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Insurance

Arun Sudhaman

hina’s capital markets stand to re-

ceive a substantial boost from the

deregulation of the insurance in-
dustry that should occur once Beijing
joins the World Trade Organisation.

Theimpactof WTO entry on relative-
ly open industries such as consumer
goods is expected to be limited but the
insurance sector, largely shielded from
foreign competition, is likely to face a
fundamental revolution.

The head of economic research and
consulting at global reinsurance giants
Swiss Re, Kai-Uwe Schanz, believes a
number of crucial measures have the po-
tential to transform the mainland’s capi-
tal markets, making them far more at-
tractive for potential investors.

The mainland’s insurance market is
worth about US$20 billion (HK$ 155 bil-
lion) at present and Mr Schanz expected
it would double by 2010,

Foreign insurance companies face
strict restrictions and have a market
share of less than 2 per cent. Foreign in-
surers are allowed in a few cities, Shang-
hai being one, but operations are tightly
controlled.

The WTO agreement, however,
stands to change all that.

Under the terms of the deal, Beijing
has agreed to allow foreign non-life in-
surers to operate wholly owned subsid-
iaries two years after accession.

Furthermore, foreign life insurers
will be able to hold a maximum 50 per
cent stake in joint ventures with domes-
tic life insurers.

The geographical restrlctlons will
vanish within three years of accession
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Swiss Re economic research and consultmg head Kai-Uwe Schanz foresees the
freeing up of China’s insurance industry as Beijing rewrites regulations for WorId

Trade Organisation membership and the drawing in of foreign players.

and, to Mr Schanz’s delight, insurance
llcences will be issued based on relevant
economic criteria. ‘

“China has agreed, in future, that
business licences will be granted based
on strictly prudential criteria, so no long-
er according to political or other
considerations,” he said.

Mr Schanz is also happy that the mea-
sures allow for gradual liberalisation of
the insurance industry rather than, in his
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words, “a shock-like increase in com-‘
petition”.

Suddcn relaxations in regulatlons
could, according to Mr Schanz, lead to
more insurance company msolvenmes
as is the situation in Japan

Aetna International vice- prcmdent
for pension business in the Greater |
China region David Hatton agrees that, |
Chinese insurance companies are not
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very likely to face the insolvency prob-
lems of their Japanese counterparts.

“Chinese insurance companies are
simply not as bankrupt as Japanese in-
surance companies,” Mr Hatton said.
“The [Chinese] Government has con-
cerns about solvency.”

However, it is clear domestic Chinese
insurers must gear themselves up to meet
the demands of foreign competition. In
this respect, Beijing has been imple-
menting reforms aimed at making their
insurance industry better prepared for
the foreign influx,

To begin with, the investment chan-
nels open to insurers are being broad-
ened, so life insurers are now allowed to
invest, in some cases, up to 15 percent of
their total assets in mutual funds. How-
ever, for an industry used to the meagre
returns of bank deposits and treasury
bonds, the readiness to invest in mutual
funds must be questioned.

Mr Schanz said: “It is interesting to
note that Chinese domestic insurers
have not used the leeway that they have
for investing in these funds.” Often, less
than 5 per cent of assets were invested,
with companies concerned about fund
management and performance.

“Part of the reason is they [domestic
insurers] don’t know what performance
will be,”” Mr Hatton said on the low per-
centages invested in funds.

Dr Schanz also believed Chinese in-
surers should be allowed to invest direct-
ly in primary and secondary markets, by
underwriting share offers and, as recent-
ly allowed, in open-ended mutual funds.

“What we see right now is relatively
strict,” Mr Schanz said. “It would be
more attractive if opportunities in open-
end investment funds were opened up -
then I think we would see more invest-
ment from the insurance side.”

The recent moves to allow open-ended
mutual funds are a step in the right direc-
tion, although there are still concerns over
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fund management. At present, only do-i!
mestic companies are allowed to manage
funds - although three Chinese fund!
houses do have high profile “alliances
with international fund houses. W,

Beijing also encourages domestic in-
surers to seek a stock market listing in -
order to strengthen their capital base.

China Pacific Insurance, the
country’s third-largest insurer, is plan-‘;.
ning to list its property insurance arm on
the market.

Additionally, the two largest Chinese
companies, China Life and the People’s
Insurance Company of China, are
mooting the idea of listing.

Mr Schanz was confident measures
implemented by Beijing would be effec- i,
tive, but did have fears about the quality'i
of insurance workers in the mainland. i

“I foresee a lot of competition for in-1
surance experts in China — this is proba-,
bly the biggest problem the incumbent:
firms face, to offer similar terms and {
conditions as the foreign firms.” v
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