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• The views expressed in this presentation are those of the presenter, and not 
those of the presenter’s employer.  

• Nothing in this presentation is intended to represent a professional opinion 
or be an interpretation of actuarial standards of practice.  

• This presentation is intended solely for educational purposes and presents 
information of a general nature. It is not intended to guide or determine any 
specific individual situation and persons should consult qualified 
professionals before taking specific actions.  

• Neither the presenter and the presenter's employer shall have any 
responsibility or liability to any person or entity with respect to damages 
alleged to have been caused directly or indirectly by the content of this 
presentation. 
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Roadmap of  VA’s Introduction into China 
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2003 
• Individual Unit-linked Product Actuarial Guidelines prohibited provision of minimum guarantees.  There is no 

change to this point in the updated  Unit-linked Product Actuarial Guidelines in 2007. 

2006-
2007 

• Foreign JVs started to introduce the concept of VA to CIRC 

2008 
• CIRC visited Japan and the US to study VA 

2009 
• Senior Official at CIRC advocated life product innovation at insurance forum targeting senior management team 

of life insurers 

03/201
0 

• Initiate  the study of VA and explore the feasibility of launching VA pilot program at appropriate time was listed  
as CIRC’s working focus 

07/201
0 

• Main framework of VA products, including product design and valuation, was determined with active 
involvement of several representative direct insurers 

05/201
1 

• Tentative rules on VA was released and pilot program of VA kicked off 

06/201
1 

• First VA product in China was launched by AXA-Minmetals 

07/201
1 

• Sino-US United Metlife launched first VA product based on CPPI 

5 



Background of Introducing 
VA into China 

Joint IACA, IAAHS and PBSS Colloquium in Hong Kong 
www.actuaries.org/HongKong2012/ 6 



Background 

Joint IACA, IAAHS and PBSS Colloquium in Hong Kong 
www.actuaries.org/HongKong2012/ 

Macro-economic Environment 

Demographic and Consumer Trends  

 Regulatory Considerations 

Insurers’ Mindset 

Insurance Market Landscape 

CHANGES 
IN 

7 



‹#› 



Macro-economic Environment 
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Increasing Interest Rate 
 
 
 
 
 
 
 

 
 Minimum guaranteed credited interest rate for participating and universal life 

products, which is capped at 2.5%, is not so competitive 
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Volatile/Falling Equity Market 
 
 
 
 
 
 
 

 Unit-linked products hard to sell 
 Credited interest rate to universal life and dividends paid to participating products 

meet downside pressure due to unsatisfactory investment performance of 
insurance companies 

 Existing investment-type insurance products are losing charm 
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Demographic and Consumer Trends 
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Family Becomes Smaller 
 
 
 
 
 

 
 Financial dependency among family members decreases 
 Higher demand for annuity products 
 Up to now, the annuity business in China has developed slowly with limited product 

offerings. Main reasons: 
− No tax benefit;  
− Fixed annuity relatively expensive due to 2.5% pricing interest rate limit, no 

real annuity table, pricing conservatively for uncertain longevity risk 

Falling Fertility Rate 

Source: Credit Suisse 
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Demographic and Consumer Trends 
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Consumers become more prudent 

 In 2011, the number of new stock account opened by individual investors are 
even lower than the number in 2008.  And only a quarter of A-share stock 
accounts actually hold securities.   
 

 Investors are moving away from equity market. 
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Consumers become more prudent (cont’d) 
% of consumers who 
would like to have 
more investment 

% of consumers 
who would like to 
have more savings 

% of consumers who 
would like to have 
more consumption 

Demographic and Consumer Trends 

 Increased inertia from investors to move their money away from savings.  
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Demographic and Consumer Trends 
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Consumers become more prudent (cont’d) 
 
 
 
 
 
 

 

 In 2011, the Capital Guaranteed Fund (CGF) from mutual fund industry gained 
momentum with 17 new CGFs came into the market and the AUM of CGF’s more 
than doubled from Yr2010 to reach RMB 51.5 billion.  

 Capital preservation became a much more important investment objective for most 
people.  
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Regulatory Consideration 
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More Innovation Needed 
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The four cornerstone events that believed to have accelerated the growth of 

China’s insurance market 
 

Agency Channel 
Brought into 

China 

Life Insurance 
Spun Out of 

General 
Insurance 

Participating Life, 
Universal Life and 

Unit-linked 
Products 

Introduced into 
China 

Bancassurance 
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More Innovation Needed (cont’d) 
 Compared with our counterparties in the US or Europe, Chinese insurers are lack of 

innovation instead of “excessive innovation” in recent years.  This is especially true for 
product innovation.  

 
− Land grabbing strategy makes insurers increasingly focused on developing new 

distribution channels.  
 

− The impact of new products has been reducing 
 Most of the time, the development of new product has little connection with 

the insurer’s core competency 
 Easy for others to copy  
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Regulatory Consideration 
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Diversification of Business Portfolio is Needed 

 Participating product has become the single most important product in China’s life 
insurance market and the situation has been deteriorating after the introduction of 
new China GAAP reporting rules. 

 
− In 2010, among the 248 top-5 selling products ( except for one company who only 

reported the top-3 selling product ) reported by 50 life insurers, 72% of them are 
participating and among those participating product, 78% is endowment 

 
− Total premium by product: By the end of June 2011, 91.6% of life premiums come 

from participating product 
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Insurer’s Mindset 
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Brand New or Me Too? 
 Although the Chinese life insurance industry is a relatively young market, the industry 

is very large and has a wide geographical distribution. Competition has become 
fiercer and the pressure on insurers to differentiate has intensified.  

 
− Number of Life Insurers increased from 42 in 2005 to 62 in 2010 
− Life insurance market is still consolidated. However, the market share of the top 3 

companies decreased from 70% in 2005 to 56% in 2010.  
− The second-tier life insurers picked up rapidly with regard to premium income 
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Insurer’s Mindset 
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Brand New or Me Too? (cont’d) 
 Especially for foreign insurers, who have limited branch offices normally restricted to 

larger cities and more developed provinces, competition there is significantly more 
intensive. 
 

 Foreign insurers’ market share in China has been small and many of them are 
reconsidering their business strategy.  How to differentiate themselves from the 
dominant domestic insurers?  
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Insurance Market Landscape 
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Pressure to Re-structure 
 Life premium growth rate has decreased sharply to 5% in 2011, the lowest growth rate 

since 2000.  
 

 Fifteen life insurers including China Life, Taikang Life and Taiping Life had negative 
gross premium growth from 2010 to 2011.   
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Insurance Market Landscape 
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Pressure to Re-structure (cont’d) 
 Bancassurance business, which is the dominant distribution channel and has been the 

key driver of life insurance premium growth, witnessed strong declines in 2011. Jan – 
Nov 2011, the growth rate of bancassurance premium at industry level is - 9.87%. 
− New Bancassurance regulations 
− Increased capital requirements on bank through RRR increases 
− Increased bank deposit rate makes the insurance product unattractive 
− Increased competition from substitute products offered by banks 

 
 Savings type insurance products are becoming homogeneous. With little tax benefit, 

these deposit-replacement products are pretty much similar to products offered by 
banks and compete mainly on investment yield.  The business model of heavily relying 
on such kind of products is hardly sustainable. 

Top 4 Life insurers’ 
Bancassurance Premium (unit: million RMB) 2011 2010 Growth % 

China Life 
New Business Premium          112,649           141,842  -21% 
Total Premium          144,900           157,835  -8% 

Ping An 
New Business Premium            13,497               9,673  40% 
Total Premium            15,534            10,555                 47% 

CPIC Life 
New Business Premium            30,512             41,100  -26% 
Total Premium            44,450             48,201  -8% 

New China Life 
New Business Premium            30,985             44,318  -30% 
Total Premium            56,692             61,690  -8% 

Source: 2011 Annual Report of China 
Life, Ping An, CPIC and New China Life 
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VA 

For Insurers: 

1. Existing investment type products losing 
Charm under current Macro-economic 
environment. VA is a new option. 

2. Offer chance for foreign insurers to 
differentiate themselves from dominant 
domestic insurers.    

For Investors 

 Meet their potential needs on: 

 1. Wealth management 

 2. Retirement 

 3. Capital preservation. Potential to earn 
market upside with downside protection  

 

For Regulators: 

1. Help diversify the business portfolio 

2. Truly new product which can help 
insurers to improve actuarial, risk 
management, investment management 
and sales management: ESG, Stochastic 
modeling, CPPI, Internal synthetic 
hedging… 
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Entry Barrier 
for Insurers 

Sales Region 
Limited to 5 

Cities 
Sales Quota 

Sales Channel 
Exclude Over-

the-counter and 
TM/DM 

Product Feature 
Requirement 

Reinsurance and 
Structured 

Solutions Not 
Encouraged in 
Pilot Program 

Risk Management 
Mechanism: CPPI 

or Internal 
Synthetic Hedging 

Information 
Disclosure 

Requirement 

Key Considerations in Current VA Rules 
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Current VA Market Landscape in China 
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 Three Life Insurers have launched VA products in China by the end of March 2012 
 

− All of them are foreign JVs: Sino-US United Metlife, AXA-Minmetals and Huatai 
− Their parent company overseas have VA experience (Metlife, AXA and ACE) which 

provides them the advantage of picking up the know-how in a short period of time 
− The sales volume of the VA product offered by AXA-Minmetals and Sino-US United 

Metlife  is believed to be RMB 100 – 200 million 
− Sales channel used: tied agency and bank 
− Another foreign JV’s VA product is pending approval from CIRC 

 
 Domestic insurers are a bit “quiet”, possibly due to: 
 

− Lack of internal expertise on VA risk management 
− Not sure about the product’s market potential 
− Worry about the risks of mis-selling by sales channels who are used to sell deposit-

replacement products as VA is much more complicated 
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Current VA Market Landscape in China 
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AXA VA 
(launched in June 2011) 

Metlife VA  
 (launched in July 2011) 

 Premium Payment Term Single pay Single pay 

 Policy Term 7 Years 10 Years 

 Guarantee Provided 
GMMB: 100% of principal at 

maturity 
GMAB: 80% of  the highest unit price 

* number of units 

 Guarantee Charge 1.5% of Account Value per year 1.2% of Account Value per year 

 Guarantee Strategy Internal Synthetic Hedging CPPI 

 Premium Allocation   
Charge/Initial Charge 

2% 

For less than RMB 1MM :    2.0% 

For RMB 1MM – 5MM :   1.5% 

For more than RMB 5MM:  1.0% 

 Bid-ask Spread 2% 0% 

 Fund Management Charge 1% p.a. 1.5%  p.a. 

 Surrender 
Charge/Redemption Charge 

5% / 4% /3%/ 2% / 1% in the first 5 
years. Free from 6th policy year. 

2% / 1.5% /1.5% in the first 3 years. 
Free from 4th policy year. 

Product Feature Snapshot 
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Current VA Market Landscape in China 
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VA Product Performance  
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Population 1216.5 million 1355.2 million 

GDP Growth Rate in 2010 8.80% 10.40% 

GDP Per Capita USD 1475 USD 4428 

Life premium ranking in Asia 4th 2nd 

Insurance market open-up in 2000 
in 2002  

after china joined WTO in Dec 2001 
Market entry for foreign 
companies 

Must form JVs, foreign ownership up to 26% 
Must form JVs for life insurers, foreign 

ownership up to 50% 

Solvency Margin Requirement 
Fixed factor formula  

(x% of reserves plus y% of sum at risk) 
Fixed factor formula  

(x% of reserves plus y% of sum at risk) 

Insurance Density for total 
insurance business (USD) 

64.4 158.4 

Insurance Density for life 
insurance business (USD) 

55.7 105.5 

Insurance penetration for total 
insurance business (%) 

5.1 3.8 

Insurance penetration for life 
insurance business (%) 

4.4 2.5 

Capital market 
Underdeveloped, especially the derivative 

market 
Underdeveloped, especially the derivative 

market 

Insurer’s access to derivatives Restricted Not allowed 

What We Could Learn from India 

Joint IACA, IAAHS and PBSS Colloquium in Hong Kong 
www.actuaries.org/HongKong2012/ 

India vs. China 

Source: World Bank, Swiss Re  Sigma “World Insurance in 2010” 
Data is up to 2010 
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India vs. China 
 
 Dynamic hedging is not practical under current market environment 

 
 CPPI or internal synthetic hedging is an alternative 
 

− In India, most of the highest-NAV guaranteed ULIPs work on CPPI to provide the 
guarantee.  

− Most life insurers in India offer at least one NAV-guaranteed ULIP as part of their 
product suite. 

− Estimated ULIP AUM under CPPI strategies: Rs 200 000 million as of Nov 2010 
− According to the Life Insurance Council in India, the highest NAV plans contribute 

around 20% of Indian life insurer’s ULIP business. These products have become the 
largest selling ULIPs since September 2010 when Insurance Regulatory and 
Development Authority (IRDA) introduced new charge-capping regulations for ULIPs.  
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India vs. China 
 Key contributing factors for the success of CPPI-based highest NAV guaranteed ULIPs 

 
− Importance of unit-linked business in the overall life insurance market: In India, unit-

linked business has dominated the Indian life insurance market for nearly a decade 
− Foreign insurers, who are the main driving force of launching highest-NAV ULIPs in 

India, take significant market share in the industry  
− Competition from mutual fund is relatively small 
− Tax benefit 
− Past financial crisis, capital preservation became a much more important investment 

objective for most people who had seen reductions in their fund value as ULIPs at the 
time of crisis did not provide any guarantees and the major portion of their investments 
are in equity portfolios 

− High interest rate 
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India vs. China 

 Key risks of CPPI-based highest NAV guaranteed ULIPs 
 

− Mis-selling 
 They are not exactly aligned with stock market movements.  
 Mostly of the investment would be in debt as the maturity date approaches 
 

− Systematic risk of “buy high, sell low” 
 When equity market falls, the insurers would try to sell equities. If there is too 

much concentration of such products in the market, a large number of insurers 
might sell equities at the same time to protect the guarantee, leading to a further 
market fall 

 
− Cash lock 
 
− Gap risk 
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Contact Information: 
 
Sharon Huang, FSA  
+86 10 8523 3189 ( Office ) 
+86 13621342357 ( Mobile) 
 
Email: sharon.huang@milliman.com 
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