
4. Conclusion 

This study has examines the impact of the Risk-Based Capital requirements on life 

insurers for the period 1993 to 2001. We employ the 2SLS model used in Shrieves 

and Dahl (1992) to analyze this impact. The difference between our research and prior 

research is that we introduce n groups RBC class variables to replace the RBC ratios 

and segment the sample into several sub-samples according to SIZE, TYPE and 

insurer STATUS in order to explore in depth the different risk-taking behavior in the 

insurance industry.  

The results of this study suggest that there is a negative relationship between 

product risk and capital ratio, but an insignificant relationship between asset risk and 

capital ratio. We also find that life insurance companies with big/small size and 

high/low RBC ratio would decrease/increase their capital ratios and product risk. This 

would imply that regulators require insurers with a low RBC ratio to increase their 

capitals, which would increase product risk simultaneously.  

 The results suggest that stock insurers are willing to bear more risks than 

mutual insurers, and that mutual insurers would not be affected by the RBC 

requirement. We also find that the risk-taking behavior of small insurers with lower 

RBC ratios is the same as OUT insurers with low RBC ratios. This implies that the 



risk-taking behavior of small insurers with low RBC ratios may increase the ir 

probability of bankruptcy. 

In conducting this survey, we find that the RBC requirement cannot accurately 

gauge whether or not an insurance company will remain solvent. This is mainly 

because the behavior of a life insurer is much more complex than the risk model 

currently being used by RBC life insurance regulators allows. We suggest that the 

RBC requirements need some refinements.  The RBC standards are about to be 

implemented in Taiwan in the middle of 2003. It is hoped that this paper may be of 

interest to the insurance regulators involved in this implementation.  

 


