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Chapter 1

Introduction

As a member of the World Trade Organization (WTO) since 2002, Taiwan authorities

continuously promote the deregulation and liberalization of insurance industry. The Ministry

of Finance (MOF) has issued “The Three Phases Rate Deregulation Plan” to improve the

growth and internationalization of the insurance market in 2002. Rate deregulation is an

important issue for insurers because it might deepen the price competition among insurers.

The deregulation has already been implemented in some countries and some problems

have been arisen. In Germany, the premium rate became lower and might be changed once or

twice a year owing to the price competition among insurers. Deregulation resulted in

increased loss ratio, negative premium growth rate, and higher underwriting loss. In spite of

the poor profitability performance, insurers still kept their solvency ability. The same

problems also occurred in Switzerland, and the authority adopted strict supervision, hence no

insurers lost solvency ability. In Japan, severe price competition problem caused the negative

premium growth ratio, increase of losses, and lower underwriting profit (Chen, 2005).

Therefore, deregulation will induce over-competition among insurers that results in

lower premium rate. The growth ratio of premium decreases to a level less than zero and the

loss ratio increases consistently. The focus of this paper is to explore the effects of rate

deregulation in Taiwan.

In Taiwan, the third phase of “The Three Phases Rate Deregulation Plan” is approaching.

In 2006, there were 15 domestic insurers (excluding fishing boat insurance cooperatives) and

7 foreign insurers in Taiwan property-liability insurance industry. The property-liability

insurance products are highly homogeneous and the market segmentation in property-liability

insurance industry is not clear. Hence, the property-liability insurers often get involved in

price competition. The authority could not control the rebate and unfair discrimination

efficiently. These illegal behaviors influence the integrity and stability of the insurance
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industry a lot.

Will the insurance market and underwriting performance become more stable after rate

deregulation? Statistics show that the growth ratio of written premium was negative and

premium rates for automobile and fire insurance were decreased in 2006. Therefore, an

examination of rate deregulation is needed to evaluate its influences on property-liability

insurance market. In this paper we study the profit performance after the first and second

phases of deregulation to see whether the insurers earned reasonable underwriting profit or

not.

Biger and Kahane (1978), Hill (1979), and Fairley (1979) applied the concept of the

capital asset pricing model (CAPM) to estimate the expected underwriting profit. They

considered insurers as capital borrower from the insured and took investment income into

account. Chang et al. (2008) applied Fairley (1979) methodology to calculate the expected

underwriting profit in Taiwan market during the period from 1999 to 2003. They found the

methodology appropriate for the prediction of underwriting profit in Taiwan. Therefore, in

this paper Fairley (1979) methodology is used for the estimation of expected underwriting

profit. The stability of underwriting performance is investigated as well.

In addition to discussing the underwriting performance, we also explore the market

structure in Taiwan’s property-liability insurance industry. Hall and Tideman (1967), Bailey

and Boyle (1971) discussed the measures of industry concentration. Deltuvaite et al. (2007)

reviewed the measures for concentration and used the Herfindahl-Hirschman index and the k

bank concentration ratio to investigate the concentration impact on the competition. We also

apply the two frequently used measures to the examination of concentration in

property-liability insurance industry. Besides, we discuss the selling costs and scale

economics.

The main purpose of this study is to examine the effects of rate deregulation on

property-liability insurance industry. We study the market structure in the beginning and

analyze the underwriting performance in the following parts. The rest of the analysis is
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organized as follows: Chapter 2 reviews the literature, related classification standards of the

insurance industry structure, and the rate deregulation plan. Chapter 3 introduces the research

method. Chapter 4 reveals the empirical results. Finally, chapter 5 concludes this research.


