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FOREWORD

The Asian Development Bank (ADB) financed several technical assistance projects in 2000
to help the People’s Republic of China (PRC) strengthen the institutional capability of financial
market regulators and supervisors with the objective of promoting healthy and orderly growth of
the PRC’s financial markets. Although it got a relatively late start compared with the banking
and capital markets, the PRC’s insurance sector has experienced rapid changes, particularly in
the areas of institutional reforms of domestic insurers and entry of foreign insurers. After the es-
tablishment of the China Insurance Regulatory Commission (CIRC), ADB was invited by the
Government to work with CIRC to strengthen its regulatory framework and institutional capabili-
ties.

Constraints faced by the PRC insurance sector include poor asset quality and financial posi-
tion of insurance companies; weak regulatory and supervisory framework and enforcement mecha-
nism; low management and professional standards; low standards of accounting and risk manage-
ment; and the limited investment options available for insurance companies. The PRC’s acces-
sion to World Trade Organization has provided a good opportunity to strengthen competitiveness
of the insurance sector for reducing debt risk, improving financial management, improving pru-
dential supervision, strengthening capital positions, and generally improving efficiency through
greater competition.

The report financed under TA No. 3302: Capacity Building for the Insurance Sector Regu-
latory and Supervising System, was completed in 2001. The report advocates the development of
a strong, risk — based insurance industry, mobilizing long — term contractual savings, and facili-
tating the ongoing social security reform process in the PRC by (i) strengthening the legal and
regulatory framework and operational guidelines; (ii) upgrading the capabilities of the CIRC as
the regulator and supervisor of the insurance sector; (iii) establishing an internal solvency rating
system; (iv) developing professional and management standards; and (v) improving the finan-
cial fitness of insurance companies.

Recommendations of the TA were adopted and the Insurance Law, 2002 was amended along
with the issuance of revised/new implementation regulations and procedures. The regulations re-
late to prudential supervision, targeting fraud, control of agents, brokers, abuse of power of su-

pervisory personnel etc. The TA further helped in capacity building of CIRC as well as strength-
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ening CIRC’s role in educating the insurance policy holders and the general public about insur-
ance and the need for transparent regulatory framework. ADB will continue to work with the
Government and the market participants to ensure implementation of new amendments of the In-
surance Law and associated regulations.

This report is being published for the benefit of the PRC insurance industry and the findings
of the study and its publication has been endorsed by the PRC Government. The report is being
disseminated to a wider audience — government officials, academics, bilateral and multilateral

development agencies. The report is also being published in Chinese.

N

Muhammad E.Tusneem
Director General
East and Central Asia Department

Asian Development Bank
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