandatory constitution of technical reserves and the regulation of its investments, among others.

The current laws that rule the insurance activity in Mexico, are the “Ley General de Instituciones y Sociedades Mutualistas de Seguros” (Insurance Law) –which was first denominated as “Ley General de Instituciones de Seguros” and has experienced many modifications and additions throughout these years– and the “Ley del Contrato de Seguro” (Insurance Contract Law), both promulgated in 1935.

Nowadays, licenses for new Insurers are issued for specific lines of business in the following three areas: 1) Life; 2) Accident and Health (Personal Accident, Major Expenses, and Health); and 3) Non-Life (Liability and Professional Hazards, Marine and Transportation, Fire, Agriculture and Animal, Automobile, Credit, Earthquake and other Catastrophic Risks and Miscellaneous).

As stated before, the recent reforms of the Insurance Law established that an insurer cannot have the authorization to operate both Life and Non-Life under the same Company. However, existing composite companies will not be required to separate.

Classification, scope and general characteristics of the Property and Casualty insurance (P&C)

In accordance with the current legal framework regarding insurance in Mexico
, the P&C line of business is divided in the following:

· General Liability and Professional Indemnity: it considers the indemnity payment that the insured must give to a third party as a result of its civil responsibility. It means insurance against liability arising out of bodily injury to, or the death of, a person, or the loss of, or damage to, property, as anticipated in the insurance contract. Professional indemnity insurance offers coverage against professional people (doctors and other medical professions, architects, engineers, lawyers, accountants, etc.) on their staff in the course of their professional duties.

According to the liability legal framework in Mexico, the repair of the damage consists in the restoration of the previous situation, that is to say, to leave things as they were before the damage, and when this is impossible, a payment for damages and detriments must exist
.

In general, the scope of this insurance is extensive to cover the payment that the insured must give to a third party given the infliction of damages, detriments and moral hazards. Also, the expenses for the legal defence originated by the claims carried out by the affected can be covered.

Similarly to other kinds of insurance in Mexico, the general liability and professional indemnity insurance contains some exclusions, such as intentional damages and those produced by non-observance of legal dispositions, as well as work risks, gradual contamination, etc.
· Marine Insurance and Cargo: it is intended to provide financial compensation for injury, loss or damage arising from maritime trade and ventures, and includes collision, fire, theft and stranding. In fact, the policy considers any loss due to the actions of the sea and for unexpected and fortuitous nature would normally be covered.

The insurance of the property in marine insurance may be considered under three main coverages: hull and machinery, cargo and freight.

· Fire Insurance: it covers the damages and losses caused by fire, explosion or accidents of similar nature. Regarding this insurance it will be understood as Fire, the accidental and fortuitous fire in its origin, which means that no intentional relation must exist between the insured and the cause of the fire.

This type of insurance is designed to protect all kind of furniture, buildings or facilities susceptible to suffer damages caused directly by Fire and/or Ray. Additionally the direct damages produced by the manoeuvres to extinguish the fire are also covered.

For additional premiums, the policy may be extended to cover any of the following risks: explosion, flood, storm and hurricane, spontaneous combustion, impact damage by vehicles, animals, or articles from the air, including aircraft, as well as damages produced by water. In the same way, insurance of consequential losses can be contracted in order to cover losses that had originated the interruption of a business as a result of the materialization of a fire risk or any other risk set out in the fire policy.

The exclusions that are applied to this type of insurance generally refer to damages that have as origin the own vice or decomposition, military operations, damages by electrical currents (covered by other type of policies), etc. 

· Earthquake and other Catastrophic Risks Insurance: it protects damages and detriments caused to individuals or goods as a result of events whose regularity and severity is unpredictable, and generally produce a high accumulation of liabilities for the insurance companies due to their coverage.

This type of insurance has great importance, since Mexico is highly exposed to earthquakes’ occurrences due to the seismic fault located in the Southeast cost of the country. According to the National Seismologic Service operated by the “Universidad Nacional Autónoma de México” (National University), between 1990 and 2000, 8,752 earth shakes had been registered within the Mexican territory. Among them, 39 registered a magnitude of 6 or more degrees in the Richter’s scale. In fact, seismic activity in Mexico is one of the most important around the globe. While in Mexico, 49 earthquakes took place with intensity higher than 7 in the Richter Scale, only 9 were registered in California, in the United States during the Twentieth Century.

· Agriculture and Animal Insurance: it covers the indemnity payment or investments compensation caused by damages or detriments suffered by the insured due to the partial or total loss of the expected benefits from the land or death, loss or harm occurred to animals.

· Automobile Insurance: it covers the damages or loss of the automobile and the damages or detriments inflicted to individuals or the property of a third party caused by its usage.

The main coverages of this kind of insurance are those that consider the damages suffered by the assured vehicle in Material Damages, Total Robbery, and Liability to a Third Party. Also the Medical Expenses of the Occupants and Special Equipment can be covered, among others.

· Credit Insurance: it covers the indemnity payment of a proportional part of the losses undergone by the insured as a result of the total or partial insolvency of its indebted clients due to commercial credits.

· Miscellaneous Insurance (others): it covers the indemnity of damages caused to persons or goods whenever any other eventuality occurs (other types of insurance).
· Bonds guaranty (stock market): it covers in case of companies who results in default in paying the equity.
· House credit (mortgage market): it covers to the banks or loan companies for house credit, id est, mortgages. 
Different types of miscellaneous insurance that may be sold in Mexico are: House Contents Robbery, Merchandise Robbery, Cash and Values Insurance, Personal Objects Insurance, Breakage of Crystals Insurance, Luminous Announcements Insurance. Also, within this insurance we have those denominated as “Technical Insurance”, such as Machinery Breakage, Boilers and other pressure vessels; Cranes; Engines (steam, gas or oil powered), Electronic equipment and Machinery.
Aviation insurance is not considered as a separate branch in the Law. Aviation is a specialised field, but it is considered inside the Miscellaneous Insurance. The main types of Aviation Insurance available in Mexico are accidental damage to the aircraft itself, liability for death, injury or property damage to third parties, similar liabilities towards passengers, and cargo insurance.

Structure of the Industry

Throughout the last two decades, the Mexican insurance market has experienced significant changes, adapting itself to a new set of circumstances generated by the liberalization and deregulation processes. In this sense, it can be observed a framework of more openness, dynamism and competition that has been reflected in the number of institutions that integrate the insurance market stimulated by better conditions for the foreign investment. In 1990 the number of insurance institutions was 43, whereas at the end of 2012 this number had increased to 102. Of these institutions, 57 were authorized to operate some insurance types of the Property and Casualty line of business, 47 were allowed to operate some insurance types of Life and 42 from Health and Accidents lines of business. Finally, 13 institutions have been authorized to operate annuities related with the Mexican Social Security Law. 

Graph 1

Structure of the Mexican Insurance Market

1993 –2011
[image: image1.png]1990
25.00%

1993

1996

1999

2002

2005

2008

2011

20.00%

25.00%

20.00%

15.00%

10.00%

15.00%

5.00%

10.00%

0.00%

5.00%

1990
-5.00%

1999

0.00%

-10.00%

AN
zookv/ iV I

-15.00%

-10.00%

——GDP —— Written Premium

-15.00%





Source: CNSF
Table 1

Number of companies that integrate the Mexican insurance sector

1990 - 2011
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Source: CNSF.

It can be observed in graph 2 that the real growth of the direct premium during the last fifteen years has stayed mostly in the positive territory but the volatility remains high.

Graph 2

Real Growth of Written Premiums vs. Real Growth of GDP

(1990- 2011)
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Source: CNSF and INEGI.
Graph 3

Direct Premiums Evolution

(1994 – 2007)
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Graph 4

Inflation and Economic Growth Rates
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Finally, we can say that nearly 2% of the Gross Domestic Product (GDP) is spent on insurance in Mexico. This comparatively low insurance penetration indicates that there is high potential for growth. The challenge for the insurers is to develop attractive insurance products in accordance to consumer needs. It is still well below the penetration rate in a comparative country in the region like Brazil.
Property and Casualty Performance
For the particular case of Property and Casualty insurance, the main consequence of the liberalization process and the subsequent arrival of new foreign competitors, has been the achievement of a less concentrated and more competitive market, due to the fact that nowadays there are few participants that can significantly affect the general conduct of prices and quotes in the market.

It can be observed that the concentration index CR5 for the non-life market, which is obtained as the sum of the individual participations of the five largest companies in this kind of business, dropped from 75.1% in 1994 to 63.4% at the end of 2001. It is worth to mention that at the end of the 2007 this index was 51%. By the end of 2012, the concentration has fallen further to 47%.
Graph 5

Evolution of the Concentration Index (CR5)

Property and Casualty Insurance (1994-2012)
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Source: CNSF.
Furthermore, new participants have introduced insurance related technologies, in particular, more complex products that seek to adapt to the financial conditions of this kind of services’ users.

By the end of 2012, there were 53 subsidiaries of foreign companies that operated in Mexico. Such foreign competitors which entered as a result of the liberalization process, have presented a tendency to replicate, into the Mexican industry, the same practices that they applied in their home markets, meaning that such companies seek to specialize in some particular lines of business.

Likewise, bank-assurance has started to play an important role in the Mexican insurance market. In fact, some insurance companies which are linked to financial conglomerates make exclusive use of this distribution channel in order to approach market segments to which the traditional insurance sales mechanism -through the use of agents- was unattractive. Automobile insurance, as well as some patrimonial protection coverage (home and simple life products), have started to commercialize through banks.

Through the analysis of the P&C participation in the total direct premium of the Mexican insurance market, it can be observed that since 1996, non-life insurance has experienced a decrease in its share of total insurance business. 

The previous statement is consistent with the international tendencies that show a clear correlation between maturity of the insurance market and a larger orientation of total business towards life insurance products.

It is worth to mention that even with the decrease that this operation has presented within its share on the total insurance business, its size has been increasing year by year since 1997.
Graph 6

Property and Casualty Insurance in Mexico, 1990-2011
[image: image7.emf]1

13

18

23

26

28

29

31

36

35

38

39

44

46

51

49

51

50

44

47

43

43

47

42

40

41

39

39

50

49 47

45

44

47

49 45

52

0

15

30

45

60

75

90

105

1993

(44)

1994

(48)

1995

(56)

1996

(61)

1997

(70)

1998

(68)

1999

(68)

2000

(70)

2001

(70)

2002

(75)

2003

(85)

2004

(87)

2005

(86)

2006

(89)

2007

(90)

2008

(98)

2009

(98)

2010

(96)

2011

(102)

Foreign subsidiaries Rest

(Share of total insurance business)

Source: CNSF.

In the previous graph, it can be observed that at the end of 1995, non-life insurance represented 57% of the direct premium of the entire sector, while at the end of 2000 such share dropped dramatically to 36%. Since then, its share has gradually recovered up to 41% as for the end of the 2007. This situation follows the fact that, although life insurance business grew significantly in 2001-2012, growth was weaker than that of P&C during the first part of the last decade. After that, the growth in the P&C sector lagged behind
The expansion period of non-life insurance during 1997 and 2011 has been proportional to the inflation variable with the exception of 2010. In 2010, the inflation was low but the insurance business was affected by the economic crisis that got imported from the US.
Graph 7
Non-Life Insurance Direct Premium, GDP (Real Growth) and Inflation 
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Likewise, the contribution to the real growth of the insurance sector’s total premiums has been positively influenced as a result of the dynamism experienced by the property and casualty insurance since 1997, reaching a maximum contribution of 8.0 percentage points in 2002, equivalent to 39,475 millions of pesos, very close to 2007. But then the dynamism was lost due to bad economic condition in the years that followed.
Table 2

Contribution to the Real Growth of the Total Insurance Market 

(Percentage points)

1995- 2012
	Year
	 Property and Casualty 
	 Life 
	 Health and Accidents 
	 Annuities 
	 Total 

	1995
	-7.27
	-5.68
	-0.86
	-
	-13.81

	1996
	-3.8
	-0.63
	0.6
	-
	-3.82

	1997
	1.48
	4.36
	1.09
	3.53
	10.45

	1998
	3.83
	3.16
	0.98
	13.17
	21.13

	1999
	3.3
	5.32
	2.04
	1.12
	11.78

	2000
	1.87
	4.19
	1.69
	1.05
	8.8

	2001
	4.45
	2.92
	1.44
	1.61
	10.42

	2002
	8.01
	7.22
	1.28
	-3.32
	13.19

	2003
	1.4
	-6.5
	0.9
	-4.8
	-9

	2004
	1.2
	6.9
	1.3
	1.3
	10.7

	2005
	-1.3
	-1.9
	1.6
	-0.5
	-2.1

	2006
	1.4
	9.9
	1.9
	0.3
	13.5

	2007
	5.8
	3.5
	2.1
	0.7
	12.1

	2008
	-1.2
	1.1
	0.64
	0.46
	1

	2009
	5.3
	3.3
	0.6
	0.4
	9.6

	2010
	-4.7
	0.5
	0.5
	2.8
	-0.9

	2011
	5.6
	3.4
	1.1
	-0.3
	9.8

	2012
	2.1
	4.1
	0.8
	0.4
	7.4


Source: CNSF.

Distribution of Non-Life Insurance Premiums per Geographical Region

For the purpose of this analysis, Mexico was divided in 7 regions in accordance to the cultural and geographical features of each zone: the North, integrated by Chihuahua, Coahuila, Nuevo León, Durango, San Luis Potosí, Zacatecas and Aguascalientes; the Northwest integrated by Baja California, Baja California Sur, Sinaloa and Sonora; the West integrated by Nayarit, Jalisco, Colima and Michoacán; the Central region integrated by Mexico City, State of Mexico, Guanajuato, Hidalgo, Morelos, Puebla, Querétaro and Tlaxcala; the Gulf region integrated by Tamaulipas, Veracruz and Tabasco; the South integrated by Guerrero, Oaxaca and Chiapas and finally the Peninsular region conformed by Campeche, Yucatán and Quintana Roo.

At the end of 2012, the region with the largest volume of emitted premiums was the Central region, with a share of 70%, followed by the North with 11%. This is the result of the high emission registered in Mexico City and the State of Mexico. Similarly the State of Nuevo León, which corresponds to the North region, is the second entity with highest participation in the total of premiums (7%).

Map 1 

Participation in the Written Premium by Region (2011)
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Source: CNSF.

This situation is explained in great extent due to the fact that both regions are the most developed ones. The Central region, in spite of being the one with the smallest territorial surface, is the most populated one mainly due to the fact that the Mexico City’s metropolitan area forms part of this zone.

Following is a table that contains the five states with the greater percentage of direct written premium in Property and Casualty insurance.

Table 3 

Participation in the Written Premium 

of Property and Casualty Insurance (2011)
	Region
	Entity 
	Participation 

	Center 
	Mexico City
	38.16%

	North 
	Nuevo León
	7.97%

	Center 
	State of Mexico
	7.34%

	Occident 
	Jalisco
	5.51%

	Gulf 
	Veracruz
	3.14%


Source: CNSF

Regarding the premium distribution by region at the type of insurance level, it can be observed that the Centre region followed by the North region have the major shares per insurance type with the exception of the Agriculture and Animal insurance, where the major participation belongs to the North region followed by the Northwest one. Finally, the participation of the earthquake insurance is greater at the Centre zone, being the second largest the Occident region. It is worth to mention that the North region is non-seismic.

Graph 8

Distribution of the Written Premium by Region and Branch (2011)
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The states with the largest participation of written premiums of automobile insurance are Mexico City, State of Mexico, Jalisco, Nuevo León and Veracruz. It is important to say that the first two states integrate the Mexico City’s Metropolitan Area which has the highest vehicular volume in the country.

On the other hand, in the Agriculture and Animal insurance it is observed that the written premium distribution in the Mexican territory has a great impact in the North region, registering a 41.3% participation. This is explained because cattle ranch and agriculture (irrigation) are important economic activities in the region.

The last two line of business (House Credit, and Bond Credit) is arising that is why by now their contributions into premiums has no significance.

Growth per Type of Non-Life Insurance 

Non-life insurance is extremely vulnerable to influences from the economic environment. A look of the long-term trend can show a positive correlation between economic and insurance market growth. Nevertheless economic development does not affect all insurance types in the same degree.

Regarding the structure of the non-life insurance portfolio, it is worth to mention that it has remained relatively stable throughout time. The automobile insurance has the greatest weight within Property and Casualty, representing more than half of the written premiums. 

The general liability and professional indemnity as well as the automobile insurance have presented an increasing tendency, growing their corresponding participation in the P&C line of business up to 3 and 7 percentage points respectively from 1990 to 2011.
It is important to point out that there exist important differences regarding the dynamism of the insurance types that integrate the Property and Casualty line of business.
Premium growth in auto-insurance is closely linked to economic development. For the other lines of non-life insurance, the international price cycle plays a very important role. This is particularly the case of fire and earthquake, because of the high exposure to natural catastrophes and the dependence on the international reinsurance capacity.

For the particular case of automobile, a positive tendency is observed from 1995 to 2011, with a 21.1% real growth reached in 2006. Nevertheless, the prevailing economic conditions during the years of the 1995 crisis affected the car and new trucks sales, which was reflected in the positioning of cars insurance premiums, reporting an important real decrement of 22.8%. However, from 1997 the auto insurance began its recovery reaching an amount of 44, 576 million of pesos in 2007. Auto industry suffered in the later years following the credit crunch after the US recession.
Graph 9
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Source: CNSF.

It is important to mention the fact that the direct premiums of general liability and professional indemnity insurance reported an accumulated real increase of 6% in the period from 1995 to 2011.

It is worth to say that in Mexico, the shape of general liability and professional indemnity has not been a regular practice. Nevertheless, the previously mentioned growth puts in evidence an important collective change reflected in a more litigious and informed society in defence of its rights, which has caused that individuals from different professional scopes choose to protect themselves from those kinds of risks.

A coverage that has experienced a great expansion in the last years is the credit insurance. As a result of the North America Free Trade Agreement, there has been an important increase in the commercial flows, which has attracted large insurance companies that offer the credit insurance to the Mexican market. Nonetheless the weakness of the global economy and international crisis has reduced the demand for this kind of insurance more recently.

The earthquake branch was another kind of insurance that has presented important direct premium increases in recent years. The most significant factor was the global trend towards a hard market. The marine and cargo insurance presented an accumulated decline during the period.
Table 3

Direct Premiums per Branch of Property and Casualty Insurance

(Real Growth) 

	Year
	 Liability
	 Marine 
	 Fire 
	Earthquake 
	Agriculture 
	Automobile 
	 Credit 
	 Miscellaneous 
	Total

	1995
	26.60%
	-6.40%
	-7.40%
	-4.50%
	-22.60%
	-22.80%
	34.50%
	2.60%
	-12.80%

	1996
	-9.00%
	16.70%
	-11.50%
	-14.10%
	41.90%
	-7.90%
	-5.80%
	-14.30%
	-6.60%

	1997
	5.00%
	-3.80%
	-9.80%
	0.80%
	34.00%
	12.40%
	1.30%
	-15.50%
	2.70%

	1998
	18.40%
	-9.30%
	-10.50%
	-1.00%
	16.40%
	19.50%
	1.90%
	-10.30%
	7.40%

	1999
	4.20%
	0.20%
	5.00%
	4.10%
	6.50%
	9.60%
	8.90%
	7.00%
	7.20%

	2000
	-5.20%
	-12.10%
	-8.60%
	12.40%
	-6.70%
	9.20%
	2.70%
	7.10%
	4.30%

	2001
	64.50%
	-1.80%
	18.90%
	23.90%
	-27.40%
	8.90%
	-10.50%
	0.40%
	10.60%

	2002
	20.00%
	12.70%
	19.60%
	47.40%
	-5.80%
	12.60%
	8.30%
	47.50%
	19.30%

	2003
	-2.66%
	1.87%
	15.86%
	19.61%
	12.24%
	1.50%
	23.70%
	-9.49%
	3.20%

	2004
	8.10%
	-1.40%
	-5.00%
	-6.30%
	44.10%
	0.40%
	39.10%
	26.20%
	2.70%

	2005
	0.40%
	96.50%
	-7.90%
	-63.90%
	-49.10%
	1.40%
	11.10%
	-22.00%
	-2.90%

	2006
	-7.50%
	-5.10%
	11.00%
	0.20%
	3.50%
	7.40%
	0.60%
	-9.10%
	3.50%

	2007
	4.50%
	18.10%
	50.40%
	5.90%
	9.00%
	9.10%
	26.40%
	22.30%
	13.80%

	2008
	-7.89%
	-11.29%
	-33.53%
	4.80%
	64.80%
	-0.17%
	3.66%
	12.83%
	-2.82%

	2009
	20.20%
	13.40%
	137.60%
	27.40%
	5.40%
	-4.20%
	10.00%
	-0.60%
	13.50%

	2010
	-8.90%
	-9.60%
	-52.10%
	-0.70%
	6.40%
	2.30%
	17.70%
	5.80%
	-7.90%

	2011
	10.60%
	18.00%
	65.90%
	12.10%
	25.10%
	7.30%
	3.90%
	9.30%
	14.60%


1995 – 2011
Source: CNSF.
As it can be observed in the following table, the automobile insurance has presented the greater contribution to the real growth in the Property and Casualty line of business contributing up to 9% in 2007, except for 1995 and 1996 as a result of the country financial crisis, this insurance produced a decrement of 11.89% and 3.67%, respectively. 

On the other hand, derived from the decrease in the written premiums of the Agriculture and Animal insurance, the portion that has contributed to the P&C line of business growth has been negative in the last years.
Table 4 

Contribution to the Property and Casualty Growth 

(Percentage Points) 

1995 2011
	Year
	 Liability
	 Marine 
	 Fire 
	Earthquake 
	Agriculture 
	Automobile 
	 Credit 
	 Miscellaneous 
	Total

	1995
	0.86
	-0.65
	-0.93
	-0.32
	-0.33
	-11.89
	0.08
	0.35
	-12.82

	1996
	-0.42
	1.81
	-1.54
	-1.1
	0.54
	-3.67
	-0.02
	-2.21
	-6.63

	1997
	0.23
	-0.52
	-1.24
	0.06
	0.66
	5.66
	0
	-2.2
	2.66

	1998
	0.86
	-1.18
	-1.17
	-0.07
	0.42
	9.75
	0.01
	-1.21
	7.4

	1999
	0.21
	0.02
	0.46
	0.27
	0.18
	5.35
	0.03
	0.68
	7.2

	2000
	-0.26
	-1.21
	-0.78
	0.79
	-0.18
	5.22
	0.01
	0.69
	4.26

	2001
	2.95
	-0.15
	1.5
	1.63
	-0.67
	5.3
	-0.03
	0.04
	10.55

	2002
	1.3
	0.97
	1.69
	3.72
	-0.1
	7.35
	0.02
	4.34
	19.3

	2003
	-0.14
	0.1
	0.81
	1
	0.63
	0.08
	1.21
	-0.48
	3.2

	2004
	0.21
	-0.04
	-0.13
	-0.16
	1.13
	0.01
	1
	0.67
	2.7

	2005
	0.03
	8.35
	-0.68
	-5.53
	-4.25
	0.12
	0.96
	-1.9
	-2.9

	2006
	-26.25
	-17.85
	38.5
	0.7
	12.25
	25.9
	2.1
	-31.85
	3.5

	2007
	0.43
	1.71
	4.77
	0.56
	0.85
	0.86
	2.5
	2.11
	13.8

	2008
	0.67
	0.96
	2.85
	-0.41
	-5.5
	0.01
	-0.31
	-1.09
	-2.82

	2009
	1.3
	0.86
	8.88
	1.77
	0.35
	-0.27
	0.65
	-0.04
	13.5

	2010
	-1.8
	-1.94
	-10.53
	-0.14
	1.29
	0.46
	3.58
	1.17
	-7.91

	2011
	1.02
	1.73
	6.32
	1.16
	2.41
	0.7
	0.37
	0.89
	14.6


Source: CNSF.

Analysis of Cost Structure of Non-Life Insurance.

Among indicators that allow the analysis of the incurred costs in the Non-Life Insurance Sector as a whole, we have the average costs.

a) The average acquisition cost: it is defined as the ratio of the acquisition cost between the retained premium.

As it is shown in the following graph, this indicator has shown a decreasing tendency during the period from 2000 to 2012; this is partly explained, by the adoption of new channels of distribution, which revealed a decrease in costs of 2 percentage points from 2000 to 2012. 
Without a doubt, the recent changes in the insurance industry have caused effects in the insurance distribution channels. Certainly, agents and brokers are getting more and more specialized in complex products, performing advising functions. On the other hand, nowadays the simplest products are finding mechanisms and alternative channels of distribution. In this sense, the banking participation is remarkable in the Mexican insurance market.

Graph 10 

Average Acquisition Cost 

1995 - 2012
Source: CNSF
b) Average Claims Cost: it is defined as the ratio of retained claims between the retained premium earned.

It is possible to observe in the following graph that around 70% of the collected resources of the retained premium are designated to the payment of claims; the smallest percentages were registered in 2002 and 2004. Overall, it stayed between 70% and 75% in the last decade.
Graph 10

Average Claims Cost 

1995 - 2012
Source: CNSF. 

c) Average Operation Cost: it is defined as the net operation expenses between the direct premium.

This indicator is useful to determine the percentage of written premium designated to pay operation expenses; therefore it is a very useful instrument for optimizing its operative results. 

In contrast to the previous indicators, from 1996 to 2002 the average operation cost presented a clear diminishing tendency, showing annual decrements, with the exception of 1998 and 1999, as well as that of 2002 whose growth was indeed small. By this we mean, in 2002 this indicator was 5 and 14 percentage points below to those registered in the 1995 and 1996 exercises, respectively. From 2003 to 2007, average operation cost presented a decrement of 2%; since 2007, average operation cost has fluctuated around 73%.
It is worth to indicate that the decrement of this rate is partly due to in a greater competition between insurers, who require diminishing the price of its products in order to remain competitive.
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Average Operation Cost 

1995 – 2012
     Source: CNSF.

The combined index is a ratio that shows the capacity of the industry’s written premium to cover its operative expenses, and it is calculated through the sum of the average costs: acquisition, claims and operation. The optimal operation scenario consists in presenting a smaller or equal index of 100%, which indicates that the resources derived from the written premium are sufficient to face the liabilities of the insurance institutions; that is to say, premium sufficiency exists. 

Graph 12

Combined Index 

1995 – 2012
     Source : CNSF.

In this last context we must emphasize that during 1995, 1996 and 1997 the value of the combined index for non-life insurance surpassed the 100%. On the contrary in the following years, it is observed that this indicator registered a decreasing tendency, in which a premium sufficiency scenario prevailed in the costs structure, reaching in 2007 an index with 5.5 percentage points below than the one corresponding to 1995. The 2007 combined ratio 95.90% represents a significant improvement in the underwriting non-life results compared to previous years. Since then, it has jumped up again.
Evolution and Trends

From 1993 and independently of the effect of the peso crisis, the performance of the Mexican insurance industry has been outstanding. The data shows a sector stable growth in real terms that surpassed the one experienced by the whole economy. Generally speaking, it could be said that since 1994, the insurance Mexican market has doubled. The reforms introduced in 2002, 2005 and 2007, were set up in order to fulfil international standards on insurance regulation and supervision as well as to promote the development of the insurance market:

· Advance towards a greater compliance level of international standards’ regarding insurance regulation and supervision.

· Promotion of the insurance industry development

· Regulation and supervision modernization

· Corporate governance development

· Access to alternative capital sources 

· Promote product innovation 

· Operation processes via electronic means 

· New activity areas and business opportunities

Certainly, the liberalization policies and deregulation in the insurance market have positively impacted the industry as a whole. Nevertheless, although the penetration level of the insurance sector in the economy has registered a sustained growth, we have to admit that such figure is still low when compared with other countries with the same development degree. This situation is the result of a low, among other factors, insurance culture in Mexico. For this reason, the recent legal reforms have a major importance due to the fact that they create more suitable bases so that this market can grow in a solid and consistent way during the years to come.

Based on this, the structural changes of the industry, the possibility to get into new businesses and the expected sustained growth of the Mexican economy, allow anticipating that real growth rates will continue in the years to come.

Traditionally, the non-life insurance has not generated good technical results in the Mexican insurance sector. This issue is explained by several factors; one of them is related with the effects of a soft reinsurance market that relaxed the underwriting conditions and procedures done at the Mexican insurance companies. Nevertheless, net income for P&C line of business was positive due to the high returns of financial products, but as of the 2000 exercise, the dependence on investment income could no longer be sustained. So in 2007 the premiums seem to be sufficiently in order to not depend on the financial products.
Generally speaking, non-life insurance prices are rising, to afford the weak investment returns and the losses of 2000 and 2001. The competitive environment in non-life insurance has dramatically changed over the last two to three years.

Finally, it is worth to say that between the factors that have directly influenced in the yield of the P&C companies is important to emphasize the following: 

· Size and market participation, not only from a global point of view but also in particular line of businesses.

· Recognition of the company (brand name) and the access to better channels of sales distribution, clearly exemplified in the successful bank-assurance model of some financial groups. 

· Focalization and specialization in particular segments as some companies have done in automobile insurance.
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� The opinions that appear in this Chapter belong to the author only and do not necessarily agree with the position of the Insurance and Surety National Commission.


� Norma Alicia Rosas-Rodríguez is the Vice-President of Analysis and Industry Studies of the Insurance and Surety National Commission (CNSF) of Mexico. She thanks José Gerardo Lopez Hoyo for his help in the preparation of this paper.


� Antonio Minzonni Consorti, “Crónica de Doscientos Años del Seguro en México”, CNSF. Mexico, 1994.





� The Civil Code of the State of Veracruz (1868), the Civil Code of the Mexico City and Territories of Baja California (1870), the Code of Commerce of the Mexican United States (1884), the Code of Commerce (part marine insurances, 1889) and the ratification of the Rules of York & Ambers in 1890.


� Nowadays Generali México Insurance Company


� “Ley General de Instituciones y Sociedades Mutualistas de Seguros” (Insurance Law).


� Mexico City’s Civil Code, Article 1915. It is necessary to clarify that the systems of damage repair are different for every Mexican State.
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