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Measurement and Evaluation of
Guaranty Insurance Risks

Recently, financial industry regulators and supervisors are paying
attention to risk-based regulation to help financial institutions attain
sustainable growth based on soundness. According to changes in
environment, banks, asset management firms, and insurance
companies strive to break down risks, and reinforce risk management.

Especially, guaranty insurance is classified as property and liability
insurance, however, in the aspects of business processes, product
development, and payment their own characteristics are significantly
different. Therefore, it is important to seek for effective and applicable
risk management strategies, reflecting distinct features of guaranty
insurance.

In this study, we quantitatively evaluate the specific risks of
guaranty insurance company, different from other property and
liability insurance companies, and then draw implications on effective
risk management strategies. Our main results are as follows:

First, the failure of domestic guaranty insurance companies are
caused by excessive risk-taking through unadequate underwriting
processes. Board of directors should strengthen risk management to
accomplish of a stable growth, and prevent risk concentrations on a
specific guaranty insurance product.

Secondly, guaranty insurance companies need to manage insurance
risks than interest risk. Insurance risks mainly consist of insurance

price risk, however, reserve risk is also important to risk management



and solvency assessments.

Finally, size of contingency reserve should be expanded to prepare
occurrences of pro-cyclical loss and catastrophe risks. Except for
extreme cases such as IMF bail-out, loss ratio after claims for
compensation is comparatively low, however, the volatility of loss
ratio is so high that guaranty insurance companies should calculate
insurance price after considering these risks. Also, they should be
ready for future catastrophe risk by accumulating some profits of

premium.
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FY1999 353.8 66.5
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FY2002 109.6 51.8
FY2003 136.1 53.9
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FY2008 111.3 45.1
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1999 - - -
2000 - - - - -
2001 | 112750307 | 112750307 - - -
2002 | 131957798 | 105566238 | 26,391,560 - -
2003 | 2435517538 | 1,650,151,926 | 779305612 | 54,523,384 8,723,741 45,799,643
2004 | 3517255392 | 2,602,769,138 | 914,486,454 - -
2005 | 4,731.970,071 | 2,399,108826 | 2,332,801,245 - -
2006 | 9,716,176,246 | 7,081,635,057 | 2,634,541,189 - - -
2007 | 66,588842,483 | 02,414,387.948 | 4,174454,535 | 29,400,288 | 40,167,335 | -10,707,047
2008 | 213,714,353,111 | 208,355,251,992 | 5,359,101,119 | 6,309,748,114 {9,722,711,000 | -3,412,962,946
Z37) | 300,948,823,146 | 284,727,621 432 |16,221,201,714 | 6,393,731,786 |9,771,602,137 | -3,377,870,351
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veor | 2 AEE i 2o A ARd | ey 2o
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2000 - - - - -
2001 - - - - -
2002 - - - - - -
2003 | 5763972129 - | 5763972129 : - -
2004 | 1,112,086,730 - | 1,112,086,730 - - -
2005 15,677,034 - 15677034 - - -
2006 30,372,000 -] 30372000 - - -
2007 381,115,168 - 381,115,168 - - -
2008 | 10,511,277,015 | 1,051,127,702 | 9460,149,314 | 157945403 | 230,918,105 | -78972,702
8 | 17,814,500,076 | 1,051,127,702 | 16,763,372,375 | 157,945,403 | 236918,105 | -78,972,702
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ARSI F | ANAYZE (% of Total| SHE % of Total| AR |% of Total

1996 511,560 82,863 16.20%| 203,141 39.71% 30,207 5.90%

1997 549,367 82,532 15.02%| 161,007 29.31% 53,761 9.79%

1998 766,400 75,299 9.83% 99,284 12.95%| 242,518| 31.64%

1999 985,296 45,908 4,66% 70,474 7.15%| 457,608| 46,44%

2000 664394]  20760|  4.48%| 36,195|  5.45%| 165,128 24.85%

2001 587,010 23,995 4,09% 12,698 2.16% 20,770 3.54%

2002 804,626 26341  3.27%|  3561|  0.44%| 10,610|  1.32%

2003 824,384 18,289 2.22% 1,664 0.20% 6,618 0.80%

2004 767249 11,077|  1.44%|  1162|  0.15%|  5925|  0.77%

2005 776,423 7212|  0.93% 81| 0.11%|  2512]  0.32%

2006 827,789 5,396 0.65% 602 0.07% 2,120 0.26%

2007 842,527 3,993 0.47% 647 0.08% 1,576 0.19%

2008 925,236 3187|  0.34%| 1200  0.14%| 1427 0.15%

(B V-8) M2EZ9| dutslig
(9] %)
SAAE A ik AR A9] ke AR - -T2 A9 Eafke

1996 106.15 96.47 69.22
1997 271.20 219.23 211.82
1998 287.18 273.94 207.91
1999 455,22 31.59 30.41
2000 91.84 37.48 28.37
2001 191.27 21.60 22,21
2002 42,44 41,04 38.72
2003 45,28 62.40 61.08
2004 26.45 47.64 44.85
2005 1.54 20.93 22.43
2006 23.74 27.79 30.21
2007 21.12 27.50 30.98
2008 49.36 51.34 54.67
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