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Concept Introduction
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1. Concept Introduction

Demand-Side Economics (Stimulus)
Y=C+I1+G+NX(1)

Demand-Side Economics argues that economic growth is most effectively created by high demand for products and
services. According to demand-side economics, output is determined by effective demand.

“Stimulus policies” such as monetary policies and fiscal policies will stimulate the total demands, leading to the
economic growth.

At the core of demand-side economics is the focus on aggregate demand. Aggregate demand is the combination
Consumption, Investment, Government Spending and Net Export

Where Y = GDP, Output, Total Income, Total Expenditure
C = Consumption
| =Investment in Capital Goods
G = Government Spending
NX = Net Export

Supply-side Economics (Structural Reform)
Y=FA, K, L))

« Supply-Side economics argues that economic growth can be most effectively created by investing in capital and by
lowering barriers on the production of goods and services.
« Function of “Structural Reform” is more complicated. Various factors of production lead to potential Economic growth.

Where Y = Total Output
A =Total Factor Productivity (ranging from technology to knowledge of worker)
K = Capital Input
L = Labor Input
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1. Concept Introduction

3 Drivers of Demand-side 4 Factors of Supply-side

'
Investment

Demand-side Supply-side .
Stimulus Reform Capital
Export
- Creativity

Economic Growth Potential Economic Growth

Section 2

Driving Forces of Supply-side Reform
for Life Insurance in China
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2. Driving Force

- Aging population pose challenges for both public and private sectors, thus

policies are implemented and services are provided
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2. Driving Force

http://data.worldbank.org.cn/

- Challenge : pension deficit - funding heavily depends on Pillar |
- Opportunity: the construction and improvement of Pillar Il and Ill are urgent

+ Pension Fund:

Highly rely on basic social pension plan such as Pillar |, government’s burden is heavy

Pillar Il, Corporate supplemental pension plan is stillimmature and weak

Pillar Ill, Individual Retirement Saving plan is in Pilot program

Unit: RMB 100M

Insured(10K) | Fund Balance | Premium Income Pay Out Government Fiscal
Support

Social Pension 85,833 39,937 23,717 27,929
Urban Employees' Basic

pension System 35,361 35,345 23,016 25,813 6,325
vrban and ruralresidents | 50 47, 4592 700 2117 2,155

asic pension system

Corporation pension plan 2,316 9,526

Source: 2015 Annual repot of Human resource and Social insurance program
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Driving Force

- Challenge: Low funding ratio and large funding gap urge the establishment
of pension system

- Opportunity: More commercial insurance are provided for both public and
private sectors

* Pensions are underfunded

Unit: USD Billion
Year Country GDP Pension Fund Balance | Fund as %GDP
2013 CHN 9,491 598 6.3%
2013 USA 16,663 22,000 132%
2015 CHN 10,866 794 7.3%
2015 USA 17,947 24,000 134%

GDP source: http://data.worldbank.org.cn/
USA pension fund: https://www.ici.org/research/stats/retirement

05 May 2017 9

2. Driving Force

- Opportunity: Compared with USA, China has a high deposit rate.
Savings is the potential funding for pension, to solve the problem of

pension deficit
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2. Driving Force

- Challenge: Insufficient supply of public health services
- Opportunity: Enormous opportunities for private insurers, such as providing
commercial health insurance
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2. Driving Force

- Challenge: Life insurance grew fast, but with a rapid increasing in investment account.
Therefore, the protection gap is still large.

- Opportunity: Structurally, life insurance has a large potential market in terms of insurance
penetration/density.

+ In general, the size of insurance market increased rapidly. However, investment account witnessed

4000 the fastest growth since 2014.
«  Death protection gap will be USD 50,000B in 2017 reported by SWISS re survey.
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2. Driving Force

- Challenge: Immature market, lack of product differentiation and irrational

practice

- Opportunity: New business model and niche-marketing

Increasing number of providers

Local JVv Total
Insurance Group 9 9
P&C 59 22 81
Life 49 28 77
Reinsurance 3 6 9
Pension 6 6
Asset Management 20 3 23

Total 146 59 205

Up to 2016 YE

+ Similar products design, and some areas
are still lack of product

+ Average sum assured of critical illness is
less than RMB 100K

+ Pilot in variable annuity is not working well

Supply-side Policies become
increasing crucial for retirement
saving.

+ Tax-exempt for health program

« Tax-deferred for retirement saving

Sales force is still weak on need-
oriented sales, but

*  Products introduction seminar
Promotion in stopping sales

High sales cost and commission in
front end

Competition in special period

05 May 2017

13

Section 3

Government Actions

05 May 2017

14

05/05/2017



3. Government Actions
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- Establishment of pension system and supply-side policies

Built up the three + Set the guidance for * Expand the * Rule for Pilot of variable  « Pilot of tax-deferred
pillars pension multiple pension coverage to enterprise annuity product for individual
system for employees funding for all employees of small supplemental retirement saving
of state-owned employees size enterprise. pension is enact. account
enterprises .
« Built up the dual * Commercial + EET tax model is
design, where insurance is clearly set up.
benefit comes from introduced to
common account support pension
and individual system formally.
account
(EF LA 2R (TR LT (EFRIGAELRL  (RIFGR AL (XFREDGE
Yo | R ) ) gzgﬁﬁﬁ%flf&ﬁ’xim BEARFERIGHENRE) (EF RSB ﬁ;ﬁﬁmﬂﬁﬁﬁ@
AFRSBA 3 [ )
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3. Government Actions

- Supply-side policies and regulations in Health & Medical segment

2009 2013 2015

« Set the whole picture of medical «+ Encourage commercial insurers join
system government program on critical
iliness

« Regulation fee is exempted

(R TFRIEBEL TR AFIEATE L) CERIRA TN 2 JE BRI S BT 75D

Tax-exempt health insurance
launched in the market.
Guaranteed renewable

No pre-existing condition

Medical face amount should larger
than RMB200K

Co-pay should be less than 10%
Profit refund if loss ratio less than
80%

% F S L R ORI S BT3B
BRI AR
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3. Government Actions

- Insurance regulatory actions and policies

2010 2013 2015 2016

« Loosen the « Increase pricing rate * Increase guaranteed « CROSS launched
regulation on from 2.5% to 3.5% for rate of universal
expense loading for traditional products product from 2.5% to
3.5%

traditional products
« Increase pricing rate

from 2.5% to 3.5%
for par products

. s (LTRRRASRGMFER  XTE% (RRATEIES
JrTEAmERA BOR IEER Ao HEALETOT) HER (117 2)) tE
R CEFHI RN R
B A BB
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Section 4

Insurance Practices
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4. Insurance Practice

- Insurance provider is the bridge between supply and demand
- The Practice of Harmony: understand the relationship of both supply-side
and demand-side

Sales
promotion

« Achieve the strategic goal

Demand-side * Branding

Supply-side | sales force +

« Financial goal

Expense-
driven
action

05 May 2017 19

4. Insurance Practice

- Innovative products and services are provided under the New Normal
Product opportunities

Aging Population

Two Kids Policy
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4. Insurance Practice

- The competitive market drives the demand for efficient actuarial technique
and value management

The New Normal GDP Model Need for Value Management
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4. Insurance Practice

- More skilled and professional sales team are needed as more highly
educated customers.

. . More skilled and professional sales team
Increasing Providers

Well-educated Customers

05 May 2017 22
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4. Insurance Practice

- More challenges are calling for actuaries

SOE
Risk

Management
Forecasting \ l I IT Technique

Market
Analysis

4. Insurance Practice
- Case Study: Sunshine Life

Sunshine’s new 5-year plan mainly focuses on providing high quality products and services,
which takes insurance business as core, with four supporting wings, i.e. finance segment,
data segment, health segment and overseas business segment.

Finance Segment:

-- Offer the solution on
comprehensive financial
services

Data Segment:
-- Data asset and Data mining <——
-- Technique innovation

Health Segment:

--Hospital buildup/ acquirement

-- External medical service network buildi
-- Nursing housef/facilities etc.

Overseas Segment:

-- Overseas insurance branch
-- Overseas cooperation

-- Overseas investment
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4.

Insurance Practice
- Case Study: Sunshine Life

Value
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Pricing
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4. Insurance Practice
- Case Study: Sunshine Life

Innovation

Culture

, £ Service
Innovation

Business
Chain

E-Sales
Platform
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Section 5
Summary

05 May 2017 27

5. Summary

» Aging population pose challenges
» Chinese insurance industry has a prosperous future

« Companies who actively engage in the supply-side reforms, in terms of

product/ service/ innovation, will succeed in the competition

» As more challenges emerges, more actuarial talents are in need
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