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Company Secretary

Telephone: 02 9210 3103

Facsimile: 02  9210 3430

E-Mail: thea.rosenbaum@apra.gov.au

Ref No.: 
27 May 2002

The Secretary

Senate Economics References Committee

Room SG.64

Parliament House

Canberra  2600

Dear Sir/Madam

Public Liability & Professional Indemnty Insurance

I refer to the Committee’s Inquiry into the impact of public liability and professional indemnity insurance cost increases. The Australian Prudential Regulation Authority (APRA) is only in a position to comment briefly on term of reference (d)  -  reasons for the increase in premiums.

APRA is inter alia responsible for general insurance safety and soundness in the interests of policyholders, which is essentially a matter of helping keep insurance companies solvent and liquid, and thus able to pay claims as they become due.  APRA does not regulate insurance prices (premium levels), as this would be inconsistent with the Australian tradition of financial deregulation over the past 20 years.  Nor is APRA responsible for consumer protection matters more generally; these are the province of the Australian Securities & Investments Commission.  

There is clearly a perception that public liability and professional indemnity insurance are becoming unaffordable for a number of customer groups.  While the evidence for this to date is  rather patchy and anecdotal, we would not dispute the basic proposition that premiums have risen dramatically  -  albeit unevenly  -  over the past year.  In APRA’s view, sharp rises in public liability and professional indemnity premiums can be attributed to a number of factors including:

· secular escalation in claims costs  -  APRA does not have a view on the current debate between insurance companies and plaintiff lawyers as to who is ultimately most to blame for escalating claims costs, but we do see the undoubted long-term trend in the community towards expensive litigation and rising court awards as having an adverse impact on insurance premiums;

· withdrawal of capacity  -  in recent times, market capacity has contracted  as a result of some direct underwriters quitting or winding back these classes of business and HIH, a major public liability and professional indemnity insurer and price-cutter, collapsing in March 2001 (excluded from APRA statistics from June 2001);

· cyclical product re-pricing  -  the insurance industry is by nature cyclical, with periods of softening rates followed by periods of hardening rates.  Now that the five or so years of price-cutting in the late nineties to gain market share have ended, and investment returns (commonly used to offset underwriting losses) have plateaued, premium rates have been necessarily rising to restore product line profitability and underpin company solvency;

· worsening reinsurance conditions  -  it is increasingly difficult post 11 September for direct insurers to obtain affordable reinsurance in the contracting international market.  Reinsurance rates available to local insurers have recently risen on average by around 25%.  Even before September 11, APRA statistics showed reinsurance expenses increased by 59% over the three year period to June 2001.  While capital inflow into international reinsurance will over time moderate the rising costs, this will likely take years rather than months.
We would note that there are presently some serious data gaps in the publicly available information on premium trends, which we understand the Insurance Council of Australia is addressing.  We would certainly caution against drawing firm conclusions from APRA’s own public liability and professional indemnity insurance data over the past year or so (or any other short-term period), because of the inevtiable attendant statistical quirks, eg:

-  exits such as the HIH collapse (a major player in the long-tail liability market)
-  intra-year fluctuations as monthly claims move erratically up and down

-  intra-industry variations in company provisioning and reporting practices

-  no statistics collected from unregulated self-insurance and foreign groups

-  accounting complications caused by industry mergers and changing balance dates.

Finally, we would like to comment on APRA’s new prudential standards for general insurance that come into effect in July 2002 with a transition period to June 2004.  The imposition of more stringent requirements by APRA is unlikely to be a major factor in rising premiums.  It is true that companies writing long-tail liability insurance are facing relatively higher regulatory capital requirements (because of the greater uncertainty involved in this business) than are companies writing predominantly short-tail property insurance, and that some smaller companies are facing a risk-adjusted capital requirement beyond their current resources.   By and large, however, the industry overall has sufficient capital to meet the new requirements.  And in particular, the major providers of these liability business classes are among the largest (eight or so) insurance groups in the Australian market, and are well placed to meet the new standards. 

Yours faithfully

Thea Rosenbaum

Company Secretary 

GPO Box 9836, Sydney,  NSW 2001,   400 George St  NSW  2000
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