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Abstract

The World Investment Report 2004 issued by the Union Nation Conference on Trade and
Development (UNCTAD) indicates the service industry has been the mainstream of the world direct
investment. In such context, China’s opening in the insurance industry will attract a large amount of
foreign fund, which involves both developing opportunities and severe challenges. In order to
lighten the impact of foreign funds, we have to adopt relevant measures.

Keywords: China insurance industry, Foreign fund, Challenge
1. Current situation of foreign funds in China insurance industry

Since 80s of 20" cenfury, foreign insurance companies have established representative agency in China. In the late 1992,
the People's Bank of China authorized the first foreign-funded insurance company--American International Assurance
Company to enter the Shanghai insurance market. In 2001, China government instituted the Regulations of the People’s
Republic of China on Administration of Foreign-funded Insurance Companies and put it into action on 1* Feb, 2002.
The Standing Committee of the National People's Congress passed the amendment of Insurance Law and carried it out
on Jan 1%, 2003. In March 2002, China Insurance Regulatory issued the Regulations on Amending Related Rules of the
Administrative Regulations on Insurance Companies, clearing up the rules conflicted with the WTO agreement and our
promises. The authorization and amendment and cancel of the laws and rules will establish a more favorable
environment for the foreign-funded insurance company to enter market and to manage business. (Note 1)

According to the promises of China toward the WTO, before 11™ Dec, 2004, China should authorize the joint venture of
life insurance company to provide health insurance, group insurance, annuities and pension services. (Note 2) In term of
the time schedule on opening market in the China’s promises to WTO, from the November of 2004, China should
terminate the protection for domestic insurance companies and should not restrain the foreign-funded company to




establish branches in which regions and at what numbers. Presently, there are more than 60 insurance companies in our
country. And nearly 40 ones are foreign funded, exceeding the number of pure domestic companies. Since 2005, the
P Raign-funded companies’ market sharing has been showing a great increasing trend in our country, with a premium
“isdome 341.2 billion, accounting for 6.92% of the total premium income 4927.3 billion. (Qu, 2006)

2. China’s commitment on insurance industry opening ‘

In the WTO Agreements, all the member countries have established the service trade open policy in
form of specific commitments lists. Odd-come-shortly, China Insurance Regulatory has publicized
the specific opening commitment in insurance industry.

2.1 The form and venture proportion of the foreign insurance company

The foreign non-life insurance companies are authorized to establish branch companies or joint-venture companies with
a 51% proportion of foreign funds at most and could construct foreign-funded son companies in two years ‘sinc_e its
entrance. The foreign life insurance companies are authorized to establish joint-venture companies with a no more than
50% proportion of foreign funds, which could choose freely joint-venture partners. The foreign reinsurance companies
are authorized to establish joint-venture companies and branch companies and son companies. The foreign insurance
brokers companies are authorized to establish joint-venture companies with a reachable foreign funds proportion of
50%, and no more than 51% in three years, which could also establish foreign-funded son companies in five years. All
types of companies mentioned above are authorized to establish branch companies after the abolishment of region

restriction.

2.2 The region restriction and opening time

The foreign life insurance and non-life insurance companies are allowed to provide service in Shanghai, Guangzhou,
Dalian, Shenzhen, Foshan. In two years after China’s WTO accession they will be allowed in Beijing, Chengdu,
Chongging, Fuzhou, Suzhou, Xiamen, Ningbo, Shenyang, Wuhan and Tianjin. In three years the region restriction will
be abolished.

2.3 The permitting operation scope

Since China’s WTO accession the foreign non-life insurance companies are authorized to provide international ocean
shipping, aviation, and transportation businesses and reinsurance operations. They are also authorized to perform
no-region-limited “master policy” and insurance service for great commercial businesses, and to provide non-life
insurance services for overseas companies, and property insurance together with related responsibility and credit
insurance for foreign-funded companies.

2.3.1 International investment

The foreign non-life insurance companies could provide Chinese and foreigners with any non-life insurance service in
two years since the China’s WTO accession. The foreign life insurance companies are authorized to provide the Chinese
and foreigners with individual (non-group) life insurance service since the WTO accession. In three years they are
permitted to provide health insurance, group insurance and premium or annuity service for Chinese and foreigners.

2.3.2 Condition of Chinese market

The foreign insurance brokers companies are permitted to construct overseas institutions to provide great commercial
business insurance and perform international ocean shipping, aviation, and transportation businesses and reinsurance
operations. The reinsurance companies are authorized to construct branches, joint-venture and independent company to
provide life insurance and non-life reinsurance business without region and number limits. The legal reinsurance rate,
that’s 20%, will be reduced 5% every year since the WTO accession until the rate becomes none.

2.3.3. Forecast

In favor of improving Chinese insurance consciousness, spreading insurance knowledge, enlarging insurance needs. The
foreign insurance companies propagandize the advanced insurance consciousness and knowledge relying on their rich
experiences and abundant capital to make up the insufficiency of propagandizing insurance knowledge system in China.
Moreover, the coming of foreign-funded insurance companies will benefit the cultivation of insurance talents in China.

According to the above analysis, the coming of foreign funds brings both opportunities and
challenges to domestic insurance industry. The key is that in what way we view and treat these
opportunities and challenges.

4. Policy Suggestions on the utilization of foreign funds

4.1 Regulate the insurance law system and supervision system to build a good developing environment for national
insurance industry



At the present, the most impending task is to perfect legislation codes in domestic insurance industry according to the
transparency rule in WTO, by which the management of China insurance market could step into the legislation and
regulation road. And that can ensure the insurance industry a legal, orderly and self-disciplined development under the
government supervision. Therefore, the relevant laws and regulations should be perfected as soon as possible. That is, e
the government should modify the present laws and regulations prospectively and constitute relevant detailed rules "“\ g
based on the changing insurance market and the world advanced conventions in international insurance industry.
Secondly, besides the laws and regulations, the government should establish powerful and relatively independent
insurance supervising constitutions. And aiming to the practical needs, the government can add new insurance
supervising constitutions and extend its supervising field and enlarge the covering scope to get an instant understanding
of the insurance subjects and market trend. Thirdly, standardization of laws and regulations to meet the world market is
also an unavoidable problem in the open of insurance service market which concerning with all the policy fields, such
as price policy, tax policy and capital utilization policy, and so on. Fourthly, the perfect insurance policy could protect
the national insurance companies effectively and bring confidence to the foreign funds. The active participation of
foreign funds could impulse a rapid development in insurance industry.

Besides, the present companies limited should quicken their speed into stock market and the state-owned insurance
companies should perform joint stock company reform. The government should encourage small and medium
companies to form large insurance groups by means of cross share-holding, combination and purchase, reengineering or
strategic alliance in the securities market which would have high international competition capabilities and benefit the
integrated strength of national insurance industry. The insurance investment must follow the principles of steadiness,
matching and dispersiveness to make safety, income and fluidity in harmony. The financing should be controlled in its
opportunities and scales, keeping the capital costs under command. It must adjust the capital structure according to
macro-economy and securities market to guarantee the pay-off capability. The supervision department should be open to
insurance investment and be strict to control the investment proportion, making a reasonable proportion for some
high-risk investments, such as stock investment and company securities. It not only provides insurance companies with
alternative investment tools which can bring more investment opportunities, but also pay attention on the risk control of
insurance companies’ investment to ensure their financial stability and necessary solvency.

4.2 Develop human resources and implement talents strategy

Motivate employees internally and externally to stabilize talents pool. The essence of motivation is to meet people
demands. The Motivation-hygiene theory by Fredrick.H.erzberg has divided the Abraham Maslow’s Five-hierarchy
Needs into Hygiene factors and Motivators. The hygiene factors (internal inspiration) include all aspects which can
satisfy the employee’s existence, safety and social activities, such as salaries, bonus, welfare, social relations. The
motivators (external inspiration) include all aspects which can satisfy the employee’s self-esteem and self-fulfillment,
namely, the employee can obtain considerable satisfaction, freshness, glory and self-success from their work. Therefore,
the leaders should stabilize the insurance talents by means of inspiring internally and externally. And the internally
inspiration should be given the priority in the severe talents competition.

Employ people oriented policy. (1) Training. The state-owned insurance company must constitute a set of education
scheme to instruct employee according to their personalities and job characteristics. (2) Selection. Talents sources: The
talents could be promoted (internal promotion) from the organization at a low cost. And the promoted are familiar their
own sections. Proper promotion will motivate the organization members to compete, but improper promotion will
discourage the other excellent members in similar situation. On the other hand, the talents could be invited externally
(external recruitment). These talents might bring some fresh ideas to the organization, but they have to spend some time
adapting themselves in the new situation. In a word, where to find the proper candidates depends on the state-owned
insurance companies’ needs. (3) Managing talents. The insurance companies should manage personnel scientifically,
instruct feeling with sincerity and supervise businesses by strict regulations. The labor division and collaboration of
talents should follow some principals that encourage complementary, competition and contribution, as well as hierarchy
construction. Good working environment and proper delegation will help the insurance companies make full use of their
employees’ potential. .
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Note 1. This is an example.

Note 2. This is an example for note 2

“®ple 1. The capitals, assets and revenue in listed banks

Total capital stock | Income of main business | Total assets
Pudong Development Bank | 39.2 214.7 5730.7
Bank of China 459.4 33457 59876.9

Description for the above table.

Figure 1. The Trend of Economic Development

970" 1975

1988, .1990;

1980;

Description for the above figure.
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