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The Study of the Relationship between Risk Taking and Capital
Adjustment Decision in Taiwan’s Life Insurance Industry
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Abstract

The number of life insurance company has grown rapidly in Taiwan due to insurance
deregulation since 1992. One main challenge life insurance industry face is the declination
of profit due to the increasing of competitors. Another challenge is growing insolvency
resulted from the greater risk in interest loss of insurance. Generally speaking, under the
same condition, a company is in less risk and has better solvency when it has more capital
or higher ratio of capital or higher ratio of capital; however, this also brings higher
opportunity cost which means in long run, the average profit will be lower. There is no
conclusion how to balance the relationship between capital adjustment and risk taking
decision in life insurance industry though this topic is intensively discussed these days.
Therefore, with the methodology of Panel Data Threshold Regression, we divide life
insurance companies into two categories according to “life insurance and annuity insurance
premiums to total premiums ratio”. One is life insurance company of indemnification, and
the other is the one of savings. In conclusion, we identify the negative correlation between
capital ratio and risk of life insurance company of indemnification and the positive
correlation between capital ratio and risk of life insurance company of savings.

Keywords: Panel Data Threshold Model, Risk, Capital Ratio
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