
Chapter 7 Conclusions  

This dissertation examines concentration in property-liability insurance industry and 

the relationships between concentration and insurer profitability for the time period 

2000 to 2006. Concerns arise from increased concentration that might lessen 

competition and enhance firm market power with higher profits. The results support 

the evidence that industry concentration level increases significantly, however, not all 

lines of insurance experience increased concentration. Moreover, concentration level 

has a significantly positive effect on insurer profitability which is consistent with 

previous studies (e.g. Bajtelsmit and Bouzouita 1998; Choi and Weiss 2005). 

Implications of this study are summarized as follows. 

I. This dissertation extends previous literatures 

First, this dissertation studies property-liability insurance industry concentration 

as well as by-line concentration for all insurers under successive sample period 

from 2000 to 2006. Nissan (1996) analyzed industry concentration only, and later 

Nissan and Caveny (2000) analyzed by-line concentration. In these two studies, 

k-firms concentration ratio is compared between two or three years, i.e., only k 

largest insurers are included and the sample results probably would not consistent 

over the whole period. 

Second, this paper constructs empirical studies of relationships between 

concentration and insurer profitability in Taiwan property-liability insurance 

industry. Choi and Weiss (2005) examined relationships between concentration 

and profitability in U.S. property-liability insurance industry. Insurer 

characteristics such as affiliation with financial holding group and usage of 



affiliated agency are incorporated in the regression model.  

II. Merger and acquisition activities result in higher concentration level 

The results show that industry concentration level experiences increase, value of 

Herfindahl index increased from 0.08 in 2000 to 0.0913 in 2006. This is consistent 

with previous studies that found the same trend in U.S. property-liability 

insurance industry (Nissan 1996). Several lines of insurance experience increase 

in concentration whereas others experience decrease. For example, during the time 

period 2000 to 2006, concentration level in bonding & credit insurance increases 

from 0.1294 to 0.2892, while concentration level in others insurance decreases 

from 0.1533 to 0.1198. 

The concentration level trends to increase over the time period 2000 to 2006 

significantly. Merger and acquisition lessen industry competition which resulted in 

greater concentration in property-liability insurance industry.  

The industry concentration has an average value of 0.0846, which proves that 

merger and acquisition activities are not anticompetitive comparing to the 

concentration criterions set forth in the U.S. Antitrust Law. Any industry 

concentration level below 0.1 is considered to be lawful. In this case, merger and 

acquisition required no further analysis by regulators. 

III. Concentration level has positive effects upon insurers’ profitability 

Empirical evidence supports SCP hypothesis, in the contrary, RMP hypothesis is 

not supported. Industry concentration is positively related to insurer profitability, 

and the p-value is 0.004 that significant at 1% level. Previous studies have 

disclosed the same results in U.S. property-liability insurance market (e.g. 



Bajtelsmit and Bouzouita 1998; Choi and Weiss 2005). On the other hand, market 

share is negatively related to profitability. RMP hypothesis is not as much 

convincible as promoted by Roades (1985) in explaining performance.  

In addition, revenue earned ratio is significantly positive related to profitability, 

and coefficient of expense ration is negatively related to profitability. The 

implication suggests that insurers should work on improving cost efficiency in 

order to get higher profits. One attainable solution for insurers to achieve this goal 

is to engage in merger and acquisition to enlarge economy of scale. 

The implications of this study suggest that insurers’ performances are expected to be 

improved after merger and acquisition. The concentration level experiences an 

increase of 14 percent from 2000 to 2006. Moreover, examinations of relationships 

between market structure and performance found that concentration level has positive 

effects upon profitability. Empirical examinations in U.S. property-liability insurance 

industry also provide evidence that merger and acquisition are value-enhancing 

(Cummins and Xie 2006, 2008). 

Consequently, increased concentration level resulted from merger and acquisition 

impacts market structure, hence influences insurers’ performances in Taiwan property- 

liability insurance market. Therefore, it is expected that merger and acquisition 

activities can improve firm performance. 

 


