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Study on the relationship between risk evaluation
and premium making in motor insurance market

Pricing in financial industry is based on customers and business’s
intrinsic risk. In particular, Korea motor insurance industry, which has
been suffered from huge underwriting income loss for last ten years,
has raised some issues as whether customers’ insurance risk should be
considered in making premium reasonably since motor insurance
premium liberalization. If premium is not reasonably made based on
the motor insurance customers risk, it could hurt motor insurance
industry’s long term growth potential and even more, customer’s
welfare might be aggravated even though the short term premium
level is lower than it should be.

In this study we found empirical evidence on the relationship between
customer’s risk and premium making. Motor insurance rates and loss
ratios with respect to auto insurance coverages has been analyzed. We
found are competitive low premiums were resulted from additional
premium rate competition initiated by price liberalization in 2001. Since
then, as price competition gets severe, motor insurers price competition
could be spread over insurance premium rates. That means motor
insurers has probably made their premium rates lower than customer’s
insurance risk and this practice could result in huge underwriting loss.
Some reasons could be raised regarding this premium making practice
including market competition and/or market sentiments over low motor
insurance premium. Some implications has been suggested from the

view point of both motor insurers and regulatory institution.
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SUR(Seemingly Unrelated Regression) 2. @2 A8-3}
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27) Higgins and Thistle(2000), “Capacity Constraints and the Dynamics of Underwriting
Profits”, Economics Inquiry, p. 446.
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(B I-7) 2ok8 24 28 25 Znk J12KIR6 XS bl

@ B A3t 01F(a + B)
LA o= osxx |g=rmy H=
ZHEEE | xFO) | ZE xFR) ZNIEEE
. -0.443™ 0.417 0.590™ 0.009 0.147 0.426
w3y
o] (0.074) (0.641) 0.177) (0.522)
E . 0.3847 | -0.581 0.471" 0.630 0,087 0,049
wE 2
(0.084) (0.715) (0.226) (0.644)
) 3.602" | -1.773" 3.489" 0.811 0.113 0,962
w3
- 0.316) | (0.339) | (0.384) | (0.605)
s 1,109 -0.861 1,486 1,515 0.377 0.654
? (0.744) | (1.542) | (1.067) | (1.669)
) -1.2697 | 13207 1.207" | -1.435" -0.062 -0.115
o3
= (0.450) (0.492) (0.433) (0.397)
o= o
s -1.526 1,731 1,188 1,440 0,338 0.291
T 0462) | 0.566) | (0.483) | (0.490)
) -3.409 0.452 3.247 -1.405 0,162 -0.953
3y
- (2.135) | (2.542) | (2.158) | (2.185)
s -4,959" 2.725 4,853" -3.334 -0.106 -0.609
°T 1 1469 | 2381) | (1.678) | (2.027)
3 37047 | 5.655° | -3.439" | 4.000" 0.645 2.648
w3y
e (0.906) | (1.650) | (0.906) | (1.020)
= [ 27507 | 5.028" | 23127 | 3.432" 0.438 -1.596
° 0.696) | (1.194) | (0.685) | (1.202)
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27 A 1T o R 824 o|F thF KXYV BdEdflE
o] FolE= BG5S HY.

— 28 =g Bt £8E&0] 20059 249 & o1 75.7% =
oA 2 81% S 7155 thE HEE Hl8) =2 4.
O el T &t AR A= AAYNTRE QIS HE R QIsta7|7F &3]
7k 71 Bk A Yeh sl Eo] dsths FAIE RAKE TI-8) D).
(B M-8) MRUHS0| Q8% 0|2 TWHdsHE Fo*
feX=Fsk=) _ _ -
7= i 2Ho =3 cHel I the = N
AA

1 194/08 64.5 113.7 100.6 62.5 22,5

2 196/08 62.4 80.9 90.4 70.5 25.5

3 '97/08 55.9 72.5 79.2 68.9 29.6

4 198/08 68.4 46.2 87.6 95.1 52.1

5 '00/04 83.0 38.1 98.5 109.6 73.8

6 '00/08 81.2 46.1 88.8 93.0 59.3
7 '01/08 72.0 55.3 73.3 67.3 41,7
8 '02/08 73.0 55.9 84.1 74.6 49.7
9 '03/08 78.9 69.6 86.3 74.7 54.2
10 '04/10 77.8 67.6 77.5 64.4 45.4
11 '05/02 78.1 67.6 75.7 66.6 55.3
12 '06/01 80.1 66.6 81.9 74.9 63.1
13 106/04 82.8 75.0 84.3 72.4 70.0
14 '07/01 76.4 76.1 82.2 70.7 67.4
15 108/01 68.0 81.4 74,9 67.6 60.4
16 '09/04 71.9 69.9 78.7 79.1 70.6
17 '10/07 75.5 77.3 86.2 83.8 69.9
18 "11/02 71.6 80.5 81.6 78.2 64.5
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] Lo} $875.60 3 $969.11 17 +10.7%
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AnEH e A 1j l§ 0
USX $339 $423 $84 24.9%
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