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Empirical Study on Capacity of China Property and Liability Insurance
Industry to React to Catastrophic Loss

Zuo Fei
( Economics and Management School, Northwest University, Xian 710127, China)

Abstract: China has immerged into a risk society that is characterized by swiftly increasing loss volume and
complicated loss circumstance, calling for urgent action to construct overall risk diversification system that
incorporates commercial insurance. Under circumstance like this, whether insurance industry as a whole can be
relied on to the compensation of catastrophic losses is a question that is of profound importance. Based on
Cummins, Doherty and Anita (2002) capacity measuring model and utilizing 1998 — 2008 property and liability
insurance industry data, this paper conducts an empirical analysis on the capacity of China property and liability
insurance industry at year end 2008 under improved loss distribution assumption. The results turn out that the whole
industry is subject to huge capacity shortage (between 2. 68 to 81. 56 billion RMB in the 120 to 200 billion RMB
loss range) with increasing velocity above that of loss volume. Moreover, several catastrophes in year 2008 have
considerably affected the overall capacity of the industry. Empirical results of this paper, explained in the
framework of the measuring model used, is definitely due to the low capital and surplus level of the industry as well
as the insufficiency of domestic reinsurance market, which again call for immediate governmental action in the
undertaking of catastrophe insurance system constructing.

Key words: property and liability insurance; capacity; response function; reinsurance; China



