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Abstract Due to several factors different regions in China have formed
a diversified life insurance market. We employ a panel data of 30 provinces and
municipalities from 2005 to 2011 and apply a model based on the structure-con-
duct-performance (SCP) hypothesis to analysis the factors that influence the per-
formance of making profit for life insurance companies. The result reveals that the
SCP hypothesis is not supported in the life insurance market of China. Although the
SCP Hypothesis is not supported, the factors that influence the profit performance
in different provinces are GDP, the return rate of investment and the policy reform
variable.
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Introduction

The structure-conduct-performance (SCP) hypothesis is the main theoretical frame-
work in the industrial organization theory, and it is mainly applied to analyze the
relationships shared by the market structure, enterprise conduct and performance.
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The industrial organization theory is included in the applied economic theory. It is
generated in the 1930’s and gradually developed. The main idea of this theory is
applying microeconomic theory to analyze the relationships of competition as well
as monopoly among the market, industry and enterprises. Since generated, the SCP
hypothesis has gained much attention from international scholars, and it has been
applied in insurance market. However, using this theory to analyze the relation of
insurance market structure and performance in China is still under development,
and there are still many valuable researches to do.

As the world’s biggest developing country, China has experienced a rapid de-
velopment in the life insurance industry in recent decades. However, in the progress
of this rapid development, many problems have been exposed. One of the most im-
portant problems is that the low degree of performance of making profit for life in-
surance companies is not consistent with the rapid development. Another important
problem is that the life insurance market has some apparent regional characteristics
that the degree of development of life insurance companies is quite different from
province to province. This significant difference may result from several impact
factors, such as economy, policy, population, geography and so on. We want to find
the factors that causing this phenomenon. Therefore, the purpose of this paper is to
analyze the impact factors for the performance of making profit, especially to check
the relation of market structure and performance in life insurance market of China
from the perspective of industry organization theory. If there exists such a logical
relation, then we can improve the performance of life insurance companies in China
by optimizing the market structure. Also we can explain the significance difference
among provinces by analyzing the impact factors. Although there is some research
about the validity of SCP hypothesis, but almost all using data of some companies
or some provinces, while the analysis of the effects of the whole market structure
on the performance is neglected. Therefore we will fill this gap and test the valid-
ity of the SCP hypothesis in the range of whole China systematically with all the
provinces.

To test the validity of SCP hypothesis systematically and find out the impact
factors for the performance of making profit of regional insurance market in China,
we employ a panel data including records of all the life insurance companies in 30
provinces and municipalities in China' from 2005 to 2011. The result shows that
the SCP hypothesis is not supported in the life insurance market of China. The life
insurance market in China is highly centralized but it is not the consequence of
competition. The performance of making profit for life insurance companies has an
obvious regional character and it is significant influenced by several factors.

1 We don’t include Hong Kong, Taiwan and Macao because of the characteristic which comes from
some regulations difference in those markets. Besides we exclude Tibet because of the incomplete-
ness of the data.
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Literature Review

The development of the SCP hypothesis can be summarized as two main stages:
one is the traditional industrial organization theory that is supported by researchers
of the Harvard school, Chicago school, Neo-Austrian school, etc. The other one is
the new industrial organization theory generated after the 1970s. As the representa-
tives of the Harvard school, Bain (1951) completely and systematically discussed
the theoretical frame of the industrial organization theory for the first time and put
forward three basic concepts of the modern industrial organization theory: mar-
ket structure, conduct and performance. The Harvard school and Chicago school
hold different opinions on the relationship of market structure, conduct and perfor-
mance. The Harvard school emphasized the effect of market structure on conduct
and performance, and concluded that there exists a one-way causal relationship of
the structure, conduct and performance. The internal mechanism is that the degree
of market concentration determines the conduct of enterprises, and the latter deter-
mines the performance of enterprises. The representatives of the Chicago school
are Stigler, Demset and Brozen. They believe that the performance of enterprise
itself plays the crucial role: different performance of enterprises has formed the
various market structures and it is concluded as the Efficient-structure (ES) hypoth-
esis?. The enterprises with highly efficient performance can constantly enlarge their
market share, and eventually lead to the market structure of high degree of concen-
tration. Therefore, no matter the Harvard school or the Chicago school, they both
regard the SCP hypothesis as the main theoretical framework, and the divergence is
that they review the causal relationship between S, C and P differently.

In the aspect of empirical researches, both international and domestic litera-
tures have enlightened our idea and methodology. Choi and Weiss (2005) analyzed
the relationships of structure, conduct and performance in the US property-liability
insurance market and they found support for the ES hypothesis of the Chicago
school. They believed that the regulation agency should pay more attention to the
performance of enterprises instead of the market structure. Pope and Ma (2008)
tested the applicability of the SCP hypothesis in the international non-life insurance
sector. They found that the expectations associated with the SCP hypothesis were
supported when the level of liberalization were low. However, if the markets were
highly liberalized, the presence of foreign competitors significantly changed the
dynamics of nonlife insurance markets.

In the domestic literatures, Chen (2007) analyzed the relationship between mar-
ket structure and performance in insurance market, both life insurance market and
property insurance market using data of 15 life insurance companies and 14 prop-

2 As Nat Pope and Yu-Luen Ma (2008) suggested the ES hypothesis had enjoyed significant support
in the banking literature and to a lesser degree in the insurance literature. Thus, we limit our discus-
sion in this article to test the SCP hypothesis but would further investigate the ES hypothesis in the
later research.
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erty insurance companies which have the biggest market shares in the time period
from 2002 to 2005. She drawn the conclusions that the insurance markets in China
were high monopoly markets, and the high degree of concentration and low effi-
ciency of performance were the main characteristics of the industries. Thus the SCP
hypothesis was not supported in both life and property insurance market in Chi-
na. Because of some political factors, the ES hypothesis was not supported either.
Wang (2007) also proved that neither the SCP hypothesis nor the ES hypothesis was
supported in the insurance market of China applying data of 22 companies with the
biggest market shares in the time period from 1999 to 2004. Zhong (2009) tested
the applicability of the SCP hypothesis thesis in the life insurance market of China
including data of all the life insurance companies in 2006 and data of three life in-
surance companies in the time period from 1998 to 2007. The first conclusions he
got was that life insurance market of China was classified into the highest degree of
monopoly market, and it was the high degree of monopoly market that caused the
imbalance of development in different provinces in China. Secondly, the relation
between market structure and performance was a two-way interactive relationship,
and the core of this relation was the market structure. Finally, from the macro level,
market structure was the main factor that influenced the public performance in life
insurance market in China; from the micro level, the ES hypothesis was supported
in China’s life insurance market. The above articles focus on the analysis for several
insurance companies in the range of whole country; there are no researches con-
sider the case with all provinces in China. Therefore, we fill the gap of in this area.

The rest of this paper is organized as follows. We introduce the basic model in
SCP hypothesis and explain the variables in this paper in Section 2. Section 3 is
about the data and empirical model, and Section 4 is the result of empirical analy-
sis. At last, we summarize this paper in Section 5.

Variable Declaration

A regression model introduced by Berger (1995) can be used to test both the SCP
hypothesis and ES hypothesis, which is given as follows:

[1=/(CONC ,MS,X-EFF,S-EFF,Z)+u, (1)

where [, is the dependent variable representing the performance and usually mea-
sured by return on asset (ROA), return on equity (ROE), or price, etc. CONC is
an index measures the degree of market concentration. MS, stands for the market
share of each market participant. X-EFF, and S-EFF, are efficient variables, and the
former one is the efficient variable that is influenced by management, techniques
and such factors of an enterprise, the latter one is determined by the scale of the
enterprise. Z, represents a group of control variables related to the market, such as
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the statue of market demands, the operation cost, the barriers to entry the market,
etc. To test the SCP hypothesis analysis in the international insurance market, the
paper of Pope and Ma (2008) proposed an adapted version based on model (1).
They use the profit margin, which is proposed by Cowling and Waterson (1976), as
a new variable for measuring the performance of insurance companies. The profit
margin is defined as:

PROFIT= Premiums - Losses - Expenses + Investment @)

Premiums
=1 - Loss Ratio - Expense Ratio + Return on Investment

Pope and Ma (2008) used the (1-loss ratio) to measure the profit because of the data
deficient since lack of data for expense ratio and return on investment. Besides,
they added several control variables: degree of liberal, level of regulation, threat of
substitution, economic factor and book of business to the basic model and delete the
variable of MS for market share of each market participant for their model is market
based but not companies based. Based on the model of Pope and Ma (2008) and the
available data of Chinese case, we delete the variable representing the threat of sub-
stitution. And since we focus on life insurance companies, the variable for books of
business is deleted as well. Also since the whole insurance market in China is under
the same regulation, we will not include this part. Meanwhile we add the variable
of the population structure for representing the demand of life insurance, as well as
the investment control variables, which we think it might have effect on the profit
of life insurance market. Therefore we will use the profit margin as the dependent
variable for measuring the performance, and use Herfindahl-Hirschman Index, De-
gree of Liberal, Economy, Population Structure, Investment control variables and a
dummy variable for policy as the independent variables. The detail explanation of
the variables is given as follows.

PROFIT: Performance of making profit

Following Pope and Ma (2008), we also use the profit margin for measuring
the performance of the life insurance companies. Since we can have the data for
the expenses and investment, we will include the expenses and investment part in
the calculation of the profit margin. Here we give the definition of the dependent
variable: profit margin for the life insurance company and it is calculated as follow:

premiums-Losses-Expenses+Investment 3)

profit=
premiums

= 1- loss ratio - expense ratio + return on investment
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We calculate the profit margin for each life insurance company in every regional
market, and apply the weighted mean for measuring the profit of each market. The
reason for using weighted mean is that the life insurance companies with different
premium incomes contribute differently to the whole market profit margin. The
weight we use is calculated as following:

Premium income of each life insurance

Weight= 4
Total premium income of all life insurance companies 4)

Herfindahl-Hirschman Index (HHI): Degree of market concentration

The degree of market concentration is the fundamental factor of the market
structure, and it reflects the degree of competition and monopoly of the market.
There are several commonly used indicators, such as the concentration ration (CR),
HHI, Lorenz curve, etc. In this paper, we choose HHI to reflect the market structure
as it is a good index to measure the market concentration and usually adopted by
the government department and economists. HHI is calculated as follows:

HH!=§:(% jli:sf, 5=i (5
1=1 1=1 X

where X. stands for premium income for each life insurance company of each prov-
ince; N stands for the number of all life insurance companies of each market’. S.
means the premium income share of each life insurance company. HHI varies from
0 to 1, and the bigger the index is, the deeper the degree of concentration and mo-
nopoly is.

Foreign competitors (FC): Degree of liberal

As a factor of reflecting the degree of liberal of the market, Pope and Ma (2008)
found that the presence of foreign competitors significantly influences the perfor-
mance of insurance market. In China, although the foreign life insurance companies
showed poor performance compared to local companies in the past ten years, they
had a certain degree of impact on the domestic market. Therefore, we introduce an
independent variable that is measured by the proportion of premium income earned
by foreign competitors (full foreign invested insurance companies) to the total pre-
mium income of each market and it is calculated as follows:

_ Premium income of foreign life insurance companies (6)

total premium imcome of all life insurance companies

3 Herfindahl-Hirschman Index calculates 50 competitors with the largest market share. If the num-
ber of competitors in the market is less than 50, then N is the number of the actual competitors.
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Economy (ECON)

Economy is one of the most important factors that determines the consumption
capacity and insurance demand of people. In general, the more developed the econ-
omy of a region is, the greater the life insurance demand. In this paper, we choose
the logarithmic form of GDP (Econ) to measure this variable. The reason of tak-
ing the logarithmic form is to normalize the data and make the explanation more
meaningful.

Population Structure (PS)

As we know, China has stepped into the aging society, and the burden of the aging
population will continue to increase in the following decades. People of old age will
face the risk of losing the income resource, which stimulates the demand for life
insurance in some degree. Therefore, in this paper, we add a variable measuring the
structure of population (PS), which can be considered as the source of demand for
the life insurance. The computation of this variable is as follows:

Population= Population over the age of 65 (7)

Total pepulation

Deposit Rate (DR) and Investment Return Rate (IRR)

A significant portion of profits in life insurance companies comes from the invest-
ment, especially the long-term fund of life insurance companies that lead to the
investment income accounts for a large part of their total profit. In china, the main
channels for insurance fund to invest are stock market and bond market. Also bank
deposit is another method for life insurance companies to deal with their premium
incomes. As a result, therefore the control variables which measure the return rate
of stock market, bond market as well as bank deposit should be included in the
model. But the return rate of bond market has strong correlation with the return rate
of the bank deposit, so we do not include it in the model. Therefore we use one-year
deposit interest rate of central bank and the average price earnings ratios of Shang-
hai Composite Index to measure return rate of deposit and investment respectively.

Dummy Variable (DUM): Policy Reform

In 2006, the China’s Ministry of Finance promulgated The New Accounting Stan-
dards’, and the range of application covers insurance industry. According to the
new standards, some important accounting issues have been changed, such as the
confirmation of premium incomes. Therefore we introduce a dummy variable rep-
resenting policy reform for the consideration that the New Accounting standards
may have influence on the performance of making profit of life insurance compa-

4 All the public companies in China are required to execute the New Accounting Standards. It is
noteworthy that The New Accounting Standards basically realized the convergence with Interna-
tional Financial Reporting Standards.
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nies. We set it equals to 0 for the year 2005 and 2006, while it equals to 1 after 2006.

Data and Empirical Methodology

The data we have are from various resources. The data of premium, losses, expenses,
investment income are obtained from the website of insurance regulation commis-
sion in each province and Insurance Statistic Yearbook. We acquire the population
data from the Demographic Yearbook. The data of GDP is gained from the website
of National Bureau of Statistics. And the return rate related data comes from some
relevant articles. We have the data of 30 provinces and municipalities over the time
period from 2005 to 2011. For some missing data®, we use the interpolation method
to generate them. In the stage of data preprocessing and analysis, we make the de-
scriptive statistics of the data. There are total 210 observations and the descriptive
statistically analysis of the original panel data is showed in Table 1 below.

Table 1 Descriptive Statistic of original panel data

PROFIT HHI FC ECON PS DR IRR
Mean -0.022707 0.282517 0.027185 8.961.524 0.090781 0.027129 0.267714
Median 0.061200  0.258400 0.000400 9.052.700 0.089000 0.025200 0.216000
Maximum 0.351900  0.694000 0.297900 1.088.200 0.144000 0.035000 0.592000
Minimum -3.481.100 0.091200 0.000000 6.297.700 0.053000 0.022500 0.134000
Observations 210 210 210 210 210 210 210
CrossSections 30 30 30 30 30 30 30

Table 1 shows the descriptive statistic of the data of all the provinces from 2005
to 2011. As we can see, the value of profits margin for some provinces range from
negative value to positive value, and the values are quite different from province to
province, as well as the tendency during the study period. The largest value of profit
margin from 2005 to 2011 among 30 provinces and municipalities is that of Xin-
jiang province with 35.19% in 2007, while the smallest value is that of Shandong
province with -348.11% in 2006. Besides, the largest average value of profit margin
from 2005 to 2011 is that of Ningxia province with 21.28%, while the smallest aver-
age value is that of Shandong province with -141.97%.

5 The data of profit margin for Qinghai province in 2009 is missing for the reason that the website
of insurance regulation commission of Qinghai does not provide the data for that year, we could not
find them in other ways, neither. Therefore we use the interpolation method to generate them.
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Figure 1 Weighted Average Profit Margin dynamic data of 6 Provinces

Guangdong liangsu

0,2500 0,2000
0,2000 .ﬁﬂ%m;
— 0,1896 0,1000 ;
i 0,0273
0,100 55z / X o193 0,0000 - s AT
00500 |+ s \ 2005 2] 2008 24)[!92013{%&1
' ) -0,1000 08949
0,0000 T T T T T %U

-0,0500 - 0201 -0,2000
Hainan
0,2500
0,2000
0,1500
0,1000
0,0500 -
0,0000
-4,0000 -0,0500 -
Ningxia Qinghai
0,4000 0,4000
0,3000 - L 40,2531
: : 0,2000 08,1043 115
0,2636 0,2461 1158 0678
0,2000 : 8:3702 0453
/ -—t ;0000 T T T 002
0,1000 0,1505 2005 2006 2007 2008 2008 2010 2011
J 0,0496 -0,2000 #—=0,2056
0,0000 e
2005 2006 2007 2008 2008 2010 2011 -0,4000

Figure 1 above is weighted mean profit margin dynamic data of 6 chosen provinces
and the principles of choosing those 6 provinces are based on the ranking of GDP:
Guangdong, Jiangsu and Shandong provinces are the top 3 of highest GDP, while
Hainan, Ningxia and Qinghai are the last 3 in GDP. As we can see in Figurel,
from 2005 to 2006 provinces with lower GDP all show an increase of the value,
while provinces with higher GDP all show a decrease. Also after 2006 the value
of provinces with lower GDP all have tendency of decreasing and the decreas-
ing rate is relatively stable, while the value of other three provinces are fluctuate.
Consider other provinces, contrary to our expectation, the value of profit margin in
some other economically developed provinces, such as Beijing and Shanghai, is
also relatively low and fluctuate compared to some economically less developed
provinces. Therefore, we speculate that there exists a relation between the degree of
performance and degree of economic development and the correlation is negative.
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Figure 2 HHI dynamic data of 6 Provinces
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Figure 3 Column charts of HHI for 6 provinces
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As the most important independent variable, from Tablel and Figure2 we can see
that the values of HHI continue to decline during the time period from 2005 to
2011 for almost all the provinces. The greatest value of HHI from 2005 to 2011 is
69.40% of Inner Mongolia and the smallest mean is 9.12% of Beijing. Although the
decline trend is similar, the value of HHI for provinces is quite different. As we can
see in Figure3, the value of Qinghai province in 2011 is even greater than that of
Guangdong province in 2005. According to the criterion set by Department of Jus-
tice of United State to judge the degree of concentration for a certain industry, the
life insurance markets of China are classified into high oligopolistic type II and low
oligopoly type I¢. The data show that the life insurance market of China is highly
centralized, especially in the economically less developed provinces. Also the de-
gree of concentration varies from province to province, and the difference is quite
big which means obvious difference exists among market structure of life insurance

6 Department of Justice of United State set the criterion to judge the degree of concentration as: if
HHI=1, the market is classified into high oligopolistic type I; if 0.3<HHI<1, the market is classified
into high oligopolistic type II; if 0.3<HHI<0.18, the market is classified into low oligopoly type I;
if 0.1<HHI<O0.18, the market is classified into low oligopoly type II; if 0.1<HHI<0.14, the market
is classified into competitive market type I; if HHI<0.1, the market is classified into competitive
market type II.
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for different provinces.

From Tablel, we can also get the information that the variable FC, the degree
of liberal is generally low and also varies from province to province. There are
19 provinces with 0 premium income earned by foreign companies in 2005, and
11 provinces with 0 premium income earned by foreign companies in 2011. The
provinces without foreign life insurance companies are generally distributed in the
Midwest and Southwest. These provinces have not been opened to foreign insur-
ance companies for as long as some southeast provinces have, and the markets of
these provinces seem have less attraction to foreign investment. In conclusion, the
life insurance of regional market in China is highly centralized and lowly liberally,
especially in the economically less developed provinces.

The model in this paper can be written as follows:
PROFIT =a +f (HHI) +5,(FC) +f (ECON) (8)

+B (PS) +f_(DR) +B.(IRR) + f.(DUM] +C+e
4 i 5 ! & f 7 [ Gl

where PROFITp,t is the profit of companies of province p at year t as defined in
(3), HHI stands for the concentration rate of each market; FC is the proportion of
premium income earned by foreign life insurance companies to the total premium
income earned by all life insurance companies in each market; ECON is the natural
logarithm of GDP for each province; PS measures the proportion of population
over 65 years old; DR and IRR are the control variables for return rate of bank
deposit and stock market: one-year deposit interest rate of central bank and aver-
age price earnings ratios of Shanghai Composite Index respectively. According to
the preliminary analysis and economic common sense, we speculate the relation of
variables as follows:

Table 2 Expected signs of variables

Variable HHI FC ECON POPU- DR IRR DUM
LATION
PROFIT + + — + — n n

Empirical Results

Before doing regression, several tests of panel data model are taken. First of all,
in order to avoid the problem of multi-colinearity, we do the correlation analysis
of the independent variables. The results show that the coefficients of independent
variables are not statistically significant at 5% level, which indicate that there are
no statistically significant relations among them. Secondly, since our data includes
both time series data as well as panel data, so we should use the cross-section fixed
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model theoretically. We do the test of Redundant Fixed Effect, and the result veri-
fies that cross-section fixed model is preferable than pooled model. The results of
the empirical analysis are report in Table 3 below. Besides, since generally there
exists heteroscedasticity in cross-section data, therefore we apply cross-section
weights method to eliminate it.

The results of the empirical analysis are report in Table 3 where two models
are presented. Model 2 makes the assumption that an AR (1) as a covariance struc-
ture of error terms, while Model 1 does not make that assumption. As we see, the
value of Durbin-Watson test for model 2 is acceptable which means no autocorrela-
tion exists. Also the coefficient of AR (1) is statistically significant. Therefore, we
use the coefficients from Model 2 to illustrate the regression results. The weighted
goodness of fit for Model 2 is 0.787278, which means the goodness of fit in this
paper is acceptable. The significance of equation is tested by F-statistic and its value
is 14.20369 as showed. And the equation is statistically significant at the level of
1%. The significance of coefficient is measured by t- statistic. As we see, variables
of ECON, DI, IRR and DUM are statistically significant at the level of 1%.

Table 3 Parameters Estimates from the Cross-section fixed panel data model

Model 1 | Model 2 |
Variable Cross-Section Fixed Ef- C;::tsﬁigtfﬁ(ﬁaxgiif'
fect
Structure

Coefficient | t-test Prob. | Coefficient | t-test Prob.
INTERCEPT 0.9056 0.0158
HHI 0.1378 0.1950
FC 0.9024 0.9588
ECON 0.7939 0.0185
PS 0.4158 0.1944
DR 0.0000 0.0000
IRR 0.0000 0.0002
DUM 0.0000 0.0000
AR(1) 0.0017
Weighted R-squared 0.723061 0.787278
Unweighted R-squared 0.537295 0.705395
F-statistic 12.54687 14.20369
Durbin-Watson stat 2.143853 1.843164

Note: Cross-section fixed intercepts are omitted from the table. ***indicates statistically signifi-
cance at 1% level.
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As we can see in Table 4, the coefficient of HHI is not statistically significant which
means that the degree of concentration has no significant relation with profit, there-
fore the SCP hypothesis is not supported in the life insurance market of China. We
can explain this result that the highly concentration rate of life insurance market in
China is not the consequence of competition, but the result of some political reasons
and phenomenon left over from the past. Therefore, the highly centralized market
structure does not lead to a high profit rate of enterprises.

The coefficient of FC is not statistically significant. Although Pope and Ma
(2008) found that when the market is highly liberalized, the presence of foreign
competitors significantly influence the domestic market, in this paper, the result
show that the presence of foreign competitors has no remarkable impact on the life
insurance market of China.

The coefficient of ECON is statistically significant and the coefficient is nega-
tive. The result is consistent with the analysis of the descriptive statistic, which
shows that the markets with lower GDP have a better performance of making profit.
The reason for explaining this result may be that the markets with lower GDP have
a bigger space for developing and a relative faster speed of development in recently
years, therefore, they show a better performance of making profit compared to those
relatively high developed markets such as Beijing, Shanghai and Guangzhou which
have constructed for many more years. What’s more, the more developed markets
may undertake much more risk either domestic or international, which leads to the
bigger fluctuation in the performance of making profit. Thus this may be a clue for
the insurance companies who want to open new business in some region of China,
and it also confirms that the west and north of China have a great market potential
for insurance.

The coefficient of PS is not statistically significant. The variable of PS mea-
sures the proportion of population over 65 years old and we thought the population
structure might affect the demand for life insurance products, and then affect the
performance of making profit. However, the results show that no significant relation
exists between population structure and performance.

The coefficient of DR is statistically significant and it represents one-year de-
posit interest rate of central bank. As we know, the insurance fund is usually divided
into two main parts: deposit and investment, and investment incomes account for a
large part of profit for life insurance companies in China. The coefficient of DR is
negative which conforms to principles of economics. The more insurance fund life
insurance companies deposit into banks, the less they could invest in stock market.
Also the interest rate of bank has a positive relation with the amount of deposit.
Therefore, it is reasonable that the one-year deposit interest rate of central bank has
a negative relation with the performance of making profit for life insurance compa-
nies. The coefficient of IRR is statistically significant and the coefficient is positive.
It represents the average price earnings ratios of Shanghai Composite Index. It has
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a positive influence on profit and the result is quite consistent with the reality that
the stock market is a main channel for long-term life insurance fund to invest. The
higher the return rate is, the better the performance of making profit.

The coefficient of Dummy variable for policy reform is statistically significant
and the coefficient is positive. The result means that the New Accounting Standards
do have some positive effect on domestic insurance market. Therefore, it is better
for the Regulatory Administration to establish normative standards in order to regu-
late the industry as well as improve performance of making profit for enterprises.

In conclusion, the result of regression shows that the SCP hypothesis is not
supported in the life insurance market of China. As it is verified in other scholars’
articles, for example, Chen (2007) and Wang (2007) proved in their thesis that the
SCP hypothesis was not supported in the insurance market of China by test with
data of insurance companies of top market share. The reasonable explanation may
be that the highly centralized life insurance market in China is not the consequence
of competition, but the result of some politic reasons and phenomenon left over
from the past. And also the highly centralized market structure does not lead to a
high profit rate of enterprises. Besides, according to the result of regression, several
factors influence the profit: the logarithmic form of GDP, one-year deposit interest
rate of central bank, the average price earnings ratios of Shanghai Composite Index
as well as the dummy variable for policy reform. Since one-year deposit interest
rate of central bank, the average price earnings ratios of Shanghai Composite Index
as well as the dummy variable for policy reform are all time series data, according
to the results of regression, the main factor that influence the performance of mak-
ing profit for life insurance companies in different provinces is economy. However,
contrary to our expectation, the degree of economic development has negative rela-
tion with performance of making profit. The result can be explained, but it may also
be influenced by the time period we choose.

Conclusion

This paper tests the validity of the SCP hypothesis in the life insurance market of
different provinces in China. We apply the model based on the SCP hypothesis and
employ a panel data that includes data of 30 provinces and municipalities over the
time period of 2005 to 2011 to analysis the factors that influence performance of
making profit for life insurance companies. The results reveal that the SCP hypoth-
esis is not supported in life insurance market of China. The life insurance market
in China is highly centralized, while it is not the consequence of competition. The
performance of making profit for life insurance companies also has an obvious
regional character and they are significant influenced by several factors: the loga-
rithmic form of GDP, one-year deposit interest rate of central bank, the average
price earnings ratios of Shanghai Composite Index as well as the dummy variable
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for policy reform.

It would be interesting to introduce the variable of efficiency to test whether the
ES hypothesis is supported in China’s market or not. However, it needs to choose
deliberately to generate a proper proxy variable to measure the operate efficiency
of the insurance companies. Our future work will continue to explore this topic and
try to include the efficiency variable in the model. Hopefully the result of this paper
may have the inspiration for subsequent studies and ideas for both regulators and
operators of enterprises.
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