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Chapter 5

Conclusions and Suggestions

The third phase of rate deregulation is approaching. The authorities have already

implemented the first and second phases of rate deregulation. The main purpose of this study

is to examine the influence of rate deregulation on the Taiwan property-liability insurance

companies.

First of all, we examine the market structure of property-liability insurance in Taiwan.

The market is competitive, the barrier to entry is a lot lower now than it ever has been, and

the products are not completely homogenous. The market structure in Taiwan

property-liability insurance industry is similar to a monopolistic competitive market. After

1996, it seems that the growth ratio of the written premium on fire insurance and automobile

insurance have become negative every four or five years. The main cause is that the market is

competitive and the premium rate decreases. It seems that insurers often get involved in price

competition.

Secondly, we examine the underwriting performance of property-liability insurance.

After the implementation of rate deregulation, the expense ratios of domestic insurers were

increasing slowly. The expense ratios of foreign insurers decreased from 1998 to 2002.

However, those of foreign insurers were increasing after deregulation. Overall, expense ratio

of property-liability insurance industry has been increasing slowly from year to year. On the

other hand, net loss ratios of domestic insurers were all under 60% after 2002. Net loss ratio

was controlled well after rate deregulation. In addition, net loss ratios of foreign insurers have

decreased significantly since 2001. Net loss ratio of the property-liability insurance industry

decreased after the implementation of rate deregulation. On the whole, combined ratios of

domestic insurers decreased from 2002 to 2004 but those increased in 2005 and 2006. The

situation of foreign insurers was the same as that of domestic insurers. Thus, underwriting

profit of the property-liability insurance increased significantly from 2002 to 2004 but

decreased in 2005 and 2006.
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Thirdly, we estimate expected underwriting profit by applying the methodology in

Fairley (1979). In 2006, the expected underwriting profits were all negative and most

insurers’ actual underwriting profits were bigger than their expected underwriting profits. It

seemed that the underwriting business of most insurers were profitable in 2006.

However, combined ratio has notably increased since 2004. The growth ratio in written

premium was negative in 2006. The expense ratio increased slowly from 2002 to 2006. In

addition, the growth ratios in written premium on automobile insurance were negative from

2004 to 2006. Plus, the ratios in automobile insurance, fire insurance, and property-liability

insurance industry were all negative in 2006 because premium rates decreased. It seemed that

we need to notice the underwriting performance and cost management of the insurers.

Anyway, the net loss ratios were controlled well and were under 59% from 2002 to 2006.

In conclusion, the rate deregulation in Taiwan seems to induce the growth ratio in

written premium to become negative and combined ratio to increase slowly. However, net

loss ratio is controlled well in the recent years. Besides, most property-liability insurers still

got the positive underwriting profit in 2006. The authority may implement the third phase of

rate deregulation in 2009. According to our study, we recommend that the authority should

heed the increase of expense ratio and establish a fair competitive market. In addition, other

related suggestions are listed as follows.

Suggestions for the authority

The third phase of rate deregulation may commence in 2009 and the market may

become more competitive than before. The complete statistic data base for insurers is needed

to be improved. In addition, the supervision on the rating is important and the authority

should supervise the solvency ability of insurers. An independent rating organization is

needed to be set up in order to provide related information about the risk premium and rates.

Suggestions for property-liability insurers

The property-liability insurers need to improve efficiency management. The expense

saving and cost control are the main points that should be taken into account by insurers. In
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addition, to improve underwriting performance and control loss ratio are important for

property-liability insurers.

Property-liability insurers should establish their own statistic data base and improve

their ability to make premium rates. The property-liability insurers need to innovate and

diversify the products to avoid price competition. Besides, they can enhance the service

quality to attract the consumers. Finally, property-liability insurers need to strengthen the

education of personnel.

Suggestions for consumers

The diversification of insurance products may increase and the service offered by

insurers may become better than before. Consumers can compare the service and the content

of product and not only focus on the price of the products. Different products may provide

different service and the consumers can choose the best one which meets their own needs.


