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Introduction

The US-China trade war has had a significant
impact on all areas of business in China, including
the motor insurance market. The Chinese auto
industry and motor insurance market are closely
linked. Motor insurance premiums account for nearly
57% of total non-life premiums. Consequently, the
Chinese auto industry has been severely impacted by
these ongoing disputes. The result has been a
significant decline in car imports and car sales,
resulting in a substantial decline in Insurance
premiums.

The short-term effects of the trade war
since 2017

i Higher manufacturing costs and higher
repairs costs - squeezing the
profitability of auto insurers.

- In 2022, a low premium growth rate of
0.7% due to a combination of multiple
factors including lockdowns and low

_auto sales.

Decline in overall Chinese economic
growth, resulting in people deciding to
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The long-term impact

Further
diversification
of the business

Introduction of
new products
and services

Auto sales will be slow to recover, forcing
motor insurers to explore other lines of
business in casualty, accident and health,
resulting in continued diversification of the
market.

Insurers are facing fierce competition since
the reform of motor insurance regulations.
Providers will need to provide innovative
products and new customer experiences to
stay competitive.

Atrtificial Intelligence can be used for better

gﬁia;;‘c;rlvmg pricing. Real time data and monitoring of
vehicles will provide competitive pricing
based on driver performance, not only
vehicle types, condition, age, etc.
Technology- With more and more electric and hybrid cars
enabled risk on the road, China will be able to develop
prevention smarter systems to prevent motor insurance

Summary and Outlook

claims and fight fraud cases.

The ongoing US-China trade war has caused a lot of uncertainty and disruption especially for the Chinese motor insurance market.

Short term effects

« Challenging environment for insurers’ profitability.
« Slower growth in the next couple of years.
« Changing Customer behaviours due to economic outlook.

Long term impact

+ Insurers will innovate and develop other areas of their portfolio.
» Customers can enjoy new products and services introduced in the market.
« The motor insurance market will embrace data and technology for more

efficiency.



15. Jahrestagung des Forderkreises Ruickversicherung
Researchers’ Corner am 24. Juni 2022

The impact of the US-China trade war on the Chinese
motor insurance market

Lihong Wang, M. Sc. / FCII

| am Lihong Wang, a part-time senior research
associate at the Research Centre for Reinsurance,
Cologne University, and a full-time employee at
Lloyd's broker 1065 International Risk Solution (IRS)
Group in London. This year, | am very proud to
become member of Lloyd’s, in the Non-Underwriting
Working Member (NUWM) Category.

The US-China trade tension, which began worsening in early 2017, has had far-
reaching consequences. On July 6, 2018, the US imposed tariffs on $34 billion worth
of Chinese goods, prompting retaliatory measures from China. This ongoing trade
dispute has created economic tension between the world's two largest economies,
leading to the implementation of tariffs, trade restrictions, and geopolitical
uncertainties.

The impact of these actions has been felt across various sectors, causing disruptions
in global supply chains, increased manufacturing costs, and fluctuations in market
demand. Businesses operating in this complex trade environment now face
significant uncertainties. The automotive industry, including cars, car components,
steel, and aluminum, has been particularly affected.

Furthermore, the trade war has had a notable influence on motor insurance
premiums, which account for approximately 57% of non-life insurance premiums in
China.

The graph shows the annual growth rates and gross written premiums of Chinese
non-life insurance from 2017 to 2021. We observe a declining trend during this
period, with growth rates dropping from 14% to 12%, 11%, 4%, and reaching a low
of 0.7% in 2021. This decline can be attributed to various factors, including the US-
China trade war and economic challenges.



However, there is a positive outlook for the Chinese non-life insurance market from
2023 to 2026, with a projected average growth rate of 5%. This upward trend
indicates a recovery and potential opportunities for insurers to regain momentum.

The US-China trade war has negatively affected the Chinese motor insurance market
in the short term. Here are the key impacts:

1. Increased manufacturing and repair costs: Tariffs and trade barriers have raised
the prices of imported auto parts from the US, squeezing the profitability of auto
insurers. Moreover, repair costs have escalated due to expensive imported parts,
further impacting insurer profitability.

2. Low premium growth rate: The trade war, along with lockdowns and reduced auto
sales, has led to a sluggish premium growth rate of 0.7% in 2021. Uncertainty and
weakened consumer confidence have dampened car imports and sales, resulting in
weaker demand for motor insurance.

3. Decline in Chinese economic growth: Challenging economic conditions have
prompted some individuals to take the risk of driving without insurance to save
money. This trend poses risks for both uninsured drivers and the motor insurance
market.

In the long term, the US-China trade war is expected to have a transformative impact
on the Chinese motor insurance market across four key aspects:

1. Further diversification of the motor insurance market: Auto sales recovery
challenges will drive motor insurers to expand beyond traditional motor insurance.
This diversification will involve exploring lines of business-like casualty, accident, and
health insurance. It broadens revenue streams, mitigates the impact of slow auto
sales, and provides consumers with a wider range of insurance options.

2. Introduction of new products and services: Motor insurance market competition
and regulatory reforms will push insurers to innovate and offer new products and
services. Tailored solutions, flexible coverage options, and enhanced customer
experiences will become essential. Value-added services like 24/7 roadside
assistance and personalized risk management advice will be included to attract
customers and contribute to market growth.

3. Data-driven pricing: Technological advancements and access to big data will
shape the future of motor insurance in China. Insurers will increasingly rely on data-
fed pricing models to assess risks accurately and set premiums accordingly. Real-
time data and vehicle monitoring will aid in identifying high-risk behaviors, enabling
proactive interventions for improved risk prevention and reduced claims.

4. Last but not least, technology-enabled risk prevention: China's adoption of electric
and hybrid cars presents an opportunity to develop smarter systems for preventing
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insurance claims and combating fraud. Integration of technologies like telematics,
artificial intelligence, and loT will allow insurers to monitor and analyze driver
behavior, vehicle condition, and road conditions in real-time. This reduces accidents,
lowers costs for insurers, and enhances policyholder safety.

These changes will shape a dynamic and competitive motor insurance landscape in
China, benefiting both insurers and consumers.

In summary, the short-term impact of the US-China trade war on the Chinese motor
insurance market has been significant, leading to higher costs, low premium growth,
and an economic decline. However, there are opportunities for growth and stability.

Looking ahead, the motor insurance market shows promising prospects for long-term
growth and stability. Key takeaways include market diversification, introduction of
new products and services, and the importance of data-driven pricing and
technology-enabled risk prevention.

Despite the trade war challenges, the Chinese motor insurance market holds growth
potential. Insurers are advised to embrace innovation, adapt to market conditions,
and prioritize customer needs. By being proactive and customer-centric, insurers can
navigate challenges, seize opportunities, and contribute to the long-term growth and
stability of the Chinese motor insurance market.

Discussion

e What was the impact of COVID and what was the impact of the US-China Trade
War in the decline of the Chinese insurance premiums? Can you tell which was
more effective?

The impact of COVID-19 and the US-China Trade War on the decline of Chinese
insurance premiums cannot be accurately quantified at this time due to insufficient
data and studies. However, available publications suggest that in 2020, the Trade
War had a less severe impact on the decline of insurance premium growth
compared to COVID-19.

e Has the appetite of doing business in China by international companies changed?

Yes, the US-China Trade has made the neighboring companies becoming more
attractive for relocation of manufacturing sites. Selective enforcement of
draconian data and spying laws is scaring Western companies. However, China
is a huge market for potential growth too. In the past years, international
companies are more aware of the risks now and able to make informed choices.



Regarding electric cars made in China, are there more changes?

This is an interesting development as China provided subsidizes for consumers
to buy electric or hybrid cars, and insurers provide discounts for insurer the e-
cars. Chinese roads are becoming smarter and more connected. The risk
landscape for motor insurers changed drastically. By 2023, 30% of cars in China
will be electric cars! As Reuters put it: “China's auto market, the world’s largest,
is accelerating toward an electric future — leaving established global brands stuck
in the slow lane.”
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