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Abstract

Insurance operations often occur with the cyclical changes of the
macroeconomic environmenis. When the market’s need of risk protection
exceeds the ability of insurance companies’ supply, insurance companies’
underwriting insurance business activities are the main source of profits.
When under the contrary conditions, the competition among insurance
companies makes them to the bad and the fund yield exceeds the under-
writing business to be the main source of profits. That is to say, as the
only two main profit sources, fund investment business and underwriting
business will play different role as the different economic development
phases. As the reducing of insurance fee and the rising of the
policyholders’ expectation, the profit from underwriting business will
gradually dwindle, which will badly affect the survival of insurance com-
pany. As a result, insurance companies must seek the profit from the
fund investment business. After China joined into WTO, more and more
cross-board insurance companies have entered into China. The investment
of insurance fund including QFII is becoming a regularity behavior.
These competitive. environments supply a reference to the Chinese insur-
ance companies. Therefore, the use of insurance funds has become a
major international insurance operation in business.

China will experience an important period of economic development
in the near future. China’s insurance industry will also face an important
opportunity of development. The overall requirements on the use of insur-
ance funds is deepening the reform of the use of insurance funds, push-

ing the operation of insurance funds to be professional, normative and
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Abstract

marketable, continually expanding the channel and the scope, taking
full advantage of long-term and stability of insurance funds to provide fi-
nancial support to the national economy. This shows that the using of in-
surance funds in China’s insurance companies has attracted widespread
attention in the theoretical and practical sides. Improving the effect of
Chinese insurance funds operation through entering into the capital mar-
ket to achieve the consolidation of safety, profitability and liquidity is the
central issue of this book.

This book firstly introduces the literature on the using of insurance
funds and the Modern portfolio theory, which provides the theoretical ba-
sis for domestic insurance funds to enter into capital market. For the risk
and revenue analysis of insurance funds operation, this book consults the
Markowitz’s portfolio theory. This theory divides the assets into risk-free
assets and risk assets, consequently combines the risk with revenue to a
whole analysis frame. As to China’s insurance funds, Markowitz’s theory
provides an operation way to insurance companies from bank deposit and
national debt to the combination of bank deposit, national debt, corpo-
ration bond, stock and fund, etc. When the combination includes stock
and security fund, the risk becomes the pivotal factor of investment.
This book refers to the VaR theory and applies a risk probability to a giv-
en revenue level. The risk probability represents the risk endure level of
insurance funds. So VaR is a very suitable method to measure the risk of
insurance funds investment.

Secondly, this book reviews the history of the using of insurance
funds in China, analyzes the current situation of insurance funds using,
and points out the problems of low revenue and high risk. This book also
analyzes the operation of insurance funds in the capital market from the
views of safety, profitability and liquidity. As a result, this book brings

forward that insurance funds’ entering into capital market is an effective
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solution to solve the revenue and risk problem of insurance funds invest-
ment. Then this book studies the necessity and methods of insurance
funds investing on capital market, points out the stock, bond and fund
are the main objects of insurance funds. Insurance funds can adopt direct
and indirect way to enter into capital market, which performs different
safety, profitability and lLiquidity.

In succession, this book studies the performance evaluation models
of insurance funds’ investment in capital market, and analyzes the three
representational single factor and multi-factor models of Reynor (1965),
Sharpe (1966) and Jensen (1968). Granger model shows that there is
causality relationship between investment performance and mobilization
value of capital market in China. So, it is necessary to deepen reform of
capital market, expend the investment channel and improve the propor-
tion of insurance funds to capital market. For insurance company, it is
important to select appropriate invest strategy and found optimal portfolio.
At the same time, the “exit” mechanism of capital market should be
consummated. The insurance company should establish actively choice of
portfolio and timely adjustment of investment, which can improve the
profitability on the basis of safety and liquidity.

Finally, this book analyzes the risk of insurance investment and u-
ses the B to measure the investment risk. On the study of conduction
mechanism, this book indexes that the insurance fund investment risk
should be controlled from the two aspects of capital market and insurance
company itself. On one hand, capital market should be reformed and in-
novated. On the other hand, insurance company should found appropri-
ate risk prevention policy and system. From macro-regulatory perspec-
tive, China should fully exert the function and action of SEC and IEC,
enhance communion and cooperation between them, explore and perfect

the cross-custody mechanism. From all above, the insurance funds can
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Abstract

achieve the profitability on the base of safety and hquidity and the Chi-

nese insurance companies can develop stably. On the end of this book,

some future research directions are presented.

Keywords: Insurance funds  Capital market  Profitability

Risk management
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