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Abstract

This paper provides an empirical study of rate deregulation plan and profit

performance in Taiwan property-liability insurance market. The data used in this

study are from Insurance Year Book, Taiwan Economic Journal Data Bank, and

Important Indexes of Insurance Industry (Taiwan) during the period from 1998 to

2006.

Based on the classification by Klein (1999), the market structure of Taiwan

property-liability insurance industry is similar to monopolistic competitive market and

the property-liability insurers are engaged in intense competition. The results of this

study show that the expense ratios of insurers rise slightly from year to year and the

combined ratios also follow a trend of increase. The actual underwriting profits of

most property-liability insurers are larger than the expected numbers estimated by

using the methodology in Fairley (1979). The empirical results are as follows:

(1) The market structure is similar to monopolistic competitive market for that the

Herfindahl indexes are all below 0.1. The growth ratios of written premium on fire

insurance and automobile insurance seem to become negative every four or five

years after 1996. Besides, the negative correlation between expense ratio and the

scale of economics in insurance market from 1998 to 2003 was significant at the p

= 0.01 level. However, this correlation from 2004 to 2006 was not significant at

the p = 0.1 level. It seems that larger insurers do not have significant cost

advantages over smaller insurers in the recent years, namely the entry barriers

decline.

(2) The expenses and costs keep increasing. Except 2001, the combined ratios
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ranged from 91.09% in 1998 to 93.49% in 2006. The expense ratio increased to

40.51% while the net loss ratio decreased to 52.97% in 2006.

(3) The underwriting profits of most insurers are positive. The expected

underwriting profits by using the methodology in Fairley (1979) is less than the

actual ones in 2006. Among the 20 property-liability insurers, the actual

underwriting profits of 17 insurers were larger than their expected underwriting

profits.
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