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Executive summary
As insurance companies seek growth opportunities in the Asia-Pacifi c region, they confront 
signifi cant opportunities. Domestic insurance markets in much of the region have improved, as a 
growing number of consumers seek to purchase insurance. Additionally, the regulatory systems 
across much of the region have become more sophisticated. 

Some challenges, of course, remain. Since Asia-Pacifi c is a highly diverse super-region with 
respect to different countries’ economic development and insurance penetration, the rate and 
drivers of growth vary on a market-by-market basis. Mature markets, for example, are more 
saturated insofar as insurance penetration. Developing and emerging markets, on the other 
hand, offer greater growth opportunities for companies prepared to invest for the long haul. 

Ernst & Young anticipates further regional evolution, but not revolution, in Asia-Pacifi c markets 
in 2011. Each insurer’s strategic prioritization and response to the opportunities presented may 
reap signifi cant rewards. Early movers may especially benefi t by their immediate actions, while 
the insurers who wait to discern the short-term mistakes of others may similarly attain valuable 
traction.

Indefi nitely postponing a response to the current market opportunities seems ill-advised, given 
the chief attraction of the Asia-Pacifi c market—its remarkable growth rate, the world’s fastest, 
as Figure 1 illustrates. This alone helps explain why many multinational insurers are either 
preparing plans for further investment in the region, or are in the thick of implementing them.

By 2015, approximately 39% of the world’s economy is predicted to be in Asia-Pacifi c (see 
Figure 2). Ernst & Young has identifi ed three key issues that will infl uence insurers looking to 
share in this growth in 2011: 

• Adjusting and expanding distribution strategies amid shifting demographics and 
consumer buying patterns 

• Developing strategies to shape and comply with the heightened pace of local and global 
regulatory and accounting developments 

• Developing dependable capital sources required to support accelerating business growth
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Figure 1:
Average insurance growth rates by region 1999 – 2009 

Source: Swiss Re Sigma No 2/2010, Ernst & Young analysis
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Figure 2: 
Predicted GDP by region

Source: International Monetary Fund, Swiss Re Sigma 2005, United Nations statistics division, 
World Wealth Report, United Nations Population study, Ernst & Young analysis.
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Adjusting and expanding 
distribution strategies amid 
shifting demographics and 
consumer buying patterns
Within this outlook, countries have been 
classi�fied as Mature, Developing or Emerging 
markets. For the purpose of this outlook, we 
have broadly classi�  ed the various countries 
as follows: 

The traditional agency distribution model 
for selling life and health insurance in the 
Asia-Paci�fic region is increasingly challenged
by the development of alternative sales 
channels. The insurers that take advantage 
of many customers’ willingness to buy 
insurance outside the established agency 
and independent financial advisor (IFA)  �
channels (in some markets) can both increase 
production volumes and more effectively 
manage expenses. This will require some 
insurers to retool their existing distribution 
models, adopting more flexible sales �
approaches that leverage new or rapidly 
shifting technologies. 

Certainly, the high cost of recruiting and 
training new agents and retaining existing 
ones is a factor in considering such alternative 
distribution channels. Another is the 
possibility of utilizing the alternative channels 
for non-life sales down the line. 

Examples of successful alternative distribution 
mechanisms include Bancassurance, Internet-
based sales and telemarketing, and sales via 
mobile phones. Not all the alternative models 
are without risk—telemarketing, for instance, 
has endured recent setbacks in the region 
from growing consumer privacy concerns. In 
response, many jurisdictions are considering 
an approach where consumers opt to be 
contacted, as opposed to the insurer 
initiating contact.

Shifts also are underway in some of these 
distribution strategies to improve sales 
metrics. Bancassurers, for example, are 
seeking to expand their distribution networks 
beyond sales at bank branches, and are 
beginning to make headway selling products 
through ATMs, online banking systems and 
call centers. The investments make sense: 
whereas bank-insurer relationships are under 
pressure in most parts of the world, in Asia-
Paci�fic the bancassurance model continues to 
grow in acceptance and importance. A factor 
is the emergence of an ultra-wealthy class, 
leading many of the regions’ major banks 
to make substantial investments in private 
banking and wealth platforms to access 
this market. 

Internet distribution methodologies also 
continue to grow in popularity in the region, 
primarily as an insurance research tool but 
increasingly as a source of new business. More 
than sixty percent of insurance customers 
throughout Asia-Pacific now use the Internet �
as their primary channel for researching 
insurance products.

The evolution in both traditional and 
alternative distribution channels has 
encouraged a sharper focus on customer 
segmentation strategies. Many multinational 
insurers are investing in sophisticated 
analytical tools to better understand their 
customers. By clarifying these customers’ 
expectations, they hope to craft a more 
efficient delivery mechanism in each de� �fined 
customer segment. These trends appear to be 
accelerating. 

Now let’s glimpse these macro changes across 
the different market types.

Mature markets
In more mature markets like Hong Kong and 
Australia, market concentration is becoming 

a key challenge. Bancassurance also has 
become increasingly important as banks 
leverage their infrastructures to pursue 
cross-selling opportunities. In Hong Kong, for 
example, bancassurance has been a successful 
strategy, with companies like BOC Group Life, 
China Life, Hang Seng Life and HSBC Life now 
owning a commanding market share. 

Australia also has strong bancassurance sales 
for life insurance products, with all four of the 
biggest banks —including ANZ and Westpac 
—now owning a 43% market share. Recently, 
the joint venture between ING and ANZ was 
dissolved, with ANZ acquiring ING’s 51% share 
of the joint venture.

In Singapore and Taiwan, bancassurance 
market share is estimated at 27% and 7%, 
respectively. The trend suggests that 
these percentages will increase signi�ficantly 
over the next few years. Both Korea 
and Japan offer huge bancassurance 
potential, given the relaxation of 
restrictionsaround bancassurance in these 
countries in recent years.

Signi�  cant bancassurance opportunities 
exist in all mature countries, as no country in 
Asia-Paci�fic has bancassurance market levels 
approaching some European countries, which 
are well above 60%.

In many of these markets, direct distribution 
of general insurance is an established 
theme. Nevertheless, the expectation is for 
accelerated market entry by Internet-based 
insurers like Youi in Australia, as well as 
increased development of direct life insurance 
platforms like AvivaDirect in Singapore and 
realinsurance in Australia. 

Developing markets
In 2010, Mainland China reported a 44%  
increase in premiums from bancassurance sales 
compared to the same period in the prior year. 
This contrasts sharply with premiums from 
agency sales, which increased by only 17% 
over the same duration. Insurance premiums 
from Internet sales in China similarly grew, 
surpassing the US$1 billion mark (7.8 billion 
renmimbi) in 2009. Although it is difficult to �
predict whether this channel will see the same 
growth in China as it has in other markets, it is 
clearly now a permanent facet of the market.

Category Markets

Mature Australia

Hong Kong

Japan

Korea

New Zealand

Singapore

Taiwan

Developing

India

Malaysia

Thailand

Emerging Indonesia

Philippines

Vietnam

Mainland China



4

In Malaysia, bancassurance is growing 
strongly and is estimated to have a market 
share of around 45%. Thailand also enjoys 
robust bancassurance sales of around 30%.

In India, several insurers have all 
announced linkages with banks to sell 
both life and non-life insurance. Promoting 
these developments are comments by 
India’s Ministry of Finance urging banks to 
enter the insurance market. At the same 
time, the traditional agency channel in the 
country has been under pressure, following 
a review of unit-linked commission 
structures by the industry regulator, IRDA, 
during the year.

Emerging markets
Bancassurance also continues to perform 
strongly in emerging Asia-Pacifi c markets. 
In Indonesia, for example, bancassurance 
now accounts for 22% of premiums. AXA 
has a longstanding arrangement with the 
largest bank for life insurance.

In some markets like Vietnam, however, 
the take-up has been slow. Banks and 
insurers are struggling to develop an 
appropriate model; moreover, a small 
percentage of the population currently 
has a bank account. New market entrants 
and even insurers that take the long view 
can establish a bancassurance brand 
today, positioning the companies when 
bancassurance gains acceptance.

As yet, there have been no meaningful 
attempts at online sales models or direct 
sales of insurance in these markets.

Developing strategies to 
shape and comply with the 
heightened pace of local 
and global regulatory and 
accounting developments
During 2011, regulations will continue to 
evolve in the wake of the global fi nancial 
crisis. These emerging regulations 
also may quickly change because of 
subsequent economic and political factors. 
Additionally, the growing involvement of 
local regulators in global initiatives may 
play a larger role in affecting insurance 
regulations. Consequently, it remains 
crucial for insurers in the coming year to 

stay abreast of proposed changes to local 
or regional regulations. Insurers must 
quickly identify the potential business 
impact of prospective regulations and alter 
their strategies accordingly. 

Many Western European insurers have 
established a presence in Asia-Pacifi c. 
These companies bring to their Asia-
Pacifi c operations valuable Solvency 
II (SII) requirements and experience. 
Depending on the country, some of these 
entities have also been subject to more 
advanced International Financial Reporting 
Standards (IFRS) reporting requirements. 
Their use provides an opportunity for local 
regulators to evaluate the value-added 
benefi t of moving towards more global 
solvency and accounting frameworks. 

Regulatory frameworks within the region 
are at different stages of development, 
and are subject to rapid change. These 
frameworks are illustrated in Figure 3.

In the near term, widespread adoption 
of SII is unlikely in the region because of 
the long lead time involved in preparing 
necessary resources and calibrating 
the risk factors for local countries. 
Nevertheless, all Asia-Pacifi c regulators 
will look towards the SII framework to 
guide their thinking in areas like Enterprise 
Risk Management (ERM) and internal 
models, activities that will continue in the 
medium term.

Several countries have implemented 
risk-based capital (RBC) frameworks, and 
others are following suit. Some countries 
are moving in this direction gradually 
for pragmatic reasons, and are slowly 
building up the requirements. Hong Kong, 
for example, announced in November 
2010 that it plans to move to RBC and will 
conduct a formal study on the subject in 
the second half of 2011. The shift towards 
RBC may lead some insurers to seek new 
capital infusions, reduce growth rates, seek 
a merger, or possibly even close 
their operations. 

IFRS adoption or alignment is either 
widespread or in progress in the region. 
This enhances the ability to compare 
the fi nancial statements of companies 
within the Asia-Pacifi c region with their 

counterparts in Europe, Canada and, in 
the near future, the United States. In a real 
way, IFRS represents the emergence of a 
global fi nancial reporting language, which 
can help lower the compliance costs for 
companies seeking capital from different 
markets. It also facilitates comparison 
of a company’s performance across 
jurisdictions. A new insurance standard is 
expected in 2011, with implementation in 
2013-2014.

It is important to understand the 
linkages between IFRS and Solvency 
II, not to mention potential confl icts—
the key differences in their respective 
measurement, risk margin, entity and 
reporting requirements. Insurers also 
need to closely monitor reporting and 
capital differences between US-based and 
European organizations in their product 
treatment. 

At present, the European approach 
generally seems to be more infl uential to 
regulators in Asia-Pacifi c; consequently, it 
will be interesting to see how insurers with 
US reporting obligations approach areas of 
signifi cant divergence.

Let’s look at these global regulatory and 
accounting issues across the different 
market types.

Mature markets
Japan’s Financial Services Agency has 
overhauled its inspection approach to 
ensure the fi nancial stability and stronger 
risk management of insurance companies. 
The new requirements are expected to 
include stricter standards for capital 
adequacy and will align with pending 
changes to the calculation of insurers’ 
solvency margin ratios and the 
application of IFRS to listed companies, 
with an early voluntary adoption permitted 
for the fi scal year ending in or after March 
2010, followed by a decision in 2012 on 
whether to make adoption mandatory 
starting in 2015 or 2016.

The Monetary Authority of Singapore 
has recently issued new guidelines on 
Corporate Governance for direct insurers 
and other fi nancial institutions, with an 
increased focus on the importance of 
the Board and the need for directors to 
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100% of actual capital to required statutory 
minimum capital, with 150% gauged as 
the recommended level. This has led some 
insurers to raise subordinated debt and 
expectations of additional capital. At the end 
of June 2010, nine insurers did not meet the 
CIRC’s new solvency standard. 

India issued new regulations relating to 
unit linked-life insurance products, setting 
minimum returns at 4.5%, increasing the 
holding period, and establishing higher capital 
requirements. 

Regulators in other countries continue to 
review regulations concerning the percentage 
for foreign ownership of local insurers.

Emerging markets
Vietnam is considering amendments and 
supplements to its Business Insurance 
Law to heighten the supervisory power of 
regulators, while Indonesia continues to scale 

up the levels of RBC that insurers must meet, 
following delays to the original timetable.

have appropriate skills and a commitment to 
oversee the insurers’ operations.

In Australia, the regulator, APRA, expects 
to release draft capital standards for life 
and general insurers in early 2011, to take 
effect in 2012. The proposed framework is 
based on a “three pillar” approach to capital 
supervision, similar to SII. Early indications 
are that additional levels of capital may be 
required, although this is not the regulatory 
intent.

Developing markets
China fully adopted the IFRS insurance 
Phase 2 concepts in 2009. Over time, the 
experiences of Chinese insurers may be 
valuable for overseas IFRS insurers, which are 
likely to adopt IFRS in the future. 

China’s Insurance Regulatory Commission 
(CIRC) has increased its focus on solvency 
by requiring companies to maintain at least 

Figure 3: 
Assessment of the regulatory environment within the region
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Developing dependable capital 
sources required to support 
accelerating business growth 
Given expected strong growth of Asia-
Pacifi c insurance markets in 2011, with 
some experts predicting double-digit annual 
premium increases, insurers will need access 
to dependable supplies of capital to comply 
with solvency requirements, support organic 
growth, and for some players, seize merger 
opportunities. Many insurers also may need 
to invest in the development of back-offi ce 
systems, develop new branch offi ces and hire 
staff, among other business activities. The 
strain on capital from these investments is in 
addition to the liabilities assumed from the 
issuance of new policies. 

While a key use of capital is to support organic 
growth, insurers in some markets may 
have opportunities to acquire competitors 
or expand into new geographic markets. 
In some markets like China, both large and 
small insurers are competing in a relatively 
underpenetrated market. Given more 
stringent solvency requirements, some smaller 
insurers may seek to exit the market, offering 
other insurers an acquisition opportunity. In 
part, merger and acquisition opportunities 
appear driven by a renewed focus on Return 
on Capital measures, and a perceived need 
to extract value from different areas of the 
business. The dealmakers consequently will 
need signifi cant internal capital or access to 
credit and/or equity markets to raise funds to 
close transactions.

Companies seeking expansion in the region 
confront many challenges. Within Asia-Pacifi c 
are extremes of protectionist policies, from 0% 
foreign ownership to 100% foreign ownership 
to more intermediate allowances. In China 
and India, foreign insurers have made only 
limited inroads to the local market, attaining 
insignifi cant market share. Stiff restrictions in 
both countries limit foreign insurers’ access 
to important business lines and freedom of 
reinsurance. Nevertheless, India and China are 
perceived to represent the world’s greatest 
growth opportunities, collectively accounting 
for 37% of the global population. The 
challenge is to achieve a regulatory milieu in 
which domestic and international insurers can 
coexist and equally benefi t. 

The desire to acquire Asia-Pacifi c operations 
far exceeds the supply, however. Furthermore, 
some large local insurers are now looking to 
expand offshore to achieve growth that has 
been diffi cult to attain in saturated markets. 
European and North American insurers are 
competing with these large local insurers, as 
well as domestic insurers in many markets. 
In time, China’s giant insurers may also seek 
to expand regionally. If multinational insurers 
are serious about Asia-Pacifi c expansion, they 
must have a strong organic growth strategy.

In 2011, the challenge facing local and/or 
international insurers will be identifying the 
combination of capital sources that best fi ts 
their needs. Some insurers will seek capital 
through the initial public offering (IPO) market. 
Others may turn to reinsurance to reduce the 
amount of risk held on their balance sheets. 
This, in turn, lowers their minimum capital 
requirements, although these requirements 
are narrowing as accounting and solvency 
rules become more sophisticated. Further 
eroding the use of reinsurance as a capital 
source is increasing awareness by regulators 
of the possible misuse of reinsurance to 
manipulate solvency margins. In a continued 
low interest rate environment, issuing debt 
also remains an option to access capital.  Yet 
another possibility is securing capital from 
abroad, given the liberalization of regulations 
governing foreign ownership percentages.  
Investors may have reservations about the 
ability to extract profi ts and capital from 
some Asia-Pacifi c jurisdictions, however. The 
challenge for Asia-Pacifi c insurers is evaluating 
their choices, and implementing appropriate 
solutions once these choices have been made. 

Mature markets
The IPO of AIA in Hong Kong raised 
approximately US$20.5 billion in October 
2010. Korea Life also launched an IPO 
in March 2010 to raise capital to fund 
development in its domestic market. Many 
Japanese insurers are currently investigating 
expansion opportunities, particularly in China 
and Indonesia. While the country looks for 
new opportunities, the Japanese market has 
consolidated with the formation of the NKSJ 
and MS&AD groupings.

The Australian market continues to experience 
signifi cant merger and acquisition activity, 
mainly by companies seeking to improve their 

distribution models and/or market share. 
Additional activity in life, health and general 
insurance is expected in 2011, albeit not on 
the same scale. 

Developing markets
In China, despite many years of unprofi table 
operation, foreign insurers have managed 
to capture only 1.8% of the Chinese non-
life insurance market and 4.8% of the life 
and health insurance market. The paltry 
percentages are partly a consequence of the 
restrictions that foreign-invested insurers are 
subject to, restrictions that domestic Chinese 
insurers evade. 

In India, the foreign ownership cap of 26% 
is a signifi cant impediment, limiting foreign 
investors’ leverage over local management. 
Other countries in the region do not erect such 
daunting ownership obstacles and permit a 
more level playing fi eld. Malaysia, for instance, 
now allows 70% foreign ownership, although 
entering the market still remains diffi cult. 
Meanwhile, the maximum allowable ownership 
in Thailand has increased from 25% to 49%. 

Over the long term, expect the larger Chinese 
companies, now among the world’s largest, to 
expand internationally, both within and outside 
the Asia-Pacifi c region. 

Emerging markets
In the Philippines and Vietnam, several 
insurers are 100% owned by foreigners, and 
Indonesia permits 80% foreign ownership. 
Of all the countries in the region, Indonesia 
now appears to be the one in which global 
insurers are most interested in penetrating in 
the years ahead.

Other issues
Operational improvements
In 2011, new and emerging regulations will 
pressure insurers in developing markets, and 
relatively new insurers in mature markets to 
upgrade their IT technical expertise. To more 
effectively manage costs and support strong 
levels of growth, improvements are likely 
necessary in insurers’ data management, IT 
platforms, advanced technology solutions and 
actuarial and accounting skills. Asia-Pacifi c 
insurers further need to consider upgrading 
employee skill sets, recruiting and developing 
key talent to process the volume of data 
created by rapid business growth.
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In well-developed markets like Hong Kong and 
Singapore, more advanced insurers are looking 
to Europe for best practices. International 
players with Asia-Pacifi c headquarters are 
implementing IT systems that consolidate 
fi gures from different countries’ operations to 
prepare group fi nancial results. Such large IT 
system and infrastructure investments 
are expected to continue in mature and 
developed markets.

In all areas (but in developing markets 
especially), an effi cient IT system that 
supports the distribution of products will be a 
future market trend, one that should be more 
closely evaluated in 2011. Signifi cant growth 
potential is possible through mobile banking 
and tele-insurance distribution channels, 
given the large numbers of consumers with 
mobile phones.

Natural catastrophe cover
Whereas natural disasters in emerging 
markets have not signifi cantly infl uenced the 
insurance markets—because of low insurance 
penetration and economic levels—in some 
areas this picture is rapidly changing. Other 
than in Japan historically, natural catastrophes 
have exacted heavy tolls in human life in 
Asia-Pacifi c, but relatively low insured losses. 
This is in sharp contrast to events of similar 
magnitude in developed areas, where the 
reverse generally holds true. 

In 2009, more than 60% of deaths from global 
natural catastrophes were in Asia-Pacifi c, 
and the proportion was even higher in 2008. 
Recent earthquakes (China, Indonesia and 
New Zealand), typhoons (Taiwan and the 
Philippines), storms (China and Australia), 
droughts (India and Australia), fl ooding (India 
and Australia), and bushfi res (Australia) are 
reminders that signifi cant natural hazards 
do exist in Asia-Pacifi c, and that low insured 
losses to date do not necessarily refl ect the 
loss potential in the future. 

Due to the increased volume of natural 
disasters, reinsurers are likely to revisit their 
risk profi les for the region, particularly with 
respect to countries that have experienced a 
recent catastrophe. At a minimum, reinsurers 
will tighten underwriting and begin to 
differentiate between insurers that can provide 
detailed information on their exposures, and 
those that cannot. While this will not entirely 

manifest in 2011, insurers nonetheless have 
an opportunity to differentiate in the 
medium term.

As insurance penetration in Asia-Pacifi c 
increases and the concept of liability insurance 
gains hold, exposure to liabilities stemming 
from natural disasters also will grow. 
Among the tragic discoveries in the wake of 
earthquakes, for instance, were buildings 
and schools not built to code that thereby 
contributed to the death toll. The growth 
of liability insurance combined with higher 
economic standards indicates that Western-
style litigation following a natural catastrophe 
will surface in Asia-Pacifi c, creating exposures 
and risk correlation issues for both insurers 
and reinsurers. Business interruption is 
another exposure to consider post-disaster.  

Takaful opportunities
Takaful is a form of insurance based on Islamic 
principles. Foreign insurers are exploring 
securing licenses in strong takaful jurisdictions 
such as Malaysia and Indonesia. The strong 
growth in both business volume and customer 
acceptance of takaful products suggests that 
this model is poised to grow further. 

Now that takaful has achieved acceptance 
as a business model several challenges must 
be addressed, including overcoming talent 
shortages, given the limited number of Islamic 
scholars experienced in fi nance and insurance; 
competition with conventional insurance 
for skilled resources; resolving differences 
between Islamic schools of thought; and the 
restricted but growing availability of re-takaful. 

Regional hubs
Some mature markets like Singapore, Hong 
Kong and Australia are seeking to become 
regional hubs for the Asia-Pacifi c region. 
Governments are looking to offer generous 
incentives such as tax concessions and salary 
subsidies, which are likely to fuel even greater 
interest in the region.

Conclusion
The insurance markets within Asia-Pacifi c are 
changing rapidly. Long-overdue improvements 
in some domestic markets and growing 
signs of more sophisticated regulation 
are both underway, although the pace of 
these activities differs country-to-country. 
While domestic concerns have distracted 

the attention and the capital needs of both 
European and American multinational 
insurers, there appears to be renewed
 interest and activity by these companies 
in Asia-Pacifi c. 

These factors bode well for a change in the 
profi le of the market. Consequently, there may 
be signifi cant rewards for insurers that are 
fi rst movers, not to mention watchful insurers 
that learn from the mistakes others have made 
or explore niches that remain unexploited.
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