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The top priority of solvency regulation has aways been the prevention of insurers
insolvencies. The most intuitive way to make such prevention is setting up minimum
capital requirements. Traditionally, minimum capital requirements are constant. The
United States currently adopts the risk-based capital requirements, while value at risk prevails
in the banking and securitiesindustries. The purpose of this paper isto examine the
effectiveness of the above three capital requirementsin providing early warnings against
insolvencies for the property-casualty insurance industry in Taiwan.  Wefirst ssmulate
numerous financial positions for arepresentative insurer in the cyber world similar to the
markets of Taiwan and then examine the early warning capabilities of alternative capital
requirements. Wefind that all of the three capital requirements have early warning
capabilities significantly different from random guesses, athough error rates are high.
Constant minimum capital requirements are the worst among the three requirements for the
highest type | and type 1 error rates and the lowest hit ratio. The advantage of VaR over
RBC is not fully supported by this paper because VaR has higher type | error rate, even
though VaR has lower type |1 error rate and higher hit ratio than RBC has.
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