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I. Introduction

This report analyzes the current ageing problems in Taiwan and further
examines the probable effects that the rapid growth in the elderly population
will have on future insurance market in Taiwan. The first part (section Il) of
this report discusses recent ageing problems in Taiwan. The second part
(section 111 and V) briefly outlines the current insurance products and market
situation of annuity as well as long-term care insurance markets in Taiwan.
Finally, section V and VI point out key issues and challenges and provides
some solutions for insurance market to ensure better elderly protection system

in Taiwan.

I1. Ageing Issue in Taiwan

The population of Taiwan is 22.8 million at the end of 2005. Among them,
male and female account for 50.7% and 49.3% of total population respectively.
Due to the improvement of public health environment, people in Taiwan live
longer and the age structure is gradually changing. Table 1 reports the life
expectancy over past thirty years in Taiwan. From Table 1, it shows that in
1980, the life expectancy was 69.56 years for male and 74.54 years for female;
in 1990, the life expectancy was 71.33 years for male and 76.75 years for
female; in 2004, the life expectancy was 73.47 years for male and 79.70 years
for female; in 2005, the life expectancy was 73.5 years for male and 80.8
years for female. Thus, Table 1 clearly reveals that the life expectancy in

Taiwan has increased gradually over past decades.
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Table 1 Life Expectancy in Taiwan

Year 1970 1980| 1990] 1995 2000 2004/ 2005
Male 66.66| 69.56| 71.33| 71.85 72.67| 73.47 74.5
Female 7156 7454 76.75| 77.74| 78.44| 79.70 80.8

Source:http://mww.moi.gov.tw/stat/

According to statistics from the Ministry of Interior, there were 1.5
million elderly people with age over 65 in 1993, representing more than 7
percent of total population in Taiwan. In 2005, the number of elderly people
has increased to 2.2 million, accounting for 9.74% of total population. Thus,
Taiwan has met the criteria of ageing society defined by the United Nations.
In the near future, the number of elderly people is expected to reach 15

percent of the total population by 2011 and more than 20 percent by 2031.

On the other hand, the birth rate in Taiwan has declined in recent years.
From 1993 to 2005, the total population of Taiwan increased from 21 million
to 22.8 million . However, during this period, the natural growth rate of
population dropped from 10.27 to 5.8 per thousand people. The decreasing

tendency of population is mainly due to the decline of the birth rate.

Thus, the elderly dependency ratio in Taiwan has also increased over past
years. By definition, the elderly dependency ratio represents the ratio of
retirement people to the current working people. Between 1951 and 1971, the
old age dependency ratio was around 5 percent in Taiwan. It implies that
during those years every 20 working people supported one elderly citizen in

Taiwan. However, the elderly dependency ratio has significantly increased
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recently. Table 2 shows the elderly dependency ratio from 2001 to 2036. In
2001, the elderly dependency ratio is 13.52 percent. According to estimate,
this ratio will increase to 22.87 percent in 2021 and to 34.13 percent in 2036.
This implies that in 2036 every three persons in the working age shall support
one aged citizen. From above figures, we can expect that the increase in old
age dependency ratio will make it harder for the wage-earning population to
support the aged in Taiwan. Especially, it will raise the serious insolvency

problems for the social insurance pension funds in the near future.

Table 2 Elderly Dependency Ratio in Taiwan

Vear Population of age % of age over Elderly
over 65 years 65 years Dependency Ratio
2001 1.94 million 8.65% 13.52%
2021 3.62 million 14.42% 22.871%
2036 5.61 million 21.66% 34.13%

Source: http://www.moi.gov.tw/stat/

I11. Current Annuity Market in Taiwan

Annuity is an important financial contract between individual and
insurance company. It is designed to provide the age as source of retirement
income. Annuity can be widely considered as a perfect tool to protect the
longevity risk. Thus, for the past 20 years, there has been a very significant

growth of demand for as saving around the world.

Table 3 and Table 4 report the first-year premium of life insurance in
Taiwan. We can find a significant increase of annuity market share after

2001. The reason to cause the increase of the sale in annuity market is the
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launch of the interest-rate-linked and the investment-link annuity products in
the market after 2001. It clearly shows an significant growth pattern of the
insurance annuity premium from 2001 to 2004 in Taiwan. However, there is
a slightly decrease of demand after 2005. This drop is mainly caused by the
new regulation limitation on the guaranteed interest rate for insurance contract.
Thus, the number of new policies of interest-rate-linked annuities decreased

during 2005-2006.

Furthermore, if we comparing the demand of first-year premium for the

first two months between 2006 and 2007 in Table 4. We can also observe

that the demand of annuity in 2007 is growing up.

Table 3 First-Year Premium of Life Insurance in Taiwan

First-Year Premium of Life Insurance in Taiwan (US$ Million)
Year Life Accident Health Annuity
First Year | Growth % | First Year | Growth % | First Year | Growth % | First Year | Growth %

1998 2,952 546 529 11

1999 2,881 -2% 495 -9% 655 24% 23 116%
2000 3,165 10% 523 6% 840 28% 15 -36%
2001 4,129 30% 519 -1% 802 -5% 119 697%
2002 6,762 64% 456 -12% 707 -12% 398 235%
2003 7,443 10% 477 4% 654 -1% 2,307 479%
2004 8,214 10% 386 -19% 642 -2% 4,856 110%
2005 11,748 43% 379 -2% 623 -3% 3,641 -25%
2006 11,982 2% 341 -10% 695 11% 2,878 -20%

Source: Annual Statistic Report of Life Insurance, P.42-43

Table 4 Comparison of First-Year Premium of Life Insurance between 2006 and 2007

First Year Premium of Life Insurance in Chinese Taipei (US$ Million)

Year Life Accident Health Annuity

Premium Grf:/\(:Vth Premium Gl'(g/\évth Premium Grf:/\(:Vth Premium | Growth %
22?26/ 2,131.85 48.30 87.42 215.58
22027/ 2,205.27 3.4% 49.18 1.8% 103.79 18.7% 253.03 17.4%
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Figure 1-4 shows the market share of first-year insurance premium in
2003, 2004, , 2005 and 2006 in Taiwan. In 2003, the market share of annuity
premium represents about 21 percent of total insurance premium. In 2004,
the market share of annuity premium increases to 35 percent of total insurance
premium. In 2006, the market share of annuity premium represents about 18
percent of total insurance premium.  Specifically, the market share of the fix
annuity accounts for 15% and variable annuity for 3% respectively. Figure 5
shows the growth rate of first-year insurance annuity premium from 1999 to
2006 in Taiwan. There is a huge growth of annuity market from 2001 to 2004

following decrease in 2005 and in 2006.

Figure 1 Market Share of first-year Insurance Premium in 2003

Year 2003
Vaflab|z(£\ g Life Insurance, 49% O Life Insurance
Variable Life, 20% B Fixed Annuity
O Accident
Health, 6% O Health
Accident 4% B Variable Life
Fixed Annuity, O Variable Annuity

17%

Source: Market profile of life insurance in 2004, P.13
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Figure 2 Market Share of first-year Insurance Premium in 2004

Year 2004
Variablz (7Annuity, Life Insurance, 27% O Life Insurance
7 B Annuity
Variable Life, 30% O Accident
O Health
B Variable Life

Health, 5%

Accident, 3%

Source: Market profile of life insurance in 2004, P.13

Figure 3 Market Share of first-year Insurance Premium in 2005

Year 2005
) ) Life Insurance, 35% (] Life Insurance

Variable Annuity, 1% .

B Annuity
Variable Life, 37% O Accident
O Health
B Variable Life
Health, 4% Fixed Annuity, 21% O Variable Annuity

Accident, 2%

Source: Market profile of life insurance in 2005
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Figure 4 Market Share of first-year Insurance Premium in 2006

Variable

Variable Life, 45%

Annuity, 3%

Health, 4%

Year 2006
e I;l(s)lfyrance’ M@ Life Insurance
0
M Fixed Annuity
O Accident
O Health
Fixed Annuity, B Variable Life
Accident, 2% 15% O Variable Annuity

Source: Market profile of life insurance in 2006

Figure 5 Growth Rate of Annuity first-year premium

8%
A

A
A
0 -
2000 |
0%
0%
100% |

V74

6 26

Year

-100%

Source: Annual Statistic Report of Life Insurance, P.42-43

However, in Taiwan, the demand for annuity was only limit to the

voluntary individual annuity market.

Although group annuity products have

been approved, there is no group annuity market available now. Comparing

to other countries, the demand for annuity in Taiwan was relatively small.
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However, it began to pick up in recent years. The main individual annuity

products are:

1. Traditional fixed annuity

2. Interest-rate-link annuity

3. Investment-link or Variable annuity

IV. Current Long-term Care Insurance Market

Long-term care insurance is another important vehicle to protect the
ageing problem. However, in Taiwan, the demand for annuity was only limit
to the voluntary individual long-term care market and is provided by 8
insurers. There is no group Long-term Care Insurance available. Table 5
reports the market condition for long-term care insurance for the first six
months in 2006 in Taiwan. From the table, we can see that the written
premium in total is only about 40 million NT$ and the incurred payment is
only about 2 million NT$. Thus, the demand for long-term care insurance in
Taiwan is relatively small. Comparing to other countries, the demand for

long-term care insurance in Taiwan is also relatively insignificant.
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Table 5 Long-term Care Insurance Market in Taiwan in 2006

Policy number

Written Premium
(in US$1,000)

Incurred Payment
(in US$1,000)

Month
New In-force New | In-force Total Number | Amount
Policy Policy | Policy | Policy Paid Paid
January | 3,306 144,404 1,793 4,367 6,159 70 272
February| 3,382 147,019 1,584 4,161 5,745 50 378
March | 5,659 151,952 2,788 6,053 8,841 53 510
April 3,619 155,308 1,806 3,856 5,662 60 390
May 4,240 158,782 1,897 5,208 7,105 75 409
June 4,426 162,492 2,159 5,064 7,224 76 734
Total | 24,632 | 162,492 | 12,027 | 28,709 | 40,736 384 2,693

V. Potential Insurance Market for Elderly People

It is expected that there will be a significant growth of group annuity

market in the future.

Three important policies that may influence the further

potential insurance market in Taiwan are as follows:

1. Under the new Labor Pension Scheme in Taiwan, the employee

working in the companies with more than 200 workers can choose to

buy an annuity contract instead of joining the individual retirement

scheme.

In addition, the retiring employees have to buy a life annuity when

applying for pension payment under the individual retirement

scheme.

The government is now undertaking a project to establish additional

governmental plan for long-term care system.
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Thus, it is expected that there will be a significant growth of group
annuity market in the near future. As for the long-term care insurance
market, the government is now undertaking a project to establish additional
governmental plan for long-term care system. In the mean time, it may also

increase the demand for long-term care insurance market in the near future.

V1. Challenge to insurers caused by the ageing issue

There are a number of challenges to insurers for the annuity market need
to be overcome in the future. The key issues and challenges can be

summarized as following:

1. Regulation stipulate a new limitation on the guaranteed interest rate
up to yield-rate of 10-year government bond for insurance contract.
As a result, number of new policies of interest-rate-linked annuities
decreased during 2005-2006, due to this new limitation on the
guaranteed interest rate.

2. The minimum guaranteed interest rate for group annuity under new
Labor Pension Scheme increases the insurers’ risk and future capital
burden. Thus, it decrease the incentive for insurers to expend the
supply for annuity market.

3. Shortage of tax-incentives to encourage employee to buy annuity
insurance as retirement saving. Thus, it decreases the demand for

consumers to buy more annuity products in the insurance market.
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There are also a number of challenges to the insurers for the long-term
care insurance market need to be overcome in the future.  The key issues

and challenges can be summarized as following:

1. Experience data base and incidence-rate table for long-term care
have not built-up yet.

2. Sharp increase of medical service cost and life expectancy may
cause worse loss ratio and rising operation cost in the long run. Thus,
it decreases the incentive for insurers to expend the supply for
long-term care insurance market.

3. Payment option of insurance policy is only limited to the cash, and
nursing homes and other kinds of service are still unavailable.

4. The coverage not sufficient to provide complete protection to the
elder people. Thus, it decreases the demand for consumers to buy

more long-term care products in the insurance market.

VI1I. Conclusion and Possible Solutions

To ensure individuals with sufficient retirement income security, it is
critically important to resolve the current undermined problems of insurance
market and create a more secured environment for the elderly people.
Continuous attention needs to be paid to the evolution of market practices so
as to ensure the supervisory measures are adapted well to the realities of the

marketplace.

In the future, the possible solutions from the government to overcome the
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above key challenges for improving the demand for annuity in Taiwan can be

summarized as following:

1. The interest- rate-link and investment-linked annuity market expected to
grow in the near future after deregulation on the guaranteed interest rate

upon implementation of new insurance policy examination system.

2. Future policy may allow insurers to provide other types of annuity product

or to act as asset-managers under new Labor Pension Scheme.

In addition, the possible solutions from the government to overcome the
above key challenges for improving the demand for long-term care insurance

can be summarized as following:

1. Build up valuation data base in order to identify and classify the risk of

long-term care.

2. Encourage insurers to issue long-term care insurance contracts based on

different risk classification.

3. Encourage insurers to design new long-term care products providing

nursing homes or other kinds of service.

Furthermore, continuous attention needs also need to be paid to the
evolution of providing more tax-incentives. The possible solutions from the

government can be summarized as following:

1. Allow tax exemption for voluntary employee contribution to group
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annuity contract under new Labor Pension Scheme.

2. Increase the amount of tax-exemption for voluntary individual annuity

and long-term care insurance premium.

3. Allow tax exemption for qualified retirement saving account or
qualified retirement plan to encourage more voluntary retirement

saving.

Finally, after reviewing the current elderly insurance products in the
foreign countries, we find that the innovation of products may motivate more
demand for the insurance products. The following new insurance products
were suggested to lunch in the near future to ensure the better elderly

protection in Taiwan:

1. Foreign-currency-interest-rate-link Annuity

Under the foreign-currency-interest-rate-link annuity, the insured is
entitled to receive the interests or dividends calculated by the interest
rates of different currencies and the unite system can be invested in many
different currency products. The foreign-currency-interest-rate-link
annuity also provides the insured with the advantage of transferring the
currency risk. In addition, the insured has the option to extend the date

to receive their insurance benefits up to a certain period limit.

2. Investment-link Annuity with Death or Interest Rate Guarantee.

The investment-link annuity which provides investment return or
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death benefit guarantee is very popular in the insurance market of
U.S.A., United Kingdom, and Japan. Some insurance companies in
Taiwan are intend to offer GMDB and GMMB products in the near
future. However, from the asset-liability management perspective, it
has been suggested that these kinds of products increase the Tail Risk for
the insurance company. Therefore, the insurance companies should put
more effort on the control of risk management and monitoring when they

offer this type of insurance contracts.

3. Long-term Care Insurance with Different Care Classification

Although the social insurance program in Taiwan currently provides
the national health insurance, but does cover the long-term care insurance.
Hence, it is important for the insurance companies to offer vary
long-term care insurance contracts to meet the consumers’ need.
However, under current long-term care insurance products, payment
option of insurance policy is only limited to the cash and nursing homes
and other kinds of service are still unavailable. In Japan, many
long-term care insurance are offered with different care classification are

good examples for the future market in Taiwan.

4. Retirement Account

The retirement account product is also suggested to launch in
Taiwan insurance market to protect the pension income of elderly.
Under the retirement account, the consumers are allowed to pay flexible

premium and insurance companies will pay the adjusted retirement
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benefit, death benefit or medical service benefit according to the balance
of the account. The retirement account can also meet the need of the
participant without considering the problem of the surrender, contract

period or coverage protection level.

5. Annuity House

Annuity House is a new innovative product which provides the
integrated service of good living quality, long term care insurance and
annuity income to the retired people. If the practical problems of
Annuity House in foreign countries could be resolved, it is expected that

this product will open up a potential market in Taiwan.

6. Reverse Mortgage

Reverse mortgage enables older homeowners to convert part of the
equity in their homes into income without having to sell the home, give
up title, or take on a new monthly mortgage payment. The reverse
mortgage is aptly named because the payment stream is “reversed.”
This kind of product is usually issued by the banks or insurance
companies and is very popular in the market of U.S.A., United Kingdom,
and Japan. Some insurance companies have intended to offer this product

in the near future in Taiwan.

7. Enhanced Annuity

Enhanced Annuity is designed for the insured with lower average

life expectancy to receive higher retirement income before they die.
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The insurance company will take into account the difference in the
longevity risk among different insured when calculating the annuity
premium. This kind of product enables those people with impaired
health to buy annuity with lower premium. Thus it should be able to

create a new potential market in Taiwan.
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