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Today, much of the national legislation of the member
states of the European Union is determined by EU laws.
This also applies to motor insurance and, in particular,
motor liability insurance. Since 1972, the EU has adopted
five motor insurance directives in order to ensure min-
imum standards for protecting the victims of road accidents
and make it easier for them to obtain compensation. For
example, the legislation stipulates that motor liability
insurance has to cover personal injuries to all vehicle
occupants with the exception of the driver, and establishes
minimum amounts that have to be available for settling
claims. 

As the existing minimum amounts of cover were widely
found to be no longer adequate, the 5th motor insurance
directive adopted in 2005 stipulates a substantial increase
in cover amounts applicable throughout Europe. Another
key aspect of the directive is the creation of a second
jurisdiction in the injured party’s home country. By mid-
2007, the directive will have to be incorporated into
national law by all member states. The first article in this
latest edition of K Forum gives a brief overview of the first
four motor insurance directives before explaining the
details of the 5th directive and the likely consequences of
its introduction. 

The Irish motor insurance market produced extremely
poor results for several years. From 1998 to 2001, for
example, losses amounted to between 10% and 20% of
earned premium. During the past few years, however,
business was clearly profitable. This was mainly due to 
an improvement in the Irish economy, legislative changes
and initiatives led by the insurance industry. The second
article explores the reasons for what at first sight seems 
a surprising development. 

As usual, please get in touch with Michael Neeb 
(tel.: + 49 (89) 38 91-41 33, e-mail: mneeb@munichre.com) 
if you have any comments or suggestions. He is also the
person to contact if you would like to have an article on
motor insurance issues published in K Forum. 

Editorial
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The harmonisation of legislation in the member states of
the European Union (EU) is an essential basis for establish-
ing a single market.

In the area of liability for motorised traffic, on the one
hand, a trend toward uniform legislation can be observed
while, on the other, we find further goals being pursued 
as well, for example the liberalisation of services and the
free movement of goods and persons. 

Liability in the event of traffic accidents and its insurance 
is regulated by a wide spectrum of standards at European
level which have been issued by various law-making
bodies in the EU. 

Besides specific EU directives designed to harmonise le-
gislation for motor insurance, there are further regulations
dealing with the coordination of the provisions governing
primary insurance (free services). In addition, we have
numerous decisions by the European Commission in
connection with international agreements (Interbureau
Agreement and multilateral guarantee agreement) which
likewise have a strong impact on motor insurance. 

Although the main subject of this article is the so-called 
5th motor insurance directive (2005/14/EC) and an investi-
gation of its implications for the insurance sector, we wish
to start by briefly reviewing the history of harmonisation in
the area of motor liability law. In doing so, we will also take
a look at previous motor insurance directives in order to
understand the process in its entirety, particularly as a 
6th directive is currently being prepared. The aim of the 6th
directive is to summarise the contents of the previous five
directives and introduce possible further issues, including
the exclusion of punitive damages, the protection of less
well protected road users, and limitation periods. 

European legislation relating
to insurance against civil
liability in respect of the use
of motor vehicles (motor
insurance) 
The 5th motor insurance
directive 

Andrés Ruiz Feger (MR Madrid)
and Michael Neeb (MR Munich)

The EU motor insurance directives regulate the settlement
of losses due to traffic accidents and establish minimum
standards for the compensation of accident victims. The
main points of the 5th motor insurance directive include 
a clear increase in the minimum sums insured applicable
throughout Europe and the creation of a second jurisdic-
tion in the injured party’s home country. 
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The 1st motor insurance directive dated 
24 April 1972 (72/166/EEC) 

The chief points dealt with in this directive are the
following: 

– Insurance cover was made compulsory in member
states. 
Compulsory insurance cover was introduced, although
the shape to be given to the content of such cover was
left completely to the individual states (cover for damage
to property and personal injury, cover limits, exclusions,
etc.). The only demand was that cover should also extend
to such damage as occurred in the territory of any other
member state, in line with the law of the country
concerned. 

– The term “motor vehicle” 
Within the meaning of this directive, the term “motor
vehicle” refers to any mechanically driven vehicle
designed for use in land-bound traffic and not on tracks,
as well as trailers even if uncoupled. 

– The term “normally based” 
This refers to the territory of the state of which the ve-
hicle bears a registration plate. If there is no registration,
the territory of the state in which the vehicle owner has
his place of residence applies or the state in which an
insurance badge or insurance plate was issued. 

– No check of insurance cover at the borders within the EU 
This refers both to vehicles that are normally based in the
territory of another member state and to vehicles which,
although not normally based in a territory, drive from one
member state to another. This means, for example, that
the motor liability insurance of entering vehicles is not
checked at the German-Polish border (being an EU-inter-
nal border), irrespective of whether the vehicles are
normally based in Poland or enter Germany from outside
the EU via Poland. 

– The regulation of border checks of insurance cover in
respect of vehicles from third states 
By signing the “Additional agreement of the national
insurers’ bureaux”, the various national bureaux give a
guarantee to third states that they will cover the damage
caused by vehicles that are normally based in the terri-
tory concerned, irrespective of whether they are insured
or not. 

The 2nd motor insurance directive dated 
30 December 1983 (84/5/EEC)

This directive is a further step in the harmonisation of legal
provisions and obliges the member states to add a
minimum in the way of uniform rules to their laws on
compulsory insurance. 

– Covered losses and the civil-liability insurance system
Compulsory insurance must cover both damage to
property and personal injury. 

– Cover limits 
For the first time, minimum cover levels are defined for
property damage and personal injury, with the member
states being free to set such minimum amounts either 
for each victim or for each loss. The directive offered the
following three options for minimum amounts insured,
from which the member states could choose: 

Minimum sums insured in accordance with the 2nd
motor insurance directive

Personal injury Property damage
€350,000 per person, without occurrence limit €100,000 
€500,000 per occurrence €100,000

€600,000 per occurrence

– A ban is introduced on construing certain clauses to the
detriment of injured third parties. 
Thus, for example, compensation may not be denied by
pointing out that the person causing an accident was not
in possession of a valid driving licence. 

– The national funds are included as direct or subordinate
offices. 
Each EU member state is obliged to set up or approve a
guarantee authority which assumes the loss arising from
the damage/injury caused by uninsured vehicles. 

– Cover under the compulsory insurance is extended to
include family members of the policyholder, driver or
vehicle owner. 
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The 3rd motor insurance directive dated 
14 May 1990 (90/232/EEC) 

– This establishes that the personal injury of all vehicle
occupants, with the exception of the driver, is covered by
the compulsory insurance. 

– It requires that the compulsory insurance must cover the
entire territory of the Community via a single premium
and guarantee the cover prescribed by statute in each
member state or the cover legally required by the member
state in which the vehicle is normally based, if the latter is
higher.

– The national guarantee authority must not allow pay-
ment of compensation to be made conditional on the
victim establishing that the person liable is unable or
refuses to pay. 
The 2nd directive had permitted states to design the
guarantee funds subject to their direct or subsidiary
responsibility. These funds pay compensation relating 
to unidentified or uninsured vehicles. In the latter case,
there had been instances in which the states demanded
evidence from the injured party of the insolvency of the
uninsured driver. Only thereafter was it possible to sue
the guarantee fund or demand compensation. This
changes with the 3rd directive. 

– Specifying the office which, in principle, has to pay
compensation if there are any doubts as to who has an
obligation to do so. 
There had been cases in which it was not clear whether
the insurer or the guarantee fund was liable to pay
compensation. The 3rd motor insurance directive obliges
the states to formulate rules for solving such cases. 

– The member states must take the necessary measures 
to ensure that those involved in an accident can establish
as quickly as possible the name of the insurance under-
taking that covers the liability for each of the vehicles
affected. 

The focus is changing 

The first three directives have the clear aim of approximat-
ing and harmonising the member states’ legislation in the
area of compulsory insurance. They only refer to sub-
stantive law and do not deal with procedural law or court
rulings, so that the resulting obligations concern cover
limits, the harmonisation of inclusions or exclusions, the
content of policies, and the delimitation of the various
concepts. 

The 4th and 5th directives bring qualitative changes as
regards both content and provenance because, as of now,
the European parliament will be playing a much greater
role and the subject matter affected by the regulations is
being viewed from a different angle. 

Although the main concern, i.e. the protection of victims,
still applies, other situations are now being dealt with that
used to be ignored. What matters now, first and foremost,
are procedural-law guidelines, administrative procedures
in the case of accidents and, hence, a new system in claims
settlement, with very short processing periods being
defined. 

This being so, the directives are evolving from particular
aspects to more general considerations. 

The 4th motor insurance directive dated 
16 May 2000 (2000/26/EC) 

– The territorial area of application is the region in which
the Green Card system applies (44 countries). 

– The substantive scope refers to the area in which ve-
hicles from EU member states injure persons who are
domiciled in a member state other than the state in which
the accident took place and in which the vehicle is nor-
mally based. So, the arrangements of the 4th motor
insurance directive apply, for example, if a German ve-
hicle injures a Polish national, provided that the injury
occurs in an EU country or within the territorial scope 
of the Green Card system – in the Czech Republic or
Ukraine, for instance. In such a case, the home state of
the injured party is different both from the country where
the accident took place and from the country where the
injuring vehicle is normally based. If, by contrast, a
German vehicle injures a German national, likewise in
the Czech Republic or Ukraine, the arrangements of the
4th motor insurance directive do not apply. In such a
case, German law is employed. 
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– All insurers must appoint in each other EU member state
and in each state of the European Economic Area (EEA)
one loss adjuster authorised to settle and adjust any
losses in their name. He must submit a sufficient offer 
of compensation or a reasoned reply to the claimant’s
application within three months of receiving a claim for
compensation. 

– Each state must create an information centre with a regis-
ter of all vehicles normally based in the territory of that
state with their registration numbers and the numbers 
of their insurance policies. This is to make it easier for
injured parties to locate the liable insurer and assert their
claims to compensation. 

– The states must set up compensation bodies who pay
compensation wherever an insurer has not appointed a
loss adjuster or if the claimant was not properly serviced
by the adjuster. Also, if it is not possible to identify the
damaging vehicle or its insurance company in the event
of an accident, the injured party can assert his claims
against this compensation body in his country of resi-
dence. Depending on the situation in a particular case,
the compensation body may exercise a right of recourse. 

Overview: Institutional changes under the 4th motor
insurance directive

– Each motor liability insurer must appoint one claims
representative in each EU member state.

– Information centres in every state must be established 
to identify the responsible insurer 

– Every state has to set up a compensation body

The most important aim of the 4th directive (“Directive for
the protection of visitors”) is to simplify and accelerate the
settlement of a claim based on a loss that an injured party
has sustained in a traffic accident in another EU member
state. In addition to the above institutional amendments,
the directive sets a term of three months during which the
claims representative of an insurer must either submit an
offer or a reasoned reply to a claim. 

The 5th motor insurance directive dated 
11 May 2005 (2005/14/EC) 

In June 2005, the 5th directive on compulsory motor
liability insurance (5th motor insurance directive) was
published in the Official Journal of the European Union. 
By contrast with the former directives, the 5th directive 
has no new content, but amends some provisions in the
previous four directives and contains some supplements
to solve a range of hitherto unclarified problems. The
following are the most important provisions: 

Amendments regarding the 1st directive 

The term “normally based” 

The term “normally based” serves to define which vehicles
may move freely within the EU, their liability being covered
by the system based on the EU directives and various
additional treaties. In addition, the aim is to define which
institutions have a duty to indemnify, depending on the
given circumstances. 

The above definition of “normally based” was associated
with problems in cases of temporary registrations or an
inability to identify the vehicle. This being so, the 5th
motor insurance directive amends the wording to the
extent that “normally based” now refers “to the state of
which the vehicle bears a registration plate, irrespective 
of whether such a plate is temporary or permanent”. Fur-
thermore, in cases where the vehicle causing an accident
has no, or a false, number plate, the guarantee authority 
of the state in which the accident took place must pay
compensation. 

Waiver of checks of insurance; random checks 

As has already been mentioned, the 1st directive laid down
that the states do not check the motor insurance of ve-
hicles that are normally based in another member state;
however, it was also provided that random checks may be
made. 

Since there have in fact been certain abuses of this option
to make random checks, the 5th directive restricts the
practice and limits such checks to certain cases. 



Munich Re, K Forum

6

Thus, the ban on states’ checking motor insurance refers
not only to vehicles normally based in another member
state, but also to those that are normally based in third
countries, but come from another member state to the
member state concerned. Hence, for example, vehicles
with a Russian or Ukrainian number plate that travel to
Germany via Poland should not be checked at the Polish-
German border, the assumption being that steps are taken
at the EU’s external borders to ensure that only vehicles
with sufficient motor insurance enter the EU. As regards
the random checks, it is laid down that they may on no
account be discriminatory and at all events be carried out
as part of a control not aimed exclusively at insurance
verification. 

Insurance exclusions 

The 1st directive permitted the states to define two exemp-
tions from compulsory insurance. These referred either to
certain persons or to certain vehicle types or vehicles that
have a special number plate. If a state exempts certain
natural persons or legal entities, private or public persons
from compulsory insurance of their vehicles, it must report
such fact to the other states and take measures to guaran-
tee compensation for any loss caused by such vehicles. For
this purpose, it must designate an authority or body that
will pay compensation for such losses. 

In the case of losses caused by vehicles exempt from com-
pulsory insurance in another state, the compensation must
be paid by the guarantee authority of the state in which the
accident took place. After compensation has been paid, the
office has a right of recourse against the guarantee author-
ity of the state in which the vehicle that caused the accident
is normally based. 

. 

Amendments regarding the 2nd directive 

Quantitative cover limits 

The minimum levels for damages are laid down as follows: 

Minimum sums insured in accordance with the 5th motor
insurance directive

Personal injury Property damage
€1m per person, without occurrence limit €1m
or €5m per occurrence €1m

In the first case (€1m per injured person), cover is de facto
unlimited in theory due to the lack of an occurrence limit
and to a high accumulation of persons. So states that opt
for this variant would return to a type of unlimited cover
and do so at a time that has most recently tended to be
marked by a reverse movement toward limiting motor
liability cover. It appears conceivable that these states will
find it difficult to ensure corresponding unlimited reinsur-
ance cover. 

As regards the transitional period, the member states have
five years to transpose these limits into appropriate
national regulations; however, they should have trans-
posed at least half of this within 30 months. 

Planning calls for automatic adjustments to these limits
every five years, the first period being counted from their
entry into force. The reference criterion for updating is the
European Index of Consumer Prices (EICP). 

Cover for damage to property by the guarantee authority 

By contrast with the previous regulation, the guarantee
authority will in future also cover damage to property
provided that there are significant personal injuries at the
same time. Due to its imprecise definition, the concept of
“significant personal injuries” must be clarified by the law-
makers of each state. To define the term, the states may
use, for example, the criterion of the need for in-patient
hospitalisation. The lawmakers concerned may also pro-
vide for an excess of up to €500 for such property damage. 
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Amendments regarding the 3rd directive 

Ban on rejecting certain clauses (the vehicle occupants 
are aware that the driver is drunk) 

A few years ago, a Spanish court submitted a question to
the European Court of Justice (ECJ) as to whether – in view
of the 2nd directive – it was possible to add to the compul-
sory insurance policy a cover exclusion for property dam-
age that was caused by the vehicle of a drunk driver. The
ECJ rejected the option of adding this exclusion, although
it did confirm at the same time the insurer’s right of
recourse from the insured in such cases. The 5th directive
takes over the legal doctrine of this judgement and like-
wise provides for a ban on such an exclusion; the reason
given is that compulsory motor insurance is designed to
protect all occupants. 

In summary, it can be said that compulsory motor insur-
ance cannot exclude from its cover losses sustained by
occupants who were aware of the driver’s inebriation. This
is because, first, the protection of victims has priority and,
second, it is very unlikely that a passenger can adequately
assess the driver’s degree of inebriation or intoxication. 

Protection of pedestrians and cyclists 

The 5th directive actually does not appear to be adding
anything new as regards the cover under compulsory
motor insurance of loss/injury sustained by pedestrians
and cyclists compared with the current state of practice.
The original draft by contrast envisaged that pedestrians
and cyclists, being the so-called “weakest parties”, should
in principle – irrespective of any (co)culpability – be
covered by motor insurance. For some member states 
(e.g. the UK and Germany), this was taking things too far.
Their objections led to an amendment to the effect that ped-
estrians and cyclists are only entitled to compensation if
they are in any case entitled to it under the various national
laws. This means that scrutiny of culpability in those states
where this was made in the past will continue to decide
any claims to compensation filed by the weakest party, so
that little changes in practice compared with the current
situation. 

Territorial limitation of liability 

Motor insurance must cover loss/injury caused by an
insured vehicle in the territory of an EU member state, 
and – this is new – the policy may not place time limits on
such cover. With the entry into force of the 5th directive,
vehicles normally based in an extra-European territory 
of a member state are also fully equivalent to vehicles nor-
mally based in the European territory of the member state.
Cases in point are vehicles from the French Caribbean
Islands or from the Canary Islands. 

Insurance cover for imported vehicles 

In respect of vehicles imported from one member state to
another, the amendment reflects the view that, for a period
of 30 days following acceptance of delivery by the pur-
chaser, the risk lies in the country of destination, even if the
vehicle has not been registered in that country. This means
that if such an uninsured vehicle causes any loss/injury, the
guarantee authority of the country of destination has a
duty to pay compensation. 

Statement of claims history

Motor liability insurers must provide the policyholder with
a statement of the claims history of the insured vehicle or
the absence of claims for the last five years prior to the fil-
ing of the application concerned. The statement must be
issued within two weeks of the application being filed. In
some states which have until now had no such confirma-
tion of the claims history by the prior insurer, this arrange-
ment is likely to contribute to a much better functioning of
bonus/malus systems or facilitate their introduction. 

Excesses 

The guarantee funds may not reject any excess type in the
compensation payable to injured parties, irrespective of
the type of loss concerned or the reason why they have to
become involved. On the other hand, the states’ national
regulations should prevent a situation emerging in which
any excesses defined in compulsory motor liability policies
are capable of being used to the detriment of injured third
parties. 
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Direct claim 

The legislation of all member states must provide a possi-
bility for the injured party to file a direct claim against the
motor liability insurer. This merely concerns the UK and
Ireland, since direct claims are already reality in all other
member states. 

Reasoned reply 

The system introduced by the 4th directive regarding the
duty of the insurance company provides that the latter’s
claims representative must submit to an injured party an
offer of a compensation payment or a reasoned reply to
the circumstances set forth in the claim. This system now
extends to all claims against motor insurers and not just 
to the cases to which the 4th directive applies. Any non-
adherence to this provision must entail appropriate
economic sanctions. 

Amendments regarding the 4th directive 

Court jurisdiction 

One important amendment regarding the 4th directive
concerns the decision on the court having jurisdiction
(venue). With the entry into force of the 5th motor direct-
ive, an injured person can assert a direct claim against the
liable insurer not only in the country of the accident, but
also in his home country. 

However, the substantive law of the country of the accident
continues to apply, a fact which is likely to lead to difficul-
ties in practice. It may be assumed that the courts of the EU
member states will be able, only with some qualifications,
to pass rulings or award compensation in accordance with
the legal systems of each other EU state. 

Applicable laws in non-contractual liability 

In addition to those national legislations that leave the defi-
nition of the applicable substantive laws in the case of non-
contractual liability to the inner-state provisions of their
private international law, there is a group of countries that
base the provisions of statute on the 1971 Hague Conven-
tion, these being set forth in the section on non-contractual
liability for traffic accidents and reflecting the principle that
the applicable law is that of the country in which the loss
took place. This provision and its exceptions are only bind-
ing on the signatory states and, since not all countries in
Europe have signed the convention, this gives rise to
numerous conflicts in practice. If the countries involved
have not signed the Hague Convention, the conflict rules of
private international law are applied.

In view of the lack of agreement in the provisions of private
international law and the impossibility of solving conflicts
that result from a collision of laws, the European Commis-
sion has submitted a draft regulation for non-contractual
liability (Rome II) which defines the location of occurrence
as follows: “The law applicable to a non-contractual obli-
gation shall be the law of the country in which the damage
arises or is likely to arise, irrespective of the country in
which the event giving rise to the damage occurred and
irrespective of the country (…) in which the indirect conse-
quences of that event arise.” However, in the case of per-
sonal injuries due to traffic accidents, if the injured party
and the person against whom the claim is asserted have
their habitual residence in the same member state, the
non-contractual relationship is subject to the law applicable
there. 

The parliament has voiced its opinion on this as follows:
unless the Community passes detailed laws in connection
with traffic accidents, the parliament proposes that the
states apply the principle of the location of loss or the
Hague Convention. Nevertheless – and this is important –
in the case of personal injuries from traffic accidents, the
courts, in assessing the level of losses for each single
injured party, should be able to apply the regulations in
force at the party’s place of residence. 

It is currently too early to forecast whether the Parliament’s
proposal will be adopted. If it is, motor liability insurers in
countries with relatively low compensation levels must
expect significantly higher exposures, especially if there is
a rise in the number of motorised visitors from countries
with high compensation levels. Spain is a case in point.
Thanks to the compensation for personal injury defined in
a “baremo”, the compensation level here is still fairly mod-
erate. Now, however, if many French, German and British
tourists sustain losses and are paid compensation pur-
suant to their various national regulations, a strong rise in
compensation is inevitable. Spanish motor insurers will
have to settle claims that go beyond those originally taken
into account in the premium calculations, a possible conse-
quence being a clear decline in profitability. Only in the
medium term will the more expensive claims be reflected
in the claims statistics and again find their way into risk-
adequate premiums. 



9

Munich Re, K Forum

As far as loss adjustment is concerned, we are faced with
a multitude of variables. Also, depending on the law
applied in each case, the amount and concepts for which
compensation is paid vary considerably. The same is true
of the settlement costs. 

In view of this basic situation and the fact that international
traffic – due to goods transport or for private reasons –
keeps growing, motor liability insurers must tackle the
following tasks: 

– Analysis of the actual implications of this type of loss for
the overall loss portfolio 

– Build-up of a claims department with corresponding
capacities and appropriately trained employees to handle
such claims 

Upshot/outlook: The key amendments in
the 5th motor insurance directive 

One of the key amendments in the 5th motor insurance
directive is a significant increase in the minimum sums
insured applicable throughout Europe. The previously
applicable values still stem from the 2nd motor insurance
directive in 1984. More than 20 years on, the sums
demanded at that time now seem inadequate. 

To avoid a situation in future in which the minimum sums
insured are insufficient over time to settle claims, the 
5th motor insurance directive requires that the sums be
regularly checked and indexed. Indexation will be via the
EICP. 

In addition, the sums insured differ widely between mem-
ber states. Whereas some states demand very high min-
imum sums insured for motor insurance, others barely
meet the minimum requirements of the 2nd motor insur-
ance directive. For the latter states, implementing the 
5th motor insurance directive means nothing less than
drastic increases in the sums insured. It must be feared
that these increases, particularly in countries with hitherto
relatively modest compensation levels, will have an impact
on the amount of compensation. Something similar was
already observed in the past (e.g. as a result of implement-
ing the 2nd motor insurance directive). In some member
states, the minimum sums insured immediately became
“standard compensation”. 

As in the 2nd motor insurance directive, the member
states, in fixing the minimum cover for personal injury, can
choose between one variant with a limit per occurrence
(now: €5m) and another without occurrence limit, though
with a limit per injured party (€1m). The latter variant, how-
ever, in theory at least, means unlimited cover. Even if this
runs counter to the trend in recent years of limiting motor
cover, it must be expected that some member states will
opt for the variant without occurrence limit. 

Another fundamental change concerns court jurisdiction.
Besides the location where the accident took place, there
will be a second venue in the home country of the accident
victim once the 5th motor insurance directive has been
incorporated into national law. The object of this rule is to
facilitate the assertion of any claims by the injured party. In
principle, however, the law of the country where the acci-
dent took place continues to apply, which is quite likely to
lead to difficulties in practice. Few judges are likely to be
sufficiently familiar with over 20 different legal systems to
be able to judge claims according to each of them. 

In this context, the development with regard to Rome II 
will have to be observed closely. If, as demanded by the
Parliament, the law of the accident victim’s home country
is applied or a choice between various legal systems
becomes possible, premiums are bound to be affected. 
In countries with relatively low compensation levels, pre-
miums may prove to be inadequate if a large number of
expensive claims involving citizens from other member
states are settled. In the medium term, this will be reflected
in the various claims statistics, so that it will eventually 
find its way into future premium calculations. In the short
term, however, insurers will have a very hard time taking
adequate account of these developments.  
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From 1998 to 2001 the Irish motor market produced a net
underwriting loss of over €750m. The net combined oper-
ating ratio for the motor market in 2000 was 122.7%, yet by
2004 the market had reduced this to 81.6%, with a €322m
net underwriting result. How was this possible? The
answer is to be found in a range of government and indus-
try-led reforms alongside social and economic develop-
ments, some direct and some indirect in consequence.

Background: High losses in motor insurance

The Irish motor market wrote €1.7bn  in gross premiums
during 2004, representing 43% of the total non-life pre-
mium volume. Of the 24 carriers licensed to underwrite
insurance business, 14 transact motor insurance. The
market is fairly concentrated, with the top six carriers
(Hibernian, AXA, Quinn, FBD, Eagle Star, Allianz) writing
over 90% of the market and the top three writing 60%. 

Over the period 1994 to 2002 the Irish motor market pro-
duced very poor results year on year, pushing motor pre-
miums to extremely high levels especially for younger
drivers. There were three basic problems: Ireland suffered
from escalating claims costs through wage and medical
inflation combined with disproportionately high legal
costs, a high claims frequency, and a prevalence of fraudu-
lent claims. Claims costs for personal injury claims, which
account for around 70% of total claims costs, were continu-
ally outstripping premiums. 

The Irish motor market
A U-turn into profit

Richard Marshall (MR UK GB)

The poor results of the years 1998 to 2001 have been over-
come. Irish motor business is now turning a healthy profit.
How was this achieved?
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Clearly the motor insurance market was in a muddle. The
insurance-buying public were increasingly frustrated with
what they saw as excessive premiums they were being
forced to pay, and the insurers were concerned over con-
tinued underwriting losses. The situation was spiralling
out of control, and the government had to intervene. In
1998 the Irish government established the Motor Insurance
Advisory Board (MIAB) to review the whole situation.
Interestingly, the MIAB’s report (published April 2002)
concluded that insurers were making profits from motor
insurance even with younger drivers, a finding that the
insurance industry disputed. The report did, however,
make over 60 recommendations within an Insurance
Reform Programme, of which the most important were
streamlining the legal system, limiting litigation costs and
combating fraud. On the back of these findings, the gov-
ernment introduced the Insurance Reform Programme
Action Plan, a multi-pronged initiative to ensure the future
efficiency of the insurance market, its competitiveness and
profitability.

Legal changes

Following the MIAB report, the Personal Injuries Assess-
ment Board (PIAB) was established in April 2004 under the
PIAB Act of 2003 as an independent assessor of personal
injury compensation. The objective was to remove the
legal costs usually incurred for personal injury awards
within the court system which had reached excessive lev-
els, not unusually in excess of 40% of total claims costs. 
All claims for personal injury must be referred to the PIAB
for injuries caused in the workplace, from motor accidents
and public liability accidents. However, if there is a strong
liability argument, the insurer can refuse PIAB jurisdiction.
The PIAB is not designed to reduce the levels of compen-
sation awarded but to eliminate the costs associated with
agreeing compensation amounts. Litigation costs are
removed in the majority of cases as legal representatives
are not recognised by the system. A so-called Book of
Quantum is used as a guide to compensation levels for
particular injuries. If a claimant or defendant decides to
reject the assessment, then further legal action may follow
via the courts. Numbers of claims referred to the PIAB are
growing, and the industry is hopeful of the long-term
benefits from this operation.

Net underwriting result 
€m (% of GWP)

Graph 1: Irish motor market: Gross written premium and underwriting result

On the one hand, Graph 1 shows the consider-
able growth of gross written premium since
1994. On the other hand, underwriting results
have improved enormously, leading the market
within only four years from a loss of –20% of
gross written premium to a profit of almost
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A second piece of legislation the government introduced
was the Civil Liability and Courts Act 2004, an important
statutory instrument in the battle against insurance costs
and insurance fraud. From September 2004 it became an
offence to make fraudulent and exaggerated insurance
claims, punishable by criminal sanctions of up to a
€100,000 fine and ten years in prison. It also brought the
time limitation for bringing a claim to 24 months from
31 March 2005 or 36 months from the date of accident,
whichever came first. The full impact of both these pieces
of legislation will take some years to show statistically but
it is clear that a step in the right direction has been made. 

As part of a concerted effort by the industry to address the
problem of fraud, the Irish Insurance Federation (IIF) were
instrumental in setting up “Insurance confidential” in
February 2003 as a hotline for the public to call anony-
mously giving details of suspected fraudsters. In the two
years since its launch, over 2000 calls were received. The
IIF estimates that insurance fraud cost the industry €100m
in 2003. The whole scheme rests upon the general public’s
willingness to “shop” those they suspect of fraud. After all,
it is they who pay the price for fraud in higher premiums. 

Irish society itself had evolved into an increasingly litigious
society somewhat akin to the compensation culture of the
US. Solicitors’ and barristers’ activities and fees were high-

lighted in the MIAB report as one of the areas driving up
claims costs and exacerbating the issue. Aggressive adver-
tising has been blamed by some as contributing to the
growing compensation culture in Ireland. The Solicitors
(Advertising) Regulations 2002 limit the contents of adver-
tisements for solicitors’ services and effectively banned
personal injury advertising. Phrases such as “no win no
fee” are banned and anything designed to encourage
personal injury claims is prohibited.

Development of claims frequency

In conjunction with concerted efforts to reduce claims
costs and insurance fraud, the issue of claims frequency
required addressing. As with statutory measures intro-
duced to counter claims costs, no single factor can be
identified as having precedence but collectively the follow-
ing points have, either directly or in a roundabout way,
reduced claims frequency (see Graph 2).

In Ireland, as with many other European coun-
tries, in recent years the absolute numbers of
collisions and of people killed and injured in
traffic accidents have decreased steadily. Since
the number of registered vehicles increased at

Persons killed and injured

Total of all collisions

Frequency of collisions

Graph 2: Collision frequency in Ireland 1995–2004
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the same time, the collision frequency (relating
to all registered vehicles) has indeed dropped
even more sharply. 
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Technical inspection

The National Car Test (NCT) was introduced on 4 January
2000 to comply with an EU Directive making car testing
compulsory throughout the EU. The Directive (96/96/EC) is
primarily aimed at improving road safety and protecting
the environment. In Ireland the NCT is administered by The
National Car Testing Service Ltd. on behalf of the govern-
ment. All cars over four years old are tested, with repeat
tests every two years. There are some exceptions from the
NCT such as those classed as vintage and certain car-vans.
Testing will cover brakes, exhaust emissions, wheels and
tyres, lights, steering and suspension. It is an offence for
eligible vehicles not to display an NCTS disk following
successful testing. A compulsory nationwide testing of all
vehicles covering vital safety features such as brakes and
tyres is believed to have the effect of raising overall levels
of safety on Irish roads very quickly. 

Penalty points system

Statistically, the main causes of death and injury on Irish
roads are speeding, drinking and driving, and failure to
wear seatbelts. Over 40% of fatal accidents are caused by
excessive or inappropriate speeds, and it is estimated that
25% of all road collisions are due to alcohol. The govern-
ment recognised the link between reducing speed and
drink-driving and reducing accident frequency by bringing
in the penalty points system under the Road Traffic Act of
2002, effective from 31 October 2003. Under this system
drivers who accumulate 12 penalty points from motoring
offences will lose their licence for six months (points have
a three-year lifespan). Penalty points are awarded for
offences such as speeding, failure to wear seat belts, care-
less driving, and driving without insurance. From an insur-
ance perspective, penalty points have become an integral
part of the rating structure. Insurers will charge lower pre-
miums for clean licenses. In 2004, the Gardai (Irish police)
were given powers to take a preliminary breath test from
motorists who had committed road traffic offences or who
had been involved in road traffic accidents. 
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Graph 3: Fatal and injury collisions in Dublin
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Graph 3 illustrates the decline in the number of
people suffering injuries or death in traffic ac-
cidents in Dublin. Until 2003, both figures fell
almost parallel, whereas in 2004 the number of
fatal collisions grew in contrast to the trend 
of the last few years. 
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Measures to increase road safety

Another weapon in the government’s armoury in reducing
numbers of deaths and injuries on Irish roads was the
introduction of the Road Safety Strategy (1998–2002)
whose primary target was to reduce fatalities and serious
injuries by 20% from their 1997 levels. Through the com-
pulsory wearing of seat belts, traffic-calming measures in
residential areas, and safety awareness campaigns, the
original targets were met. Following the success of this
first strategy, a second National Road Safety Strategy was
implemented to reduce road deaths by a further 25% by
2006; again speeding, drinking and driving, and seatbelt
use are all highlighted by the Irish government as primary
causes of accidents and fatalities. The government is com-
mitted to 11 million speed checks and 462,000 breath tests
annually as a means of reaching their goal. 

Although difficult to establish precisely whether or not
drink-related accidents have fallen due to the increased
prevalence of taxis, it is nonetheless a factor to consider.
Prior to 2000 the Irish taxi market was tightly regulated and
controlled. As a result of a High Court decision in October
2000, the market was liberalised and changed rapidly. Prior
to deregulation there were 2,722 taxis operating in Dublin, 
by December 2003 the number of registered taxis had

increased to 9,320. Countrywide the figure rose from 3,934
to 12,845 over the same period. These statistics do not
include hackneys and limousines. For the drinking public a
more frequent, cheaper and reliable taxi service could
encourage those previously tempted to drink and drive to
leave the keys at home.

Economic growth and infrastructural 
investments

The Irish economy has undergone a rapid transformation
over the recent past and is now one of the fastest-growing
economies in the developed world (known as the Celtic
Tiger). Since 1990 Irish real GDP has doubled in size, signifi-
cantly increasing living standards. Irelands per capita GDP
in 2003 was US$ 33,200, ranked fourth in the world. The
economy enjoys one of the lowest rates of unemployment
in the EU. Ireland joined in circulating the euro on 1 Janu-
ary 2002 along with 11 other EU nations. This increasing
wealth has enabled higher levels of government and per-
sonal expenditure. With greater personal wealth, drivers
are more able to purchase newer and safer vehicles.

Since the mid-1990s the Irish economy grew
rapidly, causing a sharp reduction in the
unemployment rate and leading to increasing
numbers of new private car registrations. From
1990 to 2004, the number of private cars in
Ireland grew by an average of 5% per annum. 
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Graph 4: Private vehicle count

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

2,000

1,500

1,000

500

0

20%

15%

10%

5%

0%

New private registrations

Total private registrations

Unemployment rate



15

Munich Re, K Forum

The rapid growth of the Irish economy during the 1990s
put increasing pressures on the road infrastructure. The
government published the National Development Plan
2000–2006 in November 1999. It involved a total invest-
ment of €52bn through public-private partnership. A cen-
tral feature of the plan was to improve the national road
network. €5.6bn has been earmarked for road construction
and €380m for maintenance of the network; this compares
to a total investment of €1.85bn for the period 1994–1999.
The plan will increase the motorways and dual carriage-
ways by an additional 875 km (1999: 324 km). The benefits
of this are clear; competitiveness, employment, safety and
time efficiencies. In conjunction with major new/improved
road-building safety issues are a given priority through the
deployment of speed cameras, remedial work in high-risk
accident areas, and safety considerations integrated into
design standards. There is no direct evidence to suggest
that this investment has reduced accident frequency, but 
it is interesting to note that 86% of Irish fatal and injury col-
lisions took place on one- or two-way single carriageway
roads and only 5.7% on dual carriageway or motorways. 

Conclusion and outlook

The Irish motor insurance market has come a long way 
in the past few years, turning insurance industry loss 
into industry profit due in the main to government-led
initiatives, although there are signs that the upturn in
profitability is already leading to heightened competition,
pushing premiums downward along with profitability. 
The legal, economic and social frameworks are in place to
give the industry the best chance of sustained and stable
profitability and the driving public stable premiums with
effective and efficient compensation in the event of an
accident. 

The Irish public have also benefited significantly as a result
of reduced premiums. With rates continuing to fall, it
remains to be seen whether insurers will be able to exer-
cise sufficient discipline to avoid a return to heavy losses.
Nonetheless, there can be no doubting the benefits that
these reforms have brought. 
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