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I would like to express my sincere congratulations to the China Center for Insur-
ance and Social Security Research (CCISSR) of Peking University, on the publica-
tion of “Beida CCISSR-Aviva Insurance Research Series”. The success of this Series
is a result of the tremendous efforts by Beida’s CCISSR research team.

Our past experiences tell us that academic research is extremely valuable in
steering the right course of development for any growing industry. Indeed, in support-
ing this Research Series, Aviva wants to encourage the professional and prudent de-
velopment of a Chinese insurance industry.

Aviva is the world’s 5™ largest insurance group and the largest in the United King-
dom. Building upon 300 years’ of expertise and experience, Aviva is firmly committed
to our life insurance business through our China joint venture Aviva-COFCO. As we
grow our business, we are also mindful of our commitment to China’s development and
future leadership in the insurance industry.

The Chinese economy will present one of the world’s most exciting growth oppor-
tunities in the decades to come. This growth augurs well for the development prospects
for the Chinese insurance industry and we see the “Beida CCISSR-Aviva Insurance
Research Series” as a major milestone in this development.

Once again, congratulations to the Beida’s CCISSR research team on the publication

of this series. Aviva is very proud to be associated with this success.

Lord Sharman

Chairman, Aviva plec
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Executive Summary

From the start of the reform and opening-up policies three decades ago to the for-
mal proposal of establishing the socialist market economy in 1992, from the passing
of CPC Central Committee’s Decision of a Number of Issues on the Establishment of
the Socialist Market Economy in 1993 to the adoption of CPC Central Committee’s De-
cision of a Number of Issues on the Improvement of the Socialist Market Economy in
2003, China has achieved a smooth transition from a highly centralized planned eco-
nomic system to a vibrant socialist market economy. In the Conference Commemora-
ting the 30" Anniversary of Reform and Opening-Up in December 2008, Hu Jintao
stated that, “We should always adhere to the socialist market economic system,
continue to strengthen and improve the macroeconomic control system, and continu-
ously provide powerful support to the steady and fast development of the economy and
the society. ” Against this backdrop, it is of great strategic importance to conduct a
systematic examination of the relationship between the insurance system and the mar-
ket economy from the perspectives of history, theory, and empirics, and, based

upon which, to inspect the development of Chinese insurance industry.

In addition to the Introduction, this book is divided into five chapters. The first
chapter is “The Evolution of the Insurance System and the Emergence of the Market
Economy”. The second chapter is “ A Discussion on the Criteria for Assessing the
Market Economy and the Introduction of the Insurance System”. The third chapter is
“The Market Economy and the Development of Insurance: International Experi-
ences”. The fourth chapter is “Thirty Years Since China’s Reform: The Insurance

System and the Market Economy”. The fifth chapter is “Insurance Industry in Chi-
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nese Market Economy in the Next Thirty Years”.

Introduction. In the process of reforming and developing the insurance industry
as well as establishing and improving the market economy, it’s necessary to examine
in-depth the relationship between the insurance industry and the market economy
from a historical and international perspective, to clarify misunderstandings, and to
form correct rationales. On the relationship between insurance and the market econo-
my, we propose six concepts: 1) A market economy without a good insurance indus-
try is not a solid market economy; 2) The foundation of insurance industry is to pro-
vide economic security and risk management; 3) “Fiscalization of insurance” is an
institutional distortion; 4) The development of the insurance industry should follow
the objective laws of the economy; 5) The greatest responsibility of the insurance reg-
ulators is to protect consumers’ interests; 6) The government should coordinate and
plan the development of the insurance industry in accordance with the notion of im-

proving the market economy.

Chapter 1: The Evolution of the Insurance System and the Emergence of
the Market Economy. In this chapter we examine the evolution of the insurance sys-
tem as part of the development of the human society from a risk management perspec-
tive, and, based on which, we explore the logic relationship between the insurance
system and the market economy. Humans face various uncertainties in production and
daily life and are always in search for and create the most effective way of risk manage-
ment to secure survival and safety as well as to achieve development. The change of the
production and living environment entails changes of the contents and the forms of
risks, which leads to the changes of the most effective risk management institu-
tions. This evolutionary process of risk management institutions is also the process of
the emergence and the development of the insurance system. The rise of the modern in-
surance system is an inevitable result of the commercialization and monetization of
humans’ productive and life relations, as well as of the cultivation of commercial spir-
its and the use of contracts in the development of the commodity economy. Meanwhile
the marketization of the insurance system is the natural consequence of a series of fac-
tors in the process of the development of the market economy, such as the diversifica-

tion of risk types, the maturity of statistic and actuarial techniques, the accumulation
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of experiences and institutions of early insurance development, the commercialization
of the consumer security system, and the establishment of the “market demand-orien-
ted” concept by commercial capitalists. In summary, the fact that the modern insur-
ance system was bred and evolved with the emergence and the development of market
economy shows that the start and the development of the insurance system and those of

the market economy are a simultaneous and inseparable historical process.

Chapter 2: A Discussion on the Criteria for Assessing the Market Econo-
my and the Introduction of the Insurance System. Based on an in-depth analysis
of the criteria for assessing the traditional market economy, the starting point and the
objective of this chapter is to study the special significance of the insurance system as
part of the criteria for the market economy. The chapter starts with a comprehensive
examination and review of various typical indicators to assess a traditional market
economy in the international practice and theoretical research. We find that, limited
by the designed functions, the designed subject, and ideological foundations, the
traditional criteria ignore the institutional premises underlying the economic phenome-
na under study, and thus ignore the intrinsic linkage between the insurance system
and the market economy. To accurately assess whether a market economy system has
been set up and perfected, one must pay special attention, both in terms of method-
ology and strategy, to the institutional premises of the market economy. Based on this
judgment and the in-depth analysis of the nature of market economies, we further
point out that a set of appropriate and effective criteria for the assessment of market
economies must start with the institutional framework, and comprehensively assess
whether the self-developing, self-coordinating, and self-protecting functions of the
market mechanism have played a dominant role in economic activities, and whether
the self-organizing function has a solid social capital foundation. The insurance system
is important to the realization of the self-developing, self-coordinating, and self-pro-
tecting functions of the market economy, and it is one of the fundamental elements of
the market economy. The perfection and maturity of the insurance system is also an
important indicator of social capital. For these reasons, ignoring the factor of insur-
ance system will have serious negative effects in the assessment of market econo-
mies. Finally in this chapter, we propose a rationale on reconstructing the criteria for

market economy.
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Chapter 3: The Market Economy and the Development of Insurance: In-
ternational Experiences. In this chapter we provide empirical support to the proposi-
tions we made in Chapter 2. We study the experiences of 67 emerging and developed
economies during 1995 —2007. Insurance expenditures per capita and index of eco-
nomic freedom are respectively taken as the indicator for the development of the in-
surance industry and that of the market economy. It is assumed that per capita insur-
ance expenditures are affected by factors like the level of market development, in-
come, and the development of the banking sector. We use both a pooled model and
an unobserved-effect model to test the impact of the market development of a country
on the development of the insurance industry. The empirical results show that, in
general, per capita insurance expenditures (on life or non-life insurance) are posi-
tively and significantly correlated with the level of development of market econo-
mies. This result holds for both emerging and developed economies. In other words,
holding other factors constant, the higher the level of market development, the high-
er the per capita insurance expenditure, and, accordingly, the higher the level of
insurance industry development. The positive relation between the market economy
and the insurance system confirms the proposition that the insurance system is endog-
enous in the market economy as we argued in Chapter 2. And it also means that it is
necessary to incorporate the factor of insurance system into the criteria for assessing

market economies.

Chapter 4: Thirty Years since China’s Reform: The Insurance System
and the Market Economy. The thirty years of market-oriented reforms have brought
tremendous changes to China, both economically and socially, and it has also injec-
ted new vigor and vitality into China’s insurance industry. At the same time, the im-
provement of the insurance system also had an impact on the market economy and
promoted its development, mainly in the following seven areas. In terms of corporate
governance, the insurance system helped resolve problems arising from enterprise re-
forms, promoted personnel mobility, implement correct economic accounting prac-
tices, adjust product structures, improve the risk management mechanism, play a
role in investment and financing, and helped enterprises establish a modern manage-

ment system. In terms of social security, the insurance system helped establish and



