Economist

11.08.2001 / No. / Page 57-58

Insurance in Asia

Unprofitable
policies

HONG KONG

A fast-growing market, but maybe not
one worth fighting over

TH:E only thing now delaying China's
accession to the World Trade Organisa-
tion (wT0) is a spat between its two big-
gest members, America and the European
Union, over insurance. At issue is whether
America’s largest insurance company,
AIG, should continue to enjoy preferential
treatment by China's regulators, thus
putting European competitors at a disad-
vantage. To judge by the effort the multi-
national insurance giants are putting into
wging their respective governments to
fight their corner, it would seem that there
is a great deal to play for.

Then again, the companies could be
wrong. Emerging Asia has long posed a co-
nundrum for western insurers with global
ambitions. On the one hand, the region is
home to some of the world's fastest-grow-
ing markets, at a time when insurance in
developed markets is pretty saturated. On
the other hand, there is no guarantee that
growth brings profits.

In the long term, and if growth were the
only criterion, multinationals’ regional
strategy ought to be clear enough. In a

forthcoming report, Kai-Uwe Schanz, cl_;%ef
Asian economist at Swiss Re, the world’s
second-largest reinsurer, estimates that the
insurance markets in both China and India
could double in size by 2005. In contrast,
most Asian markets, which shrank during
the financial crisis of 1997-98, are still mak-
ing up lost ground.

Moreover, South-East Asia's markets
are fragmented—and already open to for-
eign insurers. India’s and China’s are
highly concentrated, and only just starting
to open up. In Malaysia, the Philippines
and Singapore, foreign insurers already
control over half of the life-insurance mar-
ket. They have less than 1% in China and
noteven thatin India.

Growth rates can deceive. Take China,
which is reckoned to be Asia’s most pro-
mising market, with 1.3 billion people.
Even if insurance did double by 2005,
China’s market would merely rank along-,
side Switzerland’s in size. If it doubled
again by 2010, it would be equal to Italy's,
More important, in any case, is the fact that
growth alone says nothing about whether
foreign insurers would make money from
these markets.

The lure of losing

In Chinaso far, they have not. The multina-
tionals give few hard figures about their
Chinese business, but, by best estimates,
only A1g, the first foreigner in China, was
briefly profitable and now barely breaks
even; all other multinationals lose money.
With or without the w0, this is unlikely
to change soon, says Stephen Harner, a
consultant in Shanghai. In the current jos-
tling for licences, “the winners may end up
envying the losers.”

In China, insurance is unprofitable
partly because the only people who can af-
ford to buy policies are the top earners,and
the only way to reach these (in a country
thathad noinsurance atall until the 1980s)
is by sending agents from door to door.
There is no more expensive way of selling

» insurance. In developed markets, insurers
make their profits entirely from invest-
ment income, since premiums are usually
too small to cover claims and expenses. In
China, on the other hand, insurance com-
panies are condemned to invest mainly in
low-yielding bank deposits and govern-
ment bonds. China now plans to allow
insurers to invest directly in the capital
markets. Yet the stockmarket is, says Wu
Jinglian, China’s grand old man of eco-
nomics, “worse than a casino”.

It is unprofitable especially because of
red tape. Ma Yongwei, China’s insurance
regulator, likes to talk about the “golden
opportunities ahead" for foreign insurers.
In practice, however, regulators will work
hard to take the shine off. Much asin Japan
two decades ago, says MrHarner, the regu-
lators’ priorities are not to benefit consum-
ers, but to nurture a strong domestic indus-
try. The regulators will tolerate foreigners,
and even make a point of learning their
skills. But they will not want to let them
prosper, and that is something which will
not change much with wro membership.

Afew hurdles

Consider the straitjackets for foreign insur-
ersin China, To enter the market atall, mul-
tinationals must maintain representative
offices for years before upgrading these to
branches. In between, there is a lot of en-
tertaining of regulators in karaoke bars.
Then, insurers may do businessin just one
city at a time—and, in non-life insurance,
with foreign customers only. In life insur-
ance, China forces foreigners (with the ex-

ception of A1G, hence the spat) to form
joint ventures with local companies. For-
eign insurers which want access to the na-
tional market (as opposed to one city) may
take stakes of up to 25% in a domestic in-
surer—provided, thatis, they get the regula-
tors' say-so.

The idea in all this is to attract foreign
expertise and to pass it on to locals before
the foreigners can capitalise on it. Given
this, corporate strategists at western head-
quarters may do well to weigh up as much
whether to invest in Asia as where and
how much. m
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