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Agenda 

• Theme – Actuaries moving into nontraditional areas 
• Australia 
• China 
• New Zealand 
• Summary of tools and skills actuaries should be 

developing to serve stakeholders 
• Opportunities and risks for actuaries, particularly in 

consulting 
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Economics Quote 

In economics , things take longer to happen than you think they 
will, and then they happen faster than you thought they could” 
 
- Rudi Dornbusch German Economist 
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Scope of Presentation 

• Today I will use the term “regulatory” in a broad sense to 
refer to various government initiatives in APAC such as: 
– Risk based capital 
– Detariffication 
– Reserving 
– Government disaster pools 
– Solvency requirements for catastrophes 
– Post event recovery (e.g. Thailand or New Zealand) 

• I will use examples from Australia, China, and New 
Zealand 

• Focus is on how actuaries can participate in these 
activities and what skills are required 
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Significant Activity Across Asia 

• RBC and Solvency activity in many countries, including 
China (C-ROSS), Hong Kong, Indonesia (New Insurance 
Law), Japan, Pakistan, Philippines, Singapore, Siri Lanka, 
and Thailand 

• Detariffication (China and Malaysia) 
• New reinsurance requirements (China) 
• Examination or implementation of Cat Pools (China, 

Australia) 
• Reforms of state run insurers (Indonesia) 
• Foreign investment rules (India) 
• Review of catastrophe risk (New Zealand) 
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RBC – “Old News” 

• Most countries across APAC are modernizing their 
solvency regimes (e.g. China C-ROSS or Thailand) 

• Generally this involves: 
– Introducing risk based capital formulae similar in concept 

to those used by rating agencies 
– ERM 
– Governance 
– Recognition of catastrophe risk 

• Most countries either have or will adopt IFRS 
• Actuarial skills needed are clear and in the “traditional” 

space 
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Northern Australia Premium Taskforce 
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Taskforce Objective 

“The Government recognises that many people in Northern 
Australia have experienced a substantial increase in insurance 
premiums in recent years. In many cases, these increases have 
been far in excess of those experienced in the rest of the country, 
largely due to the risk of damage from cyclones. 
 
“The  Government established the Taskforce to explore the 
feasibility of options to reduce home, contents and strata 
insurance premiums in regions of Northern Australia experiencing 
insurance affordability concerns due to cyclone risks. These 
options include a mutual cyclone insurer, a cyclone reinsurance 
pool, and additional options raised during the consultations.” 
 
- Josh Frydenberg MP Media Release  
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Taskforce Analytical Process 

• Process: 
– Build industry database 
– Run cyclone models 
– Build a DFA model 
– Communicate results to stakeholders 
– Recommend actions (set up pool, design reinsurance, 

etc.) 
• Interesting considerations: 

– Consumer premiums 
– Economic activity 
– Government liabilities and balance sheet 
– Mitigation incentives 
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Treasury Interim Report 
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Public vs. Private Disaster Insurance 
Characteristic Public Private 

Capital Source Bonds Investor Capital 

Pre-Funding Accumulated premium Mandatory through capital 

Pricing Generic, subsidies Accurate, reflects risk 

Economic 
Incentives 

Command, such as building codes Economic, risk based, often more 
politically troublesome in short run 

Volatility Low High 

Demographic 
Effects 

More population and development 
in high risk areas, higher long term 
costs 

Risk based price limits high risk 
development, lowering long term costs 

Economic Post-event inflation, supply 
constraints 

Less high risk development, more 
investment in mitigation 

Investor Bonds, invest in building supply and 
development 

Private insurer capital, invest in mitigation 
technology, but high risk property values 
may suffer 
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Florida’s Hurricane Problem 
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Florida Hurricane Catastrophe Fund Structure 

• Reinsurance 
• Personal Lines 
• Coverage options 
• Premiums: 

– Exposure 
– Cat model rate 

• Retention 
• Limit 
• Expense 
• Funding 
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Public Policy Issues in Florida 

• How much “help” does the insurance industry need to 
lower cost of coverage to an “affordable” level while 
maintaining solvency? 

• What is the correct mixture of “up front” premium vs. 
“back end” assessment revenue? 

• How much should overall cost reflect relative risk of an 
individual policy? 

• How to reconcile answers from various catastrophe 
models, particularly for a reinsurance facility at a 
location level? 

• How can the FHCF encourage loss mitigation? 
• Are its rates “actuarially sound”? 
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Actuarial Soundness and Public Entities 
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Actuarially Sound Premiums 

• The term “actuarially sound” premiums is often used in 
the context of government programs 

• What does it mean? 
– AAL + expense overall (e.g. pooled premiums) 
– AAL + expense at risk level (often called “risk premiums”) 
– AAL + expense + risk load overall 
– AAL + expense + risk load overall at risk level 

• The last option is a simplified version of what a private 
sector premium should be 

• Government entities generally use one of the first three 
options, requiring subsidies either across the population 
or from taxes, assessments, or borrowing 



Rade Musulin - Regulatory Trends in the Asia Pacific Region 19 

Northern Australia Task Force Summary 

• Local example of a common problem globally, e.g. how 
to dampen price shocks to consumers caused by: 
– Technological advances in risk assessment 
– GIS and location/risk specific pricing 
– Development in high risk areas 
– Large catastrophes 

• There are opportunities for actuaries to add value at 
many stages of a project like this 

• However, “standard” tools and practices may not be 
adequate to address public sector issues 
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China Developments 

• State Council “Guidelines on how to accelerate the 
development of modern insurance industry in China” 

• CIRC: 
– C-ROSS, including ERM under Pillar 2 
– Reinsurance Registration System 

• Catastrophic Risk Pools: 
– National earthquake 
– Agriculture 
– Local schemes (e.g. Shenzhen) 

• Agriculture reserving 
• Motor Detariffication in six provinces 
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State Council Guidelines (I) 

• http://www.circ.gov.cn/web/site0/tab7561/info3928588.htm  
• #1:  Overall Requirements: 

– Guiding ideology: 
• Integrate the task of developing insurance industry into the 

overall framework of economic and social development 
• Modernize national service system and governance 

capacity for the growing demand for diversified insurance 
services 

– Basic Principles: 
• Adhere to market-oriented policies 
• Persist in reform, innovation and opening-up 
• Implement a system of risk monitoring and prevention 

http://www.circ.gov.cn/web/site0/tab7561/info3928588.htm
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State Council Guidelines (II) 

• #1: Overall Requirements (cont.): 
– Goals of Development by 2020: 

• A modern, compliant, trustworthy, stable, innovative and 
internationally competitive insurance industry is to be in 
place to provide comprehensive protection and exert 
functions needed in economic development and social 
progress 

• Insurance penetration will be 5% density 3500 Yuan 
• #2: To make insurance a part of the multi-layered social 

security system 
– Support for social security system 
– Innovate pension products and services 
– Develop diversified health insurance services 
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State Council Guidelines (III) 

• #3: To exert insurance risk management functions and 
improve social governance system 
– New methods of public service 
– Use liability insurance in resolving conflicts and disputes 

• #4: To perfect the economic compensation mechanism of 
insurance and increase insurance participation in disaster 
relief 
– Use insurance for disaster prevention and relief 
– Establish a catastrophe insurance system 

• #5: To promote insurance for agriculture, farmers and rural 
areas, and innovate methods to support and benefit them 
– Develop agricultural insurance 
– Rural micro-credit, farm property, life, healthcare 
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State Council Guidelines (IV) 

• #6: To expand the functions of insurance and facilitate 
economic upgrade 
– Use insurance funds for investment 
– Support development of strong stock and bond market 
– Play role in adjustment of economic structure 
– Support external investment (export credit insurance) 

• #7: To promote the reform and opening up for better 
development of the insurance industry 
– Reform insurance companies and corporate governance 
– Expand export of insurance services 
– Encourage development of innovative products and services 
– Accelerate development of a (domestic) reinsurance market 
– Expand reinsurance intermediary market 
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State Council Guidelines (V) 

• #8: To enhance and improve regulation for better risk 
prevention and mitigation 
– Step up regulatory modernization 
– Strengthen protection of insurance consumer rights 
– Make sure that no systemic or regional financial risks occur 

• #9: To strengthen infrastructure construction for a better 
development environment of the insurance industry 
– Promote the insurance credit system comprehensively 
– Strengthen the infrastructure of the insurance industry 
– Raise the public awareness of insurance 
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State Council Guidelines (VI) 

• #10: To improve the policy support for modern insurance 
service development 
– Establish an insurance regulatory coordination mechanism 
– Encourage government procurement of insurance 
– Conduct research on improving supportive tax policies 
– Secure the land supply for aging care and health services 

industry 
– Improve financial subsidies policy for agricultural insurance 
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Reinsurance 

• Reinsurance Registration: 
– Effective January 1 2016 reinsurers and reinsurance brokers 

must register with CIRC 
– Insurers must use registered reinsurers 
– Reinsurers must have secure ratings 

• Residential Earthquake Cat Pool 
– Standard coverage 
– Rates by region, construction 
– Claims standards 

• Local initiatives 
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China Summary 

• Dramatic change occurring in the insurance system 
• C-ROSS and similar solvency regulation is just a part of it 
• Insurance penetration targets are ambitious 
• Reinsurance registration program will have the effect of 

building the domestic reinsurance industry, possibly to 
the detriment of non-Chinese reinsurers/brokers 

• Disaster pools are being formed 
• Agriculture insurance is given significant prominence 
• Regulatory oversight is being strengthened, but can it 

possibly keep up with the pace of change? 
 



Rade Musulin - Regulatory Trends in the Asia Pacific Region 30 

Agenda 

• Theme – Actuaries moving into nontraditional areas 
• Australia 
• China 
• New Zealand 
• Summary of tools and skills actuaries should be 

developing to serve stakeholders 
• Opportunities and risks for actuaries, particularly in 

consulting 
 



Rade Musulin - Regulatory Trends in the Asia Pacific Region 31 

Christchurch Earthquakes 
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Earthquake Commission (EQC) 

• Formed after WWII as a government protection scheme, 
reformed as an earthquake facility in 1993 

• Covers residential property up to NZD 100k building and 
NZD 20k contents; participation is mandatory 

• Covers land 
• Premium set at 15 cents + GST for every $100 of private 

cover for fire insurance up to limit 
• Had accumulated NZD 5.6 billion of reserves 
• Had several billion of reinsurance 
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Post Event Issues 

• EQC reserves depleted 
• Significant claims handling issues due to interaction of 

EQC and private cover 
• Increased reinsurance costs 
• Many private insurers had issues with underinsurance 

and poor data about cover in excess of EQC 
• Financial stress on private insurers 
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Treasury Review Recommendations 

• EQC claims lodged with private insurers 
• Building cover to include siteworks 
• Increase cap to NZD 200k 
• Land cover only when rebuilding not practicable 
• Align terms with private insurer practice 
• Introduce a NZD 2k deductible 
• Discontinue contents insurance 
• Institute premiums reflecting cost of running EQC and 

risks of the scheme; review every 5 years 
• Retain scheme with Crown Guarantee 
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New Zealand Regulatory Issues 

• Capital adequacy for earthquake: 
– Insurance Act of 2010 requires a rating 
– Reserve Bank (regulator) by rule has had a 1:500 year 

standard that is gradually being increased to 1:1,000 year 
– Such a standard poses issues: 

• Stability of models at extreme return periods 
• Impact on local insurers vs. Australian subsidiaries 

• Fire service funding 
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Needed Skill Sets (Examples) 

Traditional 
Actuarial 

ERM 

Reinsurance 

Pricing 

GLM 

Reserving 

Data Quality 

Finance 

Accounting 

IFRS 

Bonding 

Government  

Natural 
Hazards 

Cat Model 

Underlying 
science 

Climate 
Change 

Structural 
Engineering 

Legal 

Regulatory 
Process 

Legislation 

Administrative 

RFP or Tender 

Political 

Process 

Constraints 

Media 

Speaking in 
English not 

Greek 

LOB 

Traditional 

Agriculture 

Flood 

Supply Chain 
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Actuarial (R)evolution 
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Opportunities and Challenges 

• There is a good deal of work available in this space 
• Actuaries are generally engaged in the “traditional” 

areas such as ERM or capital modeling 
• Traditional areas are only a part of the picture 
• Do we have the skills to handle participating broadly? 
• Areas needing improvement: 

– Financial literacy 
– Catastrophe modeling 
– Emerging lines of business, e.g. agriculture 
– Communications 
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Thank You  

Rade Musulin 
 
rmusulin@sprynet.com  
www.ozgator.com  

mailto:rmusulin@sprynet.com
http://www.ozgator.com/
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