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Executive Summary

On Dec. 11, 2001, China officially joined the World Trade Organization ( WTO).
Within the decade in WTO, China’s opening-up has stepped onio a new stage, with the
national comprehensive strength dramatically enhanced and the international status and
influence significantly improved. As the focus of the WTO accession negotiations and the
pioneer in the opening-up after the accession, the insurance industry has been placed

in an important position in the strategic layout of China’s overall opening-up.

Under that background, this book, from the basic theory, conducts systematical eval-
uation over the opening-up of China’s insurance industry on the macro and micro level, and
accomplishes in-depth discussion over the several major issues and policy options about the

opening-up of China’s future insurance industry on the basis of international comparison.

The book is divided into five chapters in addition to the introduction part. The first
chapter is “Theoretical Explanation of the Opening-up of the Insurance Market”. The
second chapter is “Evolution and Evaluation of the Opening-up of China’s Insurance In-
dustry” . The third chapter is “Business Strategy of Foreign Insurance Companies and
Evaluation” . The fourth chapter is “International Comparison on the Opening-up of the
Insurance Market” . The fifth chapter is “ Major Issues and Policy Options about the
Opening-up of the Future Insurance Market; 2011 -2020".

Introduction. As for the opening-up of China’ s insurance industry, there is a
series of significant and fundamental issues worth thinking about. Here, we present five
basic ideas: 1) itis “win-win” , instead of “zero-sum game” , that shall be the strate-

gic foundation of the opening-up; 2) we should follow the criteria of “ Three Favora-
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bles” (whether it promotes the insurance industry to serve the economical and social
development, wheter it improves the international competitiveness of China’s insurance
industry, and whether it improves the welfare of insurance consumers ); 3) we should
lay more stress on the latest trends of “Macro-prudential Regulation”; 4) the “ going
out” strategy of the insurance industry is to be the inevitable requirement of our national
strategy; 5) “Globally Consistent Supervision Rules” will exert profound influence on

the opening-up pattern of the insurance industry.

Chapter 1: Theoretical Explanation of the Opening-up of the Insurance
Market. According to the “ Comparative Advantage Theory” and the “Financial Deepe-
ning Theory” , the opening-up of the insurance market, with the introduction of exter-
nal competition entities, has significant promotional effects on the development of the
insurance market in developing countries. For multi-national insurance groups, on the
basis of the consideration of ownership advantages, location advantages, and the
advantage of market internalization, their motivation for overseas expansion mainly
includes: the strategy based on the following of their clients, the strategy based on the
pursuit of market, and the strategy based on diversification within global range. From
the practical perspective, the passive expansion is the primary stage” of the overseas
expansion of insurance groups, and the active expansion is the choice of more and more
insurance groups, and the diversification strategy is the inevitable option of insurance
groups to lower their risk. For the emerging markets, it is an important part of the finan-
cial liberalization to open up the insurance market and introduce international insurance
groups. The fundamental motivation for the opening-up is to promote the development of
local insurance industry, and further promote the deepening of the financial industry
and the healthy development of the economy. However, neither the theoretical study on
the opening-up effects nor the empirical research can give out the affirmative answer. In
other words, the opening-up of the insurance market is not only an opportunity but also
a great challenge for the host country. In order to develop the insurance industry and
promote the benign circulation of economy, emerging countries should choose to open
up their insurance markets in an active and steady manner, with reasonable and appro-

priate use of trade protection measures.

Chapter 2: Evolution and Evaluation of the Opening-up of China’ s Insur-

ance Industry. This chapter conducts overall summary and evaluation of the process of



Executive Summary

the opening-up of China’s insurance indusiry from the vertical perspective of history,
with the focus on the influence of the overall deployment and the opening-up view on the
opening-up process, the focus on the evolution of the opening-up pattern, and the
focus on the influence of the opening-up on the industry safety, financial security,
industry competitiveness, etc. In the passing decade, the insurance industry has quick-
ly stepped onto the stage of all-round opening-up. Foreign companies have gradually
merged into China’ s insurance industry, and their participation in the market has
increased in a stable manner, forming the pattern of fair competition and common
development between foreign and local companies. However, on one hand, the devel-
opment speed of foreign companies in China is lower than expected, with their overall
scale relatively small and their market share relatively limited; and on the other hand,
there also exist some policy restrictions. Therefore, the potential competitiveness of
foreign insurance companies has not been fully developed, not causing evident threats
to the survival of Chinese insurance institutions. China has complete national and finan-
cial sovereignty with powerful prudent supervision, thus well avoiding the risk caused
by the opening-up. The practice clearly tells us that the competition pressure and dem-
onstration effect from the opening-up have speeded up the internal reform process, dra-
matically improved the industry competitiveness, promoted the reform and maturity of
the supervision system and improved the consumer welfare. An open system with global

resources, capital, technology and products, conforms to Chinas long-term interests.

Chapter 3: Business Strategy of Foreign Insurance Companies and Evalua-
tion. This chapter, from micro perspective, conducts summary and evaluation of the
business strategy of foreign life insurance companies and foreign property insurance com-
panies in the past decade, in terms of the organizational structure, products, market-
ing channels, regional development, talent development and so on. According to our
study, for the organizational structure strategy, on the basis of their own features, for-
eign insurance companies select the most suitable organizational structure to develop
their advantages. For product strategy, within the tolerance of policy, they will make
full use of the research and development advantages of the foreign shareholders to meet
the needs of consumers on the target market through the differentiation strategy. For the
marketing channel strategy, there are two features “overall convergence” and “individ-
ual differentiation” in foreign life insurance companies, while foreign property insur-

ance companies implement simpler strategy due to various restrictions. For the regional
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development sirategy, they locate headquarters in such central cities as Shanghai and
Beijing and view the Yangtze River Delta, the Pearl River Delta and the Bohai Coastal
Region as the “bridgehead” of the strategy, and further develop into the Midwest
region on the basis. For the talent development strategy, they adopt positive strategy by
means of training, introducing and assigning talents. Looking to the future, they will be
faced with more and more competition pressure from China’s local insurance companies ;
their strategies need adjusting; the trend of differentiation will be further intensified

among foreign insurance companies.

Chapter 4 : International Comparison on the Opening-up of the Insurance
Market. Different countries may follow different pattern for the opening-up of their in-
surance markets. Due to the discrepancy in the development level of insurance industry
and economic and financial policies as well as the influence of political and economic
environment, they may have different options in terms of the opening-up time, speed,
degree the supervision policies. On the basis of the difference in the opening-up speed
and degree, this chapter identifies two patterns for different countries (regions): the
fast complete opening-up pattern and the gradual limited opening-up pattern. The fast
complete opening-up pattern is one with relatively rapid speed and higher opening-up
degree, and according to different motivation, it can be further divided into two types:
the active pattern and the passive pattern. The gradual limited opening-up pattern
means the opening-up is implemented cautiously and gradually with several phases, and
relative laws and regulations need to be constantly improved to create relatively larger
development space and relatively longer time for the local insurance industry to adapt to
the new changes in a gradual process. We review typical countries from each patiern in
terms of the motivation, process and the effect of the opening-up and then summarize
several international experience and lessons based on the review: first, the opening-up
should be based on national conditions and conducted in a gradual manner; second, reg-
ulatory and supporting measures should follow the opening-up pace of the insurance mar-
ket; third, the host country’s position and planning should be insisted and the negotia-
tion ability need to be enhanced in face of the pressure from developed countries; fourth,

importance should be attached to the role of the reinsurance market in the opening-up.

Chapter 5: Major Issues and Policy Options about the Opening-up of the
Future Insurance Market: 2011 -2020. “It takes ten years to grow trees, but one



