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Abstract

The value of insurance lies in risk—spreading. People are nor-
mally identified as risk-abhorrer in economic research, for people
always try to avoid risk and seek security and stability. In this
sense, insurance improves social welfare. Compared with the histo-
ry of insurance, insurance regulation came into being not long ago,
so that the academic circle has not reached an agreement on the
cause of insurance regulation yet. Whatsoever, insurance regula-
tion exists objectively. In this dissertation, insurance regulation is
defined as the procedure of insurance regulatory institutions inclu-
ding the Government in light of laws and relevant rules to supervise
and regulate activities of both parties (mainly insurance companies)
in insurance contract.

In this dissertation, Economics of Regulation and Institutional
Economics are two basic methods to the study of insurance regula-
tion. From Economics-of-Regulation angle, through exploring root
cause of insurance regulation, the writer studies features of China
insurance regulation. From Institutional-Economics angle, on the
basis of the analysis of both demander and supplier in insurance reg-
ulation, the writer discusses the features of insurance equilibrium

and disequilibrium, and the changing course between equilibrium
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and disequilibrium as well. The dissertation consists of six chap-
ters.

Chapter 1 introduces theories of Economics of Regulation and
Institutional Economics. Economics of Regulation is a relatively
new economic subject. Early Economics of Regulation focused on
the origination of regulation. Public Interest Theory explains differ-
ently with Sectional Interest Theory on this issue. Public Interest
Theory, following orthodox economics “market failure” stance,
deems governmental regulation as endogenous variable in economy
development. As fundamental means of resource allocation, market
has insuperable defects such as information asymmetry, natural
monopoly, and externality and so on. To make up for the defects
and prevent social welfare from deteriorating, the Government, as
prolocutor of public interest, is supposed to impose appropriate
surveillance to the market so that to improve social welfare and
maintain public interest. Sectional Interest Theory advocates found
out via empirical research that government-surveillance industries
were less efficient in resource allocation, what is worse, extra mo-
nopoly profit has been produced. Hence, Sectional Interest Theory
advocates consider that the reason of government regulation is not
to overcome market failure, but originated from political rivalry be-
tween economic blocs or different departments. It is the outcome of
interest groups’ competition. One of the key hypotheses of Section-
al Interest Theory is that the Government is NOT prolocutor of
public interest, and that the Government aims to maximize profit.
The “profit” here includes not only economic profit but also politi-
cal profit. Capture Theory of Regulation (typical part of Sectional

Interest Theory) says that government regulation stems from the
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demand of monopoly industries, in order to sustain their monopoly
status. The rise of Sectional Interest Theory started from 1980s,
based on worldwide deregulation tide. The latest research direction
of Economics of Regulation is the discussion on supply mode of reg-
ulation system. Theory of Incentives in Procurement and Regula-
tion is the combination of Information Economics and Economics of
Regulation. Information Economics provided a most stimulating
regulation supply mode from principal-agent-theory angle.

Institutional Economics is another elementary research method
of the study. It is generally agreed that when institutional supply
meets demand, subject interests attain equilibrium, institutional e
quilibrium is thus realized. However, the equilibrium is only tem-
porary and instable. Once human (subject of interest) utility func-
tion changes, the equilibrium breaks. The transformation between
institutional equilibrium and disequilibrium is named institutional
change. Further, institutional change is categorized to compulsive
change and induced change. Institutional Economics propositions on
institutional demander and supplier and institutional equilibrium
furnish rationale for chapter 3, 4 and 5. Similarly, basic stances
on compulsive change and induced change provide rationale to chap-
ter 5, section 3.

According to the concept in this article, suppliers of insurance
regulation system are diversified. Whereas in practice, no matter
planned economy countries like China, or fully market economy
countries like USA, usually governments act as major regulatory
body. Because government controls the resources that other regula-
tory entities do not have, e. g. political power, power of force.

Besides, risk-spreading function of insurance enables government
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to achieve certain social objectives. Therefore, the article dedicates
chapter 2 section 2 to rationales and methods of government regula-
tion,

Chapter 3, 4 and 5 constitute hard core of this dissertation. In
the three chapters, the writer analyzes insurance institutional sup-
ply, demand, equilibrium, disequilibrium and means of retrieve e-
quilibrium with methodology of institution demand and supply.
Chapter 3 examines demand for insurance regulation institution. In
accordance with Public Interest Theory, market failure (e. g. in-
formation asymmetry) exists in insurance market. In addition, pe-
culiarity of insurance industry (i. e. unfairness in insurance con-
tracts drafting, insurance risk-spreading within financial system)
justifies the necessity of insurance regulation. China’s enterance to
WTO brings about fiercer competition in insurance market, and
this makes insurance regulation a must. From this research, it can
be identified that demand for insurance regulation is original while
insurance regulation supply is derivative. Insurance regulation need
to fulfill two goals, to attain healthily development of insurance in-
dustry and defend legitimate interest of policy holder. Solvency of
insurance company is like a bridge between the two goals. The dis-
sertation argues that according to Principle of Reticence, dynamic
supervision upon solvency can help insurance companies operate
smoothly, hence leads to healthy and steady growth of insurance
industry. Thus policy holders’ legitimate interest is successfully
defended and they can obtain timely and sufficient insurance bene-
fits or compensation.

Research object of chapter 4 is the supply of China insurance

regulation, which has two evident features as follows: monopoly
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status of regulation entity; and, non-coherence between regulation
preference and regulation targets. Governmental regulation authori-
ty is principal supplier of insurance regulation. Because of this char-
acteristic, insurance regulation in our country adopted the form of
administrative regulation. The reason the authority being monopoly
supplier lies in that the supply is lack of legislative supervision. The
supply to insurance institutions and social neutral institutions is far
from enough. ‘Absence and disequilibrium of regulation entity made
a compulsive changing way in chasing equilibrium. Being entity of
institutional change, government is bound to direct insurance regu-
lation to its own benefit. That government preference of insurance
regulation becomes the topic of section 2 of this chapter. As stated
by Public Interest Theory, utmost goal of insurance regulation
supply should be policy holder’ s interests. However, due to his-
torical and realistic factors and institutional inertia, institutional
change of insurance regulation tends to defend the whole industry’s
developing targets by means of compulsive change. Regarded from
value judgment respect, the dissertation claims that this deviated
from ultimate goal of insurance regulation.

Chapter 5, based on previous two chapters’ conclusions, in-
vestigates on institutional equilibrium and disequilibrium of insur-
ance regulation, and how to regain equilibrium. The dissertation
insists that same as other institution’ s equilibrium condition, in-
surance regulation reach equilibrium when institutional supply
meets demand, which is symbolized by general fulfillment of insur-
ance functions, Fulfillment of insurance guarantee function is insur-
ants motivation of purchase and ground rules of insurance compa-

nies as well; Fulfillment of financing function not only makes up for
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insurants’ time value, but also enables insurance companies to ac-
complish their utmost goal of profit maximization; Social manage-
ment function brings insurance industry into a virtuous circle by
conforming economic interest of insurance companies with social in-
terest. Nevertheless insurance regulation equilibrium is actually too
ideal to retain, for supply can hardly meet demand exactly. What is
more, any factor of demand or supply of insurance regulation chan-
ges will trigger change of the other. In other words, insurance reg-
ulation disequilibrium is the normality.

Seen from historical trends, insurance regulation follows a
slacken-strengthen-slacken route, which is similar to other finan-
cial regulation, and it is strengthening again. Seen from experience
of developed countries, insurance regulation has been seeking a
proper boundary. The dissertation claims that insurance market cir-
cumstance in specific economies or countries determines the area to
slacken or strengthen regulation. Amplified risks from the absence
of regulation entity and the mixed operation of financial industry an-
imate strengthening insurance regulation. The standpoint advocated
by Sectional Interest Theory that regulation protects monopoly in-
terest and hinders resource allocation in the market comprises the
reason for slacken regulation. That insurance regulation developing
process in micro-level complies with the complementation between
market allocation and governmental regulation in macro-level is not
simply by accident, instead it is decided by economic rules.

In according to research results of previous chapters, the last
chapter brings forward suggestions on China insurance regulation
institution under fast changing condition: On macro level, insur-

ance regulation institution should be constructed under the instruc-
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tion of law with diversified entities. Meanwhile, respond mixed op-
eration of financial industry with informationized regulatory meas-
ures; on micro level, legislative regulation and other non-adminis-
trative regulation should be reinforced when administrative regula-
tion loosened; on regulation contents, better to loosen the regula-
tion for entering the industry and fee level as well as reinforce the
regulation for insurance agencies, insurance investment related
products and insurance brokers,

Major standpoints and conclusions of the dissertation are as
follows:

First, demand for insurance regulation institution originated
from market failure and specialty of insurance industry; while sup-
ply of insurance regulation institution is to reduce the social welfare
decrease caused by market failure to minimum, Therefore, the sup-
ply of insurance regulation institution is derivative.

Second, Public Interest Theory in Economics of Regulation is
rationale of the demand for insurance regulation institution; mean-
while, Sectional Interest Theory provids mode of its supply. Seen
from practical angle, the supply of China’s insurance regulation in-
stitution tend to accelerate growth of insurance industry; and, seen
from normative perception, supply of insurance regulation institu-
tion should target at protecting insurant’s interest.

Third, both parties (demander and the supplier) in insurance
regulation institution affect each other. Superfluous or insufficient
supply brings corresponding changes on the demand. Interaction
between demand and supply of insurance regulation institution leads
to its equilibrium. However, equilibrium is comparative and tem-

porary; disequilibrium is absolute and long-lasting. Institutional



Abstract

disequilibrium is probably caused by supply factor as well as de-
mand factor.

Fourth, in regaining institutional equilibrium, efforts are nee-
ded in insurance regulation body, content and tactic. As to regula-
tion body, administrative regulation should be slackened and take
non-administrative means instead, especially legislative regulation.
Eemploy different regulatory strategy to different regulation con-
tent, For example, strengthen appropriately the regulation on in-
surance fund utilization, company solvency and mixed-operation
company or products; meanwhile slacken regulation on fee level
and industry entry condition properly. When come to regulation tac-
tic, modern information technology should be applied in insurance

regulation to cope with current sophisticated market circumstance.
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