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Executive Summary

Integration in the financial sector has become an emerging trend in the devel-
oped countries. In the Eleventh Five-Year Plan of National Economic and Social De-
velopment of China and the Eleventh Five-Year Plan of the Development and Reform
of the Financial Sector of China, it has been explicitly proposed that the industry
should “steadily carry forward the experiment of financial integration”. Against this
backdrop, how to understand financial integration and the development of Chinese
insurance industry in this context has become strategic questions of great importance

to the Chinese insurance industry for the present and future.

This book is divided into three parts besides the Introdution. In the first part
(Chapter 1 = 3), entitled “The Institutional Evolution and Theoretical Founda-
tion” , we provide a systematic review of the history, current status, and theoretical
debates over financial integration in China and abroad. In the second part ( Chapter
4 -5), entitled “Model Comparison and Performance Evaluation” , we conduct an
in-depth analysis that compares, selects, and evaluates several typical models of op-
eration in Chinese insurance market. In the third part ( Chapter 6 — 7)), entitled
“Strategic Choice and Environment Improvement” , we discuss the choice of develop-
ment strategies of Chinese insurance industry as well as the improvement of the exter-

nal environment for the industry.

Introduction. Against the backdrop of integration in the financial sector, we sup-
port the experiment and exploration of integration in the insurance industry. However,

we emphasize that it is crucial to well understand several important rationales from the
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perspectives of the market, firms, laws, and regulations in the process of such exper-
iments to avoid possible pitfalls. We propose six fundamental rationales: 1) The main-
stream model of operation should be determined by the mainstream demand of consum-
ers; 2) The choice of firms’ models of operation should be determined by transaction
costs and the appropriate limit of scale; 3) The core function of insurance finanial
conglomerates is “to seek synergy of resources” ; 4) The focus of legislations and pol-
icies should be to coordinate the interests of various stakeholders; 5) A regulatory
framework should be set up that incorporates a coordination mechanism based on regu-
lations of different lines of business; 6) More emphasis should be put on risk manage-

ment in the insurance industry.

Chapter 1: The Evolution and Experiences of International Financial Integra-
tion. In this chapter we first discuss the meaning of financial integration from the perspec-
tives of scope of business and form of implementation. Based on that, we define financial
integration referred in this book as an institution aiming at conducting cross-lines-of-busi-
ness operations through innovations in the organizational structures of financial organiza-
tions. We then summarize the four typical models of development of financial integration
from the history and conduct a detailed comparison and analysis of the motivation and ev-
olutionary path of these different models. Finally in this chapter we draw some implica-
tions and insights from the history of institutional transitions of international financial in-
tegration. The insights are the following. First, the liberalization and innovation in the fi-
nancial sector is the direct driver of financial integration. Second, the changes of the
costs and benefits of financial regulations are the direct reasons for transition of the insti-
tution of financial integration. Third, in the evolution of financial integration, the mar-
ket-diven approach is superior to the government-driven approach. Fourth, the model of
development of financial integration determines the mainstream organizational structure of
financial conglomerates. Fifth, financial regulations lag behind the development of the fi-

nancial market.

Chapter 2: Financial Integration in China: History, Current Status, and
Prospect of Development. In this chapter, we conduct an in-depth analysis of the four
stages of the development of Chinese financial system during the past three decades from

three aspects: theoretical preparations, changes of laws and regulations, and the devel-



